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Giris

Azarbaycan Respublikasi Milli Bankinmin 2003-cii ilin
vekunlart iizra taqdim etdiyi hesabatda onun illik
faaliyyatinin naticalorinin genis sarhi oz aksini tapmigdir.

Milli Bank oz faaliyyatini bayan etdiyi "Azarbaycan
Respublikast Milli Bankinin 2003-cii il ti¢iin pul-kredit
siyasatinin baglica istigamatlari barada bayanati'nda
nazarda tutulan maqsad va vazifalorin yerina yetirilmasi
tizarinda qurmusdur. Milli Bank 2003-cii ildo do
inflyasiyamin magbul saviyyada saxlanilmasina, milli
valyutanin mazannasinin sabitliyinin tomin olunmasina,
beynalxalq normalara uygun valyuta ehtiyatlarinin
qorunub saxlanilmasina, bank sisteminin daha da
mohkamlondirilmasina va iqtisadiyyatin pulla tomi-
natimin daha da yaxsilasmasina yonaldilmis pul-kredit
va mazonna siyasati yeritmigdir.

Qarsida qoyulan maqsadlara nail olunmus, inflyasiya
magbul saviyyada saxlanilmug, igtisadi artima adekvat
olaraq pul taklifi artmis, pul-kredit gostaricilari avvalki
ilo nisbaton daha da yaxsilasmis va biitiin bunlar 6lka
iqtisadiyyatimin digar sferalarinda aparilan ardicil
islahatlar ilo birlikds davaml igtisadi artim proseslorini
giiclondirmisdir. 2003-cii ildaki makroigsiadi vaziyyat
avvalki illardon forqli olaraq oz spesifikliyi ilo
secilmisdir. Belo ki, neft golirlorinin sosial-iqtisadi
inkisafa yonaldilmasino baslanmast makroiqtisadi
siyasatin biitiin qanadlar, o ciimladon pul-kredit siyasati
qarsisinda tanzimlayici funksiyalarm samoarasinin daha
da artirilmast zoruratini miiayyan etmisdir. Bu moanada
"holland sindromu"na yol verilmamoasi sahasinda 2003-
cii ilda olkado makroigtisadi tonzimloma sahasinda, o
climladan pul-kredit sferalarinda magsadyonlii tadbirlor
hayata kegirilmisdir.

Pul-kredit siyasati daha da tokmillogdirilmisdir. Pul-
kredit siyasatinin tonzimloma alatlori modernlasdirilmis
va onlarmm ¢esidi  genislondirilmisdir. Monetar
idaraetmonin institutsional bazasinin miihiim elementlori
olan makroiqtisadi tadqgiqatlar darinlosdirilmis, statistik
informasiya tominatinin daha da giiclondirilmasi
istigamatinda bir sira miihiim islor goriilmiisdiir.

Hesabat ilindo do Milli Bank torafindon bank
islahatlarimin ~ siiratlondirilmasi, bank  sisteminin
mohkamlondirilmasi, onun iqtisadiyyatda rolunun
artirllmasi, ahalinin, is adamlarimin bank sistemina olan
inanimin giiclondirilmasi istiqamatinda ahamiyyatli iglor
gortilmiisdiir. Azorbaycanda bank sisteminin yeni
inkisaf programi (2004-2005-ci illor) hazirlanmuisdir.

Doviat banklarimin ozallasdirilmasina dair olko
Prezidentinin 17 aprel 2003-cii il tarixli formanlarinin
icrast tizra islora baglanmigdir. Qabul olunmus inkisaf
strategiyasina uygun olaraq 6zal banklarin saglamlag-
dirilmast tadbirlori davam etdirilmis, bank sisteminin
komiyyat va keyfiyyat parametrlori daha da yaxsi-
lasmugdir.

Milli Bank torafindon kommersiya banklarinda
korporativ idaraetma standartlarinin tatbiqi iizra
institutsional tadbirlor goriilmiigdir. Bank sisteminda

xarici kapitalin istiraki tam liberallasdirilmisdur.
Maliyya-bank institutlarimin ¢esidinin  genislon-
dirilmasi istigamatinda miivafiq tadbirlor goriilmiisdiir.

Hesabat ilindo bank infrastrukturunun inkisaf
etdirilmasi va miiasir standartlar asasinda yenidan
qurulmasi istigamatinda do tadbirlor davam etdirilmisdir.
Bank qanunvericiliyinin tokmillogdirilmasi istigamatinda
ciddi iglor goriilmiis, "Banklar haqqnda" Azarbaycan
Respublikast Qanunu gabul edilmis, "Ipoteka haqqinda”
qanun layihasi hazirlanmis va tagdim edilmisdir.

Bank faaliyyatinda kredit riskini azaltmaqla banklarin
iqtisadiyyata kredit qoyuluglarmin aktiviasdirilmasinda
miihiim  rol oynayan Morkazlogdirilmis  Kredit
Reyestrinin yaradilmasina baglanmigdir.

Odonis sistemlori infrastrukturunun daha da
tokmillasdirilmasi va genislondirilmasi magsadilo milli
kart-prossesing moarkazinin yaradilmasi iizra miivafiq
islor apariimusdr.

Bank nazaratinin keyfiyyatco tokmillasdirilmasi
davam etdirilmisdir. Risq yoniimlii, "erkon xobardarlq"
prinsipina asaslanan bank nazarati banklarin faaliy-
yatina moasafadon samarali nazarat etmaya imkan
vermisdir.

Biitiin bu qeyd olunanlarin naticasi olaraq bank
sisteminin iqtisadiyyatda rolu daha da artmuis, banklar
torafindon miistorilora xidmatin saviyyasi ahomiyyatli
daracada yiiksalarak beynalxalq standartlara yaxin-
lasmusdir. Banklara inamin artmasi hesabina genis-
lonan amanat va depozit bazasi banklarin kredit
qoymagq imkanlarin genislondirmisdir ki, bu da olkado
sahibkarligin inkisafina, iqtisadiyyatin sahavi va
regional strukturunun yaxsitlasmasina va ohalinin
sosial rifahina miisbat tasir gostormigdir.

Oldo olunmus nailiyyatlori sortlondiron an miihiim
amillardan biri da Milli Bankin oziiniin faaliyyatinin
daim modernlasmasi, bu faaliyyatin, 2001-2002-ci
illarda oldugu kimi, ¢cevik taktiki va strateji planlasdirma
va ciddi biidca prinsiplori asasinda qurulmasidir.

Hesabatda 2003-cii ilin yekunlari il yanasi
Azarbaycan Respublikasi Milli Bankinin 2004-cii il vo
ilk dafs olaraq ortamiiddatli dévr iiciin (2005-20006)
pul-kredit siyasatinin baglica istigamatlori barada
bayanati da 6z aksini tapmigdir.

Eyni zamanda hesabatda miistaqil auditor sirkati
olan "Deloitte&Touche LLC" torafindan Milli Bankin
2003-cii ildaki faaliyyatinin, elaco do miihasibat va
maliyya balansimin auditinin yekunlarina dair rayi do
tagdim olunur.

[llik  hesabatin daha genis oxucu kiitlasina
catdiriimasini tomin etmak ticiin o Milli Bankin xiisusi
web saytinda (www.nba.az) da yerlagdirilmisdir.
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Introduction

The 2003 annual report of the National Bank of
Azerbaijan discusses in adequate detail the National
Bank's performance through the course of the year.

The National Bank's activities during that year were
subject to the principles outlined in the Mission
Statement of the National Bank of the Republic of
Azerbaijan for the year 2003 monetary policy objec-
tives. Once again, the year 2003 witnessed the
National Bank's monetary and policy implementation
designed so as to maintain the inflation rate at an
appropriate level, ensure stability of the national cur-
rency, maintain foreign reserves in conformance to the
best international practices, further strengthen the
banking system and improve money supply arrange-
ments in the national economy.

The aforementioned objectives and tasks have been
successfully accomplished, with the inflation rate
retained at an acceptable level, money supply increased
relative to economic growth, monetary indicators
improved against the last year's rates; hence all these
factors in consistency with the reforms implemented in
other sectors of economy have contributed to a sustain-
able economic growth. The macroeconomic situation in
2003 was rather specific as compared to the previous
years. Thus, the use of oil revenues for social and eco-
nomic development has encouraged and rendered nec-
essary an increase in the effectiveness of regulatory
functions in relation to all aspects of the macroeco-
nomic policy, including the monetary policy. A number
of specific measures were undertaken to prevent the
Dutch disease by means of macroeconomic regulation
in the year of 2003, including the monetary sector.

Further refinements were made to the monetary poli-
¢y. Regulatory tools typically used to conduct the macro-
economic policy have been modernized and diversified.
The macroeconomic research, being an essential element
of the institutional capacity which underpins the mone-
tary management system, gained an intensive impetus
leading to a number of arrangements aimed at ensuring
supply of more accurate and precise statistics.

National Bank implemented a set of important meas-
ures to foster the banking reform, strengthen the banking
system, increase its role in the economy and enhance the
public and entrepreneur confidence in the banking sys-
tem in the reported period. A new development program
for the Azeri banking system was crafted (2004-2005).

Actions were taken to secure execution of the
Presidential Decree dated April 17, 2003 on privatiza-
tion of the state-owned banks. With furtherance of
effectiveness upgrade for privately held commercial
banks along the lines of the development strategy, the
banking system's qualitative and quantitative parame-
ters were improved.

National Bank made institutional arrangements to assist
commercial banks in implementing corporate governance
standards. Requirements with respect to foreign ownership

in the banking system have been made more liberal.
Banking products and services offered by the financial
intermediaries were diversified through a variety of actions.

The reported year also witnessed the implementation
of actions to secure development of the banking infra-
structure and its reorganization with an aim towards
the modern standards. The banking legal framework
has been significantly modified by adopting the new
Law on Banks of the Republic of Azerbaijan and drafi-
ing and submittal of the Law on Mortgage to the rele-
vant government instances for review and approval.

A foundation has been laid for the Centralized Credit
Register, which is designated to play an important role in
ensuring more active lending transactions through min-
imizing credit risks inherent in the business of banking.

There were efforts made with respect to improve-
ment of the payment systems infrastructure, namely the
commencement of design and implementation works
relating to the national card-processing center.

Efforts were made to ensure continued development
of the banking supervision function within the National
Bank. Risk-preventive "early warning"-based banking
supervision has been increasingly enabling effective
distant supervision of banking activities.

As a direct consequence of the above stated accom-
plishments and developments the banking system's role
in the economy has grown stronger by nearing the best
international practices and standards of business con-
duct through a significant upward shift in the quality of
services provided to the general public. Banks have
benefited from the increasingly expanding deposit base,
a derivative of the enhanced public confidence, to the
point where their lending capabilities have improved so
as to make feasible funding contributions to the private
business development and refinements in the structure
of economic sectors with a broader regional coverage,
all leading to the growth of social welfare of the nation..

Among the factors that have contributed to the
greatest extent to the above-noted accomplishments
are the processes of on-going best practice-oriented
modernization of the National Bank's operation, which
itself is grounded in flexible and efficient tactical and
strategic planning and well-designed budgeting prin-
ciples as was the case in the years of 2001 and 2002.

Along with the narrative and flowchart description of
the year 2003 operations the report contains the National
Bank's year 2004 and, for the first time, a mid-term
(2005-2006) mission statement for the monetary policy.

The report also contains the National Bank's 2003
year-end accounting and financial balance sheets, as
well as the income statement audited by the independ-
ent auditor Deloitte & Touche LLC.

The annual report has also been posted on the
National Bank's web-site (www.nba.az), thus made
available to broader reading audiences.



Azarbaycanda sosial-iqtisadi vaziyyat

1. AZORBAYCANDA SOSIAL-IQTiSADI
VOZIYYOT

1.1. Real sektor

Iqtisadi  aram.  2003-cii il  Azerbaycan
igtisadiyyatinda pozitiv meyllerin daha da giiclonmasi
va iqtisadi artim tempinin son illor arzinde on yiiksek
hadde catmast ile alamatdar olmusdur. 2003-cii ilde deo
makroiqtisadi sabitlik daha da méhkemlenmis, yiiksek
igtisadi artima ve sosial yiikselige nail olunmusdur.

Igtisadiyyatda struktur islahatlarinin, onlarm miihiim
istiqgametleri olan 6zellegsdirme ve aqrar islahatlarin
ugurla reallagmasini, igtisadiyyatin tarazl inkisafi {i¢lin
geyri-neft sektorunun daha siiretli inkisafini tezahiir
etdiron vo bazar miinasibatlorinin asas dastyicisi olan
6zal sektorun UDM-d> payr ohomiyyetli deracedo
artaraq 73,3% toskil etmisdir.

Dayamigli igtisadi artimin tomin edilmasindo helledici
rol oynayan miihiim daxili amil kimi 6lkeds sahibkarliq
fealiyyotinin daha da canlanmasini ve dovlstin
sahibkarliq fealiyyetine herterafli destoyini qeyd etmok
olar. Belo ki, 2003-cii ildo sahibkarhgmn inkisafina
dovlet desteyinin daha da artirilmasi ilk névbade geyri-
neft sektorunun resurs potensialinin effektiv reallasmasi
ticlin miinbit institutsional zemin yaratmis, bu sahade
investisiya miihitini xeyli yaxsilagdirmsdir.

Hesabat ilinde olkeds isgiizar aktivliyin giiclon-
mosinde, mehsul istehsali hecminin genislonmasinde
daxili telebin artmasi da miihiim rol oynamigdir. Daxili
tolobin biitiin komponentlor iizro artimi igtisadiyyatin
biitiin sahelerinde igtisadi fealligin canlanmasina serait
yaratmisdir.

Daxili amillerden slave 2003-cii ilde diinya
igtisadiyyatinin Gton ilo nisbaten canlanmasi, 6lke
iqtisadiyyatinin sabit inkigafi ii¢lin xarici iqtisadi
sortlorin, osas etibarilo neftin diinya qiymsatlorinin
olverigli olmast milli iqtisadiyyatin yiiksek artim
tempinin saxlanilmasi ti¢iin miinbit zemin yaratmisdir.

Balanslagdirilmis makroiqtisadi siyaset, yoni hom
mocmu tolobin, hom do mocmu toklifin
stimullagdirilmas1 siyaseti neticesinde dlkedo
istehsal olunan UDM-in real olaraq 11,2% artimina
nail olunmusdur.

2003-cii ilde istehsal olunmus UDM-in hacmi 35,1
trln. manat (7,1 mlrd. ABS dollar1) toskil etmisdir.

Bu 6ton ile nisbaton miiqayiseli qiymatloerle 3,4 trin.
manat ¢coxdur. Adambasina diison UDM-in hocmi
879,7 ABS dollar1 teskil etmis, onun real hecmi
10,3% artmisdir.

UDM-in artimi mehsul istehsalmm demok olar ki,
biitiin sahsler iizre genislonmesi hesabina temin olun-
musdur ki, bu da igtisadiyyatin sahevi diversifikasiyasi
prosesinin siiretlonmasini xarakterize edir.

2003-cii ildo UDM-in sahovi strukturu
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Naogliyyat ve rabito

Senaye ovvelki illorde oldugu kimi UDM-in
strukturunda aparici rola malik olmusdur. Daha
sonraki yerlor xidmat vo kond teserriifatina moxsus
olmusdur. Oten ilde tikinti sahesinde bas veren
yiiksok artim onun UDM-in strukturunda payinmn
8,7%-don 12,1%-o ylikselmasine gotirib ¢ixarmisdir.

2003-cii ili kend teserriifati istehsali ligiin de ugurlu
hesab etmok olar. Kond toserriifat: istehsalinda 5,6%
artim osasen pambiq, kartof, terovez ve bostan
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Social and economic conditions in Azerbaijan

1. SOCIAL AND ECONOMIC CONDITIONS
IN AZERBAIJAN

1.1. Real Sector

Economic growth. Positive trends in the economy
of Azerbaijan grew stronger and the overall econom-
ic growth paced at its fastest in 2003.
Macroeconomic stability grew stronger, with high-
level economic growth and social development con-
sequently accomplished in the year of 2003 too.

The private sector, the principal driving force of
economic reforms, in particular privatization and
agricultural reformation as their major components,
the ultimate tool of balancing the economic develop-
ment through focusing on the non-oil sector, and
finally, the very essence of market-based relations,
has significantly increased its share in the GDP to the
total extent of 73.3%.

Furthermore, entrepreneurship has gained firmer
grounds enjoying comprehensive support from the
government, which purely domestic factors should be
rewarded for playing a determining role in securing the
economic growth. Thus, the increased government
support to the private business development has built
up an institutional framework that allows for the most
effective usage of the non-oil sector's capacity, and has
also enabled a favorable environment for investments.

On the other hand, increased domestic demand also
played an important role in making the local business
circles more active and expanding their operational
output during the reported year. The upward shifts in
all components of the domestic demand have encour-
aged economic activity in all sectors of economy.

Besides the domestic factors, the country's economy
has also greatly benefited in terms of maintaining a
sustainable growth pace from the global economic
developments, such as an upturn in the world's
economies, and the positive impact of the global eco-
nomic developments on the domestic economy, in
particular the favorably high oil prices on the interna-
tional marketplace in the year of 2003.

A balanced macroeconomic policy, i.e., a policy aimed
at stimulating both the total demand and supply led to a
growth rate of the national GDP of 11.2% in real terms.

The year 2003 GDP totaled to AZM35.1 trillion

(USD7.1 billion). This is in excess of the last year's
comparative prices by AZM3.4 trillion. The GDP per
capita constituted USD879.7, which represents a

10.3% upturn in real terms.

The GDP growth was stimulated mainly by output
enhancements in virtually all sectors, which indi-
cates a faster process of economic diversification
across all sectors of the economy.

Year 2003 GDP Breakdown by Economic Sectors
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Transport and communications

As earlier, industry prevailed within the GDP
framework, followed by services and agriculture.
The accelerated pace of construction development
burst out in the previous year led to a leap of its share
in the GDP from 8.7% to 12.1%.

The year of 2003 was also a success in terms of
agricultural production. The 5.6% upturn in agricul-
tural production was mainly caused by both intensive
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bitkileri istehsalinin intensiv ve ekstensiv artimi
sayasinde miimkiin olmusdur.

UDM-in artiminda ehemiyyetli istirak pay1 olan
naqliyyat sektorunda artim tempi 11,1% teskil
etmisdir. Noaqliyyat sektorunda bas veren artimda
1996-c1 ilden baslayaraq 6lkaden kecon tranzit yiik
dasinmasinin  getdikce intensivlesmesinin de
miihiim rolu olmusdur.

2003-cii ilde istehlak telebinin artmasi istehlak
bazarmmin daha da canlanmasini sertlondirmisdir.
Hesabat ilinde 2002-ci ille miigayisede perakende
amtos doOvriyyesinin heacmi 10,9%, ohaliye
gostarilen pullu xidmsatler ise 11,7% artmigdir.

Investisiya. 2003-cii ilde iqtisadiyyatin inkisafina
17,8 trln. manat (3,6 mlrd. ABS dollar1) investisiya
yonaldilmisdir ki, bu da 2002-ci ilin seviyyeasinden
71,2% coxdur. Umumi investisiyalarin 91,8%-1
istehsal  toyinathhi  obyektlorin  yaradilmasina
yonoaldilmisdir. Hesabat ilinde investisiyalar miixtolif
menbelerden maliyyelesdirilmisdir. Investisiyalarm
maliyyslesdirilmasi menbaleri terkibinde miiessise
vo toskilatlarin 6z vesaitlarinin xiisusi ¢okisi 85,3%
toskil etmisdir. Umumi investisiyalarin 1,6%-i bank
kreditlari, 3,2%-1 ohalinin sexsi vesaitleri, 2,8%-1
biidce vesaitleri, 0,8% biidcodenkenar fondlarin
vosaitleri, 6,3%-1 ise diger menbsaler hesabina
maliyyelosdirilmigdir.

Investisiyalarin yonaldiyi sahalor iizro
bolgiisii, %o-1o
02 1,0
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2003-cii ilde istifade edilmis investisiyalarin 79,7%-1
senaye saholorinin inkisafina, 5,5%-1 menzil
tikintisina, 8,7%-1 neqliyyata, 0,8%-i ticarat veo
xidmeta, 1,4%-1 rabiteye, 1%-1 kend tesesrriifatina,
0,2%-1 tikintiye, 2,7%-1 diger sahalere yonaldilmisdir.

2003-ctii ilde investisyalarin colb edildiyi bolmeler
icarisinde 6zal cektorun pay1 artmaqda davam etmisdir.
Belo ki, investisiyalarin 88,7%-1 6zel bolmenin,
11,3%-1 ise dovlet bolmaesinin payina diismiisdiir.

Dovlat maliyyasi. Son illor respublikada hoyata
kecirilen iqtisadi islahatlar diger sahalerde oldugu kimi
dovlet maliyye sisteminde do sabitliyin temin
olunmasinda ve eloco do dovlet maliyye sisteminin
osas elementlarinden biri olan dovlet biidcesinin golir
va xarclarinin artimina 6z effektiv tosirini gostormisdir.

Belo ki, biidcenin golirleri 6092 mlrd. manat
prognoza qarst 6127,6 mlrd. manat icra (100,6%)
olunmus ve 34,6% artaraq UDM-in 17,5%-ni teskil
etmisdir. Biidce xorclori avvalki ilo nisbaten 1510,9
mlrd. manat ve ya 32,4% artaraq UDM-in 17,6%-ni
toskil etmisdir. Onu da qeyd edok ki, sosial miidafie
vo sosial toeminat xerclori 2002-ci ilo nisbaton 12,5%
artmigdir. Biitovlikde biidce xarclorinin 17,3%-1
ohalinin sosial miidafiesine ve sosial teminatina serf
edilmisdir. Biidce xorclarinin 19,7%-1 ise 0Olke
igtisadiyyatinin inkisaf etdirilmeasine yoneldilmisdir.

Dovlet biidcesinin kesiri prognozda -331 mlrd.
manat nozorde tutulsa da, ilin sonunda -41,9 mlrd.
manat olmusdur ki, bu da UDM-n 0,1%-ni teskil edir.

Sosial sfera. 2003-cii ilde shalinin pul golirleri 24,2
trln. manat toskil etmis vo 14,1% artmigdir. Ohalinin
adambagma diisen pul golirleri ise 13,2% artaraq
2983,4 min manat olmusdur. ©halinin seroncamda
qalan pul golirleri ise 23,3 trln. manat teskil etmisdir
ki, bu da avvalki illo miiqayisede 14% ¢oxdur.

Hesabat ilinde shalinin pul xerclori 23,9 trln. manat
toskil etmis ve 13,5% artmisdir. Ohalinin xarclerinds
osas yeri mal ve xidmetlerin ve xarici valyutanin
alimmasi xarclori tutmusdur.

Ohalinin golirlerinin formalasmasinda miithiim pay1
olan emek haqqinin seviyyesi de Oten ille
miiqayisede 21,4% yiikselmisdir. Oten ilde &lke
iqtisadiyyatinda calisan iscilerin orta ayliq emsak
haqqi 383,1 min manat toskil etmisdir.

1.2. Todiys balans1
2003-cii ilde tediye balansi iizro maliyye aximlari

Olkenin 6dems qabiliyyetinin daha da yaxsilagsmasini,
investisiya potensialinin rellagmasi prosesinin
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and extensive growth of cotton, potato, vegetable
and melon-growing industries.

An increase in the transport sector which accounts
for a major portion of the total GDP growth consti-
tuted 11.1%. Cargo transit has increasingly intensi-
fied since 1996, thus playing an important role in the
overall growth in the transport sector.

An increase in consumption demand in year 2003
contributed to the certain revival of the consumption
market. The volume of the retail commodity
turnover rose by 10.9% and chargeable services went
up by 11.7% in the reported year versus the year
2002 rates.

Investments. Investments in the national economy
totaled to AZM17.8 trillion (USD3.6 billion) in the
reported year, which exceeds the year 2002 levels by
71.2%. 91.8% of the total investment package was
directed for design and implementation of production
facilities. Investments were funded from a variety of
sources in the reported year. Equity of enterprises and
organizations accounted for 85.3% of the total invest-
ment funding. Remainder of the investment funding is
broken-down as follows in terms of sources: bank
loans - 1.6%; individual deposits - 3.2%; budget allo-
cations - 2.8%; extrabudgetary funds - 0.8%; other
sources - 6.3%.

Breakdown of Investments
by Economic Sectors, %

02 1,0
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Investment areas in 2003 included, percentagewise,
79.7% for industrial development, 5.5% for residential
construction, 8.7% for transport, 0.8% for trade and
services, 1.4% for communications, 1% for agricul-
ture, 0.2% for construction and 2.7% for other sectors.

Private sector's share within the above described
breakdown steadily increased in 2003. Thus, the pri-
vate sector accounts for 88.7%, while the public sec-
tor holds 11.3% of the total investments made.

Public funding. Comprehensive economic reforms
have contributed to ensuring sustainability of the pub-
lic financial system and provided an effective impact
on the growth of the public budget's revenue and
expenditure outturn, which represents a crucial com-
ponent of the public financial system.

Thus, the budget revenue outturn totaled to
AZM6127.6 versus a projected amount of AZM6092
(100.6% outturn), and constituted 17.5% of the GDP by
having increased 34.6%. Budget expenditures have
increased by AZM1510.9 billion or 32.4% as compared
to the previous year, thus having made 17.6% of the
GDP. It should also be noted, that social protection and
social security expenditures went up by 12.5% versus
year 2002 levels. Overall, 17.3% of the budget expendi-
tures were directed for social protection and social secu-
rity purposes, while 19.7% of the budget expenditures
were directed for economic development of the country.

While the budget deficit had been projected at -
AZM331 billion, it rounded up to ~AZM41.9 billion
by the year-end, which makes 0.1% of the GDP.

Social sector. Individual cash income in 2003 totaled to
AZM?24.2 billion, showing an increase of 14.1%. Cash
income per capita increased by 13.2% thus reaching the
level of AZM2983.4 thousand. Cash income remaining
at the general public's disposal made AZM23.3 trillion,
which exceeds the previous year's indicator by 14%.

Cash expenditures of the population totaled to
AZM23.9 trillion in the reported year, having
increased by 13.5%. Commodity, service and foreign
exchange purchases accounted for the largest portion
of individual expenses.

Salaries, the chief constituent of individual revenues,
have also gone up by 21.4% as compared to the pre-
vious year. Average monthly salary made AZM383.1
thousand.

1.2. Balance of Payments

Financial flows in the year 2003 balance of payments
determined the improvement of the country's credit ability,
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siirotlonmesini ve xarici terofdaslarin 6lkemize
etimadinin artdigin1 gosterir. Biitdvlikde 2003-cii
ilde Azerbaycan 167 xarici dovlet ile iqtisadi alageler
yaratmisdir.

2003-cti ilde tediye balansi statistikasinin daha da
tokmillesmesi {izre miihiim isler goriilmiisdiir. Olkenin
tadiye qabiliyyetinin diizgiin qiymatlendirilmeasinin
makroiqtisadi ehemiyystini nezere alaraq tediye

2002-ci il

900 4

600 4 482

300 1 482

lonmaesi naticesinde 2 mlrd.§ mebloginde kesirle
yekunlagsmisdir. Beloa ki, hesabat dovrii erzinde
Olkeye colb olunmus xarici kapitalin artmasi
hesabina investisiya yoniimli mallarin  ve
xidmatlorin idxali goxalmisdir.

Xarici ticarat. 2003-cii ilin yekunlarina gore xarici
ticarat dovriyyesi 5,3 mlrd.$ toskil etmis vo 2002-ci ilin
miivafiq gostericisinden 29,5% ¢ox olmusdur. Miiqayise

2003-cii il
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C] Cari hesabim saldosu

C] Xarici ticarot balansinin saldosu

balansinin toertibinin tekmillesdirilmesi, tehlilinin
derinloesdirilmeasi davam etdirilmisdir. Balansin tortib
olunma keyfiyyeti beynoelxalq maliyye institutlarinin
ekspertlorinin do miisbat royini almisdir.

Cari amaliyyatlar. "Cari amoliyyatlar hesabi"nin
saldosu 2003-cti il orzinde bir sira miisbot faktorlar,
xisusen neft strategiyasinin reallagsmasinin stirat-

-2021

D Xidmetlor balansinin saldosu
. Golirlerin saldosu

. Cari transfertlorin saldosu

olunan dévrde olkeye idxal olunan mehsullarm hacmi
49,3%, ixrac 13,9% artmisdir. Ixracin {imumi hecmi
319,6 mIn.$ artaraq 2,6 mird.$ toskil etmisdir. idxalin da
hocmi 8994 mIn.$ artaraq 2,7 mlrd.$ olmus, idxal vo
ixracin UDM-doki xiisusi cekileri miivafiq olaraq
38,1% vo 36,8% toskil etmisdir.

Xarici ticaratin strukturu

2002-ci il 2003-cii il
2002-ci ilo nisboton,

Min. Xiisusicokisi Min. Xiisusicokisi Yo-lo

$-la %-1a $-la %-1a
Dévriyye-comi
O ciimipdon 4128 100 5348 100 130
Ixrac 2305 56 2625 49 114
Idxal 1823 44 2723 51 149
Saldo 482 -98
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stimulated a faster pace of the investment potential realiza-
tion and fostered the confidence of foreign counterparts in
our country. Overall, Azerbaijan built economic relations
with 167 foreign states in the year of 2003.

Significant measures were made to improve the bal-
ance of payment statistics in 2003. Improvements were
made in the process of developing the balance of pay-
ments, with an aim towards a deeper, more meaning-

2002

900 4

600 4 482

300 482

number of positive factors in the year of 2003, in par-
ticular the faster pace of the oil strategy implementa-
tion. Thus, a foreign capital influx increase during the
period under review led to expanded imports of invest-
ment-derived commodities and services to the country.

Foreign trade. The 2003 year-end sum of the foreign
trade turnover made USDS5.3 billion, which exceeds the
relevant year 2002 indicator by a measure of 29.5%.

2003
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C] Balance of current account

C] Foreign trade balance

ful analysis as the macroeconomic importance of an
accurate evaluation of the country's creditworthiness
cannot be exaggerated. Experts from the international
financial institutions have commented favorably on
how the balance of payments had been prepared.
Current transactions. The current account rounded
up to a rate of only USD2 billion in deficit through a

-2021

D Balance of services

. Balance of revenues

. Balance of foreign transfers

Commodity imports went up by 49.3% and exports by
13.9% during the reported period. The increase in exports
made USD319.6 million in real terms, thus taking the
total level of exports to USD2.6 billion, whereas imports
rose by USD899.4 million to a point of USD2.7 billion in
total; overall, imports and exports as components of the
GDP accounted for 38.1% and 36.8% respectively.

Foreign Trade Structure

2002
USD Million
:l;/(l)lt:rlemmover 4128
Export 2305
Import 1823
Spread 482

2003

Compared
to 2002,
% USD Million % %
100 5348 100 130
56 2625 49 114
44 2723 51 149
-98

o@o
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Xarici ticaretin 22,5%-1 MDB iizvii olan dovletlerin,
77,5%-1 ise diger xarici dovletlerin paymna diisiir.
Respublikamiz emtee miibadilesinde Italiya, Rusiya,
Fransa, Tiirkiye, Birlosmis Kralliq, Iran, Tiirkmenistan,
ABS, Almaniya ve Israil ilo daha intensiv ticaret
olagoloeri yaratmigdir.

Ixracin strukturunda neft mehsullari miihiim yer
tutur. Hesabat dovriindo xarici dovletloro 2,3 mlrd.$-
l1q neft moahsullar ixrac olunmusdur ki, bu da 2002-ci
ilin gostericisinden 204,6 min.$ ¢oxdur. Bu osasen
xam neftin ixracinin hacminin artmasi ile baghdir.

Il orzinde 6lkeden 1,8 mlrd.$ mebloginde xam neft
ixrac olunmusdur ki, bu da 2002-ci ilin gostericisinden
235,0 mIn.$ ¢oxdur. Ixrac olunmus xam neftin 1,3
mlrd.$-nm1 Azerbaycan Beynolxalq Omeliyyat Sirketi
(ABOS) torafindan hasil olunmus ilkin neft togkil edir.
Bunun da 715,9 min.$-1 "Osrin miigavilesi" ilo bagh
xarici Olkelerin iri neft sirketlori torofinden
Azarbaycana yonealdilmis birbasa investisiyalarin
repatriasiyast kimi, yeni neft-qaz sektorunun xarici
Ohdoliklorinin azalmasi hesabina, 387,2 min.$ vo 234,2
min.$-1 ise miivafiq olaraq konsorsiumun pay¢i xarici
sirkatlorinin ve Azerbaycanin paylarina diigen golir
nefti kimi ixrac edilmisdir.

Olkenin diger strateji mehsulu olan pambiq
ixracinin deyer hecmi 46,7% artaraq 33,3 min.$
toskil etmisdir. 2003-cii ilde olkeden 85,1 min.$
moblaginds kimya mahsullari, 46,9 min.$ hacminds
iso masingayirma moahsullar1 da ixrac olunmusdur.

Idxalin strukturu avvelki dovrlerde oldugu kimi, yeno
do ixracin strukturundan forqlenir. Fiziki soxslerin
mokik idxalmi (330,2 mIn.§) ve humanitar mallar1 (40,6
min.§$) nezere almagla 2003-cii il erzinde respublikaya
959,3 miIn.$ xalq istehlaki mallar1 gatirilmigdir. Bunun
da 44,2%-1, yoni 423,8 mIn.$-1 arzaq mehsullarinin
payma diisir. Idxalin funksional strukturunda
investisiya yoniimlii masin-avadanlqlarin ve mallarin
xiisusi ¢oakisi kecen ille miiqayisede 15,1% artaraq
44,0%-o catmig vo 1,2 mird.$ mebloginde olmusdur.
Bu artim beynelxalq neft kontraktlari cergivesinde
Olkaye colb olunmus investisiyalarm artimi ilo elagadar
olmusdur. Bundan basqa il arzinde respublikaya 215,2
min.$ deyerinde tebii qaz vo iimumi meblegi 505,1
min.§ beraber olan istehsal toyinatli kimya, gara ve
alvan metal mohsullar1 da getirilmisdir. Biitdvliikds,
kecon illo miigayisede idxalin imumi hacmi 8994
min.$ mebloeginde artmigdir.

Beynolxalq xidmatlor. 2003-cii il orzinde xarici
dovletlorle Azerbaycanin iqtisadi elagelerinde garsiliglt
xidmetlor osas yerlordon birini tutmusdur ve hemin

xidmetlorin imumi hecmi 2,5 mlrd.$ toskil etmisdir.
Bunun da 2 mird.§ qeyri-rezidentlor torefinden
Azarbaycanin hiiquqi ve fiziki sexslerine, 432,0 min.$
iso  Azerbaycanin xarici Olkelerin rezidentlorine
gostordiyi xidmetlerdir. Xidmetler balansi kesirinin
2003-cii ilde de belo yiiksok olmasi (1,6 mlrd.$) esasen
beynalxalq neft kontraktlari g¢arc¢ivesinde neft-qaz
sektorunun fealiyyeti ile bagli islerin yerine yetirilmasilo
olagodar istifade olunmus 3,3 milrd.$ mebloginde
investisiyalarm 1,5 mlrd.$ meblaginde vesaitinin tikinti-
qurasdirma ve diger isgiizar xidmetlerle bagl xarclera
gora xarici dovletlerin rezidentlarine 6denilmasidir.

Qarsiligh xidmatler dévriyyesinin 15,7%-1 naqliyyat
iizre aparilan emeliyyatlarm payma diisiir. Umumi
doyori 388,2 mln.§ boeraber olan naqliyyat
xidmetlorinin 48,9%-1 Azerbaycan rezidentlorinin
xarici dovletlerin neqliyyat sistemlorinden istifade
etmalori ilo alagedardir. Oz névbesinde Azerbaycanin
diger Olkelare gosterdiyi naqliyyat xidmetlarinin
imumi deyeri 1982 mIn.$ beraber olmusdur. Bu
vosaitin xeyli hissesi TRASEKA layihasi ¢or¢ivesinda
respublika orazisi vasitesile Orta Asiya respublikalari
ilo Avropa oOlkaleri arasinda tranzit yiikdagimalariin
intensivlesmasi naticesinde olde edilmisdir.

Hesabat dovriinde xaricilere turizmle bagh
gostorilon xidmetlerin doyeri 57,7 min.$ beraber
olmusdur ki, bunun da 10,6%-1 (6,1 mIn.§) geyri-
rezidentlorin Azerbaycana isglizar seforleri ile
baghdir. Oz ndvbesinde xarici Slkeler teroefinden
Azoerbaycan rezidentlerine turizmle bagli gdsterilen
xidmetlorin deyeri 111,4 min.$. olmusdur. Burada
osas amil respublikamizdaki igtisadi fealligin ve daxili
sabitliyin bargerar olmasi ile elagadar turistlerin ve is
adamlarinin qarsiligh axininin lazimi seviyyade
qalmasi olmusdur. Umumiyyatle, geyd etmok lazimdir
ki, qarsiligh xidmetlerin 6lkenin xarici dlkeler ilo
omtoa ve xidmetlor iizre iimumi idxal-ixrac
dovriyyesinde xiisusi ¢okisi kecen illo miiqayisede
3,0% artaraq 31,7% toskil etmisdir. Bu da @sasen neft-
qaz sektorunun foealiyyeti ile bagli xidmetlorin
idxalinin 666 min.$ artmast ile baglhidir.

Golirlar. Golirler iizro daxilolmalarin vo 6denislorin
imumi dovriyyesi 547,3 mIn.§ teskil etmisdir. Bunun
da osas hissesini - 90,4%-ni (494,7 min.$)
Azerbaycandan 6denisler toskil edir. Xarice 6denilmis
bu vesaitin osas hissesi beynalxalq neft kontraktlari ilo
bagli ABOS-in xarici pay¢1 investorlarinin galirlerinin
repatriasiyast (387,2 min.§) ve geyri-rezidentloro
Odenilmis emok haglar1 (49,8 min.§) ile elagedardir.
Hemginin geyd etmoak lazimdir ki, golirlerle bagh
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In terms of counterpart ownership of the foreign trade
turnover, CIS countries accounted for 22.5% and other
foreign countries for 77.5% thereof. The country's com-
mercial relations in the sense of commodity exchange
intensified with Italy, Russia, France, Turkey, the
United Kingdom, Iran, Turkmenistan, USA, Germany
and Israel.

Oil products hold a significant niche within total
exports. USD2.3 billion worth of oil products were
exported to foreign states during the reported period,
which is in excess of the relevant year 2002 indicator by
USD204.6 million. This derives primarily from the
increased crude oil exports.

USD1.8 billion worth of crude oil had been exported
from the country during the year, which exceeds the
relevant year 2002 indicator by a measure of USD235.0
million. Early oil produced by the Azerbaijan
International Operating Company (AIOC) accounted
for USD1.3 billion within the total crude oil exports,
where USD715.9 million represent repatriation of the
direct foreign investments made in Azerbaijan by the
world's largest oil companies under the Contract of the
Century, i.e., export of oil revenue shares of foreign
companies and Azerbaijan of USD387.2 million and
USD234.2 million respectively under the production
sharing-based partnership within a consortium, which
basically represents a reduction in the foreign liability
assumed by the oil and gas sector.

Yet another product of the country that has a strategic
meaning to it, cotton, had its exports increased by 46.7%
thus totaling to USD33.3 million. The country also
exported USDS85.1 million worth of chemical products
and USD46.9 million worth of machinery in 2003.

Imports differed from exports in terms of composition
as had been the case in the previous years, too. A total of
USD959.3 million worth of consumption goods were
imported to the country in 2003, including shuttle trade
imports by individuals (USD330.2 million) and humani-
tarian aid goods (USD40.6 million). Here, food products
account for 44.2%, or USD423.8 million. Investment-
purpose imports of machinery, equipment and goods
went up by 15.1% to 44.0% as was facilitated mainly by
an upturn in the investments attracted to the country under
the international oil contracts. In addition, USD215.2 mil-
lion worth of natural gas and USD505.1 million worth of
raw material chemical, ferrous and non-ferrous metal
products were imported to the country in 2003. In total,
imports grew by USD899.4 million versus last year.

International services. Two-ends supply of services
within the framework of Azerbaijan's economic interac-

tions with foreign countries accounted for a significant
portion thereof, and had a total value of USD2.5 billion in
2003. This sum breaks into two sets of values for services
provided by non-residents to Azerbaijan's legal entities
and individuals and services rendered by Azerbaijan to
residents of foreign states, being USD2 billion and
USDA432.0 million accordingly. This quite significant gap
in service amounts (USD1.6 billion) that continued
throughout 2003 represents primarily a spread between
USDL1.5 billion of construction and other business service
fees paid to cover appropriate costs of foreign country res-
idents and a total of USD3.3 billion worth of investments
used up in connection with works implemented in the oil
and gas sector under international oil contracts.
Transportation activities accounted for 15.7% of the
total mutual services turnover. 48.9% of the total
USD388.2 million worth of transportation services stand
for the usage by Azeri residents of the transportation sys-
tems of foreign states. Transportation services supplied
by Azerbaijan to other countries amounted to USD198.2
million in total. A major part of that amount was earned
as a direct consequence of the intensified cargo traffic
among the Middle Asian and European states transiting
through Azerbaijan under the TRACECA project.
Travel services provided to foreign residents in the
reported year amounted to USD57.7 million, where
business trips of non-residents to Azerbaijan account
for 10.6% (USD6.1 million). At the same time,
tourism-related services rendered to Azeri residents in
foreign states amounted to USD111.4 million in total.
The prime factor that made these mutual earnings flow
feasible is the economic activity and overall stability
within the country that enabled maintaining the tourist
and business people's traveling to and from Azerbaijan
at an appropriate level. In general, it should be noted
that mutual services have gone up by a measure of 3%
as a percentage of the commodity and service exports
and imports turnover with foreign states as compared
to the last year's level, thus reaching a total of 31.7% of
the aforementioned turnover. This derives primarily
from the USD666 million increase in service imports
in connection with the oil and gas sector operations.
Factor income balance. Total turnover of factor
income balance flows amounted to USD547.3 million.
Payments from Azerbaijan account for a major part of
this turnover, being 90.4% (USD494.7 million). In turn,
the largest portion of that amount paid to foreign states
represents repatriated income of foreign investors
(USD387.2 million) holding shares within the AIOC
under the international oil contracts, and labor remu-
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respublikaya daxil olmus vesait 2002-ci ille
miiqayisade 15,5 mIn.$ artaraq 52,6 min.$ olmus ve
naticada 2002-ci ille miiqayiseda galirler lizre imumi
kesir 57,3 mIn.$ artaraq 442,0 min.$ ¢atmisdir.

Cari transfertlor. Cari transfertlor iizre xarici
Olkelorden alman humanitar mallarmin, texniki vo
digoer yardimlarin {imumi deyeri 62,6 min.$ toskil
etmigdir. Yardimlarin timumi deyerinin osas hissesi
humanitar idxal mallarindan ibaratdir. Belo ki, 2003-cii
il arzinde dlkeye getirilmis humanitar idxal mallarinin
timumi hacmi 40,6 mIn.§ mebleginde olmusdur. Fiziki
soxslorin pul baratlari tizre qarsihiglt kogiirmelarinin
miisbat saldosu 76,4 min.$ toskil etmisdir. Biitovlikde
cari transfertlor tizro emeliyyatlar 134,1 min.$ miisbot
saldo ile naticelonmisdir.

Kapital va maliyyo horakati. "Kapitalin vo
maliyyenin haroketi hesabi1" {izre veziyyet gosterir
ki, 2003-cii ilde 6lkeye xarici kapital axini kecon illo
miiqayisede 1,9 defo artaraq 4,4 mlrd.$ olmusdur.

(Osas neft ixrac1 kemarinin) ve Coanub Qafqaz Kemeri
Sirketinin (Baki-Tiflis-Orzurum qaz kemarinin)
tikintisi layihosi ilo alagedar seshmdar kapital seklinde
daxil olmus sermayslerle baglidir. Hesabat dovrii
orzinda bir ¢ox xarici sermayali miiessiselor, banklar vo
firmalar iqtisadiyyatimizin miixtolif sahelerine xeyli
xarici kapital yonoaltmislor. Hesabat dovrii erzinde belo
sormayolorin iimumi hacmi 45,4 min.$ meblegindo
olmusdur.

Hesabat dovriinde iqtisadiyyatimiza yonaldilmis
xarici sermayalerin iimumi hecminin 9.7%-ni digar
investisiyalar toskil edir. 2003-cii il orzinde bu
gostorici 431,6 mIn.$ olmusdur.

Ehtiyat aktivlori. Azerbaycan iqtisadiyyatina
yonaldilmis xarici sermayoalerin veo Olkenin ixrac
potensialinin durmadan artmast ve aparilan ugurlu
igtisadi siyaset 6lkenin xarici borcu iizro olan 6denislore
tolobati ve idxal olunmus amtes ve xidmatlorin deyerini
tam maliyyelesdirmeakle yanasi, dlkenin strateji xarici
valyuta ehtiyatlarinin da artmasini temin etmisdir.

Azarbaycan Respublikasina xarici kapital axininin funksional strukturu

2002-ci il 2003-cii il ;33;::;‘5;
Min.$-la X“s},}:ﬁ;k‘s‘ Min.$-la X“s‘}}:ﬁgk‘s‘ nishoton, %

Birbasa investisiyalar 2024.6 86.4 3948.7 89.0 195.0
- neft -qaz sektoru 1948.4 83.1 3903.3 88.0 200.3
- diger sektorlar 76.2 3.3 45.4 1.0 59.6
Kreditlor vo diger investisiyalar 318.5 13.6 431.6 9.7 135.5
- dovlat tominath kreditlor 222.5 9.5 214.5 4.8 96.4
e aaor v 96.0 4.1 217.1 49 226.1
Neft bonusu = 58.6 1.3 =

COM i 2343.1 100,0 4438.9 100,0 189.4

Miisbet haldir ki, Azerbaycan iqtisadiyyata biitiin
formalarda colb edilmis xarici kapitalm UDM-do
xiisusi ¢okisi yliksek olaraq qalmaqdadir - 62,2%. Qeyd
etmok lazimdir ki, igtisadi artimin stimullagdiriimast
baximindan en effektiv formada - birbasa investisiyalar
formasinda daxilolmalar 6lkeye celb olunmus xarici
kapitalin 89,0%-ni toskil etmisdir. Birbasa inves-
tisiyalarin strukturunda neft-qaz sektorunun xiisusi
cokisi 98,8% toskil etmisdir ki, bu da iri neft-qaz
layihalori, Baki-Tiflis-Ceyhan Boru Kemari Sirketinin

Dovlet Neft Fondunun aktivleri do nezere alinmagla
hesabat dovrii erzinde dlkenin strateji valyuta ehtiyatlari
205,4 min. ABS dollari mableginde artmis ve 1,5 mlrd.
ABS dollarim 6tmtisdiir.

1.3. Diinya iqtisadiyyati
Aparici olkalords makroigtisadi vaziyyat. 2003-cii il

diinya iqtisadiyyatinda 1999-cii ilden baslanan tonazziil
proseslorinin dayanmasi ve bunun canlanma ilo avez

<><>
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neration to non-residents (USD49.8 million). It should
also be noted that the revenue influx to the country
increased by USD15.5 million versus year 2002, thus
reaching the level of USD52.6 million, whereby the
revenue gap went up by USD57.3 million versus year
2002 rate, having thus settled at USD442.0 million.

Current transfers. Humanitarian aid, technical assis-
tance and other aid-sponsored commodities delivered to
the country from foreign states under current transfers
totaled to USD62.6 million. Overall, the provided assis-
tance was composed of humanitarian aid imports for the
most part. Thus, humanitarian aid products imported to
the country in 2003 amounted to USD40.6 million in
total. Mutual cash transfers by individuals had a positive
gap of USD76.4 million. Overall, current transfers set-
tled down to a USD134.1 million positive balance.

Capital and financial flows. The Capital and Cash
Flow Report suggests that the foreign capital influx
to the country in 2003 went up by 1.9 times versus
last year, thus having totaled to USD4.4 billion.

the Baku-Thbilisi-Ceyhan Pipeline Company (Main
Export Pipeline) and South Caucasus Pipeline
Company (Baku-Thbilisi-Erzurum Gas Pipeline) con-
struction project. A number of enterprises, banks and
other entities with foreign ownership made foreign
capital investments to various sectors of the economy
over the reported period. These investments amounted
to USD45.4 million in total in the reported period.

Other investments account for a share of 9.7%
within the total amount of the foreign investments in
the economy in the reported period.

Reserve assets. The continuous growth of foreign
investments to the economy of Azerbaijan and the
country's exports capacity, as well as the successful
economic policy allow not only for meeting the
country's demand for foreign debt servicing and fully
paying for the imported goods and services, but also
for maximizing the national foreign exchange-
denominated strategic reserves. The country's for-
eign reserves, including the State Oil Fund's assets

Functional Breakdown of Foreign Capital Inflow to the Republic of Azerbaijan

2002
USD million

Direct investments 2024.6

- oil and gas sector 1948.4

-other sectors 76.2

Loans and other investments 318.5

- sovereign-guaranteed loans 222.5

- other loans and investments 96.0

Oil bonus =

TOTAL 2343.1

A positive accomplishment is the fact that foreign
capital attracted to Azerbaijan's economy in all forms
retains its high level percentage of the GDP - 62.2%.
It should be noted that revenues attracted in a form of
direct investments, being the most effective form from
the economic growth stimulation standpoint, represent
89% of the total foreign capital inflow. The oil and gas
sector accounts for 98.8% of the total direct invest-
ments, mostly through the investments made in the
form of equity under large oil and gas projects, such as

86.4

83.1

13.6

100,0

2003 2003 per‘cent—
age wise
Upmiln o e
3948.7 89.0 195.0
3903.3 88.0 200.3
33 45.4 1.0 59.6
431.6 9.7 135.5
9.5 214.5 4.8 96.4
4.1 217.1 4.9 226.1
58.6 1.3 =
4438.9 100,0 189.4

have increased by USD205.4 million in the reported
period, thus exceeding USD1.5 billion in total.

1.3. Global Economy

Macroeconomic conditions in the world's leading
countries. The year of 2003 is distinguished for the
long-awaited halt of the recession process, which dates
back to year 1999, and the resuscitation that came to
replace it. The overall economic growth in the member

o@o
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olunmasi ilo elametdar olmusdur. Igtisadi Inkisaf ve
Omoakdasliq Teskilatina tizv olan olkeler tizre (buraya
igtisadi cehatden inkisaf etmis 30 6lke daxildir) iimumi
iqtisadi artim 2003~cii ilde 2% seviyyesinde olmusdur.

Qlobal dirgelisin osas lokomotivi olan ABS-da
iqtisadi artima tekan veren baslica amil Iraq
mitharibesinden sonra qeyri-miieyyenliyin aradan
galdirilmasi, habels vergilorin azaldilmasi ve dovlet
xarclerinin artirtlmasi naticesinde macmu istehlakin
vo investisiyalarin artmasi olmusdur.

2003-cii ildo ABS-da UDM-in artimn 2,9%
soviyyesinde olmusdur. UDM-in belo yiiksok artim
asason fordi istehlak xerclorinin (xiisusilo, uzunmiiddetli
istifade mallar1 iizre) ve esas kapitala qoyuluslarin
hecminin artmast hesabma miimkiin olmusdur. Dollarin
diger valyutalara nisbaton mezennasinin asag1 seviyyado
oldugu bir seraitde xalis ixracatn artmu da UDM-in
artmasina tokan vermisdir. Il erzindo ABS-da inflyasiya
1,9%, issizlik ise 6% olmusdur. Lakin, geyd olunan miisbat
makroiqtisadi gostericilerle yanast ABS iqtisadiyyatda
bir sira problemlor do mévcuddur. Belo ki, dollarin keskin
devalvasiyasina baxmayaraq xarici ticaret balansmin kesiri
hale de yiiksek seviyyade qalmaqdadir.

2003-cii ildo UDM-m artim tempi Avropa Birliyi
Olkolorinde 0,6%, avrozonada iso 0,4% toskil etmisdir.
Avrozonada iqtisadi artim tempinin asagl olmasinin
baglica sebeblarinden biri bu zonanin en iri iqtisadiyyatima
malik Almaniyada UDM-in 0,1% azalmas1 olmusdur.
2003-cti ilde avrozonada inflyasiya 1,9%, issizlik
soviyyesi ise 8,8% civarinda olmusdur. Avrozonada
hesabat dovriiniin evvellerinde istehsal aktivliyi indeksi

mileyyen gader galxsa da bu gostericinin hale de 50-den
asagl olmasi miieyyen narahatliglar dogurur. Avronun
ABS dollarina garst mezennasinin artiq deracedo
artmasinin ixracyonlii Avropa iqtisadiyyati {igiin tehliikke
yarada bilaceyi ehtimal edilir.

Igtisadi artimi stimullasdirmaq megsedile Ingilterade
maorkezi bank fevral aymin evvellerinde ugot deracesini
4%-~den 3,75% endirdi. Bu 6lkede son 48 ilde on asag1
ucot deracesidir. 2003-cii ilde Boyiik Britaniyada
iqtisadi artim tempi 1,9%, inflyasiya 2,8% olmusdur.

Yaponiyada 2003-cii ilde de deflyasiya miisahide
edilmis vo onun seviyyesi 0,4% olmusdur. Burada
hokumset deflyasiyanin yaratdig1 tezyiqleri dlkeds
struktur islahatlar1 aparmaq ve bank sistemini yeniden
qurmaq yolu ile aradan qaldirmaga calisir. Burada
korporativ ve maliyye strukturlarmin ciddi islahatlara
ehtiyact vardir. Lakin, son vaxtlar xarici ticarot
soraitinin yaxsilasmasi, sehmlarin qiymatlorinin
galxmasi ilo alagedar olaraq 2003-cii ilde iqtisadi artim
nazeragarpacaq deracade, 2,7% haddinde olmusdur.
Issizlik soviyyesi ise 5,3% toskil etmisdir.

Valyuta mazannalori. Hesabat dovrii arzinde ABS
dollarinin mazennasi diinyanin aparici valyutalarina
nazoaren asagl diismusdiir.

Belo ki, ABS dollarinin mezennsesi avroya nazeren
16,8%, ingilis funt sterlingine nezeren 9,7%, Yapon
yenina nazaren 10,1%, Isvecro frankina nazeren 10,6%,
Rus rubluna nazeren ise 8,4% asag1 diismiisdiir.

Sohm qiymoatlarinin dinamikasi. Aparict Olkolorin
iqtisadiyyatinda bag veren prosesler onlarin fond
indekslerinde de 6z oksini tapmisdir. il erzinde diinyada

Diinya bazarinda 1 barrel neftin qiymoatinin dinamikas1 (ABS dollar1 ils)
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states of the Organization for Economic Development
and Cooperation (which consists of 30 economically
developed countries) constituted 2% in 2003.

The US economy, the prime drive of the global revival,
gained a significant impetus in terms of economic growth
by having eliminated the uncertainty that had reigned
after the war with Iraqg, cut on taxes and increased public
expenditures, which in conjunction led to a notable
growth in total consumption and investments.

The US GDP growth rate made 2.9% in 2003. This
major increase in the GDP was fostered principally by
an upturn in individual consumption expenses (in par-
ticular, for long-term usage products) and capital
investments. In addition, the growth of net exports while
the Dollar remained stably lower against other curren-
cies also gave an additional impetus to the GDP uptake.
The US inflation and unemployment rates during the
year were 1.9% and 6% correspondingly. However, the
US economy suffers from a diversity of problems while
this favorable macroeconomic situation exists. Thus,
although the Dollar has significantly devalued the deficit
of the foreign trade balance still remains high.

The GDP growth rates in the European Union coun-
tries and Euro zone made 0.6% and 0.4% respectively in
2003. One of the main reasons behind the low econom-
ic growth rates in the Euro zone was the 0.1% reduction
in Germany's GDP as this country has the largest econ-
omy in the zone. In 2003, inflation and unemployment
rates in the Euro area were 1.9% and 8.8% correspond-
ingly. Although the production activity index showed a
certain upturn early in the reported period in the Euro

area, this indicator is still below the threshold of 50%,
which begets certain concerns. The Euro's excessive
leap up against the Dollar exchange rate may pose an
immediate danger for an export-oriented Europe.

Bank of England reduced its discount rate from 4 to
3.75% early in February with an aim to encouraging
economic growth. This rate is the lowest in the coun-
try for the last 48 years. Great Britain's economic
growth and inflation rates in 2003 were 1.9% and
2.8% correspondingly.

Deflation at a rate of 0.4% was noted in Japan dur-
ing 2003. The country's government is now taking
efforts to mitigate or remove the pressing effects of
the deflation through structural adjustments in the
country and reconstruction of the banking system.
Japan's corporate and management frameworks are
in an urgent need of reforms. However, recent posi-
tive developments in foreign trade and increased
stock values stimulated a quite notable improvement
of the economic growth, as its rate was 2.7% in 2003.
The country's unemployment rate is 5.3%.

Currency exchange rates. US Dollar steadily
devalued against the world's leading currencies in
the reported period.

Thus, US Dollar devalued against Euro by 16.8%,
against the British Pound by 9.7%, the Japanese Yen
by 10.1%, Swiss Franc by 10.6% and the Russian
Ruble by 8.4%.

Stock value changes. Processes dominating in the
world's leading economies also had an impact on
their stock indices. Major stock indices went up in the

1 Barrel of Oil Price Changes at the Global Market (USD)
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asas fond indekslarinin seviyyesi yilikselmisdir. Bels ki,
Nyu York Fond Birjasinda herraca ¢ixarilan 30 on iri
senaye sirkatinin orta qiymetini aks etdiron Dou Cons
indeksi 25%, Tokio Fond Birjasinda herraca ¢ixarilan
225 on iri sirketin sehmlerinin qiymetlori osasinda
hesablanmis Nikkey indeksi ise 24,5% yiiksolmisdir.

Avropada da fond indekslorinin artmasi miisahide
edilmisdir.

Belo ki, Avropanin 100 on iri sirketinin seshmlerinin
giymetleri asasinda hesablanmis FTSE eurotop 100

indeksi 11,2%, Almaniya Fond Birjasinda herraca
cixarilan 100 an iri sirketin sehmlarinin orta qiymati
- DAX indeksi ise 37,1% yiiksolmisdir.

Neftin qgiymatinin dinamikasi. 2003-cii ilde diinya
bazarinda Brent markali neftin orta giymeti 28,5
ABS dollar togkil etmisdir.

Gozlenildiyinin  oksine olaraq Iraqda herbi
amoliyyatlar baslayandan sonra diinya bazarimda neftin
gqiymati bir goder asagi diisse deo sonra yeniden
yiikselmisdir.
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reported year. Thus, the Dow Jones index which
reflects the average stock values of 30 largest compa-
nies traded at New York Stock Exchange rose by
25%, and the Nikkey index calculated on the basis of
stock values of 225 largest companies traded at Tokio
Stock Exchange went up by 24.5%.

Stock indices increased in Europe too.

Thus, the FTSE Eurotop 100 Index calculated based
on the stock values of the largest 100 European compa-
nies went up by 11.2%, while the DAX index which

represents the average stock price for 100 largest enter-
prises traded at the German Stock Exchange, rose by
37.1%.

Oil price changes. The average price of Brent oil
on the global marketplace in 2003 was USD28.5.

Contrary to the common expectations, oil prices
picked up again although there had been a slight
decline in oil prices after the war in Iraq.



Pul-kredit siyasati

2. PUL-KREDIT SIYASOTI

2.1. Pul-kredit siyasatinin asas yekunlar1

Milli Bank 2003-cii ilde de inflyasiyanin maqbul
soviyyade saxlanilmasima, milli valyutanin mezennasinin
sabitliyinin tomin olunmasina, beynsalxalq normalara
uygun valyuta ehtiyatlarmin gorunub saxlanilmasina,
bank sisteminin daha da mdhkemlendirilmasine ve
iqtisadiyyatin pulla teminatinin daha da yaxsilagmasmna
yonaldilmis pul-kredit vo mazenne siyaseti yeritmis vo
garsida qoyulan meagsedlera nail olmusdur.

Olke igtisadiyyatin inkisafi {izre olde olunmus
nailiyyaetlorin 2003-cii il arzinde do davam etmasi
vo bargerar olmus makroiqtisadi sabitliyin donmez
xarakter almasi ve daha da derinlegsmasi hoayata
kegirilon iqtisadi siyasetin ve onun miihiim terkib
hissesi olan pul-kredit vo mezenna siyasatinin
diizgilinliiyiinii vo effektivliyini gostorir.

Inflyasiya.  2003-ci  ilde  Azerbaycanda
inflyasiyanin orta illik seviyyesi 2,2% olmusdur.
Inflyasiya modeli asasinda aparilmis arasdirmalar
gostorir ki, giymetlorin doyisiminin 92%-i erzaq
mohsullarinin, 8%-1 qeyri-orzaq mohsullarinin
qiymatlorinin deyisimi hesabina bas vermisdir.

2003-cii ilin dekabr aymda istehlak giymatlori indeksi
Oten aya nisbaten 1,5%, 6ten ilin dekabr ayina nisbaten
iso 3,6% yiikselmisdir. Beloliklo, illik inflyasiyanin
mihiim hissesi dekabr aymna tesadif etmisdir.
Qiymestlorin artimi ohalinin golirlerinin shemiyyatli
deracads artmasi seraitinde bas vermisdir.

Istehlak qiymotlorinin {imumi seviyyosindo
xtisusule 2003-ci ilin son dord ayinda davam
etmoakde olan artim ilin ortalarindan etibaren istehlak
tolobindo miisahide olunan canlanma ve movsiimi
amillerin giymetlore artirici tosiri ilo izah olunur.

Olkodo golir seviyyseinin artmasi, idxal giymetlori
indeksinin 3% yiikselmasi vo bir sira institutsional vo
movsiimi faktorlar dekabr aymnda giymetlorin avvelki
aylara nisbaton yiikselmesini sortlondirmisdir. Movsiimi
amiller igerisinde xiisusile qis fesli ile elagedar kend
tosarriifatt mehsullarmin toklifinin enenevi azalmasini
vo naticede meyvo-toravezin qiymsetinin tokce dekabr
ay1 orzinde 17,8% bahalagmasini geyd etmak olar.

Lakin IQI-in artmasinda o@sas amil macmu telobin,
xiisusile onun istehlak komponentinin genislonmasi
olmusdur ki, bunun da neticesinde tekce dekabr
aymnda istehlak qgiymstlorinin 6ton aya nisbaton
1,5% artmasinda telob amilinin real istiraki 0,9%
toskil etmisdir. Golir amilinin feallagsmasi istehlak
bazarina tozyiqi ehemiyyetli deracede artirmis, bu
sebabdon arzaq mallar1 6ten ilin dekabrina nisbaten
5,4%, qeyri-oerzaq mallar1 ise 1% bahalagmisdir.

2003-cii ildo Oton ilo nisbaton ohalinin mal ve
xidmetlere xerclomslerinin artmast ve istehlak
bazarinda reallasdirilan mal vo xidmetlerin hacminin
geniglonmasi ticarot milessiselorinin mal ehtiyatlart
galiglarmim ohemiyyaetli azalmasina sebab olmusdur.
Ticaret miiassiselorinde giinlilk mal ehtiyatinin
azalmasi istehlak bazarinda qiymeatlers potensial olaraq

Ayhq IQI vo onun mévsiimi amillorden tomizlonmis dinamikasi, %-lo
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Monetary policy

2. MONETARY POLICY

2.1. Principal Outcomes of the Monetary Policy

National Bank's monetary and exchange rate policy
in 2003 aimed at maintaining the inflation at an
acceptable level, preserving the stability of national
currency, maintaining foreign reserves at a level
conformant to the best international practices, further
strengthening the banking system and improving
money supply in the economy, and has successfully
accomplished its goals.

Continuation of economic developments in 2003,
and the irreversibility and further expansion of the
macroeconomic stability point to the relevance and
effectiveness of the economic policy, and the mone-
tary and exchange rate policy as its integral compo-
nents.

Inflation. Average annual inflation rate was 2.2%
in 2003. Research conducted using an inflation
model suggest that price changes are mainly affected
by food price changes constituting 92% and non-
food price changes constituting 8% of the whole
inflation rate.

Consumer price index in December, 2003 rose by
1.5% versus the last month's indicator and by 3.6%
versus the last year's December. Thus, the month of
December accounted for a major part of the total
annual inflation. Prices increased while individual
incomes also grew intensively.

An upturn in the overall level of consumer prices
which was most notable in the last four months 0f 2003
had as the chief cause a revitalization of consumption
demand that picked up mid-year and the increasingly
growing effect of seasonal factors on prices.

Increased income levels, import price index increase
of 3% and a number of institutional and seasonal fac-
tors caused the prices to go up in December versus
prices in the previous months. Most remarkable
among the seasonal factors are the traditional reduc-
tion in agricultural product supply during the winter-
time and, consequently, vegetable and fruit price
increase of 17.8% only in the month of December.

However, the primary factor behind the CPI growth
was the expansion of total demand, in particular
within its consumption component, which resulted in
the demand factor's accounting for 0.9% in the 1.5%
increase of the consumption prices in December
against the previous month's levels. The income fac-
tor's impact on the consumption market increased
significantly, which led to an increase in food prod-
uct price increase of 5.4% and non-food price
increase of 1% relative to the last year's December.

The increasing spending for goods and services by the
general public versus the previous year and the expanded
range and variety of goods and services traded on the con-
sumption market led to a significant reduction in com-
modity reserves of trading entities. Since the decrease in
the daily commaodity reserves of trading entities serves as

Monthly CPI and its Seasonally-adjusted Changes, %
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qisa miiddetde tesir gdsteren amil oldugundan onun
Oton illerle miiqayisede azalmasi meyli istehlak
giymotlorinin do bu dovr erzinde yiikssalisine serait
yaratmigdir. 2003-cii ilin dekabr ayinda ticaret
miiessisalorinde mal ehtiyatinin ticaret giinleri iizre
galig1 63 giinden 58 giine digmiisdiir. Dekabr ayinda
ticari mallar' qrupu iizro istehlak giymetlori 6ton aya
nisbaten 2,7%, oten ilin dekabr ayina nisbaten ise 4,3%
yiikselmisdir. Qeyri-ticari mallar* tizre giymetler ise
Oten aya nisbaten deyismez qalmis, ten ilin dekabr
ayma nisbaten 0,1% asag1 diismiisdiir.

Ticari mallarin giymatlerinin yiiksalmeasinde osas
rol biitiin dovrlaerde oldugu kimi erzaq mahsullarina
moxsus olmusdur. Bununla yanasi 6ten ilin dekabr
ayma nisbaton geyim ve ingaat materiallarinda
miisahide edilmekds olan bahalasmanin bu qrup tizro

Moazanna indekslori. Milli valyutamizin sabitliyi
gorunub saxlanmig, manatin xarici donerli valyutalara
nisboton mezennasinin 1995-ci ilden tomin edilmis
sabitliyi 2003-cii ilde do davam etmisdir. Il erzinde
manatin mazennasi comi 0,6% deyismisdir. Manatin
movcud nominal mezennasi real effektiv mezenne
indeksinin olverisli dinamikasini temin etmoklo dovr
arzinds dlkenin beynslxalq raqabat gabiliyyetinin daha
da yaxsilasmasina gerait yaratmigdir. Bunu manatin asas
ticarat torofdasi olan 6lkelerin valyutalarina nezeren real
effektiv mazennasinin dinamikasi da gosterir.

Belo ki, 2003-cii ilin dekabr aymnda 2002-ci ilin
dekabrina nezeren manatin nominal effektiv
mozennoasi 12,8%, real effektiv mozennosi iso 14%
deyerden diismiisdiir. Tohlillor gosterir ki, real
effektiv mazennenin deyismasine avrozona ve Rusiya

2003-cii ildo manatin asas ticarat torafdasi olan 6lkalorin valyutalarina nazaron
nominal effektiv vo real effektiv mazonna indeksloari
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[QI-nin yiikselmesinde istiraki nezeracarpacaq
olmusdur.

Istehlak telebinde son aylarda giiclonmekde olan
canlanma xidmet sektorunda istifade edilmemis
istehsal giiclorinin movciid olmasina gore 6z oksini
giymsatlarin yilikselmasinda deyil, toklif edilen
xidmatlerin hacminin genislonmasinde tapir. Ona
goro do geyri-ticari mallar qrupu iizre IQi-de sabitlik
miisahide edilir.

Belalikla, 2003-cii ilin dekabr aymnda 2002-ci ilin
dekabrina nisbaten iflyasiyanin qeyri-enanavi
yiikselisi osason geyri-monetar amilloer ile bagh
olmus, bu amillerin sok xarakterli davranisi ise
miivaqqeti hal kimi giymetlendirilmelidir. il erzinde
iqtisadiyyat mecmu telaebin yeni seviyyesine, daha
konkret ise onun istehlak komponentinin seviyyesine
vo diger institutsional amillers inflyasiya formasinda
qisamiiddetli reaksiya vermisdir.

ilo ticarat alagelori daha giiclii tesir gdstormisdir.

Hesabat dovrii arzinde Milli Bankin serencaminda
olan resmi valyuta ehtiyatlarinin hacmi neinki
prognozlasdirildigr hacmde qorunub saxlanilmis ve
heam do 11,3% artirilaraq ilin yekunu tizre 757 min.
ABS dollar1 tegkil etmisdir. Bu ise neft sektoru
cixilmaqgla mal ve xidmetlerin texminen 5 ayliq
idxalina kifayetdir.

Pul tklifi. Milli Bankin strateji magsadlerinden
biri iqtisadiyyatin real arttimina adekvat olaraq ve
moveud maliyye sabitliyine xalel getirmaden pul
toklifinin artirllmasina zemin yaratmaqdan ibaratdir.
Igtisadiyyatin pulla teminatinin son illor miisahide
olunan yaxsilasmasi hesabat ilinde de davam
etmigdir. Belo ki, manatla pul bazasi 23,7% artmis vo
01.01.03 tarixine 2316 mlrd. manat toskil etmisdir.

Pul bazasimin dayisimi pul programi1 parametrlorinin
hacmine riayet etmok ¢orgivesinde bas vermisdir.

! Ticari (tradable) mallar qrupuna 6lkaya idxal oluna bilon va élkadan ixrac oluna bilon mallar aiddir.
? Qeyri-ticari (non-tradable) mallar qrupuna olkaya idxal oluna bilmayan va élkadan ixrac oluna bilmayan mallar daxildir.
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a factor that has a potential short-term effect on con-
sumption market prices, its cut-down relative to the last
year's level resulted in an increase in consumption prices
in this period. The daily commodity reserves of trading
entities in 2003 went down from 63 to 58 days in terms of
trading days. In December, consumption prices for trad-
able goods' went up by 2,7% versus the previous month,
and by 4,3% versus the previous year's December. Prices
for non-tradable goods’ remained flat against the previous
month and showed a slight decrease of only 0.1% versus
the last year's December.

Food products, as in all periods, had the most effect
on the increase of tradable goods prices. In addition,
the increase in prices for items of clothing and con-
struction materials also had an impact on the CPI for
this particular group of goods.

Exchange rate indices. The stability of the national
currency and the sustainability of the manat exchange
rate against the world's freely convertible currencies
that was stemmed in 1995 was carried through 2003
too. The Manat exchange rate fluctuated by 0.6%
only in 2003. By ensuring favorable fluctuations in
the real effective exchange rate the nominal exchange
rate of the Manat has allowed for strengthening the
country's international competitiveness in that period.
This can be confirmed from the changes of the
Manat's real effective exchange rate against the cur-
rencies of the principal trade counterpart countries.

Thus, the Manat's nominal effective exchange rate
declined by 12.8% and real effective exchange rate
dropped by 14% in December, 2003 versus
December, 2002. Changes in the real effective

Nominal Effective and Real Effective Exchange Rates of Manat Against its
Principaltrade Counterpart Currencies in 2003

101,0 -
99,0 -}
97,0 4
95,0
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——A—— Nominal effective exchange rate

The revival that had been observed in terms of con-
sumption demand lately did not have an effect of
price increase with respect to the production capaci-
ty of the services sector but an effect of expanding
the range of services offered. Hence, the CPI for
non-tradable goods remained relatively flat.

Thus, the untraditional upturn of inflation rates in
December, 2003 relative to December, 2002 was
caused by non-monetary factors for the most part,
and the shocking behavior of such factors should be
treated as a temporary phenomenon only. Throughout
the course of the year the economy responded to the
new levels of total demand, in particular to the new
levels of its consumption component and other insti-
tutional factors by way of short-term inflation.

T T T T T
z 3 5 5 5 5
= 2 E % *E
= 3 §3] 9] 5]
a2 =] > Q
3 . 2 S

------- -¢-----= Real effecfive exchange rate

exchange rate were mainly stimulated by commer-
cial transactions with the Euro area and Russia, as
the recent research suggest.

National Bank not only managed to maintain the
foreign exchange reserves at the projected level in
the reported period, but also to increase them by
11.3% to a total of USD757 million by the end of the
year. This equals approximately 5 months worth of
goods and services imports, excluding the oil sector.

Money supply. The National Bank's strategic aims
include efforts to ensure expansion of money supply
adequate to the real economic growth without preju-
dice to the existing financial stability. Improvements
in the monetary base of the economy continued
throughout the reported year. Thus, the Manat mon-
etary base increased by 23.7% and therefore consti-
tuted AZM2316 billion as of 01.01.03.

The monetary base changes adhered to the monetary

' Tradable goods include goods that can be imported to and exported from the country.
? Non-tradable goods include goods that cannot be imported to and exported from the country.
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[lin sonuna programi esas gostericilerinin yerine
yetirilmasi veziyyati agagidaki kimi olmusdur.

Umumen, pul kiitlesinin yiiksek templo artacagi
Milli Bank terafinden avvelcadan prognozlasdirilmis

Pul proqraminin yerina yetirilmasi vaziyyati hagqinda malumat

Proqram
Xalis beynolxalq aktivler, mlrd.
manat 2373.3
ABS dollar1 ekvivalentinde (mln.) 483,8
Xalis daxili aktivler
O ciimledan: os
Morkozi hokumote xalis toloblor 104.5
(neft fondu istisna olmaqla) >
Ehtiyat pullar (manatla) 2231.4

Pul programi pul toklifi vo mezennse lizro hadofo
nail olunmasinda miithiim rol oynamisdir.

Pul-kredit
siyasoti
alatlorinin
kamiyyot

parametrlorj

Araliq magsad
(pul kiitlosi,
miibadile
MozZeNnasi)

Son magsad

Pul progranu
(inflyasiya)

(pul bazast)

Genis menada manatla pul kiitlesi (M-2) 28%
artaraq 2592,1 mlrd. manat toskil etmisdir. 2003-cii
ilde M-2 pul agregatinin artim tempi son bes ilde an
yiiksek saviyyoyoe c¢atmisdir ki, bu da il earzinde
reallagdirilmis sosial tedbirlerin ehemiyyetli miqyasi
ile izah oluna biler.

Dovlet biidcesinin icrasi, xlisusen do respublika
prezidentinin ohalinin miixtalif tobageloerinin sosial
vaziyyetinin yaxsilagdirilmasi ile bagh verdiyi silsilo
formanlar pul kiitlesinin asasl suretds geniglonmesine
sorait yaratmisdi.

Fakt Proqramdan kenarlasma
2672,1 298,8
543,6 59,8
-88,1 -154.4
64,5 -40
2316 84,6

vo bas vermis artim pul-kredit siyasotinin nezerdo
tutulmus hadafleri ¢or¢ivesinde olmusdur.
Qiymetlerin dinamikasini nezere alsaq pul
kiitlasinin real artim tempi 23,5% olmusdur.
2003-cii ilde pul kiitlesinin artim tempi UDM-in artim
tempinden yliksek olmusdur. Neticeds iqtisadi artima
adekvat olaraq monetizasiya soviyyoasi daha da
yiiksalmigdir. Belo ki, 2003-cii ilde pul kiitlesinin
UDM-deki (qeyri-neft sektorunun UDM-i iizre) xiisusi
cokisi 1% yiikselmisdir. Eyni zamanda pulun dévretma
stirati 9,7% azalmigdir ki, bu da igtisadiyyatin pulla
tominatinin yaxsilagsmasina delalet eden pozitiv amildir.
Pul Kkiitlesinin pul bazasma nisbeton daha yiiksek
temple artmasi pul multiplikatorunun yiikselmasi ilo
olagedardir. Bank sisteminin pul yaratmaq qabiliyyatini
xarakterize eden pul multiplikatoru 3,7% artmisdir. Son
vaxtlar bank sisteminin yeniden qurulmasi, bank
infrastrukturunun inkisaf etdirilmesi, xiisuson do 6denis
sisteminin tekmillesdirilmasi istigametinde goriilmiis

M-2 pul aqreqatinin artim tempi (avvalki ilin miivafiq dovrii ilo miiqayisada %-19)
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program conditions. Presented below are the program

performance as of the year-end.

In fact, National Bank forecast the rapid pace of
monetary supply growth within the predefined

Monetary Program Implementation Progress

Proqram
Net international assets, AZM bln. 23733
USD equivalent (mil) 483,8
Net dqmgstic assets 66.4
Including:
Net claims on central government 104.5
(excluding the Oil Fund) >
Reserve money (AZM) 2231.4

The monetary program had a significant contribu-
tion to the accomplishment of the monetary base and
exchange rate targets.

Monetary
program
(monetary

base)

Ultimate
target
(inflation)

Interim target
of the mone-
tary policy
tools

(money supply,
exchange rate)

The broad monetary base (M-2) increased by 28%
to AZM2592.1 billion. The M-2 money aggregate
had a highest growth rate in 2003 for the past five
years, facilitated primarily by the comprehensive
scope of the social measures implemented in the
reported year.

The public budget out turn, and especially the series
of the Presidential Decrees aimed at improving the
social conditions of certain groups of population have
enabled significant broadening of the money supply.

Actual Deviation
2672,1 298,8
543,6 59,8
-88,1 -154.4

64,5 -40
2316 84,6

framework of the monetary policy targets.

The real increase in the money supply, considering
the price fluctuations, was as high as 23.5%.

Hence, the money supply outgrew the GDP in 2003.
This logically led to an increase in the level of moneti-
zation adequate to the economic growth path.
Therefore, money supply increased its share within the
GDP (for the non-oil sector component of the GDP) by
a rate of 1% in 2003. On the other hand, the money
velocity declined by 9.7%, which is typically perceived
as a positive factor serving the purpose of improving
the money supply to the national economy.

The outgrowth of the broad money relative to the
monetary base was caused strictly by the increased
money multiplier. Thus, the money multiplier which
serves as an indicator of the banking system's ability to
raise funds enhanced by 3.7%. The recently initiated
but already successful banking sector reform, develop-
ment of the banking infrastructure, and, in particular,

M-2 Monetary Aggregate Growth Rate (as compared to the same period of the previous year)
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isler pul multiplikatoruna miisbat dinamika vermisdir.

Pul kiitlesinin strukturunda nagd pulun xiisusi ¢okisi
3,7% azalmisdir. il erzinde nagd pul kiitlesi 22,3%
artdigr halda, qeyri-nagd pul kiitlesi 54,4% artmigdur.

Hesabat dovriinde dollarlasma seviyyesi azalmisdir.
Belo ki, xarici valyuta ilo emanat vo depozitlorin comi
omanatlorde xiisusi ¢okisi 2,3% enmisdir. Bu manatin
igtisadi dovriyyade rolunun daha da méhkemlenmasine
olverisli zomin yaradir.

Goriindiiyii kimi 2003-cii ilde senyoraj gelirlori
inflyasiya vergisinden 7 dafe ¢ox olmusdur. Senyoraj
golirlorinin UDM-de xiisusi ¢okisi ise inflyasiya
vergisinin UDM-de xiisusi ¢okisini  1,09%
iistolomisdir.

Faiz doaracalari. Pul toklifinin artmasi fonunda
banklar terefinden iqtisadiyyata kredit ekspansiyasinin
genislonmosi ve faiz deracelerinin asaglr diismesi
davam etmisdir. Belo ki, manatla depozitler tlizro faiz

2003-cii ildo Milli Bankin senyoraj golirlari vo inflyasiya vergisi

UDM, mlrd.manatla (1)

Pul bazasinin artimi ve ya senyoraj goalirleri, mlrd. manatla (2)
Senyoraj galirlori UDM-do, %-la (3) = (2)/(1)*100
Qiymetlarin deyisim indeksi (4)

Dovriin avveline pul bazasi, mlrd. manatla (5)

Inflyasiya vergisi, mlrd. manatla (6) = ((4)/(1+(4))*(5)
inflyasiya vergisi UDM-do, %-lo (7) = (6)/(1)*100

Pul toklifinin srukturunda bas veren miisbot
meyllorden biri de odur ki, uzunmiiddetli investisiya
goyuluslarinin mithiim menbeyi olan "uzun pullarin”
comi pul kiitlesinde pay1 (uzunmiiddetli depozitlorin
M3-de xiisusi ¢okisi) 2,5 defe artaraq 12,3%-o
catmisdir.

Pul talobi. 2003-cii il orzinde pul toklifi tenzim-
lonarken Milli Bank terefinden pula telebin amillori
nozoro almmugdir. Milli Bank terefinden qurulmus
pula telebin ekonometrik modeli buna imkan
vermisdir. Pul telobi modeli osasinda aparilmis
todqgiqatlar gosterir ki, son iller UDM pul telebina tesir
gdsteren baslica amil olmusdur. Pula telebin UDM-o
nisbaton elastikliyi 0,73-diir.

Pula telobin mezennenin deyismasine elastikliyi iso
0,5 toskil edir. Demali, 2003-cii ilde manatin 0,6%-lik
deyismesi pul telebini 0,3% artirmigdir.Bundan bagqa
xarici ticarot balansmin saldosunun, dovlet biidcesinin
voziyyetinin vo miixtolif struktur amillerinin pul
tolobine shomiyyetli tosiri olmusdur.

2003-cii ilde Milli Bankin senyoraj golirlerinin
inflyasiya vergisini iistelomasi pul kiitlesinin artiminin
giymetloerin arttmina deyil, daha ¢ox iqtisadi artimin
stirotlonmesine xidmet etdiyini gostorir.

2002 2003
30312 35053,4
191,3 4441
-0,63 1,27
0,033 0,036
1680,6 1871,9
53,7 65
0,18 0,18

derocelori ilin avvelindeki 8,3%-don ilin sonunda
6,5%-o, kreditlor tizro faiz derecesi ise 15,6%-don ilin
sonunda 14,9%-o enmisdir. DQI iizro golirlilik ise
12,57%--den 6,97%-o enimisdir. Bu, son zamanlar Milli
Bankin "ucuz pul" siyasetinin daha da feallagmasi, pul
toklifinin artmasi vo bunun neticesinde yeridilon pul
siyasotinin iqgtisadiyyata, xiisuson maliyyo bazarlarina
pozitiv transmissiyasinin (6tiiriilmasinin) giliclonmasi
ilo izah olunur.

Depozitler iizre faizlerin diismoasindon alave 2002-ci
ilin sentyabrinda Milli Bankin yenidenmaliyyslasdirma
deracasinin 10%-den 7%-o endirilmoesi do manatla
kreditler iizre faiz deracelerinin 2003-cii ilde asag:
diismesine tesir gostormisdir. Dogrudur, Milli Bank
torofinden verilmis kreditlorin banklarm kredit
portfelindoki xiisusi ¢okisi az oldugundan ugot doeracesi
faiz deracalerine helledici tesir gosteran amil deyildir.
Lakin, bununla bele ucot deracesinin faiz derecelorine
miieyyen vaxt intervalindan sonra psixoloji ve signal
effekti tosiri vardir.

Bundan basqa 2003-cii ilde Sahibkarliga Komek
Milli Fondu vasitesile dovlet terefinden sahibkarlara
maliyye destoyinin verilmoasi do manatla kreditlor
iizre faiz deracelerinin asagl diismasinde miieyyean
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the refinements in the payment systems gave a strong
furtherance-oriented impetus to the money multiplier.

Cash component of the monetary base declined by
3.7%. Hence, while the broad money increased by
22.3% during the year the non-cash monetary base
went up by as much as 54.4%.

The level of dollarization decreased during the report-
ed period. Thus, the share of foreign exchange-denom-
inated both individual and corporate deposits went down

enues over the inflation tax represents an unambigu-
ous indication of the monetary base growth facilitat-
ing the economic growth rather than contributing to
price inflation in 2003.

As it appears, the seignorage revenues exceeded the
inflation tax by a measure of 7 times in 2003, with
the percentagewise share of the seniority revenues
exceeding the similar proportion of the inflation tax
in the GDP by 1.09%.

National Bank's Year 2003 Seignorage Revenues and Inflation Tax

GDP, AZM billion (1)

Monetary base growth or seniority revenues, AZM billion (2)

Seignorage revenues as percentage of the GDP,
A3) =(©2)/(1)*100

Price fluctuation index (4)

Period-start monetary base, AZM billion (5)

Inflation tax, AZM billion (6) = ((4)/(1+(4))*(5)

Inflation tax as percentage of the GDP, (7) = (6)/(1)*100

by 2.3%. This leads to believe that the Manat is gaining
firmer grounds in the national economic turnover.

Yet another positive aspect that should be noted about
the overall improvement in the monetary base frame-
work is that the portion of "long money", a major source
of long-term investments, in the total monetary base
(long-term deposits as percentage of M3) increased by
2.5 times thus having reached the level of 12.3%.

Money demand. National Bank estimated money
demand factors that were of relevance for regulating
money supply in 2003 by using a money demand
econometric model. Thus, the research carried by means
of the money demand model points to the fact that the
GDP has been the chief factor affecting the money
demand in the past years. Hence, the money demand
had an elasticity level of 0.73 with respect to the GDP.

In the meantime, elasticity of money demand with
regards to exchange rate fluctuations was 0.5. It signifies
that the 0.6% annual fluctuation of the Manat exchange
rate in 2003 caused the money demand to increase by
0.3%. Above all that, money demand has also been under
significant impact from the foreign trade balance, state
budget implementation and a variety of structural factors.

The excess of the National Bank's seignorage rev-

2002 2003
30312 35053,4
191,3 4441
-0,63 1,27
0,033 0,036
1680,6 1871,9
53,7 65
0,18 0,18

Interest rates. The increasingly growing lending activ-
ity and interest rate cut-backs by commercial banks with
respect to the national economy were set against the back-
ground of the money supply growth during the reported
period. Hence, the year-start interest rates for Manat-
denominated deposits and loans went down from 8.3% to
6.5% and from 15.6% to 14.9% accordingly towards the
year-end. The rate of return of the government short-term
securities (T-bills) dropped from 12.57% to 6.97%. These
accomplishments derive from the National Bank's consis-
tent and more active conduct of the "cheap money" poli-
cy, monetary base growth and, consequently, the increas-
ingly stronger transmission effect of the monetary policy,
especially in the financial markets.

In addition to giving a meaningful impetus to a decline
of deposit interest rates, the National Bank's cut-down
on the discount rate from 10% to 7% in September,
2002 also had a reducing effect on the interest rates for
Manat-denominated loans in 2003. The discount rate is
obviously not the prime determinant of interest rates in
the case of bank loans as loan portfolios of commercial
banks literally hold little of the National Bank loans.
Nonetheless, with a certain period of time elapsed the
discount rate gains somewhat psychological and sig-

<><>



Pul-kredit siyasati

2003-cii ildo faiz daracalorinin dinamikasi haqqinda malumat, %-la

18 7
16 7

—@— Depozit vo emanatlore gore

rol oynamigdir. Belo ki, miivekkil banklar terafinden
Fondun kreditlerine tetbiq edilen on yiiksek faiz 7%-
den artiq olmamisdir.

Umumiyyaetls, 2003~cii ilde pul-kredit gdstaricilorinin
yaxsilagmasi tendensiyasi davam etmisdir.

Fiskal siyasot

Effektiv koor-
dinasiya

Sosial vo Istehlak xor- f
investisiya clorinin vo Faizlorin asa diismosi;
yoniimlii xor- investisiya Kredit qoyuluslarmmn

artmasi; Yerli istehsah vo
ixraci stimullasdiran
Qozonnd dinamikas)

clorin ekspan-
siv artim

qoyuluslarimn
artmasi

Macmu tok-
lifin adekvat
reaksiyasi

Macmu talebin
genislonmasi

qtisadi artimun
siirotlonmosi
(asag infly-
asiya
soraitindo)

Biitiin bunlar pul-kredit siyasatinin transmissiya
qabiliyyaetini yaxsilagdirmaqla iqtisadiyyatin real vo
monetar sektorlarmin daha six inteqrasiyasina ve
iqtisadi arttmin monetar amillerle faydalanan
kanallarinin giiclonmasine olverisli sorait yaradir.

—A— Kreditlor tizro

01.01.03 01.02.03 01.03.03 01.04.03 01.05.03 01.06.03 01.07.03 01.08.03 01.09.03 01.10.03 01.11.03 01.12.03 01.01.04

—A— DQI golirliyi

2.2. Monetar idaroetmanin tokmillasdirilmasi

Pul-kredit siyasatinin tanzimloma alatlori, Milli
Bank nazerde tutdugu pul programini ugurla yerine
yetirmok ti¢iin pul-kredit bazarini hesabat dovriinde
do kredit hoarraclarinda, qiymatli kagizlar ve valyuta
bazarinda istirak etmok, habele macburi ehtiyat
normalar1 vasitesile tenzimlemisdir.

Hesabat dovriinde Milli Bank yenidonmaliyyalagdirmo
mexanizmini daha da tekmillegdirmisdir. Milli Bank
effektiv ve adekvat pul-kredit siyaseti yeritmoak tigiin
yeni maliyye alotlorinin tetbiginin genislondirilmasini
davam etdirmisdir. Belo alotlore misal olaraq lombard vo
overnayt kreditlosmasi mexanizmlorini gostormak olar.

2003-cti ildo morkozlosdirilmis kreditlor tizro iicot
doracasi deyismemis vo 7% toskil etmisdir. Qeyd
edek ki, bu MDB moekaninda on asagi ugot
deracelerinden biridir.

Hesabat dovrii erzinde macburi ehtiyat normalart
qisamiiddetli depozitler tizre 10%, uzunmiiddetli
depozitler tizre ise sifir seviyyasinde olmusdur. Tehlillor
gostorir ki, uzunmiiddetli depozitler iizre macburi
ehtiyat normalarmin sifir seviyyesine endirilmeasine dair
qorar qgobul edildikden sonra &ten dovr erzinde
uzunmiiddetli depozitlerin artim tempi daha da
stirotlonmigdir. Belo ki, 2003-cii ilde qisamiiddetli
depozitlor 11% artdig1 halda, uzunmiiddetli depozitler
3,2 dofo artmusdir.

Bundan basqa dévlet qisamiiddetli istigrazlar: (DQI)
bazarinin inkisafin1 daha da siiretlondirmak, burada
real bazar faiz deroecelerinin formalasmasma sorait
yaratmaq maqsadile Milli Bankin Idare Heyetinin 27
fevral 2003-cii il tarixli gerar ile 1 may 2003-cii
ilden etibaren banklar terefinden mecburi ehtiyatlar
hesabina DQI-lorin alinmasma icaze verilmaosi
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Year 2003 Interest Rate Changes, %

18 7
16 7

10 A

—@— Corporate and individual
deposits

naling effect upon interest rate decision-making.

In addition, the on-lending activities of the National
Fund for Private Business Support which basically chan-
neled the government's financial assistance to entrepre-
neurs also contributed to the reduction of the interest
rates for Manat-denominated bank loans in 2003. Thus,
the highest rate used by the authorized banks for the
Fund's on-lent resources did not ever exceed 7%.

In general, the year of 2003 witnessed a meaning-
ful continuation and furtherance of the monetary
performance improvement.

Economic

Effective coor-
dination

Increased con-
sumption
expenditures
and invest-
ments

oney supply growth)
Interest rate cut-backs;
Lending expansion;
Exchange rate changes
driving domestic pro-
Juction and exporty

Expansive growth
of social and
investment-related
expenditures

Adequate
reaction of total

supply

Expanded total
demand

Acceleration of
economic
growth (with
low inflation
levels)

—A— Loans

01.01.03 01.02.03 01.03.03 01.04.03 01.05.03 01.06.03 01.07.03 01.08.03 01.09.03 01.10.03 01.11.03 01.12.03 01.01.04

—A— T-bills RoR

All of these factors contribute greatly to improving
the transmission capacity of the monetary policy and
facilitate a closer linkage and integration of the real
and monetary sectors of the economy, as well as
assist in strengthening various channels by which the
economic growth benefits from monetary factors.

2.2. Improvements in Monetary Management

Tools of the monetary policy. With the far-reaching
overall aim of ensuring successful implementation of
the monetary program as designed the National Bank
regulated the monetary market during the reported peri-
od through encouraging participation in credit auctions,
securities and foreign exchange markets, as well as
improving compliance with the reserve requirements.

National Bank further improved the refinancing
mechanism during the reported period. The National
Bank continued the implementation of its earlier set-
forth task of expanding the range of new financial
tools for the purpose of realizing an effective and
adequate monetary policy. Such tools include, for
instance, lombard and overnight credit facilities.

The discount rate for centralized credit resources was
modified in 2003 to a level of 7%. It should be noted that
it stands among the lowest discount rates in the CIS area.

The reserve requirements for short-term deposits
were 10% and 0% for long-term deposits in the reported
period. An analysis suggests that the nullification of the
reserve requirements with respect to long-term deposits
invoked a faster pace of long-term deposit growth over
the time period elapsed after the relevant decision had
been made to this effect. Thus, long-term deposits grew
by 3.2 times while short-term deposits increased by 11%
in 2003.
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praktikasina son qoyulmusdur. Verilmis gorar 6ziinii
tamamile dogrultmus, tekrar bazarda DQi-lerin
hacmi shemiyyaetli deraceds artmisdir.

Eyni zamanda Milli Bank o&lkede feaaliyyat
gostoron banklarin AZIPS banklararas1 &denis
sisteminin imkanlarindan daha genis sokilde
yararlanaraq manatla macburi ehtiyat vosaitlorinin
glindaxili kliring megqgsedile istifade etmalarine
icazo vermok barade gerar vermisdir. Yeni sistem
secilmis pilot banklara merhaleli sokilde tetbiq
edilir. Bu todbirin hoyata kegirilmasi banklara resurs
imkanlarint  genislondirmekle yanasi onlarin
miistorilerin teleblarine daha c¢evik reaksiya
vermolorini temin ederak bankalararasi pul
bazarinin, ddvlet qiymatli kagizlar bazarinin
inkisafinda, milli valyutamiz olan manata etimadin
daha da artmasina miisbet tesir edecayi gozlenilir.

2003-cii ilde de aciq bazar amaliyyatlarmin pul
siyasatinin baglica alatine g¢evrilmasi strategiyasinin
reallagdirilmasi ¢argivesinde islor davam etdirilmisdir.
Milli Bankin DQI bazarinda istiraki osasen bank
sistemindo qisamiiddatli likvidliyin tenzimlenmsasi
mogsodile heyata kegirilir. 11 orzinde banklarin
likvidliliye olan telebatindan asili olaraq REPO ve
aks-REPO amesliyyatlari aparilmisdir.

Pul kiitlesinin yiiksek temple artdig1 bir seraitde aciq
bazar emeliyyatlarindan sterilizasiya moagsadile
istifade etmok aktuallagmisdir. Bu magsedle Milli
Bankin serencaminda olan qiymstli kagizlarla
amoliyyatlar aparilmisdir. 2003-cii il arzinde banklara
61,2 mlrd. manat mablaginde qiymeatli kagizlar satilmig
vo 51,4 mlrd. manat mebleginde REPO eamaliyyati
aparilmigdir. Beloliklo, hesabat dovriiniin sonuna agiq
bazar emoliyyatlar1 vasitesilo Milli Bankin
kommersiya banklarindan celb etdiyi izafi likvidliyin
hacmi 112,6 mlrd. manat civarinda olmusdur.

Monetar idaraetmanin tokmillasdirilmasi. Pul
siyaseti qarsisinda qoyulan vezifelere nail olmaq
liclin hesabat dovriinde monetar idareetmonin
institutsional inkisafi da digget moerkezinde
saxlanilmisdir.

Monetar idareectme mexanizminin ¢ox Onemli
elementlorinden biri olan miikkemmel tadgiqat
bazasinin dorinlosdirilmasi istiqgametinde bir ¢ox islor
goriilmiisdiir. Inflyasiya ve pul bazarmin tarazlhiq
modellari monetar siyasetin praktiki totbiginde istifade
olunmaqda davam etmisdir. Bunlarin davami olaraq
manatin miibadilo mazonnasinin ekonometrik modeli
qurulmusdur. Bu model 6z makroigtisadi ehamiyyati
vo spesifikliyine gore Azerbaycanda ilk defe olaraq

qurulmus ekonometrik tohlil sistemi olmagla, manatin
mezennasinin uzunmiiddetli dinamikasina tesir eden
amillerin kompleks tedqigine imkan verir. Eyni
zamanda real sektor modelinin qurulmasina baslanmis,
onun macmu xarc komponentinin qurulmasi tizro isler
tamamlanmusdir.

Hesabat dovrii erzinde inflyasiyanin hadeflonmasi,
Olkenin pul bazarinda faiz deracelerinin tohlili, geyri-
neft sektorunun inkisafi problemlari, energetika
sistemindo O0dememseler probleminin monetar
aspektlori, nagd pul dovriyyesine tesir gdsteren
amiller, iqtisadi modellarin asasinda pul siyasatinin
strateji vo taktiki hadeflerinin gqiymetlendirilmasi vo
s. tadqiqat isleri yekunlagsmisdir.

Diinya iqtisadiyyatinin qloballagsmasi seraitinde
beynalxalq bazarlarda bas veran proseslorin, elace do
diinya iqtisadiyyatinin inkisaf meyllorinin tadqiqi va
monitoringi davam etdirilmigdir. Bununla da diinya
igtisadiyyatinin milli igtisadiyyata tesir kanallarinimn,
eloce de respublikamizin qlobal iqtisadiyyata
inteqrasiyasinin makroiqtisadi aspektlorinin hortorafli
todqiq olunmasina serait yaranmigdir.

Maliyye bazarlarimin inkisaf meyllerine uygun
monetar tonzimloma alatlorinin iqtisadi situasiyadan
astl olaraq secilmasinin modellosdirilmis variantlarimin
vo meyarlarinin islonmesi iizre bir sira tedqiqat isleri
hayata kegcirilmisdir. Bundan basqa monetar tahlil vo
prognozlagsdirma sahasinda informasiyanin emall,
monetar indikatorlarin qisa ve uzunmiiddetli progqnoz-
larimin islenmesi bazasi tokmilloegdirilmisdir.

Semereali monetar idareetmonin tomin olunmasi {iglin
dolgun informasiya bazasinin yaradilmasi istiqgamatinde
do miihiim isler gorilmisdiir. Diinya iqgtisadiyyati, o
ciimleden MDB mekaninda, 6lke igtisadiyyatinda geden
proseslor  barode  statistik baza daha da
zonginloesdirilmisdir. Avtomatlasdirilmis Bank Statistika
Hesabat Sistemi istismara verilmisdir.

2.3. Quzil-valyuta ehtiyatlarinin idara olunmasi

2003-cii il eorzinde valyuta ehtiyatlarinin idare
olunmasi sahesinde goriillocek tedbirler timumi
strategiya baximindan minimal risk seviyyesinin
saxlanilmasi sortile semarsliliyin miimkiin maksimal
haddinin temin edilmesine yodnaldilmisdir. Bu
mogsedle valyuta ehtiyatlarinin idare olunmasinda
miimkiin risklerin bas verme chtimallarina nezareti
tomin etmoek {iglin miitemadi olarag maliyye
bazarlariin tehlilleri aparilmis, riskin idare olunmasi
magsadile valyuta diversifikasiyasi hoyata kegirilmis,
Milli Bankin valyuta ehtiyatlarinin idareetmo
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In addition, with an aim to accelerating the development
of the short-term government securities (T-bills) market
and enabling environment for forming-up really compet-
itive market-based interest rates in this particular area, the
National Bank's Management Board ruled on February
27, 2003 to eliminate the practice of using a certain por-
tion of the required reserves by commercial banks for T-
bills acquisition as of May 1, 2003. This decision proved
to be absolutely appropriate leading to dramatic increases
in the T-bills secondary market trading.

At the same time, the National Bank elected to
authorize commercial banks to use the Manat-denom-
inated required reserves for clearing purposes through
the AZIPS interbank payment system on a daily basis,
which allows for benefiting more meaningfully from
the use of the payment system's capacities. The new
system is implemented at selected pilot banks on a
phased-in basis. This action is expected to expand the
commercial banks' resource capacities, improve their
ability to respond to customer requests in a more time-
ly fashion and, therefore, ensure further development
of the interbank money market, the government secu-
rities market and increase the public confidence in the
national currency, the Manat.

Continued in 2003 were the actions aimed at imple-
menting the strategy of transforming the open market
transactions into an effective monetary policy tool.
National Bank participates in the T-bills market trade
largely to regulate the banking sector's short-term
liquidity. REPO and ex-REPO transactions were car-
ried out during the year depending on the liquidity
needs of banks.

Using open market transactions as a means of ster-
ilization has gained more urgency in an environment
of the extensive monetary base growth. The National
Bank traded securities in its holding to this effect.
AZM61.2 billion worth of securities were sold to
commercial banks and AZM51.4 billion worth of
REPO transactions were carried out in 2003. Thus,
the instant liquidity attracted by the National Bank
from commercial banks neared AZM112.6 billion by
the end of the reported period.

Improvement of monetary management. An
emphasis was placed on developing the institutional
capacity of the monetary management framework dur-
ing the reported period with an aim to ensure success-
ful implementation of the monetary policy objectives.

A range of actions had been taken to help strengthen
the research base that represents a crucial element of
the monetary management system. The inflation and

money market balance models were continually used in
the course of practical implementation of the monetary
policy. These models entailed development of the
Manat exchange rate econometric model. The
macroeconomic significance and specificity of this
model, being the first econometric analysis model ever
designed in Azerbaijan, allow for a comprehensive
thorough examination of the factors that affect long-
term fluctuations of the Manat's exchange rate. The
design of a real sector model was commenced and its
aggregate component has already been completed.

A variety of research works had been concluded during
the reported period including inflation targeting, analysis
of the national financial market's interest rates, non-oil
sector development issues, monetary aspects of the ener-
gy sector arrears, factors affecting the cash money circu-
lation, assessment of strategic and tactical targets of the
monetary policy using economic models, etc.

The processes occurring on the international markets
in a worldwide economic globalization environment,
as well as the development trends in the global econ-
omy remained under careful examination and mon-
itoring, which allowed for a comprehensive evaluation
of the ways by which the world economy may affect
our national economy and the macroeconomic aspects
of our country's integration into the global economy.

A number of research works had been carried out
with respect to designing modeled options and crite-
ria for selecting monetary policy tools depending on
economic situation with due consideration to the
development trends prevailing on financial markets.
In addition, actions had been taken to improve the
data processing, and short-term and long-term fore-
casting of monetary indicators in the field of mone-
tary analysis and forecasting.

Also, significant volumes of works had been done to
ensure development of a solid database of complete
and accurate information required for an effective
system of monetary management. The statistical data-
base that contains references to the processes occurring
in the world economy, as well as the CIS countries and
our national economy, has been further modified and
expanded. The Automated Banking Statistics and
Reporting System has been put in operation.

2.3. Gold and Foreign Exchange (foreign
reserves) Reserve Management

The actions planned for the year 2003 course of for-
eign exchange reserve administration were designed

o@o
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semoraliliyinin yiikseldilmasi iiclin ehtiyatlarin idare
olunmasina xarici menecerlor colb edilmisdir.
2003-cii il arzinde Beynslxalq Valyuta Fondunun
kreditlori tizro 82,7 mIn. ABS dollar1 hacminde
Odenis hayata kecirilmisdir ki, bu da avvelki illerle
miiqayisade on yliksek gostericidir. Bundan slava,
Baki-Tiflis-Ceyhan boru kemarinin  tikilisi
xarclerinin maliyyelesdirilmasi magsedile Neft
Fondunun hesabina 65,4 min. ABS dollar1
kogiiriilmiisdir. Buna baxmayaraq daxili maliyye

Valyuta ehtiyatlarinin strukturu

20%

5%

@ Avro
@ ABS dollant
O Ingilis funt sterlingi

bazarinda emsliyyatlar neaticesinde 2003-cii ilin
sonuna ehtiyatlar 76,2 mln. ABS dollar1 artmis ve
757 min. ABS dollar togkil etmisdir.

Beynoalxalq Valyuta Fondundan olde edilmis
kreditlorin SDR-do ifade olunmasini nezere alaraq
moazenna risqinden qorunmaq magqsadile Milli
Bankin valyuta aktivlerinde SDR sebstine uygun
kompozisiya yaradilmisdir. Bu maqsadla, 2003-cii
ilin evvelinde ABS dollar1 - 75%, avro - 20% ve funt
sterlingi - 5% nisbatinde olmaqla valyutalar tizre
diversifikasiya hayata kegirilmisdir.

Beynoelxalq ehtiyat aktivlerinin daxili idare
edilmasinde osas kapitalin qorunub saxlanmasi ve
tominatli golirin olde edilmesi siyasati davam
etdirilmisdir. Bu meqgsadle  Milli Bankin xarici
kontragentlari qisminde yalniz yiiksak kredit reytingli
banklarla pul bazarlarinda 1 iledek miiddetli depozit
vo overnayt aks-repo emaliyyatlari apariimisdir.

Son iller diinya praktikasinda merkezi banklar
torofinden qizil-valyuta ehtiyatlarinin  idare

edilmasinin xarici menecerlora havale olunmasi
genis yayilmisdir. Milli Bankin valyuta aktivlerinin
idare olunmasinin semaraliliyini yiikseltmak ve
aktivleri diversifikasiya etmak moagsedile diinyanin
on niifuzlu xarici menecerlorinin secilmosi
moagsadila tahliller aparilmis ve baslica gostericilar
iizro Milli Bank tiigiin meqgbul sayilan 3 xarici
menecer secilmisdir. 2003-cii ilin iyul ayindan
etibaron 150,0 mln. ABS dollar1 mablaginde vasait,
hor birine 50,0 min. ABS dollar1 olmaqla ABN
AMRO, JP Morgan ve UBS kimi diinya miqyash
maliyye qurumlarina idareetmaya verilmisdir.

Xarici menecerlorin xidmatinden istifade olunmasi
Milli Bankin valyuta ehtiyatlarinin konservativ
idareetmsa prinsiplarinin yeni vo daha miiteraqqi meyllo
ovoz edilmesi istiqgametinde atilmis bir addimdir.
Bunun daha bir ustiin coheti ondan ibaretdir ki,
diinyanin an niifuzlu ve tacriibeli maliyye qurumlariimn
idareetma tacriibesi Oyrenilerak golacekde Milli
Bankin ehtiyatlarinin idare olunmasinda genis totbiq
oluna biler.

Qeyd etmok lazimdir ki, il erzinde beynsalxalq
maliyye bazarlarinda ehtiyatlarin idareetma
somaraliliyine tesir etmis asagidaki tendensiyalar
misahide olunmusdur:

° ABS dollarinin asas kontrvalyutalara qarsi
zoiflomesi;
° Aparict morkezi banklar torofinden faiz

deracelarinin asag1 salinmasi.

Federal Rezerv Banki ve Avropa Markezi Bankinin
faiz deracelerini asagi salmasi miitlaq semaraliliye
azaldici tesir gostermisdir. Federal Rezerv Banki faiz
deracesinin son 45 ilde en asagi seviyyoaye (1%)
enmosi ile alagadar pul bazar1 depozitlerinin goalirliyi
azalmisdir.

2.4. Maliyya bazarlarinin inkisafi

2003-cii ilde olkedos iqtisadi artimin siiretlonmasi vo
struktur islahatlarinin derinlegsmasi seraitinde maliyyo
bazarlarinin biitiin seqmentlorinde canlanma veo inkisaf
miisahide olunmusdur. Valyuta bazarinda emsliyyatlar,
giymetli kagizlar bazarinda REPO, eks REPO va diling
omoliyyatlari, kredit bazarinda merkezlesdirilmis
kredit, lombard ve overnayt emsliyyatlar1 Milli Bankin
osas maliyye alatlori olmusdur.

Milli Bank serancaminda olan bu maliyye alstlerinden
istifade etmoklo pul-kredit vo mezenna siyasatinin
hadeflerinin hayata kecirilmesini tomin etmisdir. Belo
ki, 6lkede iqtisadi artimin fiskal amillerinin foallagmasi

<><>
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so as to ensure the highest possible level of effective-
ness while minimizing risks from the strategic view-
point. To this end, the financial markets were regu-
larly monitored and analyzed to ensure proper control
and oversight of the potential risks that may arise in
foreign exchange reserve administration, currencies
were constantly diversified with an aim to ensure
appropriate risk management, and external managers
were hired to manage the reserves to improve the
effectiveness of managing the National Bank's for-
eign exchange reserves.

USDB82.7 million worth of payments were made in
2003 against the loans granted by the International
Monetary Fund, which represents the highest indicator
as opposed to the previous years. In addition, a transfer
of USD65.4 million was made to the Oil Fund's account
for the purpose of financing the construction of the
Baku-Tbilisi-Ceyhan pipeline. Despite these transac-
tions, the reserves increased by USD76.2 million as a
result of the domestic financial market transactions thus
having reached the total level of USD757 million.

Foreign Exchange Reserves Breakdown

20%

5%

75%

@ Euro
@ US Dollar
(O British Pound

As the International Monetary Fund's loans are
denominated in SDR's, the National Bank composed
its foreign exchange assets in a pattern conformant to
the SDR basket in order to ensure proper protection
against the exchange rate risk. Thus, the currencies
were diversified by a pattern of USD of 75%, Euro of
20% and British Pound of 5% portions within the total
foreign exchange-denominated reserves to this effect.

The internal administration of the international reserve

assets still pursued the goal of preserving the core capital
and ensuring a guaranteed yield. To this end, the
National Bank engaged in term deposit (up to 1 year) and
overnight ex-Repo transactions on financial markets
only with highly rated banks as foreign counterparts.

The practice of hiring external managers for admin-
istering foreign exchange and gold reserves held by
central banks has been increasingly expanding lately.
The National Bank carried out a thorough analysis of
the world's most reputable money managers with an
aim to increasing the effectiveness of the foreign
exchange assets management and diversifying assets,
and thus selected 3 external managers deemed appro-
priate for the National Bank's purposes in a number of
importance respects. Three leading institutions of the
international financial markets, namely ABN AMRO,
JP Morgan and UBS have been appointed as money
managers for a total of USD150 million, USD50 mil-
lion each as of July, 2003.

Hiring the external managers indicates the National
Bank's willingness to move away from the most con-
servative principles in foreign reserve management
towards new and more sophisticated approaches.
The National Bank will also benefit from this
arrangement by being exposed to the management
expertise of the world's most reputable and experi-
enced financial institutions, which can be used in the
future for administering the reserves.

It should be noted that the below-described tenden-
cies are deemed to have had an impact upon the
effectiveness of reserve management on the interna-
tional financial markets:

° Devaluation of the US Dollar against other
counter-currencies;

° Discount rate cut-downs by the leading cen-
tral banks.

The discount rate cut-downs by the Federal
Reserve Bank and the European Central Bank had an
adverse impact on effectiveness. Hence, the drop-
down of the Federal Reserve Bank's discount rate to
the level lowest in the last 45 years (1%) has
decreased the yield on money market deposits.

2.4. Development in Financial Markets

The accelerated economic growth and expanded
structural adjustments in the country in 2003 evoked
resuscitation and development trends in all segments of
the national financial markets. The National Bank used
as its primary financial tools foreign exchange market

o@o
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noticesinde artan pul kiitlesi parametrlorine tosir
gostormak magsadile Milli Bank qiymetli kagizlar
bazarinda diling emsaliyyatlarindan foal istifade etmisdir.

Maliyye bazarlarmin etibarliliginin artirilmasi ve
bank sisteminin likvidliyinin effektiv idare olunmasi
moagsadile REPO ve aks REPO amsaliyyatlar1 ile
yanast morkezlesdirilmis kredit, overnayt ve
lombard emsaliyyatlar1 Milli Bank terafinden genis
istifade olunmusdur.

Valyuta bazarinda aparilan emsliyyatlar ise
mezenne siyasatinin strategiyasina uygun olaraq
milli valyutanin mazennasinin sabit saxlanmasina,
"holland" sindromunun garsisinin alinmasina veo
banklarin valyuta movqelerinin tenzimlenmasine
xidmat etmisdir.

Milli Bank terafinden bu dovr arzinde daxili maliyye
bazarlarmin inkisafinin stimullasdirilmasi ve monetar
tonzimlome  mexanizminin  tokmillesdirilmasi
istigametinde ii¢ @sas moagsed lizre maqgsedyonlii
todbirler heyata kegcirilmisdir. Bu tedbirler Ipoteka
kreditlori  sisteminin  institutsional = bazasinin
yaradilmasini, valyuta bazarinda elektron ticaratin
tokmillesdirilmasini ve yeni monetar alatlorin tahlili
vo totbiqini ehate etmisdir.

Olkenin kredit bazarmin inkisafini ve yasayis
tikintisinin ~ maliyyelasdirilmasini temin etmoak
moagsadile 2003~cii ilde Milli Bank terefinden Ipoteka
kreditleri sisteminin yaradilmasi istiqgametinds hazirliq
islori goriilmiis ve miivafiq baza yaradilmigdir. Ipoteka
kreditlori sisteminin institutsional bazasinin yaradilmasi
maqsadile beynolxalq tocriibe yaximdan dyrenilmis ve
bir sira normativ aktlarin layiheleri iglenib hazir-
lanmugdr.

2003-cii ilin ortalarindan daxili valyuta bazarinda
Milli Bankin ag1q bazar emsliyyatlarinin Birja Elektron
Sisteminde Ticaret (BEST) wvasitesilo kecirilmasi
bazarda dilerlorin aktivlegsmasi ilo naticelonmis ve bu,
beynoalxalq standartlara uygun elektron valyuta
bazarmim formalasmasinda shemiyyetli addimlardan
biri olmusdur.

Yeni monetar alotlorin tohlili ve totbiqi iizre osas
fo-aliyyat daxili valyuta bazarinda valyuta emeliy-
yatlarinin (forvard, svop) aparilmasi metodolo-
giyasinin Oyrenilmasinden ve Milli Bankin balan-
sinda olan uzunmiiddatli qiymetli kagizlarla emeliy-
yatlarin aparilmasindan ibaret olmusdur.

Valyuta bazari.. Valyuta bazar1 diger maliyyo
seqmentlari ilo miiqayisede hem infrastruktur, ham
do institutsional baximdan 6lkenin en inkisaf etmis
seqmentidir. Lakin, buna baxmayaraq bu seqmentin

fealiyyetinin beynoelxalq teleblers tam cavab
vermoasi maqsadile 2003-cii ilde do institutsional
islahatlar davam etdirilmisdir. Belo ki, son illorde
valyuta bazarinin tekmillesdirilmasi istigametinda
aparilan megsadyonlii siyasatin davami olaraq aciq
bazarda Milli Bank terofinden kecirilon biitiin
valyuta omsaliyyatlarinin BEST-o kegirilmosi,
valyuta bazarinda emsliyyatlarin daha ¢evik ve
transparent aparilmasina sebeb olmusdur. Bazar
istirak¢ilart {iclin avtomatlasdirilmis is yerloerinin
yaradilmasi ve daha tekmil program teminatinin
totbiqi valyuta bazarinda elektron birja ticarstinin
genislonmasine sorait yaratmisdir.

2003-cii ilde daxili valyuta bazarinm hacmi 3,5 mlrd.$
toskil etmisdir ki, bu da 2002-ci il ile (2,5 mlrd.$)
miiqayisede 1 mird.$ ve ya 30% coxdur. Ovvelki
illorde oldugu kimi 2003-cii ilde de daxili valyuta
bazarinda heyata kecirilon emseliyyatlarin boyiik bir
hissesi bankdaxili miibadile emeliyyatlarinin (2 mlrd.$)
payma diistir. Milli Bank terefinden agiq bazar
amaliyyatlarimin BEST-o kegirilmasi ise daxili valyuta
bazarinda BEST-in (415,1 min.$ ) xiisusi ¢okisinin
nazers c¢arpacaq deracade artmasina serait yaratmisdir.

2003-cii ilda daxili valyuta bazarinin
seqmentlar iizra pay bolgiisii
5%

@ BDMO
@ BBVB
@ BEST

O ABVB

2003-cii ilde Milli Bankin daxili valyuta bazarindaki
satiglar1 437,11 miIn.$, valyuta aliglart ise 525,16 min.$
toskil etmisdir. Naticadas il erzinde Milli Bankin valyuta
bazarmna xalis miidaxilesi aligyonlii olmus ve 88,05
min.$ teskil etmigdir. Valyuta bazarina Milli Bankin
miisbet midaxilesi valyuta ehtiyatlarmm strukturuna
tosir gostoran asas amillarden biri olmusdur.
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transactions, Repo, ex-Repo and brokerage activities at
the securities market, centralized credit, Lombard and
overnight lending activities at the credit market.

By using these financial instruments the National
Bank managed to accomplish the monetary and
exchange rate policy targets. Thus, the National Bank
actively used the securities market brokerage with an
aim to having a positive effect on the monetary base
parameters through enhancing the contribution of fis-
cal factors to the economic growth in the country.

The National Bank also extensively used central-
ized credit resources, overnight and Lombard facili-
ties in addition to Repo and ex-Repo transactions in
order to improve the sustainability of the financial
markets and increase the effectiveness of liquidity
management within the banking system.

The foreign exchange market transactions aimed at
maintaining the stability of the national currency,
preventing the Dutch disease and regulating the cur-
rency positions of commercial banks as per the
exchange rate policy.

National Bank implemented a range of measures
aimed at fulfilling three principal objectives of stim-
ulating the development of the domestic financial
markets and improving the monetary regulation
mechanisms during the reported period. These meas-
ures included development of an institutional frame-
work for mortgage lending, modernization of elec-
tronic commerce on currency markets and analysis
and application of new monetary instruments.

The National Bank has implemented necessary
preparations for creating a mortgage lending system
and has developed a relevant framework in 2003
with an overall aim to assist in developing the coun-
try's credit market development and securing finance
for residential construction.

In mid 2003 the National Bank conducted open
market transactions at the domestic foreign exchange
market using the Bourse E-System of Trade (BEST),
which provided a certain motivation for currency
brokers and represented an important step on the path
of forming up an electronic currency marketplace in
accordance with the best international practices.

Analysis and implementation of new monetary
instruments focused mainly on learning currency
transaction practices (forwards, swap) on the domes-
tic currency market and conduct of long-term secu-
rities on the National Bank's books.

Currency market. The currency market is the coun-
try's most developed segment as compared to other

financial segments from the viewpoint of both infra-
structure and institutional framework. Nonetheless,
institutional reforms were continued in 2003 in order to
ensure that this particular segment operates in full con-
formance to the best international practices. Hence, the
National Bank's implementation of the BEST system
for currency transactions in consistency with the cur-
rency market development policy being conducted over
the last years has improved the efficiency and trans-
parency of currency market transactions. The market
participants benefited from creating automated work-
stations and using upgraded software by expanding
their electronic trade abilities at the currency market.
The domestic currency market had a total turnover of
USD3.5 billion in 2003, which exceeds the year 2002
indicator (USD2.5 billion) by USD1 billion or 30%.
As was the case with previous years, currency
exchange transactions account for a large portion
(USD2 billion) of the total currency market transac-
tions in 2003, while shifting of all open market trans-
actions to the BEST system by the National Bank has
enabled the BEST to increase its share of the domes-
tic currency market (USD415.1 million) dramatically.

Percentagewise Breakdown of Domestic Currency
Market by Segments, 2003

5%

@ CET
@ BICEX
@ BEST
O AICEX

The National Bank's sales totaled to USD437.11
million and purchases to USD525.16 million on the
domestic currency market in 2003. Therefore, the
National Bank's intervention to the currency market
during the year was purchase-oriented, and consti-
tuted USD®&8.05 million. Hence, the National Bank's
positive intervention to the currency market repre-

o@o



L

Pul-kredit siyasati

o

2003-cti il arzinde Milli Bankin valyuta bazarina
midaxilesi bazarin iimumi hecminin 3,49%-ni
toskil etmisdir ki, bu da valyuta bazarinin 6ziini
tenzimlemsa prinsipi ile iglomasine ayani siibutdur.
Milli Bank terefinden acgiq valyuta bazarinda
amaliyyatlarin BEST vasitesiloe hayata kegirilmasi
biitlin banklarin valyuta emseliyyatlarinda aktiv
istirakina imkan yaratmisdir. Artiq elektron ticaret
sisteminde banklarin 6z aralarinda emsaliyyat
kecirmesi miisahide olunmaqdadir. Bu ise valyuta
bazarinda Milli Bankin miidaxilesinin tedricen
minimuma endirilmasine sebab olacaq.

2003-cii ilde Milli Bank terafinden valyuta
bazarinda miiddetli emaliyyatlarin (svop ve forvard)
aparilmasi ti¢iin texniki baza yaradilmis ve 2003-cii
ilden etibareon BEST elektron ticarat sistemi
vasitasile giindelik qaydada (T+1) ve (T+2) serti ile
ABS dollarinin alis vo satig mazennealori Milli Bank
torefinden toklif olunur.

Kredit bazari. 2003-cii ilde kredit bazarinin
inkisafi davam etmis ve bu prosesi siirotlondirmoak
iictin kompleks islor gorilmiisdiir.

dovlet qisamiiddatli istigrazlar (DQI) bazarinda
voziyyset kifayat qoder sabit olmusdur.

2003-cii ilde Maliyye Nazirliyi terefinden DQIi-n
yerlosdirilmasi tizro 14 auksion kegcirilmisdir.
Auksionlarda yerlosdirmak iiciin toklif edilmis DQI-
n hacmi 495,0 mird. manat toegkil etmisdir. 2003-cii
ilin evvelinde bazarm hoecmi 140,0 mlrd. manat,
dekabrin 31-ns ise 105,0 mlrd. manat togkil etmisdir.

Milli Bankin DQI bazarmm inkisafi istiqgametinde
gordiiyii tedbirler neticesinde investorlarm DQi-o olan
maraginin artmast 2003-cii il orzinde de davam
etmisdir. Belo ki, 2002-ci ilde investorlar terafinden
auksionlara teqdim olunmus sifarislerin hacmi DQI-n
yerlosdirmaye elan edilmis hacminin 92,8% toskil
etdiyi halda, 2003-cii ilde hemin gdsterici 118,1%
toskil etmisdir. Lakin investorlari DQI-re maragmm
artmasma baxmayaraq il eorzinde elan olunmus
istigrazlarin 91,98%-1 ve ya 455,3 mlrd. manati
yerlosdirilmisdir. Hesabat ddvriinde banklar terafinden
macburi ehtiyatlar hesabma DQI-n alinmasina icaze
verilmasi qaydasinin legv olunmasina baxmayaraq
bazarin hacminda els bir deyisiklik olmamisdir.

Bank likvidliyi ve DQI bazar
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Sifarislorin hacmi

Maliyye bazarlarinda investisiya alatlorini genislon-
dirmak ve kommersiya banklari terefinden likvidliyin
somorali idare olunmasina slverigli miihitin yaradil-
mas1 moagsadile Milli Bank Miitesokkil Banklararasi
Kredit Bazarinda overnayt ve lombard kredit mexa-
nizmlarinin totbiqine baslamisdir. Bu alstlarin totbiqi
banklar ticlin, qisamiiddatli likvidliyin cevik idare
olunmasina genis imkanlar yaradir. 2003-cii ilde
moarkazlasdirilmis kreditler iizre ticot deracasi doyis-
moyarak 7% haddinds qalmigdir.

Qiymatli kagizlar bazari. 2003-cii ilde pozitiv
makroiqtisadi amillerin tesiri altinda formalasan
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Banklarin serbost vesaitlori
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Bank sisteminin izafi likvidliyi, qisamiiddetli
maliyye aletlari bazarmin inkisaf etmamasi ve bu kimi
diger faktorlari tesiri altinda 2003-cii ilde DQI iizro
golirlilik toxminen iki defo azalmigdir. DQI-lerin orta
Olglilmiis golirliliyi ilin evvalindeki 12,57%-den
dovriin sonuna 6,97%-o enmisdir. Hatta 2003-cii ilin
sonuncu auksionunda DQI iizre orta ol¢iilmiis
golirlilik 5,48% soviyyesinde miioyyenlosmisdir. Onu
da geyd etmak lazimdir ki, golirliliyin asag1 diismesi
kifayet goder miintezem olmusdur.
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sented an important factor affecting the structure of
the currency reserves.

In addition, the National Bank's currency market
intervention in 2003 constituted 3.49% of the total
market, which signifies that the currency market
operates on a self-regulated basis.

By using the BEST system for open currency market
transactions the National Bank enabled all commercial
banks to participate actively in currency transactions.
Banks already interact with each other through the elec-
tronic trade system, which will eventually help mini-
mize the National Bank's currency market interventions.

In 2003 the National Bank established a technical
framework for term currency market transactions
(forward and swap) and has been offering daily US
Dollar buy-and-sale exchange rates on (T+1) and
(T+2) conditions via the BEST electronic trading
system since 2003.

Credit market. Development of the credit market
continued in 2003, with a number of measures taken
to accelerate this process.

The National Bank launched overnight and
Lombard credit facilities at the Organized Interbank
Credit Market with an aim to expanding investment

development and securing finance for residential con-
struction. International experiences were studied and
relevant regulations were drafted in order to develop an
institutional framework for a mortgage lending system.

Securities market. The situation at the short-term
government securities (T-bills) formed from a num-
ber of factors remained relatively stable.

The Ministry of Finance held 14 auction-based
sales of T-bills in 2003 T-bills offered for sale
through auctions totaled to AZM495.0 billion. The
market totaled to AZM140.0 bln. at year-start and to
AZM105.0 billion on December 31, 2003.

The increasingly growing interest of investors in the
T-bills as a result of consistent actions taken by the
National Bank still increased further in 2003. Thus,
while bids were placed by investors to 92.8% of the T-
bills offered for sales in 2002, this indicators made as
high as 118.1% of the total amount of T-bills auc-
tioned in 2003. Despite the obvious investor interest in
the T-bills only 91.98% of AZM455.3 billion worth of
the T-bills were actually sold in 2003. Although com-
mercial banks are no longer authorized to use a certain
portion of their required reserves to purchase T-bills, it
did not have a significant on the market turnover.

Bank Liquidity and T-bills Market
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opportunities in financial markets and improving the
efficiency of liquidity management processes at
commercial banks. Banks benefit from using these
facilities by gaining more flexibility in managing
short-term liquidity. The discount rate for central-
ized credits remained at its rate of 7% in 2003.

The National Bank has implemented necessary prepa-
rations for creating a mortgage lending system and has
developed a relevant framework in 2003 with an overall
aim to assist in developing the country's credit market

Instant bank liquidity, little development of short-
term financial instruments and other factors contributed
to the overall decrease in the T-bills yield in 2003. The
average year-start T-bills return rate of 12.57% went
down to 6.97% by year-end. In addition, the T-bills
had an average weighted rate of return of 5.48% at the
last auction held in 2003. It should also be noted that the
yield decrease has been a rather regular process.
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DQI bazarinin asas gostaricilori
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I Yerlosdirmenin hacmi

Onu da geyd etmoek lazimdir ki, 2003-cii ilde bir
buraxiligin dovriyye miiddeti 6 ay olmusdur. 2003~
cli ilde banklar istiqrazlarin asas sahibleri olmuslar.
Istiqrazlarin 81,36% banklara, 18,64%-i ise qeyri-
bank teskilatlarina mexsus olmusdur.

2003-cii il orzinde tokrar bazarda DQIi-ler ilo
aparilmis alqi-satq1 @meliyyatlarinin hacmi 2002-ci
ilo nisbaton texminen iki defe (ve ya 20,8 mlrd.
manat) artaraq 29,8 mlrd. manat togkil etmisdir.
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Bank sisteminin izafi likvidliyi seraitinde sterili-
zasiya omoliyyatlar1 aktuallasmigsdir. Bu moagsedle
Maliyye Nazirliyi torofinden buraxilmis ve Milli
Bankin serencaminda olan uzunmiiddetli qiymatli
kagizlarla emseliyyatlar aparilmigdir. 2003-cii il
orzinde banklara 61,0 mlrd. manat meblaginde
qiymetli kagizlar satilmis vo 51,4 mlrd. manat
moblaginde REPO amoliyyatlar1 aparilmigdir.
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T-bills Market Performance Ratios
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Il Volume of placement

Yet another noteworthy fact is that a 6 month cir-
culation period for the year 2003 emission was set.
Banks were the major T-bills -holders in 2003.
Hence, banks held 81.36% and non-bank institutions
18.64% of the total T-bills issue in 2003.

The T-bills secondary market dealings almost dou-
bled in volume in 2003 as opposed to the year 2002
level (or AZM20.8 billion), thus coming to a point of
AZM?29.8 billion.
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Instant liquidity of banks necessitated sterilization
transactions. To this end, relevant transactions were
carried out involving the long-term securities issued
by the Ministry of Finance and held by the National
Bank. AZM61.0 billion worth of securities were sold
to, and AZMS51 .4 billion worth of REPO transactions
were carried out with commercial banks in 2003.



Bank islahatlar:

3. BANK ISLAHATLARI

3.1. Bank sisteminin davamhgi doarinlasir

Azorbaycan bank sisteminin 2003-cii il {izro inkisafi
onun davamliginin dénmazliyi ve yiiksek dinamizm ilo
xarakterizo olunmusdur. Hesabat ilinde bank sisteminin
kapital bazasi genislonmis, emanat qoyuluslar1 yiiksek
templo artmis, yerli banklarin kapitalinda xarici maliy-
yo toskilatlarinin istirak pay1 ylikselmis, xarici kapitalin
istirak limiti logv edilmis, bank sistemi regional baxim-
dan inkisaf etmis, yeni bank xidmetleri toklif olunmus,
porakende bank biznesi daha da genislonmisdir.

2003-cii ilde bank sisteminin inkisaf problemlori ilo
bagli Beynoalxaq Bank Konfransi kegirilmisdir. Konfrans
bank islahatlart ve bu sahede nailiyyetlor, bank
sistemindo mdvcud problemlor, onlarin halli yollart,
hoemg¢inin bank sektorunun inkisaf strategiyasi kimi
aktual meseloalerin miizakiresine hesr olunmusdur.

Bank sisteminin inkisafi tarixinde ilk defe olaraq
bank fealiyyetinin bir sira parametrlori iizro 6zol
kommersiya banklar1 dovlet banklari ile miiqayisedo
iistiin mévqgeyo malik olmuslar.

Bank sistemi dinamik inkisafda. 1 yanvar 2004-cii
il tarixine banklarin balans kapitali 262,1 mlrd. manat
vo ya 45 % artaraq 845,6 mlrd. manat olmusdur.

Banklarm kapital bazasinin artiminda miihiim cehet
onun diger komponentlorinin rolunun artmasundan
ibaret olmusdur. Noticode boliisdiiriilmemis monfo-
otin kapitallagsmada pay1 2,9% toskil etmisdir. Boliis-
diiriilmemis menfastin artimi aktivlerin keyfiyyetinin
yaxsilagsmasi hesabina bag vermisdir.

Bank aktivleri il erzinde artaraq 5,1 trln. manat
olmusdur.

Banklarin aktiv emsliyyatlarinin strukturunda
miistorilore (geyri-maliyye sektoruna) verilon
kreditlor yliksek ¢okide galmaqdadir. Kegon ilin
miivafiq dovrii ile miiqayisede geyri-maliyyo
sektoruna verilon kreditlor 726 mlrd. manat vo ya
32% artaraq 2980 mlrd. manat olmusdur.

Dovlet banklarmin kredit qoyuluslart kecon illo
miiqayisede 17,3% artdig1 halda, 6zal banklarin
kredit qoyuluslar1 50,5% artmisdir. Naticede 6zel
banklarin cemi kredit qoyuluslarinda xiisusi ¢okisi
ilk defe olaraq 50%-1 6tmiisdiir.

Kreditlosmenin saholor lizro strukturu ise faktiki
olaraq doyismez qalmisdir. ©vvelki illerde oldugu
kimi ticaret vo xidmat sahalarine verilon kreditlor
daha yiiksek ¢okiye malik olmusdur.

Buna baxmayaraq il erzindo ticaret vo xidmat sferasina
verilon kreitlorin comi kredit qoyuluslarinda xiisusi ¢o-
kisi 29%-den 27%-o enmisdir. Fiziki soxslore istehlak
maqsadi ii¢iin verilon kreditlorin comi kredit qoyulus-
larinda xtisusi ¢okisi artaraq 17%-den 21%-o ¢atmusdir.

Korporativ miistorilore verilon kreditlorin artimi
adi hal xarakterini almigdirsa, banklarin istehlak
moqsodilo vo orta biznese verilon kreditlorinin
hacminin artimi giiniin spesifikliyidir. 11 erzinde
ohalinin istehlak teleblorinin kreditlosmoasine vo
orta bizneso ayrilan vesaitlor 259,7 mlrd. manat vo
ya 76,7% artaraq 598,3 mlrd. manat olmusdur.

Biitovliikde 2003-cii il bank sisteminin perakende
biznesa doniisii ilo yadda qalmigdir. Parakende bank
xidmetlorinin arttim1 Azerbaycanda bank fealiyyetinin
difersifikasiyasin1 vo bununla bagli yeni bank xid-
matlori mehsullarinin tatbiqi prosesini giiclondirir.

Bank aktivlarinin strukturu

Nagd pul

Kreditler istisna olmagqla banklara qars1 telebler
Milli Banka qars: telablor

Miistorilore xalis kreditlor

Banklara verilmis xalis kreditlor

Qiymeatli kagizlar

Miiessisalorde pay istiraki

Osas vosaitler

Diger aktivler

Comi aktivler

AKktivlarin orta

RN 5 L) moblagina nisboati

255 6,1
1099,6 24,7
364 7,3
2397,2 44,5
21,9 0,6
309,2 4,1
110,4 2,3
274,2 4,8
306,2 5.6

5137,7



Banking reforms

3. BANKING REFORMS

3.1. Banking System Becoming more Sustainable

Development of the banking system in Azerbaijan
during 2003 featured increased sustainability and
high level of dynamics. During the reported period,
the capital of the banking system and foreign invest-
ments in equity of domestic banks increased, deposits
grew rapidly, the limit for foreign capital participa-
tion was eliminated, the banking system developed
from the regional viewpoing, new banking products
and services were introduced and retail banking fur-
ther expanded during the reported period.

An International Banking Conference was held in
2003 to discuss banking system development prob-
lems. The conference discussions focused on bank-
ing reforms and accomplishments, problems of the
banking system, appropriate solutions, and the bank-
ing system development strategy.

For the first time in the history of the banking system
development, private commercial banks managed to
prevail over state-owned banks in some respects.

Continuous development of the banking system.
The total balance sheet capital of commercial banks
made AZMS845.6 billion having increased by
AZM262.1 billion or 45% as of January 1, 2004.

Other components of capital have greatly con-
tributed to the overall increase of the commercial
banks' capital base. Thus, retained earnings account-
ed for 2.9% in the overall capitalization, while the
growth in retained earnings was caused by an
improvement in the quality of assets.

The bank assets totaled to AZMS5.1 trillion.

Loans to customers (non-financial sector) held a
large portion of the commercial banks' asset-involv-
ing transactions. Loans to the non-financial sector
increased by AZM726 billion or 32% as opposed to
the same period of the last year, thus having totaled
to AZM2980 billion.

Loans granted by state-owned commercial banks
increased by 17.3%, while loans by privately held
banks went up 50.5%. As a result, private banks'
share in the total loan portfolio exceeded 50% for the
first time in history.

The sector-based breakdown of loans remained
basically the same. Thus, loans to trade and services
accounted for the largest portion in the total loan
portfolio, as was the case in the previous years.

Nonetheless, loans to trade and services sectors went
down by 29% and 27% respectively during the year as
percentage of the total loan portfolio, while consumer
loans increased by 17%, thus having reached the
overall level of 21% of the total loan portfolio.

While loans to corporate customers are ordinarily
expected to increase the growth in consumer loans
and loans to mid-sized businesses are the latest trend
logically arising in today's business environment.
Hence, consumer loans and loans to mid-sized busi-
nesses increased by AZM?259.7 billion or 76.7% thus
having totaled collectively to AZM598.3 billion.

In general, the year of 2003 was distinguished for
its shift of the banking system towards retail bank-
ing. Development of retail banking facilitates diver-
sification of the banking activities and introduction
of new banking products in Azerbaijan.

Bank Assets
Total (AZM billion) Ratio of average assets

Cash 255 6,1
Claims on banks other than loans 1099.6 24,7
Due from the National Bank 364 7,3
Net loans to customers 2397,2 44,5
Net loans to banks 21,9 0,6
Securities 309,2 4,1
Equity investments in companies 110,4 2,3
Fixed assets 2742 4.8
Other assets 306,2 5,6
Total assets 5137,7
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01.01.04 tarixino banklarin kredit
portfelinin strukturu

6 %

Senaye

Ticaret vo xidmat

Keond toserriifatt

Maorkezi vo yerli hakimiyyst orqant
Istehlak krediti

Ipoteka

Digar

Neft

O0OOC OCc cesms

Energetika

Yiiksek kredit risqinin galmasina baxmayaraq
banklarin kredit portfelinin keyfiyystinin miitlaq ve

artmis, diger terafden ise vaxtr ke¢mis kreditlorin
comi kredit qoyuluslarinda xiisusi ¢okisi 11,6%den
9,7%-o azalmisdir.

Banklarin ~ qiymetli  kagizlar  portfelinin
strukturunda korporativ qiymetli kagizlar bazarmin
hacmi 102,5 mlrd. manat ve ya 4 defeden cox
artaraq 131,5 mlrd. manat olmusdur.

Hesabat tarixine bank o©hdelikleri kegon ille
miiqayisede 943,7 mlrd. manat ve ya 28,2% artaraq
4,3 trln. manat olmusdur.

Banklarin ohdseliklerinin formalagsmasinda osas
moenbo korporativ ve fordi miisterilerin pul vesaitlori
(toagriben 73%) olmusdur. Banklarin 6hdsliklarinin
strukturunda celb olunmus vesaitlerin intensiv artimi
davam etmisdir. Il erzinde bu vesaitlerin (hiiquqi ve
fiziki sexslorden celb olunan) iimumi hecmi kecon
ilin miivafiq dovrii ile miiqayiseds 552,8 mlrd. manat
vo ya 21,3% artaraq 3,2 trln. manat olmusdur.

Qeyd edoak ki, avvalki illorde ahalinin emanatlerinin
artim tempi bu goader yiiksek olmamisdi. Bels ki, bu
artim 2000-ci ilde 53%, 2001-ci ilde 48%, 2002-ci
ilde 31% oldugu halda, 2003-cii ilde 64,2%
olmusdur. Bank sistemi iizro uzunmiiddetli
omansatlarin (1 ilden yuxar1) comi emanatlords xiisusi
cokisi 25,6%-dan 49,7%-o qoader yiikselmisdir.

1 yanvar 2004-cii il tarixine bank sistemi iizre likvid
aktivler 1,8 trln. manat tegkil edir ki, bu da comi bank
aktivlerinin 35,5%-1 demoakdir (lyanvar 2003-cii il
tarixine 37,2%).> Sistem Ttzre likvid aktivlerin

Istehlak kreditlosmosinin artim dinamikasi

01.01.03
Comi istehlak kreditlori (mlrd. manat) 338.6
Istehlak kreditlorin comi kreditlerde xiisusi 18.0

cokisi, %-lo

nisbi menada yaxsilasmasi miisahide olunmusdur.
Belo ki, bir torofden standart kreditloer il orzindoe

01.04.03 01.04.03 01.10.03 01.01.04
425.0 473.8 542.7 598.3
16.9 18.3 19.4 20.1

azalmasi izafi likvidliyin bir goder azalmasina gatirib
cixarmisdir.

01.01.2004-cii ilo 6hdaliklorin parametrlari

Comi ohdaliklar
Depozitler
Banklarin ve maliyye idarelerinin teleblori

Digar 6hdelikler

AKktivlorin orta

I LT mablagina nisbati

4292,1 84,4
3148.,6 64,3
574,1 11
569.4 9,1

* Likvid aktivlarin torkibina daxil edilmisdir: nagd pul vasaitlari, miixbir hesablar, banklararas: depozitlor
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Bank Loan Portfolio as
of 01.01.04

Industry

Trade and services

Agiculture

Central and local governments
Consumer loans

Mortgage

Other

Oil

Energy sector
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Despite the high credit risk, the quality of the bank
loan portfolio improved in absolute and relative

11.6% to 9.7% in the total loans on the other hand.

Within the securities portfolio of banks, corporate
securities market increased by AZM102.5 billion or
by over than 4 times to AZM131.5 billion.

Bank liabilities increased by AZM943.7 billion or
28.2% to AZM4.3 trillion during the reported period.

Corporate and individual deposits represented the
major portion of the total bank liabilities (about
73%). The growth of attracted funds further intensi-
fied within the bank liabilities. Thus, the total
amount of such funds (from legal entities and indi-
viduals) increased by AZM552.8 billion or 21.3% as
compared to the same period of the last year, having
reached the level of AZM3.2 trillion.

It should be noted that the growth rate of individual
deposits was not as high as in the previous years.
Thus, while this rate was 53% in 2000, 48% in 2001,
and 31% in 2002, it was only 64.2% in 2003. Long-
term deposits (over 1 year) increased from 25.6% to
49.7% in the total bank deposits.

Liquid assets of the banking system totaled to
AZM1.8 trillion as of January 1, 2004, which consti-
tutes 35.5% of the total assets (AZM37.2% as of
January 1, 2003).> The decrease in the liquid assets
resulted in a certain reduction in the excess liquidity
of the banking system.

The after-tax profits of the banking system totaled to
AZMS89.4 billion in 2003. The number of profitable
banks doubled as compared to the previous years.

Consumer Loan Growth Rates

01.01.03
Total consumer loans (AZM billion) 338.6
Consumer loans as percentage of 18.0

total loans

terms. Thus, standard loans increased during the year
on the one hand, and past due loans decreased from

01.04.03 01.04.03 01.10.03 01.01.04
425.0 473.8 542.7 598.3
16.9 18.3 19.4 20.1

Level of stability of the banking system. "Financial
depth" indicators that characterize the scope of the

Bank Liabilities as of 01.01.2004

Total liabilities
Deposits
Due to banks and financial institutions

Other liabilities

AZM billion Ratio to average

assets
4292.1 84,4
3148.6 64,3
574.1 11
569.4 9,1

* Liquid assets included: cash, correspondent accounts, interbank deposits
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Bank islahatlar:

Banklarin passivlorinin asas elementlorinin dinamikasi (mlrd. manat)
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—@— ©Ohalinin omanatlori

2003-cii ilde vergi 6demslerinden sonra banklarin
menfosti 89,4 mlrd.manat teskil etmisdir. Manfoatli
banklarin say1 kecon illo miiqayiseds 2 defe artmigdir.

Bank sisteminin sabitlik darinliyi. Bank sisteminin
iqtisadiyyatda miqyasimi xarakterize eden "maliyye
derinliyi" gostoeircileri lizre artim templori iqgtisadiy-
yatin artim tempini iisteloyir. Belo ki, il arzinde UDM
11,2% artdig1 halda, bank aktivleri teqriben 24%
artmus, bank aktivlerinin UDM-de xiisusi ¢okisi ise
13,5%-don 15%-o qoder yiikselmisdir.

Real sektordaki risq seviyyesine regmen bank sektoru
igtisadiyyatin kreditlegdirilmesinde 6z imkanlarindan
maksimum istifade etmisdir. Yaxin goelocokdo yalniz
yeni passivlerin meydana gelmesi hesabma deyil,
boliisdiiriilmemis, xiisusile do moveud likvid aktivler
hesabmna real sektorun kreditlosdirilmesi bank
sisteminin inkisafi istiqametinde miihiim prioritetlorden
biri kimi qalmaqdadir.

2003-cti ilde bank sisteminin inkisafi izre, xlisusile
golirliliyin saviyyesinin artmasi iizre miisahide
olunan pozitiv meyller onun kovraklik gdstericisinin
(kapitalin multiplikatoru) miieyyen doaraceds
artmasini (01.01.2003-cii il - 5,06; 01.01.2004-cii il
- 5,56) sortlondirmisdir ki, bu da bank sektorunun
xususi kapitalinin giiciiniin artmasini xaraterize edir.

3.2. Bank sisteminin institutsional inkisafi

Bank sisteminin institutsional dizayni. 2003-ci
ilde do Milli Bank bank islahatlarmin daha da
stiratlonmasing, bank sisteminin sabitliyinin qorunub
saxlanmasina ve onun iqtisadiyyatda rolunun
artirilmasina, ohalinin bank sistemino olan inaminin

—A— Korporativ miisterilorin vosaitlori

giliclondirilmesine yonelmis kompleks todbirleri
davam etdirmisdir. Bu sahade goriilen isler 6lkads
iqtisadi artimin siiretlondirilmesi, iqtisadiyyatin
regional ve sahavi strukturunun optimallasdiriimasi
vo bu osasda yoxsullugun aradan qaldirilmasi
strateqiyasinin miithiim hoalqesini teskil etmakls
ohemiyyetli naticelerin olde olunmasina imkan
vermisdir.

1 yanvar 2004-cii il tarixe respublikada 46 bank
foaliyyoat gostorir. Onlardan 2-si dovlet, 17-1 ise
xarici kapitallr banklardir.

Hesabat ilinde bank filiallarinin say1r artmisdir.
2002-ci ilde 33 bank filiali agildig1 halda, 2003-cii
ilde 85 bank filiali acilaraq onlarin sayr 305-8
catmisdir. Acilan filiallarin 84-i 6zel banklarin
payma diisiir ki, bu da 01.01.2003-cti ilin 43,6%-na
qars1 59% olmusdur.

ovvalki illerde oldugu kimi 2003-cii ilde de Milli
Bank xarici bank kapitalinin yerli bazara axmini
O0lkenin bank sektorunun mithiim amili kimi
doyerlondirmigdir. ~ Xarici  kapitalin  galisi
Azerbaycan bank xidmatleri bazarina miiasir
texnologiya, yeni bank mehsullari, korporativ
idareetme madeniyyeti getirmekle yanasi bank
roqabetinin inkisafina tekan vermis olur.

Bu giin Azerbaycanda xarici kapitalin istiraki ile 17
bank foaaliyyet gosterir. Xarici investisiyanin bank
sektorunda faktiki pay1 ise 135 mlrd. manat ve ya
19% toskil edir. Xarici kapitalli banklarm rolunun
aktivlesdirilmasi ticiin Milli Bank 28 noyabr 2003~
cii il tarixinde bank sistemina totbiq olunan xarici
kapitalin istirak limitini legv etmisdir.

Ohalinin ve real sektorun maliyye xidmatlorinden
istifade imkanlariin artirilmasi ti¢iin bank sisteminin
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Banking reforms

Dynamics of Principal Elements of Bank Liabilities (AZM billion)
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banking system in the national economy overgrew the
overall economic development rate. Thus, while the
GDP increased by 11.2% during the year, bank assets
went up by 24% and the share of bank assets in the
GDP rose from 13.5% to 15%.

The banking sector has used its lending opportunities
with respect to the national economy albeit the existing
risks inherent in the real sector. Therefore, lending to
the real sector from the undistributed, in particular
existing liquid assets and not through initiating new
liabilities only, has remained among the top priorities
for the banking system development.

The upward trends involved in the banking system
development, in particular the yield levels in 2003 have
largely facilitated the capital multiplier growth (5.06 as
0f 01.01.2003; 5.56 - 01.01.2004), which points to the
enhanced strength of the banking sector's capital.

3.2. Institutional Development of the Banking
System

Institutional design of the banking system. In 2003
the National Bank continued its comprehensive meas-
ures aimed at further deepening the banking reforms,
maintaining the sustainability of the banking system
and enhancing its role in the overall economic frame-
work, and increasing the public confidence in the bank-
ing sector. This package of comprehensive actions has
enabled environment for a faster-paced economic
growth in the country, optimization of the economy's
regional and sectoral structure and for meaningful
results of the poverty reduction strategy.

There are 46 banks that operate in the country as of

—A— Corporate deposits

January 1, 2004. These include 2 state-owned banks
and 17 banks with foreign capital.

The branch networks of commercial banks have been
expanding during the reported year. While 33 bank
branch offices were opened for business in 2002, the
opening of 85 bank branch offices more in 2003
brought the total number of the bank branch offices in
the country to 305. Private banks account for 84 branch
offices, which represents a share of 59% against the
year-start level of 43.6%.

As in the previous years, the National Bank treated the
foreign capital influx to the domestic market as an impor-
tant development factor for the national banking system.
Hence, the inflow of foreign capital to the local market
brings forth state-of-the-art technologies, new banking
products and corporate culture in addition to the overall
impetus to the competition within the banking sector.

As noted above, there are currently 17 banks in
Azerbaijan with foreign capital participation. Foreign
investments in the banking sector total to AZM135 bil-
lion or 19% of the entire banking system. With an aim
to stimulate the role of foreign capital banks in the
banking system the National Bank eliminated the limit
for foreign investments in banking equity on
November 28, 2003.

Non-bank credit institutions have also played an
increasingly important role in the institutional devel-
opment of the banking system in the sense of increas-
ing financial service opportunities for both individuals
and corporate customers. 13 credit unions and 6 other
non-bank credit institutions established under interna-
tional donor-sponsored projects were licensed during
the year.
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institutsional struktunun inkisafinda bank olmayan
kredit toskilatlar1 da xiisusi rol oynamuslar. il erzinde
13 kredit ittifaqnin ve beynoalxalq donor toskilatlari
terefinden heayata kecirilon layihsler ¢argivesinde 6
diger bank olmayan kredit teskilatinin fealiyyeti
lisenziyalagdirilmigdir.

Bank sisteminin institutsional inkisafi cergivesindo
miihiim tedbirlerden biri Agrarkredit Qapali Sehmdar
Camiyyeti Bank olmayan kredit togkilati vo Agrarkredit
Fondu Mehdud Masuliyyetli Comiyyat Bank olmayan
kredit toskilatinin birlosmaesi oldu. Bu regionlarm bank
xidmetlerine ¢ixig imkanlarmm artirilmasinda ve kend
toserriifatinin kreditlogdirilmesinin genislondirilmasinde
bank olmayan kredit toskilatlarinin rolunun artmasi tigtin
yeni imkanlar agir.

Azorbaycan Hokumeti ilo Diinya Banki arasinda
imzalanmils sazise osason "Kond teserriifatinin
inkisafi ve kredit layihesinin" icrast maqsedile
Tiirkiyenin G@G meslahateilik sirketi terafinden
2002-ci ilde tesis edilmis "Icragi kredit agentliyi"
torofinden 2003-cii ilde 14 kredit ittifaqr ve 308
borcalanlar qrupu yaradilmisdir. il erzinde agentlik
torofinden borcalanlar qrupu ve kredit ittifaqi arasinda
8,8 mlrd. manat vesait yerlosdirilmisdir.

Bank sisteminin maliyye vesaitlerinin effektiv
mobilizasiyasi imkanlarmin genislondirilmasi, kicik vo
orta sahibkarligin inkisafina maliyye dastoyinin
artirllmasinda Sahibkarliga Milli Kémek Fondunun
vasaitlerinin  boliisdiirilmesi miithiim rol oynamugsdir.
Fondun vesaitlerinin boliisdiiriilmesi meagsedile 2003-
cii ilde yeni 8 agent bank secilmisdir ve onlarin da say1
14-o ¢atmigdir. Hesabat dovriinde giizestli sertlere xirda
vo orta sahibkarlar arasinda agent banklar terafinden 310
layihenin reallagdirilmast magsedile 57,3 mlrd. manat
mablaginds kreditlor yerlosdirilmisdir.

Bank sisteminin Inkisaf Strategiyasinin miihiim
layihalari. Bank fealiyyetinde idareetme ilo bagh
risqlorin minimallasdirilmasin1 neazerden tutan
korporativ idareetma sisteminin beynalxalq stan-
dartlara uygunlagdirilmas1 layihesinin tetbiqi yeni
morhsaledadir. Layihenin asas magsadi bank foaliy-
yatinin naticelarine gore bankin rehberliyinin, xiisu-
silo Miisahide Surasinin rolunun ve masuliyyatinin
artirilmasindan, hemgcinin bankdaxili nezarstin
keyfiyyetinin yaxsilasdirilmasi magsedile miiteraqqi
tocriilboye xas olan idareetme formalarinin
toskilinden ibaretdir. Bununla bele bankin Miisahide
Surasinin iizvlerinin yiiksek ixtisasinin temin
edilmesins talebler de nazerdes tutulur.

Semerali korporativ idareetma sisteminin on vacib
elementlarindan biri de maliyye seffafligi, melumat-
larin acgiglanmasi ve etibarliligidir. Malumatlarin
acigqlanmas1 ve fealiyyet seffafligi bank menec-

mentine, nazarat orqanlarina, investorlara ve diger
maraqli toroflore osaslandirilmis investisiya ve
tenzimlemae gorarlari gebul etmak imkanlari vermakla
bank sistemine investisiya kapitalinin calb edilmasine
ve camiyyatin etimadinin qorunmasina xidmat edir.
Bu konteksde "Banklar haqqinda" yeni Qanunda
beynalxalq prinsiplere esaslanan korporativ idare-
etmenin zeruri hiiquqi bazasi 6z eksini tapmisdir.

Korporativ idareetma sisteminin standartlarinin
hazilanmasinda PriceWaterCoopers beynalxalq audit
sirketinin, Isvecronin SECO toskilatinin vo ABS-1n
USAID agentliyinin texniki yardimindan istifade
olunmusdur.

Bank Sisteminin Inkisaf Strategiyasi ilo ©manotlorin
Sigortalanmasi Sistemi bank sisteminin sabitliyinin ve
ohalinin ona inammin tomin edilmeasinin mithiim
mexanizmlarinden biri kimi miieyyen edilmisdir. Bu
baximdan hesabat ilinde 6lkenin maliyye sabitliyinin
tomin edilmesinin semoerali mexanizmi olan
omanatlorin sigortalanmasi sisteminin togkili vo
foaliyyeti mesalesine xiisusi diqqet yetirilmisdir. Ilk
olaraq bu istigametde Avropa, Baltikyan1 vo MDB
Olkelerinin tocriibasi aragdirilaraq Oyrenilmisdir.
Miivafiq hiiquqi bazanin ve sistemin institutsional
formalagdirilmasi ile bagl Almaniyanin KfW banki
torafinden texniki yardim gosterilmisdir. Biitiin bu
tadbirlerin naticesi kimi sigorta sisteminin ilkin
hiiqiiqi bazasmin hazirlanmasina baglanilmis ve bu is
tamamlanma erafesindadir.

Miisterilerin kredit tarixi ilo bagl informasiyalari
toplayan kredit reyestri kredit risqinin azaldilmasinda,
miistorilerin 6denis qabiliyyetliyinin giymetlondirilmesi
prosedurunun sadslagdirilmesinds, miisteriler hagqinda
informasiyalarm diizgiinliiyliniin yoxlamlmasina ¢okilon
xarclerin azaldilmasinda miihiim rol oynamagla igtsadi
subyektlorin, o climleden ohalinin maliyyslosma
monbsolerine ¢ixis imkanlarini artirir. Bu menada
Azorbaycanda da kredit reyestrinin yaradilmasi
prosesine baslanmigdir. Layihe ¢arcivesinde Diinya
Bankinin texniki yardimindan istifade olunmugdur.

2004-ci ilde Markazlosdirilmis kredit reyestrinin
yaradilmasi t¢lin hiiquqi ve teskilati tedbirlerin
tanmamlanaraq onun fealiyyetinin temin edilmasi
noazerde tutulur.

Bank sisteminin yeni Inkisaf Programi. Miiasir
soraitde Azerbaycan bank sektoru 6z inkisafinin
keyfiyyoatco yeni merhelesine gadem qoymusdur.
Onun golocek ugurlu fealiyyeti liclin esaslarin
toskiline isteqamatlonan akser islahatlar demak olar
ki, artiq hayata kecirilmisdir.

Qobul olunmus ve reallagdirilmast 2002-2004-ci
illori ohato etdon Bank Sisteminin Inkisafi Strategiyas1
corgivasinde bank sisteminin sabitliyi ve inkisafi tizre
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Yet another remarkable event in terms of institution-
al development was the merger of the non-bank cred-
it institution Agricultural Credit Joint-Stock Company
and Agricultural Credit Fund Limited Liability
Company. This will enhance the access to banking
services in rural areas and will help increase the role of
non-bank credit institutions in rural lending.

Following the signature of a relevant agreement
between the government of Azerbaijan and the World
Bank and with the purpose of implementing the Rural
Development and Credit Project, the Executing Credit
Agency established by the Turkish consultancy G@G
in 2002 created 14 credit unions and 308 borrower
groups in 2003. During the year the said agency chan-
neled AZMS8.8 billion to the borrower groups and cred-
it unions.

Distribution of the resources of the National Fund for
Support to Businesses played an increasingly important
role in enhancing the effective mobilization opportuni-
ties with respect to the banking system's financial
resources, as well as in increasing the financial assis-
tance to the small and medium business development.
8 agent banks were appointed in 2003 for distribution of
the Fund's proceeds; later on the number of such agent
banks increased to 14. During the reported period the
agent banks channeled AZM57.3 billion worth of con-
cessional loans to small and mid-sized private busi-
nesses for implementation of 310 projects.

Principal projects under the banking system devel-
opment strategy. The project of improving the corpo-
rate governance system to the level of international
standards has stepped unto the next level and aims at
minimizing the management risks inherent in the busi-
ness of banking. The primary objective of the project is
to increase the responsibility of the bank management,
in particular the Supervisory Board for the bank's
operations, as well as to introduce new management
forms that have sufficient experience for improvement
of the quality of internal controls. In addition, there are
also requirements put forth towards ensuring high level
qualifications of the members of Supervisory Boards.

Financial transparency, information disclosure and
reliability are essential elements of an effective corpo-
rate governance system. Information disclosure and
performance transparency provide bank managers,
supervisory authorities, investors and other interested
parties with the ability to take informed decisions con-
cerning investment and regulatory issues, and help the
banking system attract investment capital and increase
the public confidence. In this context, the necessary

legal framework for corporate governance that meets
the international standards has been incorporated in the
new Law on Banks.

Technical assistance from PriceWaterhouseCoopers,
Swiss SECO organization and USAID was used in
developing the corporate governance standards.

The Banking System Development Strategy defines
the Individual Deposit Insurance Scheme as an impor-
tant instrument of ensuring stability of the banking
system and increasing the public confidence in banks.
In this view, special attention was paid during the year
to the issue of developing and implementing an indi-
vidual deposit insurance scheme that would serve as a
mechanism of securing financial sustainability. Initial
steps included studying the European, Baltic and CIS
experiences in this area. The German bank KfW pro-
vided technical assistance for development of an
appropriate legal and institutional framework. As a
result, works were started to prepare an initial draft of
legal framework for the insurance scheme, and this
project is nearing completion.

A credit register that accumulates credit history infor-
mation on customers, helps minimize credit risks, sim-
plify the procedures of evaluating the creditworthiness
of prospective borrowers, cut down on the costs asso-
ciated with verifying the accuracy of customer infor-
mation, and enhances the ability of both corporate and
individual customers to access finance. Considering
this, Azerbaijan started developing a credit register.
Technical assistance was provided by the World Bank
to help complete this particular initiative.

All works necessary to develop the required legal and
institutional framework for a Centralized Credit
Register are expected to be completed in 2004.

The new Development Program for the banking
system. The banking system of Azerbaijan has stepped
unto the next level of its development in the context of
the existing global circumstances. Most reforms aimed
at ensuring the success of its future operations have
been basically completed.

Certain stability and development targets set out
within the Banking System Development Strategy for
2002-2004 has been accomplished. This relates pri-
marily to the increased role of banks in the enhancing
the capital and resources used for the development of
and lending to the national economy.

Growth of the primary indicators that characterize the
performance of the banking sector serves as the solid
ground for the development trends observed in the
banking system in 2003. Bank assets and capital are
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mivyyan edilmis mithiim hadeflers nail olunmusdur.
Bu ilk 6nce Azerbaycan iqtisadiyyatinin inkisafi ve
kreditlosmosine istifade edilon kapital ve resurslarin
artinlmasinda banklarin  tedricon foealiyyetinin
genislonmasi ile xarakterizo olunur.

2003-cii ilin yekunu tizre bank sektorunun voziyystini
xarakterizo edon osas parametrlorin dinamikasi da bank
sektorunun inkisaf meylinin méhkemlenmasine dolalet
edir. Banklarin aktivleri ve kapitallart ytliksek templo
artir, onlarin resurs bazasi xiisusilo do ohalinin
vosaitlorinin calb edilmasi hesabina genislonir.
Kreditorlar vo emanat¢ilor torofindon bank sistemine
olan inammn artmasi hesabat ilinde bank sisteminin
foaliyyetinin on mithiim slamati hesab oluna biler.

Institutsional planda banklar iqtisadi potensialina
gore diger maliyye vastogilerinden istiin olmagla
maliyye vasitegiliyi sisteminde miihiim rol
oynamislar. Bununla bele, neft strategiyasiin ugurlu
noticoelori ilo destoklonen olverisli makroiqtisadi
voziyyet, iqtisadiyyatin ve neft golirlorinin
prognozlasdirilan ~ dinamikasi  orta  miuddatli
perspektivde maliyye institutlarinin ve bazarlarinin
aktiv vo davamli arttminin asasini togkil edecok daha
radikal islahatlar programinin hayata kecirilmasini vo
maliyye sektorunun siiretli artimini zaruri etmisdir.

Bank sektorunun golacek inkisafi baximindan
movecud c¢atismamazliglarin aradan qaldirilmast ve
onun biitiin seqmentlorinin beynoalxalq standartlara
uygunlasdirilmasi baximindan "Azearbaycan Respub-
likasinda sosial-iqtisadi inkisafin stiretlondirlmesi
tadbirlori haqqinda" Azerbaycan Respublikasi
Prezidentinin 24 noyabr 2003-cii il tarixli Fermaninin
6-c1 maddesinin icrasi ile elagedar Azerbaycan Bank
Sisteminin Inkisafi Programi (2004 - 2005-ci illor)
hazirlanaraq teqdim olunmusdur.

Program ¢ergivesinde bank islahatlarinin siiretlon-
dirilmesi ti¢lin bank sektoru tizro asagidaki miihiim
tedbirlerin realllasdirilmasi nezerde tutulur:

° bank sisteminin kapital bazasinin méhkem-
londirilmasi ve konsolidasiyasi;

° dovlet banklariin 6zellesdirilmasi ve bank
sisteminde saglam roeqabet miihitinin tomin edilmasi;

° ahali ve real sektorun maliyys xidmetlarin-
don istifade imkanlarinin artirilmasi {igiin bank
sisteminin institutsional strukturunun inkisafi;

° regionlarin bank xidmatlorine ¢ix1s1 imkan-
larinin artirilmasi;

° Odenis Sisteminin inkisafi Strategiyasinin
genislondirilmasi;

° bank sisteminde korporativ idareetme stan-
dartlarinin tetbiginin davam etdirilmesi;

° bank sisteminin maliyye vesaitlorinin effek-

tiv mobilizasiyasi imkanlarinin genislandirilmesi;

° moarkezlesdirilmis kredit reyestrinin faaliy-
yoto baslamast;

° bank sisteminde insan resurslarinin inkisafi;

° bank nazaratinin miitoraqqi beynoalxalq stan-

dartlara uygun fealiyyetinin temin edilmasi maqse-
dile hiiquqi, institutsional ve maddi bazanin tokmil-
losdirilmasi.

Maliyye-bank sisteminde kokli keyfiyyot doyisik-
liklerine istigametlonmis derin islahat programinin
son magqsadi bank sisteminin mohkemlendirilmasi vo
bohranl veziyyete doziimlilyliniin artirilmasi, bank
sisteminin inkisafinin giiclondirilmasi, vesaitlerin calb
edilmeasi ve onlarin iqtisadiyyata transformasiyasi
istigamatinde banklarin fealiyyetlerinin aktivles-
dirilmasi ve milli bank sisteminin beynalxalq maliyya
mokanina inteqrasiyasinin derinloesdirilmasidir.

3.3. Bank nazaratinin beynalxaiq
standartlasmasi

2003-cti ilde Milli Bank bank nezaretinin
semarsliliyinin artirilmast ve nezaret tecriibasinin
yaxsilagdirilmast istigamatinde seylerini daha da
artirmigdir. Bank nezareti sisteminde kredit togkilatlarinm
foaliyystlorinin ve risqlerin kredit togkilatmin davamligina
potensial tosirinin real qiymetlondirilmesini nozerde tutan
risqyoniimlii yanasma inkisaf etdirilmisdir. Yeni bank
nazaretinin  funksional semarsliliyinin  artirilmasi
magsadile bank foaliyystinde real risqlore istiqametlonen
nazaretin inkisafi diqqet merkezinde olmusdur.

Milli Bank bank nezarati orqani kimi 6z megsedlorine
nail olmagq tictin avellki illerde oldugu kimi 2003-cii ilde
do fealiyyetinde beynalxalq prinsipleri rehbar tutmusdur.
Bu sahade Milli Bankin garsisinda duran esas messlo
bank ve bank-olmayan kredit teskilatlarma normativ
hiiquqi bazanin tekmillesdirilmasi ve beynalxalq
standartlara uygunlagdirilmasi, semerali risqyonimlii
bank nazaretinin metodoloji bazasinin tekmillegdirilmasi
vo bank nezareti lizre Bazel komitesinin teleblerine
uygunlasdirilmasi, kredit teskilartlarinin prudensial
normativlers ve normativ hiiquqi bazaya riayet etmelori,
habelo miivafiq selahiyyetlor daxilinde valyuta
gqanunvericiliyinin veo rejiminin totbiqine nozaret
vasitosilo bank sisteminin etibarhgmm tomin edilmasi,
miisterilorin, emanatcilorin vo diger kreditorlarin
menafelerinin qorunmasi ve bank faaliyyetinds risqlerin
mohdudlasdiriimasi, bank olmayan kredit tegkilatlarmim
foaliyysetinin stan-dartlagdiriimasi olmusdur.

Qarstya qoyulan masalalerin reallasdirilmast bank
nazaratinin semerali esasmimn toskili istiqgamatinde
kifayet geder teraqqiye nail olmaga ve bank neza-
rotinin beynoalxalq standartlara daha da uygunlasdiril-
masina imkan vermisdir. Institutsional imkanlarin ge-
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increasingly growing, with their resource base expand-
ing due to intensification of individual deposit transac-
tions. The increase of the creditor and public trust in
the banking system may be considered as the most
important indicator of the banking system's perform-
ance during the reported year.

Being above other financial intermediaries in terms of
economic potential banks continued to play an impor-
tant role in the sector of financial intermediation. The
favorable macroeconomic situation supported by the
successful results of the oil strategy, the projected
dynamics of the economy and oil revenues have
necessitated implementation of more radical reform
programs and more rapid development of the financial
sector that would serve as the foundation of the active
and sustainable mid-term growth of the financial insti-
tutions and markets.

A Banking System Development Program (2004-
2005) has been developed and submitted for review by
appropriate instances as required for meeting the
requirements set forth in the Presidential Decree dated
November 24, 2003, Paragraph 6, on Measures aimed
at accelerating the souci-economic development in the
Republic of Azerbaijan, that will help remove the
existing deficiencies and improve all segments of the
banking system to the level of international standards.

The program envisages implementation of the fol-
lowing actions aimed at accelerating the bank reforms:

° strengthening and consolidation of the bank-
ing system's capital;

° privatization of the state-owned banks and
enabling a sound competitive environment within the
banking system;

° institutional development of the banking sys-
tem so as to increase the ability of individual and cor-
porate customers to access financial services;

° increased opportunities in rural areas to access
banking services;

° expansion of the Payment System Develop-
ment Strategy;

° Continued implementation of corporate gov-
ernance standards in the banking system;

° expanding the effective mobilization ability of
the banking system with respect to financial resources;

° start-up of the centralized credit register;

° human resource development within the
banking system;

° improvement of the legal, institutional and

financial framework to ensure that banking supervision
conforms to the international standards.

The in-depth reform program oriented at dramatic
qualitative changes in the financial and banking system
has the ultimate goal of strengthening the banking sys-
tem and increasing its ability to withstand crisis situa-
tions, helping banks attract resources more effectively
and seeking ways of transforming such resources into
the economy, as well as securing the integration of the
national banking system into the global financial mar-
ketplace.

3.3. Improving Banking Supervision to the
International Standards

The National Bank continued its efforts aimed at
improving the effectiveness of banking supervision
and refining the supervisory practices. The banking
supervision system focused principally on developing
risk-based approaches towards realistic assessment of
potential impacts that operations and risks of a credit
institution may have on its sustainability. This signi-
fies that the major emphasis was placed on developing
supervisory practices that consider real risks inherent
in the business of banking for the purpose of increas-
ing the functional efficiency of banking supervision.

As a regulator, the National Bank followed the inter-
national principles in 2003, as was the case in the pre-
vious years. The primary tasks of the National Bank
included improvement of the legal and regulatory
framework for banks and non-bank credit institutions
to the international standards, refinement of the
methodological framework of the risk-based bank
supervision and ensuring its compliance with the Basle
Committee's requirements, ensuring compliance by
credit institutions with prudential requirements and
other relevant regulatory standards, as well as securing
the reliability of the banking system, protecting the
interests of customers, depositors and other creditors,
minimizing banking risks through enforcing supervi-
sion over compliance with the relevant currency regu-
lation legal provisions within its competence, as well
as standardization of the activities of non-bank credit
institutions.

Implementation of the above mentioned tasks has
allowed for a certain progress in setting a solid base for
a more effective banking supervision and bringing it
into compliance with the international standards. The
National Bank has used necessary foreign technical
assistance in order to expand its institutional opportu-
nities, which allowed for providing components of
such technical assistance in terms of policy basics and

o@o
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niglendirilmasi maqsadile Milli Bank lazimi xarici
texniki yardim celb etmisdir ki, bu da siyasetin miiasir
asaslarinin, o climleden prudensial qaydalarin, mii-
toraqqi tacriibaye osaslanan rehberlik ve banklar tiglin
texniki yardim programinin taskiline imkan vermisdir.

Bank nazaratinin metodologiyast. 2003—cii ilde bank
nozaroti sahasindo kredit toskilatlarinin tizerlorine
gotiirdiiklori risqlerin xarakteri ve seviyyesine, onlarm
idare edilmasinin keyfiyyotine, o ciimloden daxili
noazaraet sisteminin togkiline ve semerslilik soviyyosinin
giymatlondirilmasine xiisusi diqget yetirilmisdir. Bu
istiqgamotdo bank nezaretinin metodoloji bazasinin
tokmillesdirilmesi miihiim rol oynamisdir. Bank
nozaratinin metodoloji bazasinin tokmillegdirilmesi
corgivesinde bir sira mdévcud gaydalarn tekmillag-
dirilmasi, yeni hiiquqi aktlarin hazirlanmasi ilo yanasi
bank ganunvericiliyinin tekmillegdirilmasi, yerli bank
nozaratinin xisusilo do onun metodoloji bazasinin
Bazel komitesinin prinsiplerine uygunlugunun
qiymatlendirilmasi do hadefe almmugdir.

Bank neazaretinin semersliliyinin artirilmasi
istigamatinde miithiim addim bank ganunvericilyinin
bank nozareti baximindan tokmillesdirilmasi
olmusdur. Bank xidmotlori bazarina effektiv daxil
olma sisteminin toskili, bank foaaliyyeti iizerinde
keyfiyyotli nazaretin formalagdirilmasi, problemli
banklarin sistemdon kenarlagdirilmasi prosedurlarmin
tokmillesdirilmasi kimi maessalalerin yeni ganun
layihasinde nezere alinmasi emanatgilerin, kredi-
torlarin ve investorlarm bank sistemina olan inaminin
artirllmasi, saglam bank sisteminin formalagdirilmasi
vo son noaticode banklarn iqtisadiyyatla emaliy-
yatlarinin aktivlesdirilmasi baximindan miihiim
shemiyyaet kesb edir.

2003-cii ilde bank nezaretinin Bazel komitesinin
prinsiplorine uygunlugunun qiymetlondirilmasi
hoyata kecirilmisdir. Bu prinsiplerin Azerbaycan
tocriibesinde reallagdirilmasinin keyfiyyot baximin-
dan giymetlendirilmesinin hayata kegirilmesi xiisusi
aktualliq kesb edirdi. Yerli bank nezaratinin baza
Prinsiplerine uygunlugu hom Milli Bankin 6z, hem
do miisteqil giymsetloendiricilor kimi USAID-nin
ekspertlori vo Diinya Bankinin FSAP programi
corgivesinde Bazel komitesinin metodologiyasi
osasinda aparilmisdir. Voziyyaetin tohlili gosterdi ki,
somarali bank nezaretinin okser prinsiplori yerli
tocriibade bu ve ya diger seviyyede realize olunur.
Bu bir toerofden inkisaf tarixi qisa miiddete tesadiif
eden Azerbaycan bank neazarati sisteminin
inkisafinin stirotlonmasini gosterirse, diger torafden
Prinsiplerin tam realizosi istigametinde kompleks
olave saylerin teleb olunmasini oks etdirir.

Qeyd edok ki, "Banklar haqqinda" Azerbaycan
Respublikasinin yeni Qanununun qgiivveye minmasi
yerli bank nezareti sisteminin Bazel komitesinin
prinsiploerine tam uygunlugunun temin edilmasine
zomin yaratmis olur.

Hoyata kecirilon qiymetlondirme naticesindo
somorali bank nezaretinin toskili istiqgametindo oldo
olunan miisbat meyllarle yanasi agkara ¢ixailmis bir sira
problemlor bank nezareti siyasetinin gelocek strateji
maqsadlerinin terkib hissesi kimi miieyyan edilmisdir.

Kredit risqlerinin idare edilmasi miiasir soraitde daha
aktual sayildigindan "Aktivlerin tesniflesdirlmesi vo
zorarin Odenilmesi iiclin ehtiyatlarin yaradilmasi
Qaydalari"nin yeni variantt hazirlanmigdir. Burada
osas magsad bank faaliyyetinde biitlin nov risqlerin
nozero alinmasi, bank ehtiyatlarmm togkiline tolobin
artirtlmasindan ibaratdir. Eyni zamanda yeni
Qaydalarin hazirlanmasi problemli aktivlerin geri
qaytarilmasi istigamatinde banklarin seylerinin
artirilmasi magsedini de dasimisdir.

Moveud normativ bazanin bank nezareti lizro Bazel
Komitesinin tovsiyalerine uygunlasdirilmasi ve yerli
banklarin dinamik inkisafi bazar risqine semersli
nazarat prosedurunun toskilinin aktualligini artirmisdir.
Bu mogsadle "Bank kapitalinin ve onunun
adekvathiginin hesablanmasi Qaydalar1" yeni variantda
hazirlanmgdir. Bazar risqleri lizre miimkiin itkilerin
nazere almmasi magsadile macmu kapitalin adekvathq
soviyyesi 10%-den 12%-o, I dereceli kapitalin
adekvatliq emsali ise 5%-den 6%-o qaldirilmisdir.

Banklarin konsolidasiyasinin tesviqi istigamatinda
bu prosesin miitesekkilliyinin teskili baximindan
"Banklarin birlesme ve qosulma seklinde yeniden
toskili Qaydalar1" hazirlanmisdir. Qaydalarda
banklarin yeniden teskilinin esas merhalsleri,
yeniden taskil prosesinde lazim olan asas senadlorin
moazmunu, dovlet geydiyyatindan sonra goriilen
prosedurlar, Milli Bankin raziliginin alimmasi ve s.
kimi asas mesaloaler 6z aksini tapmigdir.

Banklarda risqlerin idare edilmesinin keyfiyystinin vo
bank nazaratinin togkili prosedurlarinin semaraliliyinin
artirllmasi magsedile "Banklara aidiyyati olan sexslarle
amaliyyatlarin aparilmasi Qaydalarma" deyisiklikler ve
"Bank nezaratinin toskili ve heayata kegirilmasi lizre
Metodoloji Rehberliye" Olaveler edilmisdir.

Hesabat iline Milli Bank konsolide edilmis bank
nozaratinin toskili magsadils ilk addimlarini atmisdi.
Bank nazarati sisteminin galacak inkisafi sahasinda
yeni istigamat sayilan nazaratin konsolide asasinda
heyata kecirilmesinin tetbiqi iiclin beynslxalq
tocrilbbe arasdirilmis ve bu ndv nezaretin yerli
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prudential guidelines to bank managers and banks
clearly are inclined towards learning the modern prac-
tices.

Banking supervision methodology. The banking
supervision in 2003 focused principally on the nature
and level of risks assumed by credit institutions, qual-
ity of risk management practices, including the quality
and effectiveness of internal controls. Improvement of
the banking supervision methodology played an
important role in this respect. Tasks set before the
banking supervision methodology included improve-
ment of a number of regulations, drafting new regula-
tions, improvement of banking laws, and assessing the
degree of conformity of the supervisory practices,
especially their methodology to the level of the Basel
Committee's Core Principles.

Another important step towards improvement of the
banking supervision effectiveness was the improve-
ment of the banking laws from the supervisory stand-
point. The new draft law provides for an effective sys-
tem of entry to the banking market, formation of qual-
ity supervision over banks' operations, procedures for
removal of problem banks from the system, which
would inevitably play an important role from the view-
point of increasing depositor, creditor and investor
confidence in the banking system, forming a sound
banking system and activation of banking transactions
in the economy.

In 2003 the banking supervision practices were
assessed for conformity to the Basel Committee's Core
Principles. An evaluation of implementation of these
principles in Azerbaijan was of high importance from the
quality point of view. The conformity of the local bank
supervision practices to the Core Principles was evaluat-
ed by the National Bank itself, USAID experts as inde-
pendent appraisers and by the World Bank-led FSAP
initiative. The evaluation indicated that most of the prin-
ciples of effective banking supervision have been applied
locally with different degrees of conformity. As this
evaluation suggests that the banking supervision system
in Azerbaijan has developed rather quickly over a short
period of time of its existence, it also pointed to a need of
taking further comprehensive actions to ensure full com-
pliance with the Core Principles.

It should be noted that the effect of the new Law on
Banks would help the local banking supervision sys-
tem achieve compliance with the Basel Committee's
Core Principles.

The deficiencies discovered by the evaluation besides
the positive accomplishments in the banking supervi-

sion will be regarded as strategic tasks that will require
proper addressing in the future within the framework
of the banking supervision policy.

The Asset Classification and Loss Provisioning
Regulation has been re-drafted as the issue of credit
risk management appears highly significant in today's
settings. This regulation aims primarily at ensuring that
all banking risks are duly taken into account and
increasing the reserve requirements to banks. In addi-
tion, the new Regulation also envisages a broader
scope of loan recovery measures to be taken by banks.

Improvement of the existing regulatory framework
based on the Basel Committee-recommended
approaches to banking supervision and the dynamic
development of the domestic banks have rendered
necessary the development of an effective market risk
control procedure. The Bank Capital Adequacy
Regulation was redrafted to this effect. The adequacy
ratios for the total capital was raised from 10% to 12%
and Tier [ Capital adequacy ratio from 5% to 6% to
cover the potential market risks.

A Bank Consolidation and Merger Regulation was
developed that will govern the processes of consolidat-
ing commercial banks. The regulation covers the basic
steps in reorganization of banks, contents the principal
documents required for reorganization, procedures fol-
lowing the state registration, procedures for obtaining
approval from the National Bank, etc.

The Regulation for Transactions with Related Parties
has been modified and the Banking Supervision
Manual has been amended with the purpose of
improving the quality of risk management procedures
at banks and increasing the effectiveness of banking
supervision practices.

The National Bank made first steps towards consoli-
dated banking supervision in the reported year.
International experiences were studied for ensuring an
effective introduction of consolidated banking super-
vision that represents an absolutely new concept in the
future development of the banking system, and the
possibilities of implementing this kind of supervision
in local conditions were thoroughly examined. The
legal grounds for implementation of consolidated
banking supervision are laid out in the new draft Law
on Banks of the Republic of Azerbaijan.

In general, implementation of the relevant banking
supervision will allow for objective assessment of risks
inherent in the banking activities and increasing the
stability of the banking system.

Development of a legal framework for loan syndica-
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soraitdo totbiqinin ilkin sertleri todqiq edilmisdir.
Konsolide bank nezarsti sisteminin hiiquqi asaslari
"Banklar haqqinda" Azerbaycan Respublikasinin
yeni Qanun layihasinde 6z oksini tapmisidr.

Miivafiq bank nezaratinin tetbiqi biitdvliikde bank
foaliyyatinde movcud olan risqlerin obyektiv
giymetlendirilmasine ve bank sisteminin sabitliyinin
artirilmasina imkan vermis olacaqdir.

Bank xidmatlerinin optimallagdiriimasi ve bank emaliy-
yatlarinin heyata kegirilmosi qaydalarinin sadelesdiril-
mosi istiqgametinde sindikativ kreditlorin normativ-hii-
quqi bazasmnm yaradilmasi mesalesi miihiim vezifoler-
den biri hesab olunmusdur. Strateji shamiyyatli iri layi-
helerin kreditlosdirilmasinin tosviq edilmasi, bu sahade
miitegakkiliyin tamin edilmasi, bank foaliyyetinde risqli-
yin saviyyesinin minimallagdiriimasi, banklarm iqtisa-
diyyatin inkisafinda rolunun aktivlesdirilmesi istiqama-
tinde yardimgi rol oynamasi mogqsadilo "Banklar
toraefinden sindikativ ve birgs kreditlorin verilmasine dair
Metodoloji rehbaerlik " hazirlanmigdr.

Banklarla yanasi, bank olmayan kredit togkilatlarinin
insitutsional formalagsmasma destek vo foaliyyetlorinin
genislondirilmasi istigamatinds imkanlarmim artirilmasi
maqsedile bir sira isler goriilmiisdiir. Belo ki, "Kredit
Ittifaqiin iqtisadi tonzimleme normativleri (prudensial
normativler) haqqinda Qaydalara" deyisiklik edilerok
kapitalin adekvatliq emsali azaldilmisdir.

Tatbiqi bank nazarati. Risqyoniimlii bank nezaratinin
amoliyyat effektivliyinin artirilmasinin tomin edilmasi
istigameatinde bank gostericilerinin CAMEL sistemi
iizro qiymatlondirmeasine baglanilmis ve aparilan
inspeksiyalar naticesinde banklara CAMEL reytinq
sistemina uygun vahid reytinq verilmisdir.

Daxili nezaret ¢orcivesinde 21 kommersiya
bankinda harterafli inspeksiya aparilmisdir. Aparilmis
daxili inspeksiyalarin naticelori gosterir ki, xarici
nazaretin kifayet qeder shate etmadiyi sahsalorde, o
climleden emsliyyat sahslerinde kegon dovrlerle
miiqayisede her-hansi siibhe doguran ve ya geyri-
saglam xarakter dasiyan hallar olmamis, iqtisadi
normaiv pozuntularin seviyyesi ise asag1 diismusdiir.

2003-ci il arzinde bank sisteminde en iri xiisusi ¢okiye
malik olan dovlet banklarinda - Azerbaycan Beynelxalq
Bankinda ve Birlesmis Universal Sehmdar Bankinda
yeni nazarot metodologiyasi osasinda hartorafli
inspeksiyalar tamamlanmsdir. Miivafiq banklar tizerinde
miivafiq nezaret todbirlerinin heyata kegirilmasi hal-
hazirda davam etdirilir.

Beynoalxalq Bankin 6zsllesdirilmesi ile slagadar
miivafiq toklifler islonib tohlil edilmis ve bu sahads
artiq Prezident formam1i da qebul edilmisdir.
Ozollogdirmaye hazirliq proseslari ¢orcivesinde bankin
maliyye gostaricileri tehlil edilerak diqget merkezinde

saxlanilir ve bir neco defo Avropa Yenidenqurma ve
Inkisaf Bankinin (AYIB) investisiya moselolori iizro
miitexessisi ilo miizakire edilmisdir. AYIB ekspertlori
ve eyni zamanda paralel olarag KPMG auditor sirketi
torofinden bankin herterafli qiymetlendirilmasi
proseslarine baslanilmis ve basa catdirtlmisdir.

Azarbaycan Respublikasi Prezidentinin "BUSBankin
Ozollogdirilmasi hagqinda" Fermaninin icrasi ile bagh
Milli Bank terefinden tekliflor hazirlanmus, Iqtisadi
Inkisaf Nazirliyinde (IIN) yaradilmis xiisusi qrupa
toqdim edilmis ve magbul qiymsetlondirilmisdir.

Bankin 06zsllesdirilmasi ilo slagadar proseslorin
tezlosdirmesi maqgsadile 2003-cii ilin oktyabr
ayinda tender kecirilmigdir. Tenderin galibi olmus
"Ernst & Yanq" sirketi ilo 1IN arasinda miigavile
imzalanmis, hazirda moslohotgilorin seg¢ilmosi
proseslarine baglanilmisdir.

2003-cii ilin birinci riibiinde Avtomatlasdirilmis
Bank Statistika Hesabatliq Sistemi (ABSHS) istismara
verilmisdir. ABSHS xarici nazarat ¢orcivasindo kredit
toskilatlarindan hesabtlarin elektron dastyicilar
vasitosile alde edilmasini 6ziinde oks etdirir.

Bundan olave, sentyabr ayindan etibaren valyuta
nozarati proseslorinin semarsliliyinin artirilmast
moagsadile ABSHS-nin Valyuta neazareti modulu
gor¢ivesinde "Fiziki sexslor torofinden banklar
vasitosile dlkeden kenara kdgiiriilon valyuta vesaitlori
barade melumat" adli sub-modul yaradilmis veo
totbigine baglanmisdir.

Cirkli pullarin yuyulmasina qarsi tedbirler de daxil
olmagqla vahid valyuta nezareti proqrami hazirlanmig
vo USAID-in miisbat royi alde edilmisdir. Nazirlor
Kabineti yaninda ¢irkli pullarin yuyulmasina qarsi
miibarize mesalolerile olagedar yaradilmig xiisusi
Ekspertlor Qrupuna Milli Bank rehberlik edir ve
grupun katiblik funksiyasini yerine yetirir. Bu
osasda, Avropa Surasinin Money Wall, Birlosmis
Millatler Teskilatinin xiisusi departamenti vo ABS
hokiimatinin temsilcilerile qarsiliqli miinasibatlorin
qurulmasi tomin edilmis vo cari il orzinde hemin
toskilatlarla birlikde konfranslar teskil edilmisdir.

Bank nazarati iizre Bazel Komitesinin tovsiyyelerine
uygun olaraq Milli Bank ganunvericliklo miioyyen
edilmis funksiyasinin semarali yerino yetirilmasi liglin
diger oOlkelerin bank nezareti organlari ilo slage
yaratmagq liciin rosmi qarsiligh foaliyyet ve informasiya
miibadilesi sistemlerinin tegkili tosebbiisii ilo ¢ixis
etmisdir.

Bank nazaratinin keyfiyyeotinin yaxsilasdiriimasi
istigamatinde bank nazarstinin funksiyalarmi hayata
kegiron amoekdaslarin pesokar bilik seviyyesinin do
artirilmasia xtisusi yer verilmisdir. Bu maqsoedle
USAID-nin ekspertlori torofinden miixtelif treyning
programlar1 togkil olunmusdur.

<><>
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tions was considered as a priority task needed to opti-
mize banking services and to simplify the procedures
for banking transactions. A Loan Syndication Manual
was developed that would provide guidance for financ-
ing large projects of strategic significance, help make
the necessary organizational arrangements, as well as
for minimizing banking risks and enhancing the role of
banks in the economic development.

A variety of measures were taken to ensure that non-
bank credit institutions receive appropriate support in
terms of institutional formation and expansion of the
scope of activities, in parallel to banks. Thus, the
Regulation for Economic Regulatory Standards
(Prudential Requirements) for Credit Unions has been
modified to include a lower capital adequacy ratio.

Banking supervision in practice. The CAMEL sys-
tem of bank performance evaluation was introduced to
assist in increasing the effectiveness of risk-based
banking supervision; as a result of CAMEL-based on-
site inspections commercial banks have been duly
rated.

Full-scale on-site inspections were carried out at 21
commercial banks. The inspections identified no
doubtful or unsound practices in areas not covered
adequately by off-site supervisory activities, in partic-
ular the operations areas, as compared to the previous
periods, with the level of non-compiance with the reg-
ulatory economic requirements having dropped down
significantly.

On-site inspections based on the new supervisory
techniques were completed in 2003 at the two state-
owned banks that account for the largest part of the
banking system: the International Bank of Azerbaijan
and the United Universal Joint-Stock Bank. Relevant
supervisory activities are currently continued with
respect to relevant banks.

Proposals have been developed and evaluated
regarding the privatization of th International Bank,
and a relevant Presidential Decree has already been
adopted. A major focus is placed on the bank's finan-
cial performance ratios in the light of privatization
preparations and a series of relevant discussions were
held on these matters with the Investment Expert from
the European Bank for Reconstruction and

Development (EBRD). A comprehensive evaluation
of the bank was laucned and completed involving the
EBRD experts and KPMG auditors simultaneously.

The National Bank crafted proposals as required
under the Presidential Decree on Privatization of the
UUJSBank, which were submitted to the special
group established by the Ministry of Economic
Development (MED) that found the proposals accept-
able.

Bids were invited in October, 2003 in order to accel-
erate the process of privatizing the bank. The winning
bidder, Ernst&Young signed an agreement with the
MED, following which the process of selecting the
consultant candidates commenced.

The Automated Bank Reporting System (ABRS) was
put in operation in the first quarter of 2003. The ABRS
allows for receipt of bank reports and statements elec-
tronically for purposes of off-site supervision.

In addition, the Currency Module of the ABRS was
modified in September to include a sub-module that
receives and processes data on currency transfers
abroad made by individuals via banks.

A comprehensive currency control program to
include anti-money laundering measures was devel-
oped and received a positive evaluation from USAID.
The National Bank directs and discharges secretariat
functions with respect to a special Expert Group
established under the Cabinet of Ministers for money
laundering combatting. To this end, the National Bank
has closely cooperatd with the European Council's
Moneywall, UN Special Departmnt and the US
Government representatives and arranged joint con-
ferences during the year.

The National Bank came up with initiatives of build-
ing official relations with bank supervisors of other
countries to facilitate information exchange needed
for effective discharge of the supervisory functions
defined by the applicable laws and as recommended
by the Basel Committee.

An emphasis was also placed on improving the pro-
fessional knowledge and skills of the supervisory staff
so as to help further refine the quality of banking
supervision. Various training programs were arranged
and implemented by USAID e experts to this effect.
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4. ODONIS SISTEMININ INKISAFI VO NAGD PUL
DOVRIYYOSININ TOSKILI

4.1. Elektron 6danis sisteminin tatbiqi
genislonir

Azoarbaycan Respublikasi Milli Bankinin osas
funksiyalarindan biri 6lkede hesablagmalarin aparil-
mas1 vo ddems sisteminin sabit islomasi ti¢iin lazimi
soraitin yaradilmasinin tegkil edilmasi, o ciimleden
kliring sistemlori vasitesile banklararasi hesablasma-
larin tenzimlenmaesinden ibaratdir.

Odonis sisteminde aparilan islahatlarin birinci
morhelasi kimi Milli Bank terefinden 2001-ci ilin
ovvellerinde Beynolxalq Banklararast Maliyye
Telekommunikasiya Sisteminin (SWIFT) bazasinda
Azerbaycan Banklararasi Milli Hesablagmalar Sistemi
(AZIPS) adlanan real vaxt rejiminde banklararasi
hesablagsmalar  sistemi  yaradilaraq istismara
verilmisdir. AZIPS-in totbiqi sayesinde banklararasi
hesablagmalarin real vaxt rejiminde (30-60 saniyo
orzinde) aparilmasi, bu zaman vesait itkisinin aradan
qaldirilmasi ve banklarin likvidliyinin daha gevik idare
olunmasi imkanlari alde edilmisdir.

Sistemin etibarli foealiyyatini tonzimloyen normativ-
hiiquqi baza yaradilmigs ve onun tekmillegdirilmesi
miitemadi olaraq davam etdirilmis, fovgelade ve
geyri-adi hallarda tehliikesiz ve fasilesiz isini temin
etmok mogsadile sistemin Sumgayit Ehtiyat
Maorkazinds ehtiyat surati yaradilmisdir.

AZIPS sistemi istismara verildiyi andan denislerin
aparilmas1 sahesinde operativlik, etibarliliq ve
resurslarin effektiv idare edilmesi amilleri irali ¢ixmus,
biitovliikkde onun etibarli istismart tomin edilmisdir.

2003-cii ilde AZIPS-in eosas komponenti olan
Morkoazi Hesablagma Sisiteminda (CAS) icrag1 sirkat
torofinden tekmillesdirme isleri aparilmigdir. Bunun
naticasinde ndvbads olan ddenislerin yerins yetirilma
ardicilligi daha magsedauygun sokile gatirilmis, alde
olunan hesabatlarin cesidi genislondirilmisdir.

2003-cii ildo SWIFT sistemi comiyyati torafinden
teqdim edilen yeni versiyasi totbiq edilmis, SWIFT-
in MT100 6denis formatindan yeni MT103 6denis
formatina kegidlle oalagedar goriilen isler tam basa
catdirilmisdir.

SWIFT cemiyyati 2002-ci ilden etibaren informasiya-

telekommunikasiya texnologiyalar1 sahesinde geden
inkisaf prosesine uygunlasmaq ve gostordiyi xidmet-
lorde keyfiyyotco doyisikliklor etmok, daha yiiksek
informasiya tohliikesizliyini tomin etmoak mogsodi ilo
manavi cohatden kdhnalmis X.25 protokolundan imtina
edilerak, daha miiasir [P protokolu iizerinde qurulmus
soboaka ile islomak telebini qoymusdur. Bu magsedle
SWIFT terofinden Azerbaycan banklarmim yeni
SWIFTNet texnologiyasma kegmaosinin  basa
catdirilmasi 2004-cii ilin may-iyun aylarinda nezerde
tutulmusdur. SWIFT cemiyyatinin toyin etdiyi toqvim
planina esasen 2004-cii ildo yerino yetirilmosi
planlagdirilan  global doyisikliklore Milli Bank
torofinden bir sira hazirliq isleri aparilmigdir.

Hesabat dovriinde respublika orazisinde foaliyyot
gdstoron 46 bankdan AZIPS sistemine qosulanlarin say1
43-9 catmis vo olave olaraq Bas Dovlet Xezinedarligi
vo bank olmayan "AqrarKredit" togkilat1 da sistemin tizvii
olmuslar. Sistemde hesabat dovriinde 368 min sayda vo
39 trln. manat meablaginde 6denis senadi islonilmisdir.

Odenis sisteminde aparilan islahatlarin ikinci
morhalesi olaraq 2002-ci ilin sonlarinda Milli
Telekommunikasiya Sebokesi ilizerinde qurulmus
Xirda Odenislor iizroe Hesablasma Kliring Sistemi
(XOHKS) istismara verilmis vo onun vasitosilo emek
haglari, pensiya ve miiavinatloer, teqaiidler, kommunal
xidmet haglar1 ve biidce daxilolmalart iizre 6denislarin
olverisli vo tohliikesiz aparilmasma daha genis imkan
yaradilmisdir.

XOHKS-in yaradilmasinda beynelxalq meslohatgi
ekspertin komeyinden, bu sahede inkisaf etmis
Olkalerin tocriibesinden genis istifade edilmis veo
Diinya Bankinin "Maliyye sektoruna texniki yardim"
layihosi corcivesinde ayrilan vesaitlor hesabina
maliyyolosdirilmisdir. Sistemin faaliyyetini tenzim-
loeyon normativ-metodoloji baza yaradilmis ve sis-
temde istifade edilocek Odenis tapsiriglarinin yeni
formatlar1 islonib hazirlanmisdir. Sistemin en miihiim
tistiinliiklorinden biri yiiksek tehliikesizlik teloblorine
cavab vermasi vo Milli Telekommunikasiya Sebokasi
tizorinde quruldugundan istirak¢ilar liglin xidmat
haglarinin ve diger xerclorin ¢ox asagi olmasidir.

Hesabat dovriinde XOHK S-in tohliikezis ve etibarli
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4. DEVELOPMENT OF THE PAYMENT SYSTEM AND
CASH TURNOVER ARRANGEMENTS

4.1. Scope of Application of the Electronic
Payment System Enhancing

The National Bank's primary functions include
design and implementation of appropriate settings to
ensure stability of payment transactions and sustain-
able operation of the payment system, as well as reg-
ulation of interbank payments via clearing systems.

At the first stage of payment system reforms the
National Bank designed and implemented in 2001 a
real time interbank payment system titled Azerbaijan
Interbank National Payment System (AZIPS) based
on the International Interbank Financial Telecom-
munications System (SWIFT). Introduction of
AZIPS allowed for real-time conduct of interbank
payments (30-60 seconds), elimination of losses
typically incurred at the time of payment transactions
and for broader flexibility and efficiency in manag-
ing bank liquidity.

A legal framework was developed to ensure that the
system operates reliably; the framework is being
regularly reviewed to identify whether any amend-
ments or modifications are needed; also, an Alternate
Site was established in Sumgayit to provide for
secure and undisrupted operation of the system in
extraordinary and emergency situations.

Payments have become more reliable, secure and
effective both in terms of transaction and manage-
ment since the introduction of AZIPS, with the sys-
tem operating reliably in general.

The relevant executing agency made improvements
in 2003 to the Central Accounts System that repre-
sents a component of AZIPS. As a result, the
sequence of making queued payments has become
more efficient and the range of input reports
enhanced.

In 2003 a new version of SWIFT developed by the
system was introduced and the relevant works were
fully completed with regards to migrating from
SWIFT MT100 payment format to the new MT103
payment format.

In 2002, the SWIFT system elected to move away
from the outdated X.25 protocol to the more modern

IP protocol to serve as a basis for network design so
as to ensure that it fits in the overall context of the
development processes in the information and
telecommunications technologies area; to improve
the quality of the services it provides, and to provide
for a higher level of information security. In this
view, SWIFT proposed the period of May-June,
2004 as the period for transition by Azeri banks to
the new SWIFTNet technology. The National Bank
made relevant preparations in order to ensure that the
necessary works are completed within the time-
frames set by the SWIFT for the year of 2004.

The number of member banks of AZIPS reached 43
out of the total of 46; the Head State Treasury and
the non-bank institution AgrarCredit have also
become members of AZIPS during the reported peri-
od. 368 thousand payment documents with a total
value of AZM39 trillion were processed by the sys-
tem during the reported period.

The second phase of the payment system reform
involved development and implementation of the
Low Value Payment Clearing System (LVPCS)
based on the National Telecommunications Network
that serves as a means of more favorable and secure
salary, pension and allowance, benefit, utility and
budgetary payment transactions.

The LVPCS was designed with assistance of an
international consultant, based on experiences of
countries that have progressed in this particular area,
with the funding made available under the World
Bank's Financial Sector Technical Assistance
Project. A legal framework was developed to regu-
late the operations of the system and the new formats
for payment orders were designed for use in the sys-
tem. The system's most significant benefits are
high-level security and low-level fees and other
costs as the system is built on the National
Telecommunications System.

The LVPCS operated securely and reliably during
the reported period; a series of relevant discussions
were held with the users - government organizations
- to educate them in the opportunities made available
by the LVPCS for low value payments, and software
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istismart temin edilmis, sistemin imkanlarindan
istifade etmoklo xirda 6denislorin XOHKS vasitosilo
aparilmasi tgiin istifadeci dovlet teskilatlart ile
mivafiq gortsler kegirilmis ve istirak¢1 banklara
miitomadi olaraq program xidmeti ve maslohatgi
komeakliyi gosterilmisdir. Sistemin modullarmin ve
normativ-metodoloji bazasinin tekmillesdirilmasi
hayata kegirilmisdir.

XOHKS vasitesile kliring emsliyyatlarmin aparil-
masinda biitovlikde 45 bank ve bank olmayan
"AqgrarKredit" toskilati istirak etmisdir. Texniki
sebebden sistemin iizvii ola bilmayen banklarin Milli
Bankda yaradilmis servis biirosu vasitesile sistemde
istirak tomin edilmisdir. Hesabat dovriinde sistemdoe
338 min sayda ve 1,3 trln. manat mebleginde 6denis
sonadi islonilmisdir.

XOHKS-in imkanlarindan maksimum istifade
edilmesi maqgsadile kommunal xidmatler gdsteren
toskilatlarda sistemo inteqrasiya oluna bilen daxili
informasiya sistemlorinin qurulmasinin zeruriliyini
noazaro alaraq, Milli Bank terafinden 2004-cii ilde bu
islorin reallasmasi iiglin miivafiq todbirlerin hoyata
kecirilmasi nozerde tutulmusdur.

Porakende ticaret ve diger xidmet saheslerinde
O0denislerin aparilmasi ii¢iin POS-terminallarindan
istifade etmoklo, kart 6denislerinin shate dairasinin
daha da genislendirilmasi ve 6lkede bu sahade azad
rogabat ii¢iin goraitin yaradilmasi meaqsadi ile ddenis
sisteminin torkib hisselerinden biri olan milli kart
O0denis sisteminin yaradilmasi lizre zeruri isler
goriilmiisdiir.

Hesabat ilinde respublikada alternativ olaraq kart
Odenisleri tizre Milli Prosessing Markezinin yaradilmasi
iiciin beynolxalq meslohatci ekspertin komayi ile tender
ticiin texniki senadler toplusu iglonib hazirlanmis ve iki
morhalali beynslxalq tender kegirilmisdir. Kart
Odenigleri tizre Milli Prossesing Morkozinin 2004-cii
ilin sonunadek yaradilmasi nazerde tutulur.

Azerbaycan Respublikasmda Milli Odenis Sisteminin
yaradilmast sahesinde aparilan islahatlarin basa
catdirilmas1 ve bu istigametde goriilen islerin
tokmillesdirilmasi tizre 2004-2006~-c1 illor ii¢iin Dovlet
Programinin  hazirlanmas: sahesinde beynslxalq
moaslehatei ekspertla birlikde miiayyen isler goriilmiis,
bu Programin 2004-cii ilde gebul edilmesi vo onun
yerina yetirilmasine baglanilmasi nezerde tutulmusdur.

2001-2002-ci illorde totbiq olunmus ve Milli Bankin
osas prioritet istiqgametlorinden olan Bas Miihasibat
Sisteminin (BMS) asas niivesinin ve Bas kitab, Miistori
vo hesablar, Malumatlarin gatdirilmasi, "Hesablasma-

Kassa xidmeti", "Beynolxalq o6denisler", "Valyuta
bazarinda emsliyyatlar", "Depozit vo kredit", "Omok
haqqt", "Osas vesaitlor" modullarinin effektiv istismari,
Orazi Idareleri ilo Bas ofis arasinda informasiya
miibadilesinin elektron tiisulla heyata kecirilmasi vo
molumatlar bazasiin Sumgqayit Ehtiyat Mearkezinde
barpasi Qaydalara uygun olaraq temin edilmisdir.

Bu modullarm tetbigi ile Milli Bankin emesliyyat
sektorunun asas hissasinin tam avtomatlagdirilmasi basa
catdirilmis ve bununla da Bag Miihasibat Sistemi Milli
Bankin Avtomatlasdirilnis Idareetme Sistemlorine
Inteqrasiya olunmus bir bank sistemine cevrilmisdir.

Bu sistemde balans ve balansdankenar hesablar
planinin, soxsi hesablar {izre miihasibat amsliy-
yatlarinin ve onlarin arxivlerinin aparilmasi, ilkin
senadlerin daxil edilmesi, kassa emaliyyatlarmin yerine
yetirilmoasi, Bas Kitaba nazaretin toskil edilmasi, lokal
sobokedo Bas Miihasibat Sistemi ile Milli Bankin
struktur bolmeleri ve mesul icragilar arasinda
informasiya miibadilesinin hayata kegcirilmoasi, AZIPS
sisteminin tizvii olmayan banklarin hesablagmalariimn
aparilmasmin avtomatlagdirilmasi prosesi tam basa
catdirtlmgdir.

Bas Miihasibat Sisteminde AZIPS sisteminin lizvii
olan banklar terefinden nagd pulun alinmasi prosesi
avtomatlasdirilarag, banklar terefinden alinacaq
moablagin SWIFT wvasitesi ile elektron tapsiriq
formasinda birbasa sisteme gonderilmasi teskil
edilmisdir. Sistemds nagd pulun tehvil verilmesi
isulunun sadelesdirilmasi ve tehliikesizliyinin daha
da tokmillosdirilmasi magsadile banklar terefinden
qabagcadan SWIFT vasitesi ilo malumat gonderilmasi
iisulu totbiq edilmisdir.

Milli Bankin miivafiq struktur bdlmaleri,
biitovlilkde respublikanin bank sistemi Vahid
informasiya miihitinde real vaxt rejiminde islomak
imkan1 qazanmigdir. BMS-nin AZIPS ve XOHKS-lo
interfeys alagosi real rejimde foealiyyet gostormisdir.
Milli Bankin ehtiyaclarini nezere alaraq BMS-do
modullarla bagli tekmillesdirme isleri aparilmis,
tohliikesizlik masealaleri ile alagadar yeni program
versiyalar1 totbiq edilmisdir. SWIFT sistemi
vasitesile beynalxalq emsliyyatlarin aparilmasi
texnologiyasinda doyisikliklerin edilmasi ile
olagadar zeruri tekmillesdirma isleri goriilmiisdiir.

2002-ci ilde istismara verilmis Avtomatlagdirilmig
Bank Sitatistika Hesabati Sisteminin hesabat
dovriinde effektiv istismari qaydalara uygun olaraq
tomin edilmis, kredit togkilatlarindan elektron tisulla
sistemo daxil olan molumatlarin Bank nozareti,
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support and consulting services are being regularly
provided to the member banks. The system's mod-
ules and regulatory framework are being regularly
improved.

45 banks and the non-bank institution AgrarCredit
participated in the clearing transactions carried out
through the LVPCS. Banks that could not become
members of the system for a number of technical
reasons participate in the system through a special
service bureau established by the National Bank for
this particular purpose. 338 thousand payment
orders with a total value of AZM1.3 trillion were
processed by the system during the reported period.

Utility service providers need to design and imple-
ment appropriate information systems to integrate
into the LVPCS, considering which the National
Bank planned for relevant measures to be taken in
2004.

Works have been completed to design and imple-
ment a national card-based payment system that rep-
resents a component of the overall payment system
framework and facilitates the enhancement of the
scope of card payments and the development of an
open competitive environment in the country that
will in turn allow for broader usages of POS termi-
nals utilized for retail trade and other payments.

A set of technical documents for a tender and a
two-stage bidding process was implemented with
the assistance of an international consultant with an
aim to design and implement a National Processing
Center as an alternative option for card payments in
the country. The National Processing Center project
is expected to be completed by the end of 2004.

International consultants were involved in design-
ing a State Program for 2004-2006 that envisages
relevant works aimed at completing the reforms in
the area of introducing a National Payment System
in the Republic of Azerbaijan and further improving
the arrangements in this particular field; adoption of
the Program and commencement of certain compo-
nents thereof are scheduled for the year 2004.

The effective operation of the core of the General
Ledger System (GLS) introduced in 2001-2002,
which stands among the National Bank's priorities,
and the General Ledger, Customer and Accounts,
Data Delivery, Settlement and Cash Services,
International Payments, Foreign Exchange Market
Transactions, Deposit and Credit, Salary, Fixed
Assets modules, electronic data exchange among the
Site Divisions and the Head Office and database

recovery at the Sumgayit Alternate Site complied
with the relevant Regulation.

By introducing these modules the National Bank
completed the process of automating a major part of
its operations and the General Ledger System has
effectively become a banking system successfully
integrated into the National Bank's Automated
Management System.

The system completed the process of automating
the balance sheet and off-balance sheet chart of
accounts, accounting treatment and archiving of per-
sonal accounts, implementation of cash transactions,
providing control arrangements with respect to the
General Ledger, information exchange between the
General Ledger System and the National Bank's
departments through a local network, and payments
by banks that are not members of AZIPS.

The process of cash receipt by AZIPS member
banks has been automated within that system, as the
amount to be received by banks is sent directly via
SWIFT in the form of an electronic order. Banks are
now using SWIFT for advance information dispatch,
which serves the purpose of simplifying the process
of turning cash in to the system and increasing the
security of this process.

National Bank's relevant departments and the bank-
ing system in general now have the ability to operate
in a real time uniform data environment. The GLS'
interfaces interact with AZIPS and LVPCS in real
time mode. The GLS modules have been properly
modified to take into account the National Bank's
needs, and new software upgrades were introduced
to increase the security levels. In addition, relevant
works have been completed in the view of modifica-
tions made to the SWIFT technology for internation-
al transactions.

The Automated Bank Reporting System imple-
mented in 2002 operated effectively during the
reported period in accordance with the relevant pro-
cedures, and the information submitted by banks
electronically were duly processed by the System's
Banking Supervision, Balance of Payments, Banking
Statistics and Monetary modules. Backup copies of
the system were generated at the Alternate Site in
Sumgayit in order to provide for undisrupted opera-
tion of the system in emergency situations. 44 users
functioned in the system during the reported period.

The local network built based on high technologies
and modern telecommunications equipment at the
NBA's headquarters allowed for effective and reli-
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Tadiye balansi, Bank statistikasi ve Monetar blok
modullar1 iizre islonmasi tomin edilmisdir. Févgelade
hallarda sistemin fasilasiz fealiyyetini toskil etmak
moagsadile Sumgqayit Ehtiyat Merkezinde sistemin
ehtiyat surati yaradilmisdir. Hesabat dovriinde
sistemde 44 istifadaci fealiyyet gdstormisdir.

AMB-nin inzibati binasinda yiiksek texnologiyalar ve
miasir telekommunikasiya avadanliglarinin bazasinda
yaradilmig lokal kompiiter sobokesinin etibarli
istismart vo emekdaslarin daxili yazigsmalarda istirak
etmasi tomin edilmisdir. Hesabat dovriinde daxili lokal
sobokonin tokmilloesdirilmesi heyata kegirilmis,
beynolxalq internet sebakesinden istifade imkanlari bir
neco dofo artirilmisdir.

Milli Bankin foealiyystde olan WEB-saytinda
statistik vo analitik melumatlarin, normativ-hiiquqi
vo qanunvericilik bazasinin daim yenilesdirilmasi,
daxili Intranet sisteminin lokal kompiiter sobokesinde
real rejimde etibarli istismari tomin edilmisdir.

4.2. Pul tosarriifati yeni islahat arofasindo

2003-cii ilde nagd pulla is sahesinde asas vezifoler
pul nisanlarmin nominal deyerinin ve giymatler
miqyasinin deyisdirilmesi (denominasiya) todbirloerine
hazirliq, milli valyutanin dizayninin inkisafi iizre vahid
konsepsiyanin hazirlanmasi ve totbiqi, iqtisadiyyatin
nagd pula olan telebatinin miieyyonlosdirilmasi
modelinin hazirlanib basa catdirilmasi, nagd pul
dovriyyesinin yaxsilasdirilmasi todbirlerinin hoyata
kecirilmasi, emissiya-kassa emoliyyatlariin teskili
islori ve nagd pullarin dasinmasi, saxlanmasi,
tohliikesizliyi tizre normativ-metodiki bazanin
tokmillesdirilmesi olmusdur.

Denominasiyaya hazirliq ¢ercivesinde gortilmiis
todbirlor bu sahade beynoalxalq praktikanin
aragdirilmasi ve bu esasda fealiyyet proqraminin
miloyyon edilmeasinden ibaret olmusdur. Bu
mogsedle Isvegro ve diger olkelerin Morkezi
Banklar1 ile six slage yaradilmis ve beynslxalq
praktika Oyrenilmigsdir. Hal-hazirda bu sahe {izre
beynoalxalq ekspertlorlo miizakiralor davam etdirilir.
Aparilmis arasdirmalar neticesinde yeni nasil
askinaslarin dizayni, texniki gostericilori (o
ciimlodon oskinaslarin miihafize falsofoesi),
emissiyanin parametrlari vo denominasiya masraflari
mieyyon edilmisdir.

Milli valyutanin - manatin dizayninin inkisafi tizre
konsepsiyanin hazirlanmasi megsadile beynalxalq
tocriibe esasinda milli valyutanin yeni neslinin

dizayni, oOlciileri, kagizi, miihafize elementlori vo
sair barodoe todqiqat isleri do aparilmigdir.

Nagd pula olan telabatin miiayyenlasdirilmasi tizre
metodologiya ve xiisusi model hazirlanmisdir. Bu
model vasitoesi ilo yaxin, orta ve uzun dovr iiglin
dovriyyada ve ehtiyatda olacaq nagd pulun nominal
strukturunu  ve mablegini miieyyen etmok,
prognozlasdirmaq, tenzimlemek ve Milli Bankin
"tomiz pul" siyasatini hoayata ke¢irmak ii¢lin imkan
yaranmigdir.

Emissiya-kassa emsliyyatlarinin toskili isleri, nagd
pullarin saxlanmasi, dasinmasi ve tehliikesizliyi
sahasinde movciid normativ-metodoloji bazanin
tokmillasdirilmasi, selahiyyet bolgiisiiniin deqiqles-
dirilmasi ve texniki bazanin moéhkemlandirilmesi
istigametindoe todbirler hoyata kegirilmisdir.

Pullarin  ¢esidlonmesinin  avtomatlagdiriimast
prosesini  Oyronmek moeqgsadi ile avadanliq
istehsalcilart ile miintezem is aparilmis ve diger
6lkelorm Markazi Banklarinin tocriibesi Oyrenilmisdir.

Dovriyyede olan eskinaslar1 tozelomek magqsedi
ilo bu easkinaslardan yeniden g¢ap edilmesi barade
Almaniyanin "Giesecke&Devrient", Hollandiyanin
"Enschede" ve Ingilterenin "De La Rue" sirkotlori
ilo danisiglar aparilmis ve onlardan miivafiq teklifler
alinmisdir. Respublika Pul Islahati Komitesinin bu
baredo gorarmna osasen "De La Rue" sirketi ilo
kontrakt imzalanmisdir.

Il erzinde igtisadiyyatin nagd pula olan telebati
Odenilmis ve bu magsadls respublikanin reqionlarina
1,7 trln. manat nagd pul daginmigdir.

2002-ci il erzinde Respublika iizre kassa moadaxili
10,2 trln. manat, mexarici ise 10,4 trln. manat
oldugu halda, 2003-cii il erinde bu gosterici madaxil
tzro 17,1 trln. manat, mexaric lzro iseo 17,5 triln.
manat olmusdur. 2002-ci ille miigqayisede 2003-cii
ilde kassa modaxili 67,7%, kassa moxarici ise 68,0%
artmigdir. 2003-cii ilde dovriyyedeki nagd pulun
hacmi 2,2 trln. manat teskil etmis ve 23,2%
artmigdir. Emissiyanin hacmi 409,0 mlrd. manat
olmusdur. i1 erzinde dovriyyede olan 95 mlrd. manat
yararsiz pul ¢esidlenib dovriyyeden ¢ixarilmisdir.

Beynolxalq standartlara miivafiq pullarin eksper-
tizasinin toskili sahesinde beynoalxalq tecriibe
Oyroenilmis ve 2003-cii ilden etibaren askinaslarin
ekspertizasina baslanmisdir. Respublika orazisinde
pullarin ekspertizasinin toskili ve hoayata kegirilmasi
sahasinde yeni normativ bazanin yaradilmasi istiqa-
motinde miivafiq isler hoyata kecirilmsdir.

<><>



L

Development of the Payment System and Cash Turnover Arrangements

o

able operation and ensured secure in-house commu-
nication among the NBA's staff members. The local
network was improved during the reported period,
with the Internet-access options expanded.

The National Bank's web-site is being regularly
updated with statistical and analytical information,
legal and regulatory framework modifications; the
Intranet system has operated effectively and reliably
on the local computer network.

4.2. Monetary Sector on the Verge of New Reforms

The major cash-related activities in 2003 included
preparations to modification of the nominal values
and denominations of bank notes, development and
implementation of a concept for the national curren-
cy's design development, completion of a model for
identification of the economy's demand for cash,
implementation of measures aimed at improving the
cash turnover, improvement of the regulatory frame-
work for emission and cash transactions and cash
transportation, storage and security.

The preparations to denomination included studying the
relevant international experience and defining an action
plan on that basis. Close contacts were established with
the Swiss and other central banks in order to learn the
best international practices. Discussions on these matters
with international experts are still continued.

The studies and examinations resulted in the devel-
opment of the new generation bank note design,
technical indicators (including security features of
bank notes), issue parameters and identification of
the denomination-related costs.

Studies were carried based on international practices
with respect to new generation design, dimensions,
paper, security features and other elements of the
design development concept for the national curren-
cy, the Manat.

A methodology and a special model for determina-
tion of cash demand have been developed. This
model will be used to identify, forecast, regulate the
nominal structure and amount of cash for near-,

short- and long-term circulation and reserve cash,
and will also assist in implementing the National
Bank's "clean money" policy.

Relevant measures were taken to improve the exist-
ing regulatory and methodological framework for the
emission and cash transactions, cash storage, trans-
portation and security, clarify the duty division and
strengthen the existing technical support base.

Regular discussions were held with manufacturers of
money-printing equipment and central banks of other
countries with the goal of learning their experience in
the area of money printing automation processes.

Negotiations were carried out with the German
Giesecke&Devrient, the Dutch Enschede and the
British De La Rue on re-printing of the circulating
bank notes for purpose of their renewal. A contract
was awarded to De La Rue based on the relevant
decision made by the National Money Reform
Committee.

The economy's cash demand was satisfied during
the year by transporting AZM1.7 trillion of cash to
the country's regions.

While the countrywide cash incoming transactions
totaled to AZM10.2 trillion, and cash outgoing
transactions made AZM10.4 trillion in 2002, the year
2003 indicators were AZMI17.1 trillion and
AZM17.5 trillion respectively. Hence, the cash
incoming transactions in 2003 increased by 67.7%
and cash outgoing transactions went up by 68.0% as
compared to 2002. The cash in circulation in 2003
totaled to AZM2.2 trillion, which implies an increase
of 23.2%. The emission totaled to AZM409.0 bil-
lion. AZM95 billion worth of deteriorated bank
notes were extracted from circulation during the
year.

International experience was studied with respect to
money-related assessments, and bank note assess-
ments were commenced in 2003. Relevant works
have been completed with regards to development of
a new regulatory framework for building up a techni-
cal capacity for bank note assessments in the country.
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Bank qanunvericiliyinin inkisafi yeni marhalada

5. BANK QANUNVERICILIYININ INKISAFI
YENI MORHOLODO

Milli Bankin 2001-2004-ci iller {giin Strateji
Planinin realizasiyasinin son ili arafosinds 2003-cii il
bank ganunvericiliyinin tekmillesdirilmesi ve inkisafi
kontekstinde helledici olmusdur. Belo ki, mahz bu
ilde normativ-hiiquqi bazanin moéhkemlandirilmasi
istigamatinde Strateji Planda qarsiya qoyulan biitiin
moagsadlere tam ve ya nisbaten nail olunmus, 2004-
cii ilde goriilocek yekun islorin 6zoyi qoyulmusdur.

Her seydon avvel hesabat ili bank sisteminin hiiquqi
osaslarini toskil edon ganunvericilik aktlarmin koklii
sokilde yenilogsmasi istiqgametinde layihe islorinin
bitmesi ilo xarakterizo olunur. Belo ki, bank
ganunvericiliyinin siitununu teskil eden "Azerbaycan
Respublikasinin Milli Banki haqqinda" ve "Banklar
haqqinda" Azerbaycan Respublikasinin Qanun
layihoaleri iizerinde hazirhq isleri yekunlagmisdir.
Beynelxalq standartlar ve yerli seraito uygun sokilde
hazirlanmis bu layihsler bank fealiyyetinin normativ
hiiquqi bazasini daha yiiksek seviyyaye qaldiracaqdir.

Azerbaycan Respublikasi Prezidentinin 2002-ci il 26
dekabr tarixli Fermani ilo verilon tapsiriga osasen
"Azorbaycan Respublikasinin Milli Banki hagqinda"
Qanun layihasi hazirlanmigdir. Qeyd etmok lazimdir ki,
hale Milli Bankin Hiiquq isinin Strateji Planmnin re-
allagdirlmasinin ilk merhelesinden baglayaraq merkezi
banklarin foealiyyetine dair xarici ganunvericilik toc-
riibasi magsadyonlii sekilde Gyrenilmisdir. Bu zaman
ham inkisaf etmis Qarb dévlatlerinin merkezi banklart,
o climleden Avropa Markazi Banki, hom do postsovet
mokanindaki merkezi banklara dair normativ hiiquqi
aktlar miiqayiseli sokilde tehlil edilmisdir. Eyni
zamanda movecud seraitde Milli Bankin funksiya ve
vezifalerinin icrasinin daha semerali sekilde qurulmasi
yollari aragdirtlmisdir.

Layiha beynoalxalq maliyys toskilatlari, o ciimloden
Beynolxalq Valyuta Fondu terefinden yiiksek qiy-
moatlondirilmis ve miivafiq dovlet orqanlari ile razi-
lagdirilaraq Respublika Prezidentine teqdim olun-
musdur. Layihenin miithiim cehatlerinden biri Milli
Bankin hiiquqi statusunun normativ osaslarinin giic-
londirilmasidir. Markoezi banklarin miistoqilliyinin
biitiin elementlori-institutsional, funksional, maliyyo
vo soxsi (kadr) miisteqilliyi amilleri miivafiq miid-

doealarda 6z oksini tapmigdir. Miistaqilliyin giiclon-
dirilmesi ile paralel olaraq Milli Bankin masuliy-
yotinin artirilmas1 da layihede xiisusi yer tutmus,
ictimaiyyotin malumatlandirilmasi mexanizmlori
miioyyon edilmisdir.

Beynoalxalq Valyuta Fondunun texniki desteyi ile
hazirlanmis ve artiq Azerbaycan Respublikasi Milli
Maclisi terafindon gobul edilmis "Banklar hagqinda"
ganun layihesi Azerbaycanda bank isinin yeni, daha
etibarli seviyyaye qaldirilmasi ii¢iin mithiim zemin
yaratmigdir. Layihe bir ne¢o dofe bank ictimaiyye-
tinin miizakire obyekti olmus ve on doyerli toklifler
layihade nazere alinmisdir.

Azerbaycanda bank foaliyysti ve bank nazarstinde
beynalxalq standartlarin, o ciimleden bank nezarati
tizro Bazel Komitesinin prinsiplerinin hoayata
kecirilmasi iiciin layihede olverigli hiiquqi osaslar
formalagdirilmigdir. Banklarin lisenziyalagdirilmasi,
fealiyysetinin prudensial tenzimi ve fealiyystine xitam
verilmoasi qaydalarinin miieyyenlesdirilmesinde
Avropa Surasmin bank direktivleri ve bank neza-
rotinin ®n miasir tacriibasi nezere alinmisdir. Belo ki,
ganun layihesinde bank xidmetleri bazarina tam
hazirhiqli, bu bazara daxil olarken hansi fealiyyatle
mosgul olmalarini tam tesevviir eden, bu fealiyystde
bas vera bilocok risqlorin idareetms bacarigl vo buna
adekvat kapital bazasi olan banklarin buraxilmasini,
onlarin inzibat¢ilarinin ve sehmdar kapitalinin
mithiim istirak payi sahiblerinin magbul ve lazimi
keyfiyyotloro malik soxs olmalarimi temin edacek
normalar 6z oksini tapmisdir. Beloaliklo, bank
lisenziyas1 verilorken ilk ndvbade onun bank
xidmetlori bazarinda etibarli ve tehliikesiz fealiyyet
gostormoak imkanlar1 qiymetlondirilocakdir.

Qanun layihesinde bank fealiyyetinin prudensial
tonzimi vo mnozaroti istigametinde do radikal
deyisikliklerin esaslari qoyulmusdur. Belos ki, banklarm
macmu (hesablanmis) kapitalina dair igtisadi normativin
miieyyenlagmasi, konsolide olunmus bank nazarstinin
hayata kegirilmasi {igiin hiiquqi esaslar yaradilmisdir.

Yeni layihode Milli Bankin apardigi daxili ve xarici
nazarat ¢orcivesinde banklara qarsi tesir, o climleden
toshih (korrekto) todbirlerinin heyata kecirilmosi vo
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S. NEW STAGE OF DEVELOPMENT
OF BANKING LAWS

Being second to the last year in the implementation
of the National Bank's 2001-2004 Strategic Plan, the
year of 2003 played the determinant role in terms of
improvement and development of the banking laws.
Thus, all of the tasks set out in the Strategic Plan
with regards to refining the legal and regulatory
frameworks were either completely or partially
accomplished during this year, with laying down a
foundation for completion of works envisaged for
the year of 2004.

Above all, this year is distinguished for completion of
all draft works related to renewal of the laws that con-
stitute the very legal basis of the banking system.
Thus, all draft works related to the Law on the National
Bank of the Republic of Azerbaijan and the Law on
Banks of the Republic of Azerbaijan, that compose the
core of the banking legal framework, have been com-
pleted. These drafts, designed and crafted in accor-
dance with the best international standards and prac-
tices, will raise the legal and regulatory framework for
banking onto a higher level.

The Law on the National Bank was drafted following
the relevant instructions set out in the Presidential
Decree dated December 26, 2002. It should be noted
that even at the first stage of implementation of the
National Bank's Strategic Plan for the Legal Department
studies were commenced with respect to the legislative
experiences of central banks in other countries. That
exercise included reviews and comparative evaluations
of laws governing the operations of the central banks in
the developed Western countries, including the
European Central Bank, and the central banks in the
FSU (Former Soviet Union) states. In addition, ways of
improving the efficiency of the National Bank's function
and responsibility discharge were examined.

The draft was highly evaluated by the international
financial institutions, including the International
Monetary Fund, and, after agreement with all rele-
vant government authorities, was submitted for the
Presidential review and approval. One of the fine
features of the draft law is that it enhances the nor-
mative grounds of the National Bank's legal status.
This draft combines all the essential components of

independence of central banks, such as institutional,
functional, financial and personal (personnel) inde-
pendence factors. In addition to strengthening the
position of independence, the National Bank's
responsibilities are also enhanced within that draft,
along with the identification of public awareness
mechanisms.

The draft Law on Banks developed with technical
assistance from the International Monetary Fund and
already adopted by the Parliament of the Republic of
Azerbaijan will serve as a guarantee of the banking
business rising to a new, more reliable level of oper-
ation in Azerbaijan. The draft law had been dis-
cussed a number of times with the banking commu-
nity and incorporates the most appropriate proposals
made as a result of such discussions.

The draft law provided for favorable legal grounds
for implementation of the international banking and
bank supervision standards, including the core princi-
ples of the Basel Committee for Banking Supervision.
Banking directives issued by the European Council, as
well as the latest development in banking supervision
were duly considered when developing the provisions
to regulate bank licensing, prudential regulation and
license termination. Hence, the draft law included all
the necessary provisions to ensure that only banks
absolutely prepared for the operating at the banking
services market, with a clear idea of what they will do
after the entry to the market, have the ability to man-
age the risks inherent in such activities and have an
adequate capital base, and only fit and proper persons
can become administrators and qualifying sharehold-
ers of banks. Thus, all banking license applicants will
be primarily evaluated for having an ability to operate
in a reliable and safe manner.

The draft law also includes provisions that lay
grounds for implementing dramatic changes in terms
of prudential regulation and supervision of banking
activities. For instance, the draft law incorporated
legal grounds for identification of economic require-
ments with regards to total capital of banks and con-
solidated banking supervision.

The new draft law will authorize the National Bank
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bu zaman agkar olunmus pozuntularin aradan
galdirilmasi, bank risqlerinin azaldilmasi, bankin ma-
liyye veziyysatinin yaxsilagdirilmasi ve kapital baza-
sinin mohkemlendirilmesine yonaldilmis telablorin
irali stirilmasine imkan yaradilmisdir. Eyni zamanda
banklarin sistemden kenarlagdirilmasi gaydalar la-
yihade prinsipial olaraq yeni miistovide tonzimlon-
mis, banklarin koniilli ve mecburi legvinin, habelo
miiflislesme prosedurlar1 ve sertlori miisyyen edil-
misdir. Baxmayaraq ki, son iki halda banklarin legvi-
nin mahkemenin istiraki ile aparilmasi nezerde tutu-
lur, biitiin hallarda Milli Bankin bu proseslorde bila-
vasite istiraki ve ya nezarati qaydalari miieyyen edilir.

Layihade bank nazareti masalslorinin tonzimindo
xlisusi olaraq xarici bank tenzimi ve nozareti
orqanlart ile Milli Bankin qarsiligli emekdasliq
formalari, bu miinasibeatlorde professional mexfilik
vo s. prinsiplor 6z oksini tapmisdir.

Igtisadi subyektlorin foaliyyetinin tenzimi sahasinde
miasir dovrde 6nemli yer almis korporativ idareetma
sistemlerinin banklarda qurulmasi magsedile layihade
bu standartlarin tetbiqi ticlin lazimi zemin qoyulmus,
osas elementlori ise qanunun 6ziinde miieyyen edil-
misdir-sehmdarlarin idareetmadse istiraki liclin genis
imkanlar nezerde tutulmus, idareetme strukturunda
daxili audit komitesinin ve bankin strategiyasinin
reallagdirilmast moegsedlerine cavab veron toskilati
strukturun yaranmasi vo s. Biitiin bunlar emanatgilorin
vo investorlarin banklara inaminin daha da artmasina
ve mohkemlendirilmasine xidmat edecekdir.

Banklarda kredit risqlerinin minimallasdirilmasi ti¢iin
Qanun layihasinde merkezlesdirilmis kredit reyestrinin
yaradilmasi nezerde tutulur. Reyestrdoki mealumatlarin
bank sirri obyektine aid oldugunu nazere alaraq onun
Milli Bankda aparilmasi, oradaki melumatlarin ise
yalniz banklara ve haqqinda informasiya toplanan
miistoriye agiqlanmasi planlasdirirlir.

Terrorizmin maliyyelasdirilmasi ve diger cinaysatkar
amoller naticasinde alde edilmis vesaitlerin yuyulma-
sina qars1 diinya birliyinin ciddi miibarize apardigi bir
dovrde layihade bank sirrinin qorunmasi rejimi ¢irkli
pullarin yuyulmasinin qarsisint almagq iizre tedbirlarle
hiiquqgi cehatden ugurla sintez edilmisdir.

Hesabat dovriinde Azerbaycan Respublikasi
Prezidentinin 2002-ci il 26 dekabr tarixli Fermanima ve
Nazirlor Kabinetinin 2002-ci il 30 dekabr tarixli
Serencamina uygun olaraq Milli Bankda "Azerbaycan
Respublikasinda yasayis tikintisinin maliyyelasdirilmasi
vo ipoteka kreditleri sisteminin yaradilmasi ve inkisafi
Konsepsiyasi"nin layihesi hazirlanmigdir. Konsepsi-

yanin mithiim hisselerinden birini ipoteka kreditlosdi-
rilmasi sisteminin qanunvericilik miihiti moselelori
toskil edir. Belo ki, Konsepsiya layihesinde bu sahade
bir nego ganunun gobul edilmasi nazerde tutulur. Bu
maqgsadle bir sira Olkelerin (Almaniya, Qazaxistan,
Qirgizistan, Polsa, Litva, Malayziya ve s.) qanun-
vericilik tocriibesi Oyronilmis ve miivafiq tehliller
aparilmigdir. Neticoede "Ipoteka hagqinda" Qanun layi-
hesi hazirlanmis ve Respublika Prezidentinin Icra
Aparatina toqdim edilmisdir.

Mbolumdur ki, banklar terofinden verilon kreditlerin
tominat formalar1 sirasinda ipotekanin rolu xiisusi
ohamiyyete malikdir. Mdvcud qanunvericilikde
ipotekanin geydiyyati ve satisi sahasinde qeyri-
miusyyanliklar ve bosluglar ise bu teminat ndviiniin
colbediciliyini azaldir, onun etibarligina ciddi tesir
gostarir. Qanun layihesinds ipotekani tenzimloyen
qanunvericiliyin zeif cehatlerinin aradan qaldirilmas,
eyni zamanda ipoteka kagizi institutunun yaradilmasi
vo ipoteka kreditlosmaesi sisteminin yaranmasi ii¢tin
hiiquqi esaslar nazerds tutulur. Slbatte ki, bu cehdlor
Azorbaycanda ipoteka mexanizmlerinin tekmilleg-
dirilmasi ve ipoteka kreditlosdirilmasi sisteminin
qurulmasinda ilk addimlardir. Bu sistemin tam
tosokkiilii vo inkisafi ise miivafiq Konsepsiyanin vo
lazimi ganunvericilik aktlarinin gebul edilmasinden
sonra miimkiin olacaqdir.

Hesabat ili bank isinin asas qanunvericilik bazasimnin
yaradilmasi baximindan ¢ox gargin il olsa da, 2003-
cli ilde bank ganunvericiliyinin normativ bazasinin
inkisafina da xeyli diqqet yetirilmigdir. Belo ki, bank
nezareti iizro USAID-nin Milli Bankda calisan
ekspertlorinin toklif vo tovsiyyeleri nezere alinaraq,
bu sahenin metodologiyast sahasinde bir neco
normativ akt yeni redaksiyada qebul edilmis
("Aktivlerin tesniflosdirilmasi ve miimkiin zerarlarin
Odenilmesi tiglin ehtiyatlarin yaradilmasi Qaydalar1",
"Bank kapitalinin ve onun adekvatliginin
hesablanmas1 Qaydalar1"), bazi normativ aktlara ise
diizelisler edilmisdir ("Banklara aidiyyati olan
soxslorle amsliyyatlarin aparilmasi Qaydalart” ve s.).
Eyni zamanda banklarin konsolidasiya proseslorini
tonzimloyen "Banklarin birlosme ve ya qosulma
soklinde yeniden teskil Qaydalar1" islenib
hazirlanmig ve gobul edilmisdir.

Oton ilde bank sisteminin miihasibat ugotu ve
hesabatinda beynoelxalq standartlara kecidin tomin
edilmesi isleri davam etdirilmis, bu sahede bank
amoliyyatlarinin ve aqdlerin miivafiq ucot qaydalari
(sekkiz akt) gobul edilmisdir.
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to apply enforcement actions, including corrective
measures as it discharges its both on-site and off-site
supervisory responsibilities with respect to commer-
cial banks, and to set forth requirements regarding
remediation of identified infringements, minimiza-
tion of banking risks, improvement of a bank's finan-
cial standing and capital base. In addition, the new
draft incorporates a new concept of controlling the
exit of commercial banks from the system and
defines both voluntary and forced liquidation, as
well as bankruptcy proceedings for commercial
banks. Although the latter two cases imply court
involvement in the process of bank liquidation, the
National Bank has the exclusive power to either
directly participate or control such procedures.

The draft law specifically identifies the format of
interactions with the bank regulators and supervisors
of foreign states as far as banking supervision is con-
cerned and outlines the principles of professional
confidentiality and other norms of collaboration rel-
evant to such situations.

Bearing in mind the increasingly growing impor-
tance of corporate governance standards for eco-
nomic regulation the draft law provides necessary
grounds for building up a corporate governance
capacity at commercial banks and specifically iden-
tifies the essential elements of an effective corporate
governance system such as expanded authorities of
shareholders to take part in bank management, and
establishment of internal audit committees and other
corporate organs responsible for overseeing the
implementation of a bank's strategy, etc. These pro-
visions will serve the goal of increasing the deposi-
tor and investor confidence in the banking system.

To minimize credit risks of banks the draft law pro-
vides for creation of a centralized credit registry. As
the information to be maintained at the registry will
be treated as a matter of bank secrecy, it will be kept
at the National Bank and will be disclosed exclu-
sively to banks and customers whose credit history
records are available at the registry.

The draft law represents a sheer success in terms of
a well-designed combination of the necessary provi-
sions to protect bank secrecy and take measures
aimed at preventing money laundering activities
along the lines of today's global combating effort
against terrorism financing and laundering of pro-
ceeds from criminal activities.

During the reported period the National Bank devel-
oped a draft Concept Paper on Residential

Construction Financing and Implementation and
Development of a Mortgage Lending System in the
Republic of Azerbaijan, following the relevant
instructions laid out in the Presidential Decree dated
December 26, 2002 and the Cabinet of Ministers'
Directive dated December 30, 2002. Various issues
relating to the legal framework that would govern the
proposed mortgage lending system constitute a major
part of the Concept Paper. The Concept Paper pro-
poses to develop and adopt a series of relevant laws
to this effect. As a result, relevant legal framework
experiences of a number of countries (Germany,
Kazakhstan, Kyrgizstan, Poland, Lithuania,
Malaysia, etc.) were studied and analyzed. Hence, a
new draft Law on Mortgage was developed and sub-
mitted to relevant instances for review and approval.

Mortgage clearly plays an important role among the
different types of collateral pledged for bank loans.
The uncertainties and gaps in the existing laws
regarding mortgage registration and sale somewhat
diminish the overall attractiveness of this particular
type of collateral and adversely impact its credibility.
The draft law eliminates the existing legislative gaps
concerning mortgage and provides legal grounds for
creation of a mortgage paper institute and a mortgage
lending system. It is understood that these are simply
the first steps of Azerbaijan upon the path of refining
the mortgage mechanisms and building a mortgage
lending system. It is only after a relevant Concept
and appropriate laws are designed and adopted that
such a system can be created and developed.

Although the reported year witnessed a very intensive
work on putting in place most crucial pieces of banking
legislation, the year of 2003 was also the period of great
attention and focus given to development of the regula-
tory framework of the banking laws. Thus, upon the rec-
ommendations and proposals provided by the USAID
experts implementing an advisory project at the National
Bank a number of regulations were reconstructed (Asset
Classification and Loss Provisioning Regulation, Bank
Capital Adequacy Regulation) and some regulations
were modified (Regulation for Transactions with Related
Parties of Banks, etc.). In addition, a Bank Merger and
Takeover Regulation was developed and adopted that
will govern bank consolidation processes.

The implementation of the international accounting
and reporting standards continued in the banking sys-
tem during the reported year which was characterized
by adoption of relevant (eight) accounting regulations
for banking transactions and operations.
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Normayaradiciliq isleri bank gqanunvericiliyinin diger
saholorini de ohate etmisdir. Belo ki, Azerbaycan
Respublikasinin Vergi Macollosine edilen diizelislorle
olagoedar hesabat ilinde "Azerbaycan Respublikasinda
nagdsiz hesablagmalar ve pul koglirmeleri hagqinda
Toalimat"a elave ve dayisiklikler edilmis, Azerbaycan
Respublikasinin Maliyye Nazirliyi ilo birge "Ddvlet
Xozinadarhiginin cari hesabi ile tranzit hesablari
arasinda hesablagmalarm aparilmasi Qaydalar1" yeni
redaksiyada gebul olunmusdur. Eyni zamanda Milli
Bankin cari fealiyysti, o climleden bank foaliyyatini,
kadrlarla isini tenzimleyen bir ne¢e daxili normativ
sonad goebul edilmis, bazi movcud qaydalara slave vo
doyisiklikler tesdiq edilmisdir.

Biitovlikkde normayaradiciliq sahasinde hesabat
ilinde goriilen isler 2004-cii ilde Strateji Planla
nozorde tutulmus qanunvericilik tadbirlerinin
tamamlanmasina zemin yaratmis ve gelacek illerin
inkisaf strategiyasinin miiayyonlegmasinde mayak
rolunu oynayacaqdir.
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The regulation-making process covered other aspects
of the banking legislation as well. For instance, the
Regulation on Non-Cash Settlements and Money
Transfers in the Republic of Azerbaijan was modified
and amended given the changes made to Azerbaijan's
Tax Code in the reported year, and the Regulation for
Payments among the State Treasury's Current Account
and Transit Accounts was revised and adopted in col-
laboration with the Ministry of Finance of the Republic
of Azerbaijan. In addition, a number of various in-
house written policies regulating the National Bank's
everyday activities, including bank regulation and
human resource management were adopted and some
existing policies were revised and amended.

In general, the regulation-making measures imple-
mented in the reported year have laid a solid founda-
tion for completion of the legal framework activities
to be implemented in 2004 according the Strategic
Plan and will serve as a guidance tool for determina-
tion of future development strategies.




Insan resurslarinin inkisafi

6. INSAN RESURSLARININ INKISAFI

2003-cii il arzinde insan resurslarinin idare olunmasi
sahesinde Milli Bankin qarsisma "Ise qebul" qaydala-
rmin vo "Iscilorin xidmeti foaliyyetinin giymatlon-
dirilmesi" qaydalarmin tetbiqi, Iscilerin karyerasinimn
planlagdirilmasi metodologiyasinin yaradilmasi, Kadr-
larmn tehsili sisteminin inkisafi ve tekmillesdirilmasi
kimi miithiim megsedler qoyulmusdur.

Qarsida duran vezifelorin icrasini temin etmok
l¢iin insan resurslarinin idaro edilmesino dair
siyasot nezerden kecirilorok hoartorafli tohlil
olunmus, moévcud kadr potensialin inkisafina ve
aparatin  komplektlosdirilmesine  yoneldilmis
kompleks tadbirler sistemi islonib hazirlanmigdir.

Milli Bank 06z isini beynelxalqg menecment
moktablerinin osas prinsiplari vo insan resurslarmnin
korporativ idare edilmesi prinsipi osasinda
tokmillesdirmisdir. Bu islerin naticesi olaraq il
orzinde Milli Bankdan kadr axini minimum
soviyyeda (4,3%) olmusdur. Kadr axininin son
illorde sabitlosmasinin osas amillerinden biri ise
gobul zamami beynolxalq standartlara miivafiq
suratde professional se¢imin hoyata kegirilmasidir.

Namizoadlorin secimi MB-da islenib-hazirlanns "iso
gobul" gaydalarina uygun olaraq merhsalali miisahi-
baler vasitesile onlarm professional biliyi, problemlori
tohlil etme ve qerar verme, yaradiciliq ve toseb-
biiskarliq bacarigy, tinsiyyetliyi, kollektive uygunlagsma
qabiliyyeti, masuliyysti, intizami vo diger xarakterik
xiisusiyyetlorinin mileyyoanloesdirilmesi esasinda apari-
lir. 2003-cii il erzinde bu qaydalara miivafiq olaraq 62
nafer miisahibaden kegirilmis vo qiymsatlondirilmisdir.
Bu sahade goriilen igler aparatin komplektlosdirilmasi
lizro gostericilore miisbat tesir etmis, son naticads il
arzinde, imumiyyetle 29 nefer, o climleden Markezi
aparat iizro 24 noafor iso gebul edilmisdir.

Milli Bank emokdaglarinin xidmeti fealiyyetinin
miasir teleblers uygun suratde qiymatlondirilmesi
moagsedile "Azerbaycan Respublikast Milli Banki
iscilorinin xidmeti foaliyyetinin qiymaetlondirilmasi
qaydalar1" islenib hazirlanmisdir. Qaydalarda emek-
daslarin icra etdikloeri islerin seviyyesine ve foaliyyot
meyarlarma gore giymetlondirilmasi, onlarin giiclii
vo zoif cohatlorinin, imumi is potensialinin, todris-

treyninq ehtiyaclarinin tam tohlil edilib miiayyon-
lesdirilmasi ve her bir emekdasin icra etdiyi islere
g0ro miikafatlandirilmasi nezerde tutulur.

Artiq Qaydalarin niimune formasinda tetbiqine
baslanilmigdir ki, bu da AMB-ye 6z mévcud kadr
potensialinin seviyyesini deqiglesdirmek, emekdaslar
gordiikleri isin naticelerine gore maraqlandirmaq
(motivasiya, stimullagdirma) ve banka 6z inkisaf
perspektivlerini miioyyenlosdirmek imkani yaradir.
Iscilorin karyera yiiksolisi prosedurunu beynalxalq
tocriibeye uygunlasdirmaq megsedile "Milli Bank
iscilorinin karyera yiiksolisi qaydalar" ve "Milli Bank
is¢ilorinin vezife tosnifatt ve ixtisas deraceleri
hagqnda esasnama" islenib hazirlanmigdir ki, bu da
omokdaslarm is naticalorinin, onlarin karyera yiiksolisi
imkanlarmim ve motivasiya mosalalerinin olagsli
sokilde idars edilmasi moaqgsedini dagiyir.

Insan resurslarmin idare edilmesinin avtomatlas-
dirilmasi prosesinin hoyata kegirilmosi istiqgamatindo
cari ilde avtomatlagsdirmaya olan telebatin miieyyen-
logdirilmoasi moagsadile movcud veziyyetin tohlili
aparilmigdir. Bununla olagedar olaraq, bir sira
beynolxalq toskilatlarin miitexessisleri ilo goriislor
kecirilmis, moslohatlosmoalor aparilmis, insan
resurslarinin idare olunmasma dair biitiin prosedurlarin
islok mexanizmlerinin temin edilmesinden sonra
avtomatlagdirma prosesinin heyata kegirilmasinin
miimkiinlityli miloyyonlosdirilmigdir.

2003-cii ilodek olan dovr erzinde Milli Bankin
toskilati strukturu tekmillegdirilmis ve hazirda o, 18
bdélmenin daxil oldugu Merkezi aparatdan, Nax¢ivan
Muxtar Respublikasi idarssinden ve 10 orazi idare-
sinden ibaratdir. Milli Bankin qarsisinda duran
vozifo ve funksiyalarin kompleks sokilde icra
edilmesine imkan veren bu struktur inkisaf etmis
xarici Olkelerin merkezi banklarinin tecriibasi
osasinda formalasdirilmigdir.

[lin yekununa gére Milli Bankin merkezi aparatinin vo
onun tabeliyindoeki teskilatlarmn biitiin kateqori-yalardan
olan is¢ilerinin siyahi iizre say1 527 nofor (stata goro
576 vahid), o cliimleden Maerkezi aparatda 375 nafor
toskil etmisdir. 444 nafor osas foaliyyet yonimlii isgilor
(kigik xidmeat is¢ilori nezere alinmadan), 392 nafor iso
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Human Resource Development

6. HUMAN RESOURCE DEVELOPMENT

The National Bank's human resource development
agenda for 2003 included significant tasks such as
implementation of a Recruitment Policy and a Staff
Appraisal Policy, design and preparation of Career
Planning Guidelines, and development and improve-
ment of the personnel training system.

To accomplish the tasks set forth the human
resource management policy was thoroughly ana-
lyzed and a system of integrated actions aimed at
developing the existing personnel capacities and
addressing the staffing issues was designed.

The National Bank tends to refine its activities fol-
lowing the basic principles of the international man-
agement schools and the principle of corporate man-
agement of human resources. These measures result-
ed in a very low level of staff outflow (4.3%) from
the National Bank in the reported year. A major rea-
son why the staff outflow has remained stably low
lately is the use of professional selection processes
when recruiting employees in conformance with
appropriate international standards.

Candidates are selected in accordance with the
NBA-developed Recruitment Policy that provides
for a series of interviews that allow for determining
the interviewee's level of professional knowledge,
problem-solving and decision-making, creative
skills and ability to take initiatives, communication
skills and ability to do teamwork, accountability,
discipline and availability of other sets of skills and
qualities. 62 persons were interviewed and evaluat-
ed as per this policy in 2003. Hence, the measures
taken in this particular field had a positive effect on
staffing, with a total of 29 persons hired during the
year, of which 24 were recruited for the Head Office.

A formal Staff Appraisal Policy of the National
Bank of Azerbaijan was designed and developed for
the purpose of evaluating the National Bank's staff
members in compliance with the modern require-
ments. The Policy provides for staff appraisal on the
basis of a staff member's performance, weaknesses
and strengths, overall work potential and training
needs, and envisages performance-based incentives
such as various rewards and bonuses to employees.

The Policy is already in use on a pilot basis, which
allows the NBA to accurately determine its existing
staff capacity, provide appropriate incentives to staff
members for their performance (motivation) and
identify its development prospects. With an aim to
improving the career development procedures to the
best international practices the National Bank
designed and prepared a formal written Career
Developed Policy for the National Bank's Personnel
and a Job Description and Responsibility Division
Policy for the National Bank's Personnel, which will
also assist in implementing an integrated approach to
addressing the issues of personnel's responsibilities,
career promotion and motivation.

The current automation needs were assessed in the
reported year in order to lay grounds for the automa-
tion of the human resource management processes.
In this context, a series of discussions and consulta-
tions were held with specialists from various interna-
tional institutions to identify whether or not the
automation processes can be implemented after oper-
ating mechanisms of human resource management
procedures will have been designed and put in place.

The National Bank's organization had been modified
and improved during the period preceding the year of
2003 and it now includes a Head Office consisting of
18 departments, an Office in the Nakhchivan
Autonomous Republic and 10 regional offices. This
particular frame of organization that allows for an
integrated management of the National Bank's objec-
tives and functions is designed after the fashion and
practice of the central banks of developed countries.

The National Bank's Head Office and subordinate
agencies count 527 employees in total (576 author-
ized staff positions), including 375 persons at the
Head Office. 444 are core operations personnel
(excluding junior support staff) and 392 are special-
ized experts. 306 of the experts hold higher educa-
tion (college/university) degrees and 86 have sec-
ondary professional education degrees. A total 358
experts with both higher and secondary professional
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miitoxossislordir. Miitoxessislorin 306 nefori ali tohsilli,
86 nofori ise orta ixtisas tohsillidir. Ali ve orta ixtisas
tohsilli miitoxessislorin islomali olduglart 369 vezifods
358 miitexassis ¢alisir ki, bu da 97,0% toskil edir.

Milli Bankda aparilan islahatlarin asas teleblerinden
biri do bank emoakdaslarmin tohsil seviyyesinin
yiiksoldilmasi ve onun togkilinin tekmillesdirilmasidir.
Bu mogsedle "Azerbaycan Respublikasi Milli
Bankinda tedrisin toskili vo ixtisasartirma qaydalari”
islonib hazirlanmisdir. Qaydalarda Milli Bank
miitoxassislorinin professional bilik ve bacariglarimin,
pese hazirligi saviyyesinin tekmillesdirilmesi, zeruri
praktiki verdislere yiyalonmosi meqgsadilo onlarin
tohsilinin toskil edilmesi ve ixtisasmin artirilmasi,
imumiyyetlo todrisin formalari, hoyata kegirilmosi
yollar1 ve s. masaloler 6z oksini tapmisdir.

Milli Bankin Strateji Planina miivafiq olaraq tehsilin
prioritet sahalori miioyyonlosdirilmis vo miixtelif isti-
gamatlorde emoekdaslarin tehsili togkil edilmisdir. Bu
moagsadle 2003-cii il erzinde Milli Bank miitoxes-
sislorinin beynoalxalq voe yerli bank todris merkezlo-
rinde professional suratde tekmillesdirilmasine genis
imkanlar yaradilmis, xiisusi kurslar toskil edilmisdir.

Tadrisin istiqgamatlori

Bank Toadris Morkozi
Xarici dlkolorda tohsil
Ingilis dili kurslari
Kompiiter kurslari

2-ci tohsil

Il arzinde Milli Bankin emokdaslari {i¢iin imum-
iqtisadi mesoelelore ve oOlkede heyata kecirilon
iqtisadi islahatlara hesr olunmus 15 movzu iizro
nazori-praktiki seminarlar kegirilmisdir. Milli Bankda
aparilan islahatlarla tanigliq ve onun is tocriibasinin
dyrenilmesi meqsedile biitiin Orazi Idarelerinin
rohbarleri tiglin treyninglor toskil edilmisdir.
Azorbaycan Bank Tedris Markezinin istiraki ile
Milli Bankin Naxcivan idaresi ve Naxc¢ivan MR
orazisinde olan kommersiya banklari filiallarinin
rohber iscilori {igiin "Monetar siyasat, bank nazarati
va rahboarlik" movzusunda seminar kecirilmisdir.
2003-cii ilde AMB-nin 64 emokdasi beynsalxalq
maliyye institutlarinin tegkil etdiyi seminarlarda, 28
omokdasi ise miixtelif xarici banklarla tecriibe
mibadilesinde istirak etmisdir. Beynolxalq Valyuta
Fondunun, esasen Birlogmis Vyana Institutunun,
Fransa, Almaniya, Niderland, Ingilters, Isvecro,
Rusiya merkazi banklarinin kegirdikleri bu seminarlar
makroiqtisadi ve pul-kredit sferasinda proseslorin
derinden dyrenilmasine genis imkanlar agir.
Umumiyyetle 2003-cii il erzinde Milli Bank
sistemi iizro miitoxassislorin 48,2%-1 (189 nafor)
mixtalif istiqamatlor iizro tohsile colb olunmuslar.

Istirakeilarim say1 (naforla)

72
48
56
23

28
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education levels work against 369 authorized staff
positions, which makes 97%.

The National Bank's in-house adjustments, among
other things, aim at increasing the education and train-
ing levels of its staff members and improving the train-
ing arrangements. A Training Arrangement and Skill
Upgrade Policy for the National Bank of Azerbaijan
was developed to this end. The Policy covers a number
of various aspects of training and vocational education
arrangements, skill upgrade, training approaches and
forms in general, training implementation and other
issues, to assist in improving the level of professional
knowledge and skills, qualifications and providing an
exposure of the National Bank's employees to neces-
sary practical skills.

The National Bank's Strategic Plan identifies prior-
ity areas of training; training was subsequently pro-
vided to staff members on various aspects. To this
end, the National Bank provided meaningful profes-
sional skill upgrade and special training opportuni-
ties to its employees in 2003 through international
and local bank training centers.

Training Objective
Bank training center
Foreign training
English language studies
Computer literacy

2nd education

15 workshop seminars on general economic issues
and the specific economic reforms implemented in
the country were organized during the year for the
National Bank's employees. Also, training was pro-
vided to administrators of all Regional Offices for
increasing their awareness of the National Bank's in-
house reforming efforts and providing them with
access to its expertise.

A seminar titled Monetary Policy, Bank Supervision
and Management was held by the Azerbaijan Bank
Training Center for the senior managerial staff of the
National Bank's Nakhchivan Office and commercial
bank branches located in the Nakhchivan AR.

In 2003 64 of the NBA's employees attended semi-
nars organized by international financial institutions
and 28 employees took part in the expertise exchange
programs with different foreign banks. Such semi-
nars organized by the International Monetary Fund,
mainly the Joint Vienna Institute, and the central
banks of France, Germany, the Netherlands, England,
Switzerland, Russia provide perfect opportunities for
an extensive study and in-depth analysis of macro-
economic and monetary processes.

In general, 48.2% of the National Bank's experts (189
persons) received training in various forms in 2003.

Number of Trainees

72
48
56
23

28
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Milli Bankin beynalxalq alagalori

7. MiLLi BANKIN BEYNOLXALQ
OLAQOLORI

2003-cii ilde Milli Bankin beynolxalq olagelori
onun beynoalxalq salagalerinin genislondirilmasi ve
beynoalxalq maliyys g¢evralerinde miisbet imicinin
mohkemlendirilmasi, eloco do Milli Bankda hayata
kegirilon islahatlara xarici texniki yardimin temin
olunmasina yonoaldilmisdir.

Beynalxalq maliyya institutlart ilo amokdashgq.
2003-ci il erzinde Milli Bank beynsalxalq maliyye
institutlari, maliyye-kredit toskilatlar1 ilo 6lkenin
inkisafina maliyye-kredit resurslarinin celb olun-
masi, Olkenin maliyye sisteminin diaqnostikasi,
Milli Bankin ve biitovliikkde bank sisteminin inkisafi
istigametinds intensiv emoakdasliq etmisdir.

2003-cii il orzinde Beynoalxalq Valyuta Fondunun
ekspertlori Milli Banka maliyye proqramlasdirmasi
vo 0Odenis sistemlori iizro texniki yardim gostor-
misler. Bundan alave Fondun miitexassisleri "Bank-
lar hagqinda" ve "Milli Bank hagqinda" ganun layi-
holeri ilo bagh miivafiq ekspert royi hazirlayib toq-
dim etmislor.

BVF ve Diinya Bankinin birgs "Maliyye Sektorunun
Qiymsatlondirilmesi Proqrami" heyata kegirilmis,
ekspertlor qrupunun missiyalari Azerbaycanin ma-
liyye sektorunun giymatlondirilmasini aparmislar.

Beynolxalq Valyuta Fondunun Icragi Direktorlar
Surast 2003-cii ildo Yoxsullugun Azaldilmasi ve
Igtisadi Inkisafin Temin Edilmesine Yonaldilmis
Kredit Mexanizmi (PRGF) ¢or¢ivesinde Azerbaycan
Hokumeoti ilo emekdashq iizre ikinci ve figlincii
icmallarin basa ¢atmasini ve miivafiq kredit tranglarini
tosdiq etmisdir.

2003-cii il arzinde Diinya Bankinin Azerbaycanda
foaliyystinin elagalendirilmasi ile bagh feal emeakdasliq
hoyata kecirilmisdir. Diinya Bankinin Icrac1 Direktorlar
Surasinin 2003-cii ilin may ayinda kegirilmis iclasinda
2003-2005-ci illor iizro Azerbaycana dair Olkeye
Yardim Strategiyasi tosdiq olunmusdur. Diinya Bankinin
Direktorlar Surasi terofinden 18 aprel 2003-cii il
tarixinde Ikinci Struktur Islahatlari Layihesi (SAK2)
izre 1-ci trans, 13 iyun tarixinde ise 2-ci kredit transt
(har biri 30 milyon ABS dollar1 mebleginds) tesdiq
edilmisdir. Diinya Bankimn Icraci Direktorlar Surasi
2003-cii ilde Ikinci Irriqasiya layihesine 35 milyon

dollarhq kredit ayrilmasi hagqmda qorar qebul etmisdir.
19 sentyabr 2003—cii il tarixinde 21 milyon ABS dollart
doyerinde Tohsil Sektorunun Inkisaf Layihosi
Direktorlar Surasi torefinden tosdiglenmis ve 18 dekabr
tarixinde qlivveye minmisdir.

4 noyabr 2003-ci il tarixinde Beynoalxalq Maliyye
Korporasiyasinin Icragi Direktorlar Surasi Baki-Tiflis-
Ceyhan layihesinin tikintisine ve Azeri-Ciraq-Glinasli
Marholo-1 layihasine uygun olaraq 250 min. ve 60 min.
dollar deyerinde kredit ayrilmasini tosdiq etmisdir.

Maliyye sektorunda hoyata kecirilon islahatlara
yardim gostorilmesinde Diinya Banki terafinden
verilmis uzunmiiddatli giizestli kredit vasitasile
maliyyolosdirilon Maliyye sektoruna texniki yardim
layihesi mithiim yer tutur. Bu layihe g¢arcivesindo
respublikada miiteraqqi texnologiya ve miiasir texnika
soviyyesinde 0denis sistemlorinin inkisaf etdirilmesi,
o climleden Xirda Odenisler {izre Hesablasma Kliring
Sistemi, Kart Prosessing Morkezi, Markezlosdirilmis
Kredit Reyestri vo s. mithiim layihalor hayata kegirilir.

Il orzinde Kart 6denisleri iizre Prosessing Morkozi-
nin (KPM) yaradilmasina moslohet xidmeti gdstor-
mosi liclin xarici moslohot¢i colb edilmis, eloco do
Diinya Bankinin satinalma qaydalarima miivafiq
suratde ikimerhsalali tender kegirilmigdir.

Morkezlesdirilmis Kredit Reyestrinin (MKR) yara-
dilmasina moslohat xidmati gdstormesi li¢iin
Norvegin Reyestrlorin Tortibatt (NRT) sirketi calb
edilmis, reyestrin yaradilmasi {izro miivafiq suratdo
tender kecirilmisdir. Daxil olmus tender tokliflorinin
qiymetlendirilmesi neticesinde yerli RISK sirkeoti
tenderin qalibi elan edilmis ve onunla miivafiq
miiqavile imzalanmisdir.

Bank sisteminin miihasibat ugotunun beynsalxalq
miihasibat ucotu standartlarma (BMS) tam kegidinin
tomin olunmasi layihasi tizre PriceWaterhouseCoopers
(PWC) sirketi ilo miiqavile imzalanmis ve miigavilo
corgivesinde miivafiq tedbirler hayata kegirilmisdir.

BUSBankin idareetmo sisteminin, o ciimlodon
kor-porativ idareetme, miihasibat sistemi vo
omoliyyat qruplarmin isinin yaxsilagdirilmasi {igiin
xarici moslehat¢i kimi Niderlandin ING Barings
sirkati calb olunmusdur. BUSBankda Bas Miihasibat
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7. NATIONAL BANK'S INTERNATIONAL
RELATIONS

In its efforts in the area of international affairs in
2003 the National Bank was directed by the objec-
tive of expanding its scope of international relations
and strengthening its positive image and perception
by the international financial circles, and securing
foreign technical assistance to support the reform
processes at the National Bank.

Cooperation with international financial institu-
tions. The National Bank extensively cooperated with
the international financial institutions and credit organ-
izations in 2003 in the area of attracting financial and
credit resources for the country's development, carry-
ing out a diagnostic check of the national financial sys-
tem and promoting development of the National Bank
and the entire banking system in general.

The International Monetary Fund's experts provid-
ed the National Bank with technical assistance on
financial programming and payments systems in
2003. In addition, the Fund's experts also provided
their professional commentaries with respect to the
draft laws on Banks and the National Bank.

An expert team of the joint IMF-World Bank initia-
tive Financial Sector Assessment Program made sev-
eral visits to Azerbaijan to assess its financial sector.

The International Monetary Fund's Board of
Executive Directors confirmed the completion of the
second and third rounds of cooperation with the
Government of Azerbaijan under the Poverty
Reduction and Growth Credit Facility (PRGF), and
approved the corresponding loan tranches in 2003.

The World Bank's cooperation with Azerbaijan was
very active in 2003 in the context of coordination of
its local efforts. The meeting of the World Bank's
Board of Executive Directors held in May, 2003
approved the 2003-2005 Country Assistance
Strategy for Azerbaijan. The World Bank's Board of
Directors approved the 1st tranche the loan under the
Second Structural Adjustments Project (SAC2) on
April 18, 2003 and the 2nd tranche on June 13 (each
tranche being USD30 million). In 2003 the World
Bank's Board of Executive Directors decided to
grant a USD35 million loan under the Second
Irrigation Project. Education Sector Development

Project with a total project value of USD21 million
was approved by the Board of Directors on
September 19, 2003 and came into effect on
December 18.

On November 4, 2003 the Board of Executive
Directors of the International Finance Corporation
approved USD250 and USD60 million loans for the
Baku-Thbilisi-Ceyhan Pipeline Construction Project
and Azeri-Chirag-Guneshly Phase 1 Project respec-
tively.

Financial Sector Technical Assistance Project
financed from the World Bank's long-term conces-
sional loans plays an important role in implementa-
tion of the financial sector reforms. This project
includes development of high technology and mod-
ern equipment-based payment systems in the coun-
try, including a number of important projects such as
the Bulk Payment Clearing System, the Card
Processing Center, the Centralized Credit Registry,
etc.

A foreign consultant was engaged to provide advi-
sory services, and a two-stage bidding process com-
pliant with the World Bank's procurement guidelines
was implemented in 2003 with regards to the Card
Processing Center (CPC).

The Norwegian Register Company was engaged to
provide advisory services with respect to the
Centralized Credit Registry (CCR) project, and a
bidding process was implemented in accordance
with the appropriate procedures for establishment of
the registry. The local company RISK was selected
as the winning bidder following the bid evaluation
stage and was awarded the contract.

A contract was signed with PriceWaterhouseCoopers
(PWC) for implementation of the project of transition
to the international accounting standards (IAS) in the
banking system and relevant measures were imple-
mented under the contract.

ING Barrings from the Netherlands was hired as a
foreign consultant for the project of improvement of
UUJSBank's management systems, including the
corporate governance, accounting systems and the
operational units. A foreign consultant was also
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Kitabmin ve filiallararas1 avtomatlagdirilmig hesab-
lagma sisteminin yaradilmasi ile bagl xarici mesle-
hatci colb edilmis, ikimarhaloli tender prosedurlari
baslanilmisdir. BUSBankin 2002-ci il ii¢iin illik ma-
liyye auditinin kecirilmasi iiciin PriceWater-
houseCoopers sirkoti ilo miigavile imzalanmis veo
miiqavile ¢ergivesinds isler basa ¢atdirilmisdir.

Diinya Bankinin Maliyye Sektoruna Texniki Yardim
Layihasi iizre maliyye hesabatlarinin auditinin
aparilmast mogqsedilo miivafiq audit sirketinin
secilmosi iiciin tender kecirilmis, Deloitte&Touche
sirketi tenderin galibi se¢ilmis ve miivafiq miiqaviloe
imzalanmisdir. Miiqavile g¢arcivesinde isler yekun-
lagdirilmis ve tertib edilmis audit hesabatlar1 Diinya
Banki terefinden tosdiq edilmisdir.

Avropa Yenidonqurma va Inkisaf Banki (AYIB)
Azoarbaycanda maliyye sektorunun giliclonmasi
istigametinda aktiv fealiyyetini davam etdirmisdir.
AYIB-in maliyye sektorunda foealiyyeti banklara
maliyye vesaitlerinin temin edilmesi tlizre kredit
xotlorinin temin edilmesi, Mikromaliyyelasdirme
Bankinin kapitalinda ve 6zal banklarin kapitalinda,
eloco do ABB-nin o6zellasdirilmesinde istirak
istigametinda hayata kegirilmisdir.

Asiya Inkisaf Bankinin Azerbaycanda emekdasliq
olagelerini son zamanlar qurmasi ilo elagedar bu
bankla emakdasliq istiqgamatlarini miieyyenlasdirmeak
moagsadile intensiv goriislor ve yazismalar heyata
kegirilmisdir.

AIB torofinden Igtisadi Inkisaf Nazirliyine ayrilmis
"Rogabet siyasetinin toekmillesdirilmesi li¢iin texniki
yardim" grant1 ¢ar¢ivesinde Milli Banka antiinhisar
ganunvericiliyi vo bank holdingleri istiqgameatinde
moasloehat xidmeti gdstarilmasi lizre raziliq slde edil-
misdir.

Xarici olkalorin morkazi banklarn ilo amakdaghq.
Bank sektorunda diinyada modvcud olan qgabaqcil
praktika ve texnologiyalar ile tanis olmaq, bu
standartlarin ve texnologiyalarm Azerbaycanin bank
sisteminda tetbigine nail olmaq, elece do diinya
Olkalerinin Markezi Banklari arasinda Azarbaycan Milli
Bankiin 6ziiniin qabaqcil yerini miioyyenlosdirmek
mogsadile il arzinde inkisaf etmis olkelorin Markoezi
Banklar1 iloe movcud omokdasliq olageleri inkisaf
etdirilmis ve yeni alagoler yaradilmisdir.

Bank sistemi yiiksek inkisaf etmis soviyyoyo catmis
Isvecranin Milli Banka ilo ikiterofli emekdashq ugurla
davam etdirilmis, 2001-ci ilde osasi qoyulmus
omokdasliq olageleri 2003-cii ilde daha da inkisaf
etdirilmisdir. Isvecro Milli Bankmm ekspertlori

banknotlarin dizayni, banknotlarin dovriyyasi, yeni nasil
pullarin buraxilisi vo denominasiyaya hazirliq; bazar
amgliyyatlarinin geyri-inzibati metodlarla idare edilmasi,
maliyye bazarmim inkisafi; risqlerin idare olunmasi;
informasiya texnologiyalar1 tehliikesizliyi; internetden
istifade, kargiizarhgmn avtomatlasdirilmast meselelori
iizre Milli Banka maslehat xidmati gostermisler. Bundan
olave Isvegro Milli Bankimin niimayende heyetinin
Azorbaycana sefori miiddetinde "Isvecre Milli Bankinmn
monetar siyaset strategiyasi" movzusunda teqdimat
kecirilmis, eloce do banklarimiz arasinda emekdashigm
daha da inkisaf etdirilmesi imkanlar1 miizakire edilmisdir.

Almaniyanin  Bundesbanki  ilo  movcud
omokdasliq elageleri Azerbaycan Milli Bankinin
potensialinin artiritlmasinda bu bankin ¢oxillik
tacriibasinden faydalanmaga imkan vermisdir. Milli
Bankin emokdaslari Bundesbank terafinden teskil
olunmus beynoalxalq seminarlarda feal istirak
etmislor. Bundan alave Milli Bankin texniki yardim
ehtiyaclarina uygun olaraq "Beynalxalq investisiya
movgeyi ve tadiye balansi" mdvzusunda
Bundesbankda, "Ekonometrika" moévzusunda Milli
Bankda fordi seminarlar kegirilmis, is tocriibasinin
dyrenilmesi meaqsedile Milli Bankin idare Heyati
sadrinin ofisinin emoekdaslar1 Bundesbanka sefor
etmis, eloco do Bundesbankin eksperti torofinden
"Risqler xoritesinin idare olunmasinin toskili"
movzusunda Milli Bankda maeslehat xidmati
gostorilmisdir.

Bundan slave, Almaniya Bundesbankinin Markezi
Banklarla Texniki Omekdasliq sobasinin miidiri c-b
Yurgen Sterlepperin Azerbyacan Milli Bankina
sofori zamant AMB ve Bundesbank arasinda 2001-
ci ilin iyun ayinda imzalanmis Niyyet Protokolunun
AMB-nin yeni texniki yardim ehtiyaclarina
uygunlasdirmaq magsadile danisiglar aparilmis ve
cari prioritetlor miiayyon olunmusdur.

Il orzinde Tiirkiye ve Cexiya merkezi banklari,
Qazaxistan vo Polsa Milli Banklar1 ile do faydali
omokdasliq davam etdirilmisdir.

Digor xarici tagkilatlarla amakdaghg. Milli Bankin
diger xarici toskilatlarla beynoalxalq elageleri, asasen,
bankda heyata kegirilon islahatlara texniki yardim
desteyinin olagelendirilmasi ve beynelxalq maliyye
¢evralorinde onun progressiv bir qurum kimi miisbet
imicinin mohkemlendirilmasinin temin edilmesine
yonaldilmisdir. 2003-cii il erzinde bu istiqgamatds
goriilmiis isler intensivleserak emekdasliq edilen
beynolxalq toskilatlarin siyahisi daha da geniglonmisdir.
Bu baximdan Isvecrenin Iqtisadi Mesalsler iizre Dévlet
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hired to provide the required advisory services with
regards to the design and implementation of a
General Ledger and an automated interbranch pay-
ment system within UUJSBank, and a two-stage
bidding procedure was launched. PriceWaterhouse-
Coopers was contractually hired to carry out an audit
of the UUJSBank's year 2002 financial operations
and completed the works provided for under the con-
tract.

Bids were invited from auditors for carrying out an
audit of financial statements produced under the
World Bank-sponsored Financial Sector Technical
Assistance Project; Deloitte& Touche was selected as
the winning bidder and was awarded the contract.
The contractual works are completed and the audit
reports are approved by the World Bank.

European  Bank for Reconstruction and
Development (EBRD) continues its active support to
the process of strengthening Azerbaijan's financial sec-
tor. EBRD's financial sector activities included opening
of lines of credit to commercial banks, equity participa-
tion in the Microfinancing Bank and commercial banks,
as well as involvement in the IBA's privatization.

The expanding cooperation with Asian
Development Bank over the past years led to numer-
ous discussions and huge communication flows with
an aim to identify the cooperation priorities.

National Bank has been authorized to acquire advi-
sory services for development of the anti-monopoly
legal framework and bank holdings under the
Competition Policy Improvement Technical
Assistance grant provided by the ADB to the
Ministry of Economic Development.

Cooperation with the central banks of foreign
states. National Bank further promoted the existing,
and established new collaboration arrangements with
the central banks of developed countries during the
reported year seeking to study the world's most
advanced banking practices and technologies, intro-
duce such standards and technologies in Azerbaijan's
banking system, as well as to acquire its own
advanced position among the central banks of for-
eign countries.

Bilateral relations with the Swiss National Bank, a
country with a highly developed banking system,
were successfully continued; the cooperation started
in 2001 was further developed and promoted in
2003. Experts from the National Bank of
Switzerland provided the National Bank of
Azerbaijan with advice on a range of matters such as

the bank note design, bank note circulation, issuance
of new generation money and preparation to denom-
ination; non-administrative methods of managing
market transactions, development of the financial
market; risk management; information technology
security; uses of Intranet, automation of business
systems. In addition, a delegation from the National
Bank of Switzerland during its visit to Azerbaijan
held a presentation titled "The Swiss National Bank's
Monetary Policy" and discussed the possibilities of
further developing the cooperation between the two
banks.

The existing partnership relations with the
Deutsche Bundesbank allows the National Bank's
potential to benefit from the long-term experience of
that bank. National Bank's employees have actively
participated multiple international seminars arranged
by Bundesbank. In addition, Bundesbank and the
National Bank exchanged individual seminars, on
International Investment Position and Balance of
Payment delivered by Bundesbank in consideration
of the National Bank's technical assistance needs,
and The Econometrics seminar delivered by the
National Bank; employees of the National Bank's
Governor's Office had a study tour to Bundesbank,
and an expert from Bundesbank provided an adviso-
ry service to the National Bank on the subject of Risk
Map Management.

In addition, during his visit to the National Bank of
Azerbaijan, Mr. Jurgen Sterlepper, Director,
Technical Cooperation Division with Central Banks,
Bundesbank, discussed the possibilities of modifying
the Protocol of Intent signed between the NBA and
Bundesbank in June, 2001 to meet the National
Bank's new technical assistance needs, and the cur-
rent priorities.

Fruitful cooperation with the central banks of
Turkey and the Czech Republic, National Banks of
Kazakhstan and Poland was continued in the report-
ed year.

Cooperation with other foreign institutions.
National Bank's relations with other foreign institu-
tions and organizations were characterized mainly by
coordination of technical assistance to the National
Bank's ongoing reform efforts and strengthening of
its perception by the international financial circles as
a progressive institution. These activities intensified
during 2003 and the number of the partner institutions
also increased. In this context, close contacts were
made with the Swiss State Secretariat for Economic

o@o
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Katibliyi (SECO), Almaniya Inkisaf Banki (KfW),
ABS-1m Beynelxalq Inkisaf Agentliyi (USAID) ile six
amokdaslq edilmis, Maliyys Sektorunun Giiclen-
dirilmesi ve Islahat1 Tesebbiisiiniin (FIRST) idareetmo
grupu ile ilkin slagaler qurulmusdur.

2002-ci ilin dekabr ayindan Isvecranin Iqtisadi
Mosalalar iizro Déviat Katibliyi (SECO) torofinden
Milli Banka texniki yardim Programinin icrasina
baslanilmisdir. 2003-cii il arzinde Program ¢orgivesindo
miixtolif sahelorde emekdasliq edilmisdir. SECO-nun
eksperti torofindon Milli Bankda ekonometrika iizro
"Koemiyyet metodlar" mdvzusunda praktik seminar
kegirilmis, eloco do ekonometrik modellosdirme iizro
gortilmiis isler ekspertiza edilmisdir.

SECO texniki yardim proqrami ¢orgivesindo
"Intuisn Veb" todris proqrammin Milli Bankda
totbigini tomin etmisdir. Bu proqram tizre todris iki
il miiddatine nezearde tutulub ve iscilerin maliyye
bazarlarinda analitik qabilliyyetlerinin giiclan-
dirilmesi magsedi dasiyir.

SECO-nun ekspertinin "Kommersiya banklarinda
korporativ idareetma standartlari"nin tetbiqi ile bagh
Milli Banka seferi hayata kegirilmis, SECO-nun
Insan resurslari iizro eksperti terofinden "Korporativ

idareetma ve insan resurslarmin idare olunmasi:
beynalxalq meyller vo yeni konsepsiyalar" mdvzu-
sunda seminar kegirilmisdir.

ABS-in Beynolxalq Inkisaf Agentliyi (USAID)
torafinden alde olunmus raziliga asasen 2003-cii il
orzindo rezident ekspertlor bank nezareti isinin
tokmillesdirilmesi iizroe Milli Bankda moslohat
xidmeti gostermisler.

Almaniya Inkisaf Banki (KfW) ilo someroli
omokdasliq alageleri davam etdirilmisdir. Bu qurumla
bank sektorunda emekdasliq Azerbaycan Mikro-
maliyyalesdirme bankinin kapitalinda istirak, Kredit-
lerin zemanat Fondunun yaradilmasi, ©manstlorin
sigorta Fondunun yaradilmasi, korporativ idareetmea
standartlarinin totbiqi istigamatinde fokuslanmisdir.

Azarbaycan Milli Bankinin donor kimi faaliyyati ilo
baglt miivafiq hazirliq isleri aparilmis, makroekonomik
modellosdirme, bank nazarati, miihasibat ugotu, 6denis
sistemlori, todiye balansmnimn tertibi iizre inkisaf etmis
Olkelerin merkezi banklarmin is praktikasma uygun
soviyyade alde edilmis naticeler timumilesdirilmisdir.
Bundan elave Moerkezi Afrika Olkeleri Bankinm
ekspertlori Azarbaycan Milli Bankinda seferde olaraq
Odonis sistemlari lizre miisbat tocriibe ilo tanig olmuslar.
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Issues (SECO), German Development Bank (KfW),
US Government's Agency for International
Development (USAID), and initial links were built
with the Financial Sector Strengthening and Reform
Initiative (FIRST) management unit.

The Swiss State Secretariat for Economic Issues
(SECO) launched a Technical Assistance Program
for the National Bank in December, 2002.
Cooperation under the Program took different forms
in 2003. SECO's experts held a workshop seminar on
Quantitative Methods of Econometrics at the
National Bank and evaluated the National Bank's
econometric modeling work.

Under its technical assistance program SECO com-
menced the Intuition Web training program at the
National Bank. This program will provided training
for a period of two years and will developed the
financial market analysis skills of the National
Bank's employees.

An expert from SECO visited the National Bank in
connection with the implementation of the Corporate
Governance Standards at Commercial Banks;
SECO's Human Resources Specialist held a
Corporate Governance and Human Resource

Management: International Trends and New
Concepts seminar.

Under the relevant agreement with the US Agency
for International Development (USAID) a team of
resident experts provided advisory services to the
National Bank on improvement of the banking
supervision function during 2003.

German Development Bank (KfW) The effective
cooperation with the German Development Bank
continued. Cooperation with this institution in the
banking sector focused on the equity participation in
the Azerbaijan Microfinancing Bank, proposed
establishment of Loan Guarantee Fund, and the
Individual Deposit Insurance Fund, and implementa-
tion of corporate governance standards.

National Bank of Azerbaijan made certain
preparatory works in the donor capacity, having
summarized the results obtained from macroeconom-
ic modeling, banking supervision, accounting, pay-
ment systems, balance of payment expertise of the
central banks of developed countries. In addition,
specialists from the Bank of Central African States
had a study tour to the National Bank of Azerbaijan
and witnessed its positive payment system experience.
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8. MiLLI BANKDA DAXILI AUDIT

2003-cii ilde Milli Bankda daxili audit sahesindo
foaliyyetin beynoalxalq standartlara uygun tokmilleg-
dirilmasi, daxili audit departamentinin yeni Osasna-
moasinin vo Metodoloji bazasinin Milli Bankin nor-
mativ  senadlerine ve real seraite uygun
hazirlanmasi, Daxili auditin avtomatlasdirilmasi
sahasinde xarici tocriibenin Gyrenilmasi ve saire
voazifeler qoyulmusdur.

Daxili audit isinin metodoloji bazasmnin tokmil-
logdirilmasi magsadile, Price Water House Coopers
sitkoti ilo baglanilmig miiqaviloye osasen, daxili
audit sahoasinde beynolxalq standartlara uygun
tokmillesdirilmasi istigamatinde layihenin ikinci
morhslesi hayata kecirilmisdir. Layihe ¢or¢ivesinde
daxili audit departamentinin yeni Osasnamesi vo
Metodoloji bazasi Milli Bankin normativ senadlerine
vo real soraite uygun hazirlanmigdir. Milli Bankin
moarkezi ofisinde nagd pulun saxlanmasi ve dovriy-
yosi, yangin-miihafize tehliikesizliyi sistemi, daxili
sobokenin istismari, kredit emsliyyatlari, valyuta
ehtiyatlarmin idare olunmasi, Milli Bankin maliyye
biidcoasi, Milli Bankin fealiyyetinin maddi-texniki
tominati ve tomir-tikinti iglerinin aparilmasi ve Orazi
idarelerinde miivafiq audit yoxlamalar1 hoayata
kegirilmisdir.

Milli Bankin moarkoazi ofisinde aparilmis audit
yoxlamalarinin  naticelori miivafiq  struktur
bolmaeleri rehbarlerinin istiraki ile kuratorlarin
yaninda miizakiroye c¢ixarilmis ve istirakgilarin
nazorine ¢atdirilmis mithim massleloer otrafinda
genis diskussiyalar aparilmig ve bu barede gerarlar
gebul olunmusdur.

Milli Bankin tam strukturu tizre esas audit istiqa-
motlori, onlarin terkibinde olan audit obyektlori
mileyyonloagdirilmis ve Avropa Merkezi Banklarinin
Daxili auditorlar komitesinin serti risq giymatlon-
dirma metodologiyasina asasen Milli Bankin struk-
turu iizro audit obyektlorinin risklore gore
gqiymetlondirmasi  aparilmigdir.  Yiiksek risq
qruplarina aid olan audit obyektlori, valyuta
aktivlerinin idare olunmasi ve valyuta miibadile
omoliyyatlarinin  aparilmasi,  emissiya-kassa
omoliyyatlar1 tizro blok-sxemlor tortib edilmis vo
audit obyektlori rohbarleri ile razilagdirilmisdir.

Daxili auditin avtomatlagdirilmasi: sahesinde xarici
tocriilbenin Oyrenilmesi meqgsadile ABS-in Audit
Leverage vo Ingiltoronin Teammate kompaniyalar
ilo danisiglar aparilmig ve onlarin miivafiq proq-
ramlarinin DEMO versiyasi alde edilmisdir.
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8. NATIONAL BANK'S INTERNAL AUDIT

National Bank's year 2003 plan for internal audit
activities included promotion of international stan-
dards of internal audit, tailoring the new Regulations
and Methodology Framework of the Internal Audit
Department to the National Bank's other relevant
regulations, and the outer realities, studying foreign
experiences of internal audit automation, etc.

A contract was signed with
PriceWaterhouseCoopers for development of an
internal audit methodology under which the second
phase of the project of pomading international stan-
dards of internal audit was launched. This project
included development of new Regulations and
Methodology for the Internal Audit Department in
conformance with the National Bank's regulations
and the existing realities. Cash storage and turnover,
fire safety systems, internal network operation, cred-
it transactions, currency reserve management,
National Bank's financial budget, financial and tech-
nical support of the National Bank's operations,
maintenance and repair works functions at the
National Bank's Head Office and Regional Offices
were audited.

Findings of the audits carried out at the National
Bank's Head Office were broadly discussed with the

managers of the relevant functions and their superi-
or executive officers; as a result of such discussions
appropriate decisions were made.

Basic audit objectives and audit subjects were identi-
fied for the National Bank's complete structure follow-
ing which the audit subjects within the National Bank's
structure were evaluated on a risk basis in accordance
with the conditional risk assessment methodology used
by the Internal Auditors Committee of the European
Central Banks. Flowcharts were developed for audit
subjects relating to high risk categories, foreign
exchange asset management and currency exchange
transactions, cash and emission operations and agreed
upon with the managers of audited functions.

Negotiations were held with the US-based Audit
Leverage and British Teammate for the purpose of
learning international experience in the area of inter-
nal audit automation; DEMO versions of the soft-
ware packages developed by these companies were
acquired.

<><>
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9. MILLI BANKIN 2003-CU ILIN YEKUNU UZRO
MALIYYO HESABATLIGI

9.1. Miihasibat balans1 vo Milli Bankin maliyys
faaliyyatinin yekunlari

Miihasibat ugotu ve hesabati sahesinde 2003-cii ilde
AMB-do ve biitovlikkde bank sisteminde miihasibat
ucotunun teskili, bankdaxili emaliyyatlarin aparilmast,
onlara nozarot, Orazi Idareleri ilo emseliyyatlarn
aparilmasi, kredit tegkilatlarina vo AMB-nin struktur
bdlmoloerine miihasibat ugotuna dair emsliyyatlarin
aparilmasinda komoeklik gosterilmesi, maliyye
hesabatlarinin toplanmasi ve tehlilinin hayata kegiril-
moasi ve bir sira diger gilindalik ugot emeliyyat islori
hayata kegirilmisdir. Bels ki, cari ilde bank sisteminde
miihasibat ugotuna dair normativ-metodoloji bazanin
yaradilmasi, miihasibat ugotu iizre emsliyyatlarin
aparilmasi qaydalarinin miieyyen edilmasi, bank
sisteminden daxil olmus sorgulara cavablar verilmasi,
mihasibat ugotuna dair meselalera dair rey ve
tokliflorinin verilmasi vo bir sira diger masslaler iizro
isler hoyata kecirmisdir. AMB-nin Bag Miihasibatliq
Kitab1 (BMK) sistemi lizro emaliyyatlarin aparilmasma
nozarat, emaliyyat giliniiniin agilib-baglanmasi, Orazi
Idarelerinden maliyyo hesabatlarinin toplanmasi ve
tohlili, AMB-nin icmal maliyys hesabatlarinin tortib
olunmasi, tehlili, xarici ve daxili auditorlarla is,
giindalik emsliyyatlarin hoyata kegirilmasi, emaliy-
yatlarin sintetik ve analitik ugotunun aparilmasi, debitor
vo kreditorlarla emsliyyatlar, emek haqqi ve ona
baraber tutulan ddenislerle bagli emsliyyatlarin hoyata
kegirilmasi ve bir sira diger saheler iizro foaliyyet
hoayata kegcirilmisdir.

Miihasibat ugotu ve hesabati sahasinde foaliyyetin osas
ve miihiim istiqgametini "Kredit toskilatlarmda miihasibat
ucotunun Beynolxalq Maliyye Hesabatlar1 Standartlarina
(BMHS) ke¢idinin tam temin olunmasi" tizre Layihenin
basa catdirilmasi teskil etmisdir. Bu sahode eovvolki
dovrlerde goriilmiis islor davam etdirilorok miivafiq
normativ metodoloci bazanm yaradilmasi proseslori
hoyata kecirilmis ve miixtelif sepkili yeddi yeni ugot
Qaydalar tam sokilde hazirlanmig ve bank sisteminde
totbiq olunmusdur. Eyni zamanda dord yeni ugot
gaydalarimin layihesi hazirlanaraq Idare Heystinin
miizakiresine teqdim edilmisdir.

Yuxarida geyd olunan har bir ugot Qaydalarmin
bank sisteminde tetbiqi lizre banklarin rehber is¢ilori
vo bas miihasibleri iiglin seminar-masgalalor keciril-
misdir. Bu seminarlarda Qaydalarin miiddealar
otrafli sokilde isiqlandirilmis ve totbiqi iizre miivafiq
metodoloci gosterisler verilmis vo yaranan suallar
cavablandirilmigdir.

Layihs iizre nezerde tutulmus miihiim tedbirlerden
biri olan miihasibat ugotundan vergi meaqsedleri ligiin
ucotun ayrilmasi istigametinde miixtalif tedbirler
hayata ke¢irilmisdir. Aparilmis tedbirler neticesinde
bank sisteminde miihasibat u¢otundan vergi maqsodlori
tiglin ucotun ayrilmasi tizre igler tam yekunlasdirilmig
vo noticods, banklar BMHS-nin toloblorine uygun
maliyye hesabatlari tortib etmak imkani alde etmisler.
Olave olaraq, hesabat dovrii arzinde garsiya qoyulmus
vozifelerin yerine yetirilmasi istigamotinde kom-
mersiya banklarinda miihasibat ugotunun aparilmasimimn
tohlil edilmasi {izre banklarin bas miihasibleri ile ayri-
ayriligda miintezem olaraq goriismesgeloler keciril-
migdir. Bu goriislorde banklarda miihasibat ugotu
sahasinde problemler, BMHS-yo kegidin temin edil-
masi istigamatinde c¢otinlikler dyrenilmis, onlarmn
miihasibat balanslart vo menfost ve zeror haqqnda
hesabatlar1 derinden tohlil edilmis, emsliyyatlarin
hesablar tizro diizgiin oks etdirilmasi ve bir sira diger
masolaler aragdirlimigdir. Kegirilmis goriislorin naticesi
olaraq her bir bank {i¢lin miihasibat ugotunun BMHS-
yo uygun qurulmasi istiqgamatinde spesifik mévcud olan
catismamazhiqlarm ve problemlarin halli yollarii oks
etdiron Tadbirler Plan1 hazirlanaraq banklara toqdim
edilmisdir.

Bank sisteminde miihasibat ugotunun movcud
normativ-metodoloji bazasinin tekmillesdirilmasi
istigamatinde hesabat dovriinde ABS-nin Beynalxalq
Inkisaf Agentliyinin (USAID) ekspertlori ilo birlikde
"Azerbaycan Respublikasinin bank sistemi {iglin
hesablar plani ve onun tetbiqine dair Gosterisler"i tohlil
edilmis, BMHS-nin yeni Standartlarinin gebul edilmasi
ile slagedar miieyyen alave ve deyisiklikler edilmis vo
banklarda totbiq edilmisdir. Bu deyisikliklera asasen
BMHS-nin yeni "Azerbaycan Respublikasmin bank
sistemindo maliyye hesabatlarinda investisiya
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9. NATIONAL BANK'S 2003 YEAR-END FINANCIAL
STATEMENTS

9.1. Accounting Balance Sheet and National
Bank's Financial Performance Report

The National Bank's accounting and reporting
activities in 2003 included installation of improved
accounting systems at the NBA and the banking sys-
tem, conduct and oversight of in-house transactions,
transactions with the Regional Offices, support to
credit institutions and the NBA's departments in
accounting matters, collection, review and evalua-
tion of financial reports and other everyday account-
ing transactions. In addition, measures were imple-
mented to develop a regulatory framework for bank
accounting, defining accounting policies, replying to
inquiries from banks, providing comments and pro-
posals with respect to accounting issues, etc.
Furthermore, the National Bank's relevant function
supervised the General Ledger System (GLS) trans-
actions; other everyday activities included opening
and closing of operating days, collection and analy-
sis of financial reports submitted by the Regional
Offices, preparation and analysis of the NBA's con-
solidated financial reports, dealing with both exter-
nal and internal auditors, day-to-day transactions,
synthetical and analytical analysis of transactions,
treatment of accounts payable and receivable, trans-
actions involving payroll and similar payments, etc.

Completion of the Draft Concept for Complete
Transition of Credit Institutions to the International
Financial Reporting Standards (IFRS) was key focal
aspect of the accounting and reporting activities.
The exercise covered a meaningful consolidation of
all previously made efforts in this particular area
which resulted in the development of a regulatory
framework including seven new accounting
Regulations implemented in the banking sector. In
addition, four new draft Regulations were developed
and submitted for the Management Board's review
and approval.

Workshop seminars were held for executive offi-
cers and chief accountants of commercial banks
regarding implementation of each of the above noted
accounting regulations. The seminars broadly dis-

cussed the provisions of such regulations, provided
regulatory advice with respect to their use and
answers to the questions asked.

The draft envisaged a set of measures among which
an emphasis was placed on separation of financial
accounting from accounting for tax purposes. Thus,
appropriate actions were taken that resulted in com-
plete separation of financial accounting from tax-
purpose accounting; hence, commercial banks can
now file their financial reports in full conformity
with the IFRS requirements. In addition, a series of
individual consultation discussions were carried out
with chief accountants of commercial banks to dis-
cuss and enhance their knowledge and understanding
of accounting analysis techniques as commercial
banks progress against the set of various tasks put
forth for the reported period. As stated, such consul-
tations discussed accounting problems facing banks,
difficulties related to implementation of the IFRS,
and allowed for an in-depth analysis of their balance
sheet and income statements, verification of accura-
cy of accounting treatment of transactions and a
range of other issues. A Plan of Actions was devel-
oped and presented to banks as a consequence of
such consultations, which contains proposed solu-
tions to the specific deficiencies and problems asso-
ciated with transition to the IFRS.

An analysis of the Chart of Accounts for the
Banking System of the Republic of Azerbaijan and
Implementation Guidelines was made together with
the experts working under a project funded by the
US Agency for International Development (USAID),
with an aim to improve the existing accounting reg-
ulatory framework; the chart and the guidelines were
appropriately modified and amended along the lines
of the IFRS requirements to include new Standards
that were presented to commercial banks. The mod-
ifications made mainly related to the enactment of
the new IFRS-based Regulation for Accounting
Treatment of Investment Ownership in Financial
Reporting of the Banking System in the Republic of
Azerbaijan.
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miilkiyyatinin ugotu Qaydalari"nin gabul olunmasi ilo
alagadar hayata kegirilmisdir.

Umumiyyetle, cari ilde bank sisteminde miihasibat
ucotunun tam olarag BMHS-yo kecid istiqgamatindo
aparilmis islor USAID corcivesinde genis sokilde
hayata kecirilmisdir. Belo ki, bank sisteminde BMHS-
yo kecidin tomin olunmast iizra 7 pilot bank segilmis vo
USAID-nin ekspertlori vo Milli Bankin emekdaslari
torofinden hemin banklarda miihasibat ucotunun
moveud veziyyeti vo BMHS-yo kegid problemlori
hertorafli aragdiriimisdir.

Hesabat dovrii erzinde BMHS-ye kecid sahesinde
foaliyyetinin diger bir istigamati beynelxalq audit
hoyata kegirilon kommersiya banklarmin audit
hesabatlarinin toplanmasi ve tohlili istiqgamatindo
olmusdur. Beynalxalq audit kecon 18 kommersiya
bankinin audit hesabatlart ve diizelislerin siyahisi
toplanilmis, beynsalxalq standartlar ve yerli standartlarla
tortib olunmus miihasibat balanslar1 miigayiseli tohlil
edilmis vo heayata kecirilmis diizelislorin xarakteri
aragdirilmigdir. Hesabat ilinde biitlin kommersiya
banklarmin ve beynsalxalq audit sirketlorinden "bdyiik
dordlilytin" ("PraysVoterhausKupers", "Ernst and
Young", "KPMG" ve "Deloitte" beynslxalq audit
sirkotlorinin) istiraki ilo "Kommersiya banklarmda
miihasibat u¢otunun Beynoalxalq Maliyye Hesabatlar
Standartlarina (BMHS) kegidle slagedar movcud olan
problemlor" movzusunda prezentasiya kecirilmis vo
banklara normativ xarakterli miivafiq gdsterislor
verilmisdir.

2003-cii il orzinde fealiyyetin diger mihiim
istiqgamatini kredit teskilatlarinin BMHS osasinda
islomasine metodoloji nazaratin hayata kegirilmasi
toskil etmisdir. Bu istiqgametds cari ilde kommersiya
banklarmin maliyye hesabatlar1 miintezem olaraq
toplanilmis ve tehlil edilmisdir.

2003-cii il oarzinde Maliyys Menecmenti sisteminin
yaradilmas1 ve totbiqi istigametinde fealiyyeat
davam etdilmisdir.Bu sistemin tam semarali suratde
qurulmasi ticlin beynolxalq tecriibenin hertorofli
Oyronilmasi maqsadile goriilmiis islerin basa
catdirilmasi 2004-cii ilde nezerde tutulur.

Foealiyyotin miihiim istigametloerinden biri de
AMB-nin emsliyyat proseslorine daxili nazaret
sistemlori-nin avtomatlasdirilmasi prosesinin hoyata
kecirilmo-si olmusdur. Bu istiqametde AMB-nin
giindalik emeliyyat proseslerini oks etdiren hesabat

formalari tortib olunmus ve Bas Miihasibatliq Kitab1
(BMK) sisteminden alinmis malumatlarin giindelik
sonadlorle iizlesdirilmesi, eyni zamanda sistemdoa
avtomatik gaydada heayata kecirilon amsliyyatlara
glindalik nezaretin heyata kecirilmasi tomin
edilmisdir.

Maliyye hesabatlarinin toplanmasi ve tahlili
sahosinds bir sira tedbirler hoyata kecirilmis, hesa-
batlarin alinmasi ve emal olunmasi prosesindo
miasir rabito vasitelorinin imkanlarindan ve yeni
kompiiter programlarinin istiinliiklorinden istifade
olunmusdur. Maliyye hesabatlarinin hazirlanmasinin
yeni metodu ile onlarin tabeli toskilatlardan elektron
poct vasitesile alinaraq avtomatik recimde
(hesabatlarin daxil edilmesi ile icmal maliyye
hesabatlarmin ani olaraq yaranmasi) icmal olunmasi
imkan1 yaranmigdir. Maliyye hesabatlarinin elektron
poct vasitesile alinmasi zamani informasiya tehlii-
kasizliyi maselaleri Milli Bankin miivafiq telimati-
nin teleblerine uygun temin olunmusdur.

Bas Miihasibatliq Sistemi sahasinde asagidaki isler
apartlmisdir. Bas Miihasibatliq Sisteminin funksi-
onal imkanlar1 arasdirilmis, askar olunmus sehv voe
xotalarin  aradan qaldirilmas1  iizre  Corvus
International LLC sirketi ile birge isler apariimisdir.
Hoemginin Bas Miihasibatliq Sisteminin tokmil-
losdirilmasi istigametinde tokliflor paketi hazirla-
naraq Corvus International LLC sirketine toqdim
olunmusdur. Teqdim olunan tokliflorde Bag Miihasi-
batlig Sisteminde dinamik interfeys elementlorinin
ve Orazi Idareleri yazilarinin importu zamani
yenidenkodlasdirilmanin tetbiq olunmasi, Bas Kitab
modulu iizro analitik ucota nozaret sisteminin
tokmillesdirilmasi, modulun balansdankenar hesab-
lara nezaret hissesinin yeni variantinin hazirlanmasi,
miusterilor ve hesablarin qeydiyyat kitabinin
aparilmast modulu {izro hesablarin sifarisi ve tosdiq
olunmasi prosesinde miimkiin xotalarin aradan
galdirilmasi tiglin avtomatik nezaret sisteminin totbiq
olunmasi masaleloeri qaldirilmisdir.

2003-cii il erzinde Bankdaxili miihasibat emaliy-
yatlarmin avtomatlasdirilmast ve planlagdirma ve
bilidcoe proseslorinin inkisaf etdirilmesi istiqgamatindo
miivafiq isler hayata kecirilmis vo movcud normativ-
metodoloji baza tekmillesdirilmigdir. Biidce proses-
lerine dair normativ-metodoloji baza ve nezaret
prosedurlari tekmillegdirilmisdir.

<><>
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In general, the USAID-sponsored project has been
extensively involved in the process of completing the
IFRS transition in the banking system during the
reported year. Thus, 7 pilot banks were selected for
IFRS transition and the USAID experts together with
the National Bank personnel evaluated the current
accounting practices and the IFRS transition issues
faced by these banks.

The IFRS transition process during the reported
year included a component of collecting and analyz-
ing audit reports of commercial banks audited by
international audit firms. Audit reports and adjust-
ments were collected from 18 banks that had under-
gone international audits; also, a comparative analy-
sis of their international and local standard-compli-
ant balance sheets was made, and the adjustments
made were investigated. A presentation on the
Existing Issues and Problems in the Transition of
Commercial Banks to the International Financial
Reporting Standards (IFRS) was held in the reported
year for all commercial banks and the "big four"
audit firms (PriceWaterhouseCoopers,
Ernst&Young, KPMG and Deloitte&Touche), where
banks received appropriate regulatory instructions.

Another key component of the year 2003 activities
was the methodological supervision of credit institu-
tions' compliance with the IFRS requirements. To
this end, financial statements of commercial banks
were collected and comprehensively analyzed.

Design and introduction works related to the
Financial Management System were continued in
2003. The process of studying international experi-
ence is expected to be completed in 2004, which will
allow for an effective design of such a system.

Another important area of the NBA's operations
was automation of the internal controls system for
operation processes. To this end, the NBA designed
and implemented a daily transaction report format
which serves as a tool for reconciling the data
acquired from the General Ledger (GL) system with
daily documents; in addition, automated transactions
were closely monitored on a daily basis.

Various measures were taken to improve the
process of collecting and analyzing financial reports,
ensure that state-of-the-art communication instru-
ments and new software capacities are used in report
acquisition and processing. The new technique of

preparation of financial statements allows also for
automated consolidation of reports received by e-
mail from affiliates (a consolidated report is generat-
ed instantly upon entry of input reports). Banks com-
plied with the National Bank's relevant regulation to
ensure data security of all communications and
financial reports sent via e-mail.

The General Ledger System activities included the
below described components. The functional abili-
ties of the General Ledger System were investigated,
and the deficiencies and errors discovered were
removed together with Corvus International LLC.
Also, a set of improvement proposals with respect to
the General Ledger System was developed and pre-
sented to Corvus International LLC. The set pro-
posed to re-code the dynamic interface elements of
the General Ledger System and communications
from the Regional Offices, improve the system of
control of analytical accounting within the General
Ledger module, re-construction of the module's off-
balance sheet account supervision component, and
introduction of an automated control system for
trouble-shooting for account request and authoriza-
tion processes under the customer and account regis-
ter module.

Relevant measures were implemented in 2003 to
automate in-house accounting transactions and to
develop planning and budgeting processes; the relat-
ed regulatory framework was modified. The regula-
tory and methodological framework and control pro-
cedures for budgeting were improved.

<><>
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9.2. Miistaqil beynolxalq audit sirkatinin 2003-cii ilin yekunu iizro Milli Bankin illik
balansi barads rayi

Azarbaycan Respublikasi Milli Bank1 idare Heyatinin Sedrine ve iizvlerine

Biz 31 dekabr 2003-cii il tarixina hazirlanmis va
alava edilon Azarbaycan Respublikasi Milli Bankinin
(bundan sonra "Bank") balans hesabatinin va hamin
tarixda basa ¢atmus il iizra miivafiq manfaat vo zorar,
nagd pul vasaitlori va nizamnama kapitali va ehtiyat
fondlarinda doyisikliklor hesabatlarimin auditini
apardiq. Bu maliyya hesabatlarina goroa Bankin
rohbarliyi moasuliyyat dasiyir. Biz bu maliyya
hesabatlart iizro 0z rayimizo goro masuliyyat
daswyirig. 31 dekabr 2002-ci il tarixino va bu tarixda
biton il tizro maliyya hesabatlarimin auditi basqa
sirkat torafindon aparilmisdir vo onun 21 avqust
2003-cii il tarixli hesabati homin maliyya
hesabatlarina dair sorti miisbat ray bildirmisdir.
Sorti miisbat ray olaraq 31 dekabr 2002-ci il tarixina
hokumatdan alinacaq vasaitlor tizra 103,580 milyon
manat mablaginda kreditlor iizra ehtimal olunan
zarar ligtin ehtiyatin geri qaytarimast iigiin taloblora
cavab vermayon asaslarin gostorildiyi qeyd
olunmusdur.

Biz auditimizi Beynoalxalq Audit Standartlarmna
uygun olaraq aparmisiq. Homin Standartlar teloeb edir
ki, biz yoxlamanin aparilmasmi elo planlasdiraq vo
hayata kecirok ki, maliyye hesabatlarinda oks etdirilon
molumatlarda ehemiyyetli sehvlerin olmamasina ki-
fayot goder omin ola bilok. Audit maliyye hesa-
batlarinda oks etdirilon mabloglori vo agiglamalari tos-
diq edon siibutlarin test tisulu ilo yoxlanilmasindan iba-
rotdir. Audit yoxlamasma hemginin Bankin rehberliyi
torofindon totbiq edilmis miihasibat prinsiplerinin vo
yerina yetirilmis toqribi ehtimallarin toyin edilmosi vo
eyni zamanda maliyye hesabatlarinin iimumi teqdi-
matinin giymetlondirilmesi daxildir. Biz hesab edirik
ki, apardigimiz audit, roy vermak {iglin kifayot qoder
osas yaradir.

Hesab edirik ki, Bankin maliyye hesabatlar1 biitiin
ohomiyyetli aspektlor baximindan onun 31 dekabr
2003-cii il tarixine maliyye voziyyetini vo bu tarixde
biton il iizro fealiyyetinin naticelerini vo nagd pul
vosaitlorinin herokeatini diizgiin vo Beynalxalq
Maliyye Hesabatlar1 Standartlarina uygun oks etdirir.

%m iﬂ sohe «

16 aprel 2004-cii il
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9.2. Independent Auditor's Opinion of the National Bank's 2003
Balance Sheet Statement

To the Governor and Members of the Board of the National Bank of the Azerbaijan Republic

We have audited the accompanying balance sheet
of the National Bank of the Azerbaijan Republic
(hereinafter - the "Bank") as of 31 December 2003
and the related profit and loss account and state-
ments of cash flows and changes in charter fund and
reserves for the year then ended. These financial
statements are the responsibility of the Bank's man-
agement. QOur responsibility is to express an opinion
on these financial statements based on our audit.
The financial statements as of 31 December 2002
and the year then ended were audited by another
auditor, whose report dated 21 August 2003
expressed a qualified opinion with regard to these
financial statements. The opinion was qualified due
to non-adequate grounds for reversal of a previous-
ly recorded impairment provision of AZM 103,580
million on an amount due from the Government as of
31 December 2002.

We conducted our audit in accordance with
International Standards on Auditing. Those
Standards require that we plan and perform the audit
to obtain reasonable assurance about whether the
financial statements are free of material misstate-
ment. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in
the financial statements. An audit also includes
assessing the accounting principles used and signifi-
cant estimates made by management, as well as
evaluating the overall financial statement presenta-
tion. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the accompanying financial state-
ments present fairly, in all material respects, the
financial position of the Bank as of 31 December
2003, and the results of its operations and its cash
flows for the year then ended, in accordance with
International Financial Reporting Standards.

%m iﬂ sohe «

16 April 2004
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31 DEKABR 2003-CU IL TARIXiNO BIiTON iL UZRO MONFOOT VO ZOROR HESABATI

(milyon Azarbaycan manat ila)

Faiz galirlori

Faiz xorclori

KREDITLOR UZRO EHTIMAL OLUNAN

ZOROR UCUN EHTIYATIN
(YARADILMASINDAN) / BORPA EDILMOSINDON
OVVOL XALIS FAIZ GOLIRLORI

Kreditlor iizre ehtimal olunan zerar ligiin
ehtiyatin (yaradilmasi) / barpa edilmasi

XALIS FAIZ GOLIRLORI

Xarici valyuta movgeyinin yeniden qiymatlondirilmasi iizre
xalis golirler / (xarclor)

Dilinq emoliyyatlar: iizro xalis golirlor
Xidmet haqqi ve komissiya golirleri
Xidmat haqqi ve komissiya xarcleri
Digor golirlor

OMOLIYYAT GOLIRLORI
OMOLIYYAT XORCLORI

XALIS MONFOOT

Qeydlar

4,26

<><>

2003
68,865

(16,953)

51,912
(1,162)
50,750
26,908
1,223
15,768
(230)
2,685
97,104
(49,029)

48,075

2002
94,994

(25,742)

69,252
117,855
187,107
(56,693)
1,630
13,509
(272)
611
145,892
(59,175)

86,717
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2003

(in Azerbaijan Manats and in millions)

Interest income
Interest expense

NET INTEREST INCOME BEFORE
(PROVISION)/ RECOVERY OF
PROVISION FOR LOAN LOSSES

(Provision)/recovery of provision for loan losses
NET INTEREST INCOME

Foreign currency translation differences, net
Dealing, net

Fees and commission income

Fees and commission expense

Other income

OPERATING INCOME

OPERATING EXPENSES

NET PROFIT

Notes

4,26

2003
68,865

(16,953)

51,912
(1,162)
50,750
26,908
1,223
15,768
(230)
2,685
97,104
(49,029)

48,075

2002
94,994

(25,742)

69,252
117,855
187,107
(56,693)
1,630
13,509
(272)
611
145,892
(59,175)

86,717
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31 DEKABR 2003-CU IL TARIXiNO BALANS HESABATI

(milyon Azarbaycan manati ila)

AKTIVLOR:

Nagd pul ve qisa miiddstli vesaitler
Rezident banklara verilmis kreditler, xalis
Hokumetdan alinacaq vesaitler, xalis
Beynelxalq Valyuta Fondundaki qaliglar
Qiymetli investisiya kagizlari:

- satis tiglin nezerde tutulan qiymetli kagizlar

- 0deme miiddatleri tamamlananadek saxlanilan qiymatli
kagizlar

Hesablanmus faiz golirlori
Osas vosaitler, xalis
Qeyri-maddi aktivler, xalis
Sair aktivler

COMI AKTIVLOR

OHDOLIKLOR, NIZAMNAM®S KAPITALI VO
EHTIiYATLAR

OHDOLIKLOR:
Dévriyyeade olan nagd pul
Kommersiya banklarinin hesablari

Hokumsat hesablari

Yenidon alinmasi barede razilagmalar esasinda satilmis giymetli

kagizlar

Sair depozit hesablari

Hesablanmis faiz xorclori

Beynolxalq maliyyae institutlarindan alinmis kreditlor
BVF qarsisinda 6hdelikler

Sair 6hdelikler

COMIi OHDOLIKLOR

NIZAMNAM® KAPITALI VO EHTIYATLAR:
Nizamnamae kapitali

Ehtiyatlar

Coemi nizamnamsa kapitali ve ehtiyat fondlar

COMI OHDOLIKLOR, NIZAMNAMO KAPITALI VO
EHTIYATLAR

“f

Qeydlor

10, 26

11

12, 26

12, 26

13
14

15

16
17
18, 26
19

20, 26

21
22

23

24

24

o

2003

3,841,516
217,961
46

1,181,777

284,000
356,800
36,198
76,304

16,589

3,906

6,015,097

2,168,520
361,988
570,874
41,100
56,102
1,811
19,541
2,368,943
813

5,589,692

27,992

397,413

6,015,097

2002

3,532,902
68,930
345,264

992,816

373,100
19,457
94,865

18,360

2,089

5,447,783

1,759,532
287,325

593,638

18,289
4,796
18,120

2,343,245

2,852

5,027,797

27,992

391,994

5,447,783
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BALANCE SHEET AS OF 31 DECEMBER 2003

(in Azerbaijan Manats and in millions)

ASSETS:

Cash and short-term funds

Loans to resident banks, net

Due from Government, net

Balances with the International Monetary Fund
Investment securities:

- securities available-for-sale

- securities held-to-maturity

Accrued interest income

Tangible fixed assets, net

Intangible assets, net

Other assets

TOTAL ASSETS

LIABILITIES, CHARTER FUND AND RESERVES
LIABILITIES:

Money issued in circulation

Accounts of commercial banks

Government accounts

Securities sold under agreements to repurchase
Other deposit accounts

Accrued interest expense

Funds borrowed from international financial institutions
Liabilities to the International Monetary Fund
Other liabilities

TOTAL LIABILITIES

CHARTER FUND AND RESERVES:

Charter fund

Revenue reserve

Total charter fund and reserves

TOTAL LIABILITIES, CHARTER FUND AND RESERVES

<&

Notes

10, 26

11

12, 26

12, 26

13
14

15

16
17
18, 26
19

20, 26

21
22

23

24

24

&>

2003

3,841,516
217,961
46

1,181,777

284,000
356,800
36,198
76,304

16,589

3,906

6,015,097

2,168,520
361,988
570,874
41,100
56,102

1,811

19,541
2,368,943

813

5,589,692

27,992

397,413

6,015,097

2002

3,532,902
68,930
345,264

992,816

373,100
19,457
94,865

18,360

2,089

5,447,783

1,759,532
287,325

593,638

18,289
4,796
18,120

2,343,245

2,852

5,027,797

27,992

391,994

5,447,783
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31 DEKABR 2003-CU iL TARIXiNO BiTON IL UZRO
NIZAMNAMO KAPITALI VO EHTIYATLARDA DOYIiSIKLIKLOR HESABATI

(milyon Azarbaycan manat ila)

31 dekabr 2001-ci il 27,493 185,033 216,063 428,589
Nizamname kapitalinin ehtiyat _ _
fondlar1 hesabina artmast 499 (499)

Dovlet biidcesine kdgiirmaler (24 sayl qeyd) - (95,320) - (95,320)
il {izro xalis menfoot - 183,708 (96,991) 86,717
31 dekabr 2002-ci il 27,992 272,922 119,072 419,986
Dovlet biidcesine kogiirmaler (24 sayli geyd) = (42,656) = (42,656)
1l iizrs xalis menfoat = 121,347 (73,272) 48,075
31 dekabr 2003-cii il 27,992 351,613 45,800 425,405

<><>
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STATEMENT OF CHANGES IN CHARTER FUND
AND RESERVES FOR THE YEAR ENDED 31 DECEMBER 2003

(in Azerbaijan Manats and in millions)

31 December 2001 27,493 185,033 216,063 428,589
Capitalization of reserve funds 499 (499) = =
Transfer to the Government budget (Note 24) - (95,320) - (95,320)
Net profit for the year = 183,708 (96,991) 86,717
31 December 2002 27,992 272,922 119,072 419,986
Transfer to Government budget (Note 24) = (42,656) = (42,656)
Net profit for the year = 121,347 (73,272) 48,075
31 December 2003 27,992 351,613 45,800 425,405

<><>
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31 DEKABR 2003-CU IL TARIXINO BIiTON iL UZRO NAGD PUL VOSAITLORININ HOROKOTI
HESABATI
(milyon Azarbaycan manat ila)

Qeydlar 2003 2002
OMOLIYYAT FOALIYYOTINDON NAGD PUL VOSAITLORININ HOROKOTI:
Qeyri-rezident banklardak: yerlesdirmelorden alimis faizler 37,927 92,931
Rezident banklara verilmis kreditlor tizre alinmis faizler 8,538 6,160
Qiymeotli investisiya kagizlari lizre alinmis faizler 5,536 3,843
Digor alinmus faizlor 77 =
Beynolxalq maliyye institutlarindan alinmis kreditlor iizro 6denilmis faizler (19,610) (24,731)
Miisteri hesablari tizre 6denilmis faizler (284) (352)
Dilinq emoliyyatlari tizre xalis golirlor 1,223 1,630
Alinmis xidmet haqq1 ve komissiyalar 15,768 13,509
Odenilmis xidmat haqqi ve komissiyalar (230) (272)
Alinmis sair amaliyyat golirlori 2,446 611
Odoenilmis emeliyyat xorclori (27,204) (41,066)

Omoaliyyat aktiv ve 6hdeliklerinde deyisikliklorden avvel emaliyyat

foaliyyetinden yaranan nagd pul vesaitlerinin herakati 2T S

Omoliyyat aktiv va 6hdaliklorinda dayisikliklor

Omoliyyat aktivlerinde xalis (artma) / azalma:

Qeyri-rezident banklardan alinacaq vesaitler (246,750) 1,687,022
Rezident banklara verilmis kreditlor (149,031) 13,769
Sair aktivler (1,817) (1,033)
Omoaliyyat 6hdeliklerinds xalis artma / (azalma):
Kommersiya banklarinin hesablar1 74,663 28,988
Hokumetin hesablari (22,764) (873,782)
Sair depozit hesablari 37,813 814
Sair 6hdslikler (2,039) (1,760)
Omoliyyat foaliyyetindo (istifade edilen)/ yaranan nagd pul vesaitlori (285,738) 906,281
INVESTISIYA FOALIYYOTINDON NAGD PUL VOSAITLORININ
HOROKOTI:
Odemae miiddeti tamamlananadek saxlamilan qiymetli kagizlarm satisi 68,700 51,614
Yeniden alinmasi barede razilasmalar esasinda satilmis qiymetli kagizlarin satist 41,100 =
Osas vesaitlerin alinmasi (1,985) (10,304)
Qeyri-maddi aktivlerin alinmasi “411) (7,330)
Investisiya foaliyyotinden yaranan xalis nagd pul vesaitlori 107,404 33,980
MALIYYOLOSDIRMO FOALIYYOTINDON NAGD PUL VOSAITLORININ
HOROKOTI:
Dévriyyeye buraxilan nagd pul 408,988 222,060
Beynolxalq maliyyae institutlarindan alinmis vesaitlorde xalis artma 1,421 5,915
BVF qarsisinda 6hdsliklerds xalis azalma (163,263)  (49,972)
Dévlet biidcesine kdgiirmalor (42,656)  (95,320)
Maliyye foealiyyetinden yaranan xalis nagd pul vesaitleri 204,490 82,683
Xarici valyuta movgeyinin yenidoen qiymatlondirilmasi iizre xalis golirler (xarcler) 26,908 (56,693)
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STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2003

(in Azerbaijan Manats and in millions)

Notes 2003 2002
CASH FLOWS FROM OPERATING ACTIVITIES:
Interest received on placements with non-resident banks 37,927 92,931
Interest received on loans to resident banks 8,538 6,160
Interest received on investment securities 5,536 3,843
Other interest received 77 =
Interest paid on borrowings from international financial institutions (19,610) (24,731)
Interest paid on customer accounts (284) (352)
Dealing, net 1,223 1,630
Fees and commissions received 15,768 13,509
Fees and commissions paid (230) (272)
Other operating income received 2,446 611
Operating expenses paid (27,204) (41,066)

Cash flows from operating activities before

changes in operating assets and liabilities 2l S

Changes in operating assets and liabilities

Net (increase)/decrease in operating assets:

Due from non-resident banks (246,750) 1,687,022
Loans to resident banks (149,031) 13,769
Other assets (1,817) (1,033)
Net increase/(decrease) in operating liabilities:
Accounts of commercial banks 74,663 28,988
Government accounts (22,764) (873,782)
Other deposit accounts 37,813 814
Other liabilities (2,039) (1,760)
Net cash (used in)/provided by operating activities (285,738) 906,281
CASH FLOWS FROM INVESTING
ACTIVITIES:
Proceeds from investment securities held-to-maturity 68,700 51,614
Proceeds from securities sold under agreements to repurchase 41,100 =
Acquisition of fixed assets (1,985) (10,304)
Acquisition of intangible assets 411) (7,330)
Net cash from investing activities 107,404 33,980
CASH FLOWS FROM FINANCING
ACTIVITIES:
Issue of money into circulation 408,988 222,060
Net increase in borrowings from international financial institutions 1,421 5,915
Net decrease in liabilities to the IMF (163,263)  (49,972)
Transfers to the Government budget (42,656)  (95,320)
Net cash from financing activities 204,490 82,683
Effect of exchange rate changes on balance sheet items 26,908 (56,693)

<><>
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31 DEKABR 2003-CU IL TARIXINO BITON iL UZRO NAGD PUL VOSAITLORININ HOROKOTI

HESABATI
(milyon Azarbaycan manatt ila)

Qeydlar 2003 2002
NAGD PUL VOSAITLORIND® VO PUL VOSAITLORININ
EKVIVALENTLORINDO XALIS ARTMA 53,064 966,251
ILIN 8VVOLINDS NAGD PUL VOSAITLORI VO NAGD
PUL VOSAITLORININ EKVIVALENTLORI 8 3,443,842 2,477,591
ILIN SONUNDA NAGD PUL VOSAITLORI VO NAGD PUL
VOSAITLORININ EKVIVALENTLORI 8 3,496,906 3,443,842

1. UMUMI MOLUMAT

Azorbaycan Respublikasinin Milli Banki ("Bank") "Azerbaycan Respublikasinin Milli Banki hagqinda" 10
iyun 1996-c1 il tarixli Qanuna ("Qanun") esasen foaliyyet goésterir. Bankin hiiquqi tinvani asagidakidir:
R. Behbudov kii¢.32, AZ1014, Baki, Azerbaycan.

Bankin Azerbaycan Respublikasinda 11 orazi idaresi vardir.
Qanunun 2-ci maddesine uygun olaraq Milli Bankin esas funksiyalar1 asagidakilardir:

e pul-kredit siyaseti vo valyuta miinasibatleri sahasinde dovlet siyaseti yeridir;

e hesablagmalarin aparilmasi ve 6demse sisteminin sabit islemasi ii¢lin serait yaradir;

e qiymotli kagizlar bazarinda, habels xarici valyutanin alqi-satqisi sahasinde emsliyyatlar aparir;

e Azarbaycan Respublikasinda bank sisteminin inkisafi, sabitliyi vo mohkemlenmeasi tigiin zeruri tedbirler
goriir, o climladen effektiv bank ganunvericiliyi totbiq edir ve nezareti hayata kegirir;

e valyuta tenzimlonmesini hoyata kegirir, xarici dovletlerlo hesablasmalarin aparilmasi qaydasini
mieyyonlasdirir ve xarici valyuta ehtiyatlarini idare edir;

e bank foaliyyeti sahasinde normativ aktlar1 gebul edir;

e qanunvericilikde nezerde tutulmus basqa funksiyalar1 hayata kegirir.

Qanunun 3-cii maddesinde Bankin imumi magsadlori gosterilir:

e Manatin sabitliyini temin etmak, onun aliciliq gabiliyyetini ve xarici valyutaya nisbeton mezennasini
tenzimlemak {igiin tedbirler goriir;

e pul-kredit siyasatinin baglica istigamatlorini hazirlayib, Azerbaycan Respublikasinin Prezidentine teqdim
edir;

e nagd pulun emissiyasini hayata kecirir vo todaviiliinii teskil edir, 6demse sisteminin sabit iglomasi ti¢iin
sorait yaradir;

e Azearbaycan Respublikasinin qgiivveds olan qanunvericiliyine miivafiq suretde dovlet borcuna xidmet edir;

e Azearbaycan Respublikasinin prognoz todiye balansinin hazirlanmasinda istirak edir vo hesabat todiyo
balansinin tertibine rehbarlik edir.

Qanunun 6-c1 maddesine esasen Bank Beynoelxalq Valyuta Fondu ("BVF") ve beynelxalq maliyyo

institutlart ile emsliyyatlarda Azerbaycan Respublikasinin hokumetini temsil edir. Bank hemg¢inin
Azarbaycan Respublikas1i Maliyye Nazirliyini, Azerbaycan hokumsatini ve biidce teskilatlarini maliyye ve sair
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STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2003

(in Azerbaijan Manats and in millions)

Notes 2003 2002
NET INCREASE IN CASH AND CASH

EQUIVALENTS 53,064 966,251
CASH AND CASH EQUIVALENTS AT THE BEGINNING

OF THE PERIOD 8 3,443,842 2,477,591
CASH AND CASH EQUIVALENTS AT THE END
OF THE PERIOD 8 3,496,906 3,443,842

1. ORGANISATION

The National Bank of the Azerbaijan Republic (the "Bank") acts in accordance with the "Law on the
National Bank of the Azerbaijan Republic", dated 10 June 1996 ("The Law"). The address of its registered
office is: 32 R. Behbudov Street, AZ1014, Baku, Azerbaijan.

The Bank has 11 regional branches in the Azerbaijan Republic.
Article 2 of the Law sets out the principal functions of the Bank as follows:

e the implementation of State policy in the field of monetary and credit policy, and currency relations;

e provision of conditions for the fulfillment of settlements and the stable functioning of the payments system;

e operations on the securities market, and the purchase and sale of foreign currency;

e implementation of measures for the development, stability and strengthening of the banking system in the
Azerbaijan Republic, including effective banking regulation and supervision;

e currency regulation, determination of the order of account settlements with foreign states and management
of foreign currency reserves;

e adoption of normative acts in relation to banking activity; and

o fulfillment of other functions, as stipulated by legislation.

Article 3 of the Law sets out the general objectives of the Bank, which include the following:

e taking measures to provide for the stability of the national currency, the Manat, and regula tion of its buy-
ing power and rate in relation to foreign currency;

e preparation and submission of the general directions of monetary-credit policy to the President of the
Azerbaijan Republic;

e cmission of cash money and organization of its circulation, and the creation of conditions for the stable
functioning of the payments system;

e servicing of State debts in accordance with the operating legislation of the Azerbaijan Republic;

e participation in the preparation of forecasted balance of payments and supervision over the preparation of
the balance of payments of the Azerbaijan Republic.

In accordance with Article 6 of the Law, the Bank represents the Government of the Azerbaijan Republic in its deal-

ings with the International Monetary Fund ("IMF") and other international financial institutions. The Bank also pro-
vides financing and other banking services to the Ministry of Finance, the Government of the Azerbaijan Republic,
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bank xidmatleri ile temin edir. Markazi bank funksiyalari ¢er¢ivesinde Bank hemin teskilatlarla emsliyyatlari
aciq bazarda diger toskilatlara toklif etdiyi sertlarden forqli sertlerle hayata kecirir.

31 dekabr 2003-cii il ve 31 dekabr 2002-ci il tarixlerine Bankin is¢ilerinin say1 miivafiq olaraq 535 ve 529
noafor olmusdur.

16 aprel 2004~cii il tarixinde Bankin Idare Heyeti torofinden bu maliyye hesabatlarinin derc olunmasina
icaze verilmisdir.

Bankin faaliyyat miihiti - Bank osas foaliyyetini Azerbaycan Respublikasinda hoyata kecirir. Azerbaycan
Respublikasinda fealiyyet miihitine tesir gostoren qanun ve diger normativ senadlere tez-tez doyisiklikler edilir vo
buna gore do Bankin aktiv vo hdolikleri siyasi ve isgiizar miihitde manfi deyisikliklore gore riske meruz gala biler.

2. TOQDIMAT OSASI

Miihasibat ucotunun asaslari - Bankin bu maliyye hesabatlari Beynolxalq Maliyye Hesabati Stan-
dartlarma (BMHS) uygun hazirlanmisdir. Bu maliyye hesabatlarindaki meblegler, bazi hallar istisna
olmagqla, milyon Azerbaycan manati (manat) ile ifade edilmisdir. Bu maliyye hesabatlari ilkin deyeri nazers
almagq sortilo hesablama metodu asasinda hazirlanmisdir.

Bank miihasibat ucotunu asasen BMHS telablerine cavab veren, Azerbaycan ganunvericiliyine uygun
qaydada aparir. Bu maliyye hesabatlar1 miihasibat ucotu haqqinda Azearbaycan ganunvericiliyi asasinda
hazirlanmis voe BMHS-o uygunlasdiriimigdir.

Maliyye hesabatlarinin hazirlanmasinda aktiv ve 6hdsliklerin geyd olunmus meblaglerine, serti aktiv ve
6hdsliklerin maliyys hesabatlarinin tertib olundugu tarixde agiglanmasina ve hesabat dovriinde golir ve
xorclorin geyds alinmis mablaglorine tesir eden toxmini hesablamalardan ve ehtimallardan istifade etmoak
Bankin rehberliyinden teleb olunur. Faktiki neticelor hemin texmini ehtimallardan ferqlena biler.
Dayisikliye xiisusile hassas olan texmini ehtimallara, kreditler iizre ehtimal olunan zerer {i¢iin ehtiyatlar vo
maliyye alatlorinin adalatli deyeri aiddir.

Maorkazi bank funksiyalar1 ¢er¢ivesinde Bank biitdvlikle maliyye sistemi iizre yayilan etibarin itmasinin
garsisini almaq liglin miivyyen banklara maliyye desteyi gostera biler. Bu meablaglerin barpa edilmasinin
giymatlondirilmesi Bankin miihasibat ugotu prinsiplarine uygun olaraq aparilir.

Olgii vahidi - Maliyyo hesabatlarindaki mebloglor Azerbaycan Respublikasinin milli valyutasi olan
Azorbaycan manati ilo ("manat") ifade edilir.

3. MUHASIBAT UCOTUNUN MUHUM PRINSIiPLOR

Maliyya alatlorinin ucota alinmasi va olciilmasi - Bank maliyye aktivleri ve 6hdsliklerini yalniz o vaxt
balansda ugota alir ki, o, maliyye alati barade miigavilenin terafi olur. Maliyye aktivlerinin ve 6hdsliklarinin
alqi-satqis1 Bankin alqi-satqi emsliyyatlarini apardigi tarixde qeyd olunur.

Maliyye aktiv ve ohdslikleri, ¢ekilmis emsliyyat xorcleri do daxil olmaqgla ve ya c¢ixilmagla, miivafiq
olarag, avvelce ddenilmis ve ya alinmis meabloegin adalstli deyeri olan maya deyerinde ugota alinir. Bu
maddelerin sonradan yeniden giymsatlendirilmasine dair miihasibat ucotu qaydalar1 asagida geyd olunan
mithasibat ugotu qaydalarinda agiglanir.

Nagd pul vasaitlari va nagd pul vasaitlarinin ekvivalentlori - Nagd pul vesaitlari ve nagd pul vesaitlerinin
ekvivalentlerine kassada olan nagd pul, miixbir hesablar, o climladen miigavile iizre 6demes miiddati 90
giinden az olan geyri-rezident banklarda yerlesdirilmis overnayt depozitlor ve qisamiiddatli depozitler, ilkin

0dema miiddeti ii¢ aydan az olan qiymatli investisiya kagizlari aiddir. (qeyd 8)

Yenidon alinma barada razilasmalar — Bank 0z foaliyyetinde qiymatli kagizlarin satisi ve onlarin sonradan alist
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and budget organizations. As part of its functions as a central bank, the Bank undertakes transactions with these organ-
izations on terms, which differ from those offered to other institutions on an arm's length basis in the market.

The number of employees of the Bank as of 31 December 2003 and 2002 was 535 and 529,

These financial statements were authorized for issue by the Board on 16 April 2004.

Operating Environment - The Bank's principal business activities are within the Azerbaijan Republic. Laws
and regulations affecting business environment in the Azerbaijan Republic are subject to rapid changes and
the Bank's assets and operations could be at risk due to negative changes in the political and business envi-
ronment.

2. BASIS OF PRESENTATION

Accounting basis - These financial statements of the Bank have been prepared in accordance with
International Financial Reporting Standards ("IFRS"). These financial statements are presented in millions
of Azerbaijan Manats ("AZM"), unless otherwise indicated. These financial statements are prepared on the
accrual basis under the historical cost convention.

The Bank maintains its accounting records in accordance with Azerbaijan law which in majority complies
with the requirements of IFRS. These financial statements have been prepared from the above Azerbaijan
statutory accounting records and have been adjusted to conform with [FRS.

The preparation of financial statements in conformity with I[FRS requires management to make estimates and
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets and lia-
bilities at the date of the financial statements and reported amounts of revenues and expenses during the report-
ing period. Actual results could differ from those estimates. Estimates that are particularly susceptible to
change relate to the provisions for losses on loans and impairment and the fair value of financial instruments.

As part of its central banking functions, the Bank may act to provide financial support to certain banks in
order to prevent a loss of confidence spreading through the financial system as a whole. Assessment of the
recoverability of these amounts is made in accordance with the Bank's accounting policies.

Measurement currency - The measurement currency of these financial statements is the Azerbaijan Manat
("AZMH).

3. SIGNIFICANT ACCOUNTING POLICIES

Recognition and measurement of financial instruments - The Bank recognizes financial assets and liabilities
on its balance sheet when, and only when, it becomes a party to the contractual provisions of the instrument.
Regular way purchase and sale of the financial assets and liabilities are recognized using trade date accounting.

Financial assets and liabilities are initially recognized at cost, which is the fair value of consideration given
or received, respectively, including or net of any transaction costs incurred, respectively. The accounting poli-
cies for subsequent re-measurement of these items are disclosed in the respective accounting policies set out
below.

Cash and cash equivalents - Cash and cash equivalents include cash, correspondent accounts including
overnight deposits and short-term placements with the non-resident banks and investment securities with an
original maturity within 90 days (Note 8).

Repurchase agreements - The Bank enters into sale and purchase back agreements ("repos") in the normal
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("repo") lizre miiqavileler baglayir. Qiymatli kagizlarin satig1 ve onlarin sonradan alis1 ile elagedar emsliyyatlar
Bank torofinden monetar siyasetin idare olunmasi ve alqi-satqi emeliyyatlarmin elementi kimi istifade edilir.
Repo nagd pul ve ya basqa kompensasiya avezine maliyys aktivinin bir terafden o birisinin adina kdciiriilmaesi
vo bu maliyye aktivlerinin golocekde miioyyen tarixde alinmis nagd pul ve ya basqa kompensasiya tistogal faiz
moblogine beraber vesaitin yeniden alinmasi barede qarsilighh 6hdeliyi nezerde tutan miiqaviledir. Bu
miigavileler maliyye emsliyyatlarma samil edilir. Repo miiqavileleri esasinda satilan maliyye aktivleri maliyye
hesabatlarinda oks etdirilir vo bu miiqavilelere asasen alinmis vesaitler teminat depozit kimi bloklagdirilir.

Verilmis kreditlor va avanslar - Morkozi bank xidmetlorine uygun olaraq Bank adi is prosesi gedisinde
hékumsate, kommersiya banklarma ve 6z is¢ilerine kredit ve avanslar verir. Bankin verdiyi sabit ddems vaxti olan
kredit ve avanslar, kreditler iizre ehtimal olunan zerar tigiin ehtiyat ¢ixilmaq]la, cari faiz metodu tetbiq edilmakle
amortizasiya edilon deyerlo qeyd olunur. Sabit 6dema vaxti olmayanlar ise maya doyari ilo ugota alinir.

Bu qurumlar ve is¢iler torefinden ddenilocek meblagler, kreditlor lizre ehtimal olunan zerer {igiin ehtiyatlar
cixilmagqla, ucota alinir. Bankin verdiyi kreditlor borcalana bilavasite olaraq ve ya onun borcunda istirak
etmoklo, (dorhal ve ya qisa miiddet orzinde satilmaq maqgsedile verilmis kreditlorden forqli olaraq), Bank
torofindon yaradilmig maliyye aktivleridir.

Hokumeatle hesablagsmalar aparilarken (qisamiiddetli maliyyelosdirma olaraq) ve Bank terafinden kommersiya
banklarina maliyye desteyi gosterilorken, verilen kreditler iizre miivafiq bazar qiymsatleri movcud olmadiqda,
onlarin balans doyeri diskont edilmis nagd pul vesaitlerinin horoketi asasinda mileyyen edilir. Bank cari diskont
faiz deracesini bir nego amil asasinda, o climloden emaliyyatlarin miisteqil aqdler daxilindoki sertlorden forqli
olmasi, risk, 6dems miiddeti, teminat, 6dems tarix¢esi, faiz derecesi ve Bankin beynslxalq maliyys
toskilatlarindan ve yerli bazardan alina bilecek uzunmiiddetli borclart asasinda miieyyen edir.

Bankin verdiyi kreditlor evvelce yuxarida geyd olunan qaydaya esasen ugota almir. Odenilmis meblogin
nominal deyeri ve bazardaki sertlorden forqli olaraq verilmis amortizasiya olunmus maya doyeri arasinda
forq, kreditin verildiyi miiddetde avvelde movcud olan bazardaki deracelorden istifade ederek diskont
olunmus vo menfost vo zoror hesabatina daxil edilmis ilkin ucotda diizelis kimi geyde alinir. Miioyyen
edilmis 6demoe miiddeti ile kreditlor, cari faiz deracesinin hesablama metodundan istifade etmoklo sonradan
amortizasiya olunmus deyerle qiymetlondirilir. Sabit 6deme vaxti olmayan kredit va avanslar ise maya
doayari ile qiymatlendirilir. Kredit ve avanslar ehtimal olunan zerer liglin ehtiyatlar ¢ixilmagqla, ugota alinir.

Kreditlorin silinmasi - Kreditlor ve avanslar iimidsiz borclara ¢evrildikde miimkiin kreditler {izre ehtimal
olunan zerer iiciin ehtiyatlara qars: silinir. Qanunvericiliye osasen kreditlor Idare Heyatinin tosdiqi il ve
xiisusi hallarda miivafiqg mehkemae gorari ilo silinir.

Faiz hesablanmayan kreditlor - Biitiin 6donilmali mebloglorin nagd pul ve ya satila bilen qiymatli kagizlar
vo berpa olunan meblaglorle tam seokilde tomin olundugu hallar istisna olmaqla, faiz ve ya asas meblogin
6denilmesi 60 giinden ¢ox gecikdirilorse, kreditlor faiz hesablanmayan kreditlor siyahisina daxil edilir. Borcun
qaytarilmasi siibho dogurarsa, faizler lizro golir nezerde tutulmur. Borc alanlarin sonraki ddenisleri, her
borcalan ile razilagsmadan asili olaraq, verilmis kreditin esas meblagine ve ya faizine tetbiq edilir. Biitov asas
moblag ve faizlerin 6denilmasi miivafiq miiddetde ve miinasib sekilde kredit miigavilesinin sertlorine uygun
olaraq tomin edildikde, faiz hesablanmayan kreditlore faiz hesablanmasi barpa olunur.

Kreditlor iizra ehtimal olunan zorar iiciin ehtiyatlar - Bank borc ve faizlerini maya deyeri ve ya amortizasiya
edilon doyerde hesablanan maliyye aktivlerinin razilagdirilmis qaydalarina uygun yiga bilmeyeaceyini
yaqinlesdirdikde, kreditler lizre ehtimal olunan zerar ticiin ehtiyatlar yaradir. Kreditlor iizre ehtimal olunan zerer
ti¢lin ehtiyatlar, maliyyo vesaitini ilkin cari faiz ilo diskontlagdirmagla zemanat ve girov hesabma barpa oluna bilen
moblog daxil olmaqgla, satis qiymati ilo gelocek nagd vesaitlorinin harekatinin cari doyeri arasmdaki forq kimi
hesablamir. Sabit 6demoe dovre malik olmayan maliyye aktivleri tigilin gelocek nagd vesaitlerinin heroketi
diskontlagdirma totbiq edilmekle hesablanir (6dema dovriinii Bank kreditin gdzlenilon geri ddenilmasi miiddatini
nozorde tutur).

<><>



Q{ National Bank's 2003 Year-End Financial Statements }Q

course of its business. Repurchase agreements are utilized by the Bank as an element of treasury management
and trading business.

A repo is an agreement to transfer a financial asset to another party in exchange for cash or other consider-
ation and a concurrent obligation to reacquire the financial assets at a future date for an amount equal to the
cash or other consideration exchanged plus interest. These agreements are accounted for as financing trans-
actions. Financial assets sold under repo are retained in financial statements and consideration received under
these agreements are recoded as collaterized deposit received.

Originated loans and advances - In the normal course of business, the Bank lends advances or credits to
the Government, commercial banks and its employees in compliance with its central banking functions.
Loans and advances to such institutions with a fixed maturity term are subsequently measured at amortized
cost using the effective interest method. Those that do not have fixed maturities are carried at cost.

Amounts due from institutions are carried net of any allowance for losses. Loans originated by the Bank are
financial assets that are created by the Bank by providing money directly to a borrower or by participating in
loan facility, other that those that are originated with the intent to be sold immediately or in the short term,
which are classified as trading investments.

In dealings with the Government which are other than short-term finances, and carrying value of the
amounts advanced in connection with the Bank's role in providing financial support to commercial banks
when required, are estimated on a discounted cash-flow basis, in the absence of a market price. The Bank
calculates an effective discount rate based on a number of factors, including the non-arm's length nature of
the transaction; the risk, maturity, collateral and repayment profile; the interest rate; and the Bank's cost of
long-term borrowing both on the domestic market and from international financial organizations.

Loans granted by the Bank are initially recognized in accordance with the policy stated above. The differ-
ence between the nominal amount of consideration given and the amortized cost of loans issued at other than
market terms is recognized in the period the loan is issued as initial recognition adjustment discounted using
market rates at inception and included in the profit and loss account. Loans with fixed maturities are subse-
quently measured at amortized cost using the effective interest method. Those that do not have fixed matu-
rities are carried at cost. Loans and advances are carried net of any allowance for loan losses.

Write off of loans - Loans are written off against the allowance for loan losses in case of uncollectibility of
loans and advances. In accordance with the statutory legislation, loans may only be written off with the
approval of the Board and, in certain cases, with the respective decision of the Court.

Non-accrual loans - Loans are placed on a non-accrual status when interest or principal is delinquent
for a period in excess of 60 days, except when all amounts due are fully secured by cash or marketable
securities and collection proceedings are in process. Interest income is not recognized if recovery is
doubtful. Subsequent payments by borrowers are applied to either principal or delinquent interest based
on individual arrangements with the borrower. A non-accrual loan is restored to accrual status when all
principal and interest amounts contractually due are reasonably assured of repayment within a reasonable
period.

Allowance for losses - The Bank establishes an allowance for losses of financial assets when it is
probable that the Bank will not be able to collect the principal and interest according to the contrac-
tual terms of financial assets, which are carried at cost or amortized cost. The allowance for losses is
defined as the difference between carrying amounts and the present value of expected future cash
flows, including amounts recoverable from guarantees and collateral, discounted at the original effec-
tive interest rate of the financial asset. For financial assets that do not have fixed maturities, expect-
ed future cash flows are discounted using periods during which the Bank expects to realize the loan.
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Kreditlor tizre ehtimal olunan zerar {igiin ehtiyatlarin miioyyon edilmasi kredit portfelinin tohliline asaslanir
vo rohberliyin ehtimalina asasen kredit portfeline moxsus zararlori tomin edon tominat meblogini oks etdirir.
Xiisusi ehtiyatlar riskli aktivlerin atrafli qiymetlondirilmasi naticesinde yaradilir. Slave olaraq, iimumi
ehtiyatlar, ke¢cmis tocriibenin gosterdiyi kimi, kredit portfeline mexsus olan, xiisusen miioyyoen edil-momis
potensial risklorin deyerlendirilmasi tig¢lin yaradilir.

Kreditlor lizro ehtimal olunan zerer {igiin ehtiyatlarin imumi artmasi menfoeet vo zarer hesabatinda oks
etdirilir vo kreditler iizre ehtimal olunan zerer ii¢iin ehtiyatin y1gilmis meblogi hokumate ve kommersiya
banklarina verilon kredit ve avanslar hesabindan ¢ixilir. Ehtiyatlarin miieyyenloesdirilmesi Bankin avvalki
tacriibasine, kredit portfelinin malum ve maxsus risklarine, borcalanin 6dema bacarigina tesir edon amillers,
tominatin toqribi deyerine ve cari iqtisadi veziyyete asaslanaraq yerine yetirilir.

Kreditlor tizro ehtimal olunan zererin miioyyenloesdirilmesinde rehberliyin ehtimallar1 nezere alinir.
Miieyyen dovrlerde Bankin zererleri kreditlor iizre ehtimal olunan zerer {igiin yaradilmis ehtiyatlara
nisbaten shamiyystli ola biler. Bununla bels, ehtimal edilir ki, kreditler {izre ehtimal olunan zerer {igiin
yaradilan ehtiyat kredit portfeline moxsus olan zererleri tam oks etdirir.

Odama miiddatlari tamamlananadak saxlanilan qiymatli kagizlar - Odeme miiddetleri tamam-lananadek
saxlanilan qiymetli kagizlar miieyyen edilo bilon ve ya miieyyen edilmis 6denislor aparila bilen borc
qiymatli kagizlardir. Bankin onlar1 6dema miiddetlori tamamlananadek saxlamaq niyyeti ve imkani vardir.
Belo qiymetli kagizlar, zererler iizre istonilon ehtiyatlar ¢ixilmaqgla ve hesablanmis kupon goliri alave
edilmakle, amortizasiya olunmus deyerle oks etdirilir. Amortizasiya olunmus gilizestlor 6deme miiddeti
tamamlananadak cari faiz metodundan istifade edilmokle faiz goliri meblaginde ugota alinir.

Satis iiciin nazorda tutulan qiymoatli kagizlar - Satis liclin nezorde tutulan qiymetli kagizlar qeyri-miioyyon
miiddet arzinde saxlanmasi nazerde tutulan borc investisiyalaridir. Homin giymeatli kagizlar 6denilmis meblagin
odaletli deyerine texminen beraber olan ilkin deyerle ucota alinir. Sonradan qgiymetli kagizlar odaletli
deyerinde, menfost vo zerer hesabatina daxil edilmekls, iistiine hesablanmig kupon goliri olave edilmoklo
qiymetlendirilir. Bank satis liclin nezerde tutulan qiymatli kagizlarin adaletli deyerle miioyyenlosdirmak tigiin
bazar qiymetlorinden istifade edir. Bu giymatlor mévcud olmadiqda, rehberliyin ehtimallarindan istifade olunur.
Qiymetli kagizlarin adaletli deyerini toyin etmek miimkiin olmadiqda miieyyen édeme miiddeti olan giymatli
kagizlar cari faiz metodundan istifade edilmekle amortzasiya edilon mablagle taninir.

9Isas vasaitlor va qeyri-maddi aktivlor — Osas vesaitler ve geyri-maddi aktivler y1gilms kéhnelme ve zererler lizre
har hans1 y1g1lmis berpa deyeri ehtiyati ¢cixilmagla, ilkin deyerle qeyde almir. Basa catdirilmamus tikintiler ("BCT") vo
istifadeye verilmemis aktivler lizre kohnelma, aktivlerin nezerde tutulmus istifadesine hazir olduglari tarixden
baglanir. Osas vesaitlorin vo geyri-maddi aktivlerin kdhnelmaesi onlarm iqtisadi faydal xidmeti dovriinde deyerinin
silinmasini nezerde tutur ve diiz-xatli metod asasinda asagida gosterilmis illik faiz deraceleri ile hesablanir:

Binalar ve tikintilor 5%
Mebel vo avadanliq 25%
Kompiiter vo rabito avadanligi 25%
Naogliyyat vasitalori 15%
Qeyri-maddi aktivler 10%

Osas vosaitlorin vo geyri-maddi aktivlerin balans mebloglori her balans tarixine onlarin berpa de-
yorlorinden artiq hesablanmasi, hesablanmis deyerin barpa doyerini ne goder asmasi ve limumiyyatlo,
giymeatlendirilmeasi meagsedile nezerden kegirilir. Zorarlor miivafiq dovrde gqeyde alinmis ve emsliyyat
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The determination of the allowance for loan losses is based on an analysis of the loan portfolio and reflects
the amount which, in the judgment of management, is adequate to provide for losses inherent in the loan port-
folio. Specific provisions are made as a result of a detailed appraisal of risk assets. In addition, provisions are
carried to cover potential risks, which although not specifically identified, are present in the loan portfolio
judging by previous experience.

The change in the allowance for loan losses is charged to the profit and loss account and the total of the
allowance for loan losses is deducted in arriving at loans and advances to Government and resident banks.
Evaluation of the allowance is based on the Bank's past loss experience, known and inherent risks in the port-
folio, adverse situations that may affect the borrower's ability to repay, the estimated value of any underlying
collateral and current economic conditions.

It should be understood that estimates of loan losses involve an exercise of judgment. While it is possible
that in particular periods the Bank may sustain losses, which are substantial relative to the allowance for loan
losses, it is considered that the allowance for loan losses is adequate to absorb losses inherent in the loan port-
folio.

Securities held-to-maturity - Securities held-to-maturity are debt securities with determinable or fixed
payments. The Bank has the positive intent and ability to hold them to maturity. Such securities are carried
at amortized cost, less any allowance for impairment plus accrued coupon income. Amortized discounts are
recognized in interest income using the effective interest method over the period to maturity.

Securities available-for-sale - Securities available-for-sale represent debt investments that are intended to
be held for an indefinite period of time. Such securities are initially recorded at cost which approximates the
fair value of the consideration given. Subsequently the securities are measured at fair value, with such re-
measurement included in the profit and loss account, plus accrued coupon income. The Bank uses quoted
market prices to determine the fair value for the Bank's securities available-for-sale. If such quotes do not
exist, management's estimation is used. If the fair value is not determinable, securities that have fixed matu-
rities are stated at amortized cost using the effective interest rate method.

Fixed and intangible assets - Fixed and intangible assets are carried at historical cost less accumulated
depreciation and any accumulated impairment loss. Depreciation on assets under construction ("CIP") and
those not placed in service commences from the date the assets are ready for their intended use. Depreciation
of fixed and intangible assets is designed to write off assets over their useful economic lives and is calculat-
ed on a straight line basis at the following annual prescribed rates:

Buildings and constructions 5%
Furniture & equipment 25%
Computer and communication equipment 25%
Motor vehicles 15%
Intangible assets 10%

The carrying amounts of fixed and intangible assets are reviewed at each balance sheet date to assess
whether they are recorded in excess of their recoverable amounts, and where the carrying values exceed this
estimated recoverable amount, assets are written down to their recoverable amount. An impairment is recog-
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xorclorine daxil edilmisdir. Zararler ugota alindiqdan sonra asas vesaitlorin kdhnelmesi iizre ayirmalar
aktivlerin yeniden baxilmis balans deyerini miieyyenlesdirmak iiciin aktivlerin qaliq deyerini ¢ixmagla
(ogor varsa), golocok dovrlerde diizelisler edilir.

Barpa dayari zorari - Aktivin barpa deyeri onun balans deyerinden az olarsa, aktivin balans deyeri onun
borpa doyerine qoder azaldilir. Dayerin azalmast ile alagadar zerer yarandiqda, bu mableg menfost ve zerer
hesabatinda xorc kimi geyde alinir.

Dévriyyada olan nagd pul - Dovriyyads olan nagd pul, Milli Bank haqqinda Azerbaycan Respub-likasinin
Qanununa ve onun markezi bank kimi funksiyasina uygun olaraq, Bank terofinden buraxilmis banknotlari
vo sikkoleri oks etdirir. Dovriyyede olan banknotlar ve sikksler, Bankin kassalarinda olan banknotlar vo
sikkalor ¢ixilmagla, balans hesabatinda nominal deyerle oks etdirilir.

Vergilor - Fiziki soxslorin golir vergisi (vergi 6doayicisi olaraq) ve sosial vergilor istisna olmagla, Bank
Azarbaycan Respublikasinin ganunvericiliyine asasen biitiin vergilorden azaddir.

Beynoalxalq maliyya taskilatlarindan alinmis kreditlor va BVF qarsisinda ohdaliklor - Beynoalxalq maliyye
toskilatlarindan alinmig kreditler vo BVF qarsisinda 6hdelikler, ¢ekilmis emsliyyat xerclerini ¢ixmaqla,
avvalce alinmig mablagin adalatli doyeri olan maya doyari ile, sonra ise amortizasiya olunmus maya doyeri
ilo ugota alinir. Xalis alinan ve geri qaytarilan moablagler arasindaki forq effektiv golir metoduna asasen borc
miiddati erzinde menfoat vo zarer hesabatinda oks etdirilir.

Ehtiyatlar - Ehtiyatlar asagidaki hallarda ugota alinir: Bank ke¢mis hadiselarin naticesinde cari hiiquqi ve
asaslanmis ohdsliye malik oldugda, 6hdsliyin yerina yetirilmesi ii¢iin iqtisadi semere yaradan ehtiyatlarin
azalma ehtimal1 oldugda ve 6hdelik mablagi etibarli giymatlendirildikdse.

Ehtiyatlar vo BVF qarsisinda 6hdaliklorin yenidon qiymatlondirilmasi iizra ehtiyat - Bankin illik golirinin bir hissesi
Qanuna uygun olaraq nizamnams kapitali ve ehtiyat fondlarina kogiiriiliir. Menfestin fondlara kdgtiriilmeasinden sonra,
yerde qalan hissesi Dovlet bilidcesine kogtiriiliir. Xiisusi Borcalma Hiiquglart ("XBH") ilo ifade edilmis kredit
gahglarindan yaranan mezenna forqleri menfost ve zerer hesabatinda xarici valyutanm yeniden qiymetlondirilmasi
tizre golir vo xarclor kimi oks etdirilir vo nizamnamse kapitali ve ehtiyatlarda deyisiklikler hesabatinda BVF garsisinda
6hdeliklerin yeniden giymetlendirilmesi iizre ehtiyat kimi ayrica gosterilir. Bankin cari il {izre menfestinden Dévlet
biidcesine ayrilan hisse yuxarida gosterilon meblegloeri nozere almagla maliyye hesabatlarinda eks olunur.

Qusamiiddatli investisiya depozitlori - Investisiya depozitlorinin miiddetinin 3 ilden az olmasina
baxmayaraq, onlarin toleb iizre &denildiyi nezere alinaraq, (bir ayliq bildiris vermoekle) bu depozitler
qusamiiddetli depozitlor kimi qeyd olunur. investisiya depozitlorinin deyerinin artmasi yeniden
gqiymatlondirme goliri kimi menfoat vo zorer hesabatinda oks etdirilir.

Taqaiid va digar miiavinat ohdaliklori - Bank Azorbaycan Respublikasinin dovlet teqaiid sisteminden ayri
is¢ilorin emok foaliyyeti dovriinde qazanilan emek haqlarimin muayyen faiz nisbatinde ddemslarini tolob
eden heg bir toqaiid razilasmasina malik deyil: bu xerc miivafiq gelirlorin qazanildigr dévrde ugota alinir.
Bundan basqa, Bankin hesablama metodundan istifadeni telob eden teqaiidden sonraki miiavinatlor: ve ya
diger kompensasiya olunan eshemiyyaetli miiavinatlor1 yoxdur.

Gozlanilmayan hadisalor - Resurslarin axini zamani 6hdsliyin temin edilmasi teleb olunduqda ve daqiq
hesablama aparilacagi yoaqinloesdirildikde, bu kimi 6hdsliklor maliyye hesabatlarinda qeyd olunur. Serti aktiv
maliyye hesabatlarinda taninmir, lakin iqtisadi menfeet alde edildiyi yoqinlesdirildikde, bu serti aktivler
maliyye hesabatlarinda agiqlanirlar.

Goalirin va xarclarin ucotu — Faiz golirlori ve xarclori real golir metodundan istifade edilmeakle hesablama
metoduna asasen ugota alinir. Kreditlorin ddenilmasi 60 giinden cox gecikdirilerse, faiz gslirlorinin ugotu
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nized in the respective period and is included in operating expenses. After the recognition of an impairment
loss the depreciation charge for fixed assets is adjusted in future periods to allocate the assets' revised carry-
ing value, less its residual value (if any), on a systematic basis over its remaining useful life.

Impairment loss - 1f the recoverable amount of an asset is less that its carrying amount, the carrying amount
of the asset is reduced to its recoverable value. The difference being an impairment loss is recognized as an
expense in the profit and loss account for the year in which it arises.

Money issued in circulation - Money issued in circulation represents banknotes and coins issued by the
Bank in accordance with the Law on the National Bank and its function as a central bank. Banknotes and
coins in circulation are recorded in the balance sheet at their nominal value net of banknotes in the Bank's
cash offices.

Taxation - The Bank is exempt from all taxes except for individuals' income (as a tax agent) and social taxes
in accordance with the laws of the Azerbaijan Republic.

Funds borrowed from international financial institutions and liabilities to the IMF - Funds borrowed
from international financial institutions and liabilities to the IMF are recognized initially at cost, being their
issue proceeds (fair value of consideration received) net of transaction costs incurred. Subsequently, they are
stated at amortized cost and any difference between net proceeds and the redemption value is recognized in
the profit and loss account over the period of the borrowings using the effective yield method.

Provisions - Provisions are recognized when the Bank has a present legal or constructive obligation as a
result of past events, and it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation and a reliable estimate of the obligation can be made.

Reserves and revaluation reserve for liabilities to the IMF - The Bank allocates amounts from its annual
profit to its charter fund and reserves in accordance with the Law. Transfers to the Government budget are
made after these allocations. Unrealized revaluation differences arising from the translation of Special
Drawing Rights ("SDR") balances with the IMF into AZM are included in the profit and loss account and are
shown separately in the statement of changes in charter fund and reserves as a revaluation reserve for liabil-
ities to IMF. Amounts to be transferred to the Government budget in respect of the profit of the Bank for the
current year are, therefore, calculated after giving effect to these items in the Bank's financial statements.

Short-term investment deposits - Although the contracted duration of such investment deposits is less than
3 years these deposits are classified as short-term deposits since these are repayable on demand (with one
month notice). An increase in the carrying amount arising from the revaluation of these investments is cred-
ited to the profit and loss account.

Retirement and other benefit obligations - The Bank does not have any pension arrangements separate
from the State pension system of the Azerbaijan Republic, which requires current contributions by the
employer calculated as a percentage of current gross salary payments; such expense is charged in the period
the related salaries are earned. In addition, the Bank has no post-retirement benefits or significant other com-
pensated benefits requiring accrual.

Contingencies - Contingent liabilities are not recognized in the financial statements unless it is probable
that an outflow of resources will be required to settle the obligation and a reliable estimate can be made. A
contingent asset is not recognized in the financial statements but disclosed when an inflow of economic ben-
efits is probable.

Recognition of income and expense - Interest income and expense are recognized on an accrual basis cal-
culated using the effective yield method. The recognition of interest income is suspended when loans become
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dayandirilir. Faiz golirlorine hemginin qiymatli investisiya kagizlar tizre faiz golirleri de daxildir. Miivafiq
amoliyyatlar basa catdirildiqda, komissiya haqlar1 ve diger galirler maliyye hesabatlarinda gelir kimi taninirlar.

Xarici valyuta amaliyyatlar: - Xarici valyuta ilo ifade edilon maliyye aktiv ve ohdeliklori balans tarixine
olan xarici valyutanin roesmi mazennasi ilo Azarbaycan manati ile ifade olunur. Xarici valyuta emeliyyatlari
heyata kecirildiyi gline olan resmi mazeannae ile hesablanmisdir. Bu emaliyyatlardan yaranan galir ve xarcler
monfoat vo zarer hesabatina daxil edilir.

Xarici valyuta mazannalori - Bank ilin sonunda maliyye hesabatlarinin tortib edilmesi {iglin asagidaki
xarici valyuta meazennalorinden istifade etmisdir:

31 dekabr 2003-cii il 31 dekabr 2002-ci il
AZM/USD 4,923 4,893
AZM/EUR 6,195 5,080
AZM/SDR 7,289 6,589
AZM/GBP 8,771 7,837

Maliyya aktiviaorinin va éhdaliklarinin avazlagdirilmasi — Balans hesabatinda maliyye aktivlerinin ve
6hdoliklerinin avezlesdirilmesi ve alinan xalis meblogin hesabatda oks olunmasina yalniz o zaman icaze
verilir ki, ucota alinmis mebloglorin evezlesdirilmesi iiclin hiiquqi @sas ve eyni zamanda aktiv ve 6hdaliyi
xalis moablagds alde etmak ve ya yerina yetirmak niyyati olsun.

Yenidon tasniflagdirma - 31 dekabr 2003-cii il tarixine maliyye hesabatlarina uygunlasdirilmasi ii¢lin 31
dekabr 2002-ci il tarixli maliyye hesabatlarinda miioyyen yeniden tosniflosdirmeler edilmisdir.

4. XALIS FAIZ GOLIRLORI
Xalis faiz golirlori asagidakilardan ibarotdir:

2003 2002
Faiz galirlari
Qeyri-rezident banklarda yerlesdirilmis vesaitler tizre faiz golirlori 47,016 80,859
Qiymeatli investisiya kagizlari lizro faiz golirlori 13,206 7,980
Rezident banklara verilmis kreditloer ve avanslar iizre faiz goalirleri 8,538 6,155
Sair faiz gelirlori 105 =
Comi faiz golirlori
Faiz xarclari
BVF-don alinmis kreditler tizre faiz xarclari
Miistori hesablari tizro faiz xorclori
Sair faiz xarclori
Comi faiz xorclori 16,953 25,742
Kreditlar iizra ehtimal olunan zarar ii¢giin ehtiyatlarin (yaradilmasindan) / 51,912 69,252

barpa olunmasindan avvalki xalis faiz galirlori

<><>



Q{ National Bank's 2003 Year-End Financial Statements }Q

overdue by more then 60 days. Interest income includes also interest income earned on investment securities.
Commissions and other income are credited to income when the related transactions are completed.

Foreign currency translation - Monetary assets and liabilities denominated in foreign currencies are trans-
lated into AZM at the appropriate official rates of exchange ruling at the balance sheet date. Foreign curren-
cy transactions are accounted for at the official exchange rates prevailing at the date of the transaction. Profits
and losses arising from these translations are included in the profit and loss account.

Rates of exchange - The exchange rates at year-end used by the Bank in the preparation of the financial
statements are as follows:

31 December 2003 31 December 2002
AZM/USD 4,923 4,893
AZM/EUR 6,195 5,080
AZM/SDR 7,289 6,589
AZM/GBP 8,771 7,837

Offset of financial assets and liabilities - Financial assets and liabilities are offset and reported net on the
balance sheet when the Bank has a legally enforceable right to set off the recognized amounts and the Bank
intends either to settle on a net basis or to realize the asset and settle the liability simultaneously.

Reclassifications - Certain reclassifications have been made to the financial statement as of 31 December
2002 to conform to the presentation as of 31 December 2003.

4. NET INTEREST INCOME
Net interest income comprises:

2003 2002
Interest income
Interest income on placements with non-resident banks 47,016 80,859
Interest income on investment securities 13,206 7,980
Interest income on loans and advances to resident banks 8,538 6,155
Other interest income 105 =
Total interest income
Interest expense
Interest expense on loans from IMF
Interest expense on customer accounts
Other interest expense
Total interest expense 16,953 25,742
Net interest income before (provision)/recovery of provision for loan 51,912 69,252

losses
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5. ZORORLOR UZRO EHTIiYATLAR

Faiz hesablanan vesaitlar iizro zerorlore qarsi ehtiyat mabloginin deyismasi asagidaki kimi olmusdur:

31 dekabr 2001-ci il 103,580 31,753 135,333
Borpa edilmoe = (14,275) (14,275)
Ovveller silinmis vesaitlorin barpasi (103,580) = (103,580)
31 dekabr 2002-ci il = 17,478 17,478
Ehtiyat 19 1,143 1,162
31 dekabr 2003-cii il 19 18,621 18,640

Aktivler lizre zerorler iiclin ehtiyatin meblogi miivafiq aktivlerin meblaginden ¢ixilir.
6. XIDMOT HAQQI VO KOMIiSSiYA GOLIRLORI / (XORCLORI)

Xidmet haqqi, komissiya golirleri ve komissiya xorclori asagidakilardan ibarotdir:

Xidmat haqq1 vo komissiya galirlori:

Kassa emaliyyatlari 11,115 9,012
Miisteri xidmotlori 4,653 4,497
Coami xidmat haqq1 vo komissiya galirlori 15,768 13,509

Xidmat haqq1 vo komissiya xarclari:

Hesab xidmetleri tizre haqlar 138 192
Miistori xidmetlori 92 80
Comi xidmat haqq1 vo komissiya galirlori 230 272
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5. ALLOWANCE FOR LOSSES

The movements in allowance for losses on interest earning assets were as follows:

31 December 2001 103,580 31,753 135,333
Recovery = (14,275) (14,275)
Recoveries of assets previously written off (103,580) = (103,580)
31 December 2002 - 17,478 17,478
Provision 19 1,143 1,162
31 December 2003 19 18,621 18,640

Allowances for losses on assets are deducted from the related assets.
6. FEES AND COMMISSION INCOME AND EXPENSE

Fees and commission income and expense comprises:

Fees and commission income:

Cash collection 11,115 9,012
Customer services 4,653 4,497
Total fees and commission income 15,768 13,509

Fees and commission expense:

Account maintenance fee 138 192
Customer services 92 80
Total fees and commission expense 230 2707
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7. OMOLIYYAT XORCLORI

Omoliyyat xorclori asagidakilardan ibarotdir:

Koéhnalme xarclori

Isilore sorf olunan xarclor

Pesokar xidmat haqglart

Xeyriye magsadleri li¢iin ayirmalar

Rabite ve informasiya xidmetleri ile bagli xarcler
Amortizasiya xorclori

Tomir ve texniki xidmat xarclori

Ofis lovazimati ve naqliyyat xarclori

Ezamiyyo xorclori

Banknotlarin ve sikkelerin hazirlanmasi ve naqli xarclori
ODV xarcleri ve gomriik riisumlari

Miihafize xerclori

Sair xarclor

Cami amoliyyat xarclori

8. NAGD PUL VO QISAMUDDOTLI VOSAITLOR

2003
19,643
11,383
2,950
2,887
2,618
2,182
1,873
1,253
970
854
819
655
942

49,029

Nagd pul vesaitleri ve qisamiiddetli vesaitler asagidakilardan ibaratdir:

Nagd pul

Qeyri-rezident banklardan alinacaq vesaitlor:
- Miiddatli depozitler
- Overnayt depozitlor
- Nostro hesablar1

Coami nagd pul vo qisamiiddotli vosaitlor

Cixaq: 6dema miiddeti 3 aydan ¢ox olan miiddatli
depozitler

Olave: 6dems miiddsti 3 aydan az olan dovlet
investisiya kagizlari (qeyd 12)

Comi nagd pul vasaitlari vo nagd pul vesaitlorinin
ekvivalentlori

“f

2003

6,940

3,348,480
409,404
76,692
3,841,516

(344,610)

3,496,906

2002
15,821
11,420

1,726
352
2,374
2,240
1,482
1,416
1,025
18,770
387
580
1,582

59,175

2002

16,705

2,412,503
1,002,896
100,798
3,532,902
(97,860)
8,800

3,443,842
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7. OPERATING EXPENSES

Operating expenses comprise:

Depreciation expenses
Staff costs
Professional fees

Sponsorship and charity

Expenses related to communication and information
services

Amortisation expenses
Repair and maintenance expenses
Office supplies and transportation

Business trip expenses

Expenses related to production and transportation of
banknotes and coinsi

VAT expenses and customs duties
Security services
Other expenses

Total operating expenses

8. CASH AND SHORT-TERM FUNDS

Cash and short-term funds comprise:

Cash on hand
Due from non-resident banks:
- Time-deposits
- Overnight deposits
- Nostro accounts
Total cash and short-term funds

Less: time-deposits with maturities longer than 3 months

Add: government securities with maturities of less than
3 months (Note 12)

Total cash and cash equivalents
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3,348,480
409,404
76,692
3,841,516

(344,610)

3,496,906

2002
15,821
11,420

1,726
352
2,374
2,240
1,482
1,416
1,025
18,770
387
580
1,582

59,175

2002

16,705

2,412,503
1,002,896
100,798
3,532,902
(97,860)
8,800

3,443,842



Q\{ Milli Bankin 2003-cii ilin yekunu iizra maliyya hesabatligi

o

Biitiin xarici banklar Moody's, Fitch Ratings ve Standard ve Poor's reyting agentliklerinin miioyyon etdiyi

AA- reytinginden asag1 olmayan reytinqlore malikdirlar.
9. REZIDENT BANKLARA VERILMIS KREDITLOR

Rezident banklara verilmis kreditlor asagidakilardan ibaratdir:

Cari kreditler
Odems miiddati uzadilmis kreditler

Vaxti kegmis kreditlor

Cixaq: rezident banklara verilmis kreditlor iizro ehtiyat

Comi rezident banklara verilmis kreditlor

2003

213,409
9,000
14,173

236,582

(18,621)

217,961

2002

61,690
7,700
17,018
86,408

(17,478)

68,930

31 dekabr 2003-ci il tarixine Bankin nizamname kapitalinin 10%-den artiq hissesinin rezident banka

ayrilmis 97,500 milyon manat meablaginde kredit toskil edir.

31 dekabr 2003-cii il ve 31 dekabr 2002-ci il tarixlerine miivafiq olaraq 14,173 milyon manat vo 17,018
milyon manat mabloglorinde faiz hesablanmayan kreditlor rezident banklara verilmis kreditlordir.

31 dekabr 2003-cii il tarixine Bankin rezident banklara verilmis kreditlorinin 41%-ni teskil eden ve shamiyyatli
comlagma gostoren 97,500 milyon manat mabloginde rezident banka verilmis bir kredit toskil edir.

10. HOKUMOTDON ALINACAQ VOSAITLOR

Hokumsatden alinacaq vesaitlor asagidakilardan ibaretdir:

Azoerbaycan Respublikasinin Biidce kasirini maliyyolosdirmok moagsadilo
verilmis kreditlor (1994-1996-c1 illor)

Nazirliklere verilmis uzunmiiddetli kreditlor

Cixaq: kreditlor {izro ehtimal olunan zorer tigilin ehtiyatlar

Cami hokumoatdoan alinacaq voasaitlar

11. BVF-doki QALIQLAR
BVF-daki qaliglar asagidakilardan ibaratdir:

Kvota (qeyd 22)
XBH-dbs vesaitlor

Cami BVF-dski qahqlar
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2003

65
65

(19)

46

2003

1,093,316

88,461

1,181,777

2002

345,264

345,264

345,264

2002

987,844

4,972

992,816
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All foreign banks carry ratings of not less than the equivalent of AA- rating as defined by Moody's, Fitch
Ratings and Standard and Poor's rating agencies.

9. LOANS TO RESIDENT BANKS

Loans to resident banks comprise:

Current loans 213,409 61,690
Rescheduled loans 9,000 7,700
Overdue loans 14,173 17,018
236,582 86,408
Less: allowance for losses on loans to resident banks (18,621) (17,478)
Total loans to resident banks 217,961 68,930

As of 31 December 2003 the Bank had 1 loan to a resident bank of AZM 97,500 million, which exceeded
10% of the Bank's equity.

As of 31 December 2003 and 2002 included in loans to a resident banks are non-accrual loans amounted to
AZM 14,173 million and AZM 17,018 million, respectively, on which interest was not accrued.

As of 31 December 2003 the Bank had 1 loan to a resident bank of AZM 97,500 million, which represents
a significant concentration forming 41% of the loans to resident banks.

10. DUE FROM GOVERNMENT

Due from Government comprises:

Loans to cover budget deficit of the Azerbaijan Republic (1994-1996) = 345,264
Long-term loans to Ministries 65 =

65 345,264
Less: allowance for loan losses (19) -
Total due from Government 46 345,264

11. BALANCES WITH THE IMF

Balances with the IMF comprise:

Quota (Note 22) 1,093,316 987,844
SDR holdings 88,461 4,972
Total balances with the IMF 1,181,777 992,816
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Beynolxalq Valyuta Fondunun 160.9 milyon mablaginde XBH olan kvotasi Azerbaycan Respublikasinin
izvlik haqqn ifade edir vo bu mebleg ilizre faiz hesablanmir. Heomin meblegin 6denilmesi ti¢iin
Azoarbaycan Respublikasinin hokumeti terefinden buraxilmis ve Bank terefinden BVF-nin xeyrine
saxlanilan giymatli kagizlar 6hdeliklerde gdsterilir (geyd 22).

12. QiYMOTLI INVESTiSiYA KAGIZLARI

Qiymetli investisiya kagizlar1 asagidakilardan ibaratdir:

Satis liglin nezerds tutulan qiymatli kagizlar 284,000 =
Odeme miiddeti tamamlananadek saxlanilan giymatli kagizlar 356,800 373,100
Comi qiymatli investisiya kagizlari 640,800 373,100

Satis li¢lin nozerde tutulan qiymetli kagizlar asagidakilardan ibaratdir:

Satis ii¢iin nazards tutulan borc qiymatli kagizlar
Maliyye Nazirliyinin buraxdigi dovlet istiqrazlar 0.15% 284,000 = =

31 dekabr 2002-ci il tarixine Hokumatden alinacaq 345,200 milyon manat meblaginde vesait miioyyen edilmis
6demo codvele asaslanmir ve bu vesait lizre faizler hesablanmirdi. 22 may 2003-cii il tarixinde Bank resmi
olaraq Azerbaycan Respublikasimin Maliyye Nazirliyi ilo 1994-cii ilden méveud olan hokumetden alinacaq
vasaitlerin uzunmiiddetli dovlet istiqrazlarma gevrilmesi haqqinda miigavile baglamisdir (10 sayli geyde baxin).

Azorbaycan dovlet istigrazlar1 2004-cii ilden etibaron 6denilocek Bank torofinden illik 0.15% faiz deracesi
ilo buraxilmis manat ile ifade edilon qiymetli hokiimeat kagizlaridir. Bu istiqrazlar uzunmiiddetli 6demae
miiddeti ilo Azerbaycan Respublikasinin Maliyye Nazirliyi terefinden tomin edilir.

Biitlin bu giymatli kagizlarin miieyyen edilmis 6dema codveli var ve onlar 2013 - 2023 iller arzinde 10
boeraber hisse ile tam sokilde ddenilecekdir. Bu istiqrazlar tizre faiz her il 6denilmelidir.

31 dekabr 2003-cii ilde hamin istigrazlardan 61,200 milyon manat iimumi moeblagds istiqrazlar Baki Fond
Birjasinda satilmigdir.

31 dekabr 2003-cii il tarixine satig li¢lin nezords tutulan qiymatli kagizlar iizre hesablanmis faiz 327 milyon
manat toskil etmokloe hesablanmis faiz golirlorine daxil edilmisdir.

Odeme miiddeti tamamlananadek saxlanilan qiymetli kagizlar asagidakilardan ibarotdir:

(Odoms miiddati tamamlananadak saxlanilan qiymotli
kagizlar

Maliyye Nazirliyi torefinden buraxilmis dovlet istiqrazlar 7.00% 52,800 7.00% 69,100

Maliyyo Nazirliyi torefinden buraxilmis dovlet istigrazlart  0.15%-0.30% 304,000 0.15%-0.30% 304,000

(Odoma miiddoti tamamlananadak saxlamlan qiymatli 356.800
9

kagizlar 373,100

0@0
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The IMF Quota, in the amount of SDR 160.9 million, represents the membership subscription of the
Azerbaijan Republic and is non-interest bearing. Securities issued by the Government of the Azerbaijan
Republic in settlement of this amount and held by the Bank for the benefit of the IMF are shown as liabili-
ties (Note 22).

12. INVESTMENT SECURITIES

Investment securities comprise:

Securities available-for-sale 284,000 -
Securities held-to-maturity 356,800 373,100
Total investment securities 640,800 373,100

Available-for-sale securities comprise:

Debt securities available-for-sale
Government bonds issued by the Ministry of Finance 0.15% 284,000 = =

The amounts due from Government as of 31 December 2002 AZM 345,200 million were interest free with
no fixed repayment schedule. On 22 May 2003, the Bank formally signed an agreement with the Ministry of
Finance of the Azerbaijan Republic relating to the restructuring of amounts due from Government dating back
to 1994 (see Note 10).

These Azerbaijan Government Bonds are AZM denominated government securities issued to the Bank at
0.15% interest rate per annum, which is payable starting from 2004. These bonds are guaranteed by the
Ministry of Finance of the Azerbaijan Republic with long-term maturity. All these securities have fixed
repayment schedules and will be repaid fully in 10 equal parts between 2013 - 2023.

The interest on these bonds is payable annually.

On 31 December 2003 from the above bonds AZM 61,200 million were sold in Baku Stock Exchange.

As of 31 December 2003 interest accrued on securities available-for-sale was included in accrued interest
income amounting to AZM 327 million.

Held-to-maturity securities comprise:

Securities held-to-maturity

State bonds issued by the Ministry of Finance 7.00% 52,800 7.00% 69,100
State bonds issued by the Ministry of Finance 0.15%-0.30% 304,000 0.15%-0.30% 304,000
Total securities held-to-maturity 356,800 373,100
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31 dekabr 2003-cii il ve 31 dekabr 2002-ci il tarixlerine 6deme miiddeti tamamlananadek saxlanilan
qiymatli kagizlara hesablanmis faiz goelirlorine miivafiq olaraq 11,549 milyon manat ve 4,206 milyon manat
toskil etmakle hesablanmis faiz gslirleri daxil edilmisdir.

31 dekabr 2003-cii il vo 31 dekabr 2002-ci il tarixlorine dovlet istigrazlar1 manat ile ifade edilir. Onlar
Azorbaycan Respublikasimin Maliyye Nazirliyi torofinden buraxilmis asagidaki qiymetli kagizlardir:

- 2000-2002-ci illorde BUSB-nin idare ve filiallarinda giindalik 6denis ve hesablasmalarin aparilmasini
tomin etmok vo likvidliye olan telobatinin tamamile tomin olunmasi maqsadile buraxilmis qiymetli kagizlar
(7% faiz deracesi);

- 2001-ci ildo Agrar-Kredit Sehmdar Cemiyyetinin merkezlosdirilmis kreditlor iizre osas borcun
6denilmasi magsadile buraxilmis qiymatli kagizlar (0.3% faiz deracesi); vo

- 1992-1996-ci illorde dovlet biidcasinin kesirinin baglanilmasi magsedile verilmis kreditlorin avezinde
buraxilmis qiymetli kagizlar (0.15% faiz deracesi).

31 dekabr 2003-cii il tarixine sabit faizli qiymatli kagizlarin qaliglar1 izre 6deme cedvelleri miisyyen
edilmisdir ve hemin cedvale uygun olaraq vesaitler 2023-cii iledek tam ddenilacekdir.

Odome miiddoti 3 aydan az olan 8,800 milyon mebloginde ddvlet istiqrazlart 31 dekabr 2002-ci il tarixine
nagd pul vesaitloerinin hereketi hesabatinda nagd pul vesaitleri ve nagd pul vesaitlarinin ekvivalentlori kimi
ucota alinmigdir.

13. YIGILMIS KOHNOLMONI CIXMAQLA OSAS VOSAITLOR

Kompiiter Ofis mebeli,

Bina vo rabits  avadanhq Na(!liyya.t BCT Comi
avadanhqi va sair petic

Ilkin dayar
31 dekabr 2002-ci il 81,577 15,798 58,991 6,574 3,649 166,589
Olaveler 519 787 667 2 10 1,985
Silinmalor (279) (260) (632) (196) (535) (1,902)
Yeniden qruplasma 3,124 = = = (3,124) =
31 dekabr 2003-cii il 84,941 16,325 59,026 6,380 = 166,672
Yigilmis kohnalma
31 dekabr 2002-ci il 10,211 9,275 47,810 4,428 = 71,724
Illik xerc 4,192 3,136 11,729 577 = 19,634
Silinmaler (55) (192) (547) (196) = (990)
31 dekabr 2003-cii il 14,348 12,219 58,992 4,809 = 90,368
Xalis qaliq doayar
31 dekabr 2003-cii il 70,593 4,106 34 1,571 = 76,304
Xalis qahq dayar
31 dekabr 2002-ci il 71,366 6,523 11,181 2,146 3,649 94,865
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As of 31 December 2003 and 2002 interest accrued on securities held-to-maturity was included in accrued
interest income amounting to AZM 11,549 million and AZM 4,206 million, respectively.

State bonds at 31 December 2003 and 2002 are denominated in AZM. They represent the following invest-
ment securities issued to the Bank by the Ministry of Finance of the Azerbaijan Republic:

- issued with the purpose of assistance to the United Universal Joint-Stock Bank in conducting daily pay-
ments and settlements of its offices and branches and maintaining sufficient liquidity levels during 2000-2002
(7% annual interest rate);

- issued for repayment of debts on centralized loans of Rural Investment Joint Stock Company during 2001
(0.3% annual interest rate); and

- issued to finance the loan previously provided to cover the budget deficits during 1992-1996 (0.15% annu-
al interest rate).

All fixed income securities outstanding as at 31 December 2003 have fixed repayment schedules and will
be repaid fully by 2023.

State bonds in the amount of AZM 8,800 million with the maturity less than 3 months are treated as cash
and cash equivalents for the purposes of the cash flow statement as at 31 December 2002.

13. TANGIBLE FIXED ASSETS LESS ACCUMULATED DEPRECIATION

Computers Furniture
and com- and equip- Motor vehi-

LB munication ment and cles CIp Total
equipment others

At cost
31 December 2002 81,577 15,798 58,991 6,574 3,649 166,589
Additions 519 787 667 2 10 1,985
Disposals (279) (260) (632) (196) (535) (1,902)
Transfers 3,124 = = = (3,124) =
31 December 2003 84,941 16,325 59,026 6,380 = 166,672
Accumulated depreciation
31 December 2002 10,211 9,275 47,810 4,428 = 71,724
Charge for the period 4,192 3,136 11,729 577 - 19,634
Disposals (55) (192) (547) (196) = (990)
31 December 2003 14,348 12,219 58,992 4,809 = 90,368
Net book value
31 December 2003 70,593 4,106 34 1,571 = 76,304
Net book value
31 December 2002 71,366 6,523 11,181 2,146 3,649 94,865
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s A

14. QEYRI-MADDI AKTiVLOR

ilkin doyor

31 dekabr 2002-ci il 21,595
Olavaler 411
31 dekabr 2003-cii il 22,006

Yigilmis kohnalma

31 dekabr 2002-ci il 3,235
Tllik xerc 2,182
31 dekabr 2003-cii il 5,417

Xalis qahq dayar
31 dekabr 2003-cii il 16,589
Xalis qahq dayar

31 dekabr 2002-ci il 18,360

2002-ci ilde Bank 7,330 milyon manat meblaginde yeni program teminatt almigdir.

15. SAIR AKTIVLOR
Sair aktivler asagidakilardan ibaratdir:

Avans 6denislori 1,707 494
Bloklagdirilmis hesablar = 853
Sair aktivler 2,199 742
Comi sair aktivler 3,906 2,089

16. DOVRIYYODO OLAN NAGD PUL

Dovriyyede olan nagd pul 1992-ci ilde milli valyutanin tetbiqi tarixinden baslayaraq dovriyyaye buraxilmis
Azorbaycan Respublikasmin milli valyutasi olan manat meblagini toskil edir.

17. KOMMERSIYA BANKLARININ HESABLARI

Kommersiya banklarinin hesablar1 asagidakilardan ibaratdir:

<><>
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14. INTANGIBLE ASSETS

At cost

31 December 2002 21,595
Additions 411
31 December 2003 22,006

Accumulated depreciation

31 December 2002 3,235
Charge for the period 2,182
31 December 2003 5,417
Net book value

31 December 2003 16,589
Net book value

31 December 2002 18,360

During 2002, the Bank purchased new software products in the amount of AZM 7,330 million.

15. OTHER ASSETS
Other assets comprise:

Prepayments 1,707 494
Restricted cash = 853
Other assets 2,199 742
Total other assets 3,906 2,089

16. MONEY ISSUED IN CIRCULATION

Money issued in circulation represents the amount of national currency of the Azerbaijan Republic, the
Manat, issued into circulation since the introduction of the national currency in 1992.

17. ACCOUNTS OF COMMERCIAL BANKS

Accounts of commercial banks comprise:

o@o
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2003 2002
Miixbir hesablar 119,437 87,374
Milli valyutada macburi ehtiyatlar 49,722 30,058
Xarici valyutada macburi ehtiyatlar 192,829 169,893
Comi kommersiya banklarinin hesablari 361,988 287,325

Macburi ehtiyatlar kommersiya banklarinin Azarbaycan Respublikas1 Milli Bankindaki loro hesablart {izro
bloklagdirilmis meblaglorini oks etdirir. Homin mabloglor banklarn depozit saxlayan miistorilerine qarst
mileyyon ohdsliklerinin 10%-1 kimi hesablanir. Bu meblegler {izre faiz hesablanmur.

18. HOKUMOT HESABLARI

Hokumet hesablari asagidakilardan ibaratdir:

2003 2002
Biidce hesablari 522,207 567,036
Sair teleb edilonadek depozitler 48,667 26,602
Comi hokumat hesablari 570,874 593,638

Biidco hesablar1 dovlat biidce toskilatlarinin hesablarindaki qaliglart gostorir.
19. YENIDON ALINMASINA DAIR MUQAVILOLOR UZRO SATILMIS QIYMOTLI KAGIZLAR

31 dekabr 2003-cii il tarixine yeniden almmasma dair miiqaviloler iizre satilmis qiymetli kagizlar Bankin uzunmiiddetli
hokumet istigrazlarmi 41,100 milyon manat mebleginde yeniden almaq 6hdeliyidir. Bu miigavileler tizre satilmig
giymetli kagizlar satis tigiin nezerde tutulan giymetli investisiya kagizlarma daxil edilmisdir. Bu miigavileler lizre 6dema
miiddeti 2-5 giin arasindadir. Bu giymatli kagizlar {izre nominal deyaerin 4.5%-1 hecminde kupon faizi 6denilir.

20. SAIR DEPOZIT HESABLARI

Sair depozit hesablar1 asagidakilardan ibaratdir:

2003 2002
Dovlet miiessiselorinin ve ictimai toskilatlarin hesablari 67 10,977
Diger maliyye institutlarinin hesablar 53,432 4,282
Beynolxalq maliyyse institutlarinin hesablar1 2,603 1,602
Sair depozit hesablari - 1,428
Coami sair depozit hesablari 56,102 18,289

<><>
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Correspondent accounts 119,437 87,374
Obligatory reserves in national currency 49,722 30,058
Obligatory reserves in foreign currency 192,829 169,893
Total accounts of commercial banks 361,988 287,325

Obligatory reserves represent amounts blocked on loro accounts of commercial banks with the National
Bank of Azerbaijan and are calculated as 10% of their eligible liabilities to deposit holders. These amounts
are non interest-bearing.

18. GOVERNMENT ACCOUNTS

Government accounts comprise:

Budget accounts 522,207 567,036
Other demand deposits 48,667 26,602
Total Government accounts 570,874 593,638

Budget accounts represent amounts due to Government budget organizations.
19. SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE
As of 31 December 2003 securities sold under repurchase agreements are commitments of the Bank to
repurchase long-term government bonds for the amount of AZM 41,100 million. The securities sold under
these agreements are included in available-for-sale investment securities. The maturity of the agreements is
within 2-5 days. A coupon of 4.5% of the nominal value is paid on these securities.

20. OTHER DEPOSIT ACCOUNTS

Other deposit accounts comprise:

Accounts of state-owned and public organizations 67 10,977
Accounts of other financial institutions 53,432 4,282
Accounts of international financial institutions 2,603 1,602
Other - 1,428
Total other deposit accounts 56,102 18,289

<><>
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21. BEYNOLXALQ MALiYYO INSTITUTLARINDAN ALINMIS KREDITLOR

Beynolxalq maliyye insitutlarindan almmus kreditlor "Institusional quruculuga texniki yardim" proqrami
corgivesinde Diinya Bankindan alinmig vesaitlerden ibaretdir. Homin vesaitler tizrs illik faiz deracesi 1%
toskil edir ve onlarin miiddeti 1 iyul 2021-ci il tarixine qodardir.

22. BVF QARSISINDA OHDOLIKLOR
BVF qarsisinda ohdelikler asagidakilardan ibaratdir:

2003 2002
Alinmig kreditlor 1,271,694 1,351,475
Kvota ile alagedar buraxilmis qiymetli kagizlar (qeyd 11) 1,093,316 987,844
BVF-nin hesablar1 3,933 3,926
Coami BVF qarsisinda ohdoaliklar 2,368,943 2,343,245

BVF-dan alimmius kreditlerin ilkin 6deme miiddeti 10 ildir ve illik faiz deracesi 0.5% -2.23% (2002: 0.5%-2.54%)
toskil edir. Kreditlorin ddenilmesi 1999-cu ilde baglamb, 2009-cu ilodek davam edecekdir. Beynolxalq Valyuta
Fondundan almmus biitiin kreditlor XBH ilo ifade edilmisdir. Kreditlor miixtelif miiqavileler, o ciimloden Ehtiyat
Dastoekloma Mexanizmi, Genislondirilmis Fond Mexanizmi, Ovazetma vo Fovgelade Maliyye Mexanizmi, Struktur
Dayisikliklori Mexanizmi vo Yoxsullugun Azaldilmast vo Inkisaf Mexanizmi miiqavilolori osasinda verilmisdir.

23. SAIR OHDOLIKLOR

Sair 6hdslikler asagidakilardan ibaratdir:

2003 2002
Odenilmakde olan mebloglor 609 1,941
Sair 204 911
Comi sair ohdoliklor 813 2,852

24. NIZAMNAMO KAPITALI VO EHTIiYAT FONDLARI

Milli Bank haqqinda Azerbaycan Respublikasinin Qanununa esasen Bankin nizamnamse kapitali ve ehtiyatlar1 har il
Bankin xalis menfoeti hesabma artirila biler. Bankin ehtiyatlarma kégiiriillocok mebloglorin hocmi, her il Bankin idare
Heyati torofinden tosdiq edilir. Artiq qalan mableg Dovlet biidcesine kogiiriiliir. 2003-cii il vo 2002-ci il arzinde Dovlet
biidcasine kdgiiriilon meblegin comi miifaviq olaraq 42,656 milyon manat ve 95,320 milyon manat toskil etmisdir.

25. MALIYYO OHDOLIKLORI VO GOZLONILMOYON HADISOLOR

Bank balansdankenar riske malik maliyye alatlorini aks etdiron miiqavilaler lizre qarsiligh toraf kimi ¢ixi1s
edir. Miixtolif deracali kredit risklorini 6ziinde birlesdiren bu aletloer tlizre qaliglar balansda 6z oksini tapmur.

Kreditin genislondirilmasi {i¢iin sorti 6hdsliklerle, qarsi terafin 6hdeliklerini yerine yetirmadiyi, qoyulmus
girov vo ya qiymatli kagizlarin deyerinin asagi diismesi askar olundugu halda, Bankin maksimum kredit
itkisine meruz qalmasi bu alatlorin miiqavilalorde aks olunmus deyeri ile gosterilir.

Bank balansdankenar 6hdsliklerin idare edilmesine balans iizro emsliyyatlar ticlin istifade etdiyi kredit
nezarati vo idareetma siyasatini totbiq edir.

<><>
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21. FUNDS BORROWED FROM INTERNATIONAL FINANCIAL INSTITUTIONS

Funds borrowed from international financial institutions comprise funds borrowed from the World Bank
under the "Institutional Building Technical Assistance" Program. These bear an annual interest rate of 1% and
mature on 1 July 2021.

22. LIABILITIES TO THE IMF

Liabilities to the IMF comprise:

2003 2002
Loans received 1,271,694 1,351,475
Securities issued in respect of Quota (Note 11) 1,093,316 987,844
Accounts of the IMF 3,933 3,926
Total liabilities to the IMF 2,368,943 2,343,245

Loans received from the IMF are loans with an original maturity of 10 years and bear interest from 0.5% to
2.23% (2002: 0.5% to 2.54%) per annum. The repayment of the loans commenced in 1999. The loans will be
fully repaid by 2009. All loans received from the IMF are denominated in SDR. The loans have been extended
under a number of arrangements, including Stand-by, Extended Fund Facility, Compensatory and Contingency
Financing Facility, Structure Transformation Facility and Poverty Reduction and Growth Facility.

23. OTHER LIABILITIES

Other liabilities comprise:

2003 2002
Amounts in the course of settlement 609 1,941
Other 204 911
Total other liabilities 813 2,852

24. CHARTER FUND AND RESERVES

In accordance with the Law on the National Bank of the Azerbaijan Republic, the Charter and Reserve Funds of the
Bank can be increased each year using the Bank's net profit. These transfer amounts are approved annually by the Board
of Governors of the Bank. Any surplus amounts are transferred to the Government budget. During 2003 and 2002,
transfers made to the Government budget amounted to AZM 42,656 million and AZM 95,320 million, respectively.

25. FINANCIAL COMMITMENTS AND CONTINGENCIES

The Bank is a party to financial instruments with off-balance sheet risk. These instruments, involving vary-
ing degrees of credit risk, are not reflected in the balance sheet.

The Bank's maximum exposure to credit loss under contingent liabilities and commitments to extend cred-
it, in the event of non-performance by the other party where all counterclaims, collateral or security prove
valueless, is represented by the contractual amounts of those instruments.

The Bank uses the same credit control and management policies in undertaking off-balance sheet commit-
ments as it does for on-balance operations.
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Risk iizre 6l¢iilmiis mebleg Bank Nezarati lizro Bazel Komitesinin irali siirdiiyili prinsipler asasinda kredit
konversiya amilleri vo qars1 terefin risk ol¢iilorini totbiq etmoklo alde edilir.

31 dekabr 2002-ci il tarixine olan balansdankenar riske malik alstlerin nominal ve ya miigavile
mobloglerinin risk ol¢iili kredit ekvivalentlori 853 milyon manat olaraq akkreditivler vo diger emaliyyatlara
aid sorti 6hdoliklordon ibaretdir.

Kapital 6hdaliklari - 31 dekabr 2003-cii il tarixine Bankin heg¢ bir shemiyyatli kapital 6hdaliyi olmamisdir.

Imaliyyat lizingi ilo bagl ohdaliklar - 31 dekabr 2003-cii il tarixine Bankin emsliyyat lizinqi ile bagli heg
bir shemiyyaetli 6hdaliyi olmamigsdir.

Vergi qanunvericiliyi - Bankin oldo etdiyi menfoeet vergiye colb edilmir. Bank olave deyer vergisi
odayicisi kimi qeydiyyatdan kegmoamisdir ve hemin vergi ile bagl 6demsler birbasa xerce aid edilir.

Sigorta - 31 dekabr 2003-cii il vo 31 dekabr 2002-ci il tarixlorine Bankin emlaki miivafiq olaraq 179 milyon manat
vo 168 milyon manat deyerinde sigortalanmisdir. Hazirda Bankin sehvler ve ya pozuntulardan ireli gelen hdoeliklere
qarst sigortast yoxdur. Hal-hazirda 6hdeliklers qarsi sigorta, imumiyyetle, Azerbaycanda mévecud deyildir.

Hiiqugqi prosedurlar - Vaxtasir1 olaraq vo fealiyyetinin adi gedisinde Banka qars1 iddialar basqa toroflor
torefinden qaldirilir. Bankin rehberliyi hesab edir ki, he¢ bir ciddi zerer olmayacaqdir ve miivafiq olaraq
hazirki maliyye hesabatlarinda bununla alagader heg bir ehtiyat yaradilmamisdir.

Taqaiidlor va taqaiid planlart - Isgilor Azerbaycan Respublikasmin ganunvericiliyine miivafiq olaraq
Azoarbaycan Respublikasindan teqaiid miiavinatleri alirlar. 31 dekabr 2003-cii ve 2002-ci il tarixlerine qader
Bank 6ziinlin hazirki yaxud sabiq iscileri iigiin heg bir alave teqaiidlers, toqaiide ¢ixdigdan sonraki tibbi
xidmate, sigorta ve ya kompensasiyalara gére masuliyyet dasimamisdir.

26. HOKUMOT iDAROLORI iLO OMOLIYYATLAR

Azoarbaycan Respublikast Milli Banki Maliyye Nazirliyini, Azarbaycan hokumetini ve diger biidce
togkilatlarin1 maliyye ve sair bank xidmetlari ile tomin edir. Markoazi bank funksiyalari ¢er¢ivesinde Bank
homin teskilatlarla alagesiz teraflore toklif edon sortlorden forqli olan emsliyyatlar1 heyata keciro bilor.

31 dekabr 2003-cii il vo 31 dekabr 2002-ci il tarixlorine Azerbaycan hokumsati ve sair dovlet miiessisalori
ilo olan qaliglar asagidaki kimidir:

2003 2002
Kreditlor vo qiymotli kagizlar
Qiymatli investisiya kagizlari 640,800 373,100
Hokumetdon alinacaq vesaitler 46 345,264
Hokumat vo doévlat idaralorinin hesablar:
Hokumat hesablari (570,874) (593,638)
Dovlet ve ictimai teskilatlarin hesablart (67) (10,977)
Mbonfaoatin Dévlat biidcasino kogiiriilmosi
Azoarbaycan Respublikasi Dovlet biidcesine kd¢lirmalar 42,656 95,320
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The risk-weighted amount is obtained by applying credit conversion factors and counterparty risk weight-
ings according to the principles employed by the Basle Committee on Banking Supervision.

As of 31 December 2002, the nominal or contract amounts and the risk weighted credit equivalents of instru-
ments with off-balance sheet risks were represented by letters of credit and other continzgent obligations of
AZM 853 million.

Capital commitments - The Bank had no material commitments for capital expenditures outstanding as of 31
December 2003.

Operating lease commitments - As of 31 December 2003 the Bank had no significant operating lease com-
mitments.

Tax legislation - Profits generated by the Bank are not subject to tax. The Bank is not registered for Value
Added Tax, which is expensed as incurred.

Insurance - During the year ended 31 December 2003 and 2002, the Bank's premises were insured for AZM
179 million and AZM 168 million, respectively. The Bank does not currently hold insurance coverage related to
liabilities arising from errors or omissions. Liability insurance is generally not available in Azerbaijan at present.

Legal proceedings - From time to time and in the normal course of business, claims against the Bank are
received from counterparties. Management is of the opinion that no material unaccrued losses will be incurred
and accordingly no provision has been made in these financial statements.

Pensions and retirement plans - Employees receive pension benefits from the Azerbaijan Republic in
accordance with the laws and regulations of the Azerbaijan Republic. As of 31 December 2003 and 2002, the
Bank was not liable for any supplementary pensions, post-retirement health care, in-surance benefits, or
retirement indemnities to its current or former employees.

26. TRANSACTIONS WITH GOVERNMENT INSTITUTIONS

The National Bank of the Azerbaijan Republic provides financing and other banking services to the Ministry of
Finance, the Government of Azerbaijan, and budget organizations. In fulfilling its role as a central bank, the Bank may
enter into transactions with these organizations which are on terms which differ from those offered to other parties.

The outstanding balances with the Government of Azerbaijan and other state-owned organizations at 31
December 2003 and 2002 are as follows:

2003 2002
Loans and investment securities
Investment securities 640,800 373,100
Due from Government 46 345,264
Accounts of Government and Government Institutions
Government accounts (570,874) (593,638)
Accounts of state-owned and public organizations (67) (10,977)
Profit appropriation to the Government budget
Transfers to the Government budget of the Azerbaijan Republic 42,656 95,320
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Hokumeat idarelari ile teraflerle emsliyyatlardan ireli gelen asagidaki meblagler 31 dekabr 2003-cii il vo
31 dekabr 2002-ci il tarixlorinde biten iller iizre menfost vo zerar hesabatina daxil edilmisdir:

2003 2002
Hokumat hARIbAL) Hokumat LRI
idaralari ilo LA idaralari ilo A ALEL s
amoaliyyatlar izro Gmumi amaliyyatlar UL
vy kateqoriya vy kateqoriya

Qiymatli investisiya kagizlar iizro faiz galirlori
kagizlar
- Hokumet idaralori 13,206 13,206 7,980 7,980

27. MALIYYO ALOTLORININ ODALOTLI DOYORI

Maliyyo alatlorinin bazar deyerlerinin agiqlanmasi 32 sayl "Maliyye aletlori: Malumatin Agiglanmasi vo
Toqdim Edilmesi" ve 39 sayli "Maliyye aletlori: Taninma ve Qiymetlondirilma" Beynolxalq Miihasibat
Standartlarina uygun olaraq hayata kecirilir. Bankin maliyye aletlerinin ekser hissesinin satist iiciin faal
bazarin olmadigma gore, aletlerin edalstli deyerinin miieyyenlesdirilmeasi tgiin cari iqtisadi hallar1 ve
aloatlore tosir edon risklori nozeare almaqla subyektiv bir fikrin ifade edilmasi zoruriyysti vardir. Bundan belo
natice ¢ixarmagq olar ki, toqdim edilmis gostericiler Bank terefinden saxlanilan xiisusi bir maliyye alstinin
agiq bazarda satisindan haqigeten alde edilocok giymatlorini oks etdirmoyo do bilir.

31 dekabr 2003-cii il vo 31 dekabr 2002-ci il tarixlorine Bank asagida qeyd olunmus tisullarin is-tifadesile
har n6v maliyye alatinin barpa deyerini miieyyenlosdirmisdir:

Nagd pul vasaitlori vo nagd pul vasaitlorinin ekvivalentlori - Bu nov qisamiiddetli alstlor ii¢lin ba-lans
doyaeri adaletli deyerin miinasib meblagidir.

Qeyri-rezident banklardan alinacaq vasaitlar - Striiskon faizli depozitlorin adalatli deyeri onlarin balans
doyeridir. 31 dekabr 2003-cti il ve 31 dekabr 2002-ci il tarixlorine sabit faizli depozitlorin tox-mini adaletli
doyerleri analoji kredit riskli maliyye vasitalori ii¢iin qiivveds olan bazar faizi derace-lerinden istifade
etmoklo, diskont edilmis nagd pul vesaitlerinin hareketine ve onlarin yerde qalan 6deme miiddetine
asaslanir ve miivafiq olaraq 3,094,221 milyon manat vo 3,516,197 milyon manat toskil edir.

Rezident banklara verilmis kreditlor - Rezident banklara verilmis kreditlor ve avanslar berpa ehti-yatlar1
cixilmagla gosterilir. Kredit ve avanslarin texmin edilen adaletli deyaeri, proqnozlasdirilan ge-lacek nagd pul
vesaitlerinin diskont edilmis meblagini aks etdirir. Odalstli deyeari miiayyen etmak {i¢iin gézlenilen nagd pul
vosaitlerinin heraketi, cari bazar deracelerinde diskont edilir. 31 dekabr 2003-cii il tarixine rezident banklara
verilmis kreditlorin ve avanslarin toexmin edilon adalstli deyeri i¢iin 9 sayli geyde baxin.

Satig iiciin nazarda tutulan qiymatli kagizlar - Satis iglin nezerds tutulan qiymatli kagizlarin ada-latli deyeri
rohbarliyin ehtimallarina esaslanir. Bu satisi olmayan ve 6deme miiddati toyin edilmis qiymatli kagizlar, barpa
deyeri zererleri lizre ehtiyat ¢ixilmagqla, ilkin deyerle geyd olunur. Bu qiy-metli kagizlarin bazar qiymseti
movceiid olmadigindan ve onlarm adalstli deyerinin teyin edilmesi miimkiin olmadigindan, onlarin adaletli
deyeri bu maliyye hesabatlarinda gosterilmayib. 31 dekabr 2003-cii il ve 31 dekabr 2002-ci il tarixlerine satig
ticiin nazerds tutulan qiymatli kagizlar hagqinda slave malumat ii¢iin 12 sayli geyds bax.

Odomoa miiddatlori tamamlananadok saxlanian qiymotli investisiya kagizlarn - Odeme miiddotlori

tamamlananadek saxlanilan qiymeatli investisiya kagizlari ilkin deyerle ucota alinir ve zerar iizre eh-tiyatlar ¢ixilmagla
miikafatlari ve glizestlerin artimi ve amortizasiyasi tizro deqiqlesdirilir. Bu qiy-metli kagizlarn bazar giymeti
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Included in the profit and loss account for the years ended 31 December 2003 and 2002 are the following
amounts which arose due to transactions with Government institutions:

2003 2002
Transactions Total category Transactions Total category
with as per finan- with as per finan-
Government cial statements Government cial statements
institutions caption institutions caption
Interest income on investment securities
- Government institutions 13,206 13,206 7,980 7,980

27. FAIR VALUE OF FINANCIAL INSTRUMENTS

Estimated fair value disclosures of financial instruments is made in accordance with the requirements of IAS
32 "Financial Instruments: Disclosure and Presentation" and IAS 39 "Financial Instruments: Recognition and
Measurement". Fair value is defined as the amount at which the instrument could be exchanged in a current
transaction between knowledgeable willing parties in an arm's length transaction, other than in forced or liq-
uidation sale. As no readily available market exists for a large part of the Bank's financial instruments, judg-
ment is necessary in arriving at fair value, based on current economic conditions and specific risks attributa-
ble to the instrument. The estimates presented herein are not necessarily indicative of the amounts the Bank
could realize in a market exchange from the sale of its full holdings of a particular instrument.

As of 31 December 2003 and 2002 the following methods and assumptions were used by the Bank to esti-
mate the fair value of each class of financial instrument for which it is practicable to estimate such value:

Cash and cash equivalents - For these short-term instruments the carrying amount is a reasonable estimate
of fair value.

Due from non-resident banks - The fair value of floating rate placements is their carrying amount. As of 31
December 2003 and 2002 the estimated fair values of fixed interest-bearing placements were AZM 3,094,221
million and AZM 3,516,197 million, respectively, and are based on discounted cash flows using prevailing
money market interest rates for instruments with similar credit risk and remaining maturity.

Loans to resident banks - Loans and advances to resident banks are net of provisions for impairment. The
estimated fair value of loans and advances represents the discounted amount of estimated future cash flows
expected to be received. Expected cash flows are discounted at current market rates to determine fair value.
Refer to Note 9 for the estimated fair value of loans to resident banks as of 31 December 2003.

Securities available-for-sale - For these unquoted securities fair value was determined by reference to man-
agement's estimations. These non-marketable securities with fixed maturities are stated at cost, less allowance
for impairment. Since these securities do not have a quoted market price in the market and the fair value of
them can not be reliably measured, the disclosure of their fair values is omitted in these financial statements.
Refer to Note 12 for the additional information about this investment securities available-for-sale as of 31
December 2003 and 2002.

Investment securities held-to-maturity - Securities held-to-maturity are stated at cost and adjusted for

accretion and amortization of premiums and discounts, respectively, less any allowance for impairment.
Since these securities do not have a quoted market price in the market and the fair value of them can not be
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movciid olmadigindan ve onlarin adalstli deyerinin teyin edilmasi miimkiin olmadigimdan, onlarin adalstli deyeri bu
maliyyo hesabatlarmda gosterilmayib. 31 dekabr 2003-cii il ve 31 dekabr 2002-ci il tarixlorine ddomoe miiddatlori
tamamlananadek saxlanilan giymetli investisiya kagizlari haqqinda alave melumat tigiin 12 sayli geyde bax.

Hokumatdan alinacaq vasaitlor - Bank hokumetden alinacaq uzunmiiddatli vesaitlorin adaletli de-yerini
analoji maliyye vasitelori ilo miiqayise edilo bilocek diskont deracelerine osasen miioyyen edir. Eyni
zamanda Bank hokumsat terafinden beynolxalq maliyye toskilatlarindan borc alinmig vesaitlor {izro
uzunmiiddetli faiz deracalerini (hal-hazirda 0.5%) nazere alir (10 sayli qeyd).

Beynoalxalq maliyya taskilatlarindan alnmus kreditlor - Heg bir 6domoe miiddeti gosterilmeyen 6h-dsliklerin
toxmin edilon adaletli deyeri ddenisi teleb oluna bilon mablags beraberdir. Sabit faiz gatiron yerlogdirmalorin toxmini
adalatli deyeri ve agiq bazarda giymaeti miieyyan edilmayen sair borclar eyni 6dems miiddetine malik yeni borclar
ii¢lin totbiq olunan faiz deracelerinden istifade etmoklo diskont edilmis nagd pul vesaitlerinin heroketine asaslanir.

Rohberlik hesab edir ki, 31 dekabr 2003-cii il vo 31 dekabr 2002-ci il tarixlerine bu maliyye vasi-talorinin
balans deyari onlarin adalatli deyerini toxminen oks etdirir.

BVF gqarsisinda 6hdaliklor - Odeme miiddeti toyin edilmemis hdsliklerin texmini adalotli deyeri, onlarimn
toleb olunarken ddenilmali meblagidir. Siirlisken faiz deracesi ile 6hdsliklerin adalatli deyeri onlarin balans
moablagidir. 31 dekabr 2003-cii il vo 31 dekabr 2002-ci il tarixlerine bu siiriiskon faiz deracesi ile vesaitlerin
toxmini adaletli deyeri miivafiq olaraq 1,271,694 milyon manat ve 1,351,475 milyon manat togkil etmisdir.

28. RISKLORIN IDARO EDILMOSI

Risklerin idare edilmasi bank biznesinin asasini toskil etmoakle bank emsliyyatlarinin da miithiim elementi
hesab olunur. ©msliyyatlarin xiisusiyyetlorinden asili olaraq, Bank kredit riski, likvidlik riski ve faiz
deracesinin deyismasi ile bagl risk, xarici valyuta riski kimi risklorle iizlosir.

Bazarlarin idare olunmasi, faiz deracelerinin miisyyen edilmesi, aktiv ve chdeliklerin ugota alin-masi ve
kreditlor iizre ehtimal olunan zorer liglin ehtiyatlarin miloyyon edilmasi ilo bagl Bank reh-berliyinin emeliyyat
gerarlart bazarlarin inkisaf merhslesini, miiayyen maliyye vasiteleri ii¢iin aktiv ve likvid bazarin ve uzunmiiddatli
golir gatiron Azarbaycan Respublikasi dovlet istiqrazlar {izre beynslxalq miqyasda reytingin mévcud olmamasini
nazoro alarag, movcud olan mealumatlarla meh-dudlagir. Bu mehdudiyystlore baxmayaraq, Bankin rehbarliyi
hesab edir ki, o cari hadisaler, todbirler ve mévcud malumatlar hagqinda an yaxsi biliklerine esasen gerarlar gebul
etmisdir. Maliyye vasi-tolerinin adaloatli deyeri hagqinda melumat 27 sayli qgeydde gosterilir.

Bankin aktiv ve ohdsliklerinin strukturu kommersiya iisullar1 ilo deyil, ilk dnce Bankin yerli funk-
siyalarinin xiisusiyysetlori ile miieyyen edilir. Bank davamli sekilde bir sira riskleri idareetmoa vasi-telorinin
komayi ile lzlesdiyi riskleri nizamlayir. Bank terefinden risklerin idare edilmesi daxili qay-dalarla
tonzimlenir ve Bankin Idare Heyati, eloco de toyin edilmis is¢i qruplari terefinden ciddi ne-zaret olunur.
Bankin idare Heyeoti vo miivafiq is¢i qruplar1 Bankin pul, xarici valyuta ve investisiya siyasati ilo bagh
mosalaleri nazerden kegirir vo omoliyyatin hecmi ilizre mehdudiyysetleri, o ciimleden Bankin teref
miigabillerinin qiymatlendirilmasi ii¢lin telebleri miileyyen edir.

Asagida Bankin riskleri idaraetma siyasatinin tesviri verilmisdir.

Likvidlik riski. Likvidlik riski depozitlerin geri gotiiriilmesi ve 6deme miiddeti ¢atan maliyye aletlori ile
olagedar diger maliyye 6hdsliklerini 6demsak ii¢lin vesaitlerin kifayet olub-olmamasi demokdir.

Bank bu riskin idare edilmesinde Bank aktiv/6hdsliklorin idare olunmasi prosesinin hissasi olan miistori vo
bank emaliyyatlari tizre golocokde gozlonilon nagd pul vesaitlerinin hereketinin giindelik monitoringini hoyata
kecirir. Idare Heyati depozitler iizre toloblorin yerina yetirilmasi {igiin mévcud olan 6deme miiddeti basa catan
vosaitlarin ve gozlenilmeyen seviyyalorde depozitlorden vesaitlerin ¢ixarilmasi teleblorinin yerina yetirilmosi
iictin mdévcud olmali banklararasi ve diger borc 6hdeliklerin minimal hadlerini miieyyen edir.

Asagidaki cadval faiz deracesi ve likvidlik riskinin tehlilini balans hesabatinda oks etdirir. Faiz hesablanan
aktiv ve ohdslikler adeten nisbaten qisa 6deme miiddstlerine malikdir ve yalniz 6deme miiddstleri galdikde
faiz deraceleri yeniden qiymetlondirilir.
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reliably measured, the disclosure of their fair values is omitted in these financial statements. Refer to Note
12 for the additional information about this investment securities held-to-maturity as of 31 December 2003
and 2002.

Due from Government - For long-term amounts due from government, the Bank estimates the fair value using
discount rates which it believes are comparable to those of similar instruments, and also takes into account the
long-term interest rates on Government borrowings from international financial institutions, being 0.5% on
current loans (Note 10).

Funds borrowed from international institutions - The estimated fair value of fixed interest bearing place-
ments and other borrowings without a quoted market price is based on discounted cash flows, using interest
rates for new debts with similar remaining maturity.

The Management believes that the carrying amount of these financial instruments as of 31 December 2003
and 2002 approximates their fair value.

Liabilities to the IMF - The estimated fair value of liabilities with no stated maturity is the amount
repayable on demand. The fair value of floating rate liabilities is their carrying amount. As of 31 December
2003 and 2002 the estimated fair values of these floating interest-bearing placements were AZM 1,271,694
million and AZM 1,351,475 million, respectively.

28. RISK MANAGEMENT POLICIES

Management of risk is fundamental to the banking business and is an essential element of the Bank's oper-
ations. The main risks inherent to the Bank's operations are those related to credit exposures, liquidity and
market movements in interest rates and foreign exchange rates.

In taking operating decisions, including managing the financial markets, setting interest rates, and recording
assets and liabilities and estimating provisions, management are constrained by the available data, taking into
account the stage of development of the markets, the absence of an active, liquid market for certain financial
instruments, and no internationally-rated Sovereign Azeri Government bonds with a benchmark long-term
yields. Notwithstanding these restrictions, the management of the Bank consider that they have taken deci-
sions based on their best knowledge of current events, actions and available data. The fair value of financial
instruments is described in Note 27 above.

The structure of the Bank's assets and liabilities is primarily determined by the nature of the Bank's statutory
functions, rather than commercial considerations. The Bank continually manages its exposure to risk, through a
variety of risk management techniques. Risk management of the Bank is regulated by its internal instructions,
and is closely monitored by the Board of Governors as well as designated workgroups of the Bank. The
Board of Governors and related workgroups consider matters related to the monetary, investment and foreign
exchange policy of the Bank, and set limits for volumes of operations, as well as the requirements for assess-
ing counterparties of the Bank.

A description of the Bank's risk management policies follows.

Liquidity risk. Liquidity risk refers to the availability of sufficient funds to meet deposit withdrawals and
other financial commitments associated with financial instruments as they actually fall due.

In order to manage liquidity risk, the Bank performs daily monitoring of future expected cash flows on
banking operations, which is a part of assets/liabilities management process. The Board of Governors sets
limits on the minimum proportion of maturing funds available to meet withdrawals and on the minimum level
on interbank and other borrowing facilities that should be in place to cover withdrawals at unexpected levels
of demand.

The following table presents an analysis of interest rate risk and liquidity risk on balance sheet. Interest
bearing assets and liabilities generally have relatively short maturities and interest rates are repriced only at
maturity.
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AKTIiVLOR
Sabit faiz deracasi ilo

Qisamiiddetli vesaitlor

Rezident banklara verilmis kreditler,
xalis

Hokumetden alinacaq vesaitler, xalis
Qiymeatli investisiya kagizlart

Comi sabit faiz hesablanan aktivler
Siiriiskon faiz daracasi ila
Qisamiiddaetli vesaitlor

BVF-doki qaliglar

Comi faiz hesablanan aktivler

Nagd pul

BVF-daki qaliglar

Faiz hesablanan aktivler tizro
hesablanmis faiz

Osas vosaitler, xalis

Qeyri-maddi aktivler, xalis

Sair aktivler

Coemi faiz hesablanmayan aktivler
COMI AKTIVLOR
OHDOLIKLOR

Sabit faiz daracasi ila

Hokumsat hesablari

Yeniden alinmasina dair miigavileler
iizro satilmis qiymetli kagizlar

Sair depozit hesablar1

Beynoelxalq maliyyae institutlarindan
alinmis kreditlor

Comi sabit faiz hesablanan 6hdeliklor

Talab
edilono-
dok vo 1
aydan az

2,138,102

8,100

2,146,202

740,355

88,461

2,975,018

6,940

36,198

43,138

3,018,156

570,874
41,100

55,326

667,300

1-3 ay 3-6 ay
arzindoa arzinda
611,509 295,380
21,550 38,950
633,059 334,330
633,059 334,330

633,059 334,330
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6-12 ay
arzindoa

49,230

56,309

10,500

116,039

116,039

1,729
1,729

117,768

1 ildon ¢ox

97,500
65
630,300

727,865

727,865

76,304
16,589
2,177

95,070

822,935

19,541

19,541

Gecikdiril 2003 Comi

-mis / milyon
Miiddatsiz  manat
- 3,094,221
(4,448) 217,961
(19) 46
- 640,800
(4,467) 3,953,028
= 740,355
= 88,461
(4,467) 4,781,844
- 6,940

1,093,316 1,093,316

36,198

76,304

16,589

3,906

1,093,316 1,233,253

1,088,849 6,015,097

570,874
- 41,100
- 55,326
- 19,541

- 686,841
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ASSETS

Fixed interest rate bearing
Short-term funds

Loans to resident banks, net
Due from Government, net
Investment securities

Total fixed interest rate bearing assets
Floating interest rate bearing
Short-term funds

Balances with the IMF

Total interest bearing assets
Cash

Balances with the IMF

Accrued interest on interest bearing
assets

Tangible fixed assets, net
Intangible assets, net

Other assets

Total non-interest bearing assets
TOTAL ASSETS
LIABILITIES

Fixed interest rate bearing

Government accounts

Securities sold under agreements to
repurchase

Other deposit accounts

Funds borrowed from international
financial institutions

Total fixed interest rate bearing liabilities

Demand
and up to
1 month

Froml to From3to Fromé6to More than
6 months 12 months

2,138,102 611,509

8,100 21,550

2,146,202 633,059
740,355 =
88,461 =

2,975,018 633,059

6,940 =

36,198 =

43,138 -

3,018,156

570,874 -
41,100 -

55,326 =

667,300 -

3 months

295,380

38,950

334,330

334,330

633,059 334,330

49,230

56,309

10,500

116,039

116,039

1,729

1,729

117,768

1 year

97,500
65
630,300

727,865

727,865

76,304
16,589
2,177

95,070

Overdue / 2003 AZM

No stated  million
maturity Total
= 3,094,221
(4,448) 217,961
(19) 46
- 640,800
(4,467) 3,953,028
- 740,355
= 88,461
(4,467) 4,781,844
- 6,940
1,093,316 1,093,316
= 36,198
= 76,304
= 16,589
= 3,906

1,093,316 1,233,253

822,935 1,088,849 6,015,097

19,541

19,541

570,874
- 41,100
- 55,326
- 19,541

- 686,841
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s A

Siiriiskon faiz daracasi ilo

BVF qarsisinda 6hdslikler 96,093 11,728 207,676 122,237 833,960 = 1,271,694

Comi faiz hesablanan 6hdelikler 763,393 11,728 207,676 122,237 853,501 - 1,958,535

Dévriyyeade olan nagd pul - - - - 2,168,520 2,168,520

Kommersiya banklarinin hesablari 361,988 = = = = = 361,988
Sair depozit hesablari 776 = = = = = 776
Eg;iﬁgﬁ}gl}zrilzéhdalikler lizro 1,811 _ _ _ _ - 1.811
BVF qarsisinda 6hdslikler 3,933 - - - - 1,093,316 1,097,249
Sair 6hdelikler 813 = = = = - 813
Comi faiz hesablanmayan 6hdalikler 369,321 - - - - 3,631,157
COMi OHDOLIKLOR 1,132,714 11,728 207,676 122,237 853,501 3,261,836 5,589,692
Likvidlik boslugu 1,885,442 621,331 126,654 (4,469)  (30,566) (2,172,987) 425,405
Faiz deracesinin hessasliq boslugu 2,211,625 621,331 126,654 (6,198)  (125,636)  (4,467) 2,823,309

Maecmu faiz deracesinin hessasliq
boslugu

Comi aktivlorin faiz nisbati kimi mecmu
faiz deracesinin hessasliq boslugu

2,211,625 2,832,956 2,959,610 2,953,412 2,827,776 2,823,309

36.77%  47.10% 49.20%  49.10% 47.01% 46.94%

AKTIVLOR

Sabit faiz doracosi ilo

Qisamiiddotli vosaitlor 2782247 636,090 97,860 - - - 3,516,197
Rezident banklara verilmis kreditlor, 4,000 4800 14,540 44,190 - 1,400 68,930
e ol - 8,800 - 7500 356800 - 373,100
Comi sabit faiz hesablanan aktivler 2,786,247 649,690 112,400 51,690 356,800 1,400 3,958,227
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Floating interest rate bearing
Liabilities to the IMF 96,093 11,728 207,676 122,237 833,960 = 1,271,694

Total interest bearing liabilities 763,393 11,728 207,676 122,237 853,501 - 1,958,535

Money issued in circulation - - - - 2,168,520 2,168,520

Accounts of commercial banks 361,988 = = = = = 361,988
Other deposit accounts 776 = = = = = 776
ﬁ;ﬁﬁ;ﬁ;ﬂtmm on interest bearing 1.811 _ _ _ _ = 1.811
Liabilities to the IMF 3,933 - - - - 1,093,316 1,097,249
Other liabilities 813 = = = = - 813
Total non-interest bearing liabilities 369,321 - - - - 3,631,157
TOTAL LIABILITIES 1,132,714 11,728 207,676 122,237 853,501 3,261,836 5,589,692
Liquidity gap 1,885,442 621,331 126,654 (4,469)  (30,566) (2,172,987) 425,405
Interest sensitivity gap 2,211,625 621,331 126,654 (6,198)  (125,636)  (4,467) 2,823,309
Cumulative interest sensitivity gap 2,211,625 2,832,956 2,959,610 2,953,412 2,827,776 2,823,309

Cumulative interest sensitivity gap 36.77% 47.10% 49.20% 49.10% 47.01%  46.94%

as a percentage of total

ASSETS

Fixed interest rate bearing

Short-term funds 2,782,247 636,090 97,860 - - - 3,516,197
Loans to resident banks, net 4,000 4,800 14,540 44,190 = 1,400 68,930
Investment securities held-to-maturity = 8,800 = 7,500 356,800 - 373,100

Total fixed interest rate bearing assets 2,786,247 649,690 112,400 51,690 356,800 1,400 3,958,227
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o

Siiriiskon faiz daracasi ilo
BVF-daki qaliglar

Comi faiz hesablanan aktivler

Nagd pul

Hokumetden alinacaq vesaitler, xalis

BVF-doaki qaliglar

Faiz hesablanan aktivler
iizro hesablanmis faiz

Osas vesaitler, xalis

Qeyri-maddi aktivler, xalis

Sair aktivler

Comi faiz hesablanmayan aktivler
COMI AKTIVLOR
OHDOLIKLOR

Sabit faiz daracasi ila

Hokumat hesablari

Sair depozit hesablari

Beynolxalq maliyye institutlarindan
almmus kreditlor

Comi sabit faiz hesablanan 6hdelikler
Siiriiskon faiz daracasi ilo

BVF qarsisinda dhdslikler

Comi faiz hesablanan 6hdaliklor
Dovriyyade olan nagd pul

Kommersiya banklarinin hesablari

Faiz hesablanan 6hdeliklor
iizro hesablanmis faiz

Sair depozit hesablar1

BVF qarsisinda 6hdoliklor

Sair 6hdelikler

Comi faiz hesablanmayan 6hdolikler

COMi OHDOLIKLOR

Toalab
edilona-
dok vo 1
aydan az

4,972
2,791,219

16,705

2,089

38,251

2,829,470

593,638

7,330

600,968

75,942

676,910

287,325
10,548
4,796
3,926
2,852

309,447

986,357

1-3 ay
orzindo

649,690

649,690

411

411

7,709

8,120

8,120

3-6 ay
orzindo

112,400

112,400

100,338

100,338

100,338

6-12 ay
orzindo

51,690

51,690

184,955

184,955

184,955

1 ildan ¢ox

356,800

345,264

94,865

18,360

458,489

815,289

18,120

18,120

982,531

1,000,651

Gecikdiril
-mis /
Miiddotsiz

1,400

987,844

987,844

989,244

1,759,532

987,844

2,747,376

1,000,651 2,747,376

2002 Comi
milyon
manat

4,972
3,963,199
16,705
345,264
987,844
19,457
94,865
18,360
2,089
1,484,584

5,447,783

593,638
7,741
18,120

619,499

1,351,475
3,958,227
1,759,532
287,325
10,548
4,796
991,770
2,852
3,056,823

5,027,797
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P From 1 to From 3 to From 6 to More than TR AU V]

aln i:ll:t:lo 3 months 6 months 12 months 1 year i&:ltl?ti:;l n’}i(l)lti;)ln
Floating interest rate bearing
Balances with the IMF 4972 - - - - - 4,972
Total interest bearing assets 2,791,219 649,690 112,400 51,690 356,800 1,400 3,963,199
Cash 16,705 = = = = = 16,705
Due from Government, net - - - - 345,264 - 345,264
Balances with the IMF = = = = = 987,844 987,844
bAecacrli’izdalSI;t;rsest on interest 19,457 _ _ _ _ _ 19.457
Tangible fixed assets, net = = = = 94,865 = 94,865
Intangible assets, net - - - - 18,360 - 18,360
Other assets 2,089 - - - - - 2,089
Total non-interest bearing assets 38,251 - - - 458,489 987,844 1,484,584
TOTAL ASSETS 2,829,470 649,690 112,400 51,690 815,289 989,244 5,447,783
LIABILITIES
Fixed interest rate bearing
Government accounts 593,638 - - - - - 593,638
Other deposit accounts 7,330 411 - - - - 7,741
P borowedfominensiond L e i
Total fixed interest rate bearing liabilities 600,968 411 - - 18,120 - 619,499
Floating interest rate bearing
Liabilities to the IMF 75,942 7,709 100,338 184,955 982,531 = 1,351,475
Total interest bearing liabilities 676,910 8,120 100,338 184,955 1,000,651 = 3,958,227
Money issued in circulation - - - - - 1,759,532 1,759,532
Accounts of commercial banks 287,325 - - - - - 287,325
Other deposit accounts 10,548 - - - - - 10,548
el s o s e -
Liabilities to the IMF 3,926 = = = = 987,844 991,770
Other liabilities 2,852 = = = = = 2,852
Total non-interest bearing liabilities 309,447 = = = = 2,747,376 3,056,823
TOTAL LIABILITIES 986,357 8,120 100,338 184,955 1,000,651 2,747,376 5,027,797
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Talab
edilona- 1-3 ay 3-6 ay 6-12 ay
dok vo 1 arzinds arzindos arzindoa

Gecikdiril 2002 Comi
1ildon ¢ox -mis/ milyon
Miiddatsiz  manat

aydan az
Likvidlik boslugu 1,843,113 641,570 12,062 (133,265) (185,362) (1,758,132) 419,986
Faiz deracesinin hassasliq boslugu 2,114,309 641,570 12,062 (133,265) (643,851) 1,400 1,992,225

Maocmu faiz deracesinin hassasliq
boslugu

Comi aktivlerin faiz nisboti kimi mecmu
faiz derecesinin hessashq boslugu 38.81%  50.59%  50.81% 48.36% 36.54% 36.57%

2,114,309 2,755,879 2,767,941 2,634,676 1,990,825 1,992,225

Faiz daracasi riski. Faiz deracesi riski faiz deracelerindeki deyisikliklerin maliyye alatlerinin deyerine
tosirinin miimkiinlitylinden gaynaqlanir. Asagidaki cedvel faiz deracesi riskinin tehlilini ve bununla da
Bankin menfest, yaxud da zererinin miimkiin hacmini gosterir. Cari faiz deraceleri maliyye aktivlerinin vo
6hdaliklerinin kateqoriyalar1 ile gosterilmisdir ki, Bank terefinden istifade olunan faiz deracesi siyasetinin
effektivliyini ve faiz deracesinin riskini miieyyen etmak miimkiin olsun. Bankin faiz deracesi siyaseti Bankin
daxili qaydalar1 ile tenzimlenir, onun Idare Heyeti vo olagedar isci qruplar: terefinden tesdiglenir.

2003
ABS dollar1 AVRO XBH Ingilis funt — Azorbaycan

sterlinqi manati
AKTIVLOR
Qisamiiddatli vesaitler 1.04-1.47% 2.11-2.82% = 3.79-3.8% =
Rezident banklara verilmis kreditlor = = = = 2-7%
Qiymaotli investisiya kagizlari:
- satig ticlin nezorde tutulan = = = = 0.15%
- 0deme miiddati tamamlananadek = = = = 0.15-7%
OHDOLIKLOR
Hokumet hesablart = = = = 0.5-1%
Yeniden alinmasia dair miiqavileler _ _ _ _ 4.5%
tizro satilmis qiymetli kagizlar =0
Sair depozit hesablart = = = = 0.5-1%
Beynolxalq maliyye institutlarindan 1% _ _ _ _
almmus kreditlor °
BVF qarsisinda 6hdeliklor = = 0.5-2.23% = =

<><>
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Liquidity gap 1,843,113 641,570 12,062 (133,265) (185,362) (1,758,132) 419,986
Interest sensitivity gap 2,114309 641,570 12,062 (133,265) (643,851) 1,400 1,992,225
Cumulative interest sensitivity gap 2,114,309 2,755,879 2,767,941 2,634,676 1,990,825 1,992,225
Lt iy e el vy s 38.81% 50.59% 50.81% 48.36%  36.54%  36.57%

as a percentage of total assets

Interest rate risk. Interest rate risk arises from the possibility that changes in interest rates will affect the
value of the financial instruments. The following table presents an analysis of interest rate risk and thus the
potential of the Bank for gain or loss. Effective interest rates are presented by categories of financial assets
and liabilities to determine interest rate exposure and effectiveness of the interest rate policy used by the
Bank. The Bank's interest rate policy is regulated by the Bank's internal instructions and approved by the
Board of Governors and related workgroups.

ASSETS
Short-term funds 1.04-1.47% 2.11-2.82% - 3.79-3.8% -
Loans to resident banks = = = = 2-7%

Investment securities:

- available-for-sale = = = = 0.15%
- held-to-maturity = = = = 0.15-7%
LIABILITIES

Government accounts = = = = 0.5-1%
ieggfﬁﬁ :;)éd under agreements _ _ _ _ 4.5%
Other deposit accounts = = = = 0.5-1%

Funds borrowed from international 1%
financial institutions °

Liabilities to the IMF = 0.5-2.23% = =
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2002

ABS dollar1 AVRO XBH Azarbaycan manati
AKTIVLOR
Qisamiiddetli vesaitlor 1.3-4.8% 3.24% = =
Rezident banklara verilmis kreditlor = = = 7%
Qiymeatli investisiya kagizlari:
- 6dome miiddati tamamlananadek = = = 0.15-7%
OHDOLIKLOR
Hokumot hesablari = = = 0.5-1%
Sair depozit hesablar1 = = = 0.5-1%
Beynolxalq maliyys institutlarindan 1% _ _ _
alimmis kreditler
BVF qarsisinda dhdelikler = = 0.5-2.23% =

Bankin kredit miigavilelerinin ve faiz hesablanan sair maliyye aktiv ve 6hdsliklerinin ekseriyyati ya deyisdirile
bilen, ya da kreditorun telebi ilo deyisdirile bilen faiz deracesi haqqnda miiddealara malikdir. Bundan slave,
asagidaki 6deme miiddetinin tohlilinde gosterilonlere asasen Bankin aktiv ve 6hdeliklerinin bir hissesinin 6dema
tarixlori qisamiiddetlidir. Bank 6z faiz deracelerinin seviyyesine nezaret edir vo buna gore do hesab edir ki, o,
faiz deracesi riskine, yaxud da bunun naticesinde nagd pul vesaitlerinin harekati riskine meruz qalmur.

Valyuta mazannasi riski. Valyuta moazennosi riski xarici valyuta mezennasindoki doyisikliklor naticesindo
maliyye alatinin doyerinin doyise bilmasi riski kimi miieyyen olunur. Xarici valyuta mezennasindoaki doyisikliklor
Bankin maliyye durumuna ve nagd pul vesaitlerinin hareketine tosir edir. Idare Heyati valyutalar (esason ABS
dollar1 vo XBH) iizre risk seviyyesine hadlor toyin edir. Bu hadlor hemg¢inin valyuta risklerinin nizamlanmasi tizro
Bankin iimumi strategiyalarma cavab vermolidir vo Investisiya Komitesinin iizvleri her giin bu hadlere riayet
olunmasina nazarat edirlor. Bankin xarici valyuta riskine mearuz qalmasi asagidaki codvelde gosterilir:

2003
Azorbavean ABS dollar1 XBH AVRO Sair Comi
mangtl 1 ABS dollart 1 XBH = 1 AVRO = valyatalar milyon
=4,923 manat1 7,289 manati1 6,195 manati Yy manat

AKTIVLOR
Nagd pul ve qisamiiddatli vesaitler - 2,903,374 - 748,767 189,375 3,841,516
Rezgient ban}dara verilmis 217.961 _ _ _ _ 217.961
kreditler, xalis
Hokl.lmatden.ahnacaq 46 _ _ _ _ 46
vosaitler, xalis
BVF-doki galiqlar - - 1,181,777 - - 1,181,777
Qiymatli investisiya kagizlari 640,800 = = = = 640,800
Hesablanmis faiz galirleri 11,880 2,683 27 15,446 6,162 36,198
Osas vosaitlor, xalis 76,304 - - - - 76,304

<><>
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ASSETS

Short-term funds 1.3-4.8% 3.24% - -

Loans to resident banks - - - 7%

Investment securities:

- held-to-maturity = = = 0.15-7%
LIABILITIES

Government accounts = = = 0.5-1%
Other deposit accounts = = = 0.5-1%
Funds borrowed from international 1% _ _ _

financial institutions

Liabilities to the IMF = = 0.5-2.23% =

The majority of the Bank's loan contracts and other financial assets and liabilities that bear interest are
either variable or contain clauses enabling the interest rate to be changed at the option of the lender.
Additionally, as disclosed in maturity analysis below, the maturity dates applicable to the part of the Bank's
assets and liabilities are relatively short-term. The Bank monitors its interest rate margin and consequently
does not consider itself exposed to significant interest rate risk or consequential cash flow risk.

Currency risk. Currency risk is defined as the risk that the value of a financial instrument will fluctuate due
to changes in foreign exchange rates. The Bank is exposed to effects of fluctuation in the prevailing foreign
currency exchange rates on its financial position and cash flows. The Board of Governors sets limits on the
level of exposure by currencies (primarily US Dollars and SDRs). These limits also comply with the overall
currency risk management strategies, compliance with which is monitored daily by members of the Investment
Committee. The Bank's exposure to foreign currency exchange rate risk is presented in the table below:

ASSETS

Cash and short-term funds - 2,903,374 - 748,767 189,375 3,841,516
Loans to resident banks, net 217,961 - - - - 217,961
Due from Government, net 46 = = = = 46
Balances with the IMF - - 1,181,777 - - 1,181,777
Investment securities 640,800 - - - - 640,800
Accrued interest income 11,880 2,683 27 15,446 6,162 36,198
Tangible fixed assets, net 76,304 - - - = 76,304

o@o
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Qeyri-maddi aktivler, xalis 16,589 - - - - 16,589
Sair aktivler 3,906 = = = = 3,906
COMI AKTIiVLOR 967,486 2,906,057 1,181,804 764,213 195,537 6,015,097
OHDOLIKLOR

Dovriyyade olan nagd pul 2,168,520 - - - - 2,168,520
Kommersiya banklariin hesablari 147,471 214,479 - 36 2 361,988
Hokumat hesablart 419,287 151,583 = = 4 570,874
Sair depozit hesablart 55,326 751 - 25 - 56,102
Hesablanmis faiz xarclari 47 98 1,666 = = 1,811
flfnylrrli;xl;lgdtirtllaaliyya institutlarindan 19,541 N _ _ 19,541
BVF qarsisinda 6hdelikler 1,097,249 - 1,271,694 - - 2,368,943
Sair 6hdelikler 679 134 = = = 813
COMi OHDOLIKLOR 3,929,679 386,586 1,273,360 61 6 5,589,692
ACIQ MOVQE (2,962,193) 2,519,471 (91,556) 764,152 195,531 425,405

AKTIVLOR

Nagd pul ve qisamiiddetli vesaitler 3,041 3,459,604 - 68,023 2,234 3,532,902
Rezident banklara verilmis

kreditler, xalis SeEl . - N - G5
Hokl.lmatdan.almacaq 345264 _ 5 _ _ 345264
vosaitler, xalis

BVF-doaki qaliglar = = 992,816 = = 992,816
Odema mu(.idatlar? Wmaﬁiek 373,100 _ N _ _ 373,100
saxlanilan qiymetli investisiya kagizlart

Hesablanmus faiz golirlori 4,205 15,131 49 72 = 19,457
Osas vosaitlor, xalis 94,865 - - - - 94,865
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L

Intangible assets, net 16,589 - - - - 16,589
Other assets 3,906 - - - = 3,906
TOTAL ASSETS 967,486 2,906,057 1,181,804 764,213 195,537 6,015,097
LIABILITIES

Money issued in circulation 2,168,520 - - - - 2,168,520
Accounts of commercial banks 147,471 214,479 = 36 2 361,988
Government accounts 419,287 151,583 = = 4 570,874
tS:(r::;i]tiZil ::id under agreements 41,100 _ 5 _ 5 41,100
Other deposit accounts 55,326 751 - 25 - 56,102
Accrued interest expense 47 98 1,666 - - 1,811
Posmel T osn - ST
Liabilities to the IMF 1,097,249 = 1,271,694 = = 2,368,943
Other liabilities 679 134 = = = 813
TOTAL LIABILITIES 3,929,679 386,586 1,273,360 61 6 5,589,692
OPEN POSITION (2,962,193) 2,519,471 (91,556) 764,152 195,531 425,405

-

ASSETS

Cash and short-term funds 3,041 3,459,604 = 68,023 2,234 3,532,902
Loans to resident banks, net 68,930 - - - - 68,930
Due from Government, net 345,264 = = = = 345,264
Balances with the IMF - - 992,816 - - 992,816
%ng;ls;mm?ir;; securities held 373,100 _ _ _ _ 373,100
Accrued interest income 4,205 15,131 49 72 = 19,457
Tangible fixed assets, net 94,865 = = = = 94,865

<><>



Q\{ Milli Bankin 2003-cii ilin yekunu tizra maliyya hesabatligi }Q

2002
Azorbaycan 1A£]§ dollan XBH ~ AVRO -~ Sair C:ami
mEnaUE & 4,89% (Ilrcl)alllril;;I 6,;8);]?111111_&1 5}01;8/ igna_tl VLI I;gi(:tl

Qeyri-maddi aktivler, xalis 18,360 - - - - 18,360
Sair aktivler 923 862 - 304 - 2,089
COMI AKTIVLOR 908,688 3,475,597 992,865 68,399 2,234 5,447,783
OHDOLIKLOR
Dovriyyads olan nagd pul 1,759,532 - - - - 1,759,532
Kommersiya banklariin hesablari 109,584 176,960 = 532 249 287,325
Hokumset hesablari 243,954 349,682 - - 2 593,638
Sair depozit hesablart 7,741 5,089 - 5,459 - 18,289
Hesablanmuis faiz xorclori - - 4,796 - - 4,796
aBlfg;:;xlfrlgdrirtlgriyya institutlarindan 18.120 _ _ _ 18.120
BVF qarsisinda dhdeliklor 991,770 = 1,351,475 = = 2,343,245
Sair 6hdsliklor 1,943 904 - 5 - 2,852
COMi OHDOLIKLOR 3,114,524 550,755 1,356,271 5,996 251 5,027,797
ACIQ MOVQE (2,205,836) 2,924,842 (363,406) 62,403 1,983 419,986

Bazar riski. Bazar riski bazar gqiymetlerinin deyismesi naticesinde bu deyisikliklerin konkret giymetli kagizlara ve
ya onlar1 buraxana mexsus amilloerden ve ya bazarda alimb-satilan biitiin qiymetli kagizlara tosir géstoren amillorden
asili olmayaraq, maliyys alatinin deyerinin deyismasi ilo alagedar riskdir. Bank {imumi ve ya har hansi konkret bazar
giymetlerinin deyismasi ile slagedar 6z mehsulunun bazar risklerine meruz galir. Bank bazarm teleblerinde menfi
deyisiklikloerden ireli gelen potensial zererleri vaxtasirt qiymetlondirmekle ve miinasib zererin dayandirilmasi
hadleri, forq ve girov teleblerini miieyyenlesdirmakle ve onlara riayst etmokle bazar riskini idare edir.

Kredit riski. Bank o zaman kredit riskine meruz qalir ki, maliyyo aletine sahib olan bir teraef 6hdsliyi yerino
yetirmir vo naticads bu, diger terefin maliyye itkisine sebab olur.

Bank kontragentler tizre kredit riskini kommersiya banklarini investisiyalagdirma mablegin limit qoymagla
mohdudlasdirir. Bu limit investisiya Komitesi terefinden miieyyen edilorok Idare Heyeti torefinden tesdiq olunur.
Bankin qoyulmus limitler ¢ergivesinde lizlesdiyi faktiki riske giindelik hesabatlar vasitesi ile nezaret edilir.

Kredit vermoa 6hdsliklori, kreditin istifade olunmamis hisselorinin kredit veo ya akkreditivlerinden ibaretdir.
Balansdankenar maliyye alatlorinin kredit riski gars1 torefin miiqavilenin sertlerini yerine yetirmoak iqtidarinda
olmamasi naticesinde itkilorin meydana ¢ixmasi kimi miioyyon olunur. Bank sorti 6hdsliklore balans maliyye
alotlorine totbiq etdiyi eyni kredit siyasetini totbiq edir (kredit mebloginin verilmosi prosedurlari, risklorin idare
edilmasi hadleri vo cari nozaret sisteminin totbiqi). Bank kredit 6hdeliklorinin 6domea miiddati ddvriine
uzunmiiddetli 6hdaliklor iimumilikde qisamiiddatli 6hdsliklore nisbaton daha yiiksek kredit riski dasimnmasi
sebabinden nazaret edir.

<><>
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2002
USD SDR EUR Other AZM
AZM 1 USD= 1 SDR= 1 EUR= . million
AZM 4,893 6,589 AZM 5080 AZM WSS ga)
Intangible assets, net 18,360 - - - - 18,360
Other assets 923 862 = 304 = 2,089
TOTAL ASSETS 908,688 3,475,597 992,865 68,399 2,234 5,447,783
LIABILITIES
Money issued in circulation 1,759,532 - - - - 1,759,532
Accounts of commercial banks 109,584 176,960 - 532 249 287,325
Government accounts 243,954 349,682 - - 2 593,638
Other deposit accounts 7,741 5,089 - 5,459 - 18,289
Accrued interest expense - - 4,796 - - 4,796
ok oot fom el g0 - - s
Liabilities to the IMF 991,770 = 1,351,475 = = 2,343,245
Other liabilities 1,943 904 - 5 - 2,852
TOTAL LIABILITIES 3,114,524 550,755 1,356,271 5,996 251 5,027,797
OPEN POSITION (2,205,836) 2,924,842 (363,406) 62,403 1,983 419,986

Market Risk. Market risk is the risk that the value of a financial instrument will fluctuate as a result of
changes in market prices whether those changes are caused by factors specific to the individual security or its
issuer or factors affecting all securities traded in the market. The Bank is exposed to market risks of its prod-
ucts which are subject to general and specific market fluctuations. The Bank manages market risk through
periodic estimation of potential losses that could arise from adverse changes in market conditions and estab-
lishing and maintaining appropriate stop-loss limits and margin and collateral requirements.

Credit risk. The Bank is exposed to credit risk which is the risk that one party to a financial instrument will
fail to discharge an obligation and cause the other party to incur a financial loss.

The Bank manages its exposure to credit risks by setting limits to amount of credits given to commercial
banks. These limits are set by the Investments Committee and approved by the Board of Governors. The
Bank's actual exposures against limits are monitored by daily reports.

Commitments to extend credit represent unused portions of credit in the form of loans or letters of credit.
The credit risk on off-balance sheet financial instruments is defined as a probability of losses due to the
inability of the counterparty to comply with the contractual terms and conditions. The Bank applies the same
credit policy to the contingent liabilities as it does to the balance sheet financial instruments, i.e. the one based
on the procedures for approving the grant of loans, using limits to mitigate the risk, and current monitoring.
The Bank monitors the term to maturity of credit commitments because longer term commitments generally
have a greater degree of credit risk than shorter-term commitments.
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Cografi tohlil. Bankin aktiv ve 6hdsliklerinin cografi tehlili asagida qeyd olunmusdur:

AKTIVLOR

Nagd pul ve qisamiiddetli vesaitlor

Rezident banklara verilmis
kreditlor, xalis
Hoékumetden aliacaq
vesaitlor, xalis

BVF-daki qaliglar

Qiymetli investisiya kagizlari
Hesablanmus faiz golirlori
Osas veosaitlor, xalis
Qeyri-maddi vesaitler, xalis
Sair aktivler

COMi AKTIVLOR
OHDOLIKLOR

Dévriyyoado olan nagd pul

Kommersiya banklarinin hesablar1

Hokumet hesablari

Yeniden alinmasina dair miigavilaler

iizro satilmis qiymetli kagizlar

Sair depozit hesablart

Hesablanmis faiz xarclori

Beynolxalq maliyye institutlarindan

alinmis kreditlor

BVF qarsisinda 6hdelikler
Sair 6hdelikler
COMi OHDOLIKLOR

ACIQ MOVQE

6,940
217,961

46

640,800
11,880
76,304
16,589

3,906

974,426

2,168,520
361,988
570,874
41,100
53,499

145

813

3,196,939

(2,222,513)

oL}

3,785,310

1,181,777

24,318

4,991,405

2,603
1,666
19,541

2,368,943

2,392,753

2,598,652

49,266

49,266

49,266

3,841,516
217,961
46
1,181,777
640,800
36,198
76,304
16,589
3,906

6,015,097

2,168,520
361,988
570,874

41,100
56,102
1,666
19,541
2,368,943
813
5,589,692

425,405
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Geographical concentration. The geographical concentration of assets and liabilities is set out below:

ASSETS

Cash and short-term funds
Loans to resident banks, net
Due from Government, net
Balances with the IMF
Investment securities

Accrued interest income
Tangible fixed assets, net
Intangible assets, net

Other assets

TOTAL ASSETS
LIABILITIES

Money issued in circulation
Accounts of commercial banks
Government accounts
Securities sold under agreements to repurchase
Other deposit accounts

Accrued interest expense

Funds borrowed from international
financial institutions

Liabilities to the IMF
Other liabilities
TOTAL LIABILITIES

NET POSITION

6,940
217,961

46

640,800
11,880
76,304
16,589

3,906

974,426

2,168,520
361,988
570,874

41,100
53,499

145

813
3,196,939

(2,222,513)

3,785,310

1,181,777

24,318

4,991,405

2,603
1,666
19,541

2,368,943

2,392,753

2,598,652

>

49,266

49,266

49,266

3,841,516
217,961
46
1,181,777
640,800
36,198
76,304
16,589
3,906

6,015,097

2,168,520
361,988
570,874

41,100
56,102
1,666
19,541
2,368,943
813
5,589,692

425,405



Q\){ Milli Bankin 2003-cii ilin yekunu tizra maliyya hesabatligi }Q

s A

AKTIVLOR

Nagd pul ve qisamiiddetli vesaitlor 16,705 3,516,197 3,532,902

Rezident banklara verilmis

kreditlor, xalis 68,930 - 68,930
Hokl.lmatdan.allnacaq 345264 N 345,264
vesaitlor, xalis

BVF-doki qaliglar - 992,816 992,816
Qdama 'n.ludda.tl'arl tanzamlananadak saxlanilan 373,100 N 373,100
qgiymatli investisiya kagizlart

Hesablanmus faiz golirlori 4,205 15,252 19,457
Osas veosaitlor, xalis 94,865 - 94,865
Qeyri-maddi vesaitler, xalis 18,360 - 18,360
Sair aktivler 2,089 - 3,906
COMi AKTIiVLOR 923,518 4,524,265 5,447,783
OHDOLIKLOR

Dovriyyade olan nagd pul 1,759,532 - 1,759,532
Kommersiya banklarinin hesablar1 287,325 = 287,325
Hokumet hesablari 593,638 - 593,638
Sair depozit hesablart 16,687 1,602 18,289
Hesablanmuis faiz xerclori - 4,796 4,796
Beynolxalq mal1yy9 institutlarindan N 18.120 18.120
almmuig kreditler

BVF qarsisinda 6hdelikler - 2,343,245 2,343,245
Sair 6hdeliklor 2,852 - 2,852
COMi OHDOLIKLOR 2,660,034 2,367,763 5,027,797
ACIQ MOVQE (1,736,516) 2,156,502 419,986
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ASSETS

Cash and short-term funds 16,705 3,516,197 3,532,902
Loans to resident banks, net 68,930 - 68,930
Due from Government, net 345,264 - 345,264
Balances with the IMF - 992,816 992.816
Investment securities 373,100 - 373,100
Accrued interest income 4,205 15,252 19,457
Tangible fixed assets, net 94,865 - 94,865
Intangible assets, net 18,360 - 18,360
Other assets 2,089 - 3,906
TOTAL ASSETS 923,518 4,524,265 5,447,783
LIABILITIES

Money issued in circulation 1,759,532 - 1,759,532
Accounts of commercial banks 287,325 - 287,325
Government accounts 593,638 = 593,638
Other deposit accounts 16,687 1,602 18,289
Accrued interest expense - 4,796 4,796
s b fom s —
Liabilities to the IMF = 2,343,245 2,343,245
Other liabilities 2,852 - 2,852
TOTAL LIABILITIES 2,660,034 2,367,763 5,027,797
NET POSITION (1,736,516) 2,156,502 419,986
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10. AZORBAYCAN RESPUBLIKASI MILLI BANKININ
2004-CU IL UCUN PUL-KREDIT SIYASOTININ
BASLICA ISTIQAMOTLORI VO 2005-2006-CI iLLOR
UCUN PRIORITET VOZIFOLORI BARODO BOYANATI

Son on ilde heyata kegirilon ardicil ve radikal
islahatlarin naticesi kimi Azerbaycan Respublikasinda
bazar igtisadiyyatinin asas prinsiplerine cavab veren
yeni iqtisadi sistem formalasmis, uzunmiiddetli
makroiqtisadi sabitlik temin edilmis, yiliksek iqtisadi
arima vo ohemiyyetli sosial teraqqiye nail
olunmusdur.

Ortamiiddetli dovrde 6lkeds iqtisadi inkisafin daha
da siiretlondirilmasi esasinda yoxsullugun azaldilmast,
yeni is yerlorinin agilmasi, geyri-neft sektorunun ve
regionlarin inkisafi, bu esasda shalinin sosial rifahinin
yiiksoldilmasi kimi mithiim sosial-igtisadi vezifeler
hayata kegirilocokdir.

Hokumetin nezerde tutdugu bu strateji inkisaf hadeflori
pul-kredit vo mezenne siyasetinin adekvatligi vo bank-
maliyye sektorunda islahatlarin siiretlondirilmesi, bu
sahade goriilen islerin igtisadi siyasetin diger istiqgamatlori
ilo effekiv alagelondirilmesi ile destoklenacekdir.

2003-cii il pul-kredit siyasatinin asas yekunlari

2003-cii ilin yekunlar1 da bu vezifelerin ugurla
reallasacagia eminlik yaradir. Belo ki, Milli Bank
2003-cii ilde inflyasiyanin asag1 seviyyade saxlanil-
masina, milli valyutanin mezennasinin sabitliyinin
tomin olunmasina, beynelxalq normalara uygun
valyuta ehtiyatlarinin qorunub saxlanilmasina
yonoeldilmis pul-kredit siyaseti yeritmis vo qarsida
goyulan magqsedlers nail olmusdur.

Inflyasiya, mazanna va igtisadi artim. 2003~cii ilin
on bir ayimnda inflyasiya seviyyosi 2% toskil etmis vo
ilin sonuna proqnoz (2,5%) seviyyosinde gozlonilir.
Inflyasiya modeli iizro aparilmis tohlillor gstorir ki,
giymet doyisiminin 52%-1 monetar, 48-i qeyri-
monetar amillorin tosiri ilo bagli olmusdur.

Uzen-tenzimloenen rejimde moezenno siyaseti
davam etmis ve baslica vezife olan milli valyutanin
mozennasinin sabitliyi temin olunmusdur. Manatin
ABS dollarina nisbaten orta illik mezennesi 4911
manat toskil etmis vo comisi 1% deyismisdir.

Manatin mezennasinin movcud dinamikasi onun
xarici ticarotdoe torofdas olan Olkelerin valyutalarma
qars1 olverisli paritetliyini tomin edir. Iqtisadiyyatin osas

makroiqtisadi gostoricisi olan UDM-in 10,9%-lik
artimi bas vermisdir. Bu meyl 2003-cii ilin yekunu iizro
UDM-in artim tempinin nezerde tutulan prognozdan
(9,6%) yiiksok olacagmi demoyo osas verir.

Tadiya balansi. 2003-cii ilin yanvar-sentyabr
aylarmm yekunlar1 tizro olverisli todiye balansi
formalagsmisdir. Olkede iri miqyasl investisiya
layihalorinin reallagdiril-masi ile bagli olaraq istehsal
toyinathh mallarin idxalimm genislonmasi miisahide
olunmusdur ki, bu da miisbet hal olaraq cari emsliyyatlar
hesabmin kesirlo neaticelon-mesini sortlondirmisdir.
Lakin, kaptalin ve maliyyenin horoketi hesabinin
miisbat saldosu neinki cari emsliy-yatlar hesabimin
kosirini iistelomis (1,2 defs), hem do dovletin ehtiyat
aktivlerinin ehamiyyaetli artimini tomin etmisdir.

Istehsal toyinatli idxalin hecmi esasen birbasa xarici
investisiyalar hesabma maliyyslosdirilmisdir. Eyni
zamanda mallarm ixraci 20%-den ¢ox artaraq 1,9 mird
ABS dollarina ¢atmis, evvelki illerde oldugu kimi cari
ildo do ticaret balansinda miisbet saldo yaranmisdir.
Olke igtisadiyyatinin diinya iqtisadiyyatma inteqrasi-
yasmin genislonmasi soraitinde xidmetlorin ixraci
Oten ilin miivafiq dovriine nisbeten 18% artmisdir.

Kapital harokati hesabi iizro miisboat xalis saldo 1,5
mlrd. ABS dollar1 teskil etmis, 6lke iqtisadiyyatina celb
olunmus xarici sermayolerin hacmi kegon ilin miivafiq
dovriine nisbeten 2 dofe artaraq 2,9 milrd ABS
dollarina ¢atmisdir. Calb olunmus xarici sermayalarin
2,6 mlrd. ABS dollar1 birbasa xarici investisiyalarm
payma dismiisdiir ki, bu da iqtisadiyyatin real
sektorunun xarici sermayenin osas resipienti (calb
edici) olmasina delalet edir vo beloliklo do davamli
iqtisadi artim tigiin olverisli sorait yaradir.

Iqtisadiyyatin xarici alome agiqliq derocesi
ylikselmokdos davam etmisdir. Belo ki, emtos veo
xidmetlorin ixracinin UDM-» nisboti 43%-», birbasa
investisiyalarin UDM-do pay1 50%-o ¢atmisdir.

Valyuta ehtiyatlart va valyuta bazari. Slverisli xarici
konyunktura ve tediye balansinin kapitalin hereketi
hesab1 ilizro miisbat saldosunun cari emsliyyatlar
hesabinin kesirini tam Ortmesi seraitinde o6lkenin
strateji xarici valyuta ehtiyatlarinin ehemiyyetli artmasi
miusahide olunmusdur. Hal-hazirda Milli Bankin
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10. MISSION STATEMENT OF THE NATIONAL BANK
OF THE REPUBLIC OF AZERBAIJAN FOR THE YEAR
2004 MONETARY POLICY OBJECTIVES AND 2005-2006
PRIORITY GOALS

Consistent and radical reforms implemented in the
country over the past years have assisted in setting
up a new economic framework in Azerbaijan that
meets the basic requirements of a market-based
economy, laying a solid foundation for long-term
macroeconomic stability and contributed to the high
level economic and significant social growth.

Mid-term social and economic goals include
poverty reduction through a faster economic growth,
enhanced job-making activities, non-oil sector and
regional development and increased social welfare.

These strategic development targets envisaged by
the government will be supported by adequate mon-
etary and exchange rate policies and furtherance of
reforms in the banking and financial sectors, as well
as effective coordination of these activities with
other economic policy objectives.

Principal Outcomes of the Year 2003 Monetary
Policy

The year 2003 overall performance ratio also provides
firm grounds for accomplishment of the above stated
tasks. Thus, National Bank managed to conduct a mon-
etary policy aimed at maintaining low inflation, preserv-
ing the sustainability of the national currency, keeping
foreign reserves in accordance with the best internation-
al practices, and accomplished the tasks set forth in 2003.

Inflation, exchange and the economic growth.
The inflation rate over eleven months of 2003 made
2% and is expected to reach the year-end projection
target (2.5%). Investigations made using an inflation
model suggest that the price changes were affected
by monetary factors to the extent of 52% and by
non-monetary factors to the extent of 48%.

The floating exchange rate policy was continued
and ensured sustainability of the national currency's
rate as was its primary objective. The average annu-
al exchange rate of Manat against US Dollar made
AZMA4911, with a slight change of only 1%.

The current fluctuations of the Manat rate ensure its
favorable parity versus the currencies of its foreign
trade counterpart countries. GDP, the chief macro-

economic indicator of the economy, grew by 10.9%.
This tendency suggests that the GDP growth rate
may be expected to exceed the overall year 2003
forecast rate (9.6%).

Balance of payments. A favorable balance of pay-
ments was formed during the period from January to
September, 2003. Manufacture commodity imports
increased during the year in connection with large
investment projects, thus causing a deficit in the cur-
rent account which represents a positive fact.
However, the positive balance of capital and finance
flow account did not only exceed the current account
deficit (1.2 times) but also gave an impetus to a dra-
matic increase in the government's reserve assets.

The increase in production-oriented imports was
financed mainly from direct foreign investments. On
the other hand, exports of goods increased by over
20% thus reaching the level of USD1.9 billion,
resulting in a positive trade balance as was the case
in the previous years. Exports of services set against
the background of the national economy's integration
into the global economy increased by 18% as
opposed to the same period of the last year.

The capital account had a positive net balance of
USDL.5 billion; foreign investments in the national
economy doubled in relation to the same period of
the last year thus reaching the level of USD2.9 bil-
lion. Direct foreign investment account for USD2.6
billion of the total foreign investments which proves
the real sector to be main recipient of foreign invest-
ments and enables environment for a sustainable
economic growth.

The openness of the economy to the outer world
continued enhancing. Thus, commodity and service
exports made 43% as percentage of the GDP, with
the share of direct investments reaching 50% within
the GDP.

Currency reserves and foreign exchange market.
The country's strategic foreign exchange reserves
increased against the background of favorable mar-
ket conditions and the excess of the capital account's
positive balance over the current account deficit.
Currently, National Bank's total foreign exchange
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mocmu valyuta ehtiyatlart 750 mIn.ABS dollarina
catmisdir. Oton dévr orzinde BVF-nin kreditleri iizro
osas borcun qaytarilmasina ve faiz borclarinin
O0denilmeasine 80 milyon ABS dollarinin istifade
edilmeasine ve Baki-Tiflis-Ceyhan neft kemarinin
tikintisi ilo olagedar Ddvlet Neft Fonduna 65,4 min.
ABS dollar1 mablaginda vesaitin kogiiriilmasine
baxmayaraq Milli Bankin serencaminda olan resmi
valyuta ehtiyatlarinin hacmi 6ten ilin miivafiq dovrii ile
miiqayisade 70 mIn. ABS dollar1 artmisdir.

flin sonuna ehtiyatlarn 760 min. ABS dollarmi
Otocayi, strateji valyuta ehtiyatlarinin ise 1,5 mlrd.
ABS dollarindan ¢ox olacagi gozlenilir ki, bu da neft
sektoru cixilmagla mal ve xidmetlerin 9 ayliq
idxalina kifayetdir.

Dovr erzinde daxili valyuta bazarimin hacmi 41%
arataraq 3,1 mlrd. ABS dollarina ¢atmisdir. Valyuta
bazarinin 6zinii tenzimleme rejiminde isleyen
seqmentlori daha da feallasmis, o ciimleden valyuta
omaliyyatlarinin avtomatik heyata kegirilmasine
imkan veron Birja Elektron Sisteminde Ticaratin
(BEST) hacmi genislonmisdir. Milli Bankin tetbiq
etdiyi yeni maliyye alatlori bu seqmentin inkisafina
alave stimul vermisdir. Bels ki, cari ilden baslayaraq
Milli Bank terefinden middatli valyuta emsaliy-
yatlarinin aparilmasina baslanmigdir.

Milli Bankin valyuta bazarinda istiraki alisyonlii
olmusdur ki, (90 mIn.ABS dollarinadek) bu da milli
valyutanin mezennasinin revalvasiyasinin qarsisinin
alinmasmi ve "holland sindromu" tehliikesine yol
verilmomasini tomin etmisgdir.

Pul taklifi va faiz daracalari. Iqtisadiyyatmn telebatina
adekvat olaraq manatla genis pul kiitlesi (M-2) 6ten ilin
miivafiq dovri ile miigayisede bu ilin on bir ayinda
28.9% artmigdir. Pul kiitlesinin artmasi ilk névbede
pula olan tolebin amillerinin foallagmasi ile alagedardir.
Belo ki, pula telebin osas amili olan UDM-in artimu,
xiisusuilo orta ayliq real emoek hagqqmin o6ten ilin
miivafiq dovriine nisbaten 19,1% yiikselmesi pul
toklifinin genislonmesinde esas rol oynamisdir. Pula
tolebin iqtisadi artim ile sertlenan yiikselisi pulun
dovretmo siirotinin do yaxsilasmasi ilo miisahide
olunmusdur. Bu soraitde ilin sonuna pul kiitlesinin
25%-den ¢ox artaraq 2.5 trln. manati 6teceyi gozlenilir.

Pul kiitlesinin strukturu da yaxsilasmaqda davam
etmis, 6ten ilin miivafiq dovrii ile miiqayisede geyri-
nagd pul kiitlesi 33.3% artmigdir. Qeyri-nagd pul
kiitlasinin ehemiyyetli artimi banklarin pulu yaratmaq
gabiliyysetini xarakterizo eden pul multiplikatorunun
daha da yaxsilasmasini sertlondirmisdir.

Depozitlor vo kreditlor lizre faiz dereceslerinde,
habelo dovlet qisamiiddatli istiqraz veregelerinin
qiymetlerinde nezere carpacaq seviyyade asagi
diisme meyli miisahide edilmisdir. Bu, son zamanlar
pul siyasetinin daha da feallagmasi, pul teklifinin
artmasi vo bunun naticesinde yeridilen pul siyase-
tinin iqtisadiyyata, xiisusen maliyye bazarlarina
pozitiv transmissiyasinin (6tlirilmasinin) giiclon-
mosi ile alagedardir.

Pul-kredit siyasati alatlori vo monetar idaraetma.
Milli Bank 2003-cii il tgiin nezerde tutdugu
hadeflare kredit harraclarinda, qiymatli kagizlar ve
valyuta bazarinda istirak etmek, habelo macburi
ehtiyat normalarint tenzimlemak yolu ile nail
olmusdur.

Milli Bank banklarin yeniden maliyyslesdirilmasi
mexanizmini daha da tekmillesdirmisdir. Diinyanin
aparict morkezi banklarinda tetbiq olunan miiasir
yenidenmaliyyslosma alstlerinin tetbiginin genis-
lonmesi do davam etmisdir. Banklara lombard ve
overnayt kreditlorinin verilmeasine baglanilmigdir. D6vr
orzinde moarkezlosdirilmis kreditlor tizro ticot deracesi
deyismemis ve 7% toskil etmisdir. Qeyd edek ki, bu
MDB mekaninda an asagi ticot deracelerinden biridir.

Hesabat dovrii erzinde mecburi ehtiyat normalart
qisamiiddetli depozitler tizre 10%, uzunmiiddetli
depozitler tizre ise sifir saviyyasinde olmusdur. Tahlillor
gostorir ki, uzunmiiddetli depozitler {izre macburi ehtiyat
normalarinin sifir seviyyesine endirilmeasine dair qerar
goebul edildikden sonra 6ten dovr erzinde uzunmiiddetli
depozitlerin artim tempi daha da siiretlonmisdir. Belo ki,
on bir ayin yekunu iizre Oten ilin eyni dovri ile
miiqayisede qisamiiddatli emansatler 2,4% artdig: halda,
uzunmiiddetli emansatler 3,4 defo artmisdir.

2003-cii ilin oten dovrinde deo aciq bazar
amoliyyatlarinin pul siyasetinin baslica alatine ¢ev-
rilmasi strategiyasinin reallagdirilmasi ¢ercivesinda
islor davam etdirilmisdir. Milli Bank terafinden
bank sisteminin likvidliyinden asili olarag REPO ve
Oks/REPO amesliyyatlart aparilmisdir.

Pul-kredit siyaseti qarsisinda qoyulan vezifolere nail
olmagq ti¢lin hesabat dovriinde monetar idaroetmenin
institusional inkisafi da diqget merkezinde saxlanil-
misdir. Monetar idareetmea mexanizminin ¢ox shamiy-
yotli elementlorinden biri olan tedqiqat bazasmin de-
rinlegdirilmasi istigamatinds bir ¢ox isler gorilmiisdiir.
ovveller qurulmus makromodellorin praktiki totbiqi
ile yanasi yeni modeller do qurulmusdur. Diinya iqtisa-
diyyatmin globallagmasi seraitinde beynalxalq bazar-
larda bas veran proseslorin, eloca do diinya iqgtisadiy-
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reserves constitute USD750 million. Although
USDS80 million were used to make principal and
interest payments for the IMF loans and a transfer of
USD65.4 million was made to the State Oil Fund in
the context of the Baku-Tbilisi-Ceyhan oil pipeline
construction in the past period, the National Bank's
foreign exchange reserves still went up by USD70
million as compared to the same period of the last
year.

The reserves are expected to exceed USD760 mil-
lion and the strategic foreign exchange reserves are
expected to go over USD1.5 billion by the end of the
year which will be sufficient for 9 months of com-
modity and service imports excluding the oil sector.

The domestic currency market turnover increased
by 41% during the period thus reaching the level of
USD3.1 billion. Self-regulated segments of the cur-
rency market became more active; the turnover of
the Stock Exchange Electronic System Trade
(BEST) that allows for automated conduct of foreign
exchange transactions also increased. New financial
instruments introduced by the National Bank also
gave an impetus to the development of this segment.
Thus, the National Bank introduced term currency
transactions in the current year.

National Bank's intervention to the currency market
was purchase-oriented (up to USD90 million) with
an aim to prevent revaluation of the national curren-
cy's exchange rate and the Dutch disease.

Money supply and interest rates. Adequate relative
to the economy's demand the Manat monetary base
(M-2) increased by 28.9% during the first ten
months of the year as compared to the same period of
the previous year. The growth of the monetary base
was mainly caused by the revival of factors that
affect the money demand. Thus, the GDP growth
that represent the primary factors affecting the
money demand, and in particular the 19.1% increase
of the average monthly real salary against the level
of the same period in the last year played the chief
role in enhancing the money supply. The increase in
money demand caused by the economic growth was
accompanied with a faster pace of cash circulation.
Given all these factors, the monetary base is expect-
ed to grow by over 25% and make AZM2.5 trillion
by the end of the year.

The structure of the monetary base also improved;
the non-cash monetary base increased by 33.3% as
compared to the same period of the last year. This
significant growth of the non-cash monetary base

contributed to the improvements in the money mul-
tiplier which characterizes the banks' ability to gen-
erate money.

Interest rate on deposits and loans, as well as the
prices of the government short-term securities
decreased dramatically. This relates to the recent
rescucitation of the monetary policy, increase in the
money supply and the stronger transmission of the
monetary policy to the economy, especially the
financial markets.

Monetary policy instruments and monetary man-
agement. National Bank accomplished its objectives
for 2003 through participation in credit auctions,
securities and currency markets, as well as through
regulation of reserve requirements.

National Bank's mechanism for refinancing banks
was further improved. It also continued introducing
the modern refinancing tools used by the world's
leading central banks. Lombard and overnight cred-
it facilities were introduced for banks. The discount
rate for centralized credits was revised to 7%. It
should be noted that this rate is among the lowest in
the CIS.

The reserve requirements for short-term deposits
were 10% and 0% for long-term deposits during the
reported period. An analysis suggests that the nulli-
fication of the reserve requirements with respect to
long-term deposits was followed by a faster pace of
long-term deposit growth over the time period
elapsed after the relevant decision had been made to
this effect. Thus, long-term deposits grew by 3.2
times while short-term deposits increased by 2.4% in
the eleven months as compared to the same period of
the previous year.

Continued in 2003 were the actions aimed at imple-
menting the strategy of transforming the open mar-
ket transactions into an effective monetary policy
tool. REPO and ex-REPO transactions had been
carried out during the year depending on the liquid-
ity needs of banks.

An emphasis was placed on developing the institu-
tional capacity of the monetary management frame-
work during the reported period with an aim to
ensure successful implementation of the monetary
policy objectives. A range of actions had been taken
to help strengthen the research base that represents a
crucial element of the monetary management sys-
tem. New models were designed and introduced in
addition to the already existing macromodels. The
system of research and monitoring of the interna-
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yatinin inkisaf meyllorinin todqiqi ve monitoringi
sistemi tokmillogdirilmisdir.

2004-cii il iiciin pul-Kkredit siyasatinin asas
moaqsad vo hadoaflari, 2005-2006-c1 illor iiciin
prioritet vozifalor

Azarbaycan Respublikasimin Milli Banki 2004-cii ilda

do makroigtisadi sabitliyin qorunub saxlanilmasina,
davaml iqgtisadi artima va yoxsullugun azalmasina
dastok veran pul-kredit vo mazonna siyasati yerido-
cokdir.Neft golirlorinin artmast soraitindo Milli Bank
olkada makroigtisadi koordinasiya mexanizminin daha
da giiclondirilmasi magsadilo pul-kredit siyasatinin
iqtisadi siyasatin digor istigamatlori ilo daha six
uzlagmasmna digqati artiracaqdir.

Inflyasiya. 2004-cii ilde inflyasiya tempinin 2,5%
soviyyoasindo saxlanilmasi nezerde tutulur. 2-3%-lik
illik inflyasiya seviyyeasi 2005-2006-c1 illorde garsida
duran ortamiiddotli hodofdir ki, bu da uzunmiiddetli
makroiqtisadi sabitliyin miihiim meyaridir. Bu dévrde
Milli Bank xiisusi olaraq geyri-monetar amillori nezere
almayan "xalis inflyasiya" gostericisi lizerinde monetar
nazarati giiclondiracekdir ki, bu da bilavasite pul-kredit
siyasetinin tosiri altinda olan inflyasiya amillerini daha
operativ vo daqiq tenzimlomaya imkan veracakdir.

Pul wklifi va faiz daracalori. 2004-cii ilde Milli
Bankin yeridecoyi pul-kredit siyasotinin @sas monetar
hadoefini iqtisadityyatin monetizasiyasinin daha da
artirilmast togkil edocekdir. Milli Bank makroiqtisadi
sferada, o climleden valyuta bazarinda bas veracek
proseslorin coxvariantli inkisaf ssenarilerini tortib
edorok pul kiitlesine tesir ede bilocek biitiin potensial
monetar vo geyri-monetar amillori qruplasdirmis ve bu
osasda 2004-cii il iiglin pul toklifinin prognozlarmi
islomisdir. Prognozlar gosterir ki, optimal halda 2004-cii
ilde pul kiitlesinin 28%-o qoder (elave 1) artmasi
potensiali movcuddur ki, bu da iqtisadiyyatin
monetizasiyasinin yaxsilasmasit baximindan slverisli
parametrdir. Bununla belo Milii Bank baglica olaraq
inflyasiya iizre hadoefi diqget merkezinde saxlayacaqdir.

2005-2006-c1 illorde oOlkenin valyuta golirlerinin
koskin artacagi prognozlart pul kiitlesinin ehemiy-
yotli genislonmasine osas yaradir. Bels ki, bu dovrde
M2 pul agreqatmin illik arttmmnin 29-33%, M3 pul
aqreqatmin illik artimmin ise 25-30% diapazonunda
formalasacagi gozlenilir. Qeyd olunmalidir ki,
xtisusile 2006-c1 ilde pul toklifinin avvelki illore
nisbaton daha yiiksek artim tempinin gdzlonmasi
2005-ci ilden etibaren emanatlorin sigortalanmasi
mexanizminin ige diigmesi ile bagli bank sistemine

inamin eshemiyyatli artacagi ve neaticeds onun depozit
bazasinin keskin genislacayi prognozlarina asaslanir.

Ortamiiddetli prognozlar gosterir ki, bu doévrde
comi depozit bazasmin illik artim tempi 29-34%
soviyyesinde olacaqdir. Prognozlara oasasen ilk
novbade milli vayutada depozit bazasinin keskin
artmast gozlenilir ki, mehz buna gore de M2 pul
agreqatinin arttminin M3 pul aqreqatinin artim
tempino nisboten daha yiiksok olacagi ehtimal edilir.
Bu dovrde pulun ddvretme siiretinin orta illik
gostaricisinin M2 aqreqati ilizro az1 10-12%, M3
aqreqati iizre ise 5-6% yaxsilasacagi gozlenilir.

2004-2006-c1 illorde manatla genis pul kiitlesinin
2,2 defaden cox artaraq 5,5 trln. manata gatacagi ve
bu esasda iqtisadiyyatin monetizasiyasinin 1,4
defoyadak yaxsilasacagi gozlenilir.

Monetar ekspansiya seraitinde zoruri hallarda pul
toklifinin gevik sterelizasiya olunmasi nazerde tutulur. Bu
vozifo eyni zamanda pul siyaseti ilo fiskal siyasetin
effektiv uzlasdirilmasi ile destoklenacekdir. Milli Bank
pul toklifi parametrlorinin formalasa bilecak biitiin hallart
lizro inkisaf ssenarileri iglomis ve miimkiin sterilizasiya
variantlarini prognozlasdirmigdir ki, bu da pul kiitlesinin
adekvat seviyyesini tomin etmoyo imkan yaradir.

Maliyyo bazarlarinda faiz deracelorinin agsag1 diismesi
meyllerini, inflyasiyanin minimal seviyyade olmasini,
pul toklifinin genislonmeasi veo iqtisadi artim
proseslarinde monetar amillorin gliclonmasi zeruratini
nazere alaraq Milli Bank 2004-cii ilds ugot deracesinin
asag1 salinmasi imkanlarini nezerden kegirocokdir.

Pul bazarinda faiz deracealerinin asagi salinmasinin
tosviq edilmesi iqtisadi artimin siiretlonmesinde
kredit qoyuluslarinin rolunun artmasma daha
olverisli sorait yaradacaqdir.

Tadiya balansi. 2004-cii ilde do todiye balansinin
sabit olacagi ve kapitalin hereketi hesabinin miisbat
saldosunun cari emoeliyyatlar hesabi iizro kesiri tam
Ortaceyi proqnozlasdirilir. Bu tediyye balansinin
biitiin maddsleri tizre xarici valyuta ddenislerini tam
ortmoaklo yanasi, hom de dovletin xarici ehtiyat
aktivlerinin shehmiyyaetli artimimi sertlondiracakdir.

2004-cii ilde 6lkeye macmu xarici kapital axininin
UDM-in 71%-ni toskil edecayi gdzlenilir ki, bu da
milli iqtisadiyyatin qlobal iqtisadiyyata aciqliq
deracesinin xeyli artmasmi gostorir. Xarici kapital
axinlarinin stiroetlonmosi osas etibarilo birbasa xarici
investisiyalar hesabina bas veracokdir ki, bunun da
hacmi 4,4 mlrd ABS dollarina ¢atmasi gozlenilir.

Bu parametrlor 6lkonin xarici valyutaya olan toloe-
batinin tam 6denilmasine ve strateji valyuta ehtiya-
tlarinin artmasina olverisli sorait yaradacaqdir.

<><>
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tional market processes and the worldwide econom-
ic development trends was further improved.

Monetary Policy Targets for 2004, Priorities
for 2005-2006

National Bank of Azerbaijan will continue imple-
menting the monetary and exchange rate policies
aimed at maintaining the macroeconomic stability,
ensuring a sustainable economic growth and reduc-
ing poverty in 2004. With the oil revenues increas-
ing, National Bank will focus more on fitting the
monetary policy in the overall economic policy
framework with an aim to further strengthen the
country's macroeconomic coordination tools.

Inflation. Inflation rate is expected to remain at
2.5% in 2004. An annual inflation rate of 2-3% is a
mid-term target for years 2005-2006 which repre-
sents an important criterion of long-term macroeco-
nomic stability. During this period the National
Bank will specifically strengthen the monetary con-
trol of the "net inflation" indicator that does not con-
sider non-monetary factors which in turn will allow
for more regulating more efficiently and accurately
those inflation factors that are not directly affected
by the monetary policy.

Money supply and interest rates. The chief mone-
tary target of the National Bank's year 2004 mone-
tary policy will be to increase the level of the econ-
omy's monetization. The National Bank has devel-
oped multi-optional development scenarios for the
macroeconomic sector, including the currency mar-
ket processes, grouped all potential monetary and
non-monetary factors that may affect the monetary
base and has made projections of the money supply
for 2004 on this basis. The projections suggest that
the money supply may increase to 28% in 2004
(Annex 1) which represents a favorable indicator
from the standpoint of monetization improvement of
the economy. Yet the National Bank will still focus
on the inflation target primarily.

Forecasts of dramatic currency revenue increases in
2005-2006 will lay grounds for money supply growth.
Thus, the annual growth rate of M2 monetary aggregate
is expected to range between 29-33% and the annual
growth rate of M3 monetary aggregate is expected to
vary somewhere between 25 to 30% during that period.
It should be noted that the expectation of year 2006
money supply growth rate to be higher than in the pre-
vious years is based on the projected increase of public

confidence in the banking system and a consequent
deposit base growth as a result of the introduction of the
individual deposit insurance scheme in 2005.

Mid-term projections suggest that the annual
deposit base growth rate would be 29-34% in that
period. The national currency-denominated deposit
base is expected to increase dramatically first, there-
fore M2 monetary aggregate will grow faster than
M3 monetary aggregate according to the projections.
The circulation speed of M2 aggregate is expected to
grow by at least 10-12% and M3 by about 5-6%
during that period.

The Manat broad money is expected to grow by
over 2.2 times thus reaching the level of AZMS.5
trillion in 2004-2006 which will increase the mone-
tization level up to 1.4 times.

Money supply will be effectively sterilized when
needed in event of monetary expansion. This task
will also be supported by effective coordination of
the monetary and fiscal policies. National Bank has
designed development scenarios for all possible
money supply changes and has projected the possi-
ble sterilization options which will allow for ensur-
ing an adequate level of the monetary base.

Considering the necessity to enhance the tole of
monetary factors in strengthening the downward
trends of financial market's interest rayes, minimum
level inflation, money supply growth and economic
growth, the National Bank will consider reducing the
discount rate in 2004.

The drop-down of interest rates at the money mar-
kets will enable environment for enhancing the role
of lending in fostering the economic growth.

Balance of payments. The balance of payment is
expected to remain stable in 2004 too, with the posi-
tive balance of the capital account fully covering the
current account deficit. Hence, in addition to full cov-
erage of foreign currency payments under all items of
the balance of payments, this will also facilitate a sig-
nificant growth of the country's foreign reserves.

The total foreign capital inflow in the country in
2004 is expected to constitute 71% of the GDP
which indicates a dramatic improvement in the
national economy's exposure to the global economy.
Foreign capital inflow increase will be driven prima-
rily by direct foreign investments which are expect-
ed to reach the level of USD4.4 billion.

These ratios will allow for meeting the country's
foreign exchange demand and increasing the strate-
gic currency reserves.
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Moazonna siyasati va valyuta ehtiyatlari. 2004-cii ildo
mozonnd siyasoti lizen-tonzimlonan rejimo osas-
lanmagqla pul-kredit siyasatinin baglica hadeflorine
nail olmaga yoneldilocek ve onun ABS dollarina garst
orta illik mezennesi 4975 manat soviyyesindo
prognozlasdirilir.

Mozennoa siyaseti 2005-2006-c1 illorde hoayata
kegirilocok monetar strategiyanin cox vacib terkib
hissesidir. Bu dovrde Milli Bank meazenns siyasetini
yeridorken manatin sabitliyinin qorunmasini, onun
osas ticarot torofdasi dovletlerinin valyutalarina
nisbaton olverisli paritet mozonnasinin saxlanilma-
sin1 asas gotlirocokdir.

Milli Bank valyuta ehtiyatlarini da zeruri heddlerde
goruyub saxlamagi ve diinya neft bazarinda slverisli
konyuktur seraitinde onun hacminin 2004-ci ilde
800 mIn.ABS dollarina goder artacagini ve todiyo
balansinin miisbot saldosu seraitinde bu artimin
sonraki illerde do davam edaceyini proqnozlasdirir.

Monetar idaraetma mexanizmlori. Qarsiya
goyulan hodeflore nail olmaq ii¢iin monetar
idareetme mexanizmlori daha da tekmillesdirilecak,
tonzim-lomo alotlori daha genis spektrde totbiq
olunacaq, qiymetli kagizlar ve valyuta bazarlarinda
cevik emeliyyatlar aparilacaqdir. Konkret alotin vo
ya onlarin kombinasiyasinin davamliligi ve miqyast
movcud iqtisadi geraitden asili olaraq segilocokdir.

Yenidonmaliyyalogdirma mexanizmi daha da tokmil-
losdirilocok, banklarin likvidliyinin qisamiiddatli
tonzimlenmesi li¢lin lombard ve overnayt kredit-
losmasi mexanizmlorinden istifadeye Ustlinlikk veril-
mosi istigamatinds tedbirler davam etdirilocakdir.

2004-ct ilde do aciq bazar amaliyyatlarinin pul-
kredit siyasotinin osas alotine ¢evrilmasi istiqgamo-
tinda todbirlerin davam etdirilmesi nazerde tutulur.
Agiq bazarda emsliyyatlar asasen REPO ve Oks-
REPO omeoliyyatlar1 formasinda aparilacaqdir. Bu
omoliyyatlarin eyni zamanda qiymstli kagizlarin
likvidliyini artiracagi ve tokrar bazarm canlanmasina
sabab olacagi gozlenilir.

Milli Bank ugot daracasini, eloco do 6z amaliyyatlart
iizra faiz daracalarini misyyenlosdirerken iqtisa-
diyyatdaki real likvidlik veziyysetini, inflyasiyanin
dinamikasini, maliyye bazarinin ayri-ayri seqment-
lorindoki veziyyeti ve beynolxalq maliyyo bazarla-
rinda gedon proseslori nozore alacaqdir.

2004-cii ilde pul toklifi kanallarmn sterilizasiya eh-
tiyac1 yarandigda Milli Bank terafinden notlarin bura-
x1lmasi, portfelinde olan dovlet giymetli kagizlarinin
bazarda yerlosdirilmasi vo banklardan milli valyutada
depozitlerin gebuluna bagslanilmasi tigiin zeruri olan
tadbirlerin hayata kegirmasi nezerde tutulmusdur.

Toenzimlomae alatlorinin tosir imkanlarini geniglon-
dirmak iiclin pul kiitlesinin keyfiyyst strukturunun
yaxsilagdirilmasi, bankdankenar nagd pul kiitlesinin
bank dovriyyesine celb olunmasi, iqtisadiyyatin
dollarlagsmasinin asagi salinmasi istigamoatindo
todbirler davam etdirilocokdir.

Pul-kredit siyasetinin semersliliyinin artirilmasmin
mithiim sertlorinden biri olan monetar idareetmoni
tokmilloesdirilmasi 2004-cii ilde do diqget merkezindo
saxlanilacaqdir. Daha esaslandirilmis  qgerarlarin
gebuluna serait yaradan igtisadi tadgiqatlar bazasinin
genislondirilmasi davam etdirilocekdir. Bu zaman
ekonometrik metodlarin daha genis totbigine xiisusi
ehamiyyet verilocok, qurulmus ekonometrik modellorin
totbiqi genislondirilocok, eyni zamanda bank risqlerinin
giymatlendirilmasi ve real sektorun ekonometrik
modellorinin qurulmasina baslanacaqdir. Bu osasda
yaxin zamanlarda Milli Bank o6lke iqtisadiyyatinin
imumi makromodelinin qurulub basa catdirilmasini
qarsisinda miihiim hadef kimi miieyyen etmisdir.

2003-cii ildoa bank islahatlarinin asas naticoalori

2003-cii ilde de Milli Bank terafinden bank
1slahatlarinin daha da siiroetlondirilmesi, bank sisteminin
sabitliyi temin edilmis, onun iqtisadiyyatda rolunun
artirllmasi, ohalinin bank sistemino olan inaminin
giiclondirilmasi istiqamatinds isler davam etdirilmisdir.

Dovlet banklarinin 6zellesdirilmesine dair 6lke
Prezidentinin 17 aprel 2003-cii il tarixli formanlarinin
icras1 lizro islere baslanmis, Beynoalxalq Bankin
dovlete moexsus sehmlerin 20%-nin Avropa
Yenidonqurma ve Inkisaf Bankima satilmasma dair
miivafiq Anlasma Memorandumu imzalanmisdir.

Ozellesdirmoye hazirliq ve institusional quruculuq
corcivesinde texniki yardimdan da istifade etmoaklo
BUSB-un togkilati strukturu korporativ idaraetmo
prinsipleri esasinda yeniden qurulmus, miivafiq
daxili prosedurlar hazirlanmig ve kredit foealiyystine
baglamasi {igiin lisenziya verilmisdir.

Qobul olunmus inkisaf strategiyasina uygun olaraq
0zol banklarin saglamlasdirilmasi tedbirleri davam
etdirilmis, bank sisteminin kemiyyeat ve keyfiyyat
parametrlori daha da yaxsilagmisdir.

Milli Bank terefinden kommersiya banklarinda
korporativ idareetmo standartlarinin tetbiqi iizroe
normativ-hiiquqi senadlerin layihasi hazirlanmisdir.
Miivafiq qanunvericilik bazasinin formalagmasi ile
kommersiya banklarinda diinya standartlarina uygun
risqlerin idare edilmasi sistemlorinin qurulmasi tizro
institusional tedbirler goriilecekdir.

Bank xidmetleri bazarinda reqabeti gliclondirmak ve
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Exchange rate policy and currency reserves. The
exchange rate policy based on floating regulated
rates will aim at accomplishing the chief targets of
the monetary policy and its average annual exchange
rate against the US Dollar is expected to constitute
AZM4975.

The exchange rate policy is an essential component
of the monetary strategy envisaged for 2005-2006.

National Bank expects to maintain the currency
reserves within the required bounds and increase
them to USD800 million given the favorable condi-
tions at the worldwide oil market, with subsequent
growth of this amount in the following years provid-
ed the balance of payments will have a positive bal-
ance.

Monetary management instruments. To accom-
plish the objectives set the monetary management
instruments will be further improved, a broader range
of regulatory tools will be implemented and effective
and flexible transactions will be conducted at the
securities and currency markets. The continuance
and scope of specific tools or a combination thereof
will depend on the existing economic conditions.

The refinancing mechanism will be further refined
and measures will continue to ensure that Lombard
and overnight credit facilities are used more exten-
sively for short-term liquidity management purposes
by banks.

Transformation of open market transactions into
primary tools of the monetary policy will proceed in
2004. Open market transactions will be REPO and
ex-REPO operations mainly. Such transactions are
also expected to improve the liquidity of securities
and foster the secondary market.

When determining its discount rate, as well as the
interest rates applicable to its own transactions the
National Bank will take into account the real liquid-
ity situation in the economy, inflation rates, status of
individual segments of the financial markets and the
international financial market processes.

Whenever a need will arise to sterilize the money
supply channels in 2004 the National Bank plans to
issue notes, sell the government securities held in its
portfolio and take actions necessary to commence
receipt of national currency deposits from banks.

Actions will be taken to improve the qualitative
frame of the money supply, attract the cash circulat-
ing outside the banks into the banking system and
reduce the level of dollarization in the economy in
order to enhance the ability of regulatory tools to
provide a meaningful effect.

A strong emphasis will be made in 2004 on further
improvement of the monetary management as it is a
major precondition for increased effectiveness of the
monetary policy. The economic research base will
be further elaborated and expanded to allow for a
more informed decision-making process. Special
attention will be given to broader usage of econo-
metric methods, the existing econometric models
will be used more extensively; bank risk assessment
and real sector econometric models will be designed.
In general, National Bank views development of a
uniform macromodel for the national economy as an
important objective.

Bank Reform Outputs in 2003

National Bank continued further fostering the bank
reforms and promoting stability in the banking sys-
tem, increasing its role in the economy and enhanc-
ing the public confidence in the banking sector in
2003.

Relevant actions were taken to ensure implementa-
tion of the Presidential Decree dated April 17, 2003
concerning privatization of the state-owned banks; a
Memorandum of Understanding was signed with the
European Bank for Reconstruction and Development
which provides for sale of 20% of the government-
owned shares of the International Bank to EBRD.

With technical assistance received for pre-privati-
zation and institutional capacity building purposes,
the organizational structure of the UUJSB was
reconstructed based on the corporate governance
principles with relevant internal policies developed
and a lending license issued.

Rehabilitation of private banks continued as per the
adopted development strategy resulting in improve-
ment of the banking system's both quantitative and
qualitative indicators.

National Bank prepared draft regulations which will
enforce implementation of corporate governance
standards at commercial banks. Development and
implementation of a relevant legal framework will
foster institutional measures aimed at building risk
management systems at commercial banks which will
comply with the best international practices.

Participation of foreign capital in the national bank-
ing system has been fully liberalized in order to facil-
itate competition on the banking market and intro-
duction of advanced banking techniques in the coun-
try. As in all other sectors of the economy, the stabil-

o@o
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bank isinin gabaqcil metodlarin1 6lkeye getirmek
magsadile bank sisteminde xarici kapitalin istiraki tam
liberallagdiriimisdir. Igtisadiyyatin biitiin sahelorinde
oldugu kimi bank sisteminde do miisahide olunan
sabitlik ve artim xarici investorlarin maragin
artirmigdir. Bunun ve saglamlasdirma tedbirlerinin
naticesidir ki, 2003-cii ilde ilk defe olaraq fealiyyotdo
olan yerli 6zsal banka xarici investisiya qoyulmusdur.
Sahibkarligin, xiisusen de orta ve kicik biznesin
inkisafinda bank sisteminin rolunun daha da artirilmasi
todbirleri do davam edirilmisdir.

Sahibkarliga Kémoek Milli Fondu terafinden ayrilacaq
vosaitlori yerlosdirocek miivekkil banklarin say1
artaraq 14-o catmigdir. 2003-cii ilin 6ten dovriinde
sahibkarlara 48 mlrd. manatdan ¢ox kredit verilmisdir.

"Azorbaycan Respublikasinda  sahibkarligin
inkisafina dovlet himayesi sahasinde alave tedbirler
haqqinda" 10 sentyabr 2002-ci il tarixli Fermana
uygun olaraq yaradilmis Mikrokreditlogdirme Banki
foaliyyetini daha da genislendirmis, il erzinde iki
yeni filial agmis, bankin kredit portfeli 2 minadok
mistori lizre 18 mlrd. manat meblagini kegmisdir.

Agrar regionlarin maliyye xidmatloerine c¢ixis
imkanlarinin artirilmasi {izre tebdirler goriilmiis,
2003-cii ilin on bir ayinda bank sistemi tizre 78 yeni
bank filialinin fealiyyetine icaze verilmisdir.

Diinya Bankmm "Kend teserriifatlarinin inkisafi vo
kreditlosdirilmasi" layihesi ¢cor¢ivesinds Agrar sahenin
inkisafinin  kreditlosmesi iizro Icragi Agentlik
torofinden fermer tosorriifatlarina kreditlorin hacmi
artmis, 5 minodok fermero 8 mlrd. manat kredit
verilmisdir.

Bank ganunvericiliyinin tokmillesdirilmasi istiqgama-
tinde ciddi isler goriilmiisdiir. Hal-hazirda ""Banklar
haqqinda’ Azerbaycan Respublikasi Qanununun
isloenilmis tigiincii nasli gobul erafesindadir. Bu ganu-
nun gobulu ilo bank ganunvericiliyinin "Bank foaliy-
yoti haqqinda" Avropa Ittifaqmin Direktivlerine, hom-
¢inin semarali bank nazarsti lizre Bazel prinsiplerine
tam harmonizasiyasi basa ¢atdirilacaqdir.

Girov (ipoteka) miinasibatlorini tenzimleyen
normativ hiiquqi aktlar arasinda movcud ziddiy-
yotlorin vo problemli miiddealarin aradan qaldiril-
mas1 ii¢iin "Ipoteka haqqinda” qanun layihesi
hazirlanmigdir.

Bank foaliyyetinde kredit riskini azaltmaqla banklarm
iqtisadiyyata kredit qoyuluslarinin aktivlesdiril-
masinde miihiim rol oynayan Markezlosdirilmis Kredit
Reyestrinin yaradilmasi tamamlanmaq orofosindadir,
paralel olaraq reyestrin istifadeciler igiin platformasimnin
qurulmasina baglanmigdir.

Odoenis sistemlori infrastrukturunun daha da
tokmillesdirilmasi ve genislondirilmasi magsedile
milli kart - prossesinq morkezinin yaradilmasi tizro
miivafiq isloer aparilir ki, bunun da naticesinde
nagdsiz hesablasmalarin miqyasiin bdyilimasinae,
dovriyyade olan nagd pul kiitlesinin bank sistemine
colb olunmasina, hamginin emeak haqlari, pensiya vo
milavinatler, teqaiidlerin verilmasinde, kommunal
xidmati haqlarinin 6denilmesinde ddenis kartlarin-
dan daha genis istifade olunmasina ve beloliklo do
bu Odeniglerin bank sistemleri vasitesilo hayata
kegirilmesine alverisli sorait yaranacaqdir.

Bank nezaretinin keyfiyyotco tokmillosdirilmasi
davam etdirilmisdir. Risq yOnimli, "erken
xobordarliq" prinsipine osaslanan bank nezareti
banklarin fealiyyetine mesafedon semersali nozarot
etmoyo imkan vermisdir. 11 erzinde ABS-in
Beynolxalq Inkisaf Agentliyinin genis texniki
yardimindan istifade etmoklo ayri-ayri bank
risklerini tenzimlayen metodoloji baza, habele Milli
Bankin nazarat funksiyasi tekmillesdirilmisdir.

Banklarin nizamname kapitalinin imumi meblagi
2003-cti ilin on bir ayinda ilin avvali ilo miiqayisede
15,8% artmigdir.

Kredit goyuluslarinin hacmi on bir ay orzinde 6ton
ilin eyni dovrii ile miiqayisede 27,4% artaraq 3190,8
mlrd. manat teskil etmisdir. "Aqrarkredit" toskilatinda
comloson kreditlor nozere alinmadan kredit
qgoyuluslarinin artim tempi 35,8% toskil etmisdir.
Kredit qoyuluslarinin keyfiyyot parametrlorinde do
pozitiv dayisikliklor miisahide edilmisdir. Belo ki,
Oten ilin eyni dovrii ile miiqayisede kredit
qoyuluslarinda 6zel sektorun payr 8% yiikselorak
79%-o catmig, milli valyutada verilon kreditlorin
xtisusi ¢okisi artmis, kredit qoyuluslarinda 6zsl
banklarin pay1r 7,5% c¢oxalmigdir. Uzunmiiddetli
kreditlorin hocmi 11,4% artmig vo timumi kredit
qoyuluslarinin 26%-ni teskil etmisdir.

Oten ilin miivafiq dovrii ile miiqayisede kredit qoyu-
luslarmin sahevi strukturunda ingaat ve senaye sektor-
larma verilon kreditlorin artim tempi daha yiiksek ol-
musdur. Fiziki soxslero verilon kreditlorin xiisusi ¢okisi
ohemiyyetli deracede artaraq 27,5%-o ¢atmmsgdir ki, bu-
nun da 3,5%-i plastik kartlarla emsliyyatlar tizro kre-
ditlerin payma diisiir. Fiziki soxsloro verilon kreditlorin
yiiksok siirotlo artmasi mecmu tolobin daha da genis-
lenmasine tekan verir ki, bu da iqtisadi artima ve shalinin
sosial veziyyetinin yaxsilasmasina alave stimullar yaradir.

Fiziki soxslorin emanatlori 6ton ilin eyni dovrii ilo
miiqayisede 57,9% artmis vo 1174,7 mlrd. manat
toskil etmigdir. Banklar terafinden cealb olunmus
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ity and growth trends in the banking system have
encouraged foreign investor interest. This and the
rehabilitation measures led to foreign investment in a
local private bank in 2003 for the first time in the his-
tory of the national banking system. The banking sec-
tor's role in business development, especially small
and medium-size enterprise development has been
enhanced.

The number of authorized banks which will chan-
nel funds from the National Fund for Support to
Businesses is now 14. More than AZM48 billion
worth of loans were granted to private businesses in
the past period of 2003.

The Microfinancing Bank established under the
Decree dated September 10, 2002 on Additional
Governmental Measures to Foster Private Business
Development in the Republic of Azerbaijan expand-
ed its operations, opened two new branch offices dur-
ing the year; the bank's loan portfolio that has about 2
thousand customers exceeded AZM18 billion.

Actions were taken to improve access to financial
services in rural areas; 78 new bank branches were
authorized in eleven months of 2003.

The amount of loans granted by the Rural
Development and Credit Executing Agency under
the World Bank-sponsored Rural Development and
Credit Project has increased; AZM 8 billion worth of
loans were granted to up to 5 thousand farmers.

Serious works were done to improve the banking
laws. Currently the third generation draft Law on
Banks is pending approval. Adoption of that law will
complete the process of harmonizing the banking
laws the EU Banking Directives and the Basel
Committee's Core Principles for Effective Banking
Supervision.

A draft Law on Mortgage has been developed to
remove the existing contradictions and complicated
provisions of the regulations and laws which govern
collateral (mortgage) relations.

Creation of the Centralized Credit Registry which
will play an important role in fostering bank lending
to the economy through minimizing credit risks
inherent in the business of banking is almost com-
pleted; in parallel, works have been commenced to
create a platform for the prospective registry users.

Actions taken to improve the infrastructure of payment
systems include establishment of a national card pro-
cessing center which will allow for increasing the scope
of non-cash payments, attracting cash in circulation to
the banking system, as well as expanding the uses of

plastic cards for salary, pension, benefit and allowance,
utility bill payments through commercial banks.

Improvements in the area of banking supervision
continued. Risk-based banking supervision that fol-
lows the principle of "early warning" has enabled
effective remote supervision of banks. Regulations
on various banking risks and the National Bank's
supervisory function in general were improved dur-
ing the year using the technical assistance provided
by the US Agency for International Development.

The total amount of banks' paid-in capital increased
by 15.8% in eleven months of 2003 as opposed to the
year-start.

Total loans increased by 27.4% in eleven months of
the year as compared to the same period of the last
year, thus reaching the level of AZM3190.8 billion.
The loan growth rate made 35.8%, excluding the loans
concentrated at Agrarkredit. The quality indicators of
loans also improved. Thus, private sector's share in
total loans increased by 8% as compared to the same
period of the previous year thus reaching the rate of
79%, the percentage of national currency-denominat-
ed loans increased and the share of private banks in
the total loan portfolio of the banking system went up
by 7.5%. Long-term loans increased by 11.4% thus
constituting 26% of the total loan portfolio.

In terms of sectoral breakdown of the loan portfolio,
the growth rates of construction and industrial loans
were higher as opposed to the previous year versus loans
to other sectors. Loans to individuals rose dramatically
to 27.5% where plastic card loans account for 3.5%.
The high growth rate of loans to individuals provides an
impetus for the further increase in the total demand
which in turn stimulates economic growth and improve-
ments in the social welfare of the general public.

Individual deposits increased by 57.9% as com-
pared to the same period of the last year totaling to
AZM1174.7 billion. Private banks account for
40.4% of the total deposits placed with banks.

The effectiveness of banking activities also
improved; the return on bank assets increased dra-
matically reaching the level of 2.5% and the return
on capital made as high as 18.5% which are the
highest ratios among transition economies.

Given all these positive accomplishments, the
World Bank's and International Monetary Fund's
joint Financial Sector Assessment Program evaluat-
ed Azerbaijan's banking system as a stable banking
sector able to withstand different risks (credit, inter-
est rate, operation risks).
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amanatlorin 40,4%-1 6zal banklarin payna diistir.

Bank foaaliyyetinin semeralilik gostericileri de miisbat
dinamikaya malik olmus, bank aktivlerinin golirliliyi
ohamiyyetli dereceds artaraq 2,5%, kapitalin goalirliliyi
iso 18,5% toskil etmisdir ki, bu da kecid iqtisadiyyath
Olkalor arasinda on yiiksek gostoricilordendir.

Biitin bu miisbat meyllorin neticesinde Diinya
Bankinin ve Beynelxalq Valyuta Fondunun Maliyye
Sektorunun Qiymetlondirilmesi Proqrami Azerbaycanin
bank sektorunu sabit, risq ndvlerine (kredit, faiz
deraceleri, emsliyyat risqleri) miigavimet gostere bilen
bank sektoru kimi qiymetlondirmisdir.

2004-cii il iiciin bank islahatlarinin asas hadoaflori,
2005-2006-c1 illar iiciin prioritet vozifalari

Iqtisadi artimin siiretlondirilmesi, iqgtisadiyyatin
regional ve sahavi strukturunun optimallagdiriimasi
vo bu esasda yoxsullugun tam aradan qaldirilmasi
bank islahatlarinin daha da derinlesdirilmasini
zoruri edir. Bu magsadle Milli Bank bank sisteminin
inkisaf strategiyasinin reallagdirilmasini davam
etdiracokdir.

Dovlet banklar1 iizre tedbirlor Respublika
Prezidentinin miivafiq forman ve serencamlari asasinda
hoayata kegirilocokdir. 2004-cii ildo Beynoalxalq Bankin
0zol-logdirilmasinin basa catdirilmasi, Birlogmis
Universal Sehmdar Bankinin ise strateji investorlarin
istiraki temin olunmagla 6zsllesdirilmasine baslanmasi
noazerde tutulur.

Ozol banklar iizro islahatlarin asas istiqamati onlarin ka-
pital bazasmm genislondirilmasi ve konsolidastyasmin
davam etdirilmesinden ibaret olacagdir. Bu magqsadle
banklarin mecmu kapitalina telebin artirilmasi,
ganunvericiliye miivafiq olaraq onlarin konsolidasiyasi,
minimal kapital teleblerine cavab vermeyon banklarm
foaliyyetinin mehdudlasdirilmast ve ya bank olmayan
kredit toskilatlarina cevirilmoasi sahosinde todbirler
goriilocokdir.

Bank sisteminde korporativ idareetmo standartlari-
nin totbiqi helledici merhoaloyoe daxil olacaqdir.
Maliyye gostoricilori saglam haddlerde olan banklar-
da korporativ idareetmoe standartlarinin tetbiqi
omanatlorin sigortalanmasi sisteminin formalagsma-
sina zemin yaradacaqdir.

Bank sisteminde saglam reqabet miihitinin
yaradilmasi maqsadle antiinhisar fealiyystinin
yaxsilagdirilmasi, biidce teskilatlarma xidmat gosteran
bankarn saymin artirilmasi megsedile miivafiq dovlat
qurumlari ilo birge faaliyyet hoyata kecirilocokdir.

Kigik ve orta biznesin inkisafinda shemiyyatli rol
oynayan mikrokreditlogsdirms institutlarinin daha da

inkisaf etdirilmasi mogqgsoadile "Mikromaliyyo
toskilatlar1 haqqinda" yeni gqanun islenacekdir.

Fermer tosorriifatlarinin maliyye vesaitlorine olan
tolebatin1 6demsak ii¢lin geyri-bank kredit toskilat-
larmin inkisafinin togviq edilmesi davam etdirilocok,
bu magsadle teqdim edilen texniki yardimdan genis
istifade edilocokdir.

Ipoteka kreditlogdirilmesi mexanizminin inkisafi
istigamotinde todbirler davam etdirilocokdir. Ipoteka
kreditlosmasinin genis totbiginin temin edilmasi
maogsadile "Azerbaycanda yasayis tikintisinin maliy-
yoloesdirilmasi ve ipoteka kreditlori sisteminin inkisa-
fina dair" xiisusi konsepsiya hazirlanib teqdim edilo-
cokdir. "Manzil-tikinti banklar1 hagqinda" ve "Ipoteka
banklar1 ve ipoteka istigrazlan" haqqinda ganun layi-
heleri islonacek, habelo ipoteka Investisiya Fondunun
yaradilmasi lizro todbirler goriilmasine baslanacaqdir.

2004-cti ilde bank isinin normativ-hiiquqi
bazasinin tokmillesdirilmasi digqet merkezinde
saxlanilacaq, gebul olunacaq "Banklar haqqinda"
yeni ganunun icra mexanizmlarinin yaradilmasi iizro
todbirler tamamlanacaqdir.

Morkazlosdirilmis kredit reyestrinin yaradilmasi baga
catdirllacaqdir ki, bu da banklara sadelasdirilmis ma-
liyyo ucotu aparan, kigik vo orta sahibkarlarin kredit
risklori barede daha otrafli melumat vermoklo onlarin
kreditlesdirilmasinde shemiyystli rol oynayacaqdir.

Odenis sistemindoki islahatlarin novbeti merhalosi
corcivasinde kart 6denislori iizre milli prosessing moar-
kozinin yaradilmasi basa catdirilacaqdir. Yaradilmig
Odonis sisteminin imkanlarindan tam istifade olun-
masi, milli 6denis sisteminin inkisaf strategiyasinin
derinlesdirilmasi vo tokmillesdirilmasi, habelo goriilo-
cok islere dovlet desteyinin temin olunmasi maqgsedile
Dévlet Programi hazirlanacaqdir. Programin hazirlan-
masinda baglica magsed Odenis sistemlarinin ohato
dairesinin genislondirilmasi, xtisusile Baki seharinden
kenarda, ehalinin kasib hissesinin daha ¢ox comlasdiyi
koand ve rayonlarda ucuz 6denis xidmatlorinin teskili,
regionlarm maliyye xidmetlerine ¢ixis1 imkanlarmin
genislondirilmasi, bu moaqsadle Azerpoc¢t miiossiso-
lorinin 6denis sistemlori infrastrukturuna inteqrasi-
yasi, kommunal xidmat gosteran milessise ve toskilat-
larda daxili informasiya sisteminin yeniden qurulmasi
vo onlarin xidmet olunduglart banklar ile informasiya
miibadilesinin yaradilmasi toskil edir.

Bank sisteminin miihasibat ugotunun Beynolxalq
Maliyye Hesabatlar1 Standartlarina kegidi iizro
tadbirler tamamlanacaqdir.

2005-2006-c1 illorde aparilacaq islahatlar son
naticode bank sisteminin stabilliyinin qorunmas,
maliyye vesaitlorinin effektiv mobilizasiyast ve
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Bank Reform Targets for 2004, Priorities for
2005-2006

Higher economic growth, optimization of the econ-
omy's regional and sectoral structure and poverty
reduction necessitate a further expansion of the
banking reforms. To this end the National Bank will
continue implementing the banking system develop-
ment strategy.

Actions with respect to the state-owned banks will
proceed as per relevant Presidential decrees.
Privatization of the International Bank is expected to
be completed and pre-privatization works with
respect to the United Universal Joint-Stock Bank are
expected to commence in 2004 with participation of
strategic investors.

Measures with respect to private banks will include
primarily those aimed at enhancing and consolidat-
ing their capital base. To this end, the total capital
requirement to banks will be increased; their consol-
idation will continue in accordance with the applica-
ble laws; banks failing to comply with the minimum
capital requirements will be subjected to operational
restrictions or transformed into non-bank credit
institutions.

The implementation of corporate governance stan-
dards in the banking system will enter its determi-
nant phase. Introduction of corporate governance
standards at commercial banks with sound financial
indicators will allow for setting up an effective indi-
vidual deposit insurance scheme.

Anti-monopoly activities will be enhanced with an
aim to create a sound competitive environment in the
banking system; joint activities with relevant gov-
ernment authorities and institutions will be carried
out to increase the number of banks servicing budg-
et-funded organizations.

A new law on Microfinance Institutions will be
drafted to further develop micro-credit institutions,
which play an important role in small and medium
enterprise development.

Development of non-bank credit institutions will
be further fostered in order to help meet the financial
needs of farmers; technical assistance will be broad-
ly used to this effect.

Actions aimed at developing mortgage lending will
be continued. A special Concept Paper on
Residential Construction Financing and Mortgage
Lending Development will be developed and pre-
sented to relevant instances for review and approval.

Laws on Residential Construction Banks and
Mortgage Banks and Mortgage Securities will be
drafted; creation of a mortgage Investment Fund will
commence.

Improvement of the banking laws and regulations
will remain in focus in 2004; all measures related to
development of enforcement tools associated with
the implementation of the Law on Banks to be
adopted in 2004 will be completed.

Establishment of the centralized credit registry will
also be completed which will play an important role
in keeping simplified financial records at banks and
their lending activities through providing meaningful
information on credit risks associated with individual
small and mid-sized businesses.

Establishment of the national card-processing center
will be completed under the next phase of the payment
system reform. A State Program will be developed
which will facilitate uses of the established payment
system, help expand and improve the national pay-
ment system development strategy, and will provide
government support to the planned-on activities. The
primary objectives of the Program will be to expand
the coverage of the payment systems, provide access
to inexpensive payment services especially outside
Baku, in rural areas where poorer groups of popula-
tion are concentrated, improve access to financial
services in rural areas, assist Azerpost enterprises in
integrating into the payment system infrastructure to
this effect, reconstruction of internal information
management systems at utility companies and organ-
izations and make necessary arrangements for ensur-
ing a meaningful exchange of information with banks
that service such companies and organizations.

Transition of the banking system to the
International Financial Reporting Standards will be
completed.

The reforms to be implemented in 2005-2006 will
aim at preserving the banking system's sustainabili-
ty, ensuring effective mobilization of financial
resources and expanding the opportunities for their
transformation into investments and loans to the
economy, especially the real sector (See: Annex 2).

Completion of the privatization of the state-owned
banks, furtherance of private bank consolidation and
capitalization, minimization of systemic risks in the
banking sector are the main targets.

Special attention will be given to development of
micro and mid-size loans, in particular to the imple-
mentation of loan fairs, introduction of electronic

o@o
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iqtisadiyyata, xtsusile real sektora investisiya
kreditlorine transformasiya imkanlarinin dinamik
artimini tomin edacekdir (Bax: Olave 2).

Dovlet banklarinin 6zellesdirilmasinin tamamlan-
masi, 6zol banklarin konsolidasiyasinin tesviqi ve
radikal kapitallagsmasi, bank sektorunda sistem
risqlerinin minimallagsmasi esas hadeflordendir.

Bank xidmat ve texnologiyalarinin genislondirilmasi
corgivesinde mikro ve orta meblegli kreditlosmenin
inkisafina, xiisusile kredit yarmarkalarmim teskilina,
elektron formatl bank-miisteri sistemlorinin, "elektron
banki" xidmetinin hiiquqi ve institusional bazasinin
formalasmasina xtisusi onem verilocokdir.

Bank va bank olmayan kredit institutlarinin ¢esidinin
vo regional ohatesinin genislondirilmesi sahosindo
mikromaliyye institutlarinin institusional olaraq for-
malagmasi tomin edilocak, yaradilacaq qanunverici-
lik asasinda yasayis-tikinti emanat banklarinin togkili
tizra igler goriilacakdir.

Bank sektorunun beynslxalq maliyye-bank sistemine
inteqrasiyaslnin  derinlesdirilmesi, ¢irkli pullarin
yuyulmasi ve terrorizmin maliyyelosdirilmesine qarst
foaliyyetde beynoalxalq maliyye sistemi ilo emekdasligm
intensivlegdirilmasi do asas prioritetlordendir.

Bank islahatlarinin siiretlondirilmesi ve bank xid-
moatlorinin shamiyystli deraceda genislondirilmasi,
ohalinin ve biitdvliikde iqtisadi sferanin maliyye-
bank xidmstlerine ¢ixist imkanlarmin artirilmasi
hiiquqi ve iqtisadi miihitde, maliyye sektorunun diger
seqmentlorinde vo korporativ sektorun Oziinde do
ciddi islahatlarin heyata kegirilmosini ve bu
tadbirlerin qarsiligh slagelendirilmasini teleb edir.
Bu asasda, Milli Bank miivafiq sferalarda islahatlarin
bank sisteminin intensiv inkisafi proqrami ile
olagelendirilmsesi ii¢iin ciddi tesabbiisler edocokdir.

Maliyye sektorunun diger seqmentlorinin artan
dinamika ilo inkisafim tomin etmek magsedile kapital
bazarmin ve investisiya institutlarinin inkisafi, sigorta
bazarmim genislondirilmasi ve maliyys sisteminde
rolunun artirilmast, pensiya islahatlarinm derinlesdirilmesi
barede xiisusi dovlet programlarinin hazirlanmasi ve
icras1 liglin olagoli fealiyyet gostorilocokdir.

Milli Bank maliyye-bank xidmetlorine istehlak¢ilarin
cixis imkanlarinin genislondirilmasi magqsadile
korporativ sektorda maliyye soffafliginin tomin
edilmesi, idareetmo strukturunun tekmillosdirilmesi,

daxili nezaret sistemlorinin yaradilmasi, kenar audit
institutunun rolunun artirilmas1 ve  biitovliikde
miiteraqqi korporativ idareetms standartlarinin tetbiqi
ticlin xiisusi proqramin hoyata kecirilmasi tosobbiisii
ilo ¢cix1g edocakdir.

Miiqavile 6hdalikleri iizre icra intizaminin yiiksal-
dilmasi, kreditorlarin hiiquglarinin effektiv qorunma-
s1, miibahiselere mehkemsa baxis1 miiddetinin opti-
mallagdirilmasi, habele mahkema sisteminin effektiv
vo soffaf foaliyyetinin tomin edilmesi, onun maddi-
texniki bazasmin mdhkemlendirilmasi meagsedile
qanunvericilik ve institutsional tekmillegdirme tod-
birlerine dair miivafiq toklifler hazirlanacaqdir.

Nozerde tutulan biitiin bu tedbirler bank sisteminin
iqtisadiyyatda rolunu daha da artiracaq, onun geyri-
neft sektoruna, xiisusile kicik vo orta sahibkarliga
maliyye destoyini artirmaga imkan veracekdir. Bank
sistemine inamin getdikco mohkemlenmasi 2005-
2006-ci illorde depozit bazasinin vo bu asasda kredit
qoyuluslarmin ehemiyystli artimint prognozlasdi-
rmaga osas verir. Biitiin bu amiller, o climloden eama-
natlorin sigortalanmasi sisteminin totbiqi nezere alin-
magla 2006-c1 ilde ohalinin bank sisteminde emanat-
lorinin illik artim tempinin 70%-o, kredit qoyulus-
larmin illik artiminin ise 35%-o catacagl proqnoz-
lasdirilir. Bu miiddet arzinde bank aktivlerinin UDM-
o nisbeti gdstoricisinin ikiqat, emanatlorin UDM-o
nisbatinin ise 3 dofoyoadok artmasi tomin edilocokdir.

Yeni prioritetlorin vo vezifolerin ugurla reallag-
dirilmasina zeruri destok verilmasi magsadile "Milli
Bank hagqinda" ganunun beynolxalq standartlara tam
cavab veren yeni redaksiyasi hazirlanaraq gebul
edilocokdir. Ovvalki illoerde oldugu kimi 2004-cii ildo
de pul-kredit siyasoti biitovliikde dlkede yeridilocek
iqtisadi siyasetin effektiv destoklonmesine yonaldile-
cokdir. Pul-kredit siyasetinin effektivliyini daha da
artirmaq Uug¢ilin  onun iqtisadi siyasetin  diger
istigamatlari ilo koordinasiyasi giiclendirilecekdir.

2004~-cii ilda yeridilacak va 2005-2006-c1 illar tigiin
nazordo tutulan pul-kredit vo mazanna siyasatinin asas
prioritetlori 6lka daxilinda va xarici sektorda, xiisusan
da beynalxalg amtaa va maliyya bazarlarinda gedon
proseslorin  qiymoatlondirilmasi asasinda  zoruri
hallarda tashih edilocak va onun strateji kamiyyat
parametrlori ¢evik tonzimlanacokdir.
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bank-to-customer systems, and development of
legal and institutional frameworks for electronic
banking services for the purposes of expanding the
range of banking services and technologies.

Institutional capacities will be formed for microfi-
nancial institutions to assist in expanding the variety
and regional coverage of banks and non-bank credit
institution; actions will be taken to organize residen-
tial construction deposit banks.

Cooperation with the international financial system
also represents a development priority in terms of
further integration of the banking sector into the
international financial and banking system and anti-
money laundering and terrorism financing preven-
tion activities.

Comprehensive reforms will need to be implement-
ed and effectively coordinated in the legal and eco-
nomic environments, other segments of the financial
sector and the corporate sector itself in order to fos-
ter the banking reforms and significantly expand the
banking services and provide the general public and
the economic sector with a meaningful access to
financial and banking services. To this effect, the
National Bank will come up with serious initiatives
for making reforms in relevant sectors consistent
with the banking system development strategy.

Activities will be coordinated throughout the gov-
ernment to ensure an integrated approach to devel-
opment of a state program to assist in developing the
capital base and investment institutions, expand the
insurance market and increase its role in the financial
system, and deepening the pension reforms with an
aim to provide an impetus to further development of
other segments of the financial sector.

For the purpose of expanding consumers' access to
financial and banking services, the National Bank
will propose implementing a special program which
will ensure financial transparency in the corporate
sector, improvement of management structures,
establishment of internal controls, enhancement of

the tole of external auditors and introduction of cor-
porate governance standards in general.

Proposals will be developed with respect to legal
and institutional improvements needed to ensure an
increase in the implementation discipline of contrac-
tual obligations, effectively protect creditor rights,
optimize the timeframes for dispute settlement
through courts, as well as to ensure effective and
transparent operation of the judicial system and
enhancing its financial and logistic resources.

All these measures will help enhance the banking
system's role in the economy and will allow for pro-
viding expanded financial support to the oil sector,
especially small and medium enterprise sector. The
increasingly stronger confidence in the banking sys-
tem allows for expecting a dramatic deposit base,
and, consequently, lending growth in 2005-2006.
These factors in addition to the introduction of the
individual deposit insurance scheme will presumably
foster individual deposit growth at the rate of 70%
and loan growth at the rate of 35% per year in 2006.
Percentage of assets in the GDP is expected to dou-
ble, while deposits are expected to grow by over 3
times as percentage of GDP during that period.

The Law on the National Bank will be fully revised
to meet international standards, which will allow for
successful implementation of the new priorities and
responsibilities. As in the previous years, the mone-
tary policy in 2004 will effectively support the over-
all national economic policy. Coordination of the
monetary policy with other segments of the econom-
ic policy will be strengthened to increase its effec-
tiveness.

The chief priorities of the year 2004 monetary pol-
icy, to be followed on in 2005-2006, will be correct-
ed whenever required by domestic and foreign, in
particular international commodity and financial
market processes, and its quantitative parameters
will be adjusted appropriately.

<><>
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2004-2006-c1 illar iizro asas monetar gostaricilorin prognozlari (ilin sonuna)

Inflyasiya, %-la

Manatin $-a nazaran mazannasi, manatla (orta illik)
Valyuta ehtiyatlari, min. $-la

Genis pul kiitlasi, (M-3 pul aqreqat1), mlrd. manatla
artim tempi, %-1o

Manatla pul kiitlasi, (M-2 pul aqreqati), mlrd. manatla
artim tempi, %-lo

Yenidonmaliyyoalosdirma daracasi, %-1o

Bank sisteminda cami depozitlor, mlrd. manatla
artim tempi, %-1o

Ohalinin amanatlari, mird. manatla

artim tempi, %-lo

Kredit qoyuluslari,

artim tempi, %-lo

* Gozlonilen

2002

2.8
4861
681.7

3925.8
14.3
2025.8

15.4

7-10
2256.9
14.8
767.3
31.1
2600.8
7

2003

2.5
4911
760
4829
23
2512
24

2810.3
25
1212
58
3277
26

2004*

2.5
4975
800
5988
24
3215
28
5-7
3595
28
1940
60
4260
30

2005

2-3
5000
850
7485
25
4149
29
4-5
4638
29
3162
63
5581
31

Olavo 1

2006

2-3
5000
900
9731
30
5515
33

6214
34
5375
70
7534
35

Olavoe 2

Bank islahatlarinin siiratlondirilmasi va bank xidmatlarinin yaxsilasdirilmasi iizra asas tadbirlor

Tadbirin mahiyyati

1. 2004-2005-ci illorde Azerbaycan Bank Sisteminin Inkisafina dair Dévlet Programinin

hazirlanmas1 ve realizasiyasi

Bank sisteminin kapitallasmasi, macmu kapital telobinin ehemiyyetli dereceds artirilmast

Banklarin irilesmasi ve konsolidasiyasinin tesviq olunmasi ve desteklonmasi

Ipoteka kreditlosmesinin hiiquqi ve institusional bazasinin formalasdirilmast

Maorkoazlosdirlmis kredit reyestrinin istifadeye verilmasi

2.
3.
4. Dovlet banklarin 6zellesdirlmesinin basa ¢atdirilmasi
S.
6.
7.

Mikromaliyyslosme institutlarinin inkisaf etdirilmasi, bank sisteminin regional shatesinin vo

regional bank xidmatlerine ¢ixis imkanlarinin artirilmasi

8. Milli Odenis Sistemlorinin Inkisafi iizre Dovlet Proqraminin hazirlanmasi ve realizasiyasi

9. Banklarda korporativ idareetma standartlarinin totbiqinin tomin edilmaesi

10. ©mansatlorin Sigortalanmasi Sisteminin hiiquqi ve institusional bazasinin formalasdiriimasi

D

>

AKktivlorin orta
mablagina nisboati

2004-2005-ci illoer

2004-2005~-ci iller

2004-2005-ci iller

2004-2005-ci illor

2004-2006-ci illor

2004-cii il

2004-2006-cx1 illor

2004-2005-ci illor

2004-2006-c1 iller

2004-2005-ci iller
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Projections of Chief Monetary Indicators for 2005-2006 (year-end)

2002 2003 2004*
Inflation, % 2.8 2.5 2.5
Manat exchange rate against USD, in AZM (average annual) 4861 4911 4975
Currency reserves, USD mil 681.7 760 800
Broad monetary base (M3 money aggregate), AZM bln. 3925.8 4829 5988
growth rate, % 14.3 23 24
Manat monetary base (M2 money aggregate), AZM bln. 2025.8 2512 3215
growth rate, % 15.4 24 28
Refinancing rate, % 7-10 7 S5-7
Total bank deposits, % 2256.9 2810.3 3595
growth rate, % 14.8 25 28
Individual deposits, AZM bln. 767.3 1212 1940
growth rate, % 31.1 58 60
Loans, 2600.8 3277 4260
growth rate, % 7 26 30

* Expected

Core Actions to Foster Bank Reforms and Improve Banking Services

Activity Description

1. Development and implementation of a 2004-2005 State Program for Banking System
Development

2. Capitalization of the banking system, significant increase of the total capital requirement

3. Furtherance of and support to bank growth and consolidation

4. Completion of state-owned bank privatization

5. Development of the legal and institutional frameworks for mortgage lending

6. Comissioning of the centralized credit registry

7. Development of microfinance institutions, enhancement of the banking system's regional coverage
and improvement of access to banking services in rural areas

8. Development and implementation of a State Program for development of the National Payment Systems
9. Introduction of corporate governance standards in commercial banks

10. Development of the legal and institutional frameworks for the Individual Deposit Insurance System

<><>

Annex 1
2005 2006
2-3 2-3
5000 5000
850 900
7485 9731
25 30
4149 5515
29 33
4-5 4
4638 6214
29 34
3162 5375
63 70
5581 7534
31 35
Annex 2
Timeframe

for implementation

2004-2005-ci iller

2004-2005~-ci iller
2004-2005-ci iller
2004-2005-ci iller
2004-2006-ci illor
2004-cii il
2004-2006-cx1 illor

2004-2005-ci iller
2004-2006-c1 iller
2004-2005-ci iller



Grafiklar va cadvallor

Umumi daxili mahsul, mlrd. manat
Fiziki hocm indeksi, %-la

- avvalki ile nisbeton

- 1990-c1 ilo nisbaten

Indeks deflyator, avvalki ilo nisbaten
Adambasina diison UDM, ABS dollar1
Sanaye istehsalinin hacm indeksi,
avvalki ilo nisbaton, %-19

Kond tosarriifati istehsalinin hacm indeksi,
avvalki ilo nisbaton, %-19

Xarici ticarat balansi, mln. $

- ixrac

- idxal

Istehlak qiymatlori indeksi,

- avvalki ile nisbeton

- avvalki ilin dekabrina nisbaten
Sanayenin topdancatis qiymat indeksi,
avvalki ilo nisbaton

Orta ayhq nominal amak haqqp,

avvalki dovro nisbaton, %-19

Orta ayhq real smak haqq:

avvalki dovre nisbaton, %-19

Kredit qoyulusu, mlrd. manat

Yenidon maliyyalosdirma daracalari,
(dovriin sonuna, %-13)

Genis pul Kiitlasi (dovriin sonuna), mlrd. manat
Dévlot Qisamiiddotli istiqraz Varogalari:
- yerlasdirmenin hacmi, mlrd. manat

- orta Ol¢tilmiis golirlilik, %-1o

Osas makroiqtisadi gostoricilor

1995

10669

78,6

93
-373,1
612,3

985.4

511,8

184.5

1834
62467

407,6

220,9

1091,2

200,0

957,6

1998

17203

102,2

106,2
-1046,2
677,7

1723.,9

99,2

92,4

87,6
168419

118.9

128.,7

1702,9

14,0

1218,5

235,2

14,14

1999

18875

107.4
53,0
89,2

583,0

103.6

107,1
-408,2
1025,2

1433,4

91,5

99,5

93,9
184367,5

109.,5

110,1

1780,3

10,0

1404,3

232,0

18,51
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2000

23591

111.,4
59,0
106,1

664,5

106.,9

12,1
319,4
1858,3

1538.9

101,8

102,2

124.,6
221606

120.,2

117,6

2332,4

10,0

1629,1

295,1

16,67

2001

26578

109.,9
64,8
102,7

715,3

105,1

11,1
613,8
2078.,9

1465,1

101,5

101,3

101,8
259953

117.,3

115.,8

2431,3

10,0

1755.,6

4674

15,92

2002

30312

103.6

106.,4
481,6
2304.,9

18233

102,8

103.3

97,7
315200

121.,3

117,4

2600,8

7,0

2025,8

505,14

14,57

2003

35053

111,2
79,7
104,0

879,7

106,1

105.6
-98,2
2624.,5

27227

102,2

103.6

116,1
383100

121.4

118.,8

3351.5

7,0

25922

45534

7,68



Charts and tables

Principal Macroeconomic Indicators

Gross domestic product, AZM billion
Physical amount index, %

- relative to the previous year

- relative to 1990

Index deflator, relative to the previous year
GDP per capital, USD

Industrial production physical index,
relative to the previous year, %
Agricultural production amount index,
relative to the previous year, %
Foreign trade balance, USD million

- exports

- imports

Consumer price index,

- relative to the previous year

- relative to the previous year's December
Industrial wholesale price index,
relative to the previous year, %
Average nominal monthly salary,
relative to the previous year, %
Average monthly real salary,

relative to the previous year, %

Loan portfolio, AZM billion
Refinancing,

(period-end, %)

Broad monetary base (period-end), AZM billion
Government short-term securities:

- sold, AZM billion

- average weighted rate of return, %

1995

10669

78,6

93
-373,1
612,3

985.4

511,8

184.5

1834
62467

407,6

220,9

1091,2

200,0

957,6

1998

17203

110,0
49.4
91,7

570,6

102,2

106,2
-1046,2
677,7

1723.,9

99,2

92,4

87,6
168419

118.9

128.,7

1702,9

14,0

1218,5

235,2

14,14

1999

18875

107.4
53,0
89,2

583,0

103.6

107,1
-408,2
1025,2

1433,4

91,5

99,5

93,9
184367,5

109.,5

110,1

1780,3

10,0

1404,3

232,0

18,51
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2000

23591

111.,4
59,0
106,1

664,5

106.,9

12,1
319,4
1858,3

1538.9

101,8

102,2

124.,6
221606

120.,2

117,6

2332,4

10,0

1629,1

295,1

16,67

2001

26578

109.,9
64,8
102,7

715,3

105,1

11,1
613,8
2078.,9

1465,1

101,5

101,3

101,8
259953

117.,3

115.,8

2431,3

10,0

1755.,6

4674

15,92

2002

30312

103.6

106.,4
481,6
2304.,9

18233

102,8

103.3

97,7
315200

121.,3

117,4

2600,8

7,0

2025,8

505,14

14,57

2003

35053

111,2
79,7
104,0

879,7

106,1

105.6
-98,2
2624.,5

27227

102,2

103.6

116,1
383100

121.4

118.,8

3351.5

7,0

25922

45534

7,68



Q{ Grafiklor va cadvallor }Q

Istehlak giymotlorinin indeksinin doyismasi,
avvalki ilin dekabrina nisbaton, %-la

90,3 68.5 68,6 86.9 68.4

1995-ci il 84,6

1996-cr il 6,8 0,3 32,0 9,5 2,3 104,5
1997-ci il 0,4 -0,7 4,4 0,0 -0,6 14,6
1998-ci il -7,6 -9,0 =21l -3,0 -8,2 -0,6
1999-cii il -0,5 -2,0 2,5 0,0 -1,6 6,1
2000-ci il 2,2 4,0 -0,9 1,7 3.4 -4,4
2001-ci il 1,3 1,8 0,5 1,3 1,7 -0,6
2002-ci il 33 4,8 1,0 1,7 4 -0,1
2003-cii il 3,6 5.4 0,5 1,0 4,2 -0,3

1995-ci il 1091,2 224.8 20,6 907,0 189,4 20,9 184,2 35,4 19,2
1996-c1 il 1333,7 273,7 20,5 1227,8 263,7 21,5 105.9 10,0 9.4
1997-ci il 1554.,0 315.0 20,3 1445.6 299,1 20,7 108.4 15,9 14,7
1998-ci il 1702,9 336,6 19,8 1666,9 327,7 19,7 36,0 8,9 24,7
1999-cii il 1780,2 364,2 20,5 1735,3 355,5 20,5 44,9 8,7 19.4
2000-ci il 2332,4 500,8 21,5 1680,3 441.,4 26,3 652,3 59,4 9,1
2001-ci il 2431,3 672,2 27,6 1769.,9 586.,9 33,2 661.,4 85,3 12,9
2002-ci il 2600,8 558,1 21,5 1871,1 483,2 25,8 729,7 64,9 8,9
2003-cii il 3351,5 337,1 10,1 2435,4 264,5 10,9 916,1 72,8 7,9

<><>



Q{ Charts and tables }Q

Changes in Consumer Price Index,
in relation to December of the previous year, %

90,3 68.5 68,6 86.9 68.4

1995 84,6

1996 6,8 0,3 32,0 9,5 2,3 104,5
1997 0,4 -0,7 4,4 0,0 -0,6 14,6
1998 -7,6 -9,0 =21l -3,0 -8,2 -0,6
1999 -0,5 -2,0 2,5 0,0 -1,6 6,1
2000 2,2 4,0 -0,9 1,7 3.4 -4,4
2001 1,3 1,8 0,5 1,3 1,7 -0,6
2002 33 4,8 1,0 1,7 4 -0,1
2003 3,6 5.4 0,5 1,0 4,2 -0,3

1995 1091,2 224.8 20,6 907,0 189,4 20,9 184,2 35,4 19,2
1996 1333,7 273,7 20,5 1227,8 263,7 21,5 105.9 10,0 9.4
1997 1554.,0 315.0 20,3 1445.6 299,1 20,7 108.4 15,9 14,7
1998 1702,9 336,6 19,8 1666,9 327,7 19,7 36,0 8,9 24,7
1999 1780,2 364,2 20,5 1735,3 355,5 20,5 44,9 8,7 19.4
2000 2332,4 500,8 21,5 1680,3 441.,4 26,3 652,3 59,4 9,1
2001 2431,3 672,2 27,6 1769.,9 586.,9 33,2 661.,4 85,3 12,9
2002 2600,8 558,1 21,5 1871,1 483,2 25,8 729,7 64,9 8,9
2003 3351,5 337,1 10,1 2435,4 264,5 10,9 916,1 72,8 7,9

<><>



Grafiklar va cadvallor

Xalis xarici aktivlor
AMB-nin xalis
beynoalxalq aktivlori
(SDV)
Kom.Banklarinin xalis
xarici aktivlori (SDV)
Digor

Qapali donar valyutada
xalis xarici aktivlor
Xalis daxili aktivlor
Daxili kredit

Morkazi hokumoato
kreditlor, xalis
(razilagdirilms fondlar
daxil olmagla)
Miiassisalora vo fiziki
soxslora talablar
Digoar maddslar (xalis)
Genis pul kiitlasi

Genis pul kiitlasi (manat)
Banklardan kenardaki
manat

Manat depozitlari
Xarici valyuta ilo

depozitlor

Pul icmali, mlrd. manat

01.01.1996 01.01.1997 01.01.1998 01.01.1999 01.01.2000 01.01.2001 01.01.2002 01.01.2003 01.01.2004

671,3

716,3

-213,2

3,8

628.4
1336,1

-199,9

1536,1
-707,7
1299,6
957.6

602.,4
355,2

342.,0

593.,9

187,1

396,1

0,7

951,2
1780,1

-108,0

1888,0
-828.8
1545,1
1204,2

865.4
338.,7

340,9

1233.,3

779,1

450,0

4,2

830,3
1977.,6

-53,5

2031,1
-1147,3
2063,7
1556,3

1170,5
385.,8

507.4

<><>

694,8

488,5

214.9

-8,6

1018.,0
2202,5

12,1

2190,4
-1184,5
1712,9
1218.,5

926,0
292,5

4944

1584.,0

1175.4

408,6

-0,1

508.5
1987.4

-295,9

2283,3

-1478.,9

2092,5
1404.3

1135.,8
268,5

688.2

2893,3

1569.,7

1320,8

2,8
1013,5
2192,9

72,1

2120,9

-1179,5

3906,8
1629,1

1349,8
279,3

2277,7

3329.4

2052,5

468.,4
0,0

0,2
104,7
1406,8

-418,3

956.4

-1302,1

3434,1
1755,6

1469,0
286,7

1678,5

2675.,6

2652,3

493.,4
0,0

-4.4
1250,1
2586,2

449.8

2136,5
-1336,1
3925.,8
2025.,8

1668,7
357,1

1899.,9

3246,1

2676,3

569,3
0,0

0,5
1847,7
3284,0

335,3

2948,7
-1436,4
5093,8
25922

2040.,9
551,3

2501,6



Charts and tables

Net foreign assets
NBA's net

international assets
(hard currency)

Net foreign assets of comer-
cial banks (hard currency)
Other

Net foreign assets

in soft currencies

Net domestic assets

Net loans

Loans to central
government, net
(included agreed-upon
funds)

Due from corporate and
individual customers
Other accounts (net)
Broad monetary base
Broad monetary base (AZM)
Manat outside banking
system

Manat deposits

Foreign exchange

deposits

Monetary Survey, AZM billion

01.01.1996 01.01.1997 01.01.1998 01.01.1999 01.01.2000 01.01.2001 01.01.2002 01.01.2003 01.01.2004

671,3

716,3

-213,2

3,8

628.4
1336,1

-199,9

1536,1
-707,7
1299,6
957.6

602.,4
355,2

342.,0

593.,9

187,1

396,1

0,7

951,2
1780,1

-108,0

1888,0
-828.8
1545,1
1204,2

865.4
338.,7

340,9

1233.,3

779,1

450,0

4,2

830,3
1977.,6

-53,5

2031,1
-1147,3
2063,7

1556,3

1170,5
385.,8

507.4
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694,8

488,5

214.9

-8,6

1018.,0
2202,5

12,1

2190,4
-1184,5
1712,9
1218.,5

926,0
292,5

4944

1584.,0

1175.4

408,6

-0,1

508.5
1987.4

-295,9

2283,3
-1478.,9
2092,5
1404.3

1135.,8
268,5

688.2

2893,3

1569.,7

1320,8

2,8

1013,5
2192,9

72,1

2120,9

-1179,5
3906,8

1629,1

1349,8
279,3

2277,7

3329.4

2052,5

468.,4
0,0

0,2
104,7
1406,8

-418,3

956,4
-1302,1
3434,1
1755,6

1469,0
286,7

1678,5

2675.,6

2652,3

493.,4
0,0

-4.4
1250,1
2586,2

449.8

2136,5
-1336,1
3925.,8
2025.,8

1668,7
357,1

1899.,9

3246,1

2676,3

569,3
0,0

0,5
1847,7
3284,0

335,3

2948,7
-1436,4
5093,8
25922

2040.,9
551,3

2501,6



Grafiklar va cadvallor

Cari hesab
Xarici ticarat balansi
Ixrac
Idxal
Xidmatlar balansi
Ixrac
Idxal
Golirlar
Kredit (daxilolmalar)
Debet (6domalor)
Cari transfertlor
Kapitahn ve maliyyanin
harakati hesabi
Birbasa investisiyalar
Neft bonusu
Digor investisiyalar
Sair vasaitlor
Ehtiyat aktivlorin doyismasi,
(- artim; + azalma)

Balans

Azarbaycan Respublikasinin tadiys balansi
min. ABS dollar

2003-cii  2003-cii
2000-ci il 2001-ci il 2002-ci il il il
I riib II riib
-167,7 -51,7 -768,4 -276,0 -453,6
319.4 613.,9 481,6 188.3 3,5
1858,3 2078,9 2304,9 6749 681,2
-1538,9 -1465,0 -1823,3 -486,6 -677,7
-224,6 -375,1 -935,6 -378,7 -378,1
259,8 289,8 362,1 104.,4 97.8
-484,4 -664,9 -1297,7 -483,1 -475,9
-335,4 -367,2 -384,7 -984 -12873
55.9 41,5 37,1 12,7 23,3
-391,3 -408,7 -421.,8 -111,1 -151,6
73,0 76,6 70,4 12,8 49,4
441,9 317,4 1051,5 319,8 564.,0
29,1 220,1 1066,8 435.,7 437,1
100,0 6.4 0,0 0,0 48,6
312,8 90,9 -15,3 -115,9 78,3
= = -86,6 -51,6 1
-274,2 -265,6 -196.5 7,8 -111,4
0 0 0 0 0

<><>

2003-cii
III riib
-560,1
-144,3
536,9
-681,2
-341,2
116,0
-457,2
-104,5
32
-107,7

29,9

619,0
632,3
0,0
-13,3
-36,5

-22.,4

2003-cii
IV riib
-730,9
-145,7
731,5
-877,2
-516,5
113.,7
-630,2
-110,8
13,5
-124,3
42,1
835,3
788,1
10,0
37,2
=25

-79.,4

2003-cii
il

-2020,6
-98,2
2624,5
-2722.7
-1614,5
431,9
-2046,4
-442,0
52,7
-4947

134,2

2338,1
2293,2
58,6
-13,7
-112,1

-205,4



Charts and tables

Current account
Foreign trade balance

Exports

Imports
Balance of services

Exports

Imports
Revenues

Credit (income)

Debit (payments)
Current transfers
Capital and finance
account

Direct investments

Oil bonus

Other investments
Other funds
Changes in reserve assets,
(- growth; + reduction)

Balance

Balance of Payment of the Republic of Azerbaijan

2000

-167,7
319,4
1858,3
-1538,9
-224.6
259,8
-484.4
-335.4
55,9
-391,3

73,0

441,9
29,1
100,0

312,8

-274,2

USD Million
2003 2003
2001 2002 1st 2nd
quarter quarter
-51,7 -768,4 -276,0 -453,6
613,9  481,6 188.3 3,5
2078,9 23049 6749 681,2
-1465,0 -1823,3 -486,6 -677,7
-375,1 -935,6 -378,7 -378,1
289,8 362,1 104,4 97,8
-664,9 -1297,7 -483,1 -475,9
-367,2 -384,7 -98,4 -1283
41,5 37,1 12,7 23,3
-408,7 -421,8 -111,1 -151,6
76,6 70,4 12,8 49,4
317,4 1051,5 319.8 564,0
220,1 1066,8 435,7 437,1
6,4 0,0 0,0 48,6
90,9 -15,3 -115,9 78,3
= -86,6 -51,6 1
-265,6 -196,5 7,8 -111,4
0 0 0 0

<><>

2003
3rd
quarter

-560,1
-144,3
536,9
-681,2
-341,2
116,0
-457,2
-104,5
32
-107,7

29,9

619,0
632,3
0,0
-13,3
-36,5

-22.,4

2003
4th
quarter

-730,9
-145,7
731,5
-877,2
-516,5
113,7
-630,2
-110,8
13,5
-124,3
42,1
835,3
788,1
10,0
37,2
-25

-79.,4

2003

-2020,6
-98,2
2624,5
-2722.7
-1614,5
431,9
-2046,4
-442,0
52,7
-4947

134,2

2338,1
2293,2
58,6
-13,7
-112,1

-205,4



Grafiklar va cadvallor

Banklarin say1
- o ciimleden xarici kapitalli

bundan 100 %-1i xarici kapitalli

Bank sistemi hagqqinda malumat

=)z 01.01.1997

Nizamnama kapitalinin minimum haddina

qoyulan talab, min ABS dollar:
foaliyyeatds olan banklar tigiin
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Charts and tables

Number of banks

including banks with foreign capital

of which banks with 100% foreign ownership

Minimum paid-in capital requirement,
USD thousand

for the existing banks

for new banks

actual paid-in capital of banks, AZM billion
state-owned banks

private banks

- including banks with foreign capital

paid-in capital of banks

of which banks with 100% foreign ownership

- percentage of paid-in capital of banks
with foreign capital

of which paid-in capital of banks with
100% foreign ownership (%)

average paid-in capital per 1 bank

- AZM billion

Total loans, AZM billion

state-owned banks

percentage of the total loan portfolio
private banks

percentage of the total loan portfolio
including

banks with foreign capital

percentage of the total loan portfolio
where banks with 100% foreign ownership
percentage of the total loan portfolio
Deposits from individuals, AZM billion
(including FX deposits)

state-owned banks

as percentage of total deposits

private banks

as percentage of total deposits

including

banks with foreign capital

as percentage of total deposits

where banks with 100% foreign ownership

as percentage of total deposits

Banking System
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136 99 79 70 59 53 46 46
13 13 12 13 16 16 15 17
4 5 5 5 5 5 5 5
300 1000 1500 2000 2000 2000 2000 2500
1250 5000 5000 5000 5000 5000 5000 5000

2455 413,9 5985 714,0 5822 531,9 6288 743,8
39,7 38,6 139,7 1566 57,7 334 56,1 81,0

205.8 3753 458.8 5574 5245 4985 5727 662,8
29,0 53,5 684 113,1 161,7 1640 204,0 2949
10,1 257 30,5 355 589 692 89,8 1070
11,8 129 114 158 27,8 308 324 396
4,1 62 5.1 50 10,1 13,0 143 144
1,8 42 7,6 102 99 10,0 13,7 16,2

1333,7 1554,0 1702,7 1780,3 2332,6 1976,8 2254,0 2980,0

1105,5 1097,3 1037,1 1028,6 1527.4 1116,3 1240,7 1456,0
829 70,6 609 57,8 655 56,5 550 48,9

2282 456,7 665.6 751,7 8052 860,5 1013,3 1524.0
17,1 294 39,1 422 345 435 450 51,1
12,6 90,5 143,1 171,9 317,1 3540 316,6 4886
09 58 84 9,7 13,6 179 140 164
80 656 1055 829 1205 132,5 1162 105,0
0,6 42 62 47 52 67 52 35

109,5 158,0 187,7 2594 3964 5851 7673 1259.7
56,9 89,3 106,0 1245 177,5 261,5 448,6 737,0
52,0 56,5 56,5 48,0 448 44,7 585 58,5
52,6 68,7 81,7 1349 2189 3236 318,7 5227
49,0 435 43,5 52,0 552 553 41,5 415
11 52,6 548 999 162,1 236,5 90,6 200,6
10,3 33,3 292 385 409 404 11,8 15,9
6,7 459 484 580 984 140,1 34,9 527
6,1 29,1 258 224 248 239 45 42
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Pul aqreqatlari, mird. manat
(manatla vo SDV depozitlari ila)

01.01.95 276,1 401,3 431,0 1048,1
01.01.96 602,4 925,0 957,6 1299,6
01.01.97 865.4 1173.,7 1204.,2 1545,1
01.01.98 1170,5 1537,8 1556,3 2063,7
01.01.99 926,0 1202,5 1218,5 1712,9
01.01.00 1135,8 1390,0 1404,3 1989,9
01.01.01 1349,8 1577,5 1629,1 2548,7
01.01.02 1469,0 1687,5 1755,6 3434,1
01.01.03 1668,7 1967,4 2025,8 3925,8
01.01.04 2040,9 2499,1 2592,2 5093,8

Money Aggregates, AZM billion
(AZM and hard currency-denominated deposits)

01.01.95 276,1 401,3 431,0 1048,1
01.01.96 602,4 925,0 957,6 1299,6
01.01.97 865,4 1173,7 1204,2 1545,1
01.01.98 1170,5 1537,8 1556,3 2063,7
01.01.99 926.,0 1202,5 1218,5 1712,9
01.01.00 1135,8 1390,0 1404,3 1989,9
01.01.01 1349,8 1577,5 1629,1 2548,7
01.01.02 1469.,0 1687,5 1755,6 3434,1
01.01.03 1668.,7 1967.,4 2025,8 3925.8
01.01.04 2040,9 2499,1 2592,2 5093,8
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