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On sz - Milli Bankn
Idars Heyatinin sadri

2006-c1 il Azerbaycanm milli dévlet quruculugu ve
iqtisadi inkisaf tarixinde xiisusi bir il kimi yadda qala-
caqdir. Azorbaycan Respublikasinin Prezidenti [lham
Oliyev cenablarmin dovlet baseist kimi fealiyyetinin
tictincti ili olan 2006-c1 il 6lkenin siyasi, sosial - iqtisadi
hoyatinin biitiin sferalarinda dinamik kemiyyet ve
derin keyfiyyst dayisiklikleri ilo xarakterikdir.

3 il Once cesaratle irali siiriilon ve ozmkarligla
hayata kegirilon 6lkenin modernizasiya strategiyasi
noticosinde Azerbaycanda iqtisadi quruculuq ve
sosial-iqtisadi deyisikliklerin dinamikasi 6lkemizi
beynalxalq maliyye-kredit institutlarinin ve beynal-
xalq isglizar diinyanmin diqqet markazinde saxlayir.

2006-c1 ilde do 6lkemiz diinyada on yiiksok iqtisadi
artim dinamikasini goruyub saxlamis, ham neft, hom
de geyri-neft sektorunda ikireqemli artim davam
etmisdir. Neft vo geyri-neft sektorunun intensiv kapi-
tallagmast iqtisadi dinamikanin ve galirlerin artiminin
dayaniglhigmi temin edan en miihiim amil olmusdur.

Daxili menbelorden maliyyelegon investisiyalarin
hacmi ohemiyystli artmis, o climleden dovlet
investisiyalarinin hacmi bir ne¢o dofo artmigdir.
Naticoda geyri-neft sektorunun kapitalizasiyasi oho-
miyyatli yiikselmisdir.

Iqtisadi sistemin vacib elementi olan emok bazari
yiiksok iqtisadi dinamikaya mesgullugun artmasi ilo
reaksiya vermis, iqgtisadiyyat todricon tam (tobii)
mosgulluq seviyyasine yaxmlagsmisdir.

Oten il 6lkede geden intensiv kapitallasma vo
masgullugun artmasi ilo yanagi emek mehsuldarli-
ginin artmast ile de saciyyavi olmusdur.

Ugurlu neft strategiyasi noticesinde 6lkenin tediyye
gabiliyysti durmadan yaxsilagmis, tediye balansinin
cari hesabinda ilk defe olaraq iri hecmli profisit
yaranmig, Azerbaycan netto-kreditor mdvqeyinde
mohkemlenmaye baglamisdir.

Yaranmus profisit hesabina dlkemiz neft sektoruna
colb olunmusg investisiyalar tizre 6hdsliklorini geri
O6domayo baslamis, dlkenin strateji valyuta ehtiyat-
larmin hacminde ehamiyyetli artim bag vermisdir.

Artan golirler ve yiiksek masgulluq seraitinde
6lkemiz iqtisadi inkisafin keyfiyyotco forqli bir
fazasina qgodem qoymusdur.

Ohalinin pul gelirlerinin ve daxili investisiyalarin
ikiragemli artimi seraitinde iqtisadiyyata emtes tok-
lifinin arttmmin tolabatin artimina derhal reaksiya ver-
momayi naticesinda iqtisadiyyatin yiiksek artim dina-
mikast onun tebii heraretlonmasi ile miisayist olun-
musdur. Yiiksek investisiya foallig1 ve emek haqqimin
yliksok artim tempi soraitinde "xorc inflyasiyast”
faktorlari foallagsmusdir.

Biitiin bunlara baxmayaraq, Milli Bankin hokumatlo
birgoe hayata kecirdiyi antiinflyasiya siyaseti netice-
sindo olkedo orta illik inflyasiya tokreqemli saviy-
yado qalmus, ehalinin pul galirlerinin real artim tempi
ise ikiragamli olmusdur.

Olkenin todiye balansinda méveud olan iri moblogli
profisit naticesinde il erzinde daxili valyuta bazarmda
xarici valyuta toklifi tolebi iistelomis, lakin Milli
Bankin aktiv sterilizasiya siyasati bazarin vo manatin
sabitliyinin qorunub saxlanmasini temin etmisdir.

Dinamik iqtisadi inkisaf ve dovlat biidcasi iizre mii-
hiim milli layihalerin reallasmasi pula telebatin siiratla
artmasi ilo miisayiot olunmus, bu telebatin 6denilmesi
noticosinde il orzinde iqtisadiyyatin monetlogmasi
ohomiyyotli deracede ylikselmisdir.

Yiiksek makroiqtisadi dinamika seraitinde 6lkenin
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Foreword -

Governor

of the National Bank

The year of 2006 shall be remembered as a very spe-
cial year in the history of reinforcement of sovereignty
and economic development of Azerbaijan. As the third
year of the term of the President of the Republic of
Azerbaijan Mr. [lham Aliyev, the year of 2006 stands
out for its profound quantitative and qualitative
changes throughout all areas of the political and socio-
economic life of the country.

The economic growth and rapid socio-economic
accomplishments resulting from the country modern-
ization strategy that had been ambitiously embarked
upon some 3 years ago keep international financial
institutions and international business community
closely focused on our country.

In 2006 our country managed to preserve and main-
tain the highest economic growth rates in the world by
furthering the two-digit growth both in oil and non-oil
sectors. Intensive capitalization of oil and non-oil sec-
tors has been the primary factor contributing to the sus-
tainability of economic dynamics and revenue upscale.

Domestic investments have expanded substantially
while public investments also increased by several
times. As a result, capitalization of the non-oil sector
enhanced drastically.

The labor market, an important element of the eco-
nomic system, responded to the high rate of economic
growth by increased employment, whereas the rate of
employment in the economy gradually neared an
absolute (natural) level.

In addition to the intensive capitalization and em-
ployment upbeat, the country also experienced a labor
productivity growth in the last year.

Solvency of the country has been improving contin-
uously as a result of the successful oil strategy and the
current account of the balance of payments had a large
surplus for the first time; Azerbaijan started improving
with respect to net loans.

Using the surplus, the country started repaying its obli-
gations on investments in the oil sector; strategic foreign
exchange reserves of the country increased substantially.

Against the background of ever-growing revenues
and increasing employment, our country moved into an
absolutely new phase of economic development.

As the supply of goods to the economy did not
immediately respond to the increase in the related
demand in an environment of a two-digit growth of
individual incomes and domestic investments, the high
rate of economic growth was combined with natural
reanimation of the economy. The "cost-push inflation"
factors became more active as investment activities
expanded and wages rose rapidly.

However joint antiinflationary policy measures
implemented by the National Bank and the govern-
ment contributed to bringing down the inflation to the
single-digit level while the real income of population
grew at a two-digit rate.

As aresult of the large surplus in the balance of pay-
ments, the supply of foreign exchange exceeded the
demand on the domestic foreign exchange market; yet,
the National Bank's active sterilization policy main-
tained the stability of the market and the Manat.

The fast-paced economic growth coupled with the
implementation of the state budget-funded comprehen-
sive national projects entailed a rapid increase in the
demand for cash, which, in turn, led to substantial
monetization of the economy during the year.

Set against the background of the soaring macroeco-
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bank sektoru qarsisinda duran esas vozifo maliyye
resurslarina ¢ixig imkanlarini genisloendirmek ve isteh-
lak yigimlarini geyri-neft sektorunun yiiksek kapitali-
zasiyasina transformasiya etmokden ibarat olmugdur.

2006-c1 ilde bank sisteminin intensiv kapitallagmasi
davam etmis, banklarin depozit bazasi ve kredit
portfeli rekord templarle genislonmis, bank sisteminin
institusional inkisafi derinlegmis, bank infrastrukturu
ohemiyyetli yaxsilasmis, bank sisteminin regional
iqtisadi inkisafda rolu artmigdir. Bank sisteminde
yliksok artim templori naticesinde yarana bilacek
risqlori qabaqlamaq iigiin bank nezaretinin giiclon-
dirilmasi tadbirleri digqatde saxlanilmisdir.

Elman Ristomov
Milli Bankin Idare
Heyatinin sodri

Azorbaycanda, eloco do Conubi Qafgazda ilk dofe
olaraq uzunmiiddetli ipoteka kreditlarinin verilmasine
baslanilmig, Olkede denominasiya ugurla basa
catdirtlmigdir.

2006-c1 ilin yekunlar gosterir ki, Milli Bank 6lkede
makroiqtisadi sabitliyin qorunmasi sahasinda iizerina
diisen vezifelorin 6hdesinden ugurla goalmis,
hokumetin antiinflyasiya programinin reallagmasina
zoruri destek vermis, eyni zamanda bank sektoru ve
6denis sisteminin dayaniqli inkisafinin tomin olunmasi
va sabitliyinin qorunmasina nail olmusdur.
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nomic expansion, the primary goals of the banking sec-
tor were to improve access to financial resources and to
transform consumer revenues into a high level capital-
ization of the non-oil sector.

In 2006 the banking system continued to capitalize
intensively, expanded its deposit base and overall
loan portfolio to record-breaking levels, further pro-
moted its institutional development, improved the
banking infrastructure and enhanced its role in
regional economic development. A strong focus was
placed on the actions designed to strengthen the bank-
ing supervision function in order to prevent risks that

Elman Rustamov
Chairman of the Board
The National Bank of Azerbaijan

may arise from the rapid growth of the banking sys-
tem.

Long-term mortgage loans were introduced for the
first time in Azerbaijan as well as in the South
Caucasus on the whole; the country has successfully
completed the denomination process.

The outcomes of 2006 indicate that the National
Bank has successfully coped with its functions on
keeping macroeconomic stabilization in the country,
while supporting anti-inflation program of the govern-
ment and achieving the sustainable development of
the banking sector and payments system.
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I. QLOBAL PROSESLOR VO AZORBAYCAN
IQTISADIYYATI

1.1. 2006-c1 ilda diinya iqgtisadiyyatinda asas inkisaf
meyllori

2003-cii ilden diinya iqtisadiyyatinda miisahide
olunan canlanma prosesleri hesabat ilinin ilk
yarisinda qismen sengise de, ilin sonuna yaxin
ohemiyyetli derecede siiretlonmigdir. Beynelxalq
Valyuta Fondunun (BVF) sentyabr ayinda verdiyi
proqnozlara asasen 2006-c1 ilde diinya UDM-in real
arttmimin 5,1% teskil edoaceyi gozlenilirdi. Lakin
ABS, Avropa Birliyi ve Cin kimi neheng senaye
6lkelorinde faktiki artimin gozlenilenden ¢ox olmasi
diinya lizre igtisadi artimin 5,1%-den yiiksek olacag,
hatta 2004-cii ilin gostaricisini qabaglamaqgla 1974-
cii ilden sonra tarixi rekordu tozeloyacoyi qonasting
golmoyoe osas verir.

Diinya xammal bazarlarinda  qiymetloerin
nezeracarpacaq deracede artmasi qisamiiddetli
dovrde imumi iqtisadi artim tempini longitmokle
boraber, inflyasiya proseslerini de qismen
stimullagdirmisdir. Bununla bele xammal ixrac eden
Olkelorde golirlorin artmasi iri senaye Olkolorinde
ixrac1 stimullagdirmagla multiplikativ effekt yaradir.

Yuxarida qeyd edilmis proseslarin mantiqi naticasi
olaraq oksar Olkelerde issizliyin azalmasi meyllori
miisahide  olunmusdur.  {lkin  gdstericilere
osaslanaraq biitovlikde diinya iqtisadiyyatinin
moévcud veziyyetini iqtisadi tsiklin kulminasiya
ndqtesi kimi saciyyelondirmak olar.

2006-c1 il erzinde ABS-da iqtisadi ekspansiya
ohomiyyatli sokilde sengimigdir. Buna baxmayaraq
ilin sonlarinda nezeregarpacaq canlanmadan sonra
illik iqtisadi artim 3,4% teskil etmisdir. Fordi
istehlakin ~ 4,4%  artmas1  iqtisadi  artimin
formalagmasinda mithiim rol oynamigdir. Daxili
istehlakin azalmasi neticesinde emtee idxalinin
azalmast ve xidmetler ixracinin genislonmasi do
iqtisadi artima siiretlendirici tesir gostormisdir.
Miitoxassislorin qonastine gore ABS-da iqtisadi
canlanmaya enerji dagtyicilariin qiymsatlorinin asagi
diismesi ohomiyyaetli tesir gdstormisdir. Oten illo
miigayisede senaye istehsalinin artim tempi bir goder
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siirotlonorok 4,0%-o c¢atmisdir. Buna vo xammal
giymetlorinin bahalagmasina baxmayaraq istehlak
qiymetleri indeksi (IQI) éten ilo nezeren 3,2%-o
dismiisdiir.

©Omok moahsuldarligimin 6ten ille miiqayiseds 2,2%
artmasini iqtisadi canlanmanin osas sebablarinden,
ilin sonunda igsizliyin ilin avveli ilo miigayisede
azalaraq 4,5%-9 diismesini iso ABS igtisadiyyatinin
illik foaliyyetinin mihiim naticalerinden biri kimi
qiymsatlandirmak olar.

Yaponiyada real iqtisadi artim bir qoder
siiratlonarek 2,2% toskil etmigdir. Senayede emek
mohsuldarhigin 2,7% yiikselmaesi soraitinde senaye
istehsalinda artim 4,4%-o catmusdir. Ilin sonunda
issizlik azalaraq 4,1%-o diismiis, QI 6ten ilin dekabr1
ilo miiqayisede 0,3% toskil etmisdir.

2004 ve 2005-ci illerde miivafiq olaraq 1,7% ve
1,4%-lik gostericidon sonra 2006-c1 ilde Avrozonada
real igtisadi artim ehemiyyaetli derecedse siiretlonarek
2,7% toskil etmisdir. Yiiksek iqgtisadi artim esasen
ilin sonunda iqtisadi konyunkturanin yaxsilasmasi
hesabina temin olunmusdur. Senaye istehsali dten
illo miigayisede 3,8%, o climleden investisiya
yoniimlii mallar iizre 5,4%-o, istehlak mallari iizre
iso 1,8%-0 ¢atmigdir. Orzaq mohsullart iizre
porakende emtes dovriyyesinde durgunlugun
miisahide olunmasi (cemisi 0,1% artim) istehlak
mallar1 istehsalinin asagi temple artmasimin osas
soboblorindendir.  Qeyri-orzaq mallart  iizro
parakende emtes dovriyyesi 3,3% artmigdir.

Iqtisadi artimi siiretlonmesinin naticesi kimi ilin
sonunda movsimi temizlenmis issizlik gostericisi
ilin avvali ilo miiqayisede 0,9 faiz bendi azalaraq
7,5%-o diismiisdiir. Bununla bele Avropa Merkezi
Bankinin gézlentilerine gore pul kiitlesinin artim
tempinin siirotlonmasi naticesinde ortamiiddetli
dovrde inflyasiya riskleri yiiksek olaraq qalir.
Dekabrda M3 pul agreqatinin dten ilin dekabri ilo
miiqayisede 9,7% artmasi bele bir qenasate gelmeye
osas verir. Bu avronun dovriyyeye daxil edildiyi
dovrden on yiiksek gostaricidir.

2006-c1 ilde Almaniyada UDM 2,7% artmisdir. Bu
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[. GLOBAL DEVELOPMENTS AND AZERBAIJAN'S
ECONOMY

1.1. Main development trends in the world econo-
my in 2006

Although the revitalization processes that the glob-
al economy had been experiencing since 2003 some-
what subsided in the first half of the reported year,
they regained the momentum later in the year.
According to the forecasts/projections issued by the
International Monetary Fund (IMF) in September,
the real growth of the world GDP in 2006 was
expected to make 5,1%. However, as major industri-
ally developed countries such as USA, European
Union and China showed an actual growth perform-
ance that beat the expectations, there are sound rea-
sons to believe that the global economic growth rate
would go beyond 5,1% and might even break the his-
torical record of 1974 by exceeding the year 2004
rate.

The considerable price increases on the world raw
material markets partly stimulated the inflationary
processes in addition to somewhat slowing down the
overall economic growth rates over a short period of
time. Still, increased revenues of raw material
exporting countries lead to a multiplicative effect by
stimulating exports in large industrially developed
countries.

The above described processes had a logical con-
sequence of downward unemployment trends in most
countries. Based on preliminary data, the current
state of the global economy as a whole can be
described as the culmination point of the economic
cycle.

USA experienced a substantial decline in econom-
ic expansion during 2006. Still, the annual economic
growth rate turned up 3,4% after a considerable revi-
talization later in the year. A 4,4% increase in indi-
vidual/private consumption made a significant con-
tribution to the overall economic growth. Reduction
in imports of goods and an increase in exports of
services resulting from a decline in domestic con-
sumption also had an accelerating effect on econom-
ic growth. According to expert assessments, the US

economic revitalization was significantly stimulated
by a decline in energy prices. The growth rate of
industrial production improved versus the last year's
rate and reached 4,0%. Despite that and increased
raw material prices, the consumer price index (CPI)
dropped down to 3,2% as compared to the last year.

A 2,2% increase in labor productivity versus the
last year's rate can be described as one of the primary
causes of the overall economic revitalization, while
the year to date decrease in unemployment down to
4,5% can be stated as a major effect of the annual
performance of the US economy.

Japan's real economic growth sped up to a certain
extent reaching 2,2%. With labor productivity in
industry rising by 2,7% the industrial production
growth reached 4,4%. Unemployment went down to
4,1% by the end of the year and the CPI made 0,3%
as compared to the last year's December.

The real economic growth in Eurozone enhanced
significantly in 2006 and amounted to 2,7%, after as
low annual indicators as the years of 2004 and 2005
had: 1,7% and 1,4% respectively. The high rate of
economic growth was caused primarily by the
improvement of the economic environment/condi-
tions later in the year. Industrial production pro-
gressed to 3,8% against the last year's rate, including
a 5,4% rate in investment goods and 1,8% rate in
consumer goods. The stagnation in the retail turnover
of food products (an overall growth of 0,1%) was
among the principal factors contributing to the slow
pace of consumer goods production. Non-food prod-
uct retail turnover rose by 3,3%.

As a result of increased economic growth, the
year-end seasonally adjusted unemployment rate
went down by 0,9 percentage points against the year-
start rate thus coming down to 7,5%. Yet, as expect-
ed by the European Central Bank, inflation risks
remain high in the mid-term due to increased money
supply. This conclusion can be derived from the
9,7% increase of the M3 monetary aggregate in
December against the last year's December. This is
the highest rate ever since the Euro was introduced.
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2000-ci ilden beri on yiiksok nailiyyetdir. Iqtisadi
artimin osas horakotverici qlivvesi olan osasli
investisiya qoyuluslar1 6ten ille miiqayisede 7,3%,
amtoo ixract 13,7% artmigdir. Bunun naticosinda
Almaniya 786 mlrd. avroluq ixracla 6ton ilde oldugu
kimi 2006-c1 ilde do diinyada 1-ci yeri tutmusdur.
Bununla bele idxalin daha stiratli (16,5%) artmasi
noticesinde xalis ixrac iqtisadi artim tempini
longitmisdir. Xarici ticarot hesabinda kosirin
artmasina baxmayaraq cari hesabda profisit artaraq
Umumi Daxili Mehsulun (UDM) 4,4%-ne catmusdir.
[QI 6ten illo miiqayisado 1,7% toskil artmisdir.

Avrozonada senaye istehsalina cografi baximdan
on boyilk tokan da mehz Almaniyadan golmisdir.
Almaniya senaye istehsalinin hacmina gére 5,5%-la
"Boyiik Yeddiler"in biitiin iizvlerini qabaqlamisdir.
Iqtisadi artimun siiretlonmesi ve hékumatin apardig:
masgulluq islahatlar1 naticesindo ilin sonunda issizlik
2002-ci ilin aprelinden etibaren on asagi soviyyayo -
7,9%-o diigmiisdiir.

Fransa iqtisadiyyatinda zoiflomo meyllori
miisahide olunur. 2006-c1 ilde burada iqtisadi artim
2,0%, sonaye istehsalinda artim comisi 0,8% toskil
etmisdir. Senayeden forqli olaraq kend teserriifati
sektorunda calisanlarin adambagsina galirleri 8,6%
artmigdir. Bu seraitds issizlik il erzinde 1,1% bondi
azalaraq ilin sonunda 8,5%-o diismiisdiir.

Oton ilki tonezziilden sonra Italiyada gismen
canlanma miisahide olunmusdur. Belo ki, 2006-c1
ildo real UDM 2%, sonaye istehsali iso 2,4%
artmigdir. Cinlo rogabetde movqelorin zoiflomasi
istehlak mallar1 istehsalinda artim tempini 0,9%-o
salmisdir.

Son 1,5 il arzinde Boyiik Britaniya iqgtisadiyyati
nisbaton siiratli artim tempi ilo saciyyalonir. 2006-c1
ilde bu 6lkado iqtisadi artim 2,7% toskil etmisdir. IV
riibde perakende emtos dévriyyesi timsalinda fordi
istehlakin ohemiyyotli genislonmoesi UDM-in
artimina tokan vermisdir. Oton ilki azalmadan sonra
sonaye istehsalinda durgunluq qeyde alinmisdir.
2006-c1 ilde Boylik Britaniyada senaye istehsali
2000-ci il saviyyesinin 95,5%-ni toskil etmisdir.

Dekabrda qiymet artimi Oten ilin dekabrina
nozoron siirotlonarak 3%-o c¢atmigdir ki, bu da
yanacaga yliksok vergi derocalorinin totbiq edilmasi
ilo olagodardir.

2006-c1 ilde Cinde iqtisadi artim 10,7% toskil
etmisdir ki, bu da son 11 ilde on yiiksek nailiyysatdir.
Ixracin ve investisiyalarin keskin genislonmasi
igtisadi artimin e@sas menboyini togkil etmisdir. Bu

ciir artimin davam edacoyi toqdirde miitexessisler
2008-ci ilde Cinin UDM-in hocmine gbro
Almaniyani 4-cii yero sixisdiracagi gonastindedirlor.
Tokco onu qeyd etmok kifayotdir ki, Cindo son 5 ilde
UDM 2-qat artmusdir.

2006-c1 ilin aprel ayr orzinde merkezi bank
torofinden yenidenmaliyyelosdirme faizlorinin 2
morhoalodo artirilmasi naticesinde iqtisadiyyata
kredit qoyuluslarinin azalmasma baxmayaraq cari
ildo do yiliksek artim tempinin davam edocoyi
gbzlonilir. Bununla belo hokumatin iqtisadi artimi
yavagitma siyaseti investisiyalarin sahe strukturunun
yaxsilagdirilmast  vo istehsal giiclorinin izafi
yiiklondiyi sahoelorde investisiyalarin nozaratde
saxlanmasi timsalinda 6z tesirlorini gostormisdir. Bu
hal daxili investisiyalarin artim tempinin dten ildeki
27%-don cari ilde 24,5%-o diigmasi naticesindo bas
vermisdir. Ixrac bumu naticesinde xalis ixrac 74%
artaraq 177 mlrd.$-a catmigdir.

Qrafik 1. 2006-c1 ildo asas ticarat torafdaslarinda iqtisadi artim, Gton
ilo nazeran %-lo
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2006-c1 ilde Rusiya Federasiyasinda iqtisadi artim
oten illo miiqayisade 6,7% toskil etmisdir. Bu bir il
avvalki miivafiq gostericiden 0,3% bendi coxdur.
Oksor MDB o6lkelorinde oldugu kimi burada da
iqtisadi artimin osas menbayini ticarat, rabito vo
tikinti xidmatlori toskil etmisdir. Il orzinde senaye
istehsalinin artim tempi 3,9%-o, kond toserriifati
istehsalinin artim tempi iso 2,8%-o diigmiisdiir.
[stehlak giymotlorinda illik qiymet artimu 9,7% toskil
etmigdir. Pul kiitlosinin il orzinde 49% artmasi
inflyasiyani stimullagdiran amil olmusdur.

2006-c1 ilde Azerbaycanin diger ticarot
torofdaslarinda iqtisadi artim davam etmisdir.
Qazaxistanda bu gosterici 10,6%, Ukraynada 7%
olmus, Tiirkiye, Giirciistan vo Iranda miivafiq olaraq
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In 2006 Germany's GDP went up by 2,7%, which
is the highest level since 2000. The primary driving
force behind economic growth - capital investments
- increased by 7,3% against the last year's rate while
exports of goods rose by 13,7%. As a consequence,
Germany again held the world's 1st place in 2006,
like in the last year, with 786 billion Euro worth of
exports. With that, with imports growing faster
(16,5%), net exports slowed down the overall eco-
nomic growth. Despite the increased deficit in the
foreign trade balance, the current account's surplus
expanded to 4,4% of the Gross Domestic Product
(GDP). CPI increased by 1,7% against the last year.

Germany is also the largest contributor to the
Eurozone's industrial production from geographic
standpoint. Germany was ahead all the other mem-
bers of the G7 with respect to industrial production
by reaching a level of 5,5%. The faster economic
growth and the government's employment reforms
brought the unemployment rate by the end of the
year to its lowest since April 2002 - 7,9%.

The French economy showed some weakening
signs. In 2006 the country's economic growth made
only 2,0% while industrial production went up by
only 0,8%. Unlike industry, the agricultural sector's
income per capital rose by 8,6%. Thus, unemploy-
ment decreased by 1,1% during the year and came
down to 8,5% by the end of the year.

After the last year's decline Italy showed some
reanimation. Thus, in 2006 real GDP increased by
2% and industrial production by 2,4%. Weakened
competitive positions versus China decreased the
growth rate of consumer goods production down to
0,9%.

In the last 1,5 years the UK's economy has been
characterized with relatively high growth rates. In
2006 the country's economic growth amounted to
2,7%. A significant expansion of individual/private
consumption in retail commodity turnover in the 4th
quarter gave an impetus to the growth of GDP. After
the last year's decline industrial production has been
somewhat depressed. In 2006 Great Britain's indus-
trial production amounted to 95,5% of the year 2000
level.

December's price increase somewhat accelerated
versus the last year's December rates reaching 3%,
which is primarily due to the high fuel taxes.

China's economic growth rate made 10,7% in
2006, which is the highest level in the past 11 years.
Drastic increase in exports and investments repre-

12%

sented the main source of the economic growth. If
such economic growth continues, experts believe
that China will press Germany in the 4th place in
terms of GDP volume by 2008. It would suffice to
state that China's GDP doubled in the last 5 years.
Although as a result of the central bank's 2-phase
reduction of the refinancing rates in April 2006 loans
to economic sectors decreased, a high growth rate is
expected to continue in the current year as well. At
the same time, the government's policy of slowing
down the economic growth had its effects in the form
of improvement of the sector structure of invest-
ments and control of investments in sectors where
production capacities expanded abundantly. This
was caused by the decrease of investment growth
rate from the last year's 27% down to 24,5% in the
current year. As a result of the export boom net
exports rose by 74% thus totaling to USD177 bln.

Chart 1. Economic growth in main economic counterparts in
2006, relative to the previous year, %
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In 2006 economic growth in the Russian

Federation made 6,7% relative to the last year.
This exceeds the last year's relevant indicator by
0,3%. Like in most CIS countries, chief sources of
economic growth here were trade, communications
and construction services too. During the year
growth rate of industrial production was 3,9% and
agriculture was 2,8%. Annual price increase in con-
sumer prices made 9,7%. 49% increase in money
supply was a factor stimulating inflation.

Economic growth continued in other trade partners
of Azerbaijan during 2006 too. That indicator was
10,6% in Kazakhstan, 7% in Ukraine, and is expect-
ed to be 5,5%, 9,5% and 5,3% in Turkey, Georgia
and Iran respectively. Estimates show that average
weighted economic growth rate in partner countries
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5,5%, 9,5% vo 5,3% hocminde gdzlenilir.
Hesablamalar gostorir ki, torofdas o6lkelorde orta
cokili igtisadi artim Oten ille miigayisedas 0,1% bandi
siirotlonarok 5,9% toskil etmisdir.

1.2. Diinya omtoo bazarlari

2000-ci ilden etibaron cari ilin iyulunda 6ziiniin
kulminasiya ndqtesine ¢atan ABS dollar1 bazasinda
diinya xammal qiymetlari indeksi (Hamburq diinya
igtisadiyyati institutu - HWWI torafinden hesablanir)
sonraki 3 ayda azalsa da, noyabr vo dekabr aylarinda
yenidon artim niimayis etdirmisdir. Noticodo
dekabrda bu indeks 6ton ilin dekabri ilo miiqayiseda
15% artmigdir.

Avqustun 9-da on yiiksok seviyyesino c¢atan neft
qiymatlori ("Brent" {i¢iin 78,22 ABS dollar1) bundan
sonra todricon azalaraq ilin sonunda 61,1 dollara
diismiisdiir. Buna baxmayaraq BVF torafinden
hesablanan enerji dastyicilarinin qiymet indeksi (neft,
tobii qaz ve komiiriin bazasinda) il erzinde 7,3%
artmigdir.

Enerji dasiyicilarindan forqli olaraq diger xammal
ndvlorinin  qiymotlorinde davamli bahalasma
dinamikas1 davam etmis veo ilin sonunda artim dten
illo miiqayisade 30,6% toskil etmisdir. ©On ¢ox
giymet artimmin miisahide edildiyi sink ve nikelin
togribon 2,5 dofo bahalagsmasi neticesinde alvan
metallarda 53,6% soviyyesinde qeyde alinmigdir.
Orzaq mahsullar va ickilarda bu reqem 14,4%, kend
tosarriifati mohsullarinda ise 16,6% toskil etmisdir.
Tobii gaz, banan, demir filizi, mis, qurgusun, sink,
uran, nikel, rezin ve meso materiallarinin
giymatlorinde tarixi rekord tezelonmisdir. Orzaq
mallar1 ve kend teserriifati xammalimin bahalagmasi
naticesinde BVF torafindon gozlenilen diinya iizro
istehlak qiymatlorinin artimu siiratlonarak son 5 ildo
on yliksok haddo - 3,8%-o catmigdir.

Diinya iqtisadiyyatinda konyunkturun yaxsilasmasi
vo omtoo birjalarinda qeyri-orzaq tipli mallarin
qiymetlorinde ehemiyyetli bahalasma Azerbaycan-
dan ixract stimullasdirmuisdir. Ixrac olunmus
mohsullar igarisinde son 2 ilde giymsti ucuzlasan
yegano omtoo giinebaxan yagidir. Sekerin qiymati
sabit dinamika niimayis etdirmisdir. Qalan biitiin
mohsullar bu ve ya diger derocada bahalagsmigdir. On
cox bahalasma ise demir, plastik kiitlelor vo
aliiminiumun qiymetlorinde geyde alinmigdir.

Qrafik 2. Azorbaycandan ixrac olunmug mithiim nov amtaslorin
dinya giymatlari, dekabr 2004=100
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2006-c1 ilde geyri-neft ixracinin 23%-1 aliiminium
vo aliiminium-oksid mehsullarinin, 10%-i ise plastik
kiitlolor ve onlardan hazirlanmig memulatlarin
payma diigmiigdiir. Seker senayesinin formalasmasi
ilo olagedar olaraq Azerbaycan iri seker
idxalat¢isindan xam sekeri idxal ederek hazir seker
ixrac eden dlkays gevrilmisdir.

1.3. Azarbaycanda iqtisadi artim ve onun manbsaleri

2006-c1 ilde Olkenin ixracat golirlerinin
ohomiyyatli artim1 ve dovlat biidcesi lizre irimiqyash
investisiya vo sosial proqramlarin realizasiyast vo
istehlak xarclorinin artmasi soraitinde iqgtisadiyyatda
ikiroqgomli artim davam etmigdir. Umumi Daxili
Mohsul 34,5%, o climladen qeyri-neft sektorunda
12,1% artmusdir.

Yiiksok iqtisadi artim dinamikasi osasen toleb
faktorlarindan qaynaqlanmig, fiskal aktivlik ve
olverigli ~xarici balans ikireqemli  artimin
saxlanmasinda baglica rol oynamigdir.

Daxili tolobin ohemiyyetli genislonmesi daxili
tolobata xidmat eden saholorin giiclii inkisafini
sortlondirmisdir. Hesablamalara goéro qeyri-neft
UDM-in 72%-ni qeyri-ticari saholor toskil etmis vo
qeyri-neft UDM-in artimi osasen bu sahelerin
inkigafi hesabina formalagmigdir.
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totaled to 5,9% by increasing 0,1% against the last
year.

1.2. World commodity markets

Although the USD-based world raw material price
index that reached its culmination point in July of
the current year since 2000 (calculated by the
Hamburg World Economic Institute - HWWI)
decreased in the following 3 months, the index start-
ed growing again in November and December.
Consequently, that index increased by 15% against
the last year's December.

Oil prices that reached their highest on August 9
(USD78,22 per barrel of Brent oil) started decreas-
ing gradually afterwards and came down to
USD61,1 by the end of the year. Despite that, the
energy carrier price index calculated by the IMF
(oil, natural gas and coal-based) increased by 7,3%
during the year.

Unlike energy carriers, prices of other raw materi-
als continued to grow and the year-end increase
amounted to 30,6% against the last year's rate. As a
result of an increase of the prices for nickel and zinc,
which was the highest, by approximately 2,5 times,
the growth in non-ferrous metals made 53,6%. This
figure amounted to 14,4% for food products and
beverages and 16,6% for agricultural products. The
historical price record was renewed for natural gas,
bananas, iron ore, copper, lead, zinc, uranium, nick-
el, rubber and timber. As a result of increased prices
for food products and agricultural products the
growth of the world consumer prices expected by
the IMF reached its highest level in the past 5 years
of 3,8%.

Improved global economic conditions and a sig-
nificant increase in the prices of non-food products
on the world commodity exchanges stimulated
Azerbaijan's exports. Sunflower oil is the only prod-
uct the price of which decreased in the last 2 years
among the exported goods. The price of sugar dis-
played a stable change pattern. Prices of all other
goods rose to various degrees. The highest price
increases pertain to iron, plastic and aluminum.

Chart 2. World prices of significant commodities exported
from Azerbaijan, December 2004=100
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In 2006, aluminum and aluminum oxide products
accounted for 23% and plastic materials and prod-
ucts made of them accounted for 10% of the total
non-oil exports. As the sugar industry started devel-
oping, Azerbaijan turned from a large sugar
importer into a country exporting finished sugar
product by importing sugar raw material.

1.3. Economic growth in Azerbaijan and its sources

Due to export revenues growing substantially,
implementation of large-scale investment and social
programs funded by the state budget and increase of
consumer expenditures the country's two-digit eco-
nomic growth continued. Gross Domestic Product
increased by 34,5%, including a 12,1% increase in
the non-oil sector.

The high economic growth dynamic was mainly
contributed to by the demand factor, while fiscal
activity and favorable foreign balance played the
lead role in maintaining the two-digit growth.

The substantial expansion of domestic demand
facilitated intensive development of the sectors that
serve domestic demand. According to estimates,
non-trade sectors amounted to 72% of the non-oil
GDP and the growth of the non-oil GDP was formed
primarily due to the development of these sectors.
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1.3.1 Mocmu tolab

2006-c1 ildo real iqtisadi artimin formalasmasinda
tolob amillori daha ehemiyyatli rola malik olmusdur.

Belos ki, ilkin giymatlondirmalera gore 34,5%-lik
real igtisadi artim tempine daxili teleb 28,5% bendi,
xalis xarici tolob ise 6% boandi tohfo vermisdir.

1.3.1.1 Son istehlak xorclori'. Yiiksok iqtisadi
foalliq ve alverisli xarici konyunktura fiskal xerclorin
vo ohalinin pul golirlerinin davamli olaraq artmasi
vasitosilo mocmu tolobin, xiisusilo onun istehlak
komponentinin ehomiyyetli artmasina getirib
cixarmigdir.

Macmu toklifin (qeyri-neft sektorunda istehsal)
artim siirati ikireqomli olsa da, meacmu telobin
(xorclor) artim1 moacmu toklifin artimini tistolomisdir.
Belo ki, ilkin giymetlondirmealere géro mecmu
tolobin osas kanali olan son istehlak xorclori real
olaraq 17,7% artaraq 7732,4 mIn. manat ve ya geyri-
neft UDM-in 95,4%-ni toskil etmisdir.

Miiqayise ii¢lin geyd edok ki, 2005-ci ildo macmu
tolobin osas kanali olan son istehlak xorclori 11,4%
artaraq 6579,8 mln. manat ve ya geyri-neft UDM-in
94,5%-ni toskil etmisdir. Real ifadedo ev
tosorriifatlarim mal ve xidmetlere xorclori 20%,
dovlet idarslerinin istehlaki tizro 8,5%, ictimai
toskilatlarinin istehlak xorclori iso 2,5% artmisdir.
Son istehlak xorclorinin 17,7% real artiminin 16,2%
bendi ev teserriifatlarmim, 1,5% bendi ise dovlet
idarelorinin istehlaki hesabina bag vermisdir.

Qrafik 3. Macmu xarc komponentlarinin iqtisadi
artima tohfasi, %
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" Istehlak xorclori ilkin statistik melumatlara osaslanir.
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Qrafik 4. Son istehlak xarclorinin real artim tempina
moanbalarin tohfasi, %

0,02
1.5
2006 ’
16,2
-0,19
0,7
2005
10,8
O ictimai tagkilatlar B dovlot idarslori O ev tosarriifatt

Ev tosorriifatlart. Ev toserriifatinin gelirlerinin
artmasinda sosial yoniimlii fiskal xerclerin artmasi
ohamiyyaetli amil olmusdur. Bels ki, sosial yonimli
xarclor 44% artmigdir.

2006-c1 ilde ohalinin pul xarclorinin 68,9%-1 son
istehlaka yoneldilmis (avvalki ilin miivafiq dévriinde
70,3%-1), 31,1%-1 ise (evvalki ilin miivafiq dovriinde
29,7%-1) y1gima sorf olunmugdur. Mal ve xidmaetlere
xarclomalarinin 54,6%-1 (6ten ilin miivafiq gostarici-
si 55,5%) ise erzaq mallarinin alinmasma yonal-
migdir.

Hokumoet ve ictimai teskilatlar. Son istehlak
xarclorinin artimima hékumat ve ictimai togkilatlarin
istehlak xorclorinin do ehamiyyatli tesiri olmusdur.
Belo ki, son istehlak xorclorinin {imumi hocminin
19%-1 yalmiz bu iki sahenin payina diismisdiir.
Hokumestin istehlak xerclorinin artimi baglica olaraq
dovlet biidcasinde emak haqqt ve mal ve xidmatlera
xarclorin artmasi hesabina bas vermisdir. Belo ki,
2006-c1 ilde dovlat biidcesinin cari xarclori dton illa
miiqayisade 54% artmigdir.

1.3.1.2 Investisiya xerclori. ©vvalki illorden forgli
olaraq 2006-c1 ilde iqtisadiyyata investisiya
qoyulusunun strukturu keyfiyyoet baximindan
yaxgilasmigdir. Belo ki, 2006-c1 ilde esas kapitala
5963,6 mln. manat mabloaginds investisiya qoyulmus,
onun hecmi ise 14,8% artmisdir. Umumi
investisiyalarin 45,8%-1 daxili menbeler hesabina
hoyata kegirilmigdir ki, bu da evvelki ille
miiqayisade 13% bandi ¢oxdur.
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1.3.1 Aggregate demand

Demand factors played the most substantial role in
forming up the real economic growth in 2006.

Thus, according to early estimates, domestic
demand contributed 28,5% while net foreign demand
contributed 6% to the total of 34,5% of the real eco-
nomic growth rate.

1.3.1.1 Final consumption expenditures'. High eco-
nomic activity and favorable foreign conditions
resulted in substantive increase of the aggregate
demand, especially its consumption component
through a continuous growth of fiscal expenses and
consumer income.

Although aggregate supply (non-oil sector produc-
tion) had a two-digit growth rate, growth of aggregate
demand (expenses) exceeded the growth rate of
aggregate supply. Thus, according to early estimates,
end consumption expenditures, which represent the
principal channel of aggregate demand, totaled to
AZN7732,4 mln. or 95,4% of GDP by rising 17,7%.

For comparison, in 2005 end consumption expendi-
tures, which represent the principal channel of aggre-
gate demand, totaled to AZN6579,8 mln. or 94,5% of
GDP by rising by 11,4%. In real terms, household
expenses for goods and services increased by 20%,
government agency consumption expenditures by
8,5% and public institutions' consumption expendi-
tures by 2,5%. The total of 17,7% of end consumption
expenses' real growth was contributed to by house-

Chart 3. Contribution of aggregate expenditure
components to economic growth, %.
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hold consumption at 16,2% and government agencies'
consumption of 1,5%.

Chart 4. Contribution of sources to the real growth rate
of final consumption expenditures
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In 2006 68,9% of consumer income was spent on
final consumption (70,3% in the relevant period of
the last year) and 31,1% on collection (29,7% in the
relevant period of the last year). 54,6% of expenses
on goods and services (55,5% in the last year) were
spent on purchase of food products

Government and public entities. Consumption
expenses of government and public institutions also
significantly contributed to the growth of final con-
sumption expenses. Thus, only these two sectors
accounted for 19% of the total final consumption
expenses. The government's consumption expenses
increased primarily due to the increased salary and
goods and services expenditures of the state budget.
Thus, in 2006 current expenditures of the state
budget increased by 54% relative to the last year.

1.3.1.2 Investment expenditures. In comparison
with the previous years, in 2006 the structure of
investments in economic sectors improved in terms
of quality. Thus, a total of AZN 5963,6 mIn. was
invested in fixed capital, while its amount increased
by 14,8%. 45,8% of total investments were funded
by domestic sources, which exceeds the last year's
level by 13%.
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Qrafik 5. Iqtisadiyyata daxili vo xarici investisiya qoyulusu
haqqinda malumat (mln. manat)
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Daxili investisiya qoyulusunun artiminda biidce
vosaitleri ile yanagi ohalinin gexsi vesaitleri de
mithiim rola malik olmusdur. Ohalinin sexsi
vosaitlori hesabina maliyyeloson daxili investisi-
yalarin hacmi 53% artmis ve daxili investisiyalarm
artimma 5,3% bendi téhfo vermisdir. Umumi
investisiyalarin 55,3%-1 (2005-ci ilde 71%-i) neft
sektorunun inkisafi meqsedlerine yonaldilmisdir.
2006-c1 il qeyri-neft sektoruna investisiya
goyulusunun keskin artimi ile xarakterize olunur.
Belo ki, qeyri-neft sektoruna yonsldilen
investisiyalarin hacmi 57,8% artmis, onun qgeyri-neft
UDM-na nisbati ise &ten illo miiqayisede 10,3%

Qrafik 6. Neft va geyri-neft sektoruna investisiya qoyulusu
haqqinda malumat (mln. manat)
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Qrafik 7. Qeyri-neft sektoru tizra sahalerin investisiyalarin artim tempinda
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bondi artaraq 32,9% teskil etmisdir. 2006-c1 ilde
timumi investisiyalarin 44,7%-i qeyri-neft sektoruna
yonaldilmisdir ki, bu da 6ten ille miiqayisede 15,7%
bondi ¢oxdur.

2006-c1 ilde qeyri-neft sektoruna geden
investisiyalarin 20,4%-1 nagliyyatin, 23,6%-1 xidmat
saholorinin, 7,9%-1 rabitonin, 3,6%-1 emal
senayesinin, 2,2%-i ise kond teserriifatinin inkisafi
magsadlerine yonsldilmisdir. Qeyri-neft sektoruna
yonaldilon daxili investisiyalarm artiminin 2,3%
bendi ticari, 55,5% bendi ise qeyri-ticari sahaloro
yonoaldilen vesaitin artimi hesabina bas vermisdir.

Ozol investisiyalar. Umumi investisiyalarin
maliyyslegmesinde miiassise ve taskilatlarin pay1
yikksak soviyyade qalmigdir. Belo ki, imumi
investisiyalarin 69,4%-1 miiessise ve toskilatlarin 6z
vasaitleri hesabina hayata kegirilmis, onun hacmi isa
5% azalmig ve daxili investisiyalarm artimina 0,6%
bondi azaldic1 tosir etmisdir. Daxili investisiyalarm
maliyyelosmasinde miiessise ve teskilatlarin
vosaitinin azalmas1 diger menbalor hesabina
maliyyelosme imkanlarmin yaxsilagmasi ile
olagadardir.

Hokumat investisiyalart. Mecmu tolobin artiminda
mithiim amillerden biri do hokumetin investisiya
xorclorinin artimdir. Belo ki, 2006-c1 ildo ddvletin
investisiya xarclori 4,4 dofe artaraq 847,5 mln. AZN
vo ya biidce xarclorinin 22,4%-ni toskil etmisdir.
Investisiya xorclori baglica olaraq istehsal vo
infrastruktur, sosial, institusional ve osash tikinti
layihelori iizre xorclorin maliyyelosdirilmasi
magsadine istifade edilmisdir.

Osas kapitala daxili investisiya qoyuluglarinin
14,2%-1 bilidco  vesaitlori hesabmma heyata
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Chart 5. Domestic and foreign investments across economic
sectors (AZN mln)
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In addition to budgetary resources, the population's
personal savings also played an important role in
facilitating the growth of domestic investments.
Domestic investments funded by the individual sav-
ings increased by 53% and contributed 5,3% to the
growth of domestic investments. 55,3% of the total
investments were used to promote the development of
the oil sector (71% in 2005).

The year of 2006 is characterized with a dramatic
growth of investments in the non-oil sector. Thus,
investments in the non-oil sector rose increased by
57,8%, while its relation to the non-oil GDP amount-
ed to 32,9% by having increased by 10,3% relative to

Chart 6. Investments in oil and non-oil sector
(AZN mln)
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Chart 7. Contribution of the non-oil sector’s subsectors to the overall
investment growth, %
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the last year. 44,7% of the total investments were
made in the non-oil sector in 2006, which is 15,7%
more than the last year's rate.

In 2006, out of the total investments in the non-oil
sector 20,4% were directed to facilitate the develop-
ment of the transport sector, 23,6% of service sec-
tors, 7,9% of communications sector, 3,6% of pro-
cessing industry, 2,2% of agricultural sector.
Increase in investments made in the trade sectors
accounted for 2,3% and increase in investments in
the non-tradable sectors accounted for 55,5% of the
growth of domestic investments in the non-oil sector.

Private investments. The share of enterprises and
entities remained high in financing total investments.
Thus, 69,4% of the total investments were funded by
own funds of enterprises and entities, while its
amount decreased by 5% and had a reducing effect
on the growth of domestic investments to the extent
of 0,6%. The reduction in the funding provided by
enterprises and entities for domestic investments was
associated with the enhancement of other funding
sources.

Government investments. Government's invest-
ment expenditures were among the principal factors
that contributed to the overall growth of the aggre-
gate demand. Thus, in 2006 the public investment
expenditures increased by 4,4 times and thereby
totaled to AZN847,5 mln. or 22,4% of the total budg-
et expenditures. The investment expenditures were
mostly used for funding production and infrastruc-
ture, social, institutional and capital construction
project expenses.

14,2% of the domestic investments in fixed capi-
tal/assets were funded by the state budget. For com-
parison, state budget funding amounted only for 3,5%
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kecirilmisdir. Miigayiso ii¢lin, 2005-ci ilin miivafiq
dévriinde osas kapitala yoneldilen investisiyalarin
imumi hecminde biidce vesaitlerinin xiisusi ¢okisi
3,5% toskil edirdi.

Aparilan hesablamalar gostorir ki, dovlet biidcosi
vo biidcedenkenar fondlarin vesaitlori nezera
alinmazsa, qalan menbolor hesabma daxili investi-
siya qoyulusunun artim tempi 7,7% toskil ederdi.

Xarici investisiyalar. Neft sektoruna
investisiyalarin azalmasi xarici investisiyalarin artim
tempinin azalmasina ehemiyyatli tosir etmisdir. Belo
ki, investisiyalarin 54,2%-1 xarici monbalor hesabina
formalagsmigdir ki, bu da 2005-ci ilin miivafiq
dovriine nisbaten 13% bendi azdir.

1.3.1.3. Xarici tolob: xarici ticarat vo todiye
balansi. 2006-c1 ilde real sektorda istehsalin artim
dinamikas1 6lkenin tadiye balansinda (xarici sektor)
da 6z oksini tapmigdir. 2006-c1 ilde xarici ticarot
doévriyyesinde 7,7 mlrd. ABS dollart hacminds miis-
bat saldo yaranmisdir. Ixracin artim tempinin (70%),
idxalla (21%) miiqayisede yiiksek olmasi xarici
ticarot balansinin saldosunun yiikselmasini sortlon-
dirmisdir.

1.3.2. Macmu toklif

2006-c1 ilde yiiksek iqtisadi artim dinamikasi
osason toleb faktorlarindan gqaynaqlanmis, fiskal
aktivlik ve alverisli xarici balans ikiraqemli artimin
saxlanmasinda baslica rol oynamisdir.

Neft sektoru. 2006-c1 ilde dlkedos istehsal olunan
UDM-in 54,3%-i mohz neft sektorunda istchsal
edilmisdir ki, bu da avvalki ile nisbaton 13% bondi
coxdur. {1 arzinde neft hasilati 65,9%, neft emal iso
2,3% artmusdir.

Qeyri-neft sektoru (saholor iizre). Qeyri-neft
sektorunda da iqtisadi artim ikiregemli olmusdur.
Qeyri-neft istehsal sahalorinde artim tempi xidmot
saholorine nisbaton asagi olmusdur. Belo ki, isteh-
salin hacminin artim tempi qeyri-neft sonayesinda
9,3%, tikintide 8,5%, rabitede 24%, neaqliyyatda
48,3%, kond toserriifatinda ise 0,9% toskil etmisdir.
Miiqayise liciin, 2005-ci ilde istehsalin hacminin ar-
tim tempi qeyri-neft senayesindoe 14,8%, rabitada 36%,
naqliyyatda 11,5%, kend teserriifatinda 7,5% artmigdi.

Qeyri-neft sektoru iizre UDM-in 28,3%-i ticari
saholarinde istehsal edilse do real artim tempino bu
saholorin tohfosi 1,2% bendi olmusdur. Qeyri-neft
UDM-i baslica olaraq qeyri-ticari sektorda artim
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Qrafik 8. 2006-c1 ilds qeyri-neft UDM-in saha strukturu, %
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hesabima bag vermisdir. Qeyri-ticari saholerin qeyri-
neft sektoru iizro UDM-in artimmna tShfosi 10,9%
bandi olmusdur.

1.3.2.1. Ticari sahalar. 2006-c1 ilde ticari sektor
4,2% artmigdir.

Kond teserriifati. 2006-c1 ilde aqrar istehsalin
timumi hecmi 0,9% artmis (miiqayise iglin qeyd
edok ki, ovvelki ilde kond teserriifatinda 7,5% artim
olmusdu) vo o, asasen heyvandarliq mehsullarinin
artimindan (2,9%) tesirlonmisdir. Umumilikde 2006-
ct ilde kend teserriifatinin 0,9% artmast qeyri-neft
UDM-in artimina 0,2% bendi tohfo vermisdir.

Qrafik 9. Sektorlar tizro real artim tempi, %
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of the investments in fixed capital made during the
relevant period of 2005.

Estimates show that with the state budget and extra-
budgetary fund expenditures excluded the growth rate
of domestic investments funded by the remaining
sources would make 7,7%.

Foreign investments. A decrease in the oil sector
investments had a significant reducing effect on the
growth rate of foreign investments. Thus, 54,2% of
the total investments were funded from foreign
sources, which is less by 13% than the rate of the rel-
evant period of 2005.

1.3.1.3. Foreign demand: foreign trade and balance
of payments. In 2006 the real sector's production
growth affected the country's balance of payments
(foreign sector) too. In 2006, the foreign trade
turnover had a positive balance of USD7,7 bln. The
growth rate of exports (70%) exceeding that of
imports (21%) predetermined the increase in the for-
eign trade balance.

1.3.2. Aggregate supply

The high economic growth in 2006 was driven
mostly by demand factors, the fiscal activity and
favorable foreign balance played a leading role in
maintaining the two-digit growth rate of foreign bal-
ance.

Oil sector. 54,3% of the GDP produced in the
country pertained to the oil sector in 2006, which
exceeds the last year's rate by 13%. During the year
oil production went up by 65,9% and oil refinery by
2,3%.

Non-oil sector. Non-oil sector also displayed a two-
digit economic growth rate. The growth rate of non-
oil production industries was lower than that of serv-
ice industries. Thus, output growth rate amounted to
9,3% in non-oil industry, 8,5% in construction, 24%
in communications, 48,3% in transport and 0,9% in
agriculture. For comparison, output growth rate
increased by 14,8% in non-oil industry, 36% in com-
munications, 11,5% in transport and 7,5% in agricul-
ture in 2005.

Although 28,3% of the non-oil sector GDP was
produced by the tradable sectors, the contribution of
these sectors to the real growth rate was only 1,2%.
The non-oil sector's GDP growth was driven primari-
ly by non-trade sector growth. Non-tradable sectors

Chart 8. Sector-based breakdown of non-oil GDP in 2006, %
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contributed to 10,9% of the overall growth of the non-
oil sector GDP.

1.3.2.1. Tradable sectors. In 2006 trade sector
increased by 4,2%.

Agriculture. In 2006 the overall agricultural output
increased by 0,9% (for comparison, the last year's
agricultural output increased by 7,5%), which was
primarily driven by livestock output growth (2,9%).
Overall, the 0,9% increase in the agricultural output
made a 0,2% contribution to the non-oil GDP growth.

Chart 9. Real growth rate by sectors, %
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Senaye. Son 4 ilde senayenin real artimi 2 defodon
cox, o ciimladen geyri-neft senayesinde 70%-den
cox olmusdur. 2006-c1 ilde senaye istehsalinin
hocminin artimmda demok olar ki, biitiin sahoaler
miisbat istirak payma malik olmusdur. Istehsalin
hacmi magin ve avadanliglarin istehsalinda 56,4%,
mebel senayesinde 21,3%, metallurgiyada 9,1%, qida
sonayesinde 4% artim geyde alinmigdir. Senayenin
bozi saholorinde ise azalma olmusdur. Belo ki,
istehsal toxuculuq ve tikis senayesinde 17,1%,
noaqliyyat vasitolori vo avadanliglarinin istehsalinda
11,1%  azalmigdir.  Umumilikde  geyri-neft
senayesinin 9,3% artimi geyri-neft UDM-in artimina
1,1% bendi tdhfe vermisdir.

1.3.2.2. Qeyri-ticari saholor. Iqtisadiyyatda
infrastruktur sahalorin sicrayish inkisafi qeyri-ticari
saholords istehsalin 15,9% artmasini tomin etmisdir.
2006-c1 ilde osas infrastruktur sahslerden olan
naqliyyatda artim geyri-neft UDM-in artimina giiclii
impuls vermisdir. Belo ki, geyri-neft UDM-in
artiminin 5,3% bendi naqliyyatin payma dismiisdiir.
Rabitenin inkisaf tempi ise geyri-ticari sektorun digor
sahalorindeki artim tempini gabaglamisdir. Belo ki,
rabito xidmetlari istehsalinin artimi 24% toskil etmis
ve 0, geyri-neft UDM-in artimina 1,6% bendi tohfo
vermigdir.

Qrafik 10. 2006-c1 ilda ticari va geyri-ticari sahalarin qeyri-nefi
UDM-in artimina tShfasi, %
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1.3.3. Makroiqtisadi tarazliq ve qiymat indekslori

2006-c1 ilde moecmu telobin komponentlorinin
artim tempi moacmu toklifin komponentlarinin artim
tempini gismon istolomis, macmu toklif macmu
tolobin artimma gegikmo ilo reaksiya vermisdir.
Macmu toleb amillerinin artiminda ehalinin maddi
rifah halinin yiikseldilmesine xidmet edon sosial
xorclorin  yiikselmosi ve pul golirlerinin artimi
ohamiyyaetli tasir payina malik olmusdur.

Belo ki, dovlet biidcesinin sosial xorclorinin artim
tempi mocmu tolobin daha siiratle geniglonmasi {i¢iin
mithiim tekanverici amil olmusdur. 2006-c1 ilde bu
proses omtoo vo Xxidmetlore tolobin toklifi
ohomiyyetli iistolomasi ilo noticelonmis, bazarda
yeni tarazligin yaranmasi qiymetlorin artmasina
sobab olmusdur. Bu proseso omok haglarinin

arttmmin  qeyri-neft  sektoru  iizre  emok
mohsuldarliginin  artimin1 iistolomoasi do tosir
gostarmisdir.

2006-c1 ildo muzdla isloyenlorin orta ayliq real
amoak haqqi 19,7%, real emek mohsuldarligi ise
15,4% artmisdir. Tohlillor gostorir ki, emok
mohsuldarlig1 osasen senaye vo kond toserriifatinda
bilavasite istehsala xidmet eden osas fondlarin
tokmillegdirilmosi vo aqrotexniki tadbirlerin
keyfiyyotinin yiiksoldilmasi hesabina artmigdir.
Noticodo omok mohsuldarliginin artimi emok
haqqinin artiminda miihiim faktora ¢evrilmis vo bu
gostoricilor arasindaki forq azalmisdir. Belo ki,
hesablamalara gore emek haqqinin artim tempi ilo
omok mohsuldarliginin artim tempi arasindaki nisbot
oten ille miiqayisede 14% bandi azalmigdir.

Umumilikde, 2006-c1 ildo qeyri-neft sektorunda
amok haqqmin artim tempi emoek mahsuldarliginin
artim tempini 4,2% tistelomisdir. Bu forq ise istehsal
masraflarini artiran miithiim amillarden biridir.

1.3.3.1. Istehlak qiymetlori indeksi. Istehlak
giymetlori  indeksi  baglica olaraq orzaq,
uzunmiiddatli ve qisamiiddetli qeyri-erzaq mallart vo
xidmetler iizro formalagir. Istehlak sobetine daxil
olan mal ve xidmetlorin 53,9%-ni arzaq mehsullari,
27,9%-ni qeyri arzaq mallar1 (o ctimladan 9,8%-ni
qisamiiddatli, 18%-i ise uzunmiiddetli mallar),
18,1%-ni ise xidmatlar toskil edir. Tohliller gostorir
ki, yay aylarinda mévstimi olaraq qiymetlor ucuzlagir
vo noticode tomizlonmis inflyasiya {imumi
inflyasiyadan yiiksok olur.
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Industry. In the last 4 years, the real growth of
industry amounted to over 2 times, including an over
70% increase in the non-oil industry. Virtually all
sectors made a positive contribution to the overall
growth of the industrial output. Output growth
amounted to 56,4% in machinery and equipment pro-
duction, 21,3% in furniture industry, 9,1% in metal-
lurgy, 4% in food industry. Some industrial sectors
showed a decrease. Thus, output decreased by 17,1%
in weaving and clothing manufacture, 11,1% in vehi-
cle and transport equipment production. Overall, the
9,3% increase in the non-oil industry contributed
1,1% to the non-oil GDP growth.

1.3.2.2. Non-tradable sectors. The drastic develop-
ment of infrastructural sectors of the economy
entailed a 15,9% increase in non-tradable sector out-
put. In 2006, the growth in the transport sector, one of
the main infrastructure sectors, gave a strong impetus
to the non-oil GDP growth. Thus, the transport sector
accounted for 5,3% of the overall non-oil GDP
growth. The development pace in the communica-
tions sector exceeded that of other non-tradable sec-
tors. Thus, output growth of communication services
amounted to 24% thereby contributing 1,6% to the
overall non-oil GDP growth.

Chart 10. Contribution of tradable and non-tradable sectors
to non-oil GDP growth in 2006, %
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1.3.3. Macroeconomic balance and price indices

In 2006, the growth rate of the aggregate demand's
components partly exceeded that of the aggregate
supply's components, with the aggregate supply hav-
ing a delayed reaction to the aggregate demand's
increase. Increase in social expenditures and money
income that serve the purpose of improving the finan-
cial welfare of the public had a significant effect on
the growth of aggregate demand factors.

Thus, the growth rate of the state budget's social
expenditures was a substantial driving force behind
the faster expansion of aggregate demand. In 2006
this process resulted in a significant excess of the
demand for goods and services over the related sup-
ply, while a newly established market balance led to
a price increase. This process was also affected by the
excess of salary growth over the growth of labor pro-
ductivity/output in non-oil sector.

In 2006 average monthly real salary of paid work-
ers increased by 19,7%, while real labor productivi-
ty/output rate increased by 15,4%. Analysis shows
that labor productivity increased mainly in industrial
and agricultural sectors due to improvement of fixed
assets that directly serve production/output and
increased quality of agro-technical arrangements.
Consequently, the increase in labor productivity
turned into a major factor contributing to the growth
of salary and the difference between these indicators
decreased. Thus, according to estimates, the differ-
ence between the growth rate of labor productivity
and growth rate of salary decreased by 14% as com-
pared to the last year.

Overall, in 2006 the growth rate of salaries in the
non-oil sector exceeded that of labor productivity by
4,2%. This difference is a major factor that causes
production costs to grow.

1.3.3.1. Consumer price index. The consumer price
index forms primarily for food, long-term and short-
term non-food goods and services. Goods and servic-
es included in the consumer basket include 53,9% of
food products, 27,9% of non-food products (includ-
ing 9,8% of short-term and 18% of long-term goods)
and 18,1% of services. Analysis shows that in sum-
mer time prices go down seasonally wherefore the
adjusted inflation exceeds the overall inflation.
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Cadval 1. Qeyri-neft sektoru iizra omak mahsuldarligy va galirlor

2000

Qeyri-neft sektoru tizro nominal omak
e . 26

mohsuldarlig1 (1 is¢iye min manat)
2000-ci ilo nisbaten artim tempi. % 100.0
Qeyri-neft sektoru {izro real amak 26
mohsuldarligi (1 isciye min manat) '
2000-ci ilo nisbaten artim tempi. % 100.0
Qeyri-neft sektoru {izre orta ayliq nominal

243
amak haqqi
nominal artim tempi, % -
Qeyri-neft sektoru iizre orta ayliq real amoak 243

haqqt (2000-ci ilin giymatleri ilo)
artim tempi. %

Omok haqquun artiminin emak
mohsuldarhgmin artimma nisbeti, %

Qrafik 11. Umumi vo movsiimi temizlonmis IQI , %

00 T T T T T T \g\ T T T T T T T H:HQ\ T T T T
o on N w o own YV YV YV YV VY v Vv VvV Vv O
S o o 9 © 0 0 0 0 00 Q0 OO0 Q0 O QO QO o9
SEEEE R R R BRI - I
- O o T A O = N ~ AN F VOO ~ A
SooIWPRTIS - dddoFuYr ¥waso -d
~~~~~~~~~~~~~~~~~~~~~~

.10 | SRS SR
3 1IQI —o— Movsiimi tomizlonmig 1QI

Istehlak sebatinde orzaq mehsullari iistiinliik toskil
etdiyinden giymet deyisiminin osas hissesi do mehz
arzaq moahsullarinin bahalasmasindan irali golir. Belo
ki, istehlak mehsullari il orzinde 11,4% (orta illik
8,3%), orzaq mohsullar1 16,1% (orta illik 11,9%) art-
migdir. Inflyasiyanmn 75,3%-i erzaq mehsullarmnm, o
ciimladen 5,3%-i ¢orok, ¢orok mehsullart veo yarma-
nin, 18,8%-1 ot vo ot mehsullarinin, 27,5%-1 meyve-
torovoz mehsullariin, 1,1%-i yag ve piy, 14,8%-i siid
vo yumurta, 7,7%-i soker, cay, 0,2%-i iso igkilor va tiitiin
tizro qiymsatlorin bahalagmasi hesabina bag vermisdir.

[llik giymet artimi uzunmiiddetli geyri-erzaq mallari
tizro 5,1%, qisamiiddatli mallar {izra iso 7,8% toskil
etmigdir. Hesablamalar gostorir ki, 11,4%-lik illik
inflyasiyaya orzaq mehsullart 8,7% bandi, uzunmiid-
datli mehsullar 1,1% bendi, qisamiiddatli mallar 0,7%
boandi, xidmetler ise 0,9% bendi tohfo vermisdir.

Ticari ve geyri-ticari mallar qrupunda bas veren
inflyasiya bu qrupa daxil olan ekser mehsullar tizra
giymatlorin artmast ile izah olunur.
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2001 2002 2003 2004 2005 2006

2.7 32 38 4.1 45 55
1059 1221 1448 1594 1719 214

29 32 3.7 39 39 45
110.1 1249 1414 1499 1517 173,1
320 431 574 767 979 127
131.6 1346 1332 1336 1277 1297
315 413 538 674 85 94
129.6  131.0 1304 1252 1165 1198
1243 1167 1124 1213 1184 1042

Qrafik 12. Uzunmiiddatli vo qisamiiddatli qeyri-orzaq
mohsullarinin qiymat indeksi, %

12

10 1

2000 2001 2002 2003 2004 2005 2006

. samiddotli =3 uzunmiiddoath

—1aI

Qrafik 13.2006-c1 ilds IQi-do ticari vo qeyri-ticari mallar iizra

qiymat artiminin istirak pay1, %
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Table 1. Non-oil sector's labor productivity and revenues

2000

Nominal labor productivity/output rate in non-

. 2.6
oil sector (thousand manat per 1 employee)
Growth rate relative to 2000, % 100.0
Real labor productivity/output rate in non-oil 26
sector (thousand manat per 1 employee) '
Growth rate relative to 2000, % 100.0
Average monthly nominal salary in non-oil 243
sector '
Nominal growth rate, % -
Average monthly real salary in non-oil sector 243

(at year 2000 prices)
Growth rate, % -

Ratio of salary growth to labor productivity
growth, %

Chart 11. Total and seasonally adjusted CPI, %

3 CPI —+— Seasonally adjusted CPI

As food products prevail in the consumer basket price
changes are also derived from the increased prices of
food products. Thus, consumer goods increased by
11,1% (average annual of 8,3%) during the year and
food products by 16,1% (average annual of 11,9%).
Inflation was driven by price increases for food prod-
ucts to the degree of 75,3%, where bread, bread prod-
ucts and cereals amounted to 5,3%, meat and meat
products for 18,8%, fruit and vegetables for 27,5%, but-
ter and fat for 1,1%, mink and eggs for 14,8%, sugar
and tea for 7,7% and beverages and tobacco for 0,2%.

Yearly price increase made 5,1% for long-term non-
food products and 7,8% for short-term products.
According to estimates, the 11,4% annual inflation was
contributed to by food products at the rate of 8,7%;
long-term products at the rate of 1,1%; short-term prod-
ucts at 0,7%; and services at 0,9%.

Inflation in the trade and non-trade product group
was driven by the price increases for most products in
that group.

2001 2002 2003 2004 2005 2006

2.7 32 38 4.1 45 55
1059 1221 1448 1594 1719 214

29 32 3.7 39 39 45
110.1 1249 1414 1499 1517 173,1
320 431 574 767 979 127
131.6 1346 1332 1336 127.7 1297
315 413 538 674 185 94
129.6  131.0 1304 1252 1165 1198
1243 1167 1124 1213 1184 1042

Chart 12. Price index of durable and non-durable non-food
products, %
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Chart 13. Contributions of price increases for trade and
non-trade goods to CPI in 2006, %
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Qrafik 14. inzibati giymatlor vo iimumi inflyasiya (dekabr=100), %

2001

2002 2003 2004 2005 2006

I inzibati qiymotlor —&— imumi inflyasiya

Ticari mallar qrupu 10% bendi, qeyri-ticari mallar
grupu ise 1,4% bendi istirak payina malik olmusdur.
Ticari mallar igerisinde on yiiksok alave tohfe erzaq
mohsullari (12%), ingaat materiallari (0,7%), geyim va
ayaqqabi (0,6%), qeyri-ticari mallar qrupunda ise
monzil kirayesi, su vo yanacaq (2%), noqliyyat vo
rabito (1%) qrupuna daxil olan mehsullar iizre miisa-
hide olunmugdur. Bu, hemin msahsul ve xidmst novle-
rind olan tolobin toklifi ehemiyyatli listelomasi, hom-
¢inin yanvar ayindan etibaren bezi yanacaq meahsulla-
rinin giymetlorinin bahalagmast ile alagedar olmusdur.

Istehlak sobotinde 7,1% xiisusi ¢okiyo malik olan
inzibati tenzimlonon mehsullardan dizel, elektrik
enetjisi, gaz vo suyun qiymetlerinin artimi inflyasi-
yanin formalagmasina tosir etmigdir.

Belo ki, inzibati tenzimlenan xidmet qrupuna aid
olan qiymetler imumilikde 8,2% (evvelki ilden 4,2%
bandi az), o climladan dizel yanacag iki defs, kerosin
iso 1,3 dofe bahalagsmis ve onlarin inflyasiyada istirak
pay1 1,3% bendi toskil etmisdir.

1.3.3.2. Senaye istehsal¢ilarimin giymat indeksi.
2006-c1 ilde senaye istehsal¢ilarinin qgiymet indeksi
(SIQI) 17,1% artmisdur.

Umumilikda, istehsalgilarin giymet indeksinin artim

Qrafik 15. Neft vo qeyri-neft sektoru iizra SIQI, %
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Qrafik 16. Saholorin KiQI-nin artimma tShfasi, % bondi
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tempi neft sektorunda 16,1%, qeyri-neft sektorunda isa
7% toskil etmisdir.

Neft sektorunda istehsalgilarin qiymet artiminda
hasilat senayesi 9,5% bendi istirak payma malik ol-
musdur. Qeyri-neft sektorunda istehsalg1 giymatlarinin
7%-lik artimina iso emal sonayesi 2,1% bendi tohfo
vermigdir.

1.3.3.3. Kond tosorriifati istehsalgilarnin qiymsat
indeksi. Kend teserriifati sahasinde istehsal xarc-
lorinin artmasi bu msehsullarin istehsal¢t qiymat-
lorinin artim dinamikasinin esas sebebi kimi ¢ixis
etmisdir. Aqrar moahsullarin istehsal¢1 gqiymotlarinin
24%-lik artimma istehsal¢1 qiymstlorinin artimi
bitkicilik mehsullarr tizre 15% bendi, heyvandarliq

mohsullar tizre ise 9% bendi tohfe vermisdir.
Qiymat artim1 her iki kend teserriifat1 sahasindo

Oziinli gostermisdir. Bitkicilik sahesinde istehsalgt
qiymsatlarinin artimina kartof 10,7% bendi, terovez
mohsullar 6,5% beandi, meyve ise 3,2% bendi tohfe
vermisgdir.

Heyvandarliq sahesinde istehsalgr qiymsetlori
18,5% artmigdir. Bu sahede on yiiksek qiymat
artimina iribuynuzlu qaramal ve siid meruz
galmigdir. Heyvandarliq moehsullart sahasinde
istehsalg1 qiymetlorinin artimi yanacagin inzibati
qiymetinin artimi ilo olagedar olaraq istehsal
xorclorinin artimindan, habelo ot mohsullarina
tolobin kaskin artimindan ireli gelmisdir.

Beloliklo, 2006-c1 ilde iqtisadiyyatin dinamik
inkisafi davam etmis, toleb faktorlar1 makroiqtisadi
tarazliga ohemiyyaetli tosir gdstormis, qeyri-neft
sektorunda istehlak ve investisiya foalligi
yliksolmisdir.
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Chart 14. Administrative prices and overall inflation
(December = 100), %

2001

2002 2003 2004 2005 2006

mmm Administrative inflation —+— Overall inflation

The trade products group had a share of 10% and the
non-trade goods group a share of 1,4%. Within the trade
goods group, the highest additional contribution per-
tained to food products (12%), construction materials
(0,7%); clothing and footwear (0,6%), while within the
non-trade goods group it pertained to apartment rent,
water and fuel (2%), transport and communications
(1%). This was due to the excess of demand for these
goods and services over the related supply plus the price
increases for some fuels effective as of January.

Price increases for diesel, electricity, gas and water
among administratively regulated goods that constitute
7,1% of the consumer basket had an impact on the for-
mation of inflation.

Thus, prices for goods included in the administrative
regulated services group increased by 8,2% in total
(4,2% less than the last year's rate), where diesel fuel's
price doubled and kerosene's price increased by 1,3
times and had a 1,3% contribution to the overall infla-
tion.

1.3.3.2. Industrial producers' price index. In 2006
the industrial producers' price index (IPPI) went up
by 17,1%.

Chart 15. Oil and non-oil sector’s IPPI, %
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Chart 16. Sector contribution to APPI growth, %
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In general, the oil sector's industrial producers' price
index increased by 16,1% and the non-oil sector's by
7%.

Production sector had a share of 9,5% in the oil sec-
tor's producers' price increase. In the non-oil sector,
the 7% producers' price increase was contributed to by
the processing industry at the rate of 2,1%.

1.3.3.3. Agricultural producers' price index (APPI).
Increase of production costs in the agricultural sector
was the principal cause of the upward change path of
the producers' prices for such products. The 24%
increase of the producers' prices for agricultural prod-
ucts was contributed to by producers' price increases
for crops at the rate of 15% and livestock products at
9%.

Price increase affected both agricultural industries.
The increase of producers prices for crops was con-
tributed to by potatoes at 10,7%, vegetables at 6,5%
and fruits at 3,2%.

Producers prices in livestock increased by 18,5%.
The highest price increases were in cattle and dairy
sectors. Producer prices increased in livestock sector
due to increased production costs as a result of
increased regulated prices for fuel as well as a dra-
matic increase of demand for meat products.

Thus, the economy continued to develop dynami-
cally in 2006, demand factors had a significant
impact on macroeconomic balance and consumption
and investment activity expanded in the non-oil sec-
tor.



Qlobal proseslar vo Azarbaycan igtisadiyyati

1.4. Tadiyo balansi

1995-ci ilde timummilli liderimiz Heydor Oliyev
torafinden tomali qoyulmus Neft Strategiyasimin ugurla
reallasmasi 6lkoyo boyiik masstabda xarici inves-
tisiyalari colb etmoyo imkan vermis, sicrayish iqtisadi
inkisaf iiciin moéhkem tomel yaratmis, Azerbaycan
iqtisadiyyatim1 iqtisadi artim tempine goro diinyada
lider mévqgelora gixarmus, neft golirlorinin shamiyyatli
artmast Olkenin todricon xalis kreditor mdvqeyinin
formalagmasina ve strateji xarici valyuta ehtiyatlarinin
ohomiyyetli dorocedo artmasina sorait yaratmisdir.
Hasilatin pay bolgiisii sazislori ¢orcivesinde aparilan
genismiqyasli islor, habelo BTC komarinin iso diismesi
naticesinde neft hasilatiin yiiksok templorlo artmasi
vo diinya neft bazarlarinin olverigli konyunkturasi
todiyo balansinin cari hesabinda iri hacmli profisitin
formalagmasma sebeb olmusdur. 2006-c1 ilde cari
hesabinn profisiti 3,7 mlrd. $-a atmis, naticada strateji
valyuta ehtiyatlarinin hecmi 4,3 mird. $-1 6tmiisdiir.

Bununla belo, avvelki illorde oldugu kimi 2006-c1
ildo do xarici iqtisadi emoliyyatlar neft-qaz sektoru
tizro miisbat saldoya, qeyri-neft sektoru lizro iso monfi
saldoya malik olmus, neft-qaz sektoru {izro yaranmis
timumi miisbet saldo igtisadiyyatin diger sektorlarmin
xarici valyutaya tolebatinin maliyyalogdirilmasini vo
6lkenin valyuta ehtiyatlarmnin artmasini tomin etmisdir.

Neft-qaz sektoru iizro fimumi daxilolmalar asasen
neftin ixrac1 ve bu sektora calb edilon xarici kapitalin
hesabina formalasir. Bu sektor {izro 6denislor iso men-

footin vo investisiyalarin repatriasiyasini, avadanlig-
larm idxalinin ve Baki-Tbilisi-Ceyhan vo Baki-Thbilisi-
Orzurum osas ixrac boru kemerlerinin tikintileri ile
bagli Tiirkiye ve Glirciistan orazilorindaki islerin ma-
liyyelosdirilmasine sorf olunan vesaitlori oks etdirir.

1.4.1. Cari amsaliyyatlar hesabi

2006-c1 il orzinde Olkenin beynalxalq iqtisadi
foaliyyetinin cari emsliyyatlar lizre biitlin sahslorinde
mocmu daxilolmalar ve ddenisler arasindaki balansda
- cari emoliyyatlar hesabinda 3707.6 min. $ moble-
gindo profisit yaranmisdir.

Cari omoliyyatlar hesabinda profisitin yaranmasi
asason neft-qaz sektoru iizro mallarin ixracinin artimi
ilo izah olunur. Belo ki, 2005-ci ilde neft-gaz sektoru
tizro mallarin ixract 6.9 mird. § olmusdursa, 2006-c1
ilde bu gosterici 1.8 dofo artaraq 12.1 mlrd. $ gatmis-
dir. Bu ise 6z ndvbesinde xarici ticaret balansinin
saldosunun da miisbet 3.3 mird. $-dan 7.7 mlrd. $-a
qgodar yiikselmasini sortlondirmisdir.

1.4.1.1. Xarici ticarat balansi. Xarici ticarat dov-
riyyoesi 18.3 mlrd. $ toskil etmis vo 2005-ci ilin miiva-
fiq gostericisinden 52.4% cox olmusdur. Olkeye idxal
olunan mallarm hocmi 5.2 mird. $ vo ya UDM-in
26.5%-ni, ixracin hocmi ise 13.0 mird. $ ve ya UDM-in
65.6%-ni toskil etmisdir. Xarici ticarot balansi 7.7
mlrd. $ mebloginde vo ya UDM-in 39%-i heddinde
miisbot saldo ilo neticelonmisdir.

Cadval 2. Tadiya balansimin asas gostaricilori

~2005-ci il ~ 2006-cr il

min. $  UDM-de %-lo min. $§  UDM-de %-lo

L.Cari emaliyyatlar hesabinin saldosu 167.3 1.3 3707.6 18.7

Xarici ticarat balansi 3299.1 26.3 77453 39.0

Xidmatler balanst -1970.0 -15.7 -1923.4 9.7

Golirler balansi -1645.6 -13.1 -2680.6 -13.5

-Investisiya golirlorinin repatriasiyasi -1422.1 -11.3 -2374.5 -12.0

Cari transfertlor balansi 483.8 38 566.3 29

IL.Kapitalin va maliyyenin harakati 440.4 35 119915 10,0
hesabinin saldosu

Birbasa investisiyalar 458.1 3.6 -1306.5 -6.6

- Azarbaycan igtisadiyyatina 4475.4 35.6 4469.0 22.5

- Xarici iqtisadiyyata -1220.8 9.7 -705.5 3.6

- Investisiyalarin repatriasiyast -2796.5 -22.3 -5070.0 -25.5

Neft bonusu 1.0 - 17.0 0.1

Kreditlor vo digar investisiyalar -18.7 0.1 -702.0 3.5

II1. Tadiys balansinin iimumi saldosu 607.7 4.8 1716.1 8.7
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1.4. Balance of payments

The successful implementation of the Oil Strategy
that was originally initiated by the national leader
Heydar Aliyev back in 1995 allowed for attracting
large-scale foreign investments to the country, laid a
strong foundation for drastic economic growth,
brought Azerbaijan to leading positions in terms of
economic growth rates in the world, and increasing
oil revenues enabled the country to gradually form a
net creditor position and substantially increase the
strategic foreign exchange reserves. Intensive works
conducted under the production sharing agreements
as well as rapid expansion of oil production due to the
commissioning of the BTC pipeline and the favorable
world oil market conditions resulted in formation of a
large-scale surplus in the current account of the bal-
ance of payments. In 2006 the current account's sur-
plus reached USD3,7 bln., whereby the strategic for-
eign exchange reserves past the point of USD4,3 bin.

Yet, just like in the years before in 2006 foreign
economic transactions had a positive balance in the
oil and gas sector and a negative balance in the non-
oil sector; the positive balance of the oil and gas sec-
tor provided for financing of the foreign exchange
needs of other economic sectors and increase of the
country's foreign exchange reserves.

Total oil and gas revenues are formed mainly from
oil exports and foreign capital attracted to this sector.
The sector-related payments include repatriation of

profits and investments, and financing of equipment
imports and works conducted in Turkey and Georgia
in connection with construction of the Baku-Tbilisi-
Ceyhan and Baku-Tbilisi-Erzurum main export
pipelines.

1.4.1. Current account

The balance between the aggregate revenues and
payments in all sectors of current operations in the
country's international economic activities - the cur-
rent account - had a surplus of USD3707,6 min. in
2006.

The current account's surplus was formed mainly
due to increased exports of oil and gas goods. Thus,
while in 2005 exports of oil and gas goods totaled to
USD6,9 bln., they reached USD12,1 bln. in 2006 by
having increased by 1.8 times. This, in turn, led to an
increase of the foreign trade balance from positive
USD3,3 bln. up to USD7,7 bin.

1.4.1.1. Foreign trade balance. Foreign trade
turnover totaled to USD18,3 bln., thereby exceeding
the 2005 indicator by 52.4%. Imports of goods
amounted to USD5.2 bln. or 26.5% of the GDP, while
exports amounted to USD13.0 bln. or 65.6% of GDP.
Foreign trade balance amounted to positive USD7.7
bln. or 39% of GDP.

Overall, the overall amount of the foreign trade
turnover increased by USD6.3 bln. as compared to

Table 2. Principal indicators of the balance of payments

2005 2006

USD mln.  As % of GDP USD mln.  As % of GDP

L.Current account balance 167.3 1.3 3707.6 18.7
Foreign trade balance 3299.1 26.3 7745.3 39.0
Balance of services -1970.0 -15.7 -1923.4 9.7
Balance of revenues -1645.6 -13.1 -2680.6 -13.5
-Repatriation of investment revenues -1422.1 -11.3 -2374.5 -12.0
Balance of current transfers 483.8 38 566.3 29
I.Balance of capital and cash flows 4404 35 -1991.5 -10.0
Direct investments 458.1 3.6 -1306.5 -0.6

- To Azerbaijan's economy 4475.4 35.6 4469.0 22.5

- To foreign economies -1220.8 9.7 -705.5 3.6

- Repatriation of investments -2796.5 -22.3 -5070.0 -25.5
Oil bonus 1.0 - 17.0 0.1
Loans and other investments -18.7 -0.1 -702.0 3.5
[IL. Total balance of payments 607.7 4.8 1716.1 8.7
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Qrafik 17. Cari hesab, mln. $
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Biitovliikde, avvelki ille miiqayiseds xarici ticarat
dovriyyesinin timumi hacmi 6.3 mlrd. $, o ciimlodon
ixrac 5.4 mird. $, idxal iso 0.9 mlrd. $ mebloginde
artmgdir,

Hesablamalar gostorir ki, mallarin ixract iizre
timumi artimin 28.4%-i qiymat ve ¢esid faktoru ila,
71.6%-1 ise fiziki hacm faktorunun artim ilo bagh
olmugdur. Mallarin idxalina galdikde ise giymet ve
cesid faktoru tizre 98.9%, fiziki hacm faktoru iizre ise
1.1% artim olmusdur.

2006-c1 ildo Azerbaycan diinyanin 139 dovleti ile
amtea ticarati etmisdir. Xarici ticarotin 14.8%-1 MDB
tizvil olan dovletlerin, 85.2%-i ise diger xarici dov-
lotlorin payma diisiir. Dovletimizin Italiya, Israil,
Rusiya, Fransa, Tiirkiye, Almaniya, Birlogmis Kralliq,
fran, Yunanistan vo Ukrayna ilo daha intensiv ticaret
olagelari olmugdur. Biitévlikds Azerbaycan Respub-
likasinin idxal-ixrac emaliyyatlarinin 82.3%-i yuxari-
da ad1 ¢okilen osas torof miigabillori olan 10 dovlet
ile apartlmigdir.

1.4.1.2. Omtea ixraci. Xarici ticarotin daha da
sorbostlogdirilmasi, yanacaq kompleksinin ixracat
yoniimlii miiassiselerinds istehsalin inkisafi, habela
diinya bazarinda neftin slverisli qiymat konyunkturu
ixracatin daha da artmasina tekan vermis ve 2006-c1
ilde emtea ixrac1 2005-ci ilo nisbeton 1.7 defo artaraq
13.0 mlrd. $ ¢ox olmusdur. Neticeda ixracin UDM-do
xlisusi ¢okisi kegon illo miiqayisede 4.7% artaraq
65.6%-0 catmigdir. Bu ise Olkenin diinya iqtisadiy-
yatina daha six inteqrasiya olundugunu, onun agigliq
deracesinin yiikseldiyini géstorir.

[xrac olunmus mallarin strukturunda neft
mohsullar dominant yer tutmaqda davam etmis vo
onlarin payma imumi ixracin 92.2%-i diismiisdiir.
2006-c1 il arzindo xarici dovletlora 12.0 mird. § neft
mohsullari ixrac olunmusdur ki, bu da 2005-ci ilin
milvafiq gdstoricisinden 1.8 dofo goxdur. Ixrac
olunmus biitiin neft mehsullarinin yalniz 1.6 mlrd. $
neft emali mohsullarinin, 10.4 mird. $ ise xam
neftin ixracinin payma diigiir. Ixrac olunmus xam
neftin 9.9 mird. $§ Azerbaycan Beynolxalq
Omoliyyat Sirketi (ABOS) terefinden hasil
olunmus neftin iimumi doyeridir. Bunun da 1631.3
mln. § Azerbaycanin payma diisen, 8.2 mlrd. $ ise
"Osrin miiqavilesi" ilo bagli konsorsiumun xarici
sohmdarlarmin payina diisen neftin deyaeridir. Ixrac
olunmus tmumi xam neftin 564.4 min. § ise
ARDNS ve 0Olkenin diger miiessiseleri terafinden
xarico gonderilmisdir.

2006-c1 ilde 6lkenin qeyri-neft sektorunun paymna
diisen ixrac mallarmin iimumi deyeri 2005-ci ile
nisboton 22.7% artaraq 939.3 miIn. § ¢atmigdir. Bu
artim asasen magingayirma ve kimya mehsullarinin,
olvan ve qara metallarin vo kend teserriifati
mohsullarinin ixraciin artimi hesabina olmusdur.

Cadval 3. Ticarat balansinin asas gostoricilari, min. §

Comi
(artim "+", azalma "-")

Mallarin ixract 5366
Mallarin idxalt 919
Xarici ticarat dovriyyosi 6285
Ticarat balansinin saldosu 4447
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Chart 17. Current account, USD mln.
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the previous year, wherein exports increased by
USD5.4 bln. and imports by USD0.9 bln.

Estimates show that the price and range factors
accounted for 28.4% and the physical volume fac-
tor for 71.6% of the overall increase of exports of
goods. As far as imports of goods are concerned,
the price and range factors accounted for 98.9%
while the physical volume factor for 1.1% of the
overall increase.

Azerbaijan traded with 139 countries during
2006. CIS countries accounted for 14.8% and
other foreign countries accounted for 85.2% of
foreign trade. Our country had most intensive
trade relations with Italy, Israel, Russia, France,
Turkey, Germany, the United Kingdom, Iran,
Greece and Ukraine. Overall, 82.3% of Azerbaijan
Republic's import and export transactions relate to
the above listed 10 major trade counterpart coun-
tries.

1.4.1.2. Export of goods. Expanded liberaliza-
tion of foreign trade, increased output in export-

oriented fuel sector enterprises as well as favor-
able world oil market pricing environment facili-
tated further growth of exports wherefore exports
of goods in 2006 increased by 1.7 times against
the 2005 rate thereby going higher than USD13.0
bln. Consequently, the percentage of exports in
GDP reached 65.6% by rising by 4.7% against the
last year's rate. This indicates the country's deeper
integration into the global economy and increased
level of openness.

Oil products continued to dominate among the
exported goods and accounted for 92.2% of the
total exports. A total of USD12.0 bln. worth of oil
products were exported to foreign countries during
2006, which is 1.8 times greater than the year 2005
indicator. Oil refinery products accounted for only
USDI.6 bln. of all oil products exported, while
crude oil accounted for USD10.4 bln. USD9.9 bln.
of the exported crude oil is the total value of the
oil produced by the Azerbaijan International
Operating Company (AIOC). Of this, USD1631.3
mln. is the value of Azerbaijan's share of oil, while
USDS.2 bln. is the value of the share of the foreign
stakeholders of the "Contract of the Century" con-
sortium. SOCAR and other domestic enterprises
exported USD564.4 mln. worth of crude oil to for-
eign countries.

The total value of goods exported by the non-oil
sector during 2006 increased by 22.7% relative to
the 2005 level thereby reaching USD939.3 mlin.
This increase was mainly formed due to increases
in exports of machinery and chemical products,
ferrous and non-ferrous metals and agricultural
products.

Table 3. Principal indicators of trade balance, USD min.

Total
(increase "+", decrease "-")

Export of goods 5366
Import of goods 919
Foreign trade turnover 6285
Balance of trade 4447

Including changes by factors

Physical volume Price and range

3842 1524

10 909
3852 2433
3832 615
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Cadval 4. 2006-c1 ilda xarici ticarat iizra asas taraf miiqabillori, min. §

Omtos dovriyyosi Ixrac [dxal Saldo
[taliya 7157 7022 135 +6887
srail 1853 1827 26 +1801
Rusiya Federasiyast 1569 354 1215 -861
Fransa 1266 1209 57 +1152
Tiirkiya 1061 575 486 +89
Almaniya 510 9 501 -492
Birlesmis Kralliq 464 10 454 -444
Iran (Islam Respublikast) 434 297 137 +160
Yunanistan 398 393 5 +388
Ukrayna 327 40 287 -247
Basqalari 3245 1279 1966 -687
Comi 18284 13015 5269 +7746
O ciimladen:
MDB dévletleri 2712 947 1765 - 818
Digar dovletlor 15572 12068 3504 +8564
Cadval 5. Ixracin strukturu
2005-ci il 2006-c1 il
Mablag, Xiisusi ¢okisi, Mablag, Xiisusi ¢okisi,
min.$ %-lo min.$ %-lo
Ixrac - comi 7649.0 100.0 13014.6 100.0
O ciimladen:
1.Yanacaq-xammal mohsullari 6974.7 91.2 12487.3 96.0
- neft mohsullart 6618.4 86.5 11998.9 92.2
- digor xammal 356.3 4.7 488.4 3.8
2.Magin va avadanliq 303.0 4.0 148.4 1.1
- lizon nogliyyat vasitelori 264.8 35 73.2 0.6
3.Istehlak mallart 349.9 4.5 356.1 2.7
4.Diger mallar 214 0.3 22.8 0.2
- tabii qaz - - 32 -

1.4.1.3. Omtos idxali. 2005-ci illo miiqayisede
2006-c1 ilde dlkeye idxal olunan istehlak mallarimin
strukturunda orzaq mallarinin xisusi ¢okisi 3.6%
azalmigdir. Idxali ovez edon yeyinti mohsullarinin
istehsalinin inkisafi burada esas faktor olmusdur.

Fiziki soxslorin idxalin1 (915.4 min. $) ve
humanitar mallari (33.6 mIn. $) da nezers almaqla
2006-c1 il orzinde olkemize 1860.8 min. $
mablaginde istehlak mallar1 gatirilmigdir. Bunun
da 35%-i, yeni 651.4 min. $ arzaq mehsullarmnin
payina diiir.
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Idxali strukturunda investisiya yoniimlii magin-
avadanliglarin  ve mallarin xiisusi ¢okisi 25.1%
toskil edorak 1319.9 min. $ olmugdur. Bunun da
81.2%-ni  beynoalxalq neft-qaz  kontraktlar
corcivesinde Olkaye celb olunmus investisiyalar
hesabina idxal olunmus mallar teskil edir. Bundan
basqa 2006-c1 il erzinde o6lkeye 465.1 min. §
doyerinde tebii qaz ve limumi meblagi 1623.5
min. § beraber olan istehsal teyinatli masin-
avadanliq, kimya, qara veo alvan metal mohsullar
da gotirilmisdir.
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Table 4. Major foreign trade counterparts in 2006, USD min.

Commodity turnover Exports Imports Balance
Italy 7157 7022 135 +6887
Israel 1853 1827 26 +1801
Russian Federation 1569 354 1215 -861
France 1266 1209 57 +1152
Turkey 1061 575 486 +89
Germany 510 9 501 -492
United Kingdom 464 10 454 -444
[ran (Islamic Republic) 434 297 137 +160
Greece 398 393 5 +388
Ukraine 327 40 287 247
Others 3245 1279 1966 -687
Total 18284 13015 5269 +7746
Including:
CIS countries 2712 947 1765 - 818
Other countries 15572 12068 3504 +8564
Table 5. Structure of exports
2005 2006
Ulgglomuiﬁ’ share, % U‘:giﬁﬁ’ share, %
Exports, total 7649.0 100.0 13014.6 100.0
Including:
1.Fuel - raw materials 6974.7 91.2 12487.3 96.0
- oil products 6618.4 86.5 11998.9 92.2
- other raw materials 356.3 4.7 488.4 3.8
2.Machinery and equipment 303.0 4.0 148.4 1.1
- floating transports 264.8 35 73.2 0.6
3.Consumer goods 349.9 4.5 356.1 2.7
4.0ther goods 214 0.3 22.8 0.2
- natural gas - - 3.2 -

1.4.1.3. Import of goods. The share of food prod-
ucts within the consumer goods imported in the
country during 2006 decreased by 3.6% as com-
pared to 2005. Development of food production
substituting imports was the main factor that con-
tributed to that decrease.

A total of USD1860.8 mln. worth of consumer
goods were imported to our country during 2006,
including imports by individuals (USD915.4 mln.)
and humanitarian aid articles (USD33.6 mln.). Of
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which 35% or USD651.4 mln. are food products.

Investment-oriented machinery and equipment
and goods accounted for 25.1% of the total imports,
or USD1319.9 mln. Of which 81.2% are the imports
of goods financed by investments under the interna-
tional oil and gas contracts. Furthermore, during
2006 the country imported USD465.1 mln. worth of
natural gas and USD1623.5 mIn. worth of produc-
tion-purpose machinery hardware, chemical, fer-
rous and non-ferrous metal products.
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Cadval 6. Idxalin strukturu

Mablag,

min.$

[dxal-comi 4349.9

climloden:

1.Istehlak mallari 1438.3

- orzaq mohsullart 555.3

- digorlori 883.0

2.Investisiya yoniimlii mallar 1669.7

- beypalxalq neft-qaz 1578.0
konsorsiumlart

- digarleri 91.7

3. Digar mallar 1241.9

- tobii qaz 277.2

1.4.1.4. Xidmetlor balansi. 2006-c1 ilde xarici
dovletlerla  Azarbaycanin iqtisadi elagelerinde
garsiligh xidmatlar asas yerlarden birini tutmusdur
vo hemin xidmatlorin imumi hecmi 3.8 mird. §
toskil etmisdir. Bunun da 2.9 mird. § gqeyri-
rezidentlor terafinden Azerbaycanin rezidentlarina,
939.9 min. § iso Azerbaycan rezidentlorinin xarici
Olkelerin rezidentlorine gostordiyi xidmetloerdir.
Belolikle, xidmatlor balansinin saldosu menfi 1923.4
min.$ olmusdur ki, bu da UDM-in 9.7%-ni teskil
edir. Miiqayise ligiin, bu gosterici 2005-ci ilde 15.7%
toskil etmisdi.

Xidmetler balansmin kesiri asasen beynalxalq
kontraktlar ¢arcivasinde 6lkenin neft-qaz sektorunun
foaliyyati ile baghdir. Belo ki, bu sektorda goriilmiis
islerin yerine yetirilmasi ila alagadar dlkeds istifade
olunmus 3.7 mird. § mobloeginde xarici
investisiyalarin 1,6 mlrd. $-1 tikinti-quragdirma ve
diger xidmetlarle baglh xerclera gore xarici
dovletlorin rezidentlorine Odenilmisdir. Bu ise
xidmatlar balansinin kasirinin 83.3%-ni toskil edir.

Beynoalxalq kontraktlar ¢arcivesinde neft-qaz
sektorunun foaliyyeti ile bagli xidmatlorin idxalin
istisna etmoklo xidmatler balanst 2006-c1 ilin
yekunlarma géroe comi 321.3 min. $ hacminde menfi
saldo ile naticelonmisdir.

Toediye balansinda 6z oksini tapmis qarsiligh
xidmatlor dovriyyesinin 24.1%-1 nagliyyat xidmet-
lori {izre aparilan emsliyyatlarin payina distir.
Umumi deyeri 916.9 min. $ barabar olan nagliyyat
xidmatlorinin 55.5%-1 Azerbaycan rezidentlorinin
xarici dovlatlerin naqliyyat sistemlerinden istifade
etmoalori ilo alagadardir.

Oz ndvbesinde Azerbaycanin rezidentlorinin
gostoerdiyi naqliyyat xidmsetlerinin timumi dayeri
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2005-ci il 2006-c1 il
Xiisusi ¢okisi, Mablag, Xiisusi ¢okisi,
%-lo min.$ %-lo
100.0 5269.3 100.0
33.1 1860.8 353

12.8 651.4 124

20.3 1209.4 229

38.4 1319.9 25.1
36.3 1071.4 20.4

2.1 248.5 47

28.5 2088.6 39.6

6.4 465.1 8.8

2005-ci ilo nisbaten 70.4% artaraq 407.7 mln. $ toskil
etmisdir. Bu vasaitin bdyiik hissesi TRASEKA
layihasi cercivesinde Olke erazisi vasitesile Orta
Asiya olkeleri ilo Avropa o6lkeleri arasinda tranzit
yiikdagimalarinin intensivlegsmasi naticesinde olda
edilmisdir.

Hesabat ilinde turizmle baglh xaricilera gostarilen
xidmetlerin deyeri 116.9 mln. $ olmusdur ki, bunun
da 25.4%-1 (29.7 mln. $) qeyri-rezidentlorin
Azarbaycana iggiizar seferleri ile baglidir. Bu
soferlorle bagl xarici iy adamlarina gosterilen
xidmatlarin dayeri kegon illo miigayiseds 13.4 min.
$ artaraq 29.7 min. § gatmigdir. Oz ndvbesinde xarici
Olkelor terafinden Azerbaycan rezidentlarine
turizmla bagh gosterilon xidmatlerin deyeri de 2005-
ci ilo nisbaten 22.8% artaraq 201.4 min. § olmusdur.
Bunun da esas hissesi (89.0%-1) Azerbaycan
votendaglarinin soxsi seferleri ile bagh xarici
olkelorde olarken serf etdiklori xarclorinin (mokik
idxal istisna olmagla) payma disiir. Qarsiligh
xidmatlorin 6lkenin xarici dovletler ilo emtes vo
xidmatlor iizre iimumi idxal-ixrac ddvriyyssinda
xtisusi ¢okisi 17.2% toskil etmisdir.

1.4.1.5.  Golirlor hesabi.  Golirler izre
daxilolmalarin ve 6denislerin iimumi dovriyyesi 3.2
mlrd. § 6tmiigdiir. Bunun da 91.4%-ni (3.0 mird. $)
Azarbaycandan ddenislar teskil edir. Bu mablagin
iso osas hissesini (2374.5 min. $) Azerbaycan
Beynoalxalq Omsliyyat Sirketinin xarici investorlar-
min payina diisen galirlarinin repatriasiyasi (xam neft
soklinde), qeyri-rezidentlors ddenilmis emak haqlart
(124.9 min. $) ve xarici kreditlorden istifadeye gore
odenilen faizler (neft-qaz sektoru da daxil olmagqla
211.4 min. §) teskil edir.
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Table 6. Structure of imports

Amount,

USD mln.

Imports - total 4349.9
Including:

1.Consumer goods 1438.3

- food products 555.3

- other 883.0

2.Investment-oriented goods 1669.7

- 1nt§mat1onal oil and gas 1578.0
consortiums

- others 91.7

3. Other goods 1241.9

- natural gas 2772

1.4.1.4. Balance of services. During 2006 mutual
services were among the leaders in Azerbaijan's eco-
nomic relations with foreign countries and amount-
ed to USD3.8 bln. Of which, USD2.9 bln. are serv-
ices provided by foreign residents to Azeri residents
and USD939.9 mln. are services provided by Azeri
residents to foreign residents. Thus, the balance of
services was a negative USD1923.4 mln., which
made 9.7% of GDP. For comparison, it made 15.7%
in 2005.

The deficit of the balance of services was primari-
ly linked with the domestic oil and gas sector's oper-
ations under the international contracts. Thus,
USDLI.6 bln. of the total of foreign investments of
USD3.7 bln. used in the country in line with conduct
of works in this sector were paid to foreign residents
for construction and installation and other services.
That amount made up 83.3% of the deficit/decrease
of the balance of services.

The balance of services as of the end of 2006
totaled to a negative USD 321.3 mln., excluding
imports of services associated with the oil and gas
sector's operations under the international contracts.

Transport service transactions accounted for
24.1% of the mutual services turnover reflected in
the balance of payments. 55.5% of the transport
services for a total worth of USD916.9 mln. were
associated with the Azeri residents' use of foreign
transport systems.

In their turn, the total value of transport services
provided by Azeri residents amounted to USD407.7
mln. by having increased by 70.4% against the year
2005 level. A large portion of that amount was
gained due to intensified transit cargo transportation
between Middle Asian and European countries
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2005 2006
Amount

0, 4 0,
share, % USD min. share, %
100.0 5269.3 100.0
33.1 1860.8 353
12.8 6514 12.4
20.3 1209.4 22.9
384 1319.9 25.1
36.3 1071.4 20.4
2.1 248.5 4.7
28.5 2088.6 39.6
6.4 465.1 8.8

through the country under the TRACECA project.

Tourism-related services provided to foreigners
during the reported year totaled to USD116.9 mln.,
of which 25.4% (USD29.7 mln.) are associated with
non-residents' business trips to Azerbaijan. The
value of services provided to foreign businessmen in
relation to such trips reached USD29.7 mln. by
increasing by USD13.4 mlin. against the last year's
level. In addition, the value of travel-related servic-
es provided by foreign countries to Azeri residents
also increased by 22.8% as compared to 2005 there-
by reaching USD201.4 mIn. The main portion of
that amount (89.0%) relates to expenses (excluding
shuttle-trade imports) incurred by Azeri citizens
during their private trips to foreign countries.
Mutual services accounted for 17.2% of the coun-
try's total import and export turnover of goods and
services with foreign countries.

1.4.1.5. Income account. The total turnover of
income receipts and payments amounted to USD3.2
bln. Of this 91.4% (USD3.0 bil) were payments
made from Azerbaijan. The main portion of that
amount (USD2374.5 mln.) comprises repatriation of
income of the foreign investors of the Azerbaijan
International Operating Company (in form of crude
oil), remuneration of non-residents (USD124.9
mln.) and interest paid on foreign loans (USD211.4
mln. including the oil and gas sector).

While the country's total receipts to the income
account amounted to USD201.8 mln. in 2005, this
indicator in 2006 equaled USD280.0 mln. by having
increased by 38.8%. Of this, USD63.3 mln. are
interest income on the State Oil Fund's resources,
USD74.4 mln. are interest income on the National
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Golirlar hesaba iizra 6lkeye daxil olmus vasait 2005-
ciilde 201.8 min. $ oldugu halda, 2006-c1 il erzinde bu
gostorici 38.8% artaraq 280.0 mIn. $ baraber olmusdur.
Bunun da 63.3 mIn. $ Dovlet Neft Fondunun vesait-
lorino, 74.4 min. $ Milli Bankin serencaminda olan
xarici valyuta ehtiyatlarina ve 13.2 miln. § ise 2-ci pille
banklarinin xaricde yerlosdirilmis aktivlorine hesab-
lanmis faizler iizro golirler toskil edir.

1.4.1.6. Cari transfertlor balansi. Cari transfertlor
tizro xarici Olkolorlo aparilan emaliyyatlarin imumi
doyeri 930.2 miIn. § teskil etmisdir. Bu mablogin
80.4%-ni 6lkeye daxilolmalar toskil edir. Belo ki,
xarici Olkoelorden daxil olan pul baratlarinin,
humanitar mallarin, texniki vo diger yardimlarin
tmumi deyeri 2005-ci il nisbeton 122.1 min. §
mobloeginde artaraq 748.2 miln. $-a catmusdir. Bu
daxilolmalarin esas hissesini, yoni 88.5%-ni xarici
Olkelorden fiziki soxslore kdgiiriilon pul baratlari,
4.5%-ni 6lkaye gotirilon humanitar idxal mallarinin
dayeri, 7.0%-ni ise diger daxilolmalar teskil edir.

Biitovliikde, cari transfertlor {izro omsliyyatlarin
misbat saldosu 2005-ci ile nisdeten 17.0% artaraq
566.3 mIn. $ (UDM-in 2.9%-i) toskil etmisdir .

1.4.2. Kapitalin ve maliyyenin harokati

2006-c1 ilde 6lke iqtisadiyyatinda istifade olunmus
xarici kapitalin timumi hocmi 5.1 mird. § teskil
edorek ovvalki ilin gostaricisinden 3.3% cox
olmusdur. Bu géstaricinin avvealki dévrlera nisbaton
noazaragarpacaq derocads artmamasinin osas sobobi
beynoalxalq neft-qaz kontraktlart ¢orgivesinde iri
layihalorin xarici investorlar torafindon maliyyolos-
dirilmesinin tamamlanma merhelesine catmasi ile

olagadar neft-qaz sektoruna colb olunan birbasa
xarici investisiyalarin avvelki ilo nisbaten 9.9%
azalmasi ile bagldir. Neticeda, neft-qaz sektorunda
istifade olunmus birbaga investisiyalarin {imumi
moblegi kecon ilo nisboton 377.6 min. $ azalaraq 3.4
mlrd. $ toskil etmisdir.

Hesabat ilinde 6lkaden kapital axininin strukturunda
da miihiim kemiyyat vo keyfiyyot doyisikliklori bas
vermigdir. Belo ki, avvelki dovrlorde olke iqtisa-
diyyatinda istifade olunmus birbasa investisiyalarin
repatriasiyast vo xarici iqtisadiyyata yoneldilmis
birbaga investisiyalarin {imumi moablogi 2005-ci ilo
nisboton 43.7% artaraq 5.8 mird. $-a ¢atmusdir. Bu
artim  osason "Osrin miiqavilesi" ilo bagl neft-qaz
sektorunun xarici Ohdoliklerinin azalmasi hesabina
xarici Olkelorin iri neft sirkotlori toeroefinden
Azorbaycana yoneldilmis birbasa investisiyalarin
repatriasiyasinin  hacminin artmast ilo baghdir. Belo
ki, 2005-ci ildo neft-qaz sektoru {izro repatriasiya
olunmus investisiyalarm hocmi 2.8 mlrd. $
moblaginde oldugu halda, 2006-c1 ilde bu gosterici
81.7% artaraq 5.1 mlrd. $-a ¢atmusdir.

1.4.2.1. Birbasa investisiyalar. Birbasa investisi-
yalar formasinda 6lke iqtisadiyyatinda istifade olun-
mus daxilolmalar 3.8 mird. $§ teskil etmisdir. Bu
investisiyalarin strukturunda neft-qaz sektorunun
xiisusi ¢okisi 90.3% toskil etmigdir. Bu sarmayelor iri
neft-qaz layihelorinin, BIPI Eksploreysn (Sah Daniz)
Ltd. vo Conub Qafqaz Koemeori Sirketinin (Baki-
Tiflis-Orzurum qaz kemerinin) tikintisi layihasi vo
Azarbaycan Beynoalxalq ©Omaliyyat Sirketinin Azori-
Cirag-Giinosli yataginda goriilon iglorin maliyyolos-
dirilmasi ilo olagedar 6lke iqtisadiyyatinda istifade
olunmusdur.

Cadval 7. Olkada istifada olunmus xarici kapital axinimin strukturu

Min. §

Birbasa investisiyalar 4030.4
- neft—qaz sektoru 3799.9

- digar sektorlar 230.5
Kreditlor ve digar investisiyalar 861.8
- dovlet teminatli kreditlor 282.1
- dovlet tominat1 olmayan kreditler 416.3
- neft—qaz sektoru 287.9

- digorlari 128.4
- digor investisiyalar 163.4
Neft bonusu 1.0
COMI 4893.2

2005-ci il 2006-c1il  2006-ctil
Xiisusi Xiisusi 20(?5;1 o
- Min. - nisbaton,
cokisi, %-1o $ cokisi, %-1o %-lo
82.4 3790.7 75.0 94.1
77.7 3422.3 67.7 90.1

4.7 368.4 73 159.8

17.6 1245.1 24.7 144.5

5.8 3513 7.0 124.5

8.5 632.2 12.5 151.9

59 2747 54 95.4

26 357.5 7.1 278.4

33 261.6 52 160.1

- 17.0 0.3 17 dofe

100.0 5052.8 100.0 103.3
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Bank's foreign exchange reserves and USD13.2 min.
are interest income on foreign assets of the 2nd tier
banks.

1.4.1.6. Balance of foreign transfers. The total
value of current transfer transactions conducted in
foreign countries amounted to USD930.2 mlin.
80.4% of that amount comprised incoming revenues
of the country. Thus, the total value of bank notes,
humanitarian aid goods, technical and other assis-
tances received from other countries in 2006
amounted to USD748.2 min. having increased by
USD122.1 mlin. against the 2005 rate. The main por-
tion of these receipts, that is 88.5% comprises cash
transferred to individuals from foreign countries,
4.5% the value of humanitarian aid goods imported
to the country and 7.0% other receipts.

Overall, the positive balance of current transfer
transactions amounted to USD566.3 mln. (2.9% of
GDP) having increased by 17.0% against 2005.

1.4.2. Capital and financial account

In 2006 the total foreign capital used in the coun-
try's economy amounted to USD5.1 bin. thereby
exceeding the last year's rate by 3.3%. The principal
reason why this indicator did not rise considerably
as compared to the previous periods is the 9.9%
decrease of direct foreign investments in the oil and
gas sector, as compared to the last year, as the
financing of large projects under international oil
and gas contracts by foreign investors came to its
completion phase. Consequently, the total direct for-
eign investments used in the oil and gas sector

amounted to USD3.4 bln. having decreased by
USD377.6 min. relative to the last year.

The capital outflow structure also went through
significant qualitative and quantitative changes dur-
ing the reported year. Thus, repatriation of direct
investments used in the country's economy during
the previous periods and total direct investments
made to foreign economies amounted to USDS5.8
bln. having increased by 43.7% against the last
year's rate. This increase was mainly associated with
the increased repatriation of direct investments
made in Azerbaijan by the large oil companies of
foreign countries due to the reduction of the oil and
gas sector's foreign liabilities under the "Contract of
the Century". Thus, while the oil and gas sector's
total investment repatriation in 2005 amounted to
USD2.8 bln., that indicator in 2006 increased by
81.7% thereby totaling to USDS5.1 bln.

1.4.2.1. Direct investments. Receipts used in the
country's economy in the form of direct investments
totaled to USD3.8 bln. The oil and gas sector
accounted for 90.3% of these investments. These
investments were used for financing large oil and
gas projects, construction project of BP Exploration
(Shah Deniz) Ltd. and South Caucasus Pipeline
Company (Baku-Tbilisi-Erzurum gas pipeline) and
development of the Azeri-Chirag-Guneshly field by
the Azerbaijan International Operating Company.

As compared to the previous year, total direct
investments to the non-oil sector amounted to
USD368.4 min. having increased by 1.6 times.
Consequently, the non-oil sector's share in the total
direct foreign investments rose from 5.7% to 9.7%.

Table 7. Structure of foreign capital flow used in the country

USD min.

Direct investments 4030.4
- oil and gas sector 3799.9
- other sectors 230.5
Loans and other investments 861.8
- government-guaranteed loans 282.1
- loans not guaranteed by gov-nt 416.3
- oil and gas sector 287.9
- other 128.4
- other investments 163.4
Oil bonus 1.0
TOTAL 4893.2

2005 2006
2006 over
share, % USD mlin. share, % 2005, %
82.4 3790.7 75.0 94.1
71.7 34223 67.7 90.1
4.7 368.4 7.3 159.8
17.6 1245.1 24.7 144.5
5.8 351.3 7.0 124.5
8.5 632.2 12.5 1519
59 274.7 54 954
2.6 357.5 7.1 2784
33 261.6 5.2 160.1
17.0 0.3 17 times
100.0 5052.8 100.0 103.3
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Cadval 8. Beynalxalq investisiyalar balansi, min. $

01.01.2006-ct Omsliyyatlar ve 01.01.2007-ci

ilo qalq diger doayismaler ilo qaliq

A. AKTIVLOR 7459.5 2721.0 10180.5
Xarico birbaga investisiya 3685.3 705.5 4390.8
Portfel investisiyalar 84.6 344 119.0
Digor investisiyalar 1117.9 183.8 1301.7
Ehtiyat aktivleri 2571.7 1797.3 4369.0
B. OHDOLIKLOR 16862.1 383.5 17245.6
Azarbaycana birbasa investisiyalar 11930.5 -584.0 11346.5
Calb olunmus 20117.5 4486.0 24603.5
Repatriasiya edilmis 8187.0 5070.0 13257.0
Portfel investisiyalart 97.1 223 119.4
Digar investisiyalar 4834.5 945.2 5779.7
C. INVESTISIYA MOVQEY] (A-B) -9402.6 2337.5 -7065.1

ovvalki ille miiqayisads geyri-neft sektoruna yonsl-
dilmis birbasa investisiyalarin iimumi hacmi 1.6 defo
artaraq 368.4 min. $ olmusdur. Neticede colb olunmus
birbasa xarici investisiyalarin hacminda geyri-neft sek-
torunun xiisusi ¢okisi 5.7%-den 9.7%-o qoder
yiiksolmisdir.

1.4.2.2. Kreditlor vo diger investisiyalar. Hesabat
ilinde iqtisadiyyatimizda istifade olunmus xarici serma-
yolarin iimumi hacminin 24.7%-ni birbasa dovlet va
dovlet tominath kreditlor, dzol sektora colb olunan kredit
va ssudalar, depozitlor vo s. kapital axinlari togkil edir.

2006-~c1 il arzinds bu gostericilerin imumi moablagi
1245.1 min. $ toskil etmisdir. Homin meblogin 28.2%-
1 (351.3 min. $) birbasa dovlet ve dovlet tominati
osasinda colb olunmus kreditlordir. Bunun da 18.8 min.
$ Diinya Bankindan daxil olmus, 332.5 mln. $ iso
asason "Azerenerji" Sohmdar Comiyyati, "Azarbaycan
Hava Yollar" Dovlat Konserni, Baki-Rusiya avtomobil
yolunun yeniden qurulmasi, Azerbaycanin Ipek yolu-
nun vo irriqasiya-drenaj sisteminin borpasi iizro
investisiya layiholorinin maliyyolosdirilmasi ilo bagli
beynoalxalq maliyye ve diger toskilatlar torefinden
ayrilmis kreditlorin istifade olunmus hissesidir.

632.2 min. § vesait iso dovlet teminatt olmayan
kreditlordir. Bunun da 274.7 min. § beynalxalq neft-qaz
kontraktlar1 ¢corgivesinde goriilon islori maliyyolosdir-
mak ticiin ssuda soklinde beynalxalq maliyyoe toskilat-
larindan colb edilen vesaitdir. 357.5 min. $ iso asasen
banklar, birge miiessiselor ve firmalar torafinden calb
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olunmus kreditlordir. Bu da 6z novbesinde avvelki ilin
gostoricisindon 2.8 dofo coxdur.

1.42.3. Olkenin beynoalxalq investisiya mévqeyi.
2006-c1 il orzinde todiyo balansi {izre kapitalin vo
maliyyenin haroketi hesabinda aparilmig emoliyyatlar
naticesinde Olkenin beynolxalq investisiyalar balan-
simin aktivler bolmesi 2721.0 min. $ artdigi halda,
Ohdelikler bolmesi comi 383.5 min. § mebloginde
artmigdir. Noticade xalis beynalxalq investisiya mov-
geyinin emeliyyatlar tizre deyismesi 2.3 mlrd. $ meb-
laginde miisbet saldoya baraber olmusdur.

Beloliklo, 2006-c1 ilin 01 yanvar tarixine olan 6lke-
nin xalis beynslxalq investisiya mévqgeyinin 9403 min.
$ monfi saldosu mezenne forqi do nezere alinmagla
2338 min. § azalaraq 01 yanvar 2007-ci il tarixine
monfi 7065 min. § togkil etmisdir.

Investisiya mdvqeyinin menfi saldosunun kegon ilo
nisbaton ohemiyyetli deracode azalmasi neft-qaz
sektorunun xarici 6hdeliklorinin nezeracarpacaq doro-
codo azalmasi ilo baghdir. Belo ki, birbasa investi-
siyalar soklinde bu sektora colb olunmusg 22.5 mlrd. $
vosaitin 13.3 mird. $-1 investisiyalarin repatriasiyasi
kimi (osasen xam neft goklindo) geri qaytarilmigdir.
Noticoda 2007-ci ilin 01 yanvar tarixine 6zel sektora
daxil olan miiessiselorin birbaga xarici investorlar gar-
sisindaki 6hdeliklerinin gahigi 11.3 mird. $ olmusdur.
Bu 6hdsliklerin 80.9%-i, yoni 9.2 mird. $-1 beynolxalq
neft kontraktlart ¢ercivesinde hoyata kecirilon
layiholarle bagli neft-qaz sektorunun payma diistir.
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Table 8. International investment balance sheet, USD min.

Balance as of

A. ASSETS
Direct investments to foreign countries
Portfolio investments
Other investments
Reserve assets
B. LIABILITIES
Direct investments to Azerbaijan
Attracted
Repatriated
Portfolio investments
Other investments
C. INVESTMENT POSITION (A-B)

1.4.2.2. Loans and other investments. 24.7% of
the total foreign investments used in the country's
economy during the reported year comprised loans
to the government and government-guaranteed
loans, loans and advances to the private sector,
deposits and other capital inflows.

In 2006 this indicator totaled to USD1245.1 mln.
28.2% of that amount (USD351.3 mln.) comprised
mostly loans to the government and government-
guaranteed loans. Of this, USD18.8 mIn. comprised
the used part of loans from the World Bank and
USD332.5 mln. comprised the used portion of loans
received from international financial and other
institutions for Azerenergy Joint Stock Company,
Azerbaijan Air Lines State Concern, and for financ-
ing of investment projects of reconstruction of the
Baku-Russia  motorway, rehabilitation of
Azerbaijan's Silk Way and the irrigation and
drainage system.

USD632.2 mlin. are loans not guaranteed by the
government. Of this USD274.7 mln. are advances
borrowed from international financial institutions to
finance activities conducted under the international
oil and gas contracts. USD357.5 mln. mainly com-
prised loans to banks, joint ventures and firms.
This, in turn, is 2.8 times higher than the last year's
rate.

1.4.2.3. The country's international investment
position. While the asset section of the country's

Transactions and Balance as of

01.01.2006 other changes 01.01.2007
7459.5 2721.0 10180.5
3685.3 705.5 4390.8
84.6 344 119.0
1117.9 183.8 1301.7
2571.7 17973 4369.0
16862.1 383.5 17245.6
11930.5 -584.0 11346.5
20117.5 4486.0 24603.5

8187.0 5070.0 13257.0

97.1 223 119.4
4834.5 945.2 5779.7

-9402.6 23375 -7065.1
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international investment balance sheet increased by
USD2721.0 min. as a result of transactions involv-
ing the capital and cash flow account of the balance
of payments, the liability section increased only by
USD383.5 mln. in 2006. Consequently, the change
of the net international investment position by trans-
actions equaled a positive balance of USD2.3 bln.

Thus, the negative balance of the country's net
international investment position of USD9403 mln.
as of January 1, 2006, including the exchange rate
difference/gap, decreased by USD2338 mln. and
thereby amounted to a negative USD7065 mln. as
of January 1, 2007.

The dramatic decrease of the investment posi-
tion's negative balance as compared to the previous
year was driven by the considerable decrease of the
oil and gas sector's foreign liabilities. Thus,
USD13.3 bln. of USD22.5 bln. of resources made to
this sector as direct investments were retrieved as
investment repatriation (mainly as crude oil).
Consequently, the private sector enterprises' out-
standing liabilities to direct foreign investors
totaled to USD11.3 bin. as of January 1, 2007.
80.9% of these liabilities, that is USD9.2 bin. relate
to the oil and gas sector in connection with the proj-
ects implemented under the international oil and
gas contracts.

The domestic banking sector's net international
investment position amounted to a positive USD2.3
bln. as of January 1, 2007. This had a somewhat
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Olkenin bank sektorunun xalis beynolxalq investi-
siya movqeyi 2007-ci ilin 01 yanvar tarixino miisbat
2.3 mird. § toskil etmigdir. Bu 6lkenin beynolxalq
investisiya movqeyi lizro yaranmig menfi saldonun
miioyyen goder azalmasina tosir gostormisdir.

Olkenin xalis beynalxalq investisiya movqeyinin
monfi saldosunun 5.8 mlrd. $-1 diger investisiyalar
kateqoriyasina daxil olan depozitlor, kreditlor, debitor
borclart vo digar 6hdeliklerdir. Bunun da 34.1%-i, yeni
1972 min. $ birbaga dovlet ve dovlet tominatina esasen
6lkoyo calb olunmus kreditlorlo elagedar yaranmis
ddvlet borcunun payimna diisiir.

Ogor 2005-ci ilin yekunlart {izro xarici dovlet
borcunun 6lkenin strateji valyuta ehtiyatlarina nisbati
64.2%-9 borabar idise, 2006-c1 ilin yekunlarina gére bu
gostarici 45.1%-a qadar azalmigdir. Belalikla, 2006-c1
ildo xarici dovlet borcunun hacmi dlkenin strateji
valyuta ehtiyatlarinin {imumi hacminden 2.2 dofo az
olmusdur.
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1.4.3. Strateji valyuta ehtiyatlarinin deyismasi

2006-c1 ilde strateji valyuta ehtiyatlart 69.9%
artaraq 2007-ci il 01 yanvar tarixine 4369.0 min. $
hocminde olmusdur. Bunun da 1454.5 min. §
Azoarbaycan Respublikasi Dovlet Neft Fondunun
aktivlerinden, 414.2 min. § hékumstin depozitlorin-
den, 2500.3 min. $ iso Azerbaycan Milli Bankinin
moacmu beynalxalq aktivlerinden ibaretdir. Milli
Bankin macmu beynolxalq aktivlerinin 1967.3 min.
$-1 bankin serencaminda olan resmi valyuta ehtiyat-
larindan ibaratdir ki, bu da neft-qaz sektoru istisna
olmagla mallarin ve xidmotloerin 4.9 ayliq idxalini
maliyyelosdirmoyea imkan verir. Bu ise diinya
tacriibasinde gobul olunmus beynsalxalq kifayetlilik
meyarindan (3 ayliq) xeyli yliksokdir.

Biitovliikde, 2006-c1 ilde tediye balansinin para-
metrlori xarici sektorda dayamiqh tarazligin méveud
olmasini vo bunun 6lke daxilindoki inkisaf proses-
lorinin destoklonmasinde miihiim makroiqtisadi fak-
tora ¢evrilmesini gostarir.
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reducing effect on the negative balance of the coun-
try's international investment position.

USD5.8 bln. of the country's net international
investment position's negative balance comprise
deposits, loans, accounts receivable and other lia-
bilities included in the other investments category.
Of this 34.1%, that is USD1972 mln. comprise the
sovereign debt formed due to loans issued directly
to the government and loans backed with sovereign
guarantees.

While in 2005 the ratio of the foreign sovereign
debt to the country's strategic foreign exchange
reserves equaled 64.2%, it went down to 45.1% by
the end of 2006. Thus, the foreign sovereign debt
was 2.2 times lower than the country's strategic for-
eign exchange reserves in 2006.

1.4.3. Changes in strategic foreign exchange
reserves

Strategic foreign exchange reserves increased by
69.9% during 2006 thereby totaling to USD4369.0
min. by January 1, 2007. Of this USD1454.4 mln.
comprise the State Oil Fund's assets, USD414.2
min. the government's deposits and USD2500.3
mlin. the National Bank's total international assets.
USD1967.3 min. of the National Bank's total inter-
national assets consist of the bank's official foreign
exchange reserves, which are sufficient to finance
4.9 months worth of imports of goods and services,
excluding the oil and gas sector. This is by far high-
er than the globally accepted international adequa-
cy/sufficiency criterion (3 months).

Overall, parameters of the balance of payments in
2006 indicate the sustainable balance in the foreign
sector and its transformation into a significant
macroeconomic factor supporting the in-country
development processes.
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II. PUL SIYASOTI VO MAKROIQTISADI
SABITLIK

2.1. Milli Bankin pul siyaseti rejimi

2006-c1 ilde Azerbaycan Milli Bankinin pul siyasati
rejimi "Tonzimlenan {izen mezennae rejiminde inflya-
siyanin idare olunmasi" kimi miioyyen olunmusdur.
Bu rejim agagidaki elementlorden ibaratdir:

Pul Pul Pul siyasatinin
siyasatinin siyasatinin amoliyyat hodoflari:
son hodofi: :> araliq :> - Pul bazasi,
Inflyasiya hadoflori: - Mazanna (ABS

(baza M2, dollarma qarsi)
Azarbaycan  Respublikasimin ~ Milli  Banki

haqqinda" Qanunun 4-cii maddesine gore "Milli
Bankin foaliyyetinin asas moagsedi 6z selahiyystlori
daxilinds qiymatlerin sabitliyinin tomin edilmasidir".
Bunu nezers alaraq Milli Bank monetar amillorden
asili olaraq deyisen baza inflyasiya gostericisini
hoadoafloyir. Baza inflyasiya iizro hadef Milli Bank
torofinden her noévbeti il igiin islenen vo
ictimaiyyoto beyan olunan pul siyasetinin osas
istigamatlorinde 6z oksini tapir.

Pul siyaseti lizre son magsede nail olmaq iigiin
araliq hadefler miiayyen edilir. Baza inflyasiya iizro
illik hedefe nail olmagq iiciin pul siyasetinin araliq
hadefleri kimi pul kiitlesinden ve Nominal Effektiv
Mazennadon (NEM) istifade edilir. Hodef gtiiriilon
inflyasiya seviyyesinden asili olaraq toleb olunan pul
kiitlesinin artim haddi ve eloce do NEM-nin deyisim
trayektoriyasi toyin edilir. Sonra bu géstericiler pul
siyasetinin tatbiqi liglin istiqgamat rolunu oynayir.

Azerbaycanda pul siyasetinin araliq megqsedleri
kimi pul kiitlesi vo NEM-don istifade olunmasi
uzunmiiddetli dovrde inflyasiyanin dinamikasinin
osason mehz bu parametrlorden asili olmasi ile
olageadardir.

Pul siyasetinin araliq hedeflerinden asili olaraq
onun emaliyyat hadefleri miieyyenlesdirilir. Pul
siyasetinin emoeliyyat hadefleri pul bazasi ve manatin
ABS dollarina nezeren ikiterafli nominal mezen-
nosidir. Bu gostericilorden emeliyyat hadaflori kimi
istifade edilmasi Olkenin maliyye bazarlarnin
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xiisusiyyetlori ile alagedardir. Belo ki, seroncaminda
olan pul siyaseti alatlori vasitesile Milli Bank pul
bazasina ve ikiterafli moezennaya diger potensial
operativ hadeflerle miiqayisede daha effektiv tosir
gostora bilir.

Pul siyasetine dair giindslik gerarlar pul bazasimin
va ABS dollarinin mezennasinin deyisiminde derhal
0z oksini tapir. Pul bazasimin ve manatin ABS
dollarina nezeren mezennasinin deyisimi ise pul
kiitlesine vo NEM-o tosir gostorir. Bu da miioyyen
vaxt orzinde inflyasiya iizro hedefe nail olmaga
imkan verir.

Operativ hodaflorden asili olaraq pul siyaseti
alotlerinin kemiyyet parametrlori, o ciimleden agiq
bazar emaliyyatlarmin hacmi, valyuta miibadilesinin
moblegi ve s. miileyyenlesdirilir.

Maliyys bazarlarinin inkisaf seviyyesini nezere
alarag Milli Bank 2007-ci ilden etibaren pul
siyasetinin beynoalxalq standartlara uygunlasdiriimasi
corgivesinde "faiz deraceleri dehlizi" yanagmasinin
totbigini nezerde tutur. Yeridilon pul siyasatinin
reallasmasi mexanizmlorinin miitoraqqi formalarin-
dan olan faiz dehlizinin totbiqi yeni emeliyyat struk-
turunu nezerde tutmagla Milli Bankin iqtisadiyyatda
pulun deyerine tesir etmoek imkanlarni genislon-
diracokdir.

2.2.2006-c1 ilde pul siyasatinin yekunlar
2.2.1. Inflyasiya ve baza inflyasiya

Yiiksok iqgtisadi artimdan ireli gelen pula tolebin
siirotle geniglonmasi seraitinde 2006-c1 ilde Milli
Bankin yeritdiyi pul siyasatinin asasa maqsadini baza
inflyasiyanin tekreqemli seviyyede saxlanmasi togkil
etmigdir.

Bununla yanagi Olkenin olverigli xarici ticarat
soraitinin qorunmasi, iqtisadiyyatin pula olan
tolobatinin 6denilmasi vo bank-maliyya sisteminda
maliyys sabitliyinin qorunmasi da mihiim vezifeler
olmusdur. 2006-c1 ilde inflyasiya prosesleri esasen
asagidaki faktorlarim tesiri altinda formalagmigdir:
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I[I. MONETARY POLICY AND MACROECONOMIC
STABILITY

2.1. National Bank's monetary policy framework

The National Bank's monetary policy framework
for 2006 was defined as "Managed floating exchange
rate-based inflation management". This framework
consists of the following elements:

Ultimate Interim targets

Fth fih Operational targets
target of the of the monetary of the monetary policy:
monetary j> policy:
. . - Monetary base,
policy: M2, Nominal
’ . - Exchange rate
Inflation effective (against USD)
(core inflation) exchange rate gal

Pursuant to Article 4 of the Law "On the National
Bank of Azerbaijan Republic", "The ultimate goal of
the National Bank's activity is to ensure price stabili-
ty, within the scope of its competencies". Given this,
the National Bank targets the volatile core inflation
indicator depending on this. The core inflation target
is reported in the mission statement/vision of the
monetary policy revised by the National Bank every
three years and disclosed to the general public.

Interim targets are set in order to achieve the ulti-
mate goal of the monetary policy. Money supply and
the Nominal Effective Exchange Rate (NEER) are
used as interim targets of the monetary policy in order
to achieve the annual baseline inflation target.
Depending on the targeted inflation rate, the growth
limit for the required money supply as well as the
NEER's change path are identified. Thereafter these
indicators provide direction guidance for implemen-
tation of the monetary policy.

Use of the money supply and NEER as interim tar-
gets of the monetary policy in Azerbaijan is linked
with the dependence of inflation's long-term change
pattern mainly on these parameters.

Operational targets of the monetary policy are
determined depending on its interim targets. The
operational targets of the monetary policy are the
monetary base and the Manat's two-way nominal
exchange rate against the US Dollar. The use of these
indicators as operational targets is associated with the
characteristics of the country's financial markets.
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Thus, using the monetary policy instruments avail-
able at the National Bank is able to affect the mone-
tary base and two-way exchange rate more efficient-
ly than other potential operational targets.

Daily decisions with respect to the monetary policy
immediately affect the monetary base and the US
Dollar's exchange rate. Any changes in the monetary
base and Manat's exchange rate against the US Dollar
affect the money supply and NEER. This allows for
achieving inflation target over a certain period of
time.

Operational targets serve as the basis for determin-
ing the quantitative parameters of the monetary poli-
cy tools, including the amount of open market trans-
actions, currency exchange amount, etc.

Given the development level of financial markets,
the National Bank intends to start applying the
"interest rate corridor" approach along the lines of
improving the monetary policy to compliance with
international standards from 2007. Application of
the interest rate corridor, which is an advanced form
of the implementation mechanisms of the current
monetary policy would improve the National Bank's
ability to affect the value of money in the economy
by providing a new operational/transactional struc-
ture.

2.2. Outcomes of monetary policy in 2006
2.2.1. Inflation and core inflation

With the rapidly increasing money demand driven
by the high level of economic growth, the ultimate
aim of the monetary policy implemented by the
National Bank in 2006 was to maintain a single-digit
inflation rate.

Furthermore, significant objectives included pre-
serving the country's favorable foreign trade condi-
tions, meeting the economy's money demand and
maintaining the financial stability in the banking
and financial system. Inflation processes developed
during 2006 mainly due to the following factors:
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Mocmu xorclorin, o ciimloden fiskal
faktorlarin ehemiyyatli tasir etdiyi istehlak vo
investisiyalarin siirotlo artmasi ve naticode,
macmu tolobin moacmu toklifi shemiyyetli
iistolomosi;

Todiyo balansinin profisitinin artmasi vo bu
amilin pula toklifinin artiminin  osas
manbayind ¢evrilmasi;

Mosrof inflyasiyasi, sonaye topdansatis
giymsatlorinin ohemiyyetli artmasi ve bunun
istehlak inflyasiyasina artirici tosiri;

Partnyor dlkelorden inflyasiya idxali vo s.

Tolobin siirotlo artmasi, valyuta bazarinda xarici
valyuta toklifinin keskin geniglonmasi, xarici vo
daxili  struktur faktorlarin intensivlesmesine
baxmayaraq hoyata kecirilmis pul siyaseti
inflyasiyanin Milli Bankin 2006-c1 il {i¢iin pul
siyasotinin osas istiqgametlori barads boayanatinda
elan edilmis tokragomli soviyyado saxlanmasina
imkan vermisdir.

Hesabat  ilinde  makroiqtisadi  siyasetin
somaraliliyinin osas gostoricisi sayilan orta illik
inflyasiya tempi 8,3% toskil etmisdir. ©Shalinin pul
golirlorinin artim tempi orta illik inflyasiyant 15,1%
bendi iistelomisdir.

Milli Bankin esas headefi olan ve movsiimi
toreddiidlera meruz qalan ve inzibati tenzimlonon
giymatlorin ¢ixarilmasi yolu ilo hesablanan orta illik
baza inflyasiya 6,5% olmusdur.

Baza inflyasiyasinin {imumi inflyasiyadan xeyli
forqlenmasi birdefalik, davamli olmayan amillorin
inflyasiya soviyyesine shamiyyatli tosiri ilo baglidir.
Inflyasiya proseslorinin struktur tohlili gésterir ki,
kaskin giymet artiminin yalniz 17% xiisusi cekiya
malik olan mohsul néviinii ohato etmesi IQI-nin

Otori, iqtisadiyyatin tomeal gostericilori ilo
sortlonmoayon amillorin tosirine meruz qaldigini
tosdiq edir.

Beloliklo, otori amillorin tosirini dziinde oks edon
inflyasiyasinin dinamikasi iqtisadiyyatda miiveqqeti
inflyasiya amillorinin meylini gosterir. Umumi
inflyasiya gostoricisinden forqli olaraq baza
inflyasiya daha sabit dinamikaya malikdir ve o,
igtisadiyyatda sabit ve davamli inkisaf meylinin
qiymetler lizerinde effektini daha qabariq sokilde oks
etdirir.

Milli Bank terafinden inflyasiya {izro qurulmus
ekonometrik model 2006-c1 ilde inflyasiyanin
makroiqtisadi  amillerinin  qiymatlondirlmasine
imkan vermisdir. Belo ki, istehlak giymatlorinin
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dayisiminin 77,2%-1 monetar amillorin, 22,8%-1 iso
geyri-monetar amillorin tosiri altinda bag vermisdir.

Qrafik 18. Baza vo dteri IQI, %
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. baza [QI otori QI A mumi inflyasiya
Qrafik 19. Inflyasiyanin monetar vo qeyrimonetar
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inflyasiya soviyyosi (sag skala)
Inflyasiyanmn formalasmasinda pul kiitlosinin artim
artirict istigamatde 75%, nominal effektiv mazennenin
bahalagmast ise azaldici istiqamatde 2,2% rol oynamis-
dir. Qeyri-monetar amillorden ise inflyasiyaya artirici
istiqamotda tosir edon amil kimi yanacagin, sokarin vo
digor amillerin bahalagmasmin tesiri 19% olmusdur.
Monetar faktorlarin inflyasiyaya tosirinin artmasi pula

fiskal tolobin ehamiyyatli artimi ile izah olunur.

2.2.2. Moazonna vo beynalxalq rogabat gabiliyyati

Todiyo balasninda yaranmus iri hacmli profisit ve
neft golirlorinin inkisaf moqsadlori {iglin foal
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e Rapid increase of consumption and invest-
ments strongly affected by aggregate expenses,
including fiscal factors, and, consequently the
significant excess of aggregate demand over
aggregate supply;

e Increased surplus of the balance of payment
and this factor became the chief source of the
cash supply increase;

e Cost inflation, significant increase of industrial
wholesale prices and the increasing effect
thereof on consumption inflation;

e Import of inflation from partner countries, etc.

Despite the rapid growth of demand, drastic
expansion of foreign exchange supply on the cur-
rency market, intensification of the foreign and
internal structural factors the monetary policy pur-
sued allowed for maintaining inflation at the single-
digit level as declared in the National Bank's mis-
sion statement for the monetary policy for 2006.

The average annual inflation rate considered to be
the principal indicator of the macroeconomic poli-
cy's effectiveness equaled to 8.3% during the
reported year. Growth rate of individual cash
income was over 15.1% of the average annual infla-
tion rate.

Average annual baseline inflation rate, which is
the ultimate target of the National Bank and is cal-
culated by deducting the seasonally fluctuating and
administratively regulated prices, made 6.5%.

The major difference between the baseline infla-
tion and the overall inflation was caused by one-
time, unsustainable factors' substantive impact on
the inflation rate. A structural analysis of the infla-
tionary processes shows that the fact that the dras-
tic price increase covers the kind of product that has
a share of only 17% confirms that the CPI is not
affected by occasional/incidental factors that do not
depend on the economy's fundamental indicators.

Thus, the change pattern of inflation that reflects
the effects of occasional/incidental factors demon-
strates the economy's trend for temporary inflation
factors. Unlike the overall inflation core inflation
displays a more stable change pattern and more
clearly demonstrates the effect of the stable and
sustainable development trend in the economy on
prices.

The econometric model for inflation developed
by the National Bank allowed for assessing the
macroeconomic factors of inflation in 2006. Thus,
monetary factors accounted for 77.2% and non-

monetary factors for 22.8% of the changes in con-
sumer prices.

Chart 18. Core and non-core CPI, %
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Chart 19. Monetary and non-monetary factors
of inflation, %
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Expansion of money supply had an upward/increas-
ing effect of 75% while the nominal effective exchange
rate's increase had a downward/reducing effect of 2.2%
on formation of inflation. As for non-monetary factors,
increased prices for fuel, sugar and other factors had a
upward/increasing effect on inflation of 19%. The in-
creased effect of monetary factors on inflation was driv-
en by a considerable growth of the fiscal demand for cash.

2.2.2. Exchange rate and international competitive-
ness

With the large surplus in the balance of payment
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istifadesi soraitinde valyuta bazarinda xarici
valyutanin toklifi ohemiyyetli artmisdir. Xarici
valyuta toklifinin tolobi {istolomesi soraitinde
manatin ABS dollarma qarst moazennasi il arzinde
"tonzimlonan {lizon mozenns rejimi" corcivosinda
5,1% mohkemlonmisdir. Milli Bankin valyuta
bazarina aktiv miidaxileleri manatin mezennasinin
koskin méhkamlenmasinin qarsisini almigdir.
2006-c1 ilde beynoalxalg ve daxili valyuta
bazarlarinda bas veran proseslor manatin partnyor
Olkelorin valyutalarina nezersn nominal ikiterafli
mozonnalorinin dinamikasinda 6z oksini tapmigsdir.
Dovr erzinde manatin nominal mezennasi ticaret
partnyoru olan bir qrup o6lkelerin valyutalarina
nazoaron mohkemlendiyi halda, diger qrup dlkelorin
valyutalarina nezeran doeyorden diismiisdiir.

Manatin nominal ikiterafli mezennasinin dinami-
kasi real ikitorafli mozennalorin do deyismasine tasir
gostormisdir. 2006-c1 ildo manatin mezonnasi Rusiya
istisna olmagqla real olaraq tohlil olunan biitlin
6lkolorin valyutalarma nezeren bahalagmisdir.

Qrafik 20. 2006-c1 ildo USD/AzN rosmi mozonnosi
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Qrafik 21. Qeyri-neft sektoru tizro nominal effektiv mezenne
indeksi ( dekabr 2005 dekabr =100), %
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2006-c1 ilde manatin ABS, Tiirkiys, Giirciistan,
Qazaxistan, Yaponiya kimi Olkelerin valyutalaria
nazeren real ikitorafli mezennasinin méhkemlenmasi
tempi nominal ikiterefli mezennenin mdhkem-
lenmasi tempini Gistelomigdir. Eyni zamanda manat
avroya, funt sterlinge ve Israil sekeline nozeren
nominal olaraq deyarden diisdilyii halda, real olaraq
mohkemlonmisdir.

Ticaret partnyoru olan &lkelerin valyutalarina
nozoron ikitorafli nominal moezennalerinin dayisi-
minin ticaret xiisusi ¢okileri nezers alinmagla
hendasi ortasini oks etdiren manatin nominal effektiv
moazennasi 2006-c1 ilin dekabrinda 2005-ci ilin
dekabrina nazeren ucuzlagmisdir. Belo ki, nominal
effektiv mezenne imumi ticarat ¢okili 2,1%, idxal
cokili 0,6% , ixrac ¢okili 3,3% ucuzlasmisdir.

Cadval 9. Tarafdas olkalorin valyutalarina qarst ikitarafli real mazonna indekslori, (2005 dekabr=100)

Nominal ikiterafli mezenne indeksi*

ABS
Avrozona
Boyiik Britaniya
Tiirkiya
Rusiya
Ukrayna
Giirciistan
fran
Gazaxistan
Yaponiya
[srail

Real ikitorafli moazenne indeksi

105.3 114.4
94.5 103.1
93.6 101.4

111.6 112.3
96.1 98.1

105.5 105.3

101.8 104.1

107.1 102.6

100.6 103.5

104.3 115.3
95.5 106.4

*Manatin partnyor dlkenin valyutasina nezeren mezennalerin orta ayliq deyismesi nezerde tutulur.
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and active use of oil revenues for development purpos-  Chart 21. Non-oil sector’s nominal effective exchange rate index

es caused the supply of foreign exchange to increase
substantially on the currency market. Whereas the sup-
ply of foreign exchange significantly exceeded the
related demand the Manat's exchange rate against the
US Dollar grew stronger by 5.1% during the year on the
"regulated floating exchange rate framework" basis.
The National Bank's active interventions to the curren-
cy market prevented the drastic reinforcement of the
Manat's exchange rate.

The processes taking place on the international and
domestic currency markets during 2006 affected the
change pattern of the nominal bilateral exchange rate of
the Manat against the currencies of the partner coun-
tries. While the Manat's nominal exchange rate grew
stronger against the currencies of a group of trade part-
ner countries during the period, it devalued against the
currencies of another group of countries.

The change in the Manat's nominal bilateral
exchange rate also had an effect on the real bilateral
exchange rates. During 2006 the Manat's exchange rate

Chart 20. USD/AzN official exchange rate
during 2006

(December 2005=100), %
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increased against the currencies of all countries
reviewed except Russia.

The reinforcement rate of the Manat's real two-way
exchange rate against the currencies of countries like
the USA, Turkey, Georgia, Kazakhstan, Japan
exceeded the reinforcement rate of the nominal two-
way exchange rate. At the same time, while the Manat
nominally devalued in reality it grew stronger against
Euro, British Pound and Israeli Shekel.

The nominal effective exchange rate of Manat that
reflects the geometrical middle of the change of the
two-way nominal exchange rates against the currencies
of the trade partner countries, considering the trade per-
centages/shares, devalued in December 2006 as compa-
red to December 2005. Hence, the nominal effective ex-
change rate devalued in terms of trade weight of 2.1%.
Import weight of 0.6% and export weight of 3.3%.

Table 9. Bilateral real exchange rate indices against partner country currencies, (December 2005=100)

Nominal bilateral exchange rate index*

USA
Eurozone
Great Britain
Turkey
Russia
Ukraine
Georgia
Iran
Kazakhstan
Japan
Israel

Real bilateral exchange rate index

105.3 114.4
94.5 103.1
93.6 101.4

111.6 112.3
96.1 98.1

105.5 105.3

101.8 104.1

107.1 102.6

100.6 103.5

104.3 115.3
95.5 106.4

*Implies the average monthly change of exchange rates of Manat against the partner country's currency.
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Qrafik 22. Qeyri-neft sektoru tizve real effektiv mozonne indeksi
(dekabr 2005 =100), %
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2006-c1 ilin dekabr aymda 2005-ci ilin dekabrina
nazeran qeyri-neft sektoru tizre nominal effektiv
mozenne ise Umumi ticarat dovriyyesi lizre 0,6%,
ixrac ¢okili 0,5%, idxal ¢okili iso 0,4% bahalasmisdir.

Ticarat partnyoru olan Olkelerin valyutalarina
nozoron ikiterofli real mozennalorinin doyisiminin
ticarat xtisusi ¢okilori nezere alinmagla hendesi
ortasmni oks etdiron manatin real effektiv mozennasi
(neft sektoru daxil olmaqla) 2006-c1 ilin dekabr ayinda
6ton ilin dekabrima nezeren imumi ticarat dovriyyesi
tizro 4%, idxal ¢okili 4,3%, ixrac cokili iso 3,8%
bahalagmigdir.

2006-c1 ilin yanvar-dekabr aylarinda nominal
valyuta mezennalerinin deyismasi imumi ticaret
dovriyyesi iizre real effektiv mezennays 24,7%,
giymetlorin deyisimi ise 75,3% tesir gostermisdir
(neft sektoru daxil olmagla). Real effektiv mezennenin
dayisimine nominal valyuta mazennalarinin dayisimi
azaldici, qiymetlorin deyisimi ise artirici tosir
gostormisdir.

Uzunmiiddetli dévrde 6lkenin beynelxalq reqabet
gabiliyyati elverisli olaraq qgalmaqdadir. Bele ki, 2006-
ct ilin dekabrinda 2000-ci ilin dekabrina nisbeton
manatin  qeyri-neft sektoru {izro real effektiv
mozonnosi 5,1% ucuzlagmisdir.

2.2.3. Pula taleb ve pul aqreqatlar

2006-c1 ilde iqtisadi artimin daha da siiretlonmasi
soraitinde pula telebin ehemiyyetli artimi davam
etmisdir. Pula telebin artmasina adekvat olaraq pul
siyasotinin operativ hadefi olan pul bazasi 2.3 dofo

artaraq 2006-c1 ilin sonuna 1599.5 miln. manat togkil
etmisdir.

Pul bazasinin esas artim kanali ise Milli Bankin
miidaxilesi olmusdur (pul bazasinin artiminin 97%-i)
ki, bu da baslica olaraq dévlet biidcesinin valyuta
golirlorinin Milli Bank torefindon konvertasiyasi ilo
izah olunur. Bu konvertasiyalar dovlet biidcosi
xorclorinin fasilosiz icrasini tomin etmisdir.

Noticedos, 2006-c1 ilde Milli Bankin valyuta
bazarina xalis miidaxilesi 6ton il ilo miiqayisedo 8,4
dofo artaraq 1 mlrd. ABS dollarimi 6tmiisdiir.

Mbohz hokumet {i¢iin hoayata kegirilon bdyiik hacmli
konvertasiyalar Milli Bankin miidaxilesinin valyuta
bazarinin imumi dovriyyesinde payinin 2005-ci ilo
nisboton 5 dofo artmasina sebeb olmusdur. 2002-
2005-ci illorde bu gostericinin orta illik soviyyesi
comi 3% toskil edirdi. 2006-c1 ilde ise bu gosterici
11,5%-o ¢atmigdir.

Bununla bels, dovlet biidcesinin yaratdigi valyuta
tozyiqinin ohomiyyatli hissesi bilavasite valyuta
bazar1 terofinden qarsilanmisdir vo bu manatin
mazennasinin mohkamlenmasine tesir eden osas
amildir.

Movsiimi amillerin tesiri ilo bagli hesablamalar
gostorir ki, 2006-c1 ilin yekunu {izre movsiimi
tomizlonmis pul bazasi da 2,3 dofo artmigdir.

Pul bazasinin dayisimi pul multiplikatoru vasitesile
pul kiitlesino doyisimine tosir gostormisdir. 2006-c1
ilin sonuna manatla genis pul kiitlesi (M-2) ilin
ovvaline nazoron 1341 min. manat vo ya 2,7 dofo
artaraq 2137,7 mln. manat togkil etmisdir.

Qrafik 23. Manatla pul bazasinin dinamikast
(ovvalki ilin dekabrina nisbaton, %)
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Chart 22. Non-oil sector’s real effective exchange rate index

(December 2005=100), %
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The non-oil sector's nominal effective exchange
rate increased in December 2006 as opposed to
December 2005 by 0.6% in overall trade turnover,
0.5% in exports and 0.4% in imports.

Manat's real effective exchange rate that reflects
the geometrical mean of the change of the two-way
real exchange rates against the currencies of trade
partner countries, considering the trade percent-
ages/shares (oil sector included) increased in
December 2006 as opposed to December 2005 by
4% in overall trade turnover, 4.3% in imports and
3.8% in exports.

The changes in the nominal currency exchange
rates during January-December 2006 had an effect
of 24.7% in overall trade turnover and price
changes an effect of 75.3% (oil sector included).
Changes in the nominal currency exchange rates
had a reducing and price changes had an increasing
effect on the real effective exchange rates.

The country's international competitiveness has
remained favorable in the long-term. Thus, Manat's
real effective exchange rate in the non-oil sector
decreased by 5.1% in December 2006 as opposed to
December 2000.

2.2.3. Money demand and monetary aggregates

With even faster economic growth continued in
2006 the money demand also continued to grow sub-
stantially. Adequately in relation to the growth of
money demand the monetary base, an operational tar-
get of the monetary policy, expanded by 2.3 times

thereby totaling to AZN1599.5 min. by the end of
2006

The chief growth channel of the monetary base was
the National Bank's intervention (97% of the mone-
tary base growth), which is primarily due to the
National Bank's conversion of the state budget's for-
eign exchange revenues. These conversions ensured
continuous execution of the state budget's expendi-
tures.

Consequently, the National Bank's net intervention
to the currency market during 2006 past USDI bln.
by having increased by 8.4 times over the last year's
rate.

It was the large scale conversions for the govern-
ment that caused the share of the National Bank's
intervention in the currency market's total turnover to
increase by 5 times relative to 2005. During 2000-
2005 the average annual level of this indicator was
only 3%, while in 2006 it reached 11.5%.

Still, the currency market received the major por-
tion of the currency pressure formed by the state
budget, which was the principal factor contributing to
the reinforcement of Manat's exchange rate.

Estimates of seasonal factors' effect show that the
year-end seasonally adjusted monetary base also
increased by 2.3 times in 2006.

The change in the monetary base affected the
money supply through the money multiplicator. The
year-end broad money (M-2) increased by AZN1341
mln. or 2.7 times against the year-start level thereby
totaling to AZN2137.7 mln. in 2006.

Chart 23. Change in Manat money base
(agamnst the last year’s December, %)
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Qrafik 24. 2002-2006-c1 illor aras1 Milli Bankin valyuta bazarmna Qrafik 26. Manatla pul bazasi vo mévsiimi komponent (mln. manat)
mildaxilosi,mln. $
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Yanvar-dekabr aylan lzro orta pul kiitlosi (MZ) iso =3 Faktiki pul bazas1 (sol skala) movsimi komponent (sag skala)
oten ilin miivafiq dovrii ile miiqayisede 71,7% artmus- . o
dir. Orta hesabla 6ten ilin miivafiq dovrii ilo miiqayise- movsiimi komponentin (sag skala) monfi olmast
do M1 pul aqreqatt 62,4%, nagd pul kiitlosi iso 56,2% movsiimi amillarin pul bazasina artirici, miisbat olmasi
artmisdir, T , ise pul bazasina azaldic1 yonde tesir etdiyini gosterir.
Cadval 10. Ehtiyat pullar va onun struktur elementlari, min. manatla
01.01.2005 01.01.2006 01.01.2007
1. Ehtiyat pullar (3+4+7) 833.6 885.8 2044.6
2. Ehtiyat pullar manatla (3+5.1+6.1+7) 640 687.8 1599.5
3. Dévriyyadae olan pullar 526.2 594.1 1449.3
4. Bank ehtiyatlar (5+6) 307.4 207.9 594.9
5. Miixbir hesablar1 (5.145.2) 218.2 207.9 594.9
5.1. Manatla 94.2 93.7 149.9
5.2. Xarici valyuta ilo 124.1 114.2 445.0
6. Macburi ehtiyatlar (6.1+6.2) 89.2 0* 0*
6.1. Manatla 19.7 0 0
6.2. Xarici valyuta ilo 69.5 0 0
7. Digar depozitler 0 0 0.4

*. Macburi ehtiyatlar miixbir hesablarmn torkibine daxil edildiyinden serti olaraq "0" kimi gostarilib.

Qrafik 25. 2006-ci ilde pul bazasimnin deyismesine tesir gdsteron amiller
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Chart 24. National Bank’s foreign exchange market intervention

during 2002-2006, USD mln.
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The average money supply (M-2) for January-
December increased by 71.7% as opposed to the last
year's relevant period. On average, the M1 monetary
aggregate increased by 62.4% and the money supply
by 56.2% against the last year's relevant period.
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2006-1V

Chart 26. Manat money base and seasonal components
(mln. AZN)
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* negative seasonal component (right-hand scale)
causes the seasonal factors to have an increasing
effect, while a positive seasonal component causes
them to have a reducing effect on the monetary base.

Table 10. Reserve money and its structural elements, AZN min.

1. Reserve money (3+4+7)

2. Reserve money in AZN (3+5.1+6.1+7)

3. Money in circulation

4. Bank reserves (5+6)

5. Correspondent accounts (5.1+5.2)
5.1.in AZN
5.2. in foreign exchange

6. Required reserves (6.1+6.2)
6.1.in AZN
6.2. in foreign exchange

7. Other deposits

01.01.2005 01.01.2006 01.01.2007
833.6 885.8 2044.6
640 687.8 1599.5
526.2 594.1 1449.3
307.4 207.9 594.9
2182 207.9 594.9
94.2 93.7 149.9
124.1 1142 445.0
89.2 0* 0*
19.7 0 0
69.5 0 0
0 0 0.4

*. Required reserves are conventionally recorded as "0" since they are included in correspondent accounts.

Chart 25. Factors affecting the money base in 2006
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In December 2006 the seasonally adjusted money
supply (MO) increased by 2.4 times against the year-
start level and by 9.1% against the last month's level.
During that period the seasonally adjusted Manat broad
money (M2) increased by 2.7 times against the year-
start level and by 9.7% against the last month's level.

Certain qualitative changes occur in the struc-
ture of the M2 monetary aggregate. Thus, the con-
siderable growth in the monetary aggregates is
more linked with the expansion of the non-cash
turnover. Thus, while the Manat non-cash money
supply increased by 3.3 times, the Manat cash
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Pul siyasati vo makroiqtisadi sabitlik

Qrafik 27. M2 pul agreqatinin artim tempi
(6ten ilin miivafiq ayina nazeren %-loa)

Qrafik 29. Pul agreqatlarmin dinamikasi, mln. manat
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naticads, MO-n pul kiitlesindeki xtisusi ¢okisi 8%
azalmgdr.

Olkoede maliyye innovasiyalarnmn siiretli inkisafi,
xtisuson do miitoraqqi Odenis sistemlorinin totbiqi
naticesinda bank sisteminin pul yaratmagq qabiliyyetini
xarakterizo edon gostoricilor do yaxsilasir. Belo ki,
manatla pul multiplikatoru ilin avveli ilo miigayisedo
15,5% artaraq 1,34-o yiikselmisdir.

Qrafik 28. 2006-c1 ilin sonuna M2 pul aqreqatinin

strukturu, %
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2006-c1 ilin yekunu iizre 6lkade maliyye derinliyini
xarakterizo edon gostericilorden biri olan monetizasiya
omsali da yiikselmigdir. Manatla genis menada pul
kiitlosinin qeyri-neft UDM-de xiisusi cokisi ilin
avvalinden beri 16% artaraq 26%-o yiiksalmisdir.

Manatla toleb olunanadek emanat ve depozitlor ilin
avvaline nazeren 2,7 defe, miiddetli smanat ve depo-
zitlor iso 5,8 dofo artmisdir. Noticode, manatla comi
amanat va depozitlerin strukturunda miiddatli emanat
va depozitlerin xiisusi ¢okisi oten ilin dekabr aymdaki
19,6%-0 qarst 2006-ct ilin dekabr ayinda 34,4%-o
yliksolmisdir.

Qeyd olunan biitin bu prosesler manatin serbast
donerli valyutalara nezeren mezennasinin mohkemlen-
moasinden alave ham do denominasiya naticesinde oha-
linin milli valyutaya inamimin artmast ile izah olunur.

Qrafik 30. Qeyri-nagd pul kiitlesi ve pul multiplikatoru
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Chart 27. Growth rate of M2 monetary aggregate
(relative to the last year’s relevant month, %)
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money supply (MO) increased by 2.4 times, where-
fore the share of M0 in the money supply was reduced
by 8%.

The banking system's cash generating efficiency
indicators are also improving as a result of the rapid
development of financial innovations, especially
comprehensive implementation of state-of-the-art
payment systems. Thus, the Manat money multiplica-
tor rose up to 1,34 having increased by 15.5% against
the year-start rate.

Chart 28. Year-end structure of M2 monetary
aggregate in 2006, %
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Chart 29. Change patterns of monetary aggregates, mln. AZN
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The monetization factor, an indicator that charac-
terizes the country's financial depth, also increased by
the end of 2006. The share of the Manat broad money
supply in the non-oil GDP increased by 16% year to
the date thereby reaching 26%.

Manat demand deposits increased by 2.7 times year
to the date, while term deposits increased by 5.8
times. Consequently, term deposits as a share of the
total Manat deposits went up from 19.6% in the last
year's December to 34.4% in December 2006.

All of the mentioned processes are explicable due
to not only reinforcement of Manat's exchange rate
against freely convertible currencies but also due to
the general public's increased confidence in the
national currency because of the denomination.

Chart 30. Non-cash money supply and money multiplicator
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Pul siyasati vo makroiqtisadi sabitlik

Qrafik 31. Iqtisadiyyatin monetizasiya gostoricilori, %
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2.2.4. Pul siyasatinin hayata kecirilmasi alatlori

Milli Bank nezerde tutdugu hadsflers nail olmaq
ticiin ac1q bazar emsaliyyatlari, faiz deracaleri, habela
macburi ehtiyat normalar1 kimi alstlerden istifade
etmisdir.

Pul kiitlasinin inflyasyon potensiala malik hissasini
sterilizasiya etmok {iciin Milli Bank 06ziiniin
qisamiiddetli notlarindan istifadeni davam etdirmis
vo notlarin hecmi il arzinde 3 dofe artmisdir.

Neft golirlorinin, iqtisadiyyatda likvidliyin keskin
artmasi soraitinde Mili Bank 2006-c1 ilde kapitalin
heroketinin liberallasdirilmasi togobbiisiinii ireli
sirmiisdiir. Bu tadbir yiliksek inflyasiya potensiali
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dasiyan pul kiitlesinin sterilizasiyasit funksiyasini
yerino  yetirorok  makroiqtisadi  balansin
qorunmasinda vacib faktor ola biloer. Bu sahoado
kifayet qodar beynalxalq tocriibe toplanmisdir.

Il arzindo ugot deracasi 1 dofo deyisdirilmis, iyul
aymin 3-de 9%-den 9.5%-9 yiikseldilmisdir. Ugot
daracasinin hazirki seraitde "siqnal effekti" kifayot
godor tosirli olmasa da, onun doyisdirilmasi
inflyasiya ~ gozlomelorinin  miileyyon  qoder
azalmasina imkan vermisdir.

Pul siyaseti qarsisinda qoyulan vezifeloroe nail
olmaq Tt¢lin 2006-c1 ilde monetar idaraetma
mexanizminin ¢ox onemli elementlorinden biri olan
iqtisadi todqiqat bazasi daha da derinlogmisdir.

Milli Bank daha semarali antiinflyasiya siyasatini
hayata kecirmok vo pul siyasoti sahasinde qobul
edilon qorarlarin elmi osaslarini giiclondirmek
mogqsadilo makroiqtisadi todqiqat Vo
prognozlagdirma bazasinin  geniglondirilmasini
davam etmisdir. 2006-c1 ilde pul siyasetinin
transmissiya modeli qurularaq tetbiq olunmaga
baglamigdir. Bu model inflyasiyaya tosir edon
faktorlarin (6tiiriicti kanallarin) giymatlondirilmasine
imkan verir. Bundan basqa "maliyye programi"nin
metodoloji tokmillogmesi davam etmis ve onun
sektorlararasi prognozlagmada totbiqi
geniglondirilmisdir.

Beloliklo, oton ilde Milli Bank torefinden
yeridilmis pul siyaseti "baza inflyasiya"nin
tokroqomli soviyyade saxlanmasina, iqtisadiyyatin
pula olan telebatinin ddenilmasine, dlkenin strateji
xarici ticarat goraitinin olverigli qalmasina vo
maliyyo sabitliyinin qorunmasina gorait yaratmigdir.
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Chart 31. Economy monetization indicators, %
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2.2.4. Monetary policy implementation tools

In order to achieve the targets established the
National Bank used a variety of tools such as open
market transactions, interest rates as well as reserve
requirements.

To sterilize the part of the money supply that has
the inflationary potential the National Bank continued
to use its short-term notes and the amount of such
notes tripled during the year.

With oil revenues and the economy's liquidity
increasing drastically, the National Bank suggested
liberalizing capital flows in 2006. That initiative may
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become a very important factor for preserving the
macroeconomic balance by performing the function
of sterilizing the money supply that bears an infla-
tionary potential. Sufficient international experience
has been collected to this effect.

The discount rate was modified once during the
year by increasing from 9% to 9.5% on July 3.
Although the "signal effect" of the discount rate
presently does not have a sufficient ability to impact,
its modification allowed for somewhat reducing the
inflation expectations.

The economic research base, a very important ele-
ment of the monetary management mechanism, was
also further enhanced in order to achieve the goals of
the monetary policy set for 2006.

The National Bank continued further expanding the
macroeconomic research and forecasting framework
in order to be able to implement a more effective anti-
inflation policy and to reinforce the scientific grounds
of decisions made with respect to the monetary poli-
cy. In 2006 the monetary policy's transmission model
was built and applied. That model allows for evaluat-
ing factors (transmission channels) that affect infla-
tion. In addition, methodological improvement of the
"financial program" continued and its cross-sector
application was expanded.

Thus, the monetary policy implemented by the
National Bank last year allowed for maintaining the
"baseline inflation" at a single-digit level, meeting the
economy's cash needs, preserving the country's favor-
able strategic foreign trade conditions and financial
stability.



Maliyya bazarlari

IIl. MALIYYO BAZARLARI

3.1. Maliyye bazarinin institusional inkisafi

2006-c1 ilde evvelki illerde oldugu kimi maliyye
bazarlarmin institusional inkisafi ve derinlesmesi
magsadlorine xiisusi diqget yetirilmisdir. Bu
istigamotde yeni maliyye alotlorinin normativ-
hiiquqi ve institusional bazasimin yaradilmasi,
moveud maliyye alotlerinin daha da tekmilles-
dirilmasi ve daxili maliyys bazarlarinin inkisafi iizre
bir sira todbirler heyata kegirilmisdir. Burada
bazarlarm inkisaf etmesi ilo yanagi pul siyasetinin
bazar emseliyyatlari vasitesile reallagdirilmasi imkan-
larinin geniglondirilmasi esas moagsed olmusdur.

Pul siyasetinin araliq hedaflerine nail olmagq ii¢iin
aparilan emaliyyatlarin geniglonmasi dovlet qiymatli
kagizlar bazarmin inkisafina ciddi tekan vermis,
daxili maliyye bazarlarmin inkisafi istigamati iizre
dovlet qiymetli kagizlari bazarinin strukturu tekmil-
logdirilmigdir. Dovlet giymatli kagizlar bazarinda iki
emitent arasinda reqabet miihitinin formalasdiril-
mamasi magsadile bu bazar Milli Bank ile Maliyye
Nazirliyi arasinda qiymetli kagizlarin miiddati ve
investorlar bazas iizre seqmentlogdirilmigdir.

Bundan slave, dovlet giymetli kagizlar bazarmin
inkisaf etdirilmosi mogqsadile Iqtisadi Isler iizro
Isvecro Katibliyinin (SECO) maliyye yardimi ilo
Beynolxalq Valyuta Fondu terafinden dévlet
qiymetli kagizlar bazarnin inkisafi ve daxili borc
idareetmasi {izre 3 illik regional layihenin heyata
kegirilmasine baglanmigdir.

Banklararasi pul bazarmin canlandiriimasi istiga-
matinde bu bazarin yeni seqmenti - banklararasi repo
bazar1 - yaradilmigdir.

3.2 Valyuta bazar1

2006-c1 ilde valyuta bazarinin hacmi 59% artaraq
12,2 mird. ABS dollar1 teskil etmisdir. Valyuta
omoliyyatlarmm  aparilmasinda  Miitesekkil
Banklararas1 Valyuta Bazart (MBVB) 14.3%, Aciq
Banklararas1 Valyuta Bazari (ABVB) 19.4%,
Bankdaxili Miibadile ©Omseliyyatlari (BDMO) ise
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66.3% xiisusi ¢okiye malik olmusdur. 2006-c1 ilde
valyuta bazarinin strukturunda aparilan emsliyyat-
larin 84.9%-1 ABS dollart ile, 12.9%-1 Avro ile,
1.8%-1 Rusiya rublu ile ve 0.4%-i diger valyutalarla
hayata kecirilmigdir. Qeyd edak ki, avro ile aparilan
omoliyyatlarin xiisusi ¢okisi oten il ile miiqayisede 2
dofe artmus, dollarla olan emsliyyatlar 4.7% azal-
mugdir.

2006-c1 ilde pul siyaseti ¢ergivesinde manatin
rosmi moazennasinde keskin giiclonmenin garsisini
almaq moagsedile Milli Bankin valyuta bazarinda
hoyata kegirdiyi miidaxile valyuta bazarinin imumi
hacminin 8.2%-ni teskil etmisdir.

3.3. Qiymatli kagizlar bazar1
3.3.1. Milli Bankin qisamiiddatli notlar1.

Pul siyasetinin bazar emsoliyyatlar1 vasitesile
hoyata kecirilmosi ¢orgivesinde Milli Bankin
notlarindan genis istifade olunmugdur. Buraxiliglarin
miiddati 28 giin ve herraclarin her haftenin ¢ersenbe
glinii kegirilmasi 2006-c1 ilde de davam etdirilmisdir.

Qrafik 32. 2006-c1 ilde kegirilmig hoarraclar haqqinda melumat
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[1I. FINANCIAL MARKETS

3.1. Institutional development of financial market

In 2006, as in the years before, special focus was
placed on the institutional development and deepen-
ing of the financial markets. A number of efforts were
taken to develop a legal and regulatory and institu-
tional frameworks for new financial instruments, fur-
ther improve the existing financial instruments and
promote development of the domestic financial mar-
ket. In addition to developing financial markets, an
importance was assigned here to expanding the capa-
bilities of implementing the monetary policy through
market transactions.

Expansion of operations aimed at achieving the
interim targets of the monetary policy gave a strong
impetus to development of the government securities
market, and the structure of the government securities
market was improved along the lines of the overall set
of efforts designed to promote the development of
domestic financial markets. In order to form a com-
petitive environment between two issuers on the gov-
ernment securities market that market was segmented
by security maturities and investor base between the
National Bank and Ministry of Finance.

Furthermore, for purposes of developing the gov-
ernment securities market the International Monetary
Fund, with financial assistance from the Swiss
Secretariat for Economic Affairs (SECO), started
implementing a 3 years regional project for develop-
ment of the government securities market and domes-
tic debt management.

For promotion of the interbank money market a
new segment of that market was established - the
interbank repo market.

3.2 Currency market

In 2006 the currency market transactions increased
by 59% thereby totaling to USD12.2 bln. The
Organized Interbank Currency Market (OICM)
accounted for 14.3%, the Open Interbank Currency
Market (OpICM) for 19.4%, Intrabank Exchange
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Transactions (IBET) for 66.3% of the currency trans-
actions. Currency market transactions in 2006 includ-
ed 84.9% of USD transactions, 12.9% of Euro trans-
actions, 1.8% of Russian Ruble transactions and 0.4%
of transactions in other currencies. It should be noted
that the Euro-denominated transactions doubled as
percentage of total transactions as compared to the
last year, while the USD transactions decreased by
4.7%.

The National Bank's currency market intervention
made in order to prevent drastic strengthening of
Manat's official exchange rate within the monetary
policy's framework in 2006 amounted to 8.2% of the
total currency market transactions.

3.3. Securities market
3.3.1. National Bank's short-term notes.

National Bank's notes were broadly used as a tool
of ensuring the monetary policy's implementation
through market transactions. 28 day maturity with
auctions held every week on Wednesday continued in
2006 too.

Chart 32. Auctions held in 2006
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Maliyye bazarlari

[l arzinde qisamiiddatli notlarin ilkin yerlosdirilmasi
tizro Milli Bank terofinden 52 herrac kegirilmigdir.
Horraclarda ve harracdankenar emsliyyatlar vasitosilo
yerlogdirilmis notlarin hacmi 806,7 min. manat, ilin
sonuna iso dovriyyade olan notlarin hacmi 113,6 min.
manat togkil etmisdir. Orta Ol¢lilmiis golirlilik dovr
arzinde ilk auksiondaki 11,29% seviyyesinden
12,86% saviyyasina yiikselmisdir. Notlarla bankla-
rarasi tokrar bazarin hocmi il arzinde 6,5 dofo artaraq
126,7 mIn. manat teskil etmisdir.

2006-c1 ilde Milli Bank terafinden REPO
amoliyyatlarindan genis istifade olunmusdur. REPO
amoliyyatlarinin hacmi imumilikde 92,74 mlin.
manat toskil etmisdir. Bundan 50,24 min. manat
Repo omsoliyyatlarinin, 42,5 mln. manat iso Oks-
Repo amaliyyatlarinin payina diisiir. 1 giinliik Repo
amoliyyatlari iizro golirlik 4%, 1 giinliik ©ks-REPO
amoliyyatlar1 iizre golirlik deracesi ise 16%
miloyyen edilmisdir.

2006-c1 ilin may ayinin sonundan formalasan
banklararasi Repo bazarinin hecmi ilin sonuna 28,01
min. manat toskil etmisdir. Repo omsaliyyatlarinin
24,7 mln. manat hacmi notlarla, 3,47 mln. manat iso
dovlet qisamiiddetli istigrazlart ilo heyata kegiril-
misdir. Banklararast Repo bazarinda 1 giinliik Repo
amoliyyatlar1 {izre orta galirlik 13,56% toskil
etmigdir.
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3.3.2. Dovlet qisamiiddetli istiqrazlar bazari.

2006-c1 ilde Maliyye Nazirliyi terofinden DQI-
lorin yerlosdirilmosi iizro 44 herrac kegirilmisdir. i1
orzinde emissiya olunmus DQI-lerin hacmi 215 mln.
manat, yerlosdirilmis DQI-lorin hacmi ise 115,9
mlrd. manat toskil etmigdir.

Qrafik 33.2006-ci ilde 3 ayliq DQI-lerin yerlosdirme hocmi ve orta gelirliliyi

mln. man. %
7.00 16.00
14.00

12.00

10.00

6.00

4.00

2.00

0.00

= DQl-lorin hacmi —e—orta olpilmig golirlk

2006-c1 ilin sonunda dévriyyede olan DQI-lerin
hacmi 63,02 mln. manat teskil etmigdir. Orta 6l¢iilmiis
golirlilik ise ilk herracda 12,44% seviyyesinden so-
nuncu herracda 11,56% soviyyesine gader yiiksal-
misdir.
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National Bank held 52 auctions to sell short-term
notes during the year. Notes sold through auctions
and over the counter totaled to AZN806.7 mln., while
the year-end total outstanding notes amounted to
AZN113.6 mln. The average weighted yield rose
from 11.29% at the first auction to 12.86% during the
period. The secondary interbank market for notes
expanded by 6.5 times during the year and thereby
amounted to AZN126.7 mln.

National Bank widely used REPO transactions dur-
ing 2006. REPO transactions totaled to AZN92.74
min. Of this AZN50.24 min. relate to Repo and
AZN42.5 mln. to Reverse Repo transactions. 1 day
Repo transactions had a yield of 4% while one day
Reverse Repo transactions had a yield rate of 16%.

The interbank Repo market formed in late May
2006 amounted to AZN28.01 mln. by the end of the
year. AZN24.7 mln. of Repo transactions involved
notes while AZN3,47 mln. involved government
short-term securities. Average yield rate on one-day
repo transactions on the interbank repo market made
13,56%.

3.3.2. Government short-term securities market.

In 2006 the Ministry of Finance held 44 auctions to
sell GSTS. Amount of GSTS issued during the year
totaled to AZN215 mln., and amount of GSTS sold to
AZN115.9 min.

Chart 33. Sales and average yield of 3 months GSTS in 2006
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GSTS outstanding as of the end of 2006 amounted to
AZN63,02 miIn. Average weighted yield increased
from 12,44% at the first auction to 11,56% at the last
auction.



Valyuta ehtiyatlarinin idare olunmast

V. VALYUTA EHTIYATLARININ IDARO
OLUNMASI

4.1. Valyuta ehtiyatlarinin idare olunmast strategiyast

Milli Bank terafinden valyuta ehtiyatlarinin idare
edilmesinde osas megsed qenastbexs riskleri gebul
etmoklo, lazimi likvidlik seviyyesinin saxlanmasi
sortile galirliyin maksimallagdirilmasi olmusdur.

Valyuta ehtiyatlarinin idare edilmasi bilavasite Milli
Bank torafinden ve xarici menecerlor vasitosilo
aparilmigdir. Ehtiyatlarm idare olunmasinin tehliike-
sizlik vo likvidlik teleblerine cavab vermesi iigiin
beynelxalq maliyye bazarlarinin yiiksek etibarli
maliyye aletlerinden istifade olunmus ve xarici
kontragentlore yiiksok reyting telebi ireli siirilmiisdiir.

Milli Bank terafinden valyuta ehtiyatlarinin effektiv
vo semarali idare edilmasi iiglin idareetma sisteminin
potensialmin genislendirilmesi 2006-c1 ilde digqet
markezinde olmusdur. Bu maqgsadle ehtiyatlarmn idare
edilmosinde "miiasir portfel nezeriyyesinin” totbiqi
baslica istiqgamat kimi miioyyen edilmisdir.

2006-c1 ilde valyuta aktivlerinin idare edilmesinde
tmumi aktivler (strateji idareetma) vo portfel
soviyyesinde (taktiki idareetme) miiasir portfel
nazeriyyesinin totbiqi heyata kegirilmesini nezerde
tutulmusdur.

Umumi aktivler seviyyesinde (strateji idaroetmo)
valyuta aktivlerinin teyinatina uygun olaraq miivafiq
bengmarklarin (hedef portfelin somoraliliyi) totbiq
edilmesi ilo Investisiya, Immunizasiya vo Qisamiid-
detli portfelloro bolgiisii heyata kegirilmisdir.
Investisiya portfeli uzunmiiddetli perspektivde golirin
maksimallagdiriimasi, Immunizasiya hissesi Milli
Bankin Beynoelxalq Valyuta Fonduna olan 6hdelikleri
lizro mozenna vo faiz riskinin aradan qaldirilmasi,
Qisamiiddatli portfel ise daxili valyuta bazarinda
miidaxilelerin aparilmasi magsedile zaruri vesaitlerin
likvidliyinin temin edilmasi iigiin yaradilmisdir.

2006-c1 ilde miiasir portfel nazeriyyesinin portfel
idareetmoe saviyyesinde (taktiki idareetma) totbiqi
corgivasinde aktivlerin idare edilmesinde portfelin
indeksasiyasi Gisulundan istifade edilmeye baslanil-
migdir. Strateji idareetmade mileyyen olunmus
bengmarklar replikasiya etmok magsedilo indekso
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daxil olan alatlorden yeni yaradilan portfelin risk
gostaricilorinin indeksin risk gostericisine beraber
olmagq sertile bir neco qiymatli kagiz secilorak Milli
Bankin doévlet qiymetli kagizlar portfeli formalas-
dirilmigdir.

2006-c1 ilde valyuta aktivlerinin idare edilmesindo
milasir portfel nozeriyyesinin totbiqi istigametinda
miihiim tedbirlerden biri de Ehtiyatlarin idareetms vo
maslehat programi (RAMP) cergivesinde Diinya
Bankinin Xezinedarligi (DBX) ile emoekdasliq
programinin hazirlanmasi ve bu program ¢ar¢ivesinda
chtiyatlarin bir hissesinin Diinya Bankina idareetmaye
verilmasi olmusdur.

2006-c1 ilde Milli Bankin diger xarici menecerlori
ABN Amro, JP Morgan ve UBS banklar1 idareetmaya
davam etmiglor. Vosaitlorin idareetmoye verilmasin-
den artiq 3 il kegdiyinden ve beynalxalq praktikaya
uygun olaraq bu miiddet idareetmenin obyektiv
giymotlondirilmasine imkan yaratdigindan, ilin
sonunda qeyd olunmus xarici menecerlorin foaliyyeti
qiymsatlondirilmis, vo qiymetlondirme naticesinde
xarici idareetmenin strukturuna miisyyon dayisiklikler
edilmisdir.

Valyuta aktivleri iizre risklerin idare edilmesinin
institusionallagdirilmast hem daxili idareetmade hom
do xarici idareetmoads yaranan bazar risklorinin
Olgiilmasi, ol¢ii gostoricileri tizro limitlarin miloyyen
olunmast ve onlarin daimi monitoringinin daha
somoarali qaydada toskil edilmasi maqsedile miivafiq
institusional tedbirler gorilmiisdiir.

4.2. Idareetmonin neticolori

2006-c1 il orzinde valyuta ehtiyatlarmin hecmi
1005,6 min. ABS dollar1 ve ya 2 defeden ¢ox
(104,6%) artaraq 1967,3 mln. ABS dollarina ¢atmusdir.
Valyuta aktivlerinin idare edilmesi iizro faiz geliri
74,5 min. ABS dollari, faiz golirliliyi ise 4,93% toskil
etmigdir. Eyni zamanda, tesbit olunmus gelirlilik -
5,53%, xarici valyutalarin mezennasinin deyismesi
naticesinde yaranan macmu golirlilik ise 6,1% toskil
edib.
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[V. MANAGEMENT OF FOREIGN EXCHANGE
RESERVES

4.1. Foreign exchange reserves management strategy

National Bank's ultimate objective in managing the
foreign exchange reserves was to maximize profits by
accepting satisfactory risks and maintaining the
required liquidity level.

Foreign exchange reserves were managed both
directly by the National Bank and external managers.
Highly secure financial instruments of international
financial markets were used and high rating require-
ments were set forth to foreign counteragents in order
to ensure that reserve management meets the neces-
sary security and liquidity requirements.

A special focus was placed by the National Bank on
expanding the potential of the management system to
ensure effective and efficient management in 2006.
To this end, application of the "modern portfolio the-
ory" was determined as the principal objective for
reserve management.

Application of the modern portfolio theory was
envisaged at the total assets (strategic management)
and portfolio levels (tactical management) in 2006 for
reserve management purposes.

At the total assets level (strategic management),
foreign exchange assets were divided into
Investment, Immunization and Short-term portfolios
by using relevant benchmarks (target portfolio effi-
ciency). The Investment portfolio was established to
maximize profits in the long run, the Immunization
part to remove the exchange rate and interest rate
risks associated with the National Bank's liabilities to
the International Monetary Fund and the Short-term
portfolio to ensure the liquidity of necessary
resources to support the currency market interven-
tions.

The portfolio indexing method was used in asset
management along the lines of applying the modern
portfolio theory at the portfolio management level
(tactical management). In order to replicate he bench-
marks established for strategic management, several
securities were selected to establish the National
Bank's government securities portfolio with the risk

indicators of the portfolio made up of tools included
in the index being equal to the risk indicator of the
index.

Another significant measure in terms of application
of the modern portfolio theory in foreign exchange
reserve management in 2006 was the development of
the program for cooperation with the World Bank's
Treasury (WBT) and transfer of a portion of the
reserves to the World Bank's management under that
program, with all this being implemented under the
Reserve Management and Advisory Program
(RAMP).

In 2006 National Bank's other external managers
such as ABN Amro, JP Morgan and UBS banks con-
tinued to manage the reserves. Since the reserves
were handed over for management 3 years ago, which
period is sufficient, according to best international
practices, for objective evaluation of management,
the said external managers' performance was evaluat-
ed at the end of the year and some adjustments were
made to the management structure and practices
based on the results of the performance assessment.

Relevant institutional measures were taken to insti-
tutionalize risk management with respect to foreign
exchange assets, to measure market risks arising both
in domestic and external management, to set limits
for measurement indicators and to ensure effective
monitoring of such limits.

4.2. Outcomes of management

During 2006 foreign exchange reserves totaled to
USD1967.3 mln. having increased by USD1005.6
mln. or over 2 times (104.6%). Interest income from
foreign exchange asset management amounted to
USD74.5 min. and interest yield 4,93%. At the same
time, ascertained yield amounted to 5,53%, while the
total yield as a result of the exchange rate fluctuations
of foreign currencies made 6,1%.

A number of processes taking place on internation-
al financial markets affected the effectiveness of for-
eign exchange asset management during 2006. The



Valyuta ehtiyatlarinin idare olunmast

2006-c1 il orzinde valyuta chtiyatlarinin idare
edilmesinin semarsliliyine beynsalxalq maliyyo
bazarlarinda bas veron bir sira proseslor tosir
gostormisdir. Bunlardan on ohemiyyatlilori ABS-n
Federal Ehtiyat Sistemi (FES) vo Avropa Markezi
Banki terefinden faiz deracelarinin davamli artimi
olmusdur.

Valyuta aktivlerinin torkibinde miiddatli depozitlor
tistiinliik toskil etdiyinden faiz deracalerinin artimi ilo
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sociyyelonan pul bazarinin alverigli investisiya miihiti
golirlilik imkanlarmin artmasinda boyiik rol
oynamigdir. Eyni zamanda borc Shdsliklori bazarinda
golirliliyin artmasi xarici idarsetmonin somoraliliyind
miisbat tosir gostormisdir.

2006-c1 ilde valyuta aktivlerinin kompozisiyasinda
ABS dollar iistiinliik toskil etmisdir.
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most significant of these included the continuous
increase of interest rates by the US Federal Reserve
System (FES) and the European Central Bank.

As term deposits prevail within the total currency
assets, the favorable investment environment of the
money market characterized with interest rate
increases played an important role in expanding the
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yield capabilities. At the same time, increased yield
of the debt obligation market had a positive effect on
the effectiveness of external management.

USD dominated in the composition of the foreign
exchange assets in 2006.



Bank sistemi vo maliyya sabitliyi

V. BANK SISTEMI VO MALIYYO
SABITLIYI

5.1. Bank sisteminin inkisaf parametrlori

Olverisli makroiqtisadi serait ve bank sisteminin
inkisafi sahasinde heyata kecirilon megsedyonli
todbirlor bank sisteminin inkisaf tempini
siirotlondirmoeklo yanasi banklarin iqtisadiyyatda
maliyys vasitacilik rolunun moéhkemlenmaesi ve
derinlegmasini desteklomisler.

[l arzinde bank sisteminin aktivleri 67,8% (2005-ci
ilde 35,4%), kapital 55,4% (2005-ci ilde 46,0%), real
sektora kreditlor ise 64% (2005-ci ilde 54,9%)
artmisdir. Bank aktivlerinin UDM-o nisbeti ilin
ovvalindeki 19,0%-don 21,3%-a (qeyri-neft UDM-o
miivafiq olaraq 37,2%-den 46,6%-0), kapital/UDM
nisbeti 2,8%-den 3%-o (qeyri-neft UDM-o nisboton
5,6%-don 6,5%-0), real sektora kreditlorin UDM-a
nisbati ise 11,8%-den 13,0%-o (qeyri-neft UDM-o
nisbaten 23,1%-den 28,3%-0) yiikselmisdir.

Qrafik 34. Osas bank gostoricilorinin UDM-o nisboti (%)
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Qrafik 35. Bank xidmetleri bazarmin paylanmasi
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2006-c1 ilde bank sisteminin inkigafinin asas meyli
bank isinin biitlin istiqamatloerinde bazar istirakeilari
arasinda roqabetin giiclondirilmesi, miistorilora
gostarilon xidmetlorin keyfiyyot ve etibarliligina
daha boyiikk diqget verilmoesi sgoraitinde bank
sisteminin strukturunun yeniden qurulmasi, lider-
banklar qrupunun formalasmasi olmusdur. Olkenin
on iri vo dovlet banki olan Azerbaycan Beynoalxalq
Banki (ABB) 2005-ci ilin yekunlarina osason
macmu bank aktivlerinin 51%-ne malik oldugu halda
2006-c1 ilin sonuna bu gosterici 47%-9, kredit
qoyuluslarinda pay1 50%-den 44%-9, fiziki sexslerin
amanatlori bazarinda payr ise 40%-den 31%-o
azalmisdir. Aktivlerine gore ilk 14 bank qrupuna
(ABB istisna olmagqla) daxil olan banklar sistem {izro
on yiiksok templo inkisaf ederak bazarda tutduqlari
movqelorini méhkemlandirmisdir.

Belo ki, bu qrup banklarin sistem iizre comi aktiv-
lordeki pay1 01.01.2006-c1 ildeki 33%-den ilin sonuna
37,5%-0 (il arzinde artim 90.6%), fiziki sexslorin
amanatlorinde payr 49%-den 58%-o (artim 104%),
kreditlorde iso payt 29%-den 37%-o (artim 110%)
catmisdir.

04
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V. BANKING SYSTEM AND FINANCIAL
STABILITY

5.1. Development parameters of banking system

Efficient measures implemented in an environ- 1007

ment of favorable macroeconomic conditions and
banking system's development enhanced the rate of
the banking system's development as well as sup-
ported the banks' financial intermediation role in the
economy.

During the year the banking system's assets
increased by 67.8% (35.4% in 2005), capital by
55.4% (46.0% in 2005) and loans to the real sector
by 64% (54.9% in 2005). Ratio of bank assets to
GDP rose from the year-start 19.0% to 21.3% (from
37.2% to 46.6% to non-oil GDP), ratio of capital to
GDP rose from 2.8% to 3% (from 5.6% to 6.5% to
non-oil GDP) and ratio of loans to the real sector to
GDP went up from 11.8% to 13.0% (from 23.1% to
28.3% to non-oil GDP).

Chart 34. Ratio of basic banking indicators to GDP, %
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Chart 35. Sectoral break-down of banking
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In 2006 the principal trend of the banking system's
development was enhanced competition among
market players in all aspects of banking, restructur-
ing of the banking system with placing a greater
focus on the quality and reliability of services pro-
vided to customers and formation of a group of
leader banks. While the country's largest and state-
owned bank, the International Bank of Azerbaijan
(IBA) accounted for 51% of the total bank assets as
of the end of 2005, this indicator went down to 47%
by the end of 2006, share of loans decreased from
50% to 44% and the share of individual deposits
reduced from 40% to 31%. Banks included in the
group of top 14 banks in terms of asset (excluding
IBA) managed to strengthen their market positions
by showing the highest development rates.

Thus, the share of this group of banks in the sys-
tem's total assets rose from 33% as of 01.01.2006 to
37.5% as of the end of the year (growth during the
year of 90.6%), share of individual deposits from
49% to 58% (growth of 104%) and share of total
loans from 29% to 37% (growth of 110%).
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Qrafik 36. Xarici kapitalli banklarin bank sisteminde pay1 (%)
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Roagabaetin giiclonmasi banklarin regionlardaki
foaliyystinde do 0z oksini tapmigdir: regionlara
kreditloer 66,4%, colb olunmus emanatlorin hacmi ise
75,6% artmusdir.

Bank xidmatlori bazarinda raqabatin giiclondirilmasi
xarici kapitalli banklarin fealiyyetinde do miisahide
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edilmisdir. Il orzindoe xarici kapitalll banklarin say1
artaraq 20-o catmugdir (ilin evveline 18 bank). Xarici
kapitall1 banklarin porakende bank xidmotlori
bazarindaki mévqeyi méhkemlonmisdir. Belo ki, ilin
sonuna fiziki goxslorin emanetlorinde bu banklarin
payt 28,7%-o, sistem tizra kredit portfelinde ise
23,5%-o0 catmugdir.

Raqabetin giiclondirilmesi naticesi olaraq il erzinde
timumiyyetle maliyye tesisatlarinin, o ciimloden do
banklarin filial ve s6belorin genislondirilmasi,
ohalinin bank xidmatleri ilo institusional tochizatinin
yaxsilasmast miisahido olmusdur. 2006-c1 ilin
ovveline Olke ohalisinin hor 100.000 neferine 6,5
maliyye tosisati xidmet edirdise ilin sonuna bu
gostorici 7,8 toskil etmisdir. Yeni agilmig 104 bank vo
qgeyri-bank kredit togkilatlarmin filial vo sobelorin
55%-1 regionlarda fealiyyet gosteritlor.

5.1.1. Bank sisteminin 6hdeliklori

2006-c1 il hiiquqi ve fiziki soxslorin bank sektoruna
olan inaminin ytikselmasi ilo xarakterize olunur ki,
bu da banklarin resurs bazasinin artmasina sobab
olmusdur.

Qrafik 37. Bank passivlerinin strukturu

(timumi passivlerda, %-lo)
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Chart 36. Share of banks with foreign capital in

banking system (%)

'E |2}

Sz

z &

=3

=

2 h
=

<

(=]

-

E

a

<

o]

Assets

m01.01.2007 @ 01.01.2006

Strengthening competition affected the banks'
regional operations as well: loans to regions increased
by 66,4%, deposits by 75,6%.

Strengthening competition on the banking services
market affected foreign capital banks as well. The

number of foreign capital banks rose to 20 (18 banks
at the beginning of the year). The retail banking mar-
ket position of foreign capital banks grew stronger.
Thus, by the end of the year the share of such banks
in individual deposits rose to 28,7%, the share in the
total loan portfolio to 23,5%.

Due to strengthening competition, the enlargement
of financial institutions and bank's branches and
departments as well as improvement of population's
bank services and institutional equipment have been
observed. At the beginning of 2006 each 100.000 per-
son were served by 6.5 financial institutions but at the
end of that year this number reached to 7.8. The 55%
of newly established 104 bank and non-bank credit
organizations conduct their activities in the regions.

5.1.1. Liabilities of the banking system

The year of 2006 is characterized with the
increased trust of legal entities and individuals to the
banking sector, which helped increase the resource
base of banks.

Chart 37. Structure of bank liabilities
(in total liabilities, %)
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Qrafik 38. Miigtarilardon calb edilmig vasaitlorin strukturu

(imumi hacmds ¢akisi, %-1s)
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Qrafikden goriindiiyi kimi, banklarin resurs
bazasinin  formalagsmasinda enenavi olaraq
miistarilorden’ calb olunmus vesaitlerin pay1 yiiksek
olmusdur (60%). Davam eden yiiksok iqtisadi artim
soraitindo bank sisteminin resurs bazasinin osas artim
menbayi hiiquqi sexslerden calb edilmis vesaitlor
olmusdur: il arzinde miisssise ve toskilatlardan calb
edilmis vasaitlor 63,7% (509,8 min. man.) artaraq
1309,7 mln. manata c¢atmigdir. Banklarin resurs
bazasinin artmasinin digoer osas menbayi olan
ohalinin emanoetlori il erzinde 65,7% (325 mlin.
manat) artmig ve 1 yanvar 2007-ci il tarixine 819,5
min. manat teskil etmisdir. Bu son ii¢ il erzinde
amanatlor iizro en boyiik artimdir. Banklarda fiziki
soxslorin emanatlorinin artimi1 yalniz ohalinin
golirlorinin artmasi ile deyil o ciimladen bank
sisteminde aparilan moagqsadyonlii islahatlarla
olagodardir. Aparilan islahatlar naticesinde bank
sobokesi genislonmis vo mohsullarin keyfiyyoti vo
cesidliliyi artmigdir.

2005-ci ilde oldugu kimi hesabat dovrii erzinde
miisterilorden colb edilmis vesaitlorde manatla
vasaitlarin pay1 artmaqdadir: ilin avvelinde manatla
vesaitlerin payr 19%-den 39%-o yiikselmisdir.
Manatla emanat ve depozitlerin artim tempi (il
arzinde 3,3 defo) xarici valyutada vesaitlerin artim
tempini (25%) ohemiyyatli deraceds iistelayir. Bu
zaman onu da qeyd etmok lazimdir ki, hiiquqi
soxslorin manatla depozitlorinde il arzinde 3 defo
artim miisahide olunurdusa fiziki soxslerin manatla
vosaitleri 4,5 defe artmigdir.

2006-c1 ilde banklararasi bazarda ve diger maliyye

*Miiossiso vo toskilatlarin, fiziki soxslorin hesablarindaki vosait
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institutlar1 ilo banklarin emeliyyatlari aktiv inkisaf
etmisdir. Il orzinde banklarm passivlerinde maliyyo
sektorunun vesaitleri (diger banklarin kreditlori,
depozitlori ve diger vesaitlori, Milli Bankin vo digar
maliyye institutlarinin kreditleri) 420,5 mln. manat
vo ya 2,3 dofo artmig ve 1 yanvar 2007-ci il tarixine
736,3 mln. manat toskil etmisdir. Bu vesaitler bank
aktivlerinin 19,5%-ni maliyyealesdirmisdir (1 yanvar
2006-c1 il tarixina 14%).

2006-c1 ilde banklar miitesekkil fond bazarinda
dovr edan borc dhdslikleri vasitesila vesaitlarin calb
edilmesi tocriibosinden do genis istifade etmislor. i1
arzinda banklar terafinden yerlogdirilmis istiqraz vo
sertifikatlarin hacmi 70,3 miIn. manat toskil etmisdir.
Bu név maliyyelogmonin hacminin banklarin resurs
bazasinda pay1 ise 2%-o catmisdir. Fond alstlerinin
yiiksok templo artmasi bank sektorunun soffafligi vo
etibarliginin tomin edilmasi istiqgamatinde aparilan
tadbirlerin naticasidir.

5.1.2. Bank sisteminin aktivlori

2006-c1 il arzinde comi bank aktivleri 1526 min.
manat vo ya 67,8% artaraq 1 yanvar 2007-ci il
tarixine 3778 mln. manat soviyyesine catmisdir
(miiqayise ii¢lin geyd etmok lazimdir ki, 2005-ci il
arzinde bu gosterici 35,4% toskil edirdi). Hesabat
dovrii erzinde banklarin real sektorla kredit
amoliyyatlarinin miqyasinin geniglonmasi bank
aktivlerinin artmasmin osas sebobi olmusdur. Belo
ki, 2006-c1 il orzinde geyri-maliyye sektoruna
verilmis kreditlorin hacmi 6ten illo miiqayisade
896,7 mln. manat ve ya 64% artaraq 2298 min.
manat seviyyosinadok catmigdir (miiqayise iiciin
geyd etmok istordik ki, 2005-ci ilde kredit
qoyuluslar1 54,9% artmigdir). Naticads banklarin orta
aktivlerinin strukturunda bu emsliyyatlarin pay1 ilin
ovvelindeki 56,4%-den ilin sonuna 59,7%-o
yiiksolmisdir.

2006-c1 ilde geyri-maliyyo sektorunun kreditlos-
mosinin miisbot dinamikasini miieyyenlasdiron
amillarin tosiri gliclonmisdir. Bu amiller sirasinda bir
torofden, istehsal aktivliyinin davam etmosi ilo
olagodar olaraq miiessiso ve toskilatlarin kredit
resurslarina tolobin yiiksek soviyyede qalmasini,
digor torofdon ise kredit togkilatlar1 torofinden calb
edilon miiddetli vesaitlarin artmasi naticasinde kredit
resurslarinin genislonmasini qeyd etmok olar. 2006-
ct ilde nazara ¢arpan meyllorden biri kredit bazarinin
uzunmiiddatli seqmentinin suratli inkisafi olmusdur.
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Chart 38. Structure of resources attracted from customers
(share in total, %)
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As the chart above shows, the share of resources
from customers was traditionally high within the
whole resource base of banks* (60%). With the con-
tinuing high economic growth the primary source of
the increase of the banking system's attracted
resources were resources from legal entities:
resources attracted from enterprises and institutions
during the year increased by 63,7% (AZN509,8 mln.)
thereby totaling to AZN1309,7 mln. Another source
of the banks resource base growth, individual
deposits, increased by 65,7% during the year
(AZN325 mln.) and totaled to AZN819,5 min. as of
January 1, 2007.

As in 2005 during the reported period the Manat
resources' share within total customer deposits con-
tinued to grow: at the year-start the Manat share rose
from 19% to 39%. The Manat deposit growth rate
(3.3 times during the year) significantly exceeds that
of the foreign exchange deposits (25%). It should also
be noted that while corporate Manat deposits grew by
3 times during the year individual Manat deposits
increased by 4.5 times.

Banks' transactions at the interbank market and
with other financial institutions actively evolved dur-
ing 2006. During the year the financial sector's
resources within total bank liabilities (loans from
other banks, deposits and other resources of other
banks, loans from the National Bank and other finan-
cial institutions) increased by AZN420.5 mln. or by
2.3 times thereby totaling to AZN736.3 min. as of
January 1, 2007. These resources financed 19.5% of

?Funds in accounts of enterprises, institutions and individuals
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the total bank assets (14% as of January 1, 2006).

In 2006 the banks also attracted funds trough
issuance of debt liabilities that circulate in the fund
market (financial market). The volume of securities
and certificates issued by the banks reached to 70,3
mln. manat. The share of this type of financing in the
total volume of bank liabilities has reached to 2%.
The rapid growth of the financial instruments was due
to implemented measures to ensure transparency and
reliability of banking sector.

5.1.2. Assets of the banking system

During 2006 total bank assets reached AZN1526
min. or reached AZN3778 min. by increasing by
67.8% as of January 1, 2007 (for comparison, this
indicator made 35.4% during 2005). During the
reported period the expansion of the lending transac-
tions of banks in the real sector was the primary cause
of the growth of bank assets. Thus, the total loans
granted to the non-financial sector increased by
AZNR96.7 mIn. or 64% as compared to the last year
thereby totaling to AZN2298 mlin. (for comparison,
total loans increased by 54.9% in 2005).
Consequently, the share of such transactions in the
average bank assets increased from the year-start
56.4% to 59.7%.

The effect of factors that determined the positive
change pattern of the non-financial sector lending
grew stronger in 2006. These factors included, on one
hand, the continued high demand for credit resources
of enterprises and institutions due to the continued
activity of production, and, on the other hand, expan-
sion of credit resources due to the growth of term
attracted resources. One of the substantial trends dur-
ing 2006 was the rapid development of the credit
market's long-term segment.

As for the maturity structure of the loans to non-
financial sector, special mention should be given to
the expansion of the share of long-term loans. Thus,
the volume of loans with over one year maturity
increased by about 2.3 times during the year thereby
amounting to 52% of the total loan portfolio (the
share of long-term loans at the year start in 2006
amounted to 37%).

Certain changes continued in the currency structure
of the loans. Thus, at the start of the reported period
while Manat loans had a share of 36%, this indicator
grew over 49% by the end of the year.
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Qrafik 39. Banklarin real sektora kredit qoyuluslarinin dinamikasi

mln. man.
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Qeyri-maliyye sektoruna verilmis kreditlorin miiddet
strukturuna goaldikde burada uzunmiiddatli kreditlorin
paymin artmasini xtisusi qeyd etmok lazimdir. Bels ki,
il arzindo 6donis miiddeti bir ilden artiq olan kreditlorin
hocmi toxminen 2,3 dofo artaraq comi kredit
qoyuluslarmin 52%-o catmigdir (2006-c1 ilin avveline
uzunmiiddatli kreditlorin pay1 37% toskil edirdi).

Verilmis kreditlorin valyuta strukturunda da miiey-
yon doyisikliklor bas vermekdoadir. Belo ki, hesabat
dovriiniin avvelinde manatla tosbit edilmis kreditlorin
payt 36% oldugu halda dovriin sonuna bu gosterici
artiq 49% olmusdur.

Iqtisadiyyatin miixtelif saheleri iizre kredit qoyulu-
sunda ev toserriifatlarma verilmis kreditlor xiisusi eho-
miyyaet kosb edir.

Ohalinin kreditlosmasi bank xidmetlorinin miihiim
hissesine ¢evrilmoekdoadir. 2006-c1 ilde fiziki sexslerin
kreditlosmasinin artim tempi siiratlonmisdir. Il orzinde

Qrafik 40. Kredit portfelinin sahavi strukturu

01.01.06 01.01.07
B Bank aktivlori O Kredit qoyuluslart
01.01.06
6.6% 0.6%

0,
26.4% 12.0%

6.8%
5,9%

5,9%

W Insaat vo omlak sektoruna

O Sanaya vo istehsal sektoruna

E Nogliyyat vo rabito sektotuna
OEv tosorrifotlarina (fiziki soxslora)
B Digor verilmis kreditlar

01.01.07

54%  0.8%

28.2%

4,0%

31,6% 5,7%

9.3%

6.6%
8.,4%

O Hokumat idarslorine verilmis kreditlar

M Ticarat vo xidmot sektoruna

M Energetika, kimiya va tobii ehtiyatlar sektorun
O Kand tesarriifat1 vo emal sektoruna

Cadval 11. Bank sisteminin aktiviarin strukturu va dinamikasi, min. manat

Nagd vesait
Miixbir hesablar
Maliyya sektoruna telebler

Qeyri-maliyys sektoruna tolabler (xalis)

Investisiyalar

Digar aktivler

Comi
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01.01.2006 01.01.2007
109,7 214,9
462,5 727,6

95,6 151,5
1268,9 2128,6
111,7 230,7
203,6 3247
2252 3778
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Chart 39. Change in bank loans to real sector

min. AZN
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Loans to households are especially significant
within the total loans to different economic sectors.

Individual lending has turned into an important part
of banking services. In 2006 the growth rate of indi-
vidual lending increased fastly. The volume of loans
to individuals increased by 96.4% during the year
thereby totaling to AZN725.5 mln. as of the end of
the year. Thus, these loans amounted to 31.6% of
the total loan portfolio (these loans amounted to
26.4% in the beginning of 2006).

Reinforcement of linkages/contacts with the trade
and service sector is another important area of
banking activities. Traditionally loans to this partic-
ular sector has had a substantial share within the
total loan portfolio. During the reported period the
amount of these loans increased by 79.2% thereby
amounting to AZN647.2 mln. as of January 1, 2007.
During 2006 the share of loans to the trade and
service sector increased from 25.8% to 28.2% with-
in the total loan portfolio.

Chart 40. Sectoral structure of the loan portfolio ~ Significant growth was observed
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5,4%
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31.6% 5.7%

9.3% 6.6%
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O Loans to government agencies

M Trade and service sector

@ Energy, chemistry and natural resources sector
O Agroprocessing sector

Table 11. Structure and change in the banking system's assets, AZN min.

Cash
Correspondent accounts

Claims on financial sector

Claims on non-financial sector (net)

Investments

Other assets
Total

01.01.2006 01.01.2007
109,7 214,9
462,5 727,6

95,6 151,5
1268,9 2128,6
111,7 230,7
203,6 3247
2252 3778
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fiziki soxsloroe verilmis kreditlorin hecmi 96,4%
artaraq ilin sonuna 725,5 mln. manat seviyyesine
catmugdir. Belo ki, bu kreditler comi kredit portfelinin
31,6%-ni toskil edir (2006-c1 ilin avvaline bu kredit-
lorin pay1 26,4% toskil edirdi).

Bank foaliyyetinin diger ohemiyyetli istiqgamati
ticarat v xidmat sektoru ilo alagelerin giiclonmasidir.
©Onenavi olaraq bu sektora verilmis kreditlor comi kredit
qoyuluslarinda mithiim xiisusi ¢okiye malikdir. Hesabat
dovrii erzinde bu kreditlorin hecmi 79,2% artaraq 1
yanvar 2007-ci il tarixine 647,2 mln. manat toskil
etmisdir. 2006-c1 il orzinde comi bank kreditlorinda
ticarot vo xidmet sektoruna verilmis kreditlorin payi
25,8%-don 28,2%-dok artmisdir.

2006-c1 ilde banklar torefinden real sektora verilmis
kreditlorin sahovi strukturunda ohemiyyetli artim
miisahide olunmusdur. Belo ki, il orzinde insaat ve
amlak sektoruna verilmis kreditlorin meblagi toxminen
1,8 dofo artaraq ilin sonuna 152,4 mIn. manat olmusdur.
Bu kreditlorin comi kredit qoyuluslarinda xiisusi ¢okisi
iso ilin evvelindo 6%-don ilin sonuna 6,6%-dok
artmigdir. Kond tosorriifatina verilmis kreditlorin hocmi
oten ille miigayisade 38,8% artaraq 131,6 mln. manata
catmugdir.

Il orzinde banklarm kredit portfelinin keyfiyyoti
yaxsilagmigdir. Vaxti kegmis kreditlorin - ve qeyri-
standart  kreditlorin  seviyyesinin dayismasi
dinamikasinda miisbet meyllor miisahide olunmusdur.

Vaxti kegmis kreditlorin comi kredit qoyulusundaki
payt 1 yanvar 2006-c1 il tarixine olan 4,4%-den 1
yanvar 2007-ci il tarixine 3,2%-o0 goder azalmisdir.
2006-c1 ilde real iqtisadiyyata yoneldilmis timumi
kreditlorin hacminde qeyri-standart kreditlorin pay1
15,2%-don 12,1%-o azalmigdir.

Banklarin diger aktiv emeliyyatlarina geldikde
qgiymatli kagizlara, o cimleden Milli Bankin notlarma
ve DQI-ne qoyulan vesaitlerin hecminin artimimi geyd
etmok lazimdir. Qiymatli kagizlarin fimumi hacminde
bu qiymetli kagizlarin xiisusi ¢okisi 1 yanvar 2007-ci il
tarixind 68,5%-o qoder artmigdir (1 yanvar 2006-c1 il
tarixine 46,3%). ilin sonuna aktivlerde nagd vesaitlorin
vo Milli Bankin hesablarinda olan vesaitlerin hecminin
artim1 vo eyni zamanda diger banklarin hesablarinda
olan vesaitlorin azalmasi miisahide olunurdu ki, bu da
banklarin likvidliyinin artmasina sebab olmusdur. Belo
ki, 2006-c1 ilin yanvar aymin 1-ne aktivlerde nagd
vosaitlerin vo Milli Bankin hesablarinda olan
vosaitlerin xiisusi cokisi 17,5% oldugu halda ilin
sonuna bu gosterici 21,4%-dok artmigdir.

01.01.2007-ci il tarixine bank sisteminin macmu
kapital1 55,4% (vo ya 186,9 mln. manat) artaraq 524,1
min. manata catmigdir. Banklarm mecmu kapitalin
artimi I-ci deroceli kapitalin yiikselmesi hesabina bas
vermigdir. Belo ki, I-ci deroceli kapital 151,4 min.
manat (56,3%) artaraq 420,5 mln. manat tagkil etmisdir
ki, buda moecmu kapitalin 81% artimni tegkil edir.

Qrafik 41. Banklarin kredit portfelinin keyfiyyoti
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in the sectoral structure of bank loans to the real
sector during 2006. Thus, the amount of loans to
the construction and property sector increased by
about 1,8 times thereby amounting to AZN152.4
mlin. as of the end of the year. The share of such
loans within the total loans increased from the
year-start 6% to the year-end 6.6%. Amount of
loans to the agricultural sector increased by 38.8%
as compared to the last year thereby totaling to
AZN131.6 min.

The quality of the bank loan portfolio improved
during the year. Past due loans and non-standard
loans displayed positive trends in terms of level
change pattern. The share of past due loans
decreased from 4.4% as of January 1, 2006 to
3.2% as of January 1, 2007 The share of non-stan-
dard loans to the real economy decreased from
15.2% to 12.1% in the total loans.

As for other asset transactions of banks, special
mention should be given to the growth of invest-
ments in securities, including the National Bank's
notes and GSTS. The share of these securities
within the total securities reached 685.% by
January 1, 2007 (46.3% as of January 1, 20006).
During the year cash and resources in the National
Bank's accounts increased while funds in accounts
with other banks decreased, which caused the
banks' liquidity to grow. Thus, while the share of
cash assets and funds in the National Bank's
accounts amounted to 17.5% as of January I,
2006, this indicator rose up to 21.4% by the end of
the year.

The banking system's total capital increased by
55.4% (or AZN186.9 mln.) thereby amounting up
to AZN524.1 mln. as of 01.01.2007. The banking
system's total capital increased due to the growth
of the Tier I capital. Thus, the Tier I capital
increased by AZN151.4 mln. (56.3%) thus totaling
to AZN420.5 mln., which made 81% of the total
capital's growth.

Chart 41. The quality of the bank loan portfolio
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5.1.3. Bank sisteminin kapitali

Bank biznesinin hoayata kecirilmasi vo Milli Bankin
tonzimlome toloblorine riayet edilmesi mogsadile
banklarmn sehmdarlar1 terofinden banklarin kapital
bazas1 mohkemlendirilmisdir. 2006-c1 ilde banklarin
mocmu  nizamnamo kapitali 400 mln. manat: iisto-
lomis vo ya 56% artmigdir. Nozoro ¢arpan hadise-
lorden biri banklarin sehmlarinin emissiyasindan
alave galirin aldo etmoloridir.

II deraceli kapital 2006-c1 il arzinde 44,6 min.
manat (ve ya 46,8%) artaraq 139,9 mln. manat togkil
etmisdir. Kapitali 10 mln. manatdan ¢ox olan
banklarin say1 artmigdir (2006-c1 ilde 8 bankdan 11
banka goder).

Macmu kapitalin adekvat gostaricisi 2006-c1 il
yanvarin 1-na 20,7% oldugu halda, 2007-ci il
yanvarin 1-na 18,7%-o enmisdir. Kapitalin adekvat-
liginin azalmasi banklarin mecmu risklerinin arti-
minin onlarn kapitalinin artimini iistelomasidir.
Buna baxmayaraq kapitalin adekvatliliq seviyyesi
yiiksok olaraq qalmagda davam edir.

2006-c1 ilde banklarin maliyye durumunun
sabitlogmosi davam etmisdir. 2006-c1 ilde banklarin
oldo etdiklori menfost (vergi 6denilonadek) 71,6
mln. manat togkil etmisdir ki, bu da 2005-ci ilde alde
olunan manfestle miiqayisede 25,6% artmisdir.
Miivafiq olaraq vergi Odenildikdon sonra xalis
manfaat comi 49,1 mln. manat (15%) artmigdir.

Qrafik 42. Banklarin golir ve xarclarinin strukturu
(mln. man.)
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5.1.4. Bank fealiyyetinin maliyye naticelari

Bank emsliyyatlarinin strukturunda bas veren
dayisiklikler, kreditlorin keyfiyyotinin pislogmadiyi
bir goraitde real sektora yonsldilen kreditlorin
hacminin artmasi il orzinde olde olunan faiz
golirlorinin artmasini sortlondirmigdir. Noticede
2006-c1 ilde faiz golirlerinin orta aktivlerde xiisusi
cokisi 9,8% (miiqayise tiglin 2005-ci ilde - 9,3%)
olmusdur.

Faiz golirinin strukturunda ticarat ve xidmat
miessiselerinden, hemg¢inin ohalinin kreditlogdiril-

Cadval 12. Bank sisteminin kapitalimin strukturu va dinamikast

I doracali kapital
Nizamnams kapitali

Sehmlarin emissiyasindan amale golon slave
vosait

Boliisdiiriilmemis xalis moanfaet (zorer)
II deracali kapital

Cari ilin menfoet

Umumi ehtiyatlar

Kapitalin digar vosaitlori

Macmu kapitaldan tutulmalar
Tutulmalardan sonra mecmu kapital

01.01.2006 01.01.2007
mln.  xiisusi ¢okisi, mln.  xisusi ¢okisi,
man. %-lo man. %-lo

269,1 79,8 420,5 80,2
256,4 76 400,2 76,4
0,5 0,1 43 0,8
17,8 53 233 4.4
95,3 283 139,9 26,7
45 13,3 62,1 11,8
20,1 6 34,8 6,6
30,1 8,9 43 8,2
27,1 8 36,4 6,9
3372 100 5241 100
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5.1.3. Capital of the banking system

Bank shareholders reinforced banks' capital base
in order to be able to conduct the business of bank-
ing and comply with the National Bank's regulato-
ry requirements. In 2006 the banks' total paid-in
capital exceeded AZN400 mln. or increased by
56%. A significant event was that banks gained
additional income from issuance of shares.

Tier II capital increased by AZN44.6 min. (or
46.8%) thereby totaling to AZN139.9 mlin. The
number of banks with capital over AZN10 mln.
increased (from 8 banks to 11 banks in 2006).

While the total capital adequacy ratio was 20.7%
as of January 1, 2006, in decreased down to 18.7%
as of January 1, 2007. The reduction of the capital
adequacy ratio is the excess of the growth of
banks' total risks over the growth of the banks'
total capital. Still, the capital adequacy ratio con-
tinues to remain high.

The stabilization of the banks' financial position
continued in 2006. In 2006 profits raised by banks
totaled to AZN71.6 mlin. (before tax), which
shows an increase of 25.6% over the profits gained
in 2005. Net profits after taxes increased by
AZN49.1 mln. (15%).

Chart 42. Structure of banks’ revenues and expenses
(mln. AZN)
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5.1.4. Financial results of bank operations

Changes in the structure of banking transactions,
the growth of loans to the real sector while the quali-
ty of loans did not deteriorate caused the interest
income generated during the year to grow.
Consequently, in 2006 the share of interest income in
average assets amounted to 9.8% (for comparison,
9.3% in 2005).

The share of interest income on loans to trade and
service enterprises as well as individual lending with-
in the total interest income grows. Development of

Table 12. Structure and change in the banking system's capital

01.01.2006 01.01.2007

AZN mln. share, % AZN min. share, %

Tier I capital 269,1 79,8 420,5 80,2
Paid-in capital 256,4 76 400,2 76,4
Surplus 0,5 0,1 43 08
Net retained earnings (loss) 17,8 53 233 44
Tier 11 capital 95,3 28,3 139,9 26,7
Profit from current year 45 13,3 62,1 11,8
Total reserves 20,1 6 348 6,6
Other capital instruments 30,1 8,9 43 8,2
Deductions from total capital 27,1 8 36,4 6,9
Total capital after deductions 337,2 100 524,1 100
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mosinden olde edilon faiz golirlorinin payr artir.
Qiymeotli kagizlar bazarinda hoyata kegirilon amsliy-
yatlarin inkisafi giymetli kagizlarla emsliyyatlardan
olde olunan faizlerin artmasina sebeb olmusdur. Belo
ki, 2006-c1 ildo olde olunan gelir 2005-ci il ilo
miigayisodo 2 dofoden ¢ox artaraq 12 mln. manat togkil
etmigdir. Milli valyutanin moéhkemlonmesi 2006-c1
ildo banklarin valyuta ilo emoliyyatlarindan oldo
olunan xalis gelirin 2005-ci il ile miiqayisede 43,4%
artmasina sebob olmusdur.

Faiz xarclorinin strukturunda banklararasi resurslar
vo digor maliyye toskilatlarinin vesaitlori iizro
6denilen faizlarin payr artmigdir (18%-den 20%-doak).
Eyni zamanda geyd etmok lazimdir ki, fiziki ve hiiquqi
soxslorin depozitlori iizro ddenilon faizlerin pay1
azalmigdir (72%-den 69%-dok). Miimkiin zerer iizra
chtiyatlarin yaradilmasma yonsldilon xorclorin orta
aktivlers nisbaten xiisusi ¢okisi deyismemisdir (2,8%).
il orzinde itkilor iizre yaradilan ehtiyatlarm miitloq
hacmi 36,7% artaraq  247,6 MN. manat toskil edir.

Bank sektoru aktivlerinin  gelirliliyi  (vergi
odenilenadek xalis menfeatin orta aktivlers nisbati
kimi hesablanmis) 2006-c1 ilde 2,5% (2005-ci ilde
2,9%), uygun olaraq kapitalin gelirliliyi 18,7% (2005-ci
il iigiin 21%) toskil etmisdir. Umumilikde bank
amoaliyyatlarmin golirliliyi beynoslxalq tocriibonin
minimum  seviyyesinden  (1%)  yiiksekda
yerlogmoakdadir.

5.2. Bank sisteminda institusional meyller vo
islahatlar

2006-c1 ilde do Milli Bank bank sisteminin sabitliyi
vo dayanaqhiliginin mohkemlenmasi, onun maliyye
vasitogilik funksiyasinin genislondirilmasine, ohali vo
korporativ sektorun yigimlarini investisiyalara aktiv
transformasiya edon vo effektiv foaliyyot gostoron
bank sisteminin formalasdirilmasina  yonalmis
todbirlerini davam etdirmisdir. Bank sektorunda
gortilen todbirler Azerbaycan Milli Bankinin Strateji
Inkisafi Programi (2005-2007-ci iller) ilo miieyyen
olunmus osas istiqametlor iizro hoyata kegirilmisdir.

Bank  sisteminin  kapitallagdirilmast ~ ve
konsolidasiyast tosebbiislori davam etdirilmisdir.
Kapitallasma vo konsolidasiya banklarin dayanigligini
mohkemlondirmekle, hemginin onlarin maliyye
potensialmin genislondirilmasine, bank emsliyyatlari
vo xidmetlorinin ¢esid ve keyfiyyotinin artmasina,
omanodtcilorin vo kreditorlarin bank sistemine olan
inammimn  vo maliyyo vasitogilik funksiyasinin

76

somaraliliyinin artmasina miisbat tosir gostormisdir.

Banklarin mecmu kapitalinin minimal hadlarinin
morhalelarle 10 mln. manat seviyyasine ¢atdirilmasina
dair Milli Bankin Idare Heyotinin 30 iyun 2005-ci il
tarixli gorarmin banklar terefinden icrasi 2006-c1 ilde
diqget merkezinde saxlanmisdir. Macmu kapitala
tolobin artirilmast banklarin sehmdar kapitalinin
artirilmast prosesini stirotlondirmisdir.

2006-c1 il orzinde macmu kapitalimin mablogi 10
mln. manat seviyyasini ke¢mis banklarin say1 8-den
11-dek artmisdir. 2007-c1 il erzinde do banklarin
mocmu kapitalina olan minimum telob saviyyesinin
miivafiq olaraq 8.2 mIn. manata vo 10 mln. manata
catdirtlmasi istiqametinde zoruri addimlarin atilmasi
nazarda tutulur.

Banklarin  maliyye ve inzibati idaroetme
sistemlorinin tokmillegdirilmasi 2006-c1 ilde qarsida
duran diger miihiim bir vezife olmusdur. Bu moagsedlo
effektiv idareetmonin on miihiim komponenti olan
korporativ idareetmo standartlarmin totbiqinin togviqi
davam  etdirilmisdir.  Korporativ ~ idareetma
standartlarinin banklarda tetbiqinin semaraliliyinin
artirtlmast 2006-c1 ilde de bank sisteminin sabit
inkisafinin miihiim sertlerinden biri olmusdur.
Banklarda  korporativ  idareetmenin  tokmil
standartlarina kegidin stimullasdirilmast ve bu prosesin
effektiv nozaratlo ohato olunmast ficiin tadbirler plani
hazirlanmus, standartlarin totbiqi ile bagl har bir banka
miivafiq tovsiyelor verilmis vo il orzinde onlarin
davamli monitoringi aparilmigdir.

Hoyata kecirilmis todbirler naticesinde fokus qrupu
olan 20 bankda korporativ idareetma standartlarinin
totbigi meqbul seviyyoaye catdirilmisdir. Korporativ
idaroetmoa, totbiqi miirokkeb vo davamli bir proses
tolob edon yeni idareetmo aloti oldugu {i¢iin bu
standartlarin totbiqi meqsedilo kompleks tadbirler
hoayata kecirilmalidir. Bu istiqgamotde goriilen isloerin
2007-ci ilde do davam etdirilmesi, prudensial
tonzimlome vo nozaret alotlori vasitesilo korporativ

idareetmo  standartlarinin  totbiqinin  noezaratda
saxlanmasi tomin olunacaqdir.
Banklarin ~ fealiyyetinin ~ soffafliginin  temin

edilmasinin vo korporativ idareetma standartlarinin
totbiginin on miihiim elementlarinden biri do maliyye
hesabatliginin Maliyye Hesabatliginin Beynoalxalq
Standartlarina (MHBS) uygun teskil edilmasidir.
Hesabat ilinde banklarin maliyye hesabatlarinda
MHBS-don kenarlagmalarin tam aradan qaldirilmasi
ilo MHBS-y» ke¢id proseslori tamamlanmisdir.
2006-c1 ildo banklarda heyata kegirilon 2005-ci
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securities market transactions caused the interest
income from securities transactions to grow as
well.

Thus, the income generated in 2006 increased by
over 2 times as compared to 2005 thereby totaling
to AZN12 min. The reinforcement of the national
currency caused the net income from the banks'
currency transactions to increase by 43.4% as com-
pared to 2005.

The share of interest paid on interbank loans and
funds of other financial institutions within the total
interest expenses increased (from 18% to 20%). It
should also be noted that the share of interest paid
on individual and corporate deposits decreased
(from 72% to 69%). The ratio of the possible loan
loss provisioning to average assets did not change
(2.8%). The absolute amount of the loss reserves
established during the year increased by 36.7%
thereby totaling to AZN247.6 min.

The return of the banking sector's assets (ratio of
net profit before taxes to average assets) made
2.5% in 2006 (2.9% in 2005) and the return on
equity ratio made 18.7% (21% in 2005). Overall,
the yield of banking transactions remains higher
than the internationally accepted minimum level
(1%).

5.2. Institutional trends and reforms in the bank-
ing system

In 2006 the National Bank continued to under-
take measures designed to reinforce the stability
and sustainability of the banking system, expand
its financial intermediation function, and to form a
banking system that would serve the purpose of
actively transforming individual and corporate
sector's revenues into investments and operating
efficiently. The measures taken in the banking sys-
tem were implemented along the lines of the prin-
cipal objectives defined under the National Bank's
Strategic Development Program (for 2005-2007).

Banking system capitalization and consolidation
efforts continued. Capitalization and consolidation,
in addition to reinforcing the sustainability of
banks, also has a positive effect on expanding their
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financial potential, increasing the range and quali-
ty of banking transactions and services, and
enhancing depositor and creditor confidence in the
banking system as well as its financial intermedia-
tion function.

A special focus was placed on the banks' actions
to comply with the June 30, 2005 resolution by the
Board of the National Bank regarding phased-in
increase of the minimum total capital to AZN10
mln. during 2006. The increase of the total capital
requirement accelerated the process of increasing
the banks' equity.

The number of banks with total capital over
AZN10 mln. rose from 8 to 11 during 2006.
Measures have been devised to ensure that the min-
imum requirement to total capital for banks will
reach AZNS.2 and AZN10 mln. respectively dur-
ing 2007.

Another important objective for 2006 was the
improvement of the banks' financial and adminis-
trative management systems. To this end, promo-
tion of corporate governance standards, the most
important component of effective management,
was continued. Increased effectiveness of applica-
tion of corporate governance standards in banks
was one of the important conditions of the banking
system's stable development during 2006 too. An
action plan was development for stimulating the
transition to best practices of corporate governance
in banks and effective monitoring/oversight of this
process, appropriate recommendations were issued
to each bank regarding implementation of the stan-
dards and these efforts were continually monitored
during the year.

As a result of the efforts taken the implementa-
tion of corporate governance standards in a focus
group of 20 banks reached an acceptable level.
Since corporate governance represents a new man-
agement tool the implementation of which requires
a complicated and continuous process, integrated
measures must be taken to ensure that these stan-
dards are implemented. Efforts to this effect will
continue during 2007, and implementation of cor-
porate governance standards will be closely moni-
tored by using prudential regulation and supervi-
sion tools. Organizing financial accountability in
accordance with the International Standards of
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maliyyo ilinin neticelorinin kenar audit yoxlamalari
gostormisdir ki, hoyata kegirilon audit yoxlamalari
zamani banklar beynoalxalq audit sirketlorine daha ¢ox
tistiinliik verirlor. Belo ki, 2004-cii maliyye ilinin
naticelorinin  kenar audit yoxlamalari zamani
beynoalxalq audit sirketlori torafindon 22 bankda audit
yoxlamalar1 aparilmigdirsa, cari ilde beynoalxalq
auditorlar torofinden audit yoxlamalari apartlmis
banklarmn say1 25-9 ¢atmusdir.

Bank sistemindo saglam rogabet miihitinin
formalasdirilmast miihiim prioritetlordon biri olmusdur.
Banklarin kapitallasmast, 6zal banklarin artim tempi vo
bazar paymin artmasi, idaroetmo sistemlorinin
tokmillogsmosi ~ sektorda  rogabet  miihitinin
yaxsilasmasima  tokan  vermisdir.  Azerbaycan
Respublikast Prezidentinin "Azerbaycan Respublika-
sinda ~ maliyye-bank  sistemindo islahatlarin
dorinlegdirilmasi ile olagedar alave todbirler hagqinda"
1 mart 2005-ci il tarixli Fermanminin icrast ilo alagadar
dévlet banklarinin  6zesllegdirilmasi proseslarinin
siirotlondirilmasi moagsedile bu banklarin aktivlerinin
saglamlasdiriimasi, maliyyo durumlarmin
gliclondirilmosi vo olave kapitallagdirilmast kimi
todbirler hoyata kegirilmisdir.

2006-c1 ilin sonunda Milli Bank terefinden
hazirlanmig "Omanetlorin sigortalanmast haqqinda"
Azorbaycan Respublikasimin Qanunu Milli Maclisdo
gobul edilmisdir. Omansatlorin  sigortalanmasi
sisteminin totbiqi ohalinin bank sistemine inamini vo
natice etibari ilo maliyye sisteminin sabitlik seviyyesini
artiracaqdir. 2007-ci ilde Fondun institusionallasmasi
tizro todbirler hoyata kegirilocakdir.

Bank  sisteminin  infrastruktur  bazasinin
tokmillegdirilmesi tizre islor 2006-c1 ildo do davam
etdirilmigdir. "MilliKart" Kart Prosessing Morkozi
beynolxalq kart toskilatlarinda sertifikasiyadan kegmis,
morkezin banklarin idaroagiliyine verilmasi iglori
yekunlasdiriimisdir.

2006-c1 ilde bank sisteminin inkisafi sahesinde
hayata kegirilon institusional va infrastruktur tedbirlori
bank sisteminin xarici investorlar li¢lin calbediciliyini
artrmigdir. Hesabat ilinde 3 yerli bankin kapitalina
xarici investisiya calb edilmisdir. 2006-c1 il orzindo
bank sektoruna xarici investisiyalarin hoacmi 19.7 min.
manat (40.7%) artmus, 68.3 mIn. manat togkil etmisdir.
Xarici investisiyalar banklarin kapital bazasi ve maliyye
monbalorini gliclondirmoakls yanasi, 6lkenin bank
sisteminin niifuzunun mdohkemlenmesi ve bank
sektoruna xarici tacriiba vo yeni texnologiyalarmn calbi
proseslorini dastoklomisdir.
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5.3. Bank nozareti

ovvalki illerde oldugu kimi 2006-c1 ilde do Milli
Bank bank nezareti sahesinde islahatlarin ve
tokmillesdirmo todbirlerinin heyata kecirilmesini
davam etdirmisdir.

2006-ci ilde Milli Bank bank nezarstinin normativ-
hiiquqi bazasinin vo institusional strukturunun Bank
noazarati iizro Bazel Komitesinin "Semarsali bank
nazaratinin dsas prinsiplori"-no veo "Bazel-1" kapital
sazisind uygunlasdirilmasi islorini tamamlamigdir.

Bu mogsadle bir sira yeni normativ xarakterli
sonadler, o climleden yeni "Xarici nezarot iizro
Metodoloji Rehberlik", "Zaif v problemli banklarla is
tizro Metodoloji Rehberlik", "Banklarin ve xarici
banklarin yerli filiallarimin kenar auditinin aparilmasi
Qaydalan" hazirlanmisdir. Eyni zamanda "Banklarin
vo xarici banklarm yerli filiallarinin moacburi lagvine
dair telimat", "Miibadilo sobelerinin teskili ve
miibadilo emoliyyatlarinin aparilmas1 Qaydalar1",
Beynolxalqg  Hesablasmalar ~ Bankinin  6denis
sistemlorine nozaret prinsiplorine osaslanan "Odenis
sistemlorinin foaliyyetine nezarot Metodologiyast"
tosdiq edilmis, sonuncunun "Azerikard" Prosessinq
Morkazinin timsalinda tatbigine baglanmigdir.

Bununla yanasi "Banklarda korporativ idaraetme
standartlarinin ~ totbiqi  Qaydalari", "Aktivlerin
tosniflegdirilmesi ve miimkiin zerarin 6denilmesi ii¢lin
ehtiyatlarin yaradilmasi Qaydalar1" ve "Bir borcalan vo
ya bir-biri ilo slagedar borcalanlar grupu iizre risklorin
tonzimlonmosi haqqinda Qaydalar"ina  edilmis
doyisikliklor banklarda korporativ idarsetmonin
totbiginin normativ bazasmnin tokmillegdirilmasi, bu
sahado yerli bank praktikasinin vo qanunvericilik
aktlarmin beynolxalq standartlara uygunlasdiriimasi vo
banklarin stiratli ekspansiyasi noticesindo artan risk
dalgalarmin  naticelorinin  neytrallagdiriimasi
istigamatinde miihiim addimlar atilmisdir.

Cirkli pullarin yuyulmast ve siibhali bank
amoliyyatlarina nozarot moaqsadilo xiisusi hesabatliq
sistemi tokmillogdirilmis, bank sisteminden miivafiq
molumatlarin alinmasi ve arasdirilmasi davam
etdirilmigdir. Qeyd edilon todbirlor daxili nozaret
proseslari ilo alagalondirilmis, melumat miibadilesi vo
nozarat todbirloerinin  uygunlasdirilmasi  temin
edilmisdir. Qeyri-qanuni yolla olde edilmis pul
vosaitlorinin vo ya diger amlakin banklar vasitoesilo
leqallagdirilmasinin ~ qarsisinin ~ alinmasma  dair
tadbirlerin  standartlasdirilmasi {igin  Metodoloji
Rohberlik hazirlanmis ve totbigine baglanmisdir.
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Financial Accountability (ISFA) is another impor-
tant elements of guarantee of the transparency of
the bank activities and application of the corpora-
tive management standarts. In the previous year,
the transtion processes have completed through
removing deviations from the ISFA.

External audits of the year 2005 financial results
carried out in banks in 2006 showed that banks pre-
fer international audit firms to carry out external
audits. Thus, while in 2004 international audit firms
conducted external audits in 22 banks, during the
current year international auditors audited 25 banks.

A significant priority was to form a sound com-
petitive environment in the banking system. Bank
capitalization, growth rate and market share
increase of private banks, improvement of manage-
ment systems gave an impetus to formation of a
competitive environment in the sector. In connec-
tion with implementation of the Presidential
Decree "On additional measures to expand the
reforms in the financial and banking system of
Azerbaijan Republic" of March 1, 2005, measures
were taken to improve the safety and soundness of
assets, reinforce the financial position and provide
additional capitalization to state owned banks in
order to accelerate the process of privatization of
these banks.

In late 2006 the Law of Azerbaijan Republic "On
individual deposit insurance" was adopted by the
Parliament of Azerbaijan Republic.
Implementation of the proposed individual deposit
insurance will enhance the public confidence in the
banking system and consequently would serve the
purpose of enhancing the financial system's stabil-
ity. Measures will be taken during 2007 to institu-
tionalize the Fund.

The measures to improve banking sector have
in 2006. "MilliKart" Card
Processing Center has been certified by the interna-
tional card organizations and started its activity.

Institutional and infrastructural measures taken
during 2006 to support development of the banking
system improved the attractiveness of the banking
system for foreign investors. During the reported
year foreign investments were made in the capital
of 3 local banks. During 2006 total foreign invest-
ments made in the banking system increased by

been continued
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AZN19.7 min. (40.7%) thereby amounting to
AZN68.3 mln. In addition to strengthening the cap-
ital base and financial sources of banks, foreign
investments also supported the processes of rein-
forcing the banking system's reputation and attrac-
tion of foreign expertise and new technologies to
the bank sector.

5.3. Banking supervision

As in previous years, in 2006 the National Bank
also continued to implement reforms and to take
measures designed to improve bank supervision.

In 2006 the National Bank completed the activi-
ties designed to bring the bank supervision's legal
and regulatory framework and institutional struc-
ture to compliance with the Basel Committee's
"Core principles of effective bank supervision" and
"Basel 1" capital accord.

To this effect, a number of new regulatory docu-
ments were developed, including a new
"Methodological ~ Guidance  for  Off-site
Supervision", "Methodological Guidance for deal-
ing with weak and problem banks", "Regulation for
auditing banks and local branch offices of foreign
banks". At the same time, "Regulation for forced
liquidation of banks and local branch offices of
foreign banks", "Regulation for organization of
exchange offices and exchange transactions" and
"Methodology for supervision of payment systems'
operations" based on the supervisory principles of
the Bank for International Settlements were
approved, and implementation of the latter one
commenced through Azericard Processing Center.

Furthermore, amendments made to "Regulation
for implementation of corporate governance stan-
dards in banks", "Asset classification and possible
loss provisioning Regulation" and "Regulation for
exposures per a single borrower or a group of con-
nected borrowers" were important steps towards
improving the regulatory framework for implemen-
tation of corporate governance standards in banks,
improving the related local banking practices and
legal acts to international standards and neutraliz-
ing risk wave consequences generated by the rapid
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Milli Bankin rehbarliyi altinda Nazirlor Kabineti
yaninda Pullarin  yuyulmast ve terror¢ulugun
maliyyelosdirmasine qarst tadbirler lizro Ekspertlor
Qrupu terafindon bu sahade fealiyyatin qanunvericilik
bazasinin tokmillesdirilmesi magsadile 11 ganuna
alave vo dayisikliklerin layihelari hazirlanaraq toqdim
olunmus, 2 toklif gebul edilorok qiivveye minmisdir.

Hoamginin, bu istiqgametde Milli Bankin miixtalif
beynolxalq toskilatlarla  emokdasligi  davam
etdirilmigdir. Milli Bankin ¢irkli pullarm yuyulmasi vo
terrorculugun maliyyelosdirilmesine qarst fealiyyati
Diinya Bankinin missiyasi torofindon
giymotlondirilmis, beynolxalq standartlar hesab edilon
FATEF prinsiplorine (40+8) uygun hesab edilmisdir.

2006-c1 ilde lisenziyalagdirma sahesinde osas
foaliyyet istigametlorini bank kapitali menbalarinin
saglamligi, banklarin miivafiq qanunvericilik vo
normativ aktlarina emel etmasinin tomin olunmasi va
banklarin idarsetmo proseslorine qanunvericiliklo
miiloyyon olunmus meyarlara malik olan sexslorin
buraxilmasi toskil etmisdir.

2006-c1 il arzindo her hansi yeni yerli banka ve ya
xarici bank filialna lisenziya verilmemisdir. Banklar
torafinden toqdim edilmis senadlor asasinda il erzindo
20 bank {iizro 47 filialn (24-i Baki goherinde, 23-ii
regionlarda) ve 9 bank tizre 45 sobenin (25-i Baki
soharinde, 20-i regionlarda) ag¢ilmasma icazeler
verilmigdir. 2006-c1 ilin sonuna 420 bank filiali (215-1
Baki soharinde, 204-li regionlarda), 69 bank sobesi
(30-u Baki goherinde, 39-u regionlarda) foaliyyet

gostormisdir.
2006-c1 ilde 12 kredit ittifagma ve 1 yeni
mikromaliyya toskilatina moahdud bank

omoaliyyatlarimin heyata kegirilmosi iiglin icazo
verilmisdir. Umumilikdo ilin sonuna respublikada 77
kredit ittifaqt (5-1 Baki goharinde, 72-i regionda), 16
mikromaliyya toskilati vo "Aqrarkredit" bank olmayan
kredit toskilatr fealiyyat gbstormisdir.

"Miibadilo sobelerinin teskili ve miibadile
omoaliyyatlarmin aparilmast" Qaydalar1 qiivveya
minmasi ilo nagd xarici valyuta miibadilesi
foaliyyetinin cor¢givosi yenilonmis Vo
institusionallasaraq soba statusunu almusdr. {1 erzinde
69 miibadile sobesinin foealiyyatine icaze verilmisdir.
2006-c1 il orzinde 481 miibadilo mentagosinin
foaliyyeti dayandirilmus, 1 bank filialinin fealiyyetine
xitam verilmigdir.

"Banklar haqqinda" Qanunun ve semorali bank
nozarati lizro Bazel Prinsiplorinin toloblorine uygun
olaraq bank inzibatgilarinin vezifoye yararliliq vo
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maqbulluq seviyyesinin qiymetlondirilmesi iizra islor
davam etdirilmisdir. i1 eorzinde 39 kommersiya
bankinin 251 inzibatcist Milli Bankin Attestasiya
Komisiyasinin miisbat royini alaraq attestasiyadan
ke¢misdir.

2006-c1 ilde differensial yanasma totbiq edilmekla
banklarin maliyye veziyyeti prudensial hesabatlar
osasinda, yeni metodologiya totbiq edilmakla,
giymatlondirlmisdir. Bununla yanasi, banklarin
tohliikoasiz vo somarsli foaliyystinin tomin edilmasine
yonalmis "mesafodon" nozaret todbirleri hoyata
kegirilmig, banklarda miioyyen edilmis ndqsanlarin
aradan galdirilmasi iizre todbirler planlarinin icrasina
nozaret edilmisdir.

Banklardaki meyllor aktivlerin keyfiyystinin
pislosmesi, valyuta kursunun ve faiz doracelarinin
toroddiidii ssenarilori iizro vo kombine edilmis stress
testlor vasitosilo izlenmis, bu zaman xarici amillorin
bank sektoruna tasiri ve bu faktorlara bank sisteminin
dayaniglig1 stress testlogdirma ilo gimatlondirilmisdir.

2006-c1 ildo ganunvericiliye uygun olaraq pozuntu
vo ndgsanlara yol vermis banklara garst 48 halda tesir
vo toshih todbirleri goriilmiisdiir. Banklara pozulmus
normativ gostoericilorin aradan qaldirilmasi, kredit
inzibat¢iliginin tokmillesdirilmasi, yiiksok
konsentrasiya riskine yol verilmemasi, likvidliyin
moagbul soviyyode idare olunmasi ve idarsetmo
organlarmin ganunvericiliyo uygun formalasdiriimasi
barado gostorigler verilmisdir. 5 halda ganunvericiliyo
zidd qaydada toyin olunmus inzibat¢ilarmn faaliyyetine
xitam verilmisdir.

Daxili nazarat riskyoniimlii nezarat prinsiplorini asas
gotiirmoklo  banklarda risklerin  idareedilmasi
sistemlorinin, onlarin bankin maliyye veziyyeti vo
golocok  inkisaf  perspektivlerine  tosirinin
qiymatlondirilmesine fokuslagmis, eyni zamanda
omoliyyat testlosdirilmasi diqqet morkezinda
saxlanmugdir.

2006-c1 il orzinde banklarda 54 inspeksiya
aparilmigdir. Aparilmis inspeksiyalar bank sisteminin
aktivlerini tam ohate etmisdir.

Milli Bank banklarda hom herterofli, hom do
miixtolif tematik inspeksiyalar, o ctimlodon kapitalin
formalagdirilmasi, ucot ve hesabatliq, emsaliyyat
sferalarinin yoxlanilmasi ilo olagedar inspeksiyalari
hayata kecirmisdir.

Yoxlamalarin noticelori ilo olagedar banklarda
aidiyyati soxslor vo aidiyyati soxslor adindan heroket
edon soxslorlo bank emsliyyatlarinin aparilmasi,
depozitlorin gobul edilmasinin mehdudlasdiriimasi
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expansion of banks.

A special reporting system has been developed in
order to control the money laundering and special
reporting system of suspicious operations and
obtaining and exploring relevant information from
banks have been developed. These measures have
been related with the internal surveillance process-
es and information exchange and surveillance
measures adjustment have been ensured.
Methodological Guidance has been prepared and
applied in order to avoid the legalization of illegal-
ly obtained money funds and other possessions by
the banks.

Under the guidance of the National Bank an
Expert Group on Money laundering and anti-
finance of terrorism under the Cabinet of Ministers
prepared projects to strengthen legislation base in
this field. For this purpose this Group suggested
amendments to 11 laws and 2 proposals have been
adopted and came into force. Also the collabora-
tion between the National Bank and various inter-
national organizations has been continued. Money
laundry and anti-finance of terrorism activities of
the National Bank have been evaluated by the
World Bank mission and considered them accord-
ing to the principles of international standard
FATF (40+8).

To ensure the transparency of bank capital
resourses and observe relevant legislative and nor-
mative acts, with involving in the bank manage-
ment processes those people who meet the criteri-
ons of the legislation was the main activity direc-
tion in the filed of licensing in 2006.

In 2006 no licenses were issued to any new local
bank or a branch office of a foreign bank. Based on
documents submitted by banks permits were issued
to 20 banks for opening 47 branch offices (24 in
Baku, 23 in regions) and to 9 banks for opening 45
divisions (25 in Baku, 20 in regions). As of the end
of 2006 a total of 420 banks branch offices (215 in
Baku, 204 in regions) and 69 bank divisions (30 in
Baku, 39 in regions) operated in the country.

12 credit unions and 1 new microfinance organi-
zation obtained permission to implement financial
operations in 2006. In general, by the end of year
77 credit union (5 of them in Baku, 72 in regions),
16 microfinance organizations and "Agrarian cred-

it" non-bank organization have implemented finan-
cial operations by the end of the year.

After the rules on "Exchange department organi-
zation and exchange operations implementation"
came into force, the framework of foreign
exchange got renewed and obtained department
status. During the year 69 exchange departments
obtained permission to work. In 2006, 481
exchange offices were ceased and activities of 1
bank branch were abolished.

In accordance with the Law "On banks" and
Basel Principles of effective banking supervision,
efforts were continued for evaluation of bank
administrators for compliance with the "fit and
proper"/qualification requirements. During the
year 251 administrators of 39 commercial banks
were certified by the National Bank's Certification
Committee.

Having applied new differential approach in
2006, the financial situation of the banks was esti-
mated based on prudential accounts and applica-
tion of new methodology. Also, to ensure safe and
efficient works of the banks "from distance" sur-
veillance measures have been implemented and to
take off defined shortcomings from the banks sev-
eral measures have been implemented.

Tendencies at the banks were followed according
to worseninig of asset qualities, scenarios based on
the volatilities of exchange and interest rates and
with the combined stress tests. In mean time the
effect of external factors on the banking sector and
sustainability of the banking system against these
factors were evaluated by the stress tests.

In 2006, 48 various types of influence and cor-
rection measures were implemented against the
banks which violated the rules of legislation.
Different instructions have been shown to the
banks in order to take off violated normative indi-
cators, develop credit administration, avoid from
the concentration risk, keep liquidity properly and
formalize administrative branches based on the
legislation.

Onsite supervision, following risk-oriented
supervisory principles, focused on evaluating
banks' risk management systems and their effect on
the banks' financial position and future develop-
ment prospects as well as on operational testing.
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kimi tesir todbirleri tetbiq olunmus, qohumluq
olagoloerindo olan bank inzibateilar1 idareetma
proseslorindon kenarlagdirtlmis, aktivlerdoen ehtimal
olunan itkiler iizre olave ehtiyatlarin yaradilmasi vo
macmu kapitalin artirilmast toleb edilmisdir.

Bank noezaretinin institusional inkisafi diqqet
morkozinde saxlanilmis, monofunksioanl struktur
prinsipi osas gotiirtilmoeklo bir sira togkilati tadbirlor
hoyata kegirilmisdir. "Pullarin yuyulmasina qarsi
foaliyyet sobasi" vo MDB olkeleri arasinda ilk defo
olaraq "Bank xidmatlori istehlakeilarinin hiiquglarinin
miuidafiasi qrupu" yaradilmisdir.

Il arzinde nezarat blokunun keyfiyyat parametrlori
nozora alinmaqla kadrlarla komplektasiyasi davam
etdirilmigdir. ©mokdaslarin professional hazirliglarinin
inkisaf etdirilmasi fordi treyning proqramlari vasitosilo,
xarici vo daxili resurslar hesabina hayata kegirilmisdir.
Orta hesabla, kredit togkilatlarinin fealiyyotino nozarot
sahasindo calisan hor bir emokdast il erzinde 30 giin
treyning vo seminarlarda istirak etmisdir.

5.4. Bank qanunvericiliyinde yeniliklor

Azorbaycan Respublikast Milli Bankinin tenzimle-
diyi vo idare etdiyi biitiin sahalor {izro strateji vo taktiki
magsadlarinin hayata kegirilmasine v bank sisteminin
mohkemlandirilmesine xidmet edon normativ-hiiquqi
bazanin inkisafi 2006-c1 ilde de Milli Bankin
foaliyyetinde prioritet vozifolorden biri olmusdur.

Belo ki, hesabat ilinde Olkede makroiqtisadi
sabitliyinin qorunmasi, bank vo Odonis sistemlorinin
sabitliyinin vo inkisafinin temin edilmosi, banklarin
prudensial tonziminin dlke iqtisadiyyatinin vo bank
sektorunun inkisaf soviyyesine uygunlagdiriimasi,
denominasiya todbirlerinin hiiquqi destoyi ve ipoteka
kreditlori bazarmin genislondirilmesi moaqgsedile
moveud normativ-hiiquqi bazanmn tokmilloegdirilmasi
vo inkisafi ii¢lin zeruri ganunvericilik todbirlori hoyata
kecirilmisdir.

5.4.1. Qanunvericilik bazasinin tokmillegdirilmesi vo
inkisafi

2004-cii ilden baslayaraq heyata kecirilon radikal
bank islahatlar1 naticesinde gobul edilon "Azerbaycan
Respublikasmin Milli Banki haqqinda" ve "Banklar
haqqinda" Azarbaycan Respublikasimnin ganunlart bank
sisteminin mohkemlonmesine ve dinamik inkisafina
sorait yaratmigdir.

§2

Banklara qarsi prudensial teleblorin artirilmast ve
bank nezaretinin  giiclondirilmasi bank sisteminin
getdikco saglamlasdiriimasina xidmet edir. Bu soraitdo
banklarda fiziki soxslorin emanatlorinin sigortalanmasi
sisteminin yaradilmasi 6z aktualligini artirmis vo
noticode 1{i¢ ildon artiq bir miiddetde bank
ictimaiyyetinin genis miizakirasine sobab olmus
"Omansatlarin sigortalanmasi haqqinda" qanun layihesi
Azarbaycan Respublikast Milli Maclisi terefinden
2006-c1 ilin 29 dekabr tarixinde gobul edilmisdir.

Boyiik yeddilik Qrupuna daxil olan dlkelerin 1999-
cu ilde yaratdiglar1 Maliyye sabitliyi ugrunda Forum
torofinden Depozitlorin sigortalanmasi iizro effektiv
sistemin yaradilmasina dair gebul edilon Tovsiyelordoa
vo Avropa Birliyinin 1994-cii il 30 may tarixli
"Depozitlorin  qarantiya  sxemlori  haqqinda"
Direktivinde omanatlorin sigortalanmasi sisteminin
somorali foaliyyeti ii¢lin nozerdo tutulmus osas
prinsiplor Qanunda 0z oksini taparaq, hem
omanateilorin  banklara etibar etdiyi vesaitlorin
qorunmasi, hom do banklarin saglam roqabot
soraitinde foaliyyetlorinin davam etdirilmesi iigiin
hiiquqi baza yaradilmisdir.

omanatlorin Sigortalanmasi Fondunun maliyye
ehtiyatlarinin  formalasdirilmast  vo  institusional
quruculuq islerinin hoyata kegirilmasi {i¢iin 2006-c1
ildo Almaniya Hokumstinin KfW banki ile emekdasliq
olagolori daha da genislondirilmis ve Qanunun tetbiqi
ticiin birge foaliyyet istiqgametlori miloyyon edilmisdir.

Hesabat ilinde bank sisteminin qanunvericilik
asaslarinin inkigafina xidmat edon digar bir tadbir kimi
"Bank olmayan kredit toskilatlari haqqnda" ganun
layihosinin iglenib hazirlanmasini qeyd etmok olar.
Kigik biznesin inkisafina yoneldilmis mikro- ve sosial-
humanitar toyinath kreditlor vasitasile pul vesaitlorinin
iri banklarm aktiv tomsil olunmadig1 erazi vo ohali
gruplarina catdirilmasi, bununla da ohalinin maliyyo
xidmotlorine ¢ixig imkanlarinin yaxsilagdirilmasinda
bank olmayan kredit togkilatlarmin rolunu nezere alaraq
Milli Bank bu tesisatlarin foaliyetinin qanunvericilik
osaslarinin tekmilloegdirilmesi tesebbiisii ilo ¢ix1s
etmisdir. Bu moagsedle, olagedar dovlet hakimiyyeti
organlarinin vo foealiyyotdo olan bank olmayan kredit
toskilatlarimin temsilgilorinden ibaret xiisusi is¢i qrupu
yaradilmig, 2006-c1 ildo layihe tamamlanaraq biitiin
maraqli toroflorle razilagdirilmisdir. Novbaeti ilde Milli
Bank bu ganunun gebul olunmasi {i¢lin biitiin lazimi
dostak islorini hoyata kegirocokdir

Hesabat ilinde infrastruktur qanunvericiliyinin
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54 inspections were carried out in banks in 2006.
The inspections fully covered the banking system's
assets.

National Bank carried out both comprehensive
and targeted inspections, including capital forma-
tion, accounting and reporting, operating fields.

As a result of surveillances different measures
such as limitation of conducting bank operations
and accepting deposits have been taken against to
those persons who took action on behalf of other
persons who are responsible. The bank administra-
tors who have relative relationships have been sus-
pended and creation of extra reserves and increase
of aggregate capital have been required.

A focus was placed on institutional development
of bank supervision, a number of organizational
measures were taken based on the principle of
mono-functional structure. A Money-laundering
control unit and, for the first time among CIS coun-
tries, Banking Service Consumers Right Protection
Unit were established.

During the year the staffing of the supervisory
function was continued, based on quality consider-
ations. Skill development of personnel was provid-
ed through individual training programs, external
and internal resources being used to this effect. On
average, each member of the bank supervision
function received a total of 30 days of training and
seminars during the year.

5.4. New developments in banking legislation

Development of the legal and regulatory frame-
work that serves the purposes of accomplishment
of strategic and tactical issues related to all areas
regulated and managed by the National Bank as
well as of strengthening the banking system
remained a high priority of the National Bank in
2006.

Thus, during the reported year appropriate meas-
ures were taken to preserve macroeconomic stabil-
ity in the country, to ensure stability and develop-
ment of the banking and payment systems, to
ensure correspondence of the bank prudential reg-
ulation to the country's economic and banking sec-
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tor's development levels, and to improve the exist-
ing legal and regulatory framework to ensure legal
support to the denomination efforts and expansion
of the mortgage lending market.

5.4.1. Improvement and development of the legal
framework

Law on Banks and Law on the National Bank of
Azerbaijan Republic that were adopted as a result
of the radical bank reforms underway since 2004
enabled environment for reinforcement and
dynamic development of the banking system.

Increase of the prudential requirements to banks
and reinforcement of the bank supervision function
serves the purpose of increasing the soundness and
safety of the banking system. The draft Deposit
Insurance law was adopted by the Parliament of
Azerbaijan Republic on December 29, 2006 that
had been the subject of broad public discussions
within the banking community for over three years
due to the increased urgency and importance of the
issue of establishing an individual deposit insur-
ance scheme.

The basic principles that intend to provide effec-
tive function of deposits guarantee system which
have been acted by the Great 7's Financial
Stiability Forum in 1999 and EU's Directive on
"Deposits Guarantee Scheme" have been reflected
in the legislation. This action provided a guarantee
of deposits and laid out a legal base for perfect
competition of banks' activities.

In order to form financial reserves and institu-
tionalize the Deposit Insurance Fund cooperation
with the German Government's KfW bank was
further expanded in 2006 and joint objectives
were set for work in order to ensure adoption of
the law.

Another measure that provided development of
legislation base was, to design a law project on
"Non-Bank credit organizations". In order to pro-
vide access of population to financial resources in
the regions where banks don't actively operate, the
National Bank provided legislation base for non-
bank credit organizations. With this purpose, a
working group represented by the government offi-
cials and non-bank credit organizations was estab-
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inkisafina da bdyiik diqqet yetirilmisdir. 2006-c1 il
Azorbaycanda ipoteka krediti sisteminin foaliyyoto
baglangic ili kimi miistoqil dovletimizin tarixine hokk
olunmusgdur. Belo ki, 2006-c1 ilin 09 fevral tarixinde
Milli Bankin Idare Heyetinin qorar ilo "Azarbaycan
Respublikast Milli Banki nezdinde Azerbaycan Ipoteka
Fondunun  yeniden maliyyelosdirdiyi  ipoteka
kreditlorinin miivekkil kredit toskilatlar1 terefinden
verilmosine dair standart Taleblor" tosdiq edilmisdir vo
artiq aprel aymda Fond torefindon ilk ipoteka krediti
yenidon maliyyoalosdirilmisdir.

2006-c1 il hamginin ipoteka krediti sistemi ilo "ilk
tanishq" vo foaliyyetinin "smama" dovrii kimi do
sociyyalondirilo biler. Mahz bu dovrde sistemda
"sazlama" islorinin aparilmasi {li¢lin 2006-c1 ilin 25
avqust vo 28 sentyabr tarixlorinde standart Telobloro
olagodar diizeliglor gobul edilmigdir. Eyni zamanda
ipoteka kreditlorinin kiitloviliyinin ve genis ohali
tobaqosi tigiin alyetorliyinin tomin edilmasi magsedilo
Milli Bank ipoteka kreditlorinin verilmoasindo daha
radikal yeniliklorin totbiq edilmesi ii¢lin miivafiq
qanunvericilik tokliflori ilo selahiyyatli dovlet orqganlari
garsisinda ¢ixig etmisdir.

Hazirda ipoteka krediti sistemi demok olar ki, daha
cox sosial xarakter dastyir vo dovlet biidcesi hesabina
maliyyolosdirilir. Ipoteka krediti sisteminin davamh
xarakter almasi ve bazar iqtisadiyyati soraitine
uygunlasdirilmast  Tligiin ~ golecekde  ipoteka
kreditlosdirilmesi bazarinda sekyuritizasiya modelinin
totbiqi lablidlitylinii nezere alarag, 2006-c1 ildo bu
istiqamotde do ganunvericilik tokliflorinin hazirlanmasi
ticlin miivafiq isleri hoyata kecirilmis vo ilkin layiho
hazirlanmgdir.

Hesabat ilindo Milli Odenis Sisteminin inkisafi
sahasinde do Milli Bankin qanunvericilik togebbiislori
davam etdirilmigdir. Dilinya Bankinin "Maliyya
xidmetlorinin inkisafi" Layihasi ¢or¢ivasinde milli pogt
operatorlart bazasinda poct omanatlori ve poct
hesablagsmalar:  sisteminin  yaradilmast  {i¢iin
qanunvericilik tokliflorinin hazirlanmasi istigametindo
miivafiq islor goriilmiisdiir.

Bu sahodo diger miihiim istiqgamet iqtisadi
dovriyyade nagdsiz hesablagmalara tistiinliik verilmasi
vo ohali terofinden daha miiasir hesablasma
vasitelerinden istifade imkanlarinin  artirilmasi
olmugdur. Bu megqsadle kart ddenisleri sahasindo
miivafiq normativ hiiquqi aktlarin gebul edilmasi
proseslori doastoklonmisdir. Milli Bank terafinden
hazirlanmis ve Azerbaycan Respublikast Nazirlor
Kabinetinin 18 fevral 2006-c1 il tarixli 54 némrali Qorari
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ilo tosdiq edilmis "Azoerbaycan Respublikasi orazisindo
POS-terminallarin istismar ve istifade edilmesi
Qaydalar1"nda POS-terminallarin tosorriifat
subyektlorinde  qurasdirilmasi,  onlarin  bank
ekvayerlorlo vo kart sahiblori ilo miinasibatlori
tonzimlonmis, POS-terminallar1 totbiq etmayon
tosorriifat subyektlorine qarst miieyyon inzibati
todbirler nezerde tutulmusdur.

5.4.2. Normativ bazanin tokmillegdirilmesi ve inkisafi

2006-c1 ilde 6lkenin iqtisadi inkisafinin siiratli artimi,
milli valyutamin moéhkemlenmesi ve iqtisadiyatdaki
diger meyllor banklar1 "risklorin gorginlosmesi dalgas1"
ilo lizlogmasinin qarsisint almaq zeruretini yaratmigdir.
Bunlari nezere alaraq Milli Bankin banklara qarsi
prudensial toloblori ciddilesdirilorek "Bir borcalan vo
bir-biri ilo olagedar borcalanlar grupu iizro riskloerin
tonzimlonmasi haqqinda Qaydalari"na ve "Aktivlerin
tosniflosdirilmesi vo miimkiin zererlorin ddenilmesi
ticiin ehtiyatlarin yaradilmasi Qaydalari"na miivafiq
dayisikliklar edilmisdir.

Azorbaycan banklarinda korporativ idareetme
standartlariin totbigi proseslorinin 2006-c1 ildo do
davam etdirilmesi vo beynolxalq bank tocriibasi
soviyyosind catdirtlmast {igin Milli Bankin hoyata
kegirdiyi todbirler ¢orgivesindo "Banklarda korporativ
idareetmo standartlarinin totbigi Qaydalari"na da alave
vo dayisikliklor gebul edilmis vo banklarda icrasi
nozarato gotliriilmiisdiir.

Eyni zamanda korporativ idareetmenin torkib hissosi
olan banklarin informasiya texnologiyalarina dair Milli
Bankin "Banklarda informasiya texnologiyalarinin
totbigi Qaydalari"na banklar torefinden riayet
edilmesini tomin etmok ve bu sahade nezarati
giiclondirmoek maqsadilo hamin Qaydalara 2006-c1 ilin
09 oktyabr tarixinde miivafiq diizeliglor edilmis vo
banklarin hesabatliq qaydast miioyyen edilmisdir.

Foaliyyotdo olan valyuta miibadilo mentogelorinin
amoliyyat soffafligini artirmaq, tohliikesizliyini tomin
etmok vo gostordiyi xidmetlerin  keyfiyyetini
yiikseltmok magsedile Milli Bankin 28 iyun 2006-c1 il
tarixli qorar1 ilo "Miibadile sobelorinin togkili ve
miibadile emaliyyatlarinin apariimasi Qaydalar" gabul
edilmisdir. Belo ki, bu Qaydalara esasen miibadilo
sobalorinin moxsus oldugu banklarla miinasibetlori
daha dolgun suretde tenzimlonmis, onlarin iizerindo
banklarin daxili nezaret sisteminin gliclondirilmasi
toloblori sertlosdirilmis, inzibatgilarin qiisursuzluguna
vo sobelorin texniki tochizatina dair xiisusi telebler
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lished and the project was completed and agreed in
2006. In the next year the National Bank will put
all its efforts in order to have this law passed.

A special focus was also placed on development
of the infrastructural laws during the reported
year. The year of 2006 was recorded to our coun-
try's history as the beginning of the mortgage lend-
ing system in Azerbaijan. Thus, the Board of the
National Bank of Azerbaijan approved the
"Standard Requirements to issuance of mortgage
loans by authorized credit institutions refinanced
by the Azerbaijan Mortgage Fund under the
National Bank of Azerbaijan Republic" and the
Fund started refinancing first mortgage loans in
April.

The year of 2006 also can be characterized as a
period of "initial acquaintance" and "experiment"
of mortgage credit system. In order to provide mass
character and easy access of population to mort-
gage credits, the National Bank suggested legisla-
tion proposals to plenipotentiary structures with
the aim of radical changes to existing rules.

At present the mortgage lending system is basi-
cally more social and is financed by the state budg-
et. Considering the necessity of implementation of
the securitization model based on the mortgage
credit framework in order to ensure that the mort-
gage lending system is sustainable and meets the
market economy requirements.

During the reported year the National Bank con-
tinued legal efforts to support development of the
National Payment System. Under the World Bank-
financed "Financial Services Development" proj-
ect, efforts were taken to develop proposed draft
laws for establishment of postal deposit and postal
settlement system on the basis of the national
mail/postal operators.

Improving opportunities for non-cash payments
in the economy is another important direction in
this area. Therefore, the acceptance of relevant
normative acts in the field of card payments has
been supported. In order to establish Pos-terminals
at economic units, to regulate their relations with
the card holders and for taking several administra-
tive measures against those who do not apply Pos-
terminals, several administrative measures have
been prepared by the National Bank and approved
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by the Cabinet of Ministers' Resolution in February
18, 2006.

5.4.2. Improvement and development of the regu-
latory framework

In 2006, rapid economic development of the
country, reinforcement of the national currency
and other trends in the economy necessitated pre-
vention of the "risk expansion waves" encountered
by banks. Considering this, the National Bank
made its prudential requirements to banks stricter
and made appropriate amendments to the
"Regulation for exposure per a single borrower or
a group of connected borrowers" and "Asset classi-
fication and loan loss provisioning Regulation".

In 2006, with the aim of continuing the applica-
tion of corporate governance standards at the banks
of Azerbaijan and adjusting to the level of interna-
tional standards, the National Bank added several
amendments to the "Rules on Corporate
Governance Standards of the Banks".

At the same time, in order to make the banks
observe the rules of banks' information technolo-
gies, the National Bank made some amendments to
the "Rules of Application of Information
Technologies in the Banks" and determined the
accountability of the banks in October, 2006.

In order to improve transparency of the operating
currency exchange offices, ensure their security
and safety and increase the quality of the services
that they provide the National Bank's resolution of
June 28, 2006 approved the "Regulation for organ-
ization of currency exchange offices and exchange
transactions". Thus, according to this Regulation
relations of currency exchange offices with their
parent banks were made subject to more compre-
hensive and complete oversight, requirements were
set forth for banks to reinforce the internal control
over their operations, and special requirements
were established with respect to integrity of admin-
istrators and technical equipment provision of
departments.

In addition, development of the National Bank's
regulatory framework during 2006 aimed at identi-
fying and improving the implementation mecha-
nisms of banking laws, ensuring their compliance
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miiayyen edilmisdir.

Bundan bagga 2006-c1 il orzinde Milli Bankin
normativ bazasinin inkisafi bank ganunlarmin icra
mexanizmlarinin miayyonlosdirilmasi Vo
tokmillasdirilmasi, gobul olunan yeni gqanunvericilik
aktlarma  uygunlagdirilmast  ve  omaliyyat
prosedurlarinin tenzimlenmasi istiqgametinde hoayata
kegirilmisdir. Bununla oalagedar "Banklarmn ve xarici
banklarin yerli filiallarinin mocburi logvine dair
Tolimat" tosdiq edilmis, "Nagdsiz hesablasmalar vo pul
kogtirmalori haqqinda Tslimat"a, "Bank hesablarmin
actlmasi, aparilmast ve baglanmasi Qaydalari"na,
"Azarbaycan Respublikast Milli Bankinin qisamiiddatli
notlarinin buraxiligi, yerlosdirilmosi vo todaviilii
haqqinda Qaydalar'a, "Dovlet qiymetli kagizlari ilo
Azorbaycan Respublikast Milli Bankinin REPO/oks-
REPO  omoliyyatlarinin  aparilmast  hagqinda
Qaydalar"a, habelo "Azorbaycan Respublikasimnin kredit
toskilatlarinda kassa emsliyyatlarinin aparilmasi ve
qgiymetlilorin inkassasiyasinin togkili Qaydalari"na
miivafiq alave vo doyisikliklor gebul edilmisdir.
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with the newly adopted laws and regulating operat-
ing procedures. In this view, the Regulation for
forced liquidation of banks and local offices of for-
eign banks was approved, and amendments were
made to the "Regulation for non-cash settlements
and money transfers; Regulation for opening,
maintaining and closing bank accounts; Regulation
for issuance, placement and circulation of the
National Bank's short-term notes; Regulation for
the National Bank's REPO/reverse-REPO transac-
tions involving securities; as well as to the
Regulation for cash transactions and transportation
of valuable items at credit institutions of
Azerbaijan Republic.
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VI. [POTEKA KREDITLOSMOSI MEXANIZMI

6.1. Umumi molumat

Bazar miinasibetlori istigametinde inkisaf eden
dovlet liglin maliyye bazarinin ve onun terkib hissesi
olan ipoteka kreditlori sisteminin togokkiilii ve inkisafi
mithiim rol oynayir. Ele bu sebebden de ipoteka
kreditlori sisteminin yaradilmasi ve inkisaf etdirilmasi
Azorbaycan Hokumatinin ohalinin sosial-iqtisadi
vaziyyetinin yaxsilagdirilmas: yoéniinde apardigi
siyasatin vacib hissesidir.

Ipoteka mexanizminin totbiqi, Azerbaycan
Respublikast Konstitusiyasinin 43-cii maddesinin
ikinci bandinde tesbit olunmusg hiiququn gerceklon-
mosi vozifesindon irali golir. Konstitusiyanin bu
maddesinde deyilir: "Dovlet yasayis binalarmin ve
evlerin tikintisine revac verir, insanlarin menzil
hiiququnu  gergoklosdirmok ticiin xiisusi todbirler
goriir".

Azerbaycanda ipoteka kreditlosmesi sisteminin
yaradilmasi {igiin 2002-ci ilin sonlarindan etibaren
Azarbaycan Respublikasi Milli Banki terefinden
maqsadyonlii islerin aparilmasina baslanilmigdir. Bu
todbirlerin  tomsli  Azearbaycan  Respublikasi
Prezidentinin 26 dekabr 2002-ci il tarixli Fermani ile
"dlkade menzil tikintisini siiretlondirmek maqsadile
ipoteka kreditlogmesi sahesinde miivafiq qanun
layihesinin" hazirlanmasi tapsirigi ile qoyulmugdur.
Bu Fermandan sonra goriilon tedbirler daha da
intensivlesmisdir.

on vacib addimlardan biri kimi Azerbaycan
Respublikast Milli Banki terefinden hazirlanan ve
ipoteka sisteminin yaradilmasmna zemin olan "Ipoteka
haqqinda" Azerbaycan Respublikasmin Qanunu gobu-
lu olmusdur.

Apartlmig maqsedyonlil tedbirlerin naticesi olarag,
Azerbaycan Respublikasinda shalinin yasayis seraitini
yaxsilasdirmaq, menzil tikintisinin  semarali
maliyyelegdirme mexanizmini yaratmag, bu sahade
formalagan toklifin aliciliq qabiliyyetli real tolobe
uygunlagmasini temin etmak ve ipoteka kreditlos-
masing yerli vo xarici investorlari colb etmok moaqsadi
ilo "Azerbaycan Respublikasinda ipoteka kreditlori
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sisteminin  yaradilmasi haqqinda" Azerbaycan
Respublikasi Prezidentinin 2005-ci il 16 sentyabr tarix-
1i 299 nomreli Fermanina uygun olaraq Azerbaycan
Respublikasimn Milli Banki nezdinde Azerbaycan
Ipoteka Fondu yaradilmisdir.

Azoarbaycan Respublikasinda ipoteka kreditlerinin
maliyyelegdirilmesi mexanizmini yaratmaq meaqsadile
22 dekabr 2005-ci il tarixinde Azerbaycan Respublika-
sinin Prezidenti terefinden Azerbaycan Respublika-
sinin Milli Banki nezdinde Azerbaycan Ipoteka Fondu
haqqinda Osasname, "Azerbaycan Respublikasinin
Milli Banki nezdinde Azerbaycan Ipoteka Fondunun
vesaiti hesabma ipoteka kreditlorinin verilmesi
Qaydalar1", "Azerbaycan Respublikasi Milli Banki
nozdinde Azerbaycan Ipoteka Fondunun yeniden
maliyyelesdirdiyi ipoteka kreditlorinin miivekkil
kredit toskilatlar terefinden verilmesine dair Standart
Toloblor" ve sair senadlar tosdiq edilmisdir.

Qanunvericilikde nezerde tutulmus meqsedlere
¢atmagq iiciin AIF-in asas funksiyalar1 miivekkil kredit
toskilatlar terofinden verilmis ipoteka kreditlorinin
yeniden maliyyelesdirilmesi, Maliyye vesaitlerinin
colb olunmasi magsadile ipoteka ilo tomin olunmus
qiymotli kagizlarm emissiyasi, 0z foaliyystinin
sabitliyini vo likvidlikini tomin etmok {i¢lin maliyyo
risklerinin idare edilmesidir. Bu funksiyalari heyata
kegirilmosi mogsedile Fondun agagidaki teskilati
strukturu formalagdirilmigdir.

6.2. Ipoteka kreditlorinin verilmasi vo yeniden
maliyyelosdirme

Hazirlq igleri tamamlandigdan sonra 2006-c1 ilin
mart aymin l-den Azerbaycanda, eloco do Cenubi
Qafqazda ilk defe olaraq uzunmiiddetli ipoteka
kreditlorinin verilmesine baslanilmisdir. Hesabat
dovriinde miivekkil kredit toskilatlarina 306 miiraciot
daxil olmus ve neticede yerli banklar terefinden
timumi meblagi 5,6 min. manat teskil eden 245
ipoteka krediti verilmigdir. Bu da daxil olmus miira-
ciotlorin toxminan 80%-ni toskil edir.

Verilmis kredit hacminden timumi meblegi 1,3 min.
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VI. MORTGAGE LENDING MECHANISM

6.1. Background

Development and promotion of the financial mar-
ket and its important component, the mortgage lend-
ing system, plays an important role for a country
developing towards market-based economic rela-
tions. In this view, creation and promotion of the
mortgage lending system is an important part of the
Azeri Government's policy for improving the social
and economic conditions of Azerbaijan's population.

The mechanisms on mortgage credits are reflected
in the second paragraph of Article 43 of the
Constitution of the Republic of Azerbaijan. This arti-
cle states: "The state improves the construction of
buildings and houses and takes special measures to
protect housing right of the people"

Since late 2002 National Bank of Azerbaijan has
been taking expedient measures to create a mortgage
lending system. The foundation of these measures
was set up by the Presidential Decree of December
26, 2002 that ordered development of a "draft law for
mortgage lending in order to facilitate residential
construction in the country". Measures were further
intensified after that Decree.

A major and significant step in this respect was the
adoption of the Law of the Azerbaijan Republic "On
mortgage". This Law, on one hand, allows for sys-
temizing and promoting transparency of mortgage-
related issues in civil law relations as well as bank-
customer relations. On the other hand, the law lays
the necessary legal foundation for creation and
development of a mortgage lending system in
Azerbaijan. This Law addresses a range of important
mortgage-related issues such as the legal status and
turnover procedures of the mortgage paper, mortgage
realization forms, protection of rights and fulfillment
of obligations of the concerned parties, characteris-
tics of land and residential area mortgages and other
significant issues. The next step of developing mort-
gage-related relations was the Presidential Decree
"On creation of a mortgage lending system in the
Azerbaijan Republic" of September 16, 2005.
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Pursuant to this Decree, the Azerbaijan Mortgage
Fund (AMF) was set up under the National Bank,
while the next Decree of December 22, 2005
approved the Fund's Regulations and procedures for
mortgage lending from the Fund's resources.

To set up the financing mechanism for mortgage
loans in Azerbaijan the President of Azerbaijan
Republic approved the Charter of the Azerbaijan
Mortgage Fund under the National Bank of
Azerbaijan, "Regulation for issuance of mortgage
loans by the Azerbaijan Mortgage Fund under the
National Bank of Azerbaijan", and "Standard
Requirements for issuance of mortgage loans by
authorized credit institutions refinanced by the
Azerbaijan Mortgage Fund under the National Bank
of Azerbaijan" and other documents on December
25, 2005.

In order to achieve the objectives set out in the
laws the principal functions of the AMF are identi-
fied as refinancing of mortgage loans issued by
authorized credit institutions, issuing mortgage
backed securities to attract financial resources and
managing financial risks in order to ensure stability
of its operations and its own liquidity. To this end,
the Fund's following organizational structure was
formed.

6.2. Issuance and refinancing of mortgage loans

Following preparatory works, from March 1, 2006,
for the first time in Azerbaijan as well as in the whole
South Caucasus, issuance of long term mortgage
loans was commenced. During the reported period,
306 applications were filed in with authorized credit
institutions and consequently a total of 245 mortgage
loans were issued by banks for a total worth of
AZNS5,6 min. That amount makes up about 80% of
the applications filed.

63 mortgage loans for a worth of AZN1,3 mln. or
23,2% of the granted loans were refinanced by the
Fund. Such a growth rate of refinancing can be con-



Ipoteka kreditlosmosi mexanizmi

Qrafik 43. Verilmis ve yeniden maliyyelasdirilmis kreditin
moblagi, min manat
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Qrafik 44. Borcalanlarin foealiyyet sahosi
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manat, yoni 23.2 % toskil eden 63 ipoteka krediti
Fond toroefinden yenidon maliyysalosdirilmisdir.
Yenidon maliyyelogdirmenin belo artim tempi
Fondun foaliyyetinin ilk merhalosi {igiin normal
sayila biler.

Verilmis ipoteka kreditlorin statistikasina nezer
yetirdikde kreditin orta mebleginin 22 727 manat,
minimal mabloeginin iso 5 260 manat toskil etdiyini
gormak olar. Bu kreditlor iizro orta faiz deracelari
8,4%, minimal faiz deracesi iso 5% toskil etmisdir.
Verilon ipoteka kreditlorinin sirasinda ayliq 6denisi
comi 54 manat toskil edon gonc ailo ipoteka
kreditlosmasi sisteminden yararlanaraq magbul miilk
sahibi olmusdur. Umumilikda, ipoteka kreditlori ilo
aliman yasayis saholorinin orta sahasi 59 m2, alian
yasayls sahoasinin 1 m2-nin orta qiymati 619 manat,
alman yasayis sahasinin orta doyeri 36 432 manat,
Ipoteka krediti iizro orta annuitet ddenisi ise 250
manat togkil etmisdir.

Qrafik 45. Borcalanlarin yas haddi
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Cadval 13. Orta gostoricilor
Orta minimal
Kredit mablagi 22 727 Manat 5260 Manat
Faiz deracesi 8.4 % 5%
Kreditin orta miiddeti 131l 3il
Ayliq annuitet 250 Manat 54 Manat
Alinan manzilin sahasi 59 m? 14m?
Alman menzilin Im2 qiymeti 619 Manat 181 Manat
Alman menzilin deyeri 36432 Manat 9293 Manat
Borcalanin ayliq geliri 863 Manat 152 Manat
Talob olunan orta galir 500 Manat 108 Manat
Borcalanin orta yas haddi 33 Yas 19 Yas
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Chart 43. Amount of granted and refinanced loans,
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Chart 44. Borrowers’ line of business
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sidered normal for the first phase of the Fund's oper-
ation.

Statistics of the mortgage loans granted show that
the average amount of loans makes AZN22 727 and
the minimum amount makes AZNS5 260. Average
interest rates on these loans are 8.4%, minimum inter-
est rates are 5%. Overall, the average space of apart-
ments purchased was 59 sqm, with average price per
1 sqm of housing purchased at AZN619, and average
cost of housing purchased at AZN36 432. Average
annuity payment on mortgage loan makes AZN250.

Chart 45. Borrowers’ age group
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Energy 36-45
24%, Finance 21%
38%
Table 13. Average indicators

Average Minimum
Loan amount 22 727 Manat 5 260 Manat
Interest rate 8,4 % 5%
Average loan maturity 13 years 3 years
Monthly annuity 250 Manat 54 Manat
Space of apartment acquired 59 m? 14m’
Price per 1 sqm of apartment purchased 619 Manat 181 Manat
Cost of apartment purchased 36432 Manat 9293 Manat
Monthly income of borrower 863 Manat 152 Manat
Required average income 500 Manat 108 Manat
Average age limit of borrower 33 years 19 years
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Qrafik 45. Banklar terafinden verilmio ipoteka

kreditlorinin say1
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Ipoteka programmin hoyata kegirilmosi ohalinin
osason gonc toboagesine yoneldilib. Statistik
rogomlar do onu siibut edir ki, borcalanin orta yas
haddi (33 yas) ganunvericilikde miiayyen olunmus
(35 yas) yas hoeddinden asagidir. Umumilikdo
borcalanlarin 69%-ni goncler toskil edir.

Borcalanlarin fealiyyeat sahesine goldikde ise
burada miixtelif sahelorde fealiyyet gosteren
vatondaglar vardir. Maliyye ve energetika sektorunda
calisan votondaglarm pay1 comde 64%, yeni yaridan
cox taskil edir. Oslinde bu iki sektorun olke
iqtisadiyyatinda vacibliyini nezere alanda teacciiblii
deyil ki, mehz burada calisan vetendaslar alici-
qabiliyyatli toleble bazarda aktiv istirak edirler.

Hesabat dovrii arzinde 13 miivekkil kredit toskilati
torafinden ipoteka krediti verilmisdir.

Molumdur ki, regionlarin sosial-igtisadi inkisaf
programi hoyata kegirilir vo bu mesale hokumsatin
prioritet foaliyyot sahesidir. AIF ve onun partnyorlari
0z selahiyyaetleri cergivesinde regionlarda ipoteka
mexanizmlorin ~ yayilmasina 6z  cohdlerini

100 110

asirgomirlar. Bels ki, il arzinde MKT-lor torafindon
6 region iizro (Sumgqayit, Gonce, Mingagevir,
Lonkeran vo Quba) iimumi meblogi 85 180 olan 19
ipoteka krediti verilmisdir. Golacokde, regional
ipotekann inkisafi ii¢iin bolgolorde AIF-in sobalorin
ac1lmasi nozerde tutulur.

6.3. Qanunvericilik ve infrastruktur

Azarbaycan Respublikasi Prezidentinin
"Azoarbaycan Respublikasinda ipoteka kreditlori
sisteminin yaradilmasi haqqinda" 16 sentyabr 2005-ci
il tarixli 299 sayli vo "Azarbaycan Respublikasinin
Milli Banki nezdinde Azerbaycan Ipoteka Fondu
haqqinda Osasnamenin tosdiq edilmesi barade" 22
dekabr 2005-ci il tarixli 339 sayli Fermanlarindan
iroli golon telablorin icrast moagqseadile 09 fevral
2006-c1 il tarixdo "Azorbaycan Respublikasinin Milli
Banki nezdinde Azerbaycan Ipoteka Fondunun
yeniden maliyyelosdirdiyi ipoteka kreditlorinin
miivekkil kredit toskilatlari terefinden verilmesine
dair Standart Teloblor", Bas sazis ve Xidmet
miigavilesinin niimunavi formalar1 tesdiq olunmus
vo milvekkil kredit toskilatlarinin her biri ilo bu
miigavilelorin baglanmasi tomin edilmisdir.

Ipoteka  kreditlosmasi saheasinde  xarclorin
azaldilmasi mogsedile "Dévlat riisumu haqqinda"
Azarbaycan Respublikast Qanununa dayisikliklorlo
bagli tokliflor layihasi islenib hazirlanmis, 03 mart
2006-c1 il tarixde hemin qanuna doyisiklikler
edilorok ipoteka miigavilesinin tesdiqi ilo bagli
dévlet riisumu (60.5 manatdan 27.5 manatadok)
taqriban 2 dofoden ¢ox azaldilmigdir.

Azorbaycan Respublikasi Milli Bankimin Idare
Heyatinin 25 avqust vo 28 sentyabr 2006-c1 il tarixli
gorarlart ile Standart Toelablors alave ve doyisikliklor
edilmigdir. Standart Telobloro edilmis olave ve

Cadval 14. AIF-in Standart Sartlari

1. Kredit miiddati

2. Ilkin ddenis meblogi

3. Maksimal kreditin mablagi

4. Maksimal faiz deracasi

5. Annuitetin galire nisbati

6. Sigorta novleri

8. Kreditin mablaginin menzilin deyerine nisbati
9. Defolt miiddati

)

Yeni
Umumi Sosial
251l 301l
15% - 0% 15% - 0%
50 000 35000
8% 4%
70% 70%
Omlak omlak
85% 85%
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Chart 45. Number of mortgage loans granted
by banks

Kapital Bank

TransCaucasus Development Bank
Xalq Bank

Bank of Baku

AtaBank

Azerbaijan Credit Bank
Turanbank

Unibank

Nikoyl

Respublika

Standard

0 10 20 30 40 50 60 70 8 9 100

The mortgage lending program is mostly designed
for the young group of the population. Statistical indi-
cators also prove that the average age of borrowers
(33 years) is below the age limit defined by the law
(35 years). Overall, 69% of the borrowers are young
people.

As far as the line of business of borrowers is con-
cerned, borrowers included individuals engaged in
various activities. The share of individuals working in
the financial and energy sector is 64%, that is over a
half. In fact, this should not be surprising given the
significance of these two sectors for the country's
economy as the individuals engaged in these sectors
have the ability to act on the market with solvent
demand.

During the reported period 13 authorized credit
institutions granted mortgage loans.

A regional social and economic development pro-
gram is being implemented, which is a priority area
for the government. AMF and its partners take all
efforts necessary to promote the mortgage mecha-

110

nism in the regions, within the scope of their compe-
tencies. Thus, during the year ACI's issued a total of
19 mortgage loans for a total amount of AZN85 180
in 6 regions (Sumgayit, Ganja, Mingechevir,
Lenkoran and Guba). In the future, AMF's regional
offices will be opened in order to promote regional
mortgage lending.

6.3. Legislation and infrastructure

In order to fulfill the tasks set forth in the
Presidential Decree No0.299 of September 16, 2005
On creation of the mortgage lending system of
Azerbaijan Republic and No.339 of December 22,
2005 On approval of the Charter of the Azerbaijan
Mortgage Fund under the National Bank of
Azerbaijan, the "Standard Requirements for issuance
of mortgage loans by authorized credit institutions
refinanced by the Azerbaijan Mortgage Fund under
the National Bank of Azerbaijan, the sample forms of
the Master Agreement and Service Agreement were
approved and these agreements were concluded with
each of the authorized credit institutions.

In order to reduce mortgage lending costs, pro-
posed draft amendments to the Law of Azerbaijan
Republic "On the state duty" were prepared, and as
the amendments to the law were made on March 3,
2006, the state duty was reduced by about over 2
times (from AZN60.5 to AZN27.5) with approval of
the mortgage agreement.

Amendments were made to the Standard
Requirements based on the National Bank's Board
resolutions of August 25 and September 28, 2006. As
a result of the amendments made to the Standard
Requirements the number of documents required was
reduced, the mechanism of purchase of apartments in
new buildings and the settlement system were simpli-

Table 14. AMF's Standard Terms

1. Loan period

2. Downpayment

3. Maximum loan amount

4. Maximum interest rate

5. Ratio of annuity to income

6. Types of insurance

8. Ratio of loan amount to cost of apartment
9. Default period
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doyisikliklar naticasinds toleb olunan senadlorin sayi
azaldilmis, yeni tikililorde menzillorin almmasi
mexanizmi vo hesablasma sistemi sadelosdirilmis,
borcalanlarin kredit alma imkanlarinin genislondiril-
mosi istigametinde mdvcud telebler yumsaldilmus,
bozileri logv edilmis, bazar istirak¢ilarinin say1 ve
infrastrukturu  (ipoteka agentlori ve brokerlori)
genislondirilmisdir. Bazar istirak¢ilar1 gisminde 23
bank, 10 sigorta vo 11 giymetlondirici sirket vo bir
ipoteka brokeri ipoteka kreditlosmasine calb edilmisdir.
Ipoteka kreditlosmosi ilo bagli sertlerin yumsaldil-
mast vo sadolosdirilmosi magsedile miivafiq hiiquqi-
normativ baza hazirlanaraq Azerbaycan Respublika-
sinin Prezidenti torafinden tosdiq olunmusdur. Netico
etibarilo ipoteka kreditlorinin verilme sortlori
sadoalosdirilmis, kreditin miiddeti vo mablagi artirtlmus,
kreditlor tizro maksimal faiz deracesi azaldilmigdir.
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6.4. Maariflondirme

Miivoekkil kredit teskilatlarinin ve ictimaiyyatin
ipoteka kreditlorinin mahiyyeti vo sortlori haqqinda
maariflondirilmasi, eloco do kiitlovi informasiya
vasitolorinin emekdaslarinin melumatlandirilmasi
mogqsadile miixtalif todbirlor kegirilmis, Fond,
votondaslarin ipoteka kreditlorinin alinmasina artan
maragini nazoro alaraq, bu zeminde yaranan suallarin
operativ sokilde cavablandirilmasini tomin etmak,
ohalinin ipoteka kreditlori barede maariflondirilmesi
vo molumatlandirilmast moaqsadi ile 6z internet saytini
yaratmigdir (www.amf.az).
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fied, the existing requirements to expansion of credit-
worthiness of borrowers were softened, with some
being even eliminated, and the number and infrastruc-
ture of market participants (mortgage agents and bro-
kers) were expanded. 23 banks, 10 insurance and 11
appraisal companies and one mortgage broker were
engaged in mortgage lending.

A relevant legal and regulatory framework has been
developed and approved by the President of
Azerbaijan Republic in order to mitigate and simplify
the mortgage lending-related requirements.
Consequently, the conditions and terms of issuing
mortgage loans were simplified, the loan maturity
and amount were increased, the maximum interest
rate on loans was decreased.
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6.4. Public awareness raising

Various events were organized in order to educate
authorized credit institutions and the general public
on the substance and terms of mortgage lending as
well as to inform staff members of mass media out-
lets, and the Fund, considering the public's increasing
interest to mortgage lending, set up its web-site
(www.amf.az) in order to be able to provide online
replies to inquiries, and to educate and increase pub-
lic awareness on mortgage loans.
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VII. ODONIS SISTEMLORI, INFORMASIYA
TEXNOLOGIYALARI

7.1. Elektron 6denis sisteminin inkigafi

2006-c1 ilde Odenis Sistemlori sahosinde qarsiya
qoyulmus prioritet megsedler 6denis sistemlerinin
sabit ve fasilesiz istismarinin tegkil edilmasi,
beynoalxalq alomde bu istigametde bas veran meyllor
nozora alinmagla daim toekmillesdirilmasi ve
Azarbaycan Respublikasi Prezidentinin 9 dekabr
2004-cii il tarixli formam ilo tesdiq edilmis
"Azarbaycan Respublikasinda Milli Odenis Sisteminin
Inkisafi iizro 2005-2007-ci iller {iciin Dévlet Prog-
rami"nda nezerde tutulmus tedbirlerin icrasinin tomin
edilmesi olmusdur.

Odenis sistemlorinin sabit ve fasilesiz istismarinin
toskil edilmesi ¢orgivosinde milli ddenis sisteminin
miithiim elementi olan, 2001-ci ilden fealiyyet gdste-
ron Real Vaxt Rejiminde Banklararasi Milli
Hesablagmalar sisteminin (BMHS) texniki platformasi
daha da tekmillosdirilmisdir. Hesabat ilinde 6lkode
foaliyyet gostoron daha 3 bank BMHS sistemine {izv
olmusdur. Hal-hazirda fealiyyetde olan biitiin banklar
BMHS-in tizviidiirlor ve sistemin 46 istirak¢is1 vardir.
BMHS sistemi vasitesi ile icra olunan &denis
sonadlarinin say1 370 min aded, iimumi mablagi ise
23847 min. manat olmusdur. il erzinde orta giinliik
sonad say1 1500 aded teskil etmisdir.

Qrafik 46.BMHS vo XOHKS iizro 6donis senadlerinin

moblogi ( mln.manat)
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Qrafik 47. BMHS ve XOHKS iizro 6denis senadlerinin say1
(min adoad)
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Odenis sisteminin diger miihiim elementi olan,
2002-ci ilden foaliyyet gosteren Xirda Odenisler iizre
Hesablagma Klirinq Sisteminin (XOHKS) funksional
imkanlarinin genislondirilmasi, miieyyen hokumat
qurumlarinin 6denis sistemlari infrastrukturuna texno-
loji inteqrasiyast meaqsadile miivafiq tekmillesdiril-
moaler hayata kegirilmisdir. 2006-c1 ilde daha 3 bank,
Bas Dovlet Xezinadarligi, Azerbaycan Milli Banki
nozdinde Ipoteka Fondu da XOHKS sistemine iizv
olmuslar. Hazirda biitiin banklar XOHKS-in iizviidiir-
lor vo sistemin 47 istirakgist vardir. XOHKS sistemi
vasitesi il icra olunan 6denis senadlerinin say1 843
min adad, iimumi mablagi 1441 mln. manat olmusdur.
il orzinde orta giinliik senad say1 3400 oded teskil
etmisdir.

Milli Odenis Sisteminin inkisafi iizro Dovlot
Programinda nezerde tutulmus tedbirlerin icrasi
corcivesinde Milli Bank terefinden yaradilmig
elektron Odoenis sistemlori vasitesilo kommunal
xidmetlari haqlarinin toplanmasinin tomin edilmasi vo
bu moagsedle kommunal xidmeti miessiselerinin
daxili informasiya sistemlorinin inkisaf etdirilorok
Odenis sistemlari infrastrukturuna texnoloji inteqrasi-
yasinin hoyata kecirilmasi istiqgametindo todbirlor
goriilmiisdiir.  Belo ki, kommunal xidmati
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VIL. PAYMENT SYSTEMS, INFORMATION
TECHNOLOGIES

7.1. Development of electronic payment systems

The priority tasks set forth in 2006 for the Payment
Systems were to ensure stable and continued opera-
tion of payment systems, to continually improve the
systems considering the international trends in this
field and to implement the measures stipulated under
the "State Program for 2005-2007 for development of
the National Payment System in Azerbaijan
Republic" approved by Presidential Decree of
December 9, 2004.

The hardware platform of the Real Time Interbank
National Payment System (AZIPS) established in
2001, the first major element of the national payment
system's architecture, was further improved. During
the reported year 3 more banks operating in the coun-
try joined AZIPS and thus the number of members of
the system is now 46 as currently all operating banks
are members of AZIPS.

In 2006 AZIPS had 370 thousand documents and a
document turnover worth of AZN23847 min. The
average daily number of documents processed by
AZIPS made 1500.

The Bulk Settlement and Clearing System (BSCS),
established in 2002 and representing the second ele-
ment of the National Payment System's architecture,
was also further improved by expanding its function-

Chart 46. Amount of payment documents in AZIPS and BSCS
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Chart 47. Number of payment documents in AZIPS
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al capacities, and appropriate improvements aimed at
ensuring proper integration of appropriate govern-
mental entities into the system. 3 banks, Main State
Treasury, Azerbaijan Mortgage Fund under the
National Bank of Azerbaijan have joined BSCS.
Currently all banks are members of BSCS and the
number of its members is 47.

In 2006 the BSCS processed 843 thousand docu-
ments, had a document turnover worth of AZN1441
min. Average daily number of documents made 3400.

A concept was developed by the National Bank for
creation of a centralized information system in order
to increase the level and transparency of collection of
utility bills and to ensure more effective use of the
capabilities of the National Payment System and to
attract the financial turnover in this area to the bank-
ing system.

According to that conception, creating centralized
information source based on single coding principles
over the subscribers of all public utilities and con-
necting all public utility organizations with the infor-
mation sources are intended. As a result of this sys-
tem each subscriber will be able to obtain necessarily
information on his/her utility services and debts from
the nearest bank or post-offices and will be able to

97



Odenis sistemlori, informasiya texnologiyalart

toskilatlarinin Milli Odenis Sisteminin imkanlarindan
daha semeroli ve effektiv istifade etmosi, kommunal
xidmatleri tizro ddeniglerin y1gim seviyyesinin va
soffafliginin daha da artirilmasi ve bu sahade maliyye
dovriyyesinin bank sistemine calb edilmoasi magsadilo
Azerbaycan Respublikasmin Milli Banki terefinden
morkozlogdirilmis informasiya sisteminin yaradilmasi
konsepsiyast islenib hazirlanmigdir.

Homin konsepsiyaya miivafiq olaraq biitiin kom-
munal xidmetleri iizro abonentlorin vahid kodlasdirma
prinsipine osaslanan merkezloegdirilmis informasiya
bazasmnin yaradilmasi, kommunal xidmeti teskilatla-
rinin informasiya bazalar1 ilo elagelendirilmesi ve
perspektivde Dbiitiin dlkeni ohate etmasi nezerde
tutulmugdur. Yaradilacaq sistemin foaliyyati naticesin-
do hear bir abonent 6ziine en yaxin olan bank ve ya pogt
6denis mentoqosinde kommunal xidmati {izre borcu
barade tam informasiya almaq ve 6denisini ister nagd
yolla, istorse do nagdsiz ddenis aletleri ilo hoyata
kecirmoak imkani qazanacaqdir. Eyni zamanda miisteri-
lor Internet Banking xidmetinden istifade etmoklo
miixtalif bank xidmetlerinden yararlanmaq imkani alde
edacoklar.

Dévlet Programinda nazerde tutulan asas tedbirlerden
biri do O0denis sistemlorinin cografi ohato dairasinin
geniglondirilmasi, regionlara istiqgamatlondirilmasi, eyni
zamanda toserriifat subyektlorinin ve ev toserriifatlarmm
maliyye xidmetlerine ¢ixig imkanlarmin daha da
artirilmasidir. Bu todbirin reallagdiriimasi magsedile
2006-c1 ilde Milli Bank Azerbaycan Respublikasmin
Rabito vo Informasiya Texnologiyalari Nazirliyi ilo
birlikde xiisusi bir layihenin - "Azerpogt" layihasinin
hayata kegirilmasi iizro miivafiq isler aparmisdir. Bu
layihe gorgivasinde "Azarpoct" DM-de poct ve maliyye
xidmetlorini ohate eden  informasiya sisteminin
yaradilmasi, yeni maliyye xidmatlerinin gostorilmesi
ticiin miivafiq struktur islahatlarimin aparilmasi, risklerin
va likvidliyin idare edilmesi sisteminin yaradilmasi kimi
vacib mesaleler 6z hellini tapacaqdir. Novbeti
morhalelerds ise "Azerpoct" DM-in 1200-den artiq
regional  filial ve  sObelerinin  yaradilacaq
telekommunikasiya sebokesi vasitesile bag idareye
qosulmast vo maliyya xidmstleri gdstermasi nezerde
tutulur.

Azarbaycan Respublikasi Prezidentinin "Azarbaycan
Respublikasinda 6denis sistemlarinin tekmillegdirilmasi
sahesinda olava tadbirler haqqmda" Serencamimin icrasi
ilo olagadar olaraq Milli Bank terefinden miivafiq
hokumet qurumlart ilo birlikde POS-terminallarin
istismari ve istifade edilmasi iizre normativ-hiiquqi baza
formalagdirilmigdir. Bu baza esasinda 2006-c1 ilin
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sonunadek perakende ticaret, iage vo diger xidmet
milessiselorinde kommersiya banklari terafinden 1500-
den artiq POS-terminal quragdirtimigdir. Serencama
miivafiq olaraq dovlet biidcesinden maliyyslesdirilen
biitlin toskilatlarda, habelo dovlet miiessiselerinde vo
sehmlarinin nazaret zorfi dovlete mexsus olan sehmdar
comiyyatlerinde emek haglarmin 6denis kartlart ile
6denilmasi istiqametinds is aparilmisdir.

7.2. Informasiya Texnologiyalarinin inkisafi

2005-2007-ci iller tizra strateji maqsadlerin
realizasiyasi cor¢ivasinda 2006-c1 ildo Milli Bankda
miiasir standartlara cavab veren avtomatlagdiriimig
informasiya sistemlorinin yaradilmasi, Orazi Idarelo-
rinde ucot islorinin avtomatlasdirilmasi, AMB-do
lokal sebeke infrastrukturunun modernlosdirilmesi,
"Azorbaycan Respublikasinda Milli Odenis Sisteminin
Inkisafi iizre 2005-2007-ci illor iiciin Dévlet
Programi"na miivafiq olaraq Korporativ idareetma
standartlar1 ¢arcivasinde banklarin daxili informasiya
sistemlarinin inkisaf etdirilmasi ve beynslxalq stan-
dartlara uygunlagdirilmasi istigametloerinde meqsed-
yonlii fealiyyet davam etdirilmisdir.

Milli Bankin emsliyyat ve ucot sektorunun
avtomatlagdirilmasini heyata kegiron Bas Miihasibat
Sistemi (BMS) 2001-ci ilde yaradilmigdir. Kegon dovr
arzindko BMS 06denis sistemlori - BMHS ve Xirda
Odenisler iizro Hesablagma Kliring Sistemi ilo
inteqrasiyada etibarli ve davamli, informasiya
tohliikesizliyi toleblori tomin edilmekle foaliyyet
gostormigdir. BMS-nin fovqelade hallarda hazirliq
soviyyasini miioyyen etmoak moagsadile tasdiq edilmis
plan tizra Milli Bankin normativ- metodoloji senadle-
rine uygun olaraq Ehtiyat Markezinde xiisusi telim-
mosq kecirilmis ve fovgelade hallarda sistemin
foaliyyoat gostormesinin hazirliq seviyyasi magbul
hesab edilmisdir.

Informasiya texnologiyalari sahesinde son illorde
beynoalxalq alomde geden inkisaf tendensiyasina
uygun olaraq Bas Miihasibat Sisteminin mdvcud
modullarmin funksionalligmin artirilmast ve inkisaf
etdirilmosi, habelo sistemin miiasir standartlara cavab
veran yeni versiyasinin yaradilmasi zarureti yaran-
migdir. Bu magsedle inkisaf etmis vo MDB moka-
ninda foaliyyet gostoren dlkalorin Markezi Bankla-
rmin tocriibasi dyranilmis, moveud sistemin texnoloji
proseslori tohlil edilmisgdir. Bu sahade goriilen islerin
naticesi olaraq 2006-c1 ilde Bag Miihasibat Sisteminin
yeni versiyasimin yaradilmasi islorine baslanilmis vo
bu moagsedle tender elan edilmigdir. 2007-ci ilde
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conduct the payments either with cash or with other
payment instruments. Meantime, costumers could
take an advantage from the e-banking services.

The enhancement of the geographical scope of
payment systems and increase the access of the
households to the financial resources are intended in
the State Program. To realize this measure the
National Bank with collaboration of Ministry of
Communication and Information Technologies
implemented a project of establishment Azerpost.
Within the project Azerpost will be responsible to
create information system that will encompass post
and financial services, to conduct relevant structural
reforms in providing modern financial services and
to create a system of managing risks and liquidity.
In the coming years, the connection of 1200 region-
al department and branches of Azerpost with the
head office via the telecommunication network is
intended.

In line with implementation of the Presidential
Decree On additional measures to improve the pay-
ment systems of Azerbaijan Republic, the National
Bank, together with relevant government institu-
tions, developed a legal and regulatory framework
for operation and use of POS terminals. On the basis
of this framework over 1500 POS terminals were
installed by commercial banks in retail and service
entities. Efforts were continued to ensure payment
of salaries to employees of budget-funded institu-
tions by plastic cards as well as state enterprises and
joint stock companies controlled by the state.

7.2. Development of information technologies

Under the 2005-2007 strategic goal implementa-
tion program, the National Bank continued to imple-
ment measures aimed at supporting the development
of internal information systems of banks and provi-
sion of methodological assistance to banks for
improvement of such systems to compliance with
international standards under the corporate gover-
nance standards introduction project in line with
accomplishment of the tasks set out in the State
Program for Development of the National Payment
System of the Azerbaijan Republic for 2005-2007.

The General Ledger System that automates the
National Bank's operating and accounting sector
was established in 2001. During the elapsed period
GLS continued to operate in integration with the
AZIPS and GSCS systems, on reliable and continu-

99

al basis, meeting the requirements of information
security. To determine the preliminary level of
International Accounting Standards in emergency
situations, in accordance with the normative and
methodological documents the National Bank main-
tained special training at the Back-up Center and
considered the preliminary level of the system
admissible.

The latest development in information technolo-
gies required appropriate improvements to be made
to the General Ledger System's existing modular
functionalities as well as development of a newer
version of the software that would meet the modern
standards. To this end, experience of CIS countries'
Central Banks was studied and the existing system's
technological processes were analyzed. As a result
of the measures taken to this end in 2006 the works
were commenced for developing a newer version of
the General Ledger System and bids were invited in
this respect. The bidding procedures are expected to
be completed in 2007, the winning bidder will be
selected and development of the newer version of
the GLS will commence.

In 2004, The Centralized Credit Register System
was established within the framework of the
National Bank's "2002-2005 Banking System
Development Strategy ". The system conducted the
registration of individual and corporate borrowers
and provided the banks with the centralized infor-
mation about the borrowers via online.

During the reporting year, the new information
source regarding the standardization of identifica-
tion codes were established and applied at the
Centralized Credit Register System (CCRS).
Meantime, the development of modules has been
maintained in order to conduct information
exchange between the system and the banks. In
order to secure the reliable and sustainable work of
the system the back-up copy of CCRS has been cre-
ated at the Back-up Center. The daily renovations of
the information source of the system via online
regime and effective work of the system in the emer-
gency situations have been ensured.

In 2001, the modern local network system of the
National Bank was created and launched. The
appearance of modern network equipments on infor-
mation technologies in the international sphere
made inevitable the renovation of network equip-
ments on modernization of local network infrastruc-
ture. In this regard, as a result of tender the products



Odenis sistemlori, informasiya texnologiyalart

tender prosedurlarimin tamamlanmasi, icragi sirketin
miloyyon edilmesi vo BMS-nin yeni versiyasinin
totbiqine baslanmasi nazerds tutulur.

Milli Bankin "2002-2005-ci iller {izro bank siste-
minin inkigaf strategiyasi" ¢ercivesindo 2004-cii ildo
Markazlosdirilmis Kredit Reyestri Sistemi yaradilmig
vo istismara verilmigdir. Sistem fealiyyatde oldugu
miiddet erzinds kredit alan fiziki ve hiiqugi sexslerin
reyestrinin aparilmasi vo banklara morkezlosdirilmis
molumatlar bazasindan kredit alanlar haqqinda
molumatlarin online rejiminds olde edilmesi imkani-
nin yaradilmasi temin edilmisdir.

Hesabat dovriinde Markezlosdirilmis Kredit Reye-
stri Sisteminde (MKRS) banklardan kredit alanlarin
(borcalanlarin) eynilegdirme kodlarinin standartlagdi-
rilmast il alagedar yeni melumatlar bazasi yaradilmig
vo totbiq edilmisdir. Eyni zamanda sistemin istifadogi
banklar ilo sistem arasinda informasiya miibadilosini
hayata kegiron modullarin tekmillesdirilmasi hayata
kegirilmigdir. Sistemin respublikanin bank sistemin-
doki ohemiyyetini nozere alaraq, onun etibarli vo
davamli foealiyyetinin temin edilmesi megqsadile
hesabat ilinde Ehtiyat Markezinde Markezlesdirilmis
Kredit Reyestri Sisteminin ehtiyat surati yaradilmisdir.
Sistemin melumatlar bazasinin giindelik olaraq asas
morkezdean online rejiminda elektron xatt vasitosilo
yenilonmesi ve fovgelade hallarda real rejimde
foaliyyet gOstormoaye tam hazir veziyyetde olmasi
tomin edimisdir.

Dévriin teleblerine uygun olaraq 2001-ci ilde miasir
standartlara cavab veran sebake avadanhqlarmin baza-
sinda Milli Bankin lokal sebeka sistemi yaradilmis ve
istismara verilmisdir. 5 ilden artiq bir miiddetde
istismarda olan goboke avadanliglarimin istismar
miiddatinin basa catdigini ve beynslxalq alemde
sobake avadanliglarinin informasiya texnologiyalar
sferasinda yeni, daha miasir texnologiyalarin yaran-
masi hesabat ilinde lokal sebeke infrastrukturunun
modernlogdirilmasi {izre gsoboke avadanliglarinim
yenilogdirilmasini zeruri etmigdir. Bu maqsadla
kecirilmig tender noticesinde soboke avadanliglari
istehsalgilari sirasinda diinya liderlerinden olan CISCO
sirkatinin mehsullart almmis ve Milli Bankin inzibati
binasmnin biitiin mertebslerinda qurasdirilaraq istisma-
ra verilmisdir. Bu zaman sobokados foaliyyet gbsteron
biitlin 6denis ve informasiya sistemlorinin ahengdar
islomoasi tomin edilmisdir. Fovgelade hallarda daxili
yazigmalar sisteminin davamli fealiyyetinin temin
edilmesi magsadilo Ehtiyat Markazinde lokal sabe-
kenin v pogt serverinin ehtiyat surati yaradilmigdir.

Hesabat ilinde Milli Bankda movcud informasiya
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sistemlarinin tohliikesiz ve etibarli foaliyystinin tomini
vo inkisaf etdirilmosi mogsedile yeni - COBIT stan-
dartlarmin tetbiqi ile bagh miivafiq islerin goriilmesine
baslanilmisdir. Bu magqsedle beynalxalq tecriiba
Oyrenilmis, COBIT standartlarmin Milli Bankda tatbiq
edilmasi magsadile "KPMG" beynoalxalq audit sirketi-
nin texniki destoyinden istifade olunmugdur. "KPMG"
sirketinin miitexassislori COBIT standartlarmin Milli
Bankda totbiq edilmsesi ilo elagedar olaraq 4 domen
lizro cari voziyyeti 0ziinde oks etdiren yekun xaorito
hazirlamis ve Milli Banka tehvil vermislor. COBIT
standartlarinin totbigi ile bagl islerin ndvbeti ilde
davam etdirilmesi planlagdirilmigdir.

"Azorbaycan Respublikasinda Milli Odenis Sistemi-
nin inkisafi iizre 2005-2007-ci iller ii¢iin Dévlet Prog-
rami"nin icrasinin tomin edilmasi {izre aparilan islerin
davami olaraq Azarbaycan Respublikasinda foealiyyet
gostoran banklarin daxili informasiya ve hesablasma
sistemlorinin beynolxalq standartlara uygunlasdiril-
mast seviyyesinin askar edilmasi magsadile banklarda
magsadyonlii isler aparilmigdir. Belo ki, Milli Bankin
tolobi vo nozarati altinda hesabat dovriinds 17 bankda
bas ofisle filiallar arasinda online rejimli interfeys tam
olaraq yaradilmis, ehtiyat merkez teskil edilmis,
avtomatlasdirilmus is yerlori, habels daxili informasiya
vo bas miihasibat sistemlori beynoalxalq teloblora
uygun olaraq yeniden qurulmusdur.

Dévlet Programmin icrasinin temin edilmasi ilo
olagadar olaraq dovlet bilidcasinin xozine icrasinin
yeni mexanizminin yaradilmasi, xezino daxilolmala-
rinin markazlesdirilmis hesab vasitesile goabul edilib
avtomatik emalmin temin edilmasi magsedile Milli
Bank terofinden melumat bazalarmin strukturlarinimn,
ddonis senedlorinin yeni formatlarinin, XOHKS-do
istifade olunan Paket ddenisinin doldurulma qaydala-
rinin totbigi sahesinde banklara miintezom olaraq
metodoloji kdmeklik gosterilmisdir.

Hesabat ilinde informasiya texnologiyalarinin qa-
baqcil beynalxalq tocriibaye uygunlagdirilmast mag-
sodilo Milli Bankin Pogt serverinde AntiSpam
miihafizesi yaradilmigdir. Bundan basqa program te-
minatlarinin etibarli istismari tigiin méveud normativ-
metodoloji baza tokmillesdirilmis, beynsalxalq auditin
tovsiyyesine uygun olaraq texniki avadanliglara vo
program teminatlarina xidmet gésteren tegkilatlarin
mileyyen edilmesi ve Milli Bankda istismar olunan
kompiiter avadanliglarinin profilaktik temiri, sazlan-
mast va hisselerinin dayisdirilmesi, habels standart
program teminatlarinin yazilmasi ve sazlanmasi {izro
xidmet ndvlerini miisyyon eden telimat prosedur
qaydalar1 hazirlanmigdir.
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of world's famous network equipment producer
CISCO's products have been purchased and con-
structed in each floor of the National Bank. Then,
the efficient work of payment and information sys-
tems has been ensured. To provide the sustainable
work of the internal exchange system the cope of
local network and post server have been established
at the Reserve Center.

To guarantee and improve the reliable and secure
work of the current information systems of the
National Bank, several measure have been taken for
the application of the COBIT standards. For this
purpose, the international practice has been mas-
tered and the technical assistance of "KPMG" audit
firm has been used. The specialists of "KPMG" have
prepared the final plan for the application of COBIT
standards at the National Bank and gave it to the
National Bank. The measures regarding the applica-
tion of the COBIT standards are planed to continue
in the coming year.

In line with the "State Program for Development
of the National Payment System in the Azerbaijan
Republic for 2005-2007", the National Bank
inspected banks on the status of existing software
used under the corporate governance standards proj-
ect. Comprehensive works were done in conjunction
with banks for acceleration and improvement to
international standards of internal information and

settlement systems in banks operating in the coun-
try. In 2006 17 commercial banks had to completely
rebuild their internal information and general ledger
systems and banks were modernized and upgraded
their systems by installing new additional modules,
with online interfaces between head offices and
branch offices and alternate operating sites, auto-
mated workstations developed.

In order to ensure implementation of the State
Program, new mechanism of treasury performance
of the estate budget was designed, and for automat-
ed receipt and processing of treasury revenues on a
centralized basis, the National Bank designed data-
base structures, new formats of payment documents
and methodological assistance to banks regarding
rules for completing the bulk payment used in the
GSCS.

During the reported year, in order to ensure that
information technologies meet advance internation-
al practices, the National Bank's Post server was
equipped with Anti-Spam protection. In addition, to
ensure reliable operation of the software, in accor-
dance with international practices, procedures were
developed for selection of entities for preventive
repairs of the National Bank's hardware and comput-
er equipment, as well as for development and instal-
lation of standard software programs.
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VIIL. DENOMINASIYA VO NAGD PUL
DOVRIYYOSI

8.1.Denominasiya

Milli Bankin 2006-c1 ilde heyata kegirdiyi on iri
miqyasl layihelerden biri de denominasiya olmusdur.
Azarbaycan Respublikasi Prezidentinin "Azerbaycan
Respublikasinda pul nisanlarinin nominal daysrinin v
qiymatlor miqyasimin deyisdirilmasi (denominasiyasi)
haqqinda" 2005-ci il 7 fevral tarixli Fermania uygun
olaraq denominasiya G6lkede qiymetler miqyasini
optimallagdilrmag, manatin mezannasinin diinyanin
aparici valyutalarm miibadile mezennslerine yaxinlas-
dirmaq, manata olan inami artirmaq, milli pul
nisanlarimin  dizaynini, mihafizesini ve nominal
strukturunu  beynalxalq standartlara uygunlagdirmaq
moaqsadile hayata kegirilmisdir.

Zaruri hazirliq islerinden sonra 2006-c1 il yanvar
aymin 1-don etibaren lkeds yeni nasil pul nisanlarmin
dovriyyeye buraxilmasina baglanmigdir. Beynalxalq
tacriibayo vo xarici ekspertlorin tovsiyyalorine uygun
olaraq yeni pul nisanlar1 dévriyyeys merhalalerle, yeni
yanvar ayinda 1 ve 5 manatliq eskinaslar vo gopikler,
mart ayinda 10 ve 20 manatliq askinaslar, aprel ayinda
ise 50 vo 100 manathq eskinaslar dovriyyeye
buraxilmigdir. Umumilikde, dovriyyeye 12 nominalda
pul nisanlar1 buraxilmigdir. Bunlardan 6-s1 eskinaslar-
dan, 6-s1 ise metal sikkelorden ibaratdir. Qeyd edak ki,
Pul Islahati Komitesinin gerarina uygun olaraq yeni
nasil pul nisanlarinin hazirlanmasi ile elagedar
miiqavile Avstriya Milli Bankimin OeBS ¢ap sirketi ilo
baglanmugdi.

Todaviile yeni pul nisanlarmin buraxilmasi ile
olagadar 6lke ictimaiyystini melumatlandirmaq tigiin
miixtelif kiitlovi informasiya vasitelerinde, o cimleden
radio ve televiziya kanallarinda Milli Bankin emekdas-
lar1 terefinden goxsayh ¢ixislar edilmis, diger maarif-
londirme igleri aparilmisdir. Eyni zamanda bank
sektoru emekdaslar1 liglin miivafiq seminarlar togkil
edilmigdir. Denominasiya ile slagedar olaraq meydana
cixan suallar1 operativ cavablandirmaq igiin Milli
Bankda qaynar xott, habelo Milli Bankin Internet
saytinda xiisusi pencera agilmisdir.

Metal pullarin (qepiklerin) dovriyyesi ile slagedar
problematikanin dyrenilmesi maqgsadile ticarat obyekt-
lerinde ve digar xidmat miiessiselarinds monitoringler

aparilmis, iri ticaret obyektlorinin ve miiessiselerinin
gopiklare olan telabati Milli Bank terafinden temin
edilmigdir.

Umumilikde, Azerbaycanda denominasiya miivoffo-
qiyyetlo reallagdirilmigdir. Belo ki:
il arzinde kohne pul nisanlarinin asas kiitlasinin
(99%-nin) todaviilden ¢ixarilaraq yenilori ilo
avozlenmasi basa catdirilmigdir. Kohna pul
niganlarinin qalan hissasi Milli Bankin, eloce do
Olkade fealiyyet gosteren banklarm biitiin
qurumlart vasitesile her hanst mehdudiyyet
olmadan deyisdirile biler.
Miivafiq normativ-hiiquqi aktlarda, habels bank
sisteminin daxili idareetms, informasiya ve
6denis sistemlorinde vaxtinda aparilmis miivafiq
dayisiklikler denominasiyanin revan ve selis
sokilde aparilmasina imkan vermisdir. Olagadar
dovlet organlarinin fealiyyetinin bu sahads six
koordinasiyast da prosesin ritmikliyinin temin
olunmasinda miihiim rol oynamisdir.
Hoyata kegirilon tam masstabli pul islahati ve
olke igtisadiyyatinda giymatler masstabinin yeni
miqyasa kegilmasi naticesinde ugot ve hesabat
islori eshamiyyetli deraceds sadelegmisdir.
Hom tohlikesizlik, hom do dizayn baximindan
beynalxalq standartlara uygun yeni pullar
dovriyyeye buraxilmisdir. Diinyanin niifuzlu
institutlar1 terefinden yeni oskinaslarin ve
sikkalorin ekspertizasi onlarin  beynsalxalq
standartlara tam uygun oldugunu gostermisdir.
Gozlenildiyi kimi denominasiya ohalinin manata
olan inammin daha da artmasina miisbet tasir
gostormisdir. Bunun esas sebablerinden biri de
odur ki, manatin mazennasi diinyanin an aparici
valyutalarina yaxin seviyyade formalagmisdir.

Aparilmig tehliller denominasiyanin "texniki inflya-
siya"ya gotirib ¢ixarmadigini  géstermisdir. Ciinki,
denominasiyadan sonra pullarm formalagan nominal
strukturu qiymetlerin artirilmaq istiqamstinde yuvar-
laglagdirilmasina zerurat yaratmamigdir. Yeni, mahsul
vo xidmatler iizre istenilon qiymetin yeni valyuta ilo
ekvivalent moblegde qiymetlere transformasiyasi
miimkiin olmus, moveud qiymstler diapozonu meh-
dudlasmamugdir. Beloslikla, biitovliikde denominasiya-
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VIII. DENOMINATION AND CASH
TURNOVER

8.1. Denomination

One of the largest of the National Bank's projects
in 2006 was denomination. Pursuant to Presidential
Decree of February 7, 2005 On denomination of
the nominal value and price scope of bank notes of
Azerbaijan Republic, the denomination was carried
out in the country in order to optimize the price
scope, to bring manat's exchange rate to those of
the world's leading currencies, to increase the con-
fidence in manat, and to improve the design, secu-
rity and nominal structure of the national currency
to international standards.

Following the necessary preparatory works,
issuance of the new generation bank notes started
on January 1, 2006. Based on international experi-
ences and recommendations of foreign experts, the
issuance of the new bank notes to circulation was
conducted on a phased basis, that is in January 1
and 5 manat bank notes, in March 10 and 20 manat
bank notes, in April 50 and 100 bank notes were
issued. Overall, a total of 12 denominations of
bank notes were issued. 6 of these are bank notes
and 6 are coins. It should be noted that the Money
Reform Commission's decision selected the
Austrian National Bank's OeBS printing company
for designing the new generation of bank notes.

Concerning the supply of new bank notes to circu-
lation, several enlightenment policies for the popula-
tion have been implemented through the mass media
by the National Bank. Also various seminars have
been organized for the banking sector representa-
tives. To respond operatively to the questions regard-
ing the denomination, the hot line and a special win-
dow have been established at the National Bank.

Trade and other service entities were monitored
in order to study the problems of circulating coins;
and the National Bank covered the needs for coins
of large trade entities and enterprises.

In general, the denomination in Azerbaijan was
successful. Thus:

e During the year old bank notes were with-
drawn and replaced with new ones (99%).
The remainder of the old banknotes can be
exchanged without any limitation of period
at the National Bank as well as any other
banks.

Appropriate amendments to the relevant
legal and regulatory acts, as well as the bank-
ing system's internal management, informa-
tion and payment systems allowed for
smooth and efficient implementation of the
denomination. Close coordination with the
related government entities played a special
role in this process.

The accounting and reporting procedures
were simplified substantially as a result of
comprehensive money reform and intoduc-
tion of new price scale in the economy.
New bank notes were issued into circulation,
both from security and design standpoint
meeting international standards. Expert
assessments of bank notes and coins by the
world's leading institutions evidenced that
they fully meet international standards.

As expected, the denominated demonstrated
the public's increasing trust in manat. The
primary reason is that the exchange rate of
manat is formed at a level close to that of the
world's leading currencies.

Analyses indicate that denomination did not lead
to technical inflation. Because the nominal struc-
ture of bank notes formed after the denomination
did not create any necessity for increasing prices.
That is, any price for goods and services could be
transformed into an equivalent amount in the new
currency, the range of existing prices was not lim-
ited. Thus, successful denomination enabled envi-
ronment for the society's and the economy's easy
operation of the new bank notes.
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nin ugurla hoyata kegirilmosi comiyyeatin vo olke
iqtisadiyyatinin yeni pullarla rahat islomasine tam
sorait yaratmigdir.

8.2. Nagd pul dovriyyesi

Olkado denominasiya nagd pula olan telobatmn
yiiksek temple artmasi goraitinde hayata kegirilmisdir.
Nagd pula tolobin yiikselmosi bir terafden dlke
iqtisadiyyatimin siiretlo inkisaf etmosi vo bu osasda
dovlet biidcesi xorclorinin artmasi, digar torofden iso
dollarlagma seviyyesinin azalmasindan qaynaqlanmig-
dir. 2006-c1 ilde 2005-ci ille miigayisede dovriyyoda
nagd pul kiitlesi 855,2 min. manat vo ya 2,4 dofo
artaraq 1449,3 min. manata ¢atmisdir.

Olkada bas veran inkisaf vo hayata kegirilon genis
sosial programlar nazers alinmagla nagd pula telebatin
prognozlagdiriimast isi daha da tekmillesdirilmisdir.
Hal-hazirda nagd pula olan telebatin miioyyonlos-
dirilmasi beynolxalq standartlara uygun modelo asason
hoyata kegirilir. 2006-c1 ildo "tomiz pul siyaseti"
prinsiplori esasinda model daha da tekmillos-
dirilmigdir. Bu model asasinda artiq 2007-2009-cu illor
tictin de nagd pula telobat mileyyen edilmisdir.

8.3. Xozinonin yenidon qurulmasi

Azarbaycan Respublikasi Prezidentinin "Azerbaycan
Respublikasinda pul nisanlarmin nominal deyerinin vo
qiymatlor miqyasimin deyisdirilmasi (denominasiyasi)
haqqinda" 2005-ci il 7 fevral tarixli formanindan irali
golon vazifsleri yerine yetirmok ligiin Milli Bankin xe-
zinasinda 2006-c1 il arzindo asagidaki istiqgamatlorde is

apartimisdir:
e Yeni nosil pul nisanlarinin gobulu vo yerlos-
dirilmosi;
o Nagd pul dovriyyesinde "temiz pul" siyasatinin

tomin edilmasi magsadile qurasdirlmis beynal-
xalq standartlara uygun oskinascesidloayici
sistemlorin totbiqi;

e Yeni ig soraitine uygun progressiv hiiquqi-
normativ bazanin hazirlanmast;

o Kohno nosil pul nisanlarinin dévriyyeden
yigilmas;

e Dovriyyadon ¢ixartlan kdhne nasil pul

nisanlarmin miasir beynoalxalq standartlarm
tolablorine uygun mehv edilmosine hazirliq.
2006-c1 il arzinde Milli Bank terafinden ehalinin
tolobata uygun nagd pulla tomin edilmesi iigiin zaruri
tadbirler hayata kecirilmis vo paralel olaraq ohaliden
kohne nesil pul nisanlarmim gebulu ve onlarin
yigilmast togkil edilmisdir.
Il orzinde Milli Bankin xezine infrastrukturu
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genislondirilmis vo tokmillegdirilmisdir. Osas xozino
anbart miiasir teleblere uygun yeniden qurulmusdur.
Anbarda Avropanin aparici merkezi banklarinin
tocriibasi esasinda avtomatlasdirilms stellaj-konteyner
sistemi qurasdirilmigdir. Bu sistemin totbiqi nagd pul
vo qiymatlilorin saxlanma geraitini, onlarm tehliikesiz-
liyi vo ucotunun aparilmasini optimallagdirmaga vo
keyfiyyotco daha yiiksok soviyyaye qaldirmaga imkan
vermisdir. Eyni zamanda nagd pul ve giymatlilorlo
amaliyyatlarda miiasir texnologiyalarm tatbiqi lictin
miivafiq sorait yaranmigdir.

Yeni nosil pullarin dévriyyeye buraxilmast ilo
paralel olaraq onlarin tokrar dovriyyaye hazirlanmasi
tictin milasir tipli yiiksek texnoloji avadanliglarm
totbigine baslanmisdir. Bu avadanliglarin tetbiqi
naticesinde yenidensayma-gesidloma emsliyyatlarmin
optimallagdirilmasina, proseslorde ol emayinin, eyni
zamanda insan faktorunun minimallagdiriimasina,
mohsuldarligin artirilmasina nail olunmusdur. Homin
sistemlor pullarin keyfiyyot parametrlorine osasen
cesidlonmosi, saxta vo dovriyyaye yararsiz pullarin
askarlanmasi ve kenarlagdirilmasi, pullarin formalagdi-
rilmasi vo qgablagdirlmasinin tam olaraq avtomatlas-
dirilmasmma imkan vermisdir ki, bu da qeyd olunan
proseslarin obyektivliyini artirmis, nagd pul dovriyye-
sinde "temiz pul" siyasetinin temin edilmesine sorait
yaratmisdir.

Dévriyyaye buraxilmig metal pullarin (qoepiklerin)
yeniden sayilmasi, ¢esidlonmaesi ve formalagdirilmasi
moagqsadile xiisusi ¢esidlayici ve qablasdirici avadanlig
alinaraq istismar olunmaga baglanmigdir.

Dévriyyaden cixarilan kéhne nesil pul nisanlarinin
toplanmasi meagsedile imumi tutumu 300 min. aski-
nasdan artiq olan 2 sayli Xoezino yaraditmusdir. il
arzinde hamin xozinade dovriyyoeden ¢ixarilmig kéhno
nasil pul nisanlarmin gebulu va yerlosdirilmesi tomin
edilmisdir.

Eyni zamanda 2 sayli Xozinede dovriyyaden
cixartlan askinaslarin yeniden sayilib formalasdiriimasi
vo moehv olunmaq ii¢lin Mehvetma {izre Dovlet
Komissiyasma tehvil verilmasinin temin edilmasi
mogqsadile miivafiq seraitin yaradilmasi istiqametinda
bir sira todbirler yerine yetirilmisdir. Bu maqsedla
pullarin yeniden sayilmasi iigiin eskinasgesidloyici
sistemin vo mohvedici-briketlogdirici avadanliglarin
almb quragdirilmasi istigametinde isler goriilmiisdiir.
Qeyd olunan avadanliglarin tetbiqi mehv etmo
proseslerinin milasir beynolxalq standartlara uygun
toskiline vo onlarm seffafligina, eyni zamanda mehv
etmo proseslorinin tohlilkesiz vo tez zamanda basa
catdirilmasma imkan verocokdir.

Dévriyyaden yigilan kohne pul nisanlarmin Milli
Bankin xozinalorinde yerlosdirilmosi isi toskil
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8.2. Cash turnover

The denomination was conducted against the
background of high rate increase of the cash
demand. The increased cash demand was caused,
on one hand, by the rapid economic development
and the increased state budget expenditures, and,
on the other hand, with the reduced dollarization
level. Cash turnover in 2006 reached AZN1449.3
mln. by increasing by AZN855,2 mln. or 2,4 times
as compared to 2005.

Considering the development and comprehensive
social programs implemented in the country, cash
demand projection and forecasting are further
improved. Currently cash demand is identified
using a model that meeting international standards.
In 2006 the model based on the "clean monetary
policy" was also improved. The cash demand for
2007-2009 has been identified based on that model.

8.3. Restructuring of the treasury

In order to implement the objectives set in
Presidential Decree of February 7, 2005 On
denomination of the nominal value and price scope
of bank notes in Azerbaijan Republic", the
National Bank's treasury implemented the follow-
ing actions in 2006:

Receipt and placement of the new generation
bank notes;

Application of the bank note ranging systems
meeting international standards in order to
provide for implementation of the "clean
money" policy in the cash turnover;
Development of a progressive legal and reg-
ulatory framework consistent with the new
working environment;

Withdrawal of the old generation bank notes
from circulation;

Preparation for liquidation of the withdrawn
old generation bank notes from circulation in
accordance with best international standards.

During 2006, National Bank implemented neces-
sary measures to meet the population's needs for
cash and, in parallel, to receive and collect old gen-
eration bank notes from the public.

During the year, the National Bank's treasury
infrastructure was expanded and improved. The
main treasury warehouse was restructured in accor-
dance with modern requirements. A racking con-
tainer system was installed in the warehouse based
on the experiences of Europe's leading central
banks. Implementation of this system allowed for
optimizing the storage conditions for cash and
valuable items, their security and accounting. Also,
environment was enabled to apply state of the art
technologies in cash and valuable item transac-
tions.

In parallel to issuing new generation bank notes,
implementation of the modern equipment for their
secondary turnover was commenced. Implemen-
tation of that equipment optimized the recounting
and sorting operations, minimized manual labor
and human factor in these processes and increased
productivity. These systems allowed for complete
automation of sorting of bank notes based on qual-
ity parameters, identification and removal of unfit
bank notes, formation and packaging of bank
notes, which increased the objectivity of the said
processes, and enabled environment for imple-
menting the "clean money" policy in cash turnover.

In order to recalculate, assort and shape the metal
money in the circulation special packing equip-
ments have been purchased and put into operation.

Treasury No.2 has been established with a hold-
ing capacity of over 300 mln. of bank notes in
order to collect old generation bank notes removed
from circulation. During the year this treasury
received and placed old bank notes removed from
circulation.

At the same time, a number of measures were
taken to enable environment for handing over the
bank notes removed from circulation to the State
Liquidation Committee for recounting and forma-
tion at the Treasury No.2. To this end, efforts were
made to purchase and install a bank note sorting
system and destruction and bracketing equipment
for bank notes. The said equipment will improve
the destruction processes to compliance with inter-
national standards and ensure their transparency, at
the same time, will ensure safety and quick com-
pletion of the destruction processes.

The old notes from the circulation have been
placed into the treasury of the National Bank. In
order to abolish old notes, a project stating "The
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olunmusdur. Kéhno pul nisanlarinin mehv edilms tigiin
hazirlanmast istiqamatinde "Saxta pul nisanlari istisna
olmagqla tedaviilden ¢ixarilmis pul nisanlarmin mehv
edilmosi  Qaydalari"nin  layihesi  hazirlanaraq
Azoarbaycan Respublikasinin Nazirlor Kabinetino
gonderilmigdir. K6éhne pullarin mehv edilmasi homin
Qaydalar ¢orcivesinde hayata kegirilocakdir.

Yeni texnoloji baza esasinda kassa isinin
tokmillogdirilmesi ¢orgivasindo emissiya-kassa iginin
toskili vo kassa omsliyyatlarmin aparilmasi barade
yeni qaydalar hazirlanmus, yeni is rejiminds beynalxalq
standartlara uygun xozine-saxlanc ve pul ¢esidloyon
avtomat sistemlorinin is prinsiplori miieyyon
edilmisdir.
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Rules on Abolishment of Old Notes from the
Circulation apart from Fake Money" has been pre-
pared and sent to the Cabinet of Ministers. The
abolishment of old notes will be realized within
this project.

New procedures were developed for issuance and
cash operations and cash transactions along the
lines of improving the overall cash operation based
on new technologies; operating principles have
been identified in accordance with international
standards for treasury and storage and money sort-
ing automated system.
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IX. MILLI BANKIN BEYNOLXALQ
OLAQOLORI

Azarbaycan bank sisteminin Avropa direktivleri vo
Bazel prinsiplerine uygun olaraq inkisaf etdirilmasi vo
Avropa Birliyine inteqrasiya Milli Bankin miiayyen
etdiyi strateji hadefler sirasindadir. Milli Bank Avropa
dlkelorinin Markezi Banklar1 vo Maliyye Institutlari ilo
yaxin omokdasligi yiiksek qiymetlendirir, belo
omokdasligin genislendirilmesine yiiksek ehemiyyet
verir. Bununla slagadar olaraq Milli Bank beynoelxalq
olagalerine ve merkezi banklar ve maliyye institutlart
torofinden togkil edilon beynslxalq konfrans ve
seminarlarda istiraka xiisusi diqget yetirir. Milli Bankin
beynalxalqg emekdashginin  esas istiqgametlori
Avropaya inteqrasiya, beynealxalq maliyye institutlari
ilo vo xarici markozi banklarla emekdashqdir.

9.1.Avropaya inteqrasiya

Avropaya Inteqrasiya Azarbaycan iigiin demokratik
sokilde inkisaf etmokde olan bir 6lke kimi bazar
iqtisadiyyatim togviq etmoak vo Avropamin bir hissesine
cevrilmak kimi basa disiiliir. Bununla elagedar olaraq
Azerbaycan Bank sisteminin Avropaya inteqrasiyasi
Milli Bank iigiin asas prioritetlordendir.

Azorbaycan il Avropa Ittifaqr (Al) arasimda 1996-c1
ildo imzalanmig Terofdasliq ve Omekdaslq Sazisi
(TOS) Al ilo Azerbaycan arasinda elagelerin hiiquqi
vo praktiki bazasini toskil edir vo Azerbaycanin Al ilo
miinasibetlerinde yeni imkanlar agir. Azerbaycan
Respublikasi Prezidentinin 2005-ci il 1 iyun tarixli
Seroncami ilo Azerbaycan Respublikasmin Al-nin
"Avropa Qonsuluq Siyaseti"ne daxil olmasi ve
Azorbaycan iizre Foaliyyet planinin iglenib
hazirlanmasi ilo bagli Azerbaycan Respublikasinin
Avropaya inteqrasiya iizro Ddvlet Komissiyasi
yaradilmisdir. 2006-c1 ilin 14 noyabr tarixinde Al ilo
Azerbaycan arasinda gebul edilmis Faaliyyet planinda
Milli Bankin teklifi esasinda regionlarda bank
xidmetlorine ¢ix1s imkanlarinin temin edilmasi,
omanatlerin sigortalanmasi sisteminin tosisi, ipoteka
kreditlogmasi sisteminin hiiquqi bazasimin inkisaf
etdirilmasi vo s. masalolor 6z oksini tapmigdir.
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9.2. Beynolxalq Maliyye Institutlar1 ilo ©mekdasliq

Azerbaycan Respublikasi Milli Banki hemginin
Beynolxalq Valyuta Fondu (BVF), Diinya Banki (DB),
Avropa Yenidenqurma ve inkisaf Banki (AYIB), Asiya
Inkisaf Banki (AIB), Qara Deniz Ticarot vo Inkisaf
Banki (QDTIB), Beynolxalq Hesablasmalar Banki
(BHB) ilo emokdaglhigmi davam etdirir.

2006-c1 il orzinde Beynelxalq Valyuta Fondu ilo
omokdasliq IV madde iizre meslehatlogmaler
carcivesinde iqtisadi vo maliyya siyasetinin qiymat-
londirilmasi kontekstinde aparilmis vo inflyasiyanin
hoadeflonmasi rejimine kegid ilo bagh hazirlig, miivafiq
todgiqat-prognozlagdirma potensialinin giiclondiril-
mosi, Milli Bankin sterilizasiya ve agiq bazar
ampliyyatlarmin tekmillegdirilmasi, makroiqtisadi
soklarin bank sisteminin sabitliyine miimkiin menfi
tasirlorinin gabaqcadan miieyyen olunmasi ve nazaret
mexanizmlerinin giiclondirilmasi vasitesile garsisimnin
alinmast ve s. bu kimi masolaler barede miizakire veo
maslohatlogmeler iizerinde fokuslasmigdir. Bundan
basqa, BVF ile yaxin emekdasliq ¢ercivesinde 2006-ct
ildon BVF-nin Statistika departamentinin emekdasi
Milli Bankda xarici borcun statistikasi mdvzusunda
uzun miiddetli maslehat xidmeti gdstermekdadir.

Oton il erzinde prioritet moselolorden biri do
qarsidaki illerde Diinya Banki ilo emekdasligin
golacak istiqgametlerinin mileyyenlegdirilmesi ve yeni
Olke Torofdasliq Strategiyasinin tosdiq edilmosi
olmusdur. 2006-c1 il arzinde Diinya Bankimin Direk-
torlar Suras1 Azerbaycan {izre miixtelif sektorlarda 8
layihoni tesdiq etmigdir. Milli Bank terafinden
olagelendirilen Maliyye Sektoruna Texniki Yardim ve
Maliyye Xidmetlorinin inkisafi layiheleri gercivesinde
ohomiyyaetli islor goriilmiisdiir. Milli Odenis
Sisteminin daha da inkisaf etdirilmesi, rayonlarda ve
kond yerlorinde halinin, ev toserriifatlarmin ve diger
tosorriifat subyektlorinin maliyye xidmetlerine ¢ixis
imkanlarmin artirilmast mogsedile hayata kegirilon
Maliyyoe Xidmatlorinin Inkisafi layihesi corcivesinde
"Azorpogt"un institusional ve xidmet qabiliyyetinin
yaxsilagdirilmast ve onun maliyye xidmatlori
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[X. NATIONAL BANK'S INTERNATIONAL
RELATIONS

To improve the banking system of Azerbaijan in
accordance with the European directives and Basel
principles and integrate to the European Union are
among the goals of the National Bank. The National
Bank highly values the collaboration with the
European Central Banks and Financial Institutions
and is pleased to extend such relations. In this regard,
the National Bank gives special attention to its inter-
national relations and participation at the internation-
al conferences and seminars organized by the various
international financial institutions. Integration to
Europe, collaboration with international financial
institutions and central banks are the main directions
of the National Bank’s international affairs.

9.1. European integration

Azerbaijan defines European integration as a strate-
gic mission as a democratically developing country
seeking to promote market economy and being a part
of Europe. In this view, integration of Azerbaijan's
banking system to Europe is a top priority for the
National Bank.

The Partnership and Cooperation Agreement (PCA)
signed between Azerbaijan and European Union (EU)
in 1996 determines the legal basis for EU's and
Azerbaijan's relations and establishes new opportuni-
ties for Azerbaijan's relations with EU.

Azerbaijan's partnership with the FEuropean
Community continued in 2005 under the European
Neighborhood Policy (ENP) program. Presidential
Decree of June 1, 2005 established the Azerbaijan
Republic's European Integration State Committee
along the lines of Azerbaijan's accession to the
European Union's European Neighborhood Policy and
development of the Azerbaijan Activity Plan, and such
Activity Plan for cooperation with the European Union
was developed.

Activity Plan adopted on November 14, 2006 by
Azerbaijan and EU, based on the National Bank's pro-
posal, contains actions to improve access in rural areas
to banking services, to set up an individual deposit

insurance scheme, to develop a legal framework for the
mortgage lending system, etc.

9.2. Cooperation with international financial institu-
tions

National Bank of Azerbaijan also continues to coop-
erate with the International Monetary Fund (IMF),
World Bank (WB), European Reconstruction and
Development Bank (EBRD), Asian Development
Bank (ADB), Black Sea Trade and Development Bank
(BSTDB), Bank for International Settlements (BIS).

Cooperation with the International Monetary Fund
in 2006 was continued in the context of economic and
financial policy evaluation along the lines of Article
IV consultations. In addition, a staff member of the
IME"s Statistics Department has been providing the
National Bank with long-term advisory assistance on
the foreign debt statistics starting from 2006, under
the overall framework of cooperation with the IMF.

During the past year, one of the priorities was
determining the cooperation objectives with the
World Bank and approval of the Country Partnership
Strategy. In 2006 the World Bank's Board of
Directors approved 8 projects in different sectors in
Azerbaijan. Significant works have been conducted
under the Financial Sector Technical Assistance and
Financial Services Development projects coordinated
by the National Bank. Under the Financial Services
Development Project designed to further promote the
National Payment System, to improve access to
financial services of individuals, households and
other entities in regions and rural areas, significant
measures were implemented in order to improve the
institutional and servicing capacity of Azerpost and to
reinforce its capacities to provide financial services.
Implementation of the Poverty Reduction Assistance
Facility project designed to improve the
Government's ability to effectively manage
Azerbaijan's natural resources and to stimulate and
promote balanced economic growth and job creation
was completed in June 2006.
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gostormak imkanlarinin giiclondirilmasi istigamatinda
miithiim todbirler goériilmiisdiir. Azerbaycanin tobii sor-
votlerinin semearali idare edilmesinde Hokumsatin
imkanlarini artirmaq ve tarazlagdirilmis iqgtisadi artimu,
is yerlarinin yaradilmasini stimullasdirmaq meqsadilo
hayata kecirilmis Yoxsullugun Azaldilmasina Yardim
Krediti layihasinin icrast 2006-c1 ilin iyun ayinda basa
catmisdir.

flin sonunda 2007-2010-cu illeri ohato edon yeni
Olke Torofdashq Strategiyasmimn layihesi tosdiq
olunmusdur. Bundan elave Hokumsetin maliyye sek-
torundaki islahatlar programinin desteklonmesi iigiin
Milli Bankin toklifi ile Maliyye Sektorunun
Modernizasiyasi Layihosi yeni Strategiyaya daxil
edilmisdir. 2006-c1 il orzinde Milli Bankla Diinya
Banki arasinda miixtolif movzulari ehate eden ¢oxsayli
gortislor kecirilmis vo amokdashgin cari voziyyeti vo
golocok inkisaf perspektivlori miizakire olunmusgdur.

Diinya Banki ilo emoakdasliq, hamg¢inin, Milli Bankin
valyuta aktivlerinin idaro edilmesi iizre RAMP
programi ¢ar¢ivasinds do hayata kegirilmis ve bununla
bagli Milli Bankla Diinya Banki arasinda miivafiq
razilasma imzalanmisdir, proqram ¢orgivesinde Milli
Bankin miivafiq departamentlorinin emokdaslar1 bir
sira aidiyyat1 seminarlarda istirak etmislor.

Avropa Yenidonqurma ve Inkisaf Banki ilo
Azorbaycanda maliyye sektorunun giiclondirilmasi
istigamoatindo emokdasliq davam etdirilmokdadir.
AYIB-in Idare Heyati 17 may 2005-ci ildo Azorbaycan
iizro Olko Strategiyasini tosdiq etmisdir. Strategiya (i)
qgeyri neft sektorunun inkisaf etdirilmosi; (ii) maliyyo
sektoru; (iii) infrastruktur layiheleri; ve (iv) tobii
chtiyatlarin idaro olunmast kimi osas istiqametlorde
omokdashigin inkisaf etdirilmesini nezerds tutur.
Umumiyyetlo, AYIB Azorbaycanda foaliyyote basla-
dig1 dévrden 2006-c1 ilin sonunadek imumilikde 61
6lke vo regional soviyyali layihoni dostoklomisdir.

Maliyya sektoru iizro foaliyyot istigameti bank
sisteminde aparilan islahatlar, maliyye siyaseti vo
respublikanin maliyye institutlarina dair gelocek
siyasotin toskili vo hoyata kegirilmesino yonoldilmis
AYIB, 6z foaliyyet dairesini 2006-c1 ilde bir sira kom-
mersiya banklarma ayirdigr kredit xotlori, ticari
maliyyelasdirma programi, kigik ve orta miiassisalorin
dostoklonmasinin giiclondirilmesi magsedile texniki
yardim vo kapitala investisiyalar vasitosilo daha da
genislondirmisdir.

Asiya Inkisaf Bank ilo Milli Bank arasinda 2006-c1
il orzinde intensiv emokdasliq olagelori davam
etdirilmisdir. Belo ki, AIB-nin Azerbaycandaki daimi

niimayondoliyi ilo bank sektoru {izro miitomadi
informasiya miibadilosi aparilmisdir. AIB-in Ticarotin
Maliyyalosmoasine Maliyye Destoyi  proqrami
corgivesinde Azerigazbanka, Mikromaliyyelosdirma
Bankina ve Bank Respublikaya her birine 4 min. ABS
dollar1 meablaginde ticarat emsliyyatlarin maliyyelos-
masind dair kredit miiqavilesi imzalanmigdir.

9.3. Xarici Morkozi Banklar ve Institutlarla
Omokdasliq

Azorbaycan Milli Bankimin foaliyyetinin qabagcil
Avropa Morkezi Banklarinin seviyyesine catdirmaq
magsadile il arzinde inkisaf etmis Slkelorin morkezi
banklar1 ilo mdvcud omokdasliq olageleri inkisaf
etdirilmis vo yeni alagolorin yaradilmasi fizre miivafiq
todbirlor goriilmiisdiir.

e Isvegro Milli Banki (IMB) ilo ikitorafli amok-
dasliq olagelerimiz bu il do ugurla davam
etdirilmisdir. {lin evvelinde Milli Bankin niima-
yonda heyoti IMB-nin pul siyasetinin hazirlanib,
hayata kecirilmasi sahosinda tocriibesi ilo tanig
olmaq maqsadile IMB-yae sefor etmisdir.

e Almaniya Bundesbanki ilo emokdasliq 2006-c1
ildo do yiiksok seviyyade davam etdirilmisdir. 1
arzinde Bundesbankda Milli Bankin emekdas-
lar1 ii¢lin morkozi bank statistikast mévzusunda
seminar kecirilmis ve miivafiq bankgiliq sahslori
tizro Milli Banka texniki yardim gostorilmisdir.

e Tiirkiye Ciimhuriyyeti Markez Banki (TCMB)
ilo ikiterofli emokdaslq g¢orcivesinde Gton il
arzinde Milli Bankin bir emekdasi TCMB-da
todqigatlar sahasinda bir ay miiddatinda tacriibo
miibadilesi kegmisdir.

e Milli Bankin amokdaslar1 todqiqatlar, maliyye
menecmenti sahalorinda biliklorini artirmaq ve
Polsa Milli Bankinin (PMB) is tocriibasinin
Oyronilmesi moqsadilo PMB-a da sefer etmis-
lor. Eyni zamanda 2006-c1 ilde PMB-nin niima-
yonda heyoti texniki yardim ¢orgivesinde daxili
audit isinin giymetlondirilmesi ile bagli Milli
Banka sofor etmisdir.

e Milli Bankin bir emoekdasi insan resurslarinin
idaro edilmosi sahasinde Fransa Milli Banki to-
rofinden toskil edilon seminarda istirak etmisdir.

e Bankimizin emekdaslart ilin  evvelinde
hamg¢inin Avstriya Milli Banki terefindon toskil
edilmis seminarda da istirak etmislor.

Azoarbaycan Respublikasinin  donor foaliyyeti
corcivesinde Morkezi Afrika Olkelori Banki, Oman
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At the end of the year the new draft Country
Partnership Strategy was approved that covers the
period of 2007-2010. In addition, the new Strategy
included the Financial Sector Modernization Project,
as proposed by the National Bank in order to support
the Government's financial sector reform program.
During 2006 the National Bank held numerous meet-
ings and discussions with the World Bank covering a
number of topics and discussed the current state and
future development prospects of cooperation.

The collobaration with the World Bank also real-
ized within the RAMP program and with this regard
an agreement have been signed between the
National Bank and World Bank. Within this pro-
gram the associates of the National Bank have
attended at various seminars.

Cooperation was continued with the European
Reconstruction and Development Bank for further
reinforcement of Azerbaijan's financial sector.
EBRD's Board approved the Azerbaijan Country
Strategy on May 17, 2005. The Strategy covers (i)
development of the non-oil sector; (ii) financial sec-
tor; (iii) infrastructure projects; and (iv) develop-
ment of cooperation in terms of management of nat-
ural resources. In general, EBRD has implemented
61 country-wide and regional projects since the time
of commencement of its operations in Azerbaijan
through the end of 2006.

EBRD that aims its financial sector activities at
supporting banking system reforms, financial policy
and future policy with respect to the country's finan-
cial institutions, expanded its operational scope by
technical assistance and equity investments in order
to further expand lines of credit support to selected
commercial banks, trade financing program, small
and medium enterprise support.

National Bank continued its intensive partnership
relations with the Asian Development Bank in 2006.
Thus, information is shared on a regular basis with
the ADB's Resident Representative Office in
Azerbaijan regarding the banking sector. Under the
ADB's Trade Financing Financial Support program,
loan agreements were signed with Azerigazbank,
Microfinance Bank and Bank Respublika for granti-
ng each a USD4 mln. loan for trade financing.

9.3. Cooperation with foreign central banks and
institutions

Relations with the central banks of industrially

developed countries were further improved during
the year in order to improve the National Bank's
activity to compliance with the advanced European
Central Bank's practices as well as measures were
taken to build new contacts and relations.

Our cooperation relations with the Swiss
National Bank (SNB) continued successfully
during this year too. At the beginning of the
year, the National Bank's delegation visited
the SNB in order to learn the SNB's monetary
policy development and implementation
experiences.

Cooperation with Germany's Bundesbank
continued in 2006 at a high level. During the
year Bundesbank organized seminars on
banking statistics for the National Bank's
employees and provided technical assistance
to the National Bank on relevant banking
issues.

An employee of the National Bank spent a
month at the Central Bank of Turkish
Republic (CBTR) for experience sharing in
research fields, under the overall cooperation
program.

National Bank's employees visited the Central
Bank of Poland (PMB) for improving their
knowledge and skills in research and financial
management and for learning PMB's expert-
ise. At the same time, in 2006 a delegation of
PMB visited the National Bank in connection
with evaluation of the internal audit function
under the overall technical assistance pro-
gram.

An employee of the National Bank participat-
ed in the human resources seminar organized
by the National Bank of France.

The Bank's employees attended seminars
organized by the National Bank of Austria
early in the year.

Under the program of Azerbaijan's donor activi-
ties the Bank of Central African Countries, Central
Bank of Oman, National Bank of Kyrgyzstan and
Interbank payment center, which is a branch office
of the Central Bank of Algeria reviewed the per-
formance characteristics and principles of the
National Bank's AZIPS and GSCS systems and
shared experiences with the Payment Systems and
Information Technologies, Security and Settlements
Departments. Also, during the year, efforts were
taken to build and expand relations in different areas
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Morkozi Banki, Qurgizistan Milli Banki ve ©lcazair
Morkozi Bankimin filiali olan Banklararasi 6denis
morkazi Milli Bankda yaradilmis "AZIPS" - Real Vaxt
Rejimindo Banklararast Milli Hesablagmalar Sistemi
vo "XOHKS" - Xirda Odonislor iizroe Hesablasma
Klirinq Sisteminin ig xiisusiyyatlori vo prinsipleri ilo
tanis olmus, Odonis Sistemlori ve Informasiya Tex-
nologiyalari, Tohliikesizlik vo Hesablagmalar departa-
mentlorinin miitoxassislori ilo tocriilbe miibadilosi
aparmislar. Homginin il orzinde Pakistan, Estoniya,
Cexiya, Ruminiya, Italiya, Qazaxistan, Rusiya, Yuna-
nistan, Macaristan, Latviya, Litva ve diger dlkelerin
Morkozi Banklari ilo miixtelif istigamatlorde amok-
daslq elagelorinin geniglondirilmasi iizro todbirlor
hayata kegcirilmisdir.

9.4. Digar xarici toskilatlarla emoekdasliq

Milli Bank 2006-c1 ilde do Isvecronin Iqtisadi
Masalalor iizro Dovlet Katibliyi (SECO) ilo Texniki
Yardim ve Treninq Programlari ¢argivesinde amok-
daslig1 davam etdirmisdir. Oten il arzinde SECO-nun
niimayandaleri ilo Dévlet zemansti olmayan xarici
borcun ugotunun toskili istiqametinde todiyye balanst,
beynoalxalq investisiya movqeyi, qiymetli kagizlar
bazarindaki amsliyyatlarin tediyye balansina tosiri vo
s. mosalolar ilo bagl meslehatlogsmoalor aparilmisdir.

2006-c1 ildo Qara Deniz Ticaret veo Inkisaf Banki
(QDTIB) ilo Azerbaycan Milli Banki arasmda olan
ikitorafli qarsiligh olageler daha da inkisaf etdi-
rilmigdir. Bankin niimayende heyetinin Milli Banka
sofori hoyata kegirilmis vo Azerbaycamin maliyyo
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sahasinds oldo etdiyi nailiyyetlor, 2007-2010-cu iller
tictin 6lkemizin inkisaf perspektivlerine dair fikir
miibadilosi apartlmigdir.

Milli Bankin Beynsalxalq Hesablagsmalar Banki
(BHB) ilo qarsiligli alagoleri son illords inkisaf etdiril-
migdir. 2006-c1 ildo do BHB ilo texniki yardim vo
treninglorlo bagli fikir miibadilesi aparilmis ve Milli
Bank e-BIS elektron portalina iizv olmusdur. 2006-c1
ilin mayinda Milli Bankin niimayandesi BHB-nin tex-
niki yardim {izro koordinatorlarinin goriisiindo istirak
etmisdir.

Almaniya Inkisaf Banki (KfW) ilo ®manatlorin
Sigortas1 Fondunun yaradilmasi ve digar istiqgametlor-
do amokdasliq alageleri davam etdirilir. KFW hazirda
miixtolif aktiv v hazirliq merhalesinde olan layihalor-
do istirak edir. Kigik vo orta sahibkarligin inkisafi
magsedi dastyan "Kredit Zomansti Fondunun yaradil-
mas1" layihesi tizro 2006-c1 ilde kredit sazisi
imzalanmigdir. ©Shalinin banklara olan inaminin
artirilmast moaqsadilo reallasdiriimasi nezarde tutulan
"Omanatlorin Sigortalanmast Fondunun yaradilmast"
layihosi ilo bagli AMB ilo son memorandum
imzalanmisdir. Iqtisadi sektorun inkisafina yonelmis
"Universal Bank Sisteminin Yaradilmasi" layihosi
banklarin perakends xidmsetlorinin tokmilloegdirilmasi
magsedini dasiyir. Layihenin iimumi deyari 2 min.
avro olmagla qrant seklinde ayrilmisdir. Layiho
corcivosindo 4 istirak¢t banka meslohet xidmetlori
gostorilmis ve Glirciistan vo Azoarbaycan banklari
arasinda biznes slaqolori yaradilmigdir.



National Bank's international relations

with the central banks of Estonia, Czech Republic,
Romania, Italy, Kazakhstan, Russia, Greece,
Hungary, Latvia, Lithuania and other countries.

9.4. Cooperation with other foreign institutions

National Bank continued its cooperation with the
Swiss Secretariat for Economic Affairs (SECO)
under the Technical Assistance and Training
Program. In the past year, consultations were held
with SECO's representatives on issues related to the
balance of payments with respect to the accounting
of foreign debt not secured by government guaran-
tees, international investment position and effect of
securities market transactions on the balance of pay-
ments, etc.

Bilateral relations between the Black Sea Trade
and Development Bank (BSTDB) and the National
Bank of Azerbaijan were continued in 2006. The
bank's delegation visited the National Bank and stat-
ed their opinions on Azerbaijan's accomplishments
in the financial sector and the country's development
prospects for 2007-2010.

National Bank's relations with the Bank for
International Settlements (BIS) have evolved over

the past years. In 2006 opinions were exchanged
with the BIS regarding technical assistance and
training courses and the National Bank jointed the e-
BIS electronic portal. In May 2006 a representative
of the National Bank attended the meeting with the
BIS's technical assistance coordinator.

Cooperation relations were also continued with
Germany's Development Bank (KfW) with respect
to the creation of the Individual Deposit Insurance
Fund and other activities. KfW currently partici-
pates in different projects, both active and the pipe.
A loan agreement for the "Credit Guarantee Fund
Creation" project was signed in 2006, designed to
support development of small and medium enter-
prise. In relation to the project of creating the
Individual Deposit Insurance Fund designed to
increase public confidence in banks a final memo-
randum was signed with the NBA. The Project of
Creating a Universal Banking System aimed at
developing the economic sector has the objective of
improving retail services of banks. The overall cost
of the project is 2 mln. Euro, which is allocated as a
grant. Advisory services were provided to 4 banks
under the project and business relations were built
between the Georgian and Azeri banks.
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10.2. Insan resurslarmmn inkisafi

Insan resurslarinin idare edilmoesinin toskili ve
inkisafi 2006-c1 ildo Milli Bankin strateji foaliyyot
planmin prioritet istiqamatlarinden biri olmusdur. Bu
istiqgamotde 2006-c1 ilde insan resurslarinin idare
olunmast qarsisinda asagidaki  hodeflor miieyyen-
losdirilmigdir:

- motivasiya vo sosial todbirlor sferasinin daha da
gliclondirilmasi;

- movecud veozifelorin tosnifati vo kateqoriyalara
bolgiisii mexanizminin yaradilmast;

- todrisin togkili vo tekmillegdirilmesi;

- insan resurslarmin idare edilmesine dair biitiin
istiqamatlor tizre mdvcud prosedurlarin  islek
mexanizminin tomin edilmosi;

- insan resurslarinin idare olunmasi proseslorinin
avtomatlagdiriimasina hazirliq istiqametinde foaliyyaet.

2006-c1 ildo mdéveud kadr potensialinin qorunub
saxlanilmast {iglin motivasiya vo sosial todbirler
sferasinin daha da giiclondirilmesi mogsedile Milli
Bank emokdaglarmin sosial miidafiesinin giiclondiril-
mosi istiqamatinde kompleks todbirlor goriilmiisdiir.
Milli Bank emekdaslarinin vezife maaslari artirilmis,
oamokdaslar tibbi sigorta ilo tomin olunmus, is¢ilorin
istirahatinin vo idman-saglamliq todbirlerinin toskili
tizro miivafiq islor aparilmig, mévcud ipoteka
kreditlogdirilmasi mexanizmi daha da genislondiril-
misdir. Il erzinde emekdaslara miixtolif toyinatl miika-
fatlar (isin neticelerine goro aylig, bank sistemindo
uzun miiddet xidmete gora, bayram miikafatlar vo s.)
verilmis vo alave maddi yardimlar gostorilmisdir.

Miiasir dovrde iscilorin 6z emoek noticelorine
maraqlandirilmasi vo daha yiiksek foaliyyet naticelori
oldo etmolori ii¢iin ¢evik motivasiya sisteminin
yaradilmast bank menecmentinin osas hadoflarinden
biridir. Bu baximdan son illor Milli Bank gargisinda
duran vazifalerin strateji shamiyyeti, miirokkebliyi vo
intensivliyi bank emekdaslarinin 6z vezifoloerine daha
yaradict yanagmalarmi, is keyfiyyetinin yiikseldilme-
sini vo biitlin struktur bélmaelerin tam somarali foaliy-

yotini toleb edir ki, bu moaqgsadle do &ten ilde Milli
Bankda mdvcud vezifolorin tosnifati vo kateqoriyalara
bolgiisti mexanizminin yaradilmasi {izre ikinci osas
hadoafin reallagdirilmasi iizro islorin hoyata kegiril-
mosine baslanilmisdir. Bu hadef USAID terefinden
maliyyelosdirilon xiisusi layihe g¢orcivesindo hoyata
kecirilir. Hodofin reallagdiriimasi ticiin Milli Bankda
Insan Resurslarmin Idare Edilmesi Komitosi foaliyyet
gostorir vo 2006-c1 ildo Azerbaycan Bank Todris
Morkozi (ABTM) layihe {iizro ekspert kimi colb
edilmisdir. ABTM torafinden layihe cergivesinde bir
sira qaydalar hazirlanaraq Layihe Qrupu ile miizakire
edilmis vo razilasdirilmigdir. Bununla birge Milli
Bankda mdveud vezifolorin tosnifati vo kateqoriyalara
bélgiisii {izre hazirliq isleri tamamlanmusdr. {lkin tohlil
suallar1 osasinda biitiin emekdaglar arasinda anonim
sorgu toskil edilmis vo naticalori iimumilasdirilmis, is
yerlorinin kateqoriyalara boliinmesi {izre osas vo alt
meyarlar miioyyonlosdirilmis, biitlin departamentlor
tizro moveud vozifolorin ilkin variantda kateqoriyalara
bolgiisii isi aparilmisdir.

Todrisin toskili ve onun tekmillesdirilmesi son ilde
Milli Bankda aparilan islahatlarin osas torkib
hisselorinden biridir. Bu strateji hodefe nail olmaq
ticiin 2006-c1 ilde miivafiq foaliyyet hoyata kegirilmis,
tadrisin tokmillogdirilmoesi megsadilo "Azarbaycan
Respublikast Milli Banki miitexessislerinin xarice
tohsil almaga gonderilmasine dair" daxili Qaydalarin
islonib hazirlanmasma dair is aparilmigdir. Bu
gaydalara miivafiq olaraq Milli Bankin xaricde tohsil
almaga gedon emokdaslari iigiin konkret toloblor vo
miivafiq prosedurlar miioyyonlosdirilmisdir.

Codveldon goriindiyti kimi, 2006-c1 ilde Milli
Bankin 143 miitoxessisi xarici Olkelorde kegirilon
kurslarda vo seminarlarda 6z ixtisasimi artirmisdir ki,
bunlardan da 79 nefori beynolxalq maliyye institut-
larmin togkil etdiyi seminarlarda, 23 nofori miixtalif
xarici banklarla tocriibo miibadilosindoe, 41 nefori iso
miixtolif igglizar goriislordo istirak etmisdir. Osason
Avstriya (BVI), Almaniya, Ingiltere, Isvecra, Rusiya
vo Polsa morkezi banklarmin kegirdiklori bu

Cadval 15. 2006-c1 ilda tadrisin prioritet istigamatlar iizra taskilina dair malumat

Tadrisin istigamatlori
Xarici 6lkalords tohsil
Ingilis dili kurslart
Bank Tadris Markezi
ADIU-da 2-ci ali tohsil

Istirakeilarm say1 (noforlo)
143

14

9

9
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10.2. Development of human resources

Organization and development of human
resources management was a priority of the
National Bank's 2006 strategic activity plan. To
this end, the following targets were set for human
resource management purposes in 2006:

- Further enhancement of motivation and social
measures;

- Development of a mechanism for classification
and categorization of existing positions;

- Organization and improvement of training;

- Provision of an operating mechanism for exist-
ing procedures on all areas of human resource man-
agement;

- Preparatory activities for automation of human
resource management processes.

In 2006 the National Bank made a number of
comprehensive and integrated measures in order to
improve social protection of its personnel with an
overall aim of further expanding the motivation
and social measures to preserve the existing human
resource potential. Salaries of the National Bank's
employees were raised, employees were provided
with medical insurance, appropriate measures were
taken to provide staff members with recreation and
sports arrangements, and the existing mortgage
lending mechanism was further refined. During the
year different bonuses were awarded to personnel
(monthly performance-based allowance, lengthy
track record in banking system, holiday bonuses,
etc.) and additional financial aids were provided.

Creation of an efficient motivation system is one
of the priorities of bank management in order to
ensure that personnel are interested in their own
productivity and better performance results. In this
view, the National Bank requires bank personnel to
approach their positions more diligently, consider-
ing the quality requirements and financial incen-
tives inherent in better performance results, as well
as applied a new classification and categorization

system with respect to existing positions. This task
is being implemented under a USAID-sponsored
special project. The task force is the National
Bank's Human Resources Management Committee
and the Bank Training Center (ABTC) was
engaged as an expert to assist with the project in
2006. ABTM designed a range of procedures for
the project and discussed them with the Project
Team. Together with them, preparation for classifi-
cation and categorization of the existing positions
at the National Bank was completed.

Organization and improvement of training have
been major components of the National Bank's
reforms. In order to achieve this strategic goal rel-
evant measures were taken in 2006 and develop-
ment of the Internal Procedures for Dispatching
National Bank's experts to Overseas Training was
commenced. Under these Procedures, specific
requirements and relevant procedures will have to
be established with respect to employees of the
National Bank who go overseas for training.

As the table above shows, in 2006 143 of the
National Bank's experts improved their skills at
overseas courses and seminars, of which 79 per-
sons attended seminars organized by international
financial institutions, 23 experience sharing ses-
sion at different foreign banks, 41 participated in
different business meetings. These seminars that
were organized mainly by central banks of Austria,
Germany, England, Switzerland, Russia and
Poland enabled the National Bank's employees to
develop an in-depth understanding of various
issues and problems of banking activities.

In general, during 2006 the 54,6 % specialists of
the National Bank have been involved to different
educational directions.

In addition, during the year 89 theoretical and
practical workshops were organized for the
National Bank's employees on different contempo-
rary economic problems and 2 seminars for man-
agers of regional offices.

Table 15. Training priorities in 2006
Training priority
Overseas training
English language courses
Bank Training Center
2" higher education at ASUE

Number of trainees (persons)
143

14

9
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seminarlar Milli Bank emokdaslar terefinden bank
foaliyyetinin miixtalif istiqamatlori {izro problemlorin
dorinden menimsenilmesine genis imkanlar agmigdir.
Umumiyyatlo, 2006-c1 il orzinde Milli Bank sistemi
tizro miitexassislorinin 54,6% -i miixtolif istiqamatlor
tizro tohsile colb olunmuslar.

Bunlardan olave, il erzinde Milli Bank emekdaslari
ticlin miiasir iqtisadi problemlore hasr olunmus 89
movzu lizro nozeri-praktiki seminarlar kegirilmis,
habelo orazi idarelerinin rehberlori li¢lin 2 seminar
toskil edilmisdir.

Insan resurslarinin idare edilmesine dair biitiin
istiqametlor lizro moveud prosedurlarin iglok mexa-
nizminin tomin edilmesi istiqameatinde Milli Bank
amokdaslarinin 2005-ci ildeki xidmati foaliyyetinin
qiymatlondirilmasinin togkili heyata kegirilmis,
giymatlondirmenin neticelori {imumilesdirilorak,
yekun hesabat formasinda rehberliye meruze edilmis
vo qiymotlondirme naticesinde il erzinde karyera
yiiksolisi iizro praktiki islor davam etdirilmis, 55
noforin miixtolif seviyyslorde karyera yiiksalisi tomin
olunmusdur ki, onlardan da 20%-i nomenklatur
vozifolors tayin edilmislor.

flin sonuna Milli Bank aparatinin ve onun tabeliyin-
do olan idarelarin iscilorinin stat sayr 618 vahid, o
ciimloden statistik hesabat {izro 535 vahid olmusdur.
Iscilorin faktiki say1 miivafiq suretde 537 ve 402
vahid, o ciimleden Morkezi aparatda 404, Nax¢ivan
MR idarosindo 27, biitovliikde erazi idarelerinde ise
106 vahid toskil etmisdir.

Ovvalki illorde oldugu kimi, bu ilde do "Ise qobul"
Qaydalarina miivafiq olaraq Milli Bankin biitovliikde
kadrlarla tomin olunmasi vo vakant statlarin komplekt-
logdirilmasi istiqamatinde foaliyyet hayata kegirilmis,
bu magsadle il arzinde 155 nafor namized miisahibo
edilmis, onlardan 53 nafori ise gobul olunmusdur.

2006-~c1 ilde Milli Bank tizre imumiyyetle, 6z xahisi
ilo isden azad olunanlar isgilorin faktiki sayinin 16%-ni
toskil etmisdir. Lakin "Milli Kart" Prosessing Markozi-
nin Milli Bankin strukturundan ¢ixarilmasi ilo alagadar
Morkazin isdon azad olunan emekdaglarini (27 nafor)
nazere almasaq, 2006-c1 ilin ilk dovrii ile miigayisede
ilin sonuna Milli Bankdan kadr axin1 biitovlikde xeyli
azalmgdir ki, bu da il erzinde bank terefinden
yiirtidiilen cevik sosial siyasatin naticasidir.

Insan resurslarmmn idare olunmast proseslorinin avto-
matlagdirilmasina hazirliq megsedile avtomatlagdir-
manin funksiyalari iizro istigamatlor miioyyonlosdiril-
misdir. Kompensasiya sisteminin totbigine hazirliq
morhoalosinde her bir vezifoye minimum telebin
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miloyyonlosdirilmasi meyarlari, iscilorin omayinin
6donilmesi, hamginin xidmeti fealiyyetin qiymetlon-
dirilmasi vo motivasiya sistemi ilo olagelondirilmesi
lizro xilisusi proqram tominati hazirlanmigdir.

10.3. Daxili audit

2006-~c1 ilde Milli Bankin biitiin foaliyyet sahslarinin
daxili audit xidmeti ilo ohate edilmasi zamani gabaqcil
beynoxalq praktika, o ciimloden Avropa Markozi
Bankinin Daxili Auditorlar Komitesinin riskleri
giymatlondirme Metodologiyasi asas gotliriilmiisdiir.

Il arzinde Milli Bankin merkezi ofisinde 9 audit
yoxlamasi hoyata kegirilmis, Milli Bankin Orazi
idaralorindo tematik vo kompleks audit yoxlamalari
hayata kecirilmisdir. Milli Bankin merkezi aparatinda
aparilmis audit yoxlamalarinin naticalori struktur
b6lme rohberlori ilo kuratorlarin yaninda miizakire
edilmis, verilmis tovsiyolorin realizasiyasi ilo elaqadar
tadbirlor plani hazirlanmis ve onlarmn icrasi nozarato
gotiirilmisdiir.

Daxili vo xarici audit isinin alagelendirilmasi v isin
tokrarlanmasina yol vermemok mogsadile xarici au-
ditorlarla isgiizar slaqeler yaradilmis, qarsiligli maraq
doguran masalalar iizre koordinasiya tomin edilmisdir.

Milli Bankda daxili audit xidmetini beynoalxalq
standartlara yaxinlagdirmaq ve bu sahadoki beynalxalq
tacriibaye uygunlugunun qiymetlondirilmesi magsedi-
la, texniki yardim programi garcivesinda Isvecra vo
Polsa Milli Banklarmin daxili audit departamentlori ilo
amokdasliq edilmisdir. Belo ki, 2006-c1 ilin II riibiinde
Isvecro Milli Bankmm daxili audit departamentinin
rehberloari Milli Bankda daxili audit xidmatinin biitiin
aspektlori ilo yaxindan tamig olmus vo bu sahoadoki
foaliyyeti yiiksok qiymetlondirmisler. Bununla bels,
xarici ekspertlor Milli Bankda daxili audit xidmatinin
beynolxalq standartlara uygunlagdiriimast ve daha da
tokmillosdirilmesi istigametinde miivafiq tovsiyalor
vermiglor. Verilmis tdvsiyalorin icrasi maqgsadilo mii-
vafiq tadbirler plani hazirlanmisdir. Daxili audit sahe-
sinda beynolxalq tocriibonin daha da yaxindan menim-
sonilmoesi moqsedile, birge auditlorin kecirilmasi
barado raziliq alde olunmusdur. Bu magsadls, 2007-ci
ildo "Ehtiyatlarin idare olunmasi" iizro Isvecro Milli
Bankinda birgs auditin kegirilmasi planlagdirtimisdir.

2006-c1 ilin IV riibiinde ise Polsa Milli Bankinin
Daxili audit departamenti rohborlori Milli Bankda
olmus, Milli Bankda daxili audit xidmati ilo yaxindan
tanig olmuslar. Milli Bankda daxili audit isinin toskili
vo metodikas (audit planin hazirlanmasi, audit iginin
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In accordance with all directions of human
recourse management the evaluation of the
employees of the National Bank in 2005 year has
been implemented and the final results were report-
ed and addressed to the management board. As a
result of evaluation practical measure on promo-
tion have been completed, 55 employees have been
promoted and 20% of them were appointed to high-
er positions.

At the end of the year, the staff list personnel of
the National Bank's head office and regional
offices counted 618 positions, including 535 posi-
tions according to statistical report. The actual
number of employees was 537 and 402 respective-
ly, where 404 individuals at the Head Office, 27 at
the Nakhchivan Regional Office and a total of 106
individuals in regional offices.

As in the previous years, the National Bank con-
tinued its staffing and vacancy filling efforts in
accordance with the Recruitment Procedures; 155
candidates were interviewed, of which 53 were
hired.

In 2006, the actual number of employees who
resigned voluntarily amounted to 16% of the total
number of employees. However, due to removal of
Milli Kart Processing Center from the National
Bank's structure, if the number of employees dis-
missed from the Center is not included (27 per-
sons), the National Bank's staff flow reduced sub-
stantially in late 2006 as compared to early 2006,
which is a result of the bank's effective social pol-
icy implemented during the period.

Objectives were set for automation functions in
preparation for automation of the human resource
management processes. In preparation for imple-
mentation of the compensation system, criteria for
identifying minimum requirements with respect to
each position and special software was developed
for remuneration to employees, as well as perform-
ance evaluation and motivation system coordina-
tion.

10.3. Internal audit

In 2006 the internal audit of the National Bank's
areas of activity was based on the best internation-
al practices, including the risk evaluation
Methodology of the Internal Auditors Committee

of the European Central Bank.

During the year the 9 audits were conducted at
the National Bank's head office; target and compre-
hensive audits were conducted at the National
Bank's Regional Offices. Results of the audits at
the Naitonal Bank's head office were discussed
with department directors in presence of the super-
visors, an action plan was developed for imple-
menting the recommendations provided and their
implementation was monitored and followed-up.

In order to coordinate internal and external audit-
ing and to avoid from the repeating of works vari-
ous co-operations have been created with foreign
audit firms and coordination has been provided on
mutual interests.

National Bank cooperated with the internal audit
departments of the Central Banks of Switzerland
and Poland under the technical assistance program
in order to improve the National Bank's internal
audit function to international standards and ensure
evaluation in accordance with the related interna-
tional expertise. Thus, in the 2nd quarter of 2006
managers of the internal audit department of the
Swiss National Bank reviewed all aspects of the
National Bank's internal audit function and highly
evaluated the function's performance. Yet, the for-
eign experts provided recommendations with
respect to further improvement of the National
Bank's internal audit function to international stan-
dards. An action plan was developed to implement
the recommendations provided. In order to further
study international experience of internal auditing,
an agreement was reached for conducting joint
audits. To this end, a joint audit is to be carried out
at the Swiss National Bank with respect to reserve
management area in 2007.

In the 4th quarter of 2006 managers of internal
audit department of the National Bank of Poland
visited the National Bank and reviewed the
National Bank's internal audit function. The Polish
experts evaluated the National Bank's internal
audit function's organization and methodology
(audit plan development, audit organization, audit
reports) as well as the Methodological Guidance
for Internal Audit and gave their opinions with
respect to their compliance with international stan-
dards. In addition, prospects and objectives of
future cooperation were identified.

Partnership relations were built with Deloitte &
Touche, Ernst&Young and KPMG as well as the
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toskili, audit hesabatlarr), habelo Daxili audit isinin
toskili iizro Metodoloji Rehberlik Polsali ekspertlor
torofinden giymetlendirilmis vo bunlarin beynalxalq
standartlara uygunlugu barede roy verilmisdir. Bununla
yanasl perspektivde texniki emokdasliq elagelorinin
inkisaf istiqametlori miioyyonlosdirilmisdir.
Informasiya Texnologiyalari iizro aparilan auditlorin
beynolxalq standartlara (COBIT) uygunlasdiriimas
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ticlin xtisusi layihenin heyata kegirilmasi moaqsadilo
Deloitte & Touche, Ernst & Young vo KPMG sirketlori
ilo, habelo Tiirkiye, Isve¢ro vo Belgika Morkozi
Banklari ilo emekdashq elageleri qurulmusdur. Milli
Bankda IT sahesinde beynolxalq standartlarin
(COBIT) totbigi ilo elagodar texniki sortler toplusu
osasinda KPMG sirkati ilo birlikde IT prosesleri iizro
kamillik modeli hazirlanmisdir.



Organizational structure and internal management

central banks of Turkey, Switzerland and Belgium
in order to implement a special project for improv-
ing the Information Technology audit to interna-
tional standards (COBIT). Based on the set of tech-
nical conditions for implementation of internation-
al standards for IT (COBIT) at the National Bank,
the NBA together with KPMG developed an IT
process perfection model.



Milli Bankin ictimaiyyatle alagaleri

XI. MILLI BANKIN ICTIMAIYYOTLD
OLAQOLORI

ovvelki illerde oldugu kimi 2006-c1 ilde de Milli
Bank Azerbaycan ictimaiyyatinin biitiin tebaqe ve ka-
teqoriyalari-hokumet ve qeyri-hokumet teskilatlar,
elm vo tohsil miiessiselori, matbuat ve televiziya, hu-
manitar qurumlar, ictimai toskilatlar ve qruplarla 6z
miinasibatlerini diinyanin demokratik 6lkelerinde
oldugu kimi miiasir pesokar tocriibe esasinda qurmaga
calismigdir.

Hesabat ilinde informasiyanin merhaloli ve mentiqli
idare olunmasin temin etmaklo ictimaiyyote miimkiin
goder ¢ox vo keyfiyyetli informasiya verilmisdir.
Materiallarin - verilmo formasinin  ve {islubunun
optimallagdirilmasina diqgat yetirilmis, ictimaiyyatlo,
o climloden motbuatla olage qarsiligh anlagma,
operativlik, obyektivlik prinsipleri asasinda qurulmus-
dur. Informasiya xidmetinin teskilina, yeni faktlarm
informasiyalagdirilmasina, metbuatin hazir materiallar-
la tomin edilmasina, ictimaiyyatden daxil olan sorgu-
larin maksimum cavablandirilmasma, metbuatin vo
televiziyanin monitoringina, lazim goldikde sehvleri
va qiisurlart derhal teshih etmek iigiin tedbirler goriil-
mosine ve yaxud tekzibler verilmesine nail olun-
musdur.

Operativ monitoring Milli Bankin maraqlarini

Qrafik 48. 2006-c1 ilde Milli Bank haqqinda Azerbaycan
motbuatinda derc edilmis materiallarin aylar {izro say
dinamikasi
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tomsil eden, yaxud onu tonqid eden materiallarm
tapilmasi ve toehlilinde ve bu esasda sonraki
foaliyyetin istigametlondirilmesinde mithiim rol
oynamigdir.’

2006-c1 il arzinde Azerbaycan matbuatinda Milli
Bank haqqinda texminen 827 xeber, roy, miisahiba,
reportaj ve tohlil yazilart derc olunmusdur.
Ictimaiyyotlo olageler ve Informasiya xidmatinin
toplayaraq tesnifatlandirdigi materiallarin 164-ii
pozitiv, 583-ii loyal, 25-i tenqidi, 55-i ise neqativ
xarakterli olmusdur. Metbuat 6z sehifolorinde Milli
Bankin Idaro Heyetinin sedri ve iizvlerine, diger
solahiyyetli niimayandslerine, habelo Milli Bankin
Matbuat Xidmsetine istinad etmisdir.

Hesabat ilinde Milli Bankin veb-sohifasi yeniden
qurulmus, onun strukturu tamamile deyisdirilmisdir.
Saytin tehliikesiz, dayaniqli ve stabil islomasi tligiin
zoruri iglor goriilmisdiir.

2006-c1 il arzinde miixtalif mévzuda 89 press reliz
hazirlanib sayta yerlosdirilib. Ay arzinde orta hesabla
8-10 press-reliz motbuata oOtiirtilmiisdiir. Bundan
basqa, miivafiq analitik materiallar Milli Bankin veb
sohifesinin bolmslerinde iki versiyada (Azerbaycan
v ingilis dillerinde) yerlosdirilmigdir.

2006-c1 ilde Milli Bankda inflyasiya ve antiin-
flyasiya siyaseti, ipoteka kreditlosmesi, denomina-
siya movzulari iizre seminarlar kegirilmis, brifingler
toskil edilmisdir.

Oton miiddet orzinde xarici kiitlovi informasiya
vasitolori ilo semarali olagelor qurulmus ve bu
olageler pesokar ve isglizar miistoviye yoneldil-
migdir. Olagelerin quruldugu kiitlevi informasiya
vasitolori sirasinda "Reuters" (Boyiik Britaniya),
"Associated press" (ABS), "Frans press" (Fransa),
"Interfaks" (Rusiya), "ITAR TASS", "RIA Novosti"
(Rusiya) informasiya agentliklarini, "BBC" (Bdyiik
Britaniya), "TRT" (Tirkiys), STV" (Tirkiys)
telekanallarini, "Amerikanin sesi" (ABS) ve
"Azadliq" (ABS) radiostansiyalarini, "Zaman"
(Tiirkiye) ve "Hiirriyyet" (Tiirkiye), "Izvestiya"
(Rusiya), "USA TODAY" (ABS) gozetlorini
gostormak olar. Gosterilen kiitlovi informasiya

32003-cii ilin aprelinde Bundesbankda Markazi vo Serqi Avropa §lkaleri, Asiya vo MDB élkelerinin Merkezi Banklarmin Ictimaiyyetle Olagelor
xidmatleri rohbarlerinin qatildigi Beynalxalq seminarda Azerbaycan Milli Bankinin PR xidmatinin tacriibesi (miisabiqe yolu il prezentasiya edilib)

yayilmaga tovsiyye olunmusdur.
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XI. NATIONAL BANK'S PUBLIC
RELATIONS

As in the previous years, in 2006 the National Bank
sought to build its relations with all groups and cate-
gories of Azerbaijan's communities and society - gov-
ernment and non-government institutions, research
and education entities, press and television, humani-
tarian organizations, public funds and groups, on a
modern professional experience basis as in the
world's democratic countries.

During the reported year general public was provid-
ed with as complete and quality as possible informa-
tion during the reported period, on a phased-in and
logical administration basis. Material handout forms
and methods were optimized and prospective infor-
mational partnership environment with both mass
media and other representative of society was further
developed. Relations were built with the press based
on mutual understanding, promptness and objectivity
principles. Information service was arranged, that is
facts put in advertsable form, press provided with fin-
ished products, queries responded to as completely as
possible and press and television monitored.

Efficient monitoring represents the National Bank's
best interests, however, finding and analyzing of crit-
icisizing materials and subsequent adjustments to its
activities were also important.’

Chart 48. Change pattern of number of publications on the
National Bank in Azerbaijan by months in 2006
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During the reported period about 827 news,
overviews, interviews, reports and analytical articles
were published on the National Bank in the Azeri
press. The National Bank's Public Relations and
Information service collected and classified all publi-
cations as follows: 164 positive, 583 loyal, 25 criti-
cizing and 55 negative. Press made references to the
National Bank's Management Board members and
other executive officials as well as the National
Bank's Press Service.

During the reported year the National Bank's web
site was reconstructed and fully restructured.
Necessary measures were taken to ensure secure, sus-
tainable and stable operation of the web-site.

During 2006, 89 press releases were issued on the
web site on different topics. During the reported peri-
od, on average 8-10 press releases were issued each
month and transmitted to different periodical press,
broadcasting channels and news agencies via comput-
er channels, fax or National Bank's web page in two
versions (Azeri and English languages).

In 2006 the National Bank organized seminars and
briefings on inflation and anti-inflation policy, mort-
gage lending and denomination subjects.

During the year effective contacts were established
with foreign mass media as well, aimed at profession-
al and business issues. Such mass media agencies
included Reuters (Great Britain), Associated Press
(USA), France Press (France), Interfax (Russia),
ITAR TASS, RIA Novosti (Russia) new agencies,
BBC (Great Britain), TRT (Turkey), STV (Turkey)
TV channels, Voice of America (USA) and Liberty
(USA) radio stations; Zaman (Turkey) and Hurriyet
(Turkey); Izvestiya (Russia) newspapers. The said
mass media outlets provided the global community
with information regarding the most significant bank-
ing system processes in Azerbaijan.

Visits and meetings are not as wide-spread form of
press information, yet the experience shows that if
properly used this method may give effective results.
In this view, National Bank's Public Relations and
Information department held meetings with different

* The experience of the Azerbaijan National Bank's PR service was recommended for use (presented on a competitive basis) and dissemination at the
International Seminar organized in April 2003 at Bundesbank attended by the PR Managers of Central Banks from Central and Eastern European

countries, Asian and CIS countries.
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Qrafik 49. 2006-c1 ilin riibleri tizre press relizlorin
say dinamikasi
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vasitolari Azerbaycanin bank sisteminde bas veron
vo ohamiyyatli prosesler barede diinya ictimaiy-
yotine melumatlar yaymislar.

Qobullar ve gortislor metbuata informasiya
Otirmayin genis yayilmig formalar1 olmasa da, bu
metoddan mentigle istifade etdikde effektli notico
olde etmok miimkiindiir. Bu baximdan Milli Bankin
[ctimaiyyotlo Olagolor vo Informasiya sobesi
miixtolif media niimayendeleri, ictimai birlik ve
jurnalist taskilatlari ile coxsayli gorilisler kegirmisdir.

Belo gobullar ve gortislor Milli Bankin vetondaslarla,
ayri-ayr1 qruplar vo toskilatlar, ictimai birlikloerle
olage prosesini tokmillogdirmisdir.

2006-c1 il iizre Milli Bankin mail@nba.az rosmi
elektron pogtuna comi 26.875 moktub daxil
olmusdur. Moktublar cografi menboayine vo
mozmununa goére qruplasdirtlmisdir.  Cografi
manbayind gora daxil olmus comi 26.875 moktubdan
26.481-1 xidmetin omokdasliq etdiyi informasiya
agentliklorinden 248-i Azarbaycan vetondaglarindan,
146-s1 xarici Olkolorden daxil olmusdur. 2006-c1 il
{izro Xidmetin Ictimai Sorgu Biirosunda telefon
vasitosilo ictimaiyyetin, kiitlovi informasiya
vasitoloerinin  niimayendalorinden  ve  diger
qurumlardan daxil olmus 486 sorgu qeydiyyata
almmigdir. Milli Bankin miivafiq departamentlorilo
omokdasliq esasinda sorgular miivafiq qaydada
cavablandirilmigdir. Sorgulardan 203-i
votondaslardan, 89-u telekanallardan, 112-si
informasiya agentliklorinden ve 82-si gozetlordon
daxil olmusdur.

Beloliklo, 2006-c1 ilde inkisaf etmis
Olkelerin Morkoezi Banklarindak: tecriibe, PR
xidmati ilo bagl beynalxalq nizamlayici prinsipler,
pesokarliq kodekslori, etik normalari ve prosedur
texnologiyalar1 asasinda Azarbaycan Milli Bankinin
Ictimaiyyotlo olaqelori ohomiyyatli derocede
tokmillosmis ve inkisaf etmisdir.
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Chart 49. Change in the number of press releases
in 2006 by quarters
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mass media representatives, public funds and journal-
ist organizations. Such visits and meetings serve the
purpose of further improving the National Bank's

relations with individuals and community-based asso-
ciations.

In 2005 National Bank's official e-mail box
mail@nba.az  received  26.875  messages.
Geographically, 26.481 of the total of 26.875 mes-
sages were received from the news agencies the press
service works with; 248 from Azeri citizens; 146
from foreign countries.

During the year 486 telephone queries were record-
ed from the general public, mass media and other
entities. 203 of the phone queries came from individ-
uals, 89 from TV channels, 112 from news agencies
and 82 from newspapers. The incoming queries were
properly responded to.

Thus, the Public Relations function of the National
Bank of Azerbaijan was substantially improved and
developed during 2006 based on the expertise of
developed countries' Central Bank, PR-related inter-
national regulating principles, professional codes,
ethic standards and procedural technologies.



Milli Bankin 2006 ilin yekunu {izre maliyya hesabathg

XII. MILLI BANKIN 2006 ILIN YEKUNU UZRO
MALIYYD HESABATLIGI

12.1 Miihasibat ucotu ve hesabati

Hesabat dovriinde AMB-de Beynolxalq Standartlara
uygun miihasibat ugotunun teskili ve aparilmasi, kredit
toskilatlarinda bu Standartlara uygun muhasibat
ucotunun qurulmasina metodoloji yardim gosterilmasi
vo AMB-de maliyye nezaretinin teskili ve daim
tokmillegdirilmasinin hayata kegirilmasi istiqamatin-
do agagidaki isler gorilmiisdiir.

2006-c1 ildoe AMB-do maliyys nozarstinin terkib
hissesi olan Foaliyyete bagli deyer - maliyye
menecmenti sisteminin yaradilmasi {i¢lin miivafiq
hazirliq tedbirleri heyata kegirilmisdir. AMB-de
maliyye menecmenti sistemin yaradilmasi bankin
biitlin fealiyyet istiqgametleri {izre emsaliyyatlarin
dayerinin ve har bir emsliyyat lizre xarclorin yaranma
monbayinin miloyyen olunmasi, xarclore nozaret,
onlarin idareedilmesi ve xerclorin azaldilmasi {i¢lin
manbalerin gosterilmasi maqgsedini dagtyir. Bu sistem
eyni zamanda iscilerin giymetlendirilmesi tgilin
obyektiv moelumat bazasinin yaradilmasina, biitiin
xorclori nazera alaraq on optimal ve real biidconin
hazirlanmasina gerait yaradacaqdir.

Maliyye nezarstinin tekmillegdirilmesinin diger
istigameti ise bilidce planlagdirilmasinin tekmilles-
dirilmesi {izro olmus ve bu da yeni hazirlanmig
"Azoarbaycan Respublikast Milli Bankinda biidce
planlagdirilmasimin prosedur Qaydalari"nda 6z oksini
tapmugdir.
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Kredit toskilatlarinda miihasibat ugotunun Maliyye
Hesabatlarinin Beynoelxalq Standartlarma (MHBS)
kegidinin tam tomin olunmasi iizro banklarda miihasi-
bat ucotunun veziyyetinin qiymatlondirilmesi ve
aparilmasina metodoloji nezaret ¢arcivesinde bankla-
rin bag mithasibleri ile miitemadi olaraq fordi goriisler
va treninglor kegirilmigdir. Bu istiqametde audit toski-
latlar ilo do six emekdasliq aparilarag, garsiya qoyul-
mus hadoaflere nail olunma yollar1 miizakire olunmus,
banklarda yerli auditi heyata kegiren sirketlors maliyye
hesabatlarmin Beynoalxalq Standartlara uygun auditin
aparilmast tovsiye edilmigdir.

2006-c1 ilin yekunlari iizre Milli Bankin "Deloitte"
beynolxalq audit sirketi torafindon Beynolxalq Audit
standartlarina uygun aparilan auditi yekunlagdiril-
migdir. Aparilmis audit zamani Milli Bankin illik
maliyye hesabati, yoni 31 dekabr 2006-c1 il tarixine
biten il tizro tertib edilmis "Balans", "Monfoot vo
zorar haqqnda", "Pul vesaitlerinin hareketi hagqinda"
vo "Kapitalda dayisiklikler haqqinda" hesabatlarinin
otrafli tohlili, giymsetlendirilmesi ve herterafli
yoxlamasi aparilmis, neticede Milli Bankin maliyye
hesabatinin, onun maliyye veziyyetini, foaliyyat
naticelorini vo nagd pul vesaitlerinin hereketini
diizgilin ve dolgun oks etdirildiyi audit reyi ile tesdiq
edilmigdir. Audit naticelerine gére Milli Bankda
mithasibat ugotunun MHBS-yo uygun aparilmasi bir
daha 6z tesdiqini tapmisdir.
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XII. NATIONAL BANK'S 2006 FINANCIAL
REPORTING

12.1 Accounting and reporting

During the reported period the following activities
were conducted in order to organize and keep
records in accordance with the International
Accounting Standards at the NBA, to provide
methodological assistance to credit institutions in
organizing accounting and record keeping in accor-
dance with the said Standards and to organize and
improve the NBA's financial controls.

Appropriate preparatory measures were taken dur-
ing 2006 at the NBA in order to establish a value-
finance management system in line with the Activity
that represents a component of financial control.
Creation of the finance management system at the
NBA aims at identifying the cost of transactions in
all areas of operation of the bank and identifying the
sources of expenses related to any transaction, at
controlling, managing costs and determining the
sources of costs in order to be able to reduce them.
This system will also allow for setting up an objec-
tive database for staff evaluation, and developing
the most optimal and realistic budget considering all
costs and expenses.

Another objective of improvement of financial
control was improvement of budget planning
processes, which was duly reflected in the newly
developed "Regulation for budget planning proce-

dures at the National Bank of Azerbaijan".

In order to ensure complete transition of credit
institutions to the International Financial Reporting
Standards (IFRS), individual interviews were held
with, and training courses were organized for banks'
chief accountants on a regular basis in order to eval-
uate and oversee the accounting situation of banks.
Closely cooperating with audit firms to this effect,
discussions were held on how to achieve the set tar-
gets, and audit firms conducting local audits of
banks were recommended to conduct audits in
accordance with the International Financial
Reporting Standards.

The international auditor Deloitte completed the
[FRS-compliant audit of the National Bank's opera-
tions as of the end of 2006. The audit verified the
National Bank's annual financial statements, that is
the Balance Sheet, Income Statement, Cash Flow
Statement and Changes in Capital Statement for the
year ended on December 31, 2006 by conducting a
comprehensive analysis, evaluation and inspection
of the statements; consequently, the audit
report/opinion ascertained that the National Bank's
reporting provides accurate and complete informa-
tion on the bank's financial position, operating out-
comes and cash flows. The audit report also ascer-
tained that the National Bank's accounting practices
are compliant with the IFRS.
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12.2. Miistaqil beynelxalq audit sirketinin 2006-c1
ilin yekunu {izre Milli Bankin maliyye hesabati
barado royi

Azorbaycan Respublikasi Milli Bankinin Idare
Heyatina:

Maliyys hesabatlari

Biz Azerbaycan Respublikast Milli Bankinin
(bundan sonra "Bank") 31 dekabr 2006-c1 il tarixine
hazirlanmig balansdan, hemin tarixe biten il iizre
monfoat ve zerer, pul vesaitlorinin heroketi ve
kapitalda deyisiklikler hagqinda hesabatlardan ibaret
olan maliyys hesabatlarinin, Osas muhasibat ucotu
siyasatlori iizre icmalin ve diger izahli geydlerin
auditini apardiq.

Maliyys hesabatlari lizre rehberliyin mesuliyyeti

Bankin rehberliyi Maliyye Hesabatinin Beynoxalq
Standartlar1 asasinda maliyye hesabatlarinin hazir-
lanmasina ve adaletli teqdimatina gore cavabdehdir.
Roehberliyin mesul oldugu vezifeler asagidakilar
daxildir: maliyye hesabatlarinin saxtalagdiriimadan
vo mithiim tehriflore yol vermeaden hazirlanmasi ve
odaletli teqdimatina uygun daxili nezaratin
planlagldiriimasi, tetbiqi ve saxlanilmasi; miivafig
miihasibat ugotu siyasetinin secilmesi ve tebiqi; vo
soraito miivafiq mithasibat qiymlendirilmalerinin
aparilmast.

Auditorun masuliyyeti

Bizim masuliyyatimiz apardigmiz auditin naticasine
osaslanaraq Bankin maliyye hesabatlarina dair rey
bildirmekden ibarstdir. Biz auditi Beynexalq Audit
Standartlarma uygun olaraq heyata kecirdik. Homin
standartlar toleb edir ki, biz etik toeloblori yerino
yetirmoklo yoxlamanin aparilmasini elo planlasdiraq
vo heyata kecirok ki, maliyye hesabatlarinda oks
etdirilmis moelumatlarda oehemiyyetli sehvlerin
olmadigina kifayet goeder emin olaq.

Audit zaman1 maliyye hesabatlarinda oks etdirilmis
moblegler ve aciglamalar iizre siibutlarin tesdiq
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edilmasi {giin prosedurlar aparilir. Prosedurlar
auditorun gerarindan, o ciimleden maliyye
hesabatlarinda sehv ve saxtakarligla bagli mithiim
risklorin qiymlondirilmesinden asili olaraq secilir.
Homin risk qiymetlondirmelerini apararken audito-
run moqsadi teskilatin daxili nezaret sisteminin
effektivliyi haqqinda roy vermok deyil, soraito
miivafiq audit prosedurlarmin planlagdirilmasi {i¢iin
toskilat terafinden maliyye hesabatlarinin hazirlan-
masi vo adalotli toqdimatinin daxili nezaret siste-
mind uygunlugunu nazerden kecirmakdir.

Audit yoxlamasma heg¢minin Bankin rehberliyi
torafinden totbiq edilmis mihasibat ugotu
siyasetlorinin ve aparilmis miihasibat hesablama-
larmin  miivafigliyinin, eleco do imumi maliyye
hesabatlarinin  toqdimatinin ~ qiymetlondirilmasi
daxildir.

Hesab edirik ki, apardigmiz audit neticesinde roy
vermok ticiin kifayet qoder asas toplamisiq.

Ray

Bizim royimize gore, bu maliyye hesabatlart 31
dekabr 2006-c1 il tarixine Bankin maliyye veziyyatini,
hemin tarixde biten il iizre fealiyyet naticelerini ve
nagd pul vesaitlorinin hereketini biitiin shemiyyatli
hallarda diizgiin ve Maliyye Hesabatlarinin Beynoxalq
Standartlaria uygun oks etdirir.

10 aprel 2007-ci il
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12.2 Independent auditor's report on the National
Bank's financial statements for 2006

To the Board of the National Bank of the Republic
of Azerbaijan:

Report on the Financial Statements

We have audited the accompanying financial state-
ments of the National Bank of the Republic of
Azerbaijan (the "Bank"), which comprise of the bal-
ance sheet as at 31 December 2006, and the income
statement, statement of changes in equity and cash
flow statement for the year then ended, and a summa-
ry of significant accounting policies and other
explanatory notes.

Management's responsibility for the financial state-
ments

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

Auditor's responsibility

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

An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in

the financial statements. The procedures selected
depend on the auditor's judgment, including the
assessment of the risks of material misstatement of
the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor
considers internal control relevant to the entity's
preparation and fair presentation of the financial
statements in order to design audit procedures that are
appropriate in the circumstances, but not for the pur-
pose of expressing an opinion on the effectiveness of
the entity's internal control.

An audit also includes evaluating the appropriate-
ness of accounting policies used and the reasonable-
ness of accounting estimates made by management,
as well as evaluating the overall presentation of the
financial statements.

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

Opinion

In our opinion, the financial statements present fair-
ly, in all material respects, the financial position of
the National Bank of the Republic of Azerbaijan as at
31 December 2006, and its financial performance and
its cash flows for the year then ended in accordance
with International Financial Reporting Standards.

10 April 2007
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31 DEKABR 2006-CI IL TARIXINO BITON iL UZRO MONFOOT VO ZOROR
HAQQINDA HESABAT
(min Yeni Azarbaycan Manat ila)

Qeydler 2006 2005

Faiz golirlori 4,28 63,680 29,735
Faiz xorclori 4,28 (9,003) (4,015)
FAIZ HESABLANAN AKTIVLOR UZRO EHTIMAL OLUNAN
ZORORLOR UCUN EHTIYATIN YARADILMASINDAN 54,677 25,720
OVVOL XALIS FAIZ GOLIRLORI
Faiz hesablanan aktivler iizre ehtimal olunan zerarler ii¢iin ehtiyat 5,28 (7,987) (2,417
XALIS FAIZ GOLIRLORI 46,690 23,303
Xar.1c1 valyuta mévqeyinin yeniden qiymatlendirilmasi {izre zerar, (37.806) (53.752)
xalis
Beynsalxalq Valyuta Fondu garsisinda 6hdaliklarin yeniden

. L . . 123 1,873
giymatlendirilmesinden galir, xalis
Xarici valyuta ile diling emaliyyatlari iizre golir, xalis 2,225 302
Haqq ve komissiya galirlori 6,28 3,631 4,264
Haqq ve komissiya xarclori 6 (39) (220)
Xarici menecerlar torafinden idare olunan aktivler tizre gelir, xalis 8,301 3,753
Tlcgret qiymatli kagizlarmim yeniden qiymetlendirilmasi izro 207 (133)
golir/(zorar)
Sair galirlar 7 1,982 145
OMOLIYYAT GOLIRLORI/(ZORORI) 25314 (20,465)
OMOLIYYAT XORCLORI 8,28 (27,211) (16,399)
1 iizro xalis zoror (1,897) (36,864)

140-198-ci sohifolordaki qeydlar bu maliyye hesabatlarinin ayrilmaz hissesini toskil edir. Miistoqil Auditor
Rayi 128-ci sehifods toqdim olunmusdur.
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INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2006
(in new Azerbaijan Manats and in thousands

Notes 2006 2005
Interest income 4,28 63,680 29,735
Interest expense 4,28 (9,003) (4,015)
NET INTEREST INCOME BEFORE ALLOWANCE FOR
IMPAIRMENT LOSSES ON INTEREST 54,677 25,720
BEARING ASSETS
Allowance for impairment losses on interest bearing assets 5,28 (7,987) (2,417)
NET INTEREST INCOME 46,690 23,303
Loss on foreign currency translation differences, net (37,806) (53,752)
Gain on revaluation of liabilities to the International

123 1,873

Monetary Fund, net
Gain on foreign currency dealing differences, net 2,225 302
Fee and commission income 6, 28 3,631 4,264
Fee and commission expense 6 (39) (220)
Gain on assets placed with external asset managers, net 8,301 3,753
Gain/(loss) on revaluation of trading securities 207 (133)
Other income 7 1,982 145
OPERATING INCOME/(LOSS) 25314 (20,465)
OPERATING EXPENSES 8,28 (27,211) (16,399)
Net loss for the year (1,897) (36,864)

The notes on pages 141 to 199 form an integral part of these financial statements. The Independent Auditors'
Report is on page 129.
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31 DEKABR 2006-CI iL TARIXiNO BALANS
(min Yeni Azarbaycan Manati ila)

Qeydler 2006 2005

AKTIVLOR
Nagd pul ve qisamiiddatli vesaitler 9 1,876,655 907,192
Rezident banklara verilmis kreditlor 10 83,380 68,904
Ticarat qiymatli kagizlar 11 67,261 18,248
Beynalxalq Valyuta Fondundaki qaliglar 12 227,336 247,435
Xarici menecerlor torofindon idare olunan aktivler 13 231,960 144,020
Odenis tarixinedek saxlanilan qiymetli kagizlar 14, 28 134,544 137,871
Osas vosaitlor 15 21,041 20,605
Qeyri-maddi aktivler 16 2,715 4,085
Sair aktivler 17 16,737 6,715
COMI AKTIVLOR 2,661,629 1,555,075
OHDOLIKLOR VO KAPITAL
OHDOLIKLOR:
Dévriyyade olan nagd pul 18 1,449,286 594,108
Kredit toskilatlarmin hesablart 19, 28 594,900 291,726
Hoékumat hesablari 20, 28 107,130 185,145
Buraxilmig borc qiymetli kagizlart 21 113,007 31,403
Sair depozit hesablari 22,28 1,514 839
Beynolxalq maliyye institutlarmdan alimis vesaitler 23 5,951 6,264
Beynolxalq Valyuta Fondu garsisinda 6hdalikler 24 331,711 385,939
Sair 6hdelikler 25 1,125 749
Comi hdelikler 2,604,624 1,496,173
KAPITAL:
Nizamnams kapitalt 26 10,000 10,000
Kapital ehtiyatlari 41,153 43,173
Beynolxalq Valyuta Fondu qarsisinda 6hdeliklerin yeniden

. . . 5,852 5,729
giymetlendirilma ehtiyati
Comi nizamnama kapitali vo kapital ehtiyatlart 57,005 58,902
COMI OHDOLIKLOR VO KAPITAL 2,661,629 1,555,075

140-198-ci sohifelordeki qeydlar bu maliyye hesabatlarinin ayrilmaz hissesini toskil edir. Miistoqil Auditor
Rayi 128-ci sehifode toqdim olunmusdur.
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BALANCE SHEET AS AT 31 DECEMBER 2006
(in new Azerbaijan Manats and in thousands)

Notes 2006 2005
ASSETS
Cash and short-term funds 9 1,876,655 907,192
Loans to resident banks 10 83,380 68,904
Trading securities 11 67,261 18,248
Balances with the International Monetary Fund 12 227,336 247,435
Assets placed with external asset managers 13 231,960 144,020
Investments held-to-maturity 14, 28 134,544 137,871
Fixed assets 15 21,041 20,605
Intangible assets 16 2,715 4,085
Other assets 17 16,737 6,715
TOTAL ASSETS 2,661,629 1,555,075
LIABILITIES AND EQUITY
LIABILITIES
Money issued in circulation 18 1,449,286 594,108
Accounts of credit organizations 19, 28 594,900 291,726
Government accounts 20, 28 107,130 185,145
Debt securities issued 21 113,007 31,403
Other deposit accounts 22,28 1,514 839
Funds borrowed from international financial institutions 23 5,951 06,264
Liabilities to the International Monetary Fund 24 331,711 385,939
Other liabilities 25 1,125 749
Total liabilities 2,604,624 1,496,173
EQUITY:
Charter fund 26 10,000 10,000
Retained earnings 41,153 43,173
Revaluation reserve for liabilities to the International 5,85 5,729
Monetary Fund
Total charter fund and reserves 57,005 58,902
TOTAL LIABILITIES AND EQUITY 2,661,629 1,555,075

The notes on pages 141 to 199 form an integral part of these financial statements. The Independent Auditors'
Report is on page 129.
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31 DEKABR 2006-CI IL TARIXIN® BITON iL UZRO KAPITALDA DOYISIKLIKLOR
HAQQINDA HESABAT
(min Yeni Azarbaycan Manat ila)

Beynalxalq

Valyuta Fondu

. . qgarsisinda
Nizamnarmd il i Osulegia

kapitali ehtiyatlart .

yeniden

qiymatlen-

dirilma ehtiyat
31 dekabr 2004-cii il 10,000 81,910 3,856 95,766
[l iizro xalis zoror - (38,737) 1,873 (36,864)
31 dekabr 2005-ci il 10,000 43,173 5,729 58,902
1 iizro xalis zoror - (2,020) 123 (1,897)
31 dekabr 2006-c1 il 10,000 41,153 5,852 57,005

140-198-ci sohifalardaki geydler bu maliyye hesabatlarinin ayrilmaz hissesini toskil edir. Miistaqil Auditor
Rayi 128-ci sehifads taqdim olunmusdur.
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STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2006
(in new Azerbaijan Manats and in thousands)

Revaluation

. reserve for lia-
Sl Retal'ned bilities to the Total equity

fund earnings .

International

Monetary Fund
31 December 2004 10,000 81,910 3,856 95,766
Net loss for the year - (38,737) 1,873 (36,864)
31 December 2005 10,000 43,173 5,729 58,902
Net loss for the year - (2,020) 123 (1,897)
31 December 2006 10,000 41,153 5,852 57,005

The notes on pages 141 to 199 form an integral part of these financial statements. The Independent Auditors'
Report is on page 129.



Milli Bankin 2006 ilin yekunu {izre maliyya hesabathg

31 DEKABR 2006-CI iL TARIXINO BITON iL UZRO PUL VOSAITLORININ HOROKOTI
HAQQINDA HESABAT
(min Yeni Azarbaycan Manat ila)

Qeydler 2006 2005

OMOLIYYAT FOALIYYOTINDON YARANAN
NAGD PUL VOSAITLORININ HOROKOTI:
Qeyn—rezgient banklarda yerlogdirilmis vesaitler iizro 49,075 27203
alinmus faizler
Rezident banklara verilmis kreditlor iizre alinmis faizlor 5,547 3,916
Investisiya qiymetli kagizlari iizro alinmus faizlor 2,097 585
Alimig digar faizler 61 36
{Beyn.elx.alq rpahyya institutlarndan alinmis vesaitler tizre (1.630) (1.979)
6donilmis faizlor
Miistori hesablart {izro ddenilmis faizler (361) (79)
Buraxilmig qiymetli kagizlar iizre ddenilmis faizler (6,772) (1,794)
Odenilmis diger faizlor (36) (194)
faal?sm valyuta ila diling emaliyyatlarindan yaranan forgler, 2225 300
Almmis haqq ve komissiyalar 3,631 4,265
Odenilmis haqq ve komissiyalar (39) (220)
XaI:ICI menecerlar torafinden idars olunan aktivler tizra $.301 3,753
golir
Alinmus sair emoliyyat galirlori 131 146
(Odonilmis smeliyyat xarclori (23,488) (13,920)
Omeliyyat aktiv ve ohdsliklerinda dayisikliklerdan avval

. L . o 38,742 22,110
ampliyyat foaliyyetinden yaranan nagd pul vesaitlari
Omeliyyat aktivlerinde ve dhdeliklerinde deyisiklikler
Omoliyyat aktivlerinds xalis artma:
Qeyri-rezident banklardan alinacaq vesaitler (427,641) (2,782)
Rezident banklara verilmis kreditlor (19,662) (9,831)
Ticaret giymatli kagizlari (51,023) (18,858)
Sair aktivler (9,924 (5,702)
Omeliyyat 6hdeliklerinde xalis artma / (azalma):
Kredit toskilatlarinin hesablari 309,347 (10,858)
Hokumet hesablari (69,962) 75,491
Sair depozit hesablart 678 566
Maliyye lizingi 6hdeliyi ¢ixilmaqla, sair 6hdalikler (2) 156
Gnvleliyyat fagliyygtinde (istifade edilon) / yaranan xalis (229.447) 50202
nagd pul vesaitleri
INVESTISIYA FOALIYYOTINDON YARANAN
NAGD PUL VOSAITLORININ HOROKOTI:
Odvams tar1x1nade?k saxlamlan qiymetli investisiya 1515 2,400
kagizlarindan golir
Osas vasaitlarin ve qeyri-maddi aktivlerin Milli Kart

. . . 3,500

Prosessing Markazina satilmasindan galir
Osas vesaitlorin almmasi (3,864) (6,404)
Qeyri-maddi aktivlarin almmasi (14) (616)
Investisiya foaliyyati iizro yaranan / (istifade olunan) xalis 1137 (4.620)

nagd pul vesaitleri
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STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2006
(in new Azerbaijan Manats and in thousands)

Notes 2006 2005
CASH FLOWS FROM OPERATING
ACTIVITIES:
Interest received on placements with non-resident 49,075 27293
banks
Interest received on loans to resident banks 5,547 3,916
Interest received on investment securities 2,097 585
Other interest received . . . 61 36
1nte.rest. paid on borrowings from international financial (1.630) (1.979)
nstitutions
Interest paid on customer accounts (361) (79)
Interest paid on securities issued (6,772) (1,794)
Other interest paid (36) (194)
Foreign currency dealing differences, net 2,225 302
Fees and commissions received 3,631 4,265
Fees and commissions paid (39) (220)
Gain on assets placed with external asset managers 8,301 3,753
Other operating income received 131 146
Operating expenses paid (23,488) (13,920)
Cgsh flows from .0p§r.aF1ng activities before changes in oper- 3874 2,110
ating assets and liabilities
Changes in operating assets and liabilities
Net increase in operating assets:
Due from non-resident banks (427,641) (2,782)
Loans to resident banks (19,662) (9,831)
Trading securities (51,023) (18,858)
Other assets (9,924 (5,702)
Net increase/(decrease) in operating liabilities:
Accounts of credit organizations 309,347 (10,858)
Government accounts (69,962) 75,491
Other deposit accounts 678 566
Other liabilities, excluding finance lease liability 2) 156
Net cash (used in)/provided by operating activities (229,447) 50,292
CASH FLOWS FROM INVESTING
ACTIVITIES:
Proceeds from investment securities held-to-maturity 1,515 2,400
Proceeds from disposal of fixed and intangible assets to 3500 )
"Milli Kart" Processing Center ’
Acquisition of fixed assets (3,864) (6,404)
Acquisition of intangible assets (14) (616)
Net cash provided by/(used in) investing activities 1,137 (4,620)
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PUL VOSAITLORININ HOROKOTI HAQQINDA HESABAT 31 DEKABR 2006-CI IL TARIXINO
BITON iL UZRO (Davam)
(min Yeni Azarbaycan Manat ila)

Qeydler 2006 2005
MALIYYO FOALIYYOTINDON YARANAN
NAGD PUL VOSAITLORININ HOROKOTI:
Nagd pulun dovriyyaye buraxilmasi 855,178 67,901
Maliyya lizingi 6hdeliyinin ddonilmasi (110) (36)
Buraxilmig borc qiymetli kagizlari iizro galir 81,337 11,457
Beygalxalq mgllyya institutlarindan alimig 288 1415
vosaitlerds xalis artma
Beynelxalq Valyuta Fondu qgarsisinda ¢hdslikler tizro (33.894) (26.718)
xalis azalma
Maliyye foaliyystinden yaranan xalis nagd pul 902,799 54,019

vosaitlori

Nagd pul vesaitlarina ve pul vesaitlorinin
ekvivalentlorine valyuta mezennasindoki (16,154) (18,608)
doyisikliklorin tasiri

NAGD PUL VOSAITLORIND® VO NAGD PUL

VOSAITLORININ EKVIVALENTLORIND®S XALIS 658,335 81,083
ARTMA

[LIN OVVOLINDO NAGD PUL VOSAITLORI VO 9 663,035 581,952
NAGD PUL VOSAITLORININ EKVIVALENTLORI ’ ’
[LIN SONUNDA NAGD PUL VOSAITLORI VO 9 1321370 663,035

NAGD PUL VOSAITLORININ EKVIVALENTLORI

140-198-ci sehifalordeki geydler bu maliyye hesabatlarinin ayrilmaz hissesini toskil edir. Miisteqil Auditor
Rayi 128-ci sohifoda toqdim olunmusgdur.

138



National Bank’s 2006 financial reporting

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2006 (Continued)
(in new Azerbaijan Manats and in thousands)

Notes 2006 2005
CASH FLOWS FROM FINANCING
ACTIVITIES:
Issue of money into circulation 855,178 67,901
Repayments of finance lease obligation (110) (36)
Proceeds from debt securities issued 81,337 11,457
Net.mc.rease in borrowings from international financial 288 1415
mstitutions
Net decrease in liabilities to the International Monetary (33.894) (26.718)
Fund
Net cash provided by financing activities 902,799 54,019
Effc?ct of exchange rate changes on cash and cash (16,154) (18.608)
equivalents
NET INCREASE IN CASH AND CASH
EQUIVALENTS 658,335 81,083
CA'SH'AND CASH EQUIVALENTS, 9 663,035 581,952
beginning of the year
CASH AND CASH EQUIVALENTS, 9 1321.370 663.035

end of the year

The notes on pages 141 to 199 form an integral part of these financial statements. The Independent Auditors'
Report is on page 129.
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MALiYYO HESABATLARINA QEYDLOR 31 DEKABR 2006-CI iL TARIXiNO BiTON iL UZRO
(min Yeni Azarbaycan Manati ila)

1 BANK HAQQINDA UMUMI MOLUMAT

Azarbaycan Respublikast Milli Banki ("Bank") 22 dekabr 2004-cii il tarixde qiivveye minmis "Azarbaycan
Respublikasinin Milli Banki haqqinda" Qanuna ("Qanun") miivafiq olaraq fealiyyet gosterir. Yuxarida qeyd
olunan tarixadek Bank "Azarbaycan Respublikasinin Milli Banki haqqinda" 10 iyun 1996-c1 il tarixli Qanuna
uygun olaraq fealiyyet gdstormisdir. Bankin hiiquqi {invani asagidaki kimidir:

R. Behbudov kii¢.32, AZ1014, Baki, Azarbaycan.

Bankin Azarbaycan Respublikasinda 11 orazi idarasi vardir.
Qanunun 4-cii maddesine uygun olaraq:

e Milli Bankin foaliyyetinin asas moaqsadi 6z selahiyyatloeri daxilinde qiymetlorin sabitliyinin tomin
edilmesidir;

e Milli Bankin fealiyyetinin moaqgsadi, hem¢inin, bank ve ddenis sistemlarinin sabitliyini ve inkisafini
tomin etmokdir;

e Monfoot gotlirmak Milli Bankin asas magsadi deyildir.

Qanunun 5-ci maddesine uygun olaraq Milli Bankin osas funksiyalar1 asagidakilardir:

Milli Bank dévlatin pul ve valyuta siyasetini miioyyen edir vo hayata kegirir;

Nagd pul dovriyyesini teskil edir, Azerbaycan Respublikasi Konstitusiyasinin 19-cu maddesinin II

hissosine vo bu Qanuna miivafiq olaraq pul nisanlarinin tedaviilo buraxilmasimi ve tedaviilden

cixarilmasini hoayata kegirir;

Azorbaycan manatinin xarici valyutalara nisbotde resmi mezennasini miitomadi mileyyan edir vo elan edir;

Qanunvericiliys uygun olaraq valyuta tonzimini ve nazaratini hoyata kegirir;

Serancaminda olan beynsalxalq qizil-valyuta ehtiyatlarini saxlayir ve idare edir;

Qanunvericiliys uygun olaraq hesabat todiye balansini tortib edir ve dlkenin prognoz tadiye balansinin

hazirlanmasinda istirak edir;

e '"Banklar hagqinda" Azerbaycan Respublikasi Qanununa, bu Qanuna ve onlara miivafiq gobul etdiyi
normativ xarakterli aktlara uygun olaraq bank fealiyyetini lisenziyalasdirir ve tenzimlayir, qanunla
miiayyon edilmis qaydada bank fealiyystine nazarati hoyata kegirir;

e Odenis sistemlorinin foaliyyetini toskil edir, olagelendirir, tenzimloyir ve onlarm iizerinde nezareti
ganuna uygun olaraq hoayata kegirir;

e Bu Qanunla ve digar qanunlarla nazerds tutulmus basqa funksiyalar1 hoyata kegirir.

Milli Bank qanunvericiliyo, habelo Azarbaycan Respublikasinin torofdas ¢ixdigi beynslxalq miigavilelora
miivafiq olaraq onun solahiyyetlorine aid edilon messlolor lizre xarici dévletlerin merkezi banklari ile
qarsiliglt miinasibatlorda, habelo beynalxalq maliyye-kredit toskilatlarinda Azerbaycan Respublikasini tomsil
edir. Milli Bank fealiyyotinin miixtelif sahoalori iizre xarici dovletlorin merkezi banklar1 ilo emokdasliq
haqqinda miigavilaler baglaya biler, hamginin xaricda yerloson dovlet ve 6zel merkezi kliring idarsleri ilo 6z
adindan ve ona miivafiq selahiyyetlor verildiyi halda Azerbaycan dovleti adindan klirinq ve hesablagmalar
haqqinda sazisler ve basqa miiqavilolor baglaya biler. Qanunvericiliye miivafiq olaraq Milli Bank pul, valyuta
vo bank nazareti sahslorinde emokdasliq maqsadi dastyan beynalxalq ve regional toskilatlarin kapitallarinda
vo foaliyyetlorinde istirak edo biler.

Maliyye hesabatlar1 10 aprel 2007-ci il tarixdo Idare Heyati torafinden tosdiq olunmusdur.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2006
(in new Azerbaijan Manats and in thousands)

1 ORGANIZATION

The National Bank of the Republic of Azerbaijan (the "Bank") acts in accordance with the "Law on the
National Bank of the Republic of Azerbaijan" effective from 22 December 2004 (the "Law"). Prior to the
above date the Bank acted in accordance with the "Law on the National Bank of the Republic of
Azerbaijan", dated 10 June 1996. The address of its registered office is 32 R. Behbudov Street, AZ1014
Baku, Azerbaijan.

The Bank has 11 regional branches in the Republic of Azerbaijan.
Article 4 of the Law sets out the objectives of the Bank, which are the following:

The main objective of the Bank is to maintain the stability of prices under its authority;
Also the objectives of the Bank include maintaining the stability and growth of the banking and payment
systems;

e Profit earning is not the major objective of the Bank.

Article 5 of the Law sets out the functions of the Bank as follows:

Determines and fulfils state policy in the monetary and currency fields;
Organizes money circulation and implements money issue into and withdrawal from circulation in accor-
dance with section II of Article 19 of the Constitution of the Republic of Azerbaijan and the Law;

e Determines and declares the official exchange rate of the Azerbaijan Manat in relation to foreign curren-
cies;
Performs currency regulation and supervision in accordance with the legislation;
Maintains and manages gold and foreign currency reserves at its disposal;
Prepares the balance of payments based on legislation and takes part in the preparation of the forecasted
balance of payments of the country;

e Provides licenses, regulates and supervises banking activities as stipulated by the "Law on Banks of the
Republic of Azerbaijan", the Law and other relevant regulations;

e Organizes, coordinates and regulates payment system activities and supervises them under the legisla-
tion;

e Fulfils other functions, as stipulated by the Law and other relevant regulations.

In accordance with the legislation and the international agreements that the Republic of Azerbaijan is a party
to, the Bank acts on behalf of the Government of the Republic of Azerbaijan in the mutual relations with the
central banks of foreign countries as well as with the international finance and credit organizations. The Bank
may conclude cooperation agreements in the various fields of its activity with the central banks of foreign
countries, including clearing and settlements and other contracts with the foreign state and private clearing
organizations signed on behalf of the Bank and the Government of the Republic of Azerbaijan if entitled. In
accordance with the legislation the Bank may participate in the capital and activities of international and
regional organizations with the purpose of cooperation in the in the monetary, currency and banking supervi-
sion fields.

These financial statements were authorized for issue by the Board of Governors on 10 April 2007.
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2 TOQDIMATIN ©SASLARI
Miihasibat ugotunun osaslari

Bankin maliyye hesabatlar1 Beynoalxalq Miihasibat Ucotu Surasi ("BMUS") terafindon buraxilmis Maliyye
Hesabatinin Beynolxalq Standartlarma ("MHBS") uygun hazirlanmigdir. Bu maliyye hesabatlarindaki
mablaglar, diger gqeydlor olmadigda, min Yeni Azarbaycan Manati ("manat") il ifade edilmisdir. Bu maliyye
hesabatlari b?zi maliyye alotlorinin yenidon qiymetlondirilmasi istisna olmagqla, ilkin deyer osasinda
hazirlanmigdir.

Bank miihasibat ugotunu osasen MHBS toloblorine cavab veran Azoarbaycan ganunvericiliyine uygun
qaydada aparir. Bu maliyye hesabatlari miihasibat ugotu haqqinda Azerbaycan ganunvericiliyi asasinda
hazirlanmig vo MHBS-o uygunlasdirilmisdir. Bankin rohberliyinden maliyye hesabatlarinin MHBS-o uygun
hazirlanmasinda aktiv ve ohdsliklerin geyd olunmus meblaglorine, sorti aktiv ve ohdeliklorin maliyye
hesabatlarmnin tortib olundugu tarixde agiglanmasina ve hesabat dovriinde goalir ve xoarclorin qeydo alinmig
mablaglorine tosir edon toxmini hesablamalardan vo ehtimallardan istifade etmok tolob olunur. Faktiki
naticelor hamin texmini ehtimallardan forglens biler. Dayisikliye xiisusilo hassas olan texmini hesablamalara
ehtimal olunan zararler {i¢iin ehtiyatlar vo maliyyo alotlorinin adalatli deyeri aiddir.

Osas ehtimallar
Novbeti maliyye dovrii erzinds aktiv ve ohdeliklorin balans doyerine shemiyyaetli diizelislerin edilmasi

riskini yaradan balans hesabati tarixindoki geyri miioyyenliyin qiymatlondirilmasi {i¢iin golocoek vo diger
mithiim moenbelarls bagli asas ehtimallara asagidakilar daxildir:

2006 2005
Eht.lma.ll olune.m zararlar tiglin ehtiyatlar ¢ixilmagla rezident banklara 83,380 68.904
verilmis kreditlor
Odenis tarixinedek saxlanilan investisiyalar 134,544 137,871

Rezident banklara verilmis kreditlor ve ddenis tarixinadok saxlanilan investisiyalar ehtimal olunan zororlor
liclin ehtiyatlar ¢ixilmagla amortizasiya doyeri ilo Ol¢lilir. Ehtimal olunan zererler iiglin ehtiyatlarin
giymeatlondirilmasi onlarla bagli ehtimallara asaslanir. ©sas ehtimallarin ve ya balans hesabat tarixine geyri-
miloyyenliyin diger menbelarinin miimkiin tasir derecasini miloyyen etmok miimkiin deyildir.

Omoliyyat Valyutasi

Toqdim olunan maliyye hesabatlarinda emoliyyat valyutasi Yeni Azerbaycan Manatidir (bundan sonra
"manat").

3 MUHASIBAT UCOTUNUN MUHUM PRINSIPLORI
Maliyyo alatlorinin ucota alinmasi ve deyerlondirilmesi
Bank maliyye aktivlerini vo o6hdaliklerini yalmiz o vaxt balansda ugota alir ki, o, maliyye alati iizro

miigavilenin terafi olur. Maliyye aktivlerinin ve 6hdeliklerinin adi qaydada alqi-satqist Bankin alqi-satqi
amoliyyatlarini apardigi tarixde qeyd olunur.
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2 BASIS OF PRESENTATION
Accounting basis

These financial statements of the Bank have been prepared in accordance with International Financial
Reporting Standards ("IFRS") issued by the International Accounting Standards Board ("IASB). These finan-
cial statements are presented in thousands of new Azerbaijan Manats ("AZN"), unless otherwise indicated.
These financial statements have been prepared under the historical cost convention, except for the revaluation
of certain financial instruments.

The Bank maintains its accounting records in accordance with Azerbaijan law, which in majority complies
with IFRS. These financial statements have been prepared from the Azerbaijan statutory accounting records and
have been adjusted to conform with IFRS. The preparation of financial statements in conformity with IFRS
requires management to make estimates and assumptions that affect the reported amount of assets and liabili-
ties and the disclosure of contingent assets and liabilities at the date of the financial statements and reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
Estimates that are particularly susceptible to change relate to the allowances for impairment losses and the fair
value of financial instruments.

Key assumptions
Key assumptions concerning the future and other key sources of estimation uncertainty at the balance sheet

date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabili-
ties within the next financial period include:

2006 2005
Loans to resident banks, less allowance for impairment losses 83,380 68,904
Investments held-to-maturity 134,544 137,871

Loans to resident banks and investments held-to-maturity are measured at amortized cost less allowance for
impairment losses. The estimation of allowance for impairment losses involves an exercise of judgment. It is
impracticable to assess the extent of the possible effects of key assumptions or other sources of uncertainty on
these balances at the balance sheet date.

Functional currency

The functional currency of these financial statements is the new Azerbaijan Manat ("AZN").

3 SIGNIFICANT ACCOUNTING POLICIES
Recognition and measurement of financial instruments
The Bank recognizes financial assets and liabilities on its balance sheet when it becomes a party to the con-

tractual obligation of the instrument. Regular way purchases and sales of the financial assets and liabilities are
recognized using settlement date accounting.
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Maliyye aktivleri vo ya ohdolikleri ilk olaraq adalatli deyer ilo, menfoat ve zerer hagqinda hesabatda
odaletli doyer ilo gostorilmadikde ise, alisa birbasa totbiq olunan ve ya maliyye aktivlerinin vo ya
6hdoliklarinin buraxilmasi tizro amsaliyyat xorclori mebloginde taninir. Bu maddelorin daha sonra yeniden
giymeatlendirilmasine dair miihasibat u¢otu qaydalari asagida agiglanir.

Nagd pul vesaitleri ve nagd pul vesaitlerinin ekvivalentlori

Nagd pul vesaitlori vo nagd pul vesaitlarinin ekvivalentlarine kassada olan nagd pul, miixbir hesablar {izro
mohdudiyyetsiz qaliglar, o ciimleden qeyri-rezident banklarda yerlosdirilmis overnayt depozitler ve
qusamiiddetli depozitlor, xarici menecerlor torafinden idars olunan aktivler ve miigavile {izre 6deme miiddati
90 glin olan giymatli investisiya kagizlari aiddir.

Bank terofinden verilmis kreditlor

Bankin ayirdig1 kreditler Bank toerafinden borcalanin birbasa pul vesaitlori ilo tomin edilmasi vo ya kredit
xottinda istiraki naticesinde yaranan maliyye aktivleridir.

Bank torofinden sabit 6demo miiddeti ilo ayrilmis kreditlor adalatli deyer iistogel aidiyyati emaliyyat
xorclori mablaginde taninir. Ogor verilon mablagin adalatli deyeri kreditin adalatli doyerine baraber deyilso,
masalon kreditin bazar deyerinden asagi deyerlo buraxilmasi, ona verilon adalstli deyerle kreditin adalatli
doyeri arasindaki forq kreditin ilkin taninmasi zamani zerar kimi geyde alinir vo menfoeet ve zerer hagqqinda
hesabata aktivlorin ayrilmasi iizre zorarlor kimi daxil edilir. Daha sonra, kreditlorin balans deyeri effektiv faiz
metodunu istifade etmoaklo hesablanir. Sabit 6dema miiddeti olmayan miistorilore verilmis kreditlor gozlenilon
6domoe miiddatine asaslanmagqla effektiv faiz metodu esasinda ugota alinir. Miisterilora verilmis kreditlor vo
avanslar ehtimal olunan zararlor {iciin har hansi ehtiyat ¢ixilmagqla xalis deyerle qeyde alinur.

Kreditlorin ve avanslarin silinmesi

Kreditlor vo avanslar girovlar Bankin sahibliyine kecdiyi vo kredit ve avanslarin iimidsiz borclara ¢evrildiyi
halda, ehtimal olunan zarorlor ii¢iin yaradilmig ehtiyatlardan silinirlor. Kreditlor vo avanslar banka 6denilmali
mablaglari toplamagq {i¢iin rohbarlik terefinden biitiin miimkiin tedbirler hayata kegirildikden ve Bank biitiin
miimkiin tominatlari satdiqdan sonra silinir.

Faiz hesablanmayan kreditlor

Maliyye aktivlori vo ya maliyye aktivlerinin oxsar qrupu ehtimal olunan zerar naticesinde bir dofo silinarsa,
faiz goliri chtimal olunan zerori hesablamaq meqsedilo golocokde daxil olacaq nagd vesait axinini
diskontlagdirmagq ii¢lin istifade olunan faiz derocasini totbiq etmokle taninir.

Ehtimal olunan zerarler iigiin ehtiyat

Bank maliyye aktivinin ve ya maliyye aktivleri qrupunun giymetden diismesi haqqinda obyektiv sitibut
oldugda maliyye aktivleri {izro ehtimal olunan zerarlor ii¢lin ehtiyatlar yaradir. Ehtimal olunan zerarler {i¢iin
chtiyatlar zomanat vo girov hesabina barpa oluna bilon mablog daxil olmagla, amortizasiya deyeri ile qeyde
alman maliyye aktivleri ii¢lin maliyyo aktivlerinin haqiqi effektiv faiz deracesi ilo diskontlagdiriimagla
golacokds daxil olmasi ehtimal edilen nagd pul vesaitlarinin ilkin deyeri ilo balans deyeri arasindaki forq kimi
hesablanir. Ogar novbeti dévr arzinde ehtimal olunan zerarin moblagi azalirsa ve homin azalma qiymetden
diisme tanindiqdan sonra bag veron hadise ilo olagoli olarsa, avveller taninmis ehtimal olunan zerar ehtiyata
diizolis etmoklo barpa olunur. Ilkin dayer ilo ugota alinan aktivler iizre ehtimal olunan zarer iigiin ehtiyat:
maliyyoe aktivinin balans doyeri ilo oxsar maliyye aktivlerinin bazardaki cari rentabellik tariflori asasinda
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Financial assets and liabilities are initially recognized at fair value plus, in the case of a financial asset or
financial liability not at fair value through profit or loss, transaction costs that are directly attributable to the
acquisition or issue of the financial asset or financial liability. The accounting policies for subsequent re-meas-
urement of these items are disclosed in the respective accounting policies set out below.

Cash and cash equivalents

Cash and cash equivalents include cash, unrestricted balances on correspondent accounts including overnight
deposits and short-term placements with the non-resident banks, assets placed with external asset managers and
investment securities with an original maturity within 90 days.

Originated loans

Loans originated by the Bank are financial assets that are created by the Bank by providing money directly
to a borrower or by participating in a loan facility.

Loans granted by the Bank with fixed maturities are initially recognized at fair value plus related transaction
costs. Where the fair value of consideration given does not equal the fair value of the loan, for example where
the loan is issued at lower than market rates, the difference between the fair value of consideration given and
the fair value of the loan is recognized as a loss on initial recognition of the loan and included in the income
statement as losses on origination of assets. Subsequently, the loan carrying value is measured using the effec-
tive interest method. Loans to customers that do not have fixed maturities are accounted for under the effective
interest method based on expected maturity. Loans and advances to customers are carried net of any allowance
for impairment losses.

Write off of loans and advances

Loans and advances are written off against the allowance for impairment losses in the case of the uncol-
lectibility of loans and advances, including through repossession of collateral. Loans and advances are written
off after management has exercised all possibilities available to collect the amounts due to the Bank and after
the Bank has sold all available collateral.

Non-accrual loans

Once a financial asset or a group of simIn.ar financial assets has been written down as a result of an impair-
ment loss, interest income is thereafter recognized using the rate of interest used to discount the future cash
flows for the purpose of measuring the impairment loss.

Allowance for impairment losses

The Bank establishes an allowance for impairment losses of financial assets when there is objective evi-
dence that a financial asset or group of financial assets is impaired. The allowance for impairment losses is
measured as the difference between the carrying amount and the present value of expected future cash flows,
including amounts recoverable from guarantees and collateral, discounted at the financial asset's original
effective interest rate, for financial assets which are carried at amortized cost. If in a subsequent period the
amount of the impairment loss decreases and the decrease can be related objectively to an event occurring after
the impairment was recognized, the previously recognized impairment loss is reversed by adjusting an
allowance account. For financial assets carried at cost the allowance for impairment losses is measured as the
difference between the carrying amount of the financial asset and the present value of estimated future cash
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diskontlagdirilan goalacekde daxil olacaq nagd pul vesaitlorinin ilkin deyeri arasindaki forq kimi hesablanir. Bu
ciir ehtimal olunan zerarlor barpa edilmir.

Ehtimal olunan zerarlar {igiin ehtiyatlarin miiayyon edilmasi riske maruz qalan aktivlerin tohliline asaslanir
vo rohbarliyin fikrince ¢okilmis xorclori barpa etmoye kifayotdir. Ehtiyatlar ayri-ayriligda miihiim shemiyyet
kosb edon maliyyo aktivleri ti¢lin risk aktivlerinin fordi sekilde qiymatlondirilmasi ve ayri-ayriligda miithiim
ohamiyyet kasb etmayon maliyys aktivleri ii¢lin fordi ve ya birge qiymetlondirme naticesinde yaradilir.

Ehtimal olunan zerorler {igiin ehtiyatdaki deyisiklik menfoot ve zeror hesabatinda gosterilir vo ehtimal
olunan zerarlor {igiin ehtiyatin comi daxil olan iimumi aktivlerin mebloginden ¢ixilir vo balans hesabatinda
gostorilir. Ehtimal olunan zerer iizre xorcin cokilmesinin no deracedo obyektiv siibut oldugunu
miloyyoenlagdirerken Bankin nazerdon kegirdiyi faktlara debitorlarin ve ya emitentlorin likvidliyi, 6denis etme
qabiliyyati, biznes vo maliyys risklori, oxsar aktivlerle bagli ddenislorin gecikdirilm?si deracesi, milli ve yerli
iqtisadi yontimler vo seraitlor, girovun ve zemanaetlorin adalatli doyeri daxildir. Bu ve diger faktlar ayriliqda
vo ya birlikde maliyye aktivlerinde ve ya maliyyo aktivleri qrupunda ehtimal olunan zarorin bas vermasi
haqqinda obyektiv doalili oks etdire bilar.

Nozors almaq lazimdir ki, zerarlorin hesablanmasi rehborliyin ehtimallarina asaslanir. Miiayyon dovrlerda
Bankin ¢okdiyi masraflor ehtimal olunan zerarlar {i¢iin ehtiyatlara nisbaton daha ¢ox ola biler ki, bu zaman
ehtimal olunan zerarlor iiglin ehtiyatin riske meruz qalan aktivler {izre ¢okilon xorclori ohato edo bilmasi
rohberliyin gerarindan asilidir.

Beynolxalq Valyuta Fondundaki galiglar

Bank 0z balans hesabatinda Azearbaycan Respublikasi Hokumetinin Beynolxalq Valyuta Fondundaki
("BVF") tizvlik Kvotasin1 ("Kvota"), o climloeden, Kvota ilo bagli buraxilmis miivafiq dévlet giymsetli
kagizlarini taqdim edir.

Bankin aktivlerine Azarbaycan Hokumstinin Xiisusi Borcalma Hiiquglar1 ("XBH") ile saxladig1 vesaitlor
daxildir. BVF-don alinmis vesaitloro Azarbaycan Hokumsti terafinden Maliyye Nazirliyinin BVF-yo Kvota
mablaglari {izro hesablagmanin aparilmasi ti¢lin buraxdig1 qiymetli kagizlarla birlikde Azerbaycan Hokumati
ilo BVF arasinda imzalanmis miixtalif kredit razilagsmalar1 osasinda ayrilmis kreditlor daxildir. Kreditlor
effektiv faiz metodunu istifade etmoklo amortizasiya doyaeri ilo qiymetlendirilir.

BVF torafindon kreditin ayrilmasi ilo bagli moasraflor ve faiz xarclori Bankin menfoat vo zarer hesabina
daxil edilir. Kreditlor iizro faizlor Bank torefinden 6denilir ve faiz xarclori kimi gostarilir vo XBH qaliglarinin
Yeni Azarbaycan Manati ilo yenidon qiymetlondirilmasinden yaranan forqler xarici valyuta deyismesi iizre
golirlore vo xarcloro daxil edilir.

Odenis tarixinedek saxlamilan investisiyalar

Odanis tarixinadok saxlanilan investisiyalar miioyyenlasdirils bilon va sabit ddenisli bore qiymatli kagizlaridir.
Bank hemin qiymetli kagizlar1 6denis tarixinedek saxlamaq niyyetine ve imkanina malikdir. Belo giymetli
kagizlar ehtimal olunan zerarlor {iiin ehtiyat ¢ixilmagla amortizasiya olunmus doyarls oks etdirilir. Amortizasiya
olunmus giizestler 6dome miiddati arzinds effektiv faiz metodundan istifade edilmokloe faiz galirinde ugota alinir.

Ticarat qiymatli kagizlari

Ticarot qiymatli kagizlari esason yaxin golocokde satisa verilmok moagsadile alinmis ve ya Bank torefinden
ilkin taninma zamani menfost vo zeror hesabinda odalotli deyerlo gostorilon, birlikde idare olunan ve
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flows discounted at the current market rate of return for a simln.ar financial asset. Such impairment losses are
not reversed.

The determination of the allowance for impairment losses is based on an analysis of the risk assets and reflects
the amount which, in the judgment of management, is adequate to provide for losses incurred. Allowances are
made as a result of an individual appraisal of risk assets for financial assets that are individually significant, and
an individual or collective assessment for financial assets that are not individually significant.

The change in the allowance for impairment losses is charged to the income statement and the total of the
allowance for impairment losses is deducted in arriving at assets as shown in the balance sheet. Factors that the
Bank considers in determining whether it has objective evidence that an impairment loss has been incurred
include information about the debtors' or issuers' liquidity, solvency and business and financial risk exposures,
levels of and trends in delinquencies for simln.ar financial assets, national and local economic trends and con-
ditions, and the fair value of collateral and guarantees. These and other factors may, either individually or taken
together, provide sufficient objective evidence that an impairment loss has been incurred in a financial asset or
group of financial assets.

It should be understood that estimates of losses involve an exercise of judgment. While it is possible that in
particular periods the Bank may sustain losses, which are substantially relative to the allowance for impairment
losses, it is the judgment of management that the allowance for impairment losses is adequate to absorb losses
incurred on the risk assets.

Balances with the International Monetary Fund

The Bank presents on its balance sheet the membership quota of the Azeri Government ("Quota") in the
International Monetary Fund (the "IMF"), as well as the corresponding government securities issued in respect
of the Quota.

The Bank's assets include the Azeri Government's holdings of Special Drawing Rights ("SDR"). Amounts
owed to the IMF consist of loans issued under various credit facility agreements signed between the Azeri
Government and the IMF, together with securities issued by the Ministry of Finance of Azerbaijan on behalf of
the Azeri Government to the IMF in settlement of Quota amounts. Loans are measured at amortized cost using
the effective interest method.

Charges and interest expense in respect to the credit facilities provided by the IMF are included in the Bank's
income statement. Interest on the credits is paid by the Bank and is shown as interest expense, and differences
arising from the revaluation of the SDR balances into AZN are included in foreign currency translation gains
and losses.

Investments held-to-maturity

Investments held-to-maturity are debt securities with determinable or fixed payments. The Bank has the pos-
itive intent and ability to hold them to maturity. Such securities are carried at amortized cost, less any allowance
for impairment. Amortized discounts are recognized in interest income over the period to maturity using the
effective interest method.

Trading securities

Trading securities represent securities acquired principally for the purpose of selling them in the near future,
or are a part of portfolio of identified financial instruments that are managed together and for which there is
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qusamiiddetli menfostin alde edilmesi faktinin miioyyen edildiyi maliyys alstlori qrupunun bir hissasi olan vo
derivativ olan qiymetli kagizlardir. Ticarat qiymetli kagizlar ilk olaraq qeyd olunur ve daha sonra adalatli
dayer ile qiymatlondirilir. Ticaret qiymetli kagizlari ii¢lin adalatli deyeri miioyyonlosdirmok magsadile Bank
bazar giymetlorinden istifade edir. Ticarot qiymetli kagizlarinin adalatli deyer diizelislori homin dovr iizre
monfoat vo zoror hesabatinda oks olunur. Bank belo kateqoriyalar oldugda maliyye alstlorini hemin
kateqoriyalar iizro vo ya onlardan kenarda yeniden tosniflasdirmir.

Osas vosaitlor vo qeyri-maddi aktivler

Osas vesaitlor vo geyri-maddi aktivler ilkin deyerden y1gilmis kéhnalma vo har hansi taninmis qiymetden
diisme zorarini ¢ixmagla taninir. Natamam ve istismara buraxilmamis aktivlerin kohnelmasi aktivin istifadoye
hazir oldugu tarixden hesablanir.

Osas vosaitlorin kohnalmasi ve qeyri-maddi aktivlerin amortizasiyasi onlarimn ilkin deyerinden ¢ixilir vo
aktivlorin istismar miiddetlari iizro silinmesini nezarde tutur. Amortizasiya asagidaki illik faiz deracelarinde
baraber hissalera boliinmekle kohnalme metodunu istifade etmoaklo hesablanir:

Binalar 5%
Kompiiterlor vo rabite avadanlig 25%
Mebel, avadanliq ve sair 20%-25%
Nagliyyat vasitolori 15%
Qeyri-maddi aktivler 10%

Osas vosaitlorin vo qeyri-maddi aktivlerin balans doyorlori hor balans hesabati tarixine onlarin berpa
doyerlerinden artiq hesablanmasi, balans deyarinin hesablanmis barpa deyarlerinden ne goader artiq olmasini
giymatlondirmek megsedile nozerden kecirilir. Qiymatdon diismo zoreri miivafiq dévrde qeyde alinir ve
amoliyyat xarclorine daxil edilir. Qiymatdon diisme zarari qeyde alindigdan sonra asas vesaitlorin kdhnalme
xorclori, ondan qaliq doeyerini ¢ixmaqla (egor varsa), aktivlerin diizelis olunmus balans deyerini sistemli
sokilde qalan iqtisadi faydali dovriine boliisdiirmek magsadile galocek dovrlere uygunlasdirilir.

Dévriyyada olan pul

Dévriyyada olan pul "Azerbaycan Respublikasinin Milli Banki haqqinda" Azerbaycan Respublikasi
Qanununa ve onun merkazi bank kimi funksiyasina uygun olaraq Bank torefinden buraxilmis kagiz ve metal
pul nisanlarini aks etdirir. Dovriyyadoe olan banknotlar ve sikkeloar, Bankin kassalarinda olan banknotlar ve
sikkalor ¢ixilmagla, balans hesabatinda nominal deyerle oks etdirilir.

Vergilor

Isciloro vergi agenti kimi verilon miikafatlar ve sosial ddenisler istisna olmagla, Bank Azarbaycan
Respublikasinin ganunvericiliyine asasen biitiin vergilorden azaddir.

Ehtiyatlar
Ehtiyatlar Bank kegmis hadiselorin naticesinde cari hiiquqi ve asaslanmis 6hdeliye malik olduqda, 6hdeliyin
yerind yetirilmosi ii¢lin iqtisadi semera yaradan ehtiyatlarin azalma ehtimali oldugda ve 6hdslik mebloagi

etibarli gqiymetlondirildikde ugota alinir.
Ehtiyatlar ve Beynoalxalq Valyuta Fondu qarsisinda 6hdaliklerin yeniden giymetlendirilmasi izre ehtiyat
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evidence of a recent and actual pattern of short-term profit taking securities that upon initial recognition are
designated by the Bank at fair value through profit or loss or is a derivative. Trading securities are initially
recorded and subsequently measured at fair value. The Bank uses quoted market prices to determine fair
value for the trading securities. Fair value adjustment on trading securities is recognized in the income state-
ment for the period. The Bank does not reclassify financial instruments in or out of this category while they
are held.

Fixed and intangible assets

Fixed and intangible assets are carried at historical cost less accumulated depreciation and any recognized
impairment loss. Depreciation on assets under construction and those not placed in service commences from
the date the assets are ready for their intended use.

Depreciation of fixed assets and amortization of intangible assets is charged on their historical cost and is
designed to write off assets over their useful lives. It is calculated on a straight line basis at the following annu-
al rates:

Buildings 5%
Computers and communication equipment 25%
Furniture, equipment and others 20%-25%
Motor vehicles 15%
Intangible assets 10%

The carrying amounts of fixed and intangible assets are reviewed at each balance sheet date to assess whether
they are recorded in excess of their recoverable amounts, and where the carrying values exceed the estimated
recoverable amounts, the assets are written down to their recoverable amount. An impairment is recognized in
the respective period and is included in operating expenses. After the recognition of an impairment loss the
depreciation charge for fixed assets is adjusted in future periods to allocate the assets' revised carrying value,
less its residual value (if any), on a systematic basis over its remaining useful life.

Money issued in circulation

Money issued in circulation represents banknotes and coins issued by the Bank in accordance with the Law
of the Republic of Azerbaijan "On the National Bank of the Republic of Azerbaijan" and its function as a cen-
tral bank. Banknotes and coins in circulation are recorded on the balance sheet at their nominal value net of
cash in the Bank's cash offices.

Taxation

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

Provisions

Provisions are recognized when the Bank has a present legal or constructive obligation as a result of past
events, and it is probable that an outflow of resources embodying economic benefits will be required to settle
the obligation and a reliable estimate of the obligation can be made.

Reserves and revaluation reserve for liabilities to the International Monetary Fund



Milli Bankin 2006 ilin yekunu {izre maliyya hesabathg

Bankin 6z kapital ehtiyatlari iizro vesaitlori Qanuna miivafiq olaraq boliisdiiriiliir. Kapital ehtiyatlart
formalagdirildigdan sonra monfoatin serbast qaligi Dovlet biidcesine kogiiriiliir. BVF tizro qaliglarn Xiisusi
Borcalma Hiiquglart ("XBH") ile ifade edilmis moblogden yeni Azerbaycan Manatina kogiiriilmasi
naticesinde yaranan mezenne forqlori menfost ve zorer haqqinda hesabata daxil edilir vo kapitalda
dayisiklikler haqqinda hesabatda BVF qarsisinda 6hdsliklorin yeniden giymatlondirilmasi iizro ehtiyat kimi
ayrica gostorilir. Bankin menfastinden Dévlet biidcasine ayrilan hisse yuxarida gostorilon mebloglori nezere
almaqla maliyye hesabatlarinda oks olunur.

Macburi dovlet sosial sigorta haglari vo digar miiavineatlor

Azorbaycan Respublikasinin ganunvericilik toloblorine uygun olarag, Bank iscilerin emek haqglarindan
macburi dovlet sosial sigorta haglari tutur vo onlar1 dévlet pensiya fonduna kogiiriir. Bundan alave bu ciir togaiid
sistemi is¢ilor torefinden cari 6denislorin hesablanmasini heyet iizro {imumi xorclorin faizi kimi nezards tutur.
Bels xoarclor miivafiq emok haglarinimn alindig1 dovrde ¢ixilir. Teqatide ¢ixdiqda toeqaiidle bagl biitiin 6donislor
dovlet pensiya fondu terafinden yerina yetirilir. Bank dévlet pensiya fondunun qaydalarindan alave iimumi emoek
haqqt 6denislerinin faizi kimi hesablanmis is¢ilor torafinden cari yardimlar toleb eden pensiya ilo bagli har hansi
fordi gaydalara malik deyildir. Bundan basqa, Bankda hesablanmasi teleb olunan pensiya miiavinatlori vo ya
kompensasiya edilon miihiim miiavinatlor mévcud deyildir.

Golir vo xarclorin taninmast

Faiz golirlori vo xorclori effektiv faiz deracesi metodundan istifade etmoklo hesablanir. Faiz galirine hamginin
investisiya qiymetli kagizlari iizre alde olunan golir daxildir. Sair golirler aidiyyat1 emeliyyatlar yekunlasdigda
moanfoat vo zeror hesabinin kreditine yazilir. Kreditin ayrilmast iizro haqlar, ager miihiim ahamiyyatlidirso,
toxira salinir (birbasa xarclorlo birlikde) ve kreditin real golirliliyi tizro diizelis kimi geyd olunur.

Haqq ve komissiya galirlari

Haqq ve komissiya golirlorine nagd vesaitlorin inkassasiya haqlari, miisteri xidmati haqlari daxildir ki, onlar
da xidmetlor gostarildiyi zaman golir kimi taninir.

Xarici valyuta emeliyyatlari

Xarici valyutada miioyyen edilmis pul aktiv ve 6hdeliklori balans tarixindoki alqi-satqr mezennasine uygun
sokilde Yeni Azoarbaycan Manatina konvertasiya edilir. Xarici valyuta ilo aparilan emaliyyatlar emaliyyatin
yerind yetirildiyi giine qlivvedo olan valyuta mezennesi ilo hesablanir. Bu emsliyyatlardan yaranan golir vo
zorar xarici valyuta movqgeyinin yenidon qiymetlondirilmasi iizre xalis forq kimi geyd edilir.

Xarici valyuta mozonnalori

Bank ilin sonuna maliyye hesabatlarinin tortib olunmasi {iciin asagidaki xarici valyuta mezennslorinden
istifade etmisdir:

31 dekabr 2006-c1 il 31 dekabr 2005-ci il
1 ABS dollart = 08714 AZN 1 ABS dollan = 09186 AZN
1 AVRO = 1.1471AZN 1 AVRO = 1.0918 AZN
1 XBH = 13099 AZN 1 XBH = 13128 AZN
1 Ingilis funt sterlingi = 17113 AZN 1 Ingilis funt sterlingi = 15858 AZN
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The Bank allocates amounts from its revenue reserve based on regulations in accordance with the Law. After
these allocations the remaining amount is transferred to the Government budget. Unrealized revaluation differ-
ences arising from the translation of Special Drawing Rights ("SDR") balances with the International Monetary
Fund into AZN are included in the income statement and are shown separately in the statement of changes in
equity as a revaluation reserve for liabilities to the International Monetary Fund. Amounts to be transferred to
the Government budget in respect of the profit of the Bank are, therefore, calculated after the effect to these
items in the Bank's financial statements.

Retirement and other benefit obligations

In accordance with the requirements of the Azeri legislation, the Bank withholds amounts of pension contri-
butions from employee salaries and pays them to the state pension fund. In addition such pension system pro-
vides for the calculation of current payments by the employer as a percentage of current total disbursements to
staff. Such expense is charged in the period the related salaries are earned. Upon retirement all retirement ben-
efit payments are made by the state pension fund. The Bank does not have any pension arrangements separate
from the state pension system of Azerbaijan, which requires current contributions by employer calculated as a
percentage of current gross salary payments. In addition, the Bank has no post-retirement benefits or other sig-
nificant compensated benefits requiring accrual.

Recognition of income and expense

Interest income and expense are recognized using the effective interest rate method. Interest income also
includes income earned on investments in securities. Other income is credited to the income statement when
the related transactions are completed. Loan origination fees, if significant, are deferred (together with related
direct costs) and recognized as an adjustment to the loan's effective yield.

Fee and commission income

Fee and commission income includes cash collection fees and customer services fees, which are recognized
as revenue as the services are provided.

Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are translated into new Azerbaijan Manats
at the appropriate spot rates of exchange ruling at the balance sheet date. Foreign currency transactions are
accounted for at the exchange rates prevailing at the date of the transaction. Profits and losses arising from these
translations are included in net foreign currency translation differences.

Rates of exchange

The exchange rates at the year end used by the Bank in the preparation of the financial statements are as fol-
lows:

31 December 2006 31 December 2005
USD 1 = AZN0.8714 USDI = AZN0.9186
EUR | = AZN1.1471 EURI = AZN 1.0918
SDR 1 = AZN13099 SDR1 = AZN1.3128
GBP | = AZN1.7113 GBPI = AZN 1.5858
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Maliyyo aktivlorinin vo dhdaliklerinin evezlasdirilmasi

Bank geyde alinmis meablaglori tomin etmak ii¢lin hiiquqi cohatden tesiredici qlivveya malik olduqda ve ya
Bank eyni zamanda aktivlerini maddi vesaite ¢evirmok vo ya 6hdeliklarini yerinoa yetirmok, yaxud da her ikisi
lizro xalis osasda hesablasma aparmaq niyyetindo olduqda maliyyo aktivleri ve 6hdoaliklori balansda xalis
mablagle geyd olunur. Silinmesine icaze verilmayon maliyye aktivinin kogiirilmesini ugota alarken Bank
kogtiriilmiis aktivi vo ya alageli dhdeliyi avezlesdirmir.

MHBS-da dayisikliklar

Bankda totbiq oluna bilen asagidaki Standartlar ve Serhler bu maliyye hesabatlarinin tosdiq olundugu tarixe
buraxilmis, lakin hale qiivveye minmemisdir:

e MHBS 7 "Maliyyo Aloatlori: A¢iglamalar" (1 yanvar 2007-ci il tarixden giivvedadir);
e Bankin moagsadlarina, siyasetlorine ve kapitalin idare edilmasi proseslorine agiqlamalarla bagli MHBS

1-o diizalislor (1 yanvar 2007-ci il tarixden qiivvedadir).

Hazirda rehberlik bu yeni vo diizelis edilmis Standart ve Serhlerin gelocek dovrlerde goebul edilmasi ilo
bagli tasiri qiymetlondirir.

4 XALIS FAIZ GOLIRLORI

Xalis faiz golirlori asagidakilardan ibaratdir:

2006 2005
Faiz galirlori
Qeyri-rezident banklarda yerlosdirilmis vesaitlor iizre faiz golirlori 54,994 24,483
Rezident banklara verilmis kreditler ve avanslar {izre faiz galirleri 6,088 4,025
Investisiya qiymetli kagizlari iizro faiz golirlori 2,532 1,185
Sair faiz galirlori 66 42
Comi: Faiz golirlori 63,680 29,735
Faiz xarclori
Buraxilmig borc qiymetli kagizlari iizrs faiz xarclori 7,039 1,847
Beynolxalq Valyuta Fondundan alimus kreditlor iizre faiz xorclori 1,567 1,894
Miistori hesablari iizre faiz xarclori 361 80
Sair faiz xarclori 36 194
Cami: Faiz xarclari 9,003 4,015
Ehtimal olunan zararlar iiciin ehtiyatin yaradilmasindan avval xalis 54,677 25,720

faiz galirlori

5 EHTIMAL OLUNAN ZORORLOR UCUN EHTIYAT

Faiz hesablanan aktivlor tizro ehtimal olunan zararler ii¢iin ehtiyatda heroketlor asagidaki kimi olmusdur:
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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 real-
ize the asset and settle the liability simultaneously. In accounting for a transfer of a financial asset that does not
qualify for derecognition, the Bank does not offset the transferred asset and the associated liability.

Changes in IFRS

At the date of authorisation of these financial statements, the following Standards and Interpretations appli-
cable to the Bank were issued but not yet effective:

e IFRS 7 "Financial Instruments: Disclosures" (effective 1 January 2007);
o Amendments to IAS 1 regarding disclosure on the Bank's objectives, policies and processes for manag-

ing capital (effective 1 January 2007).

The management is currently assessing the impact of the adoption of these new and revised Standards and
Interpretations in future periods.

4 NET INTEREST INCOME

Net interest income comprises:

2006 2005
Interest income
Interest income on placements with non-resident banks 54,994 24,483
Interest income on loans and advances to resident banks 6,088 4,025
Interest income on investment securities 2,532 1,185
Other interest income 06 42
Total interest income 63,680 29,735
Interest expense
Interest expense on debt securities issued 7,039 1,847
Interest expense on loans from the International Monetary Fund 1,567 1,894
Interest expense on customer accounts 361 80
Other interest expense 36 194
Total interest expense 9,003 4,015
Net interest income before allowance for impairment losses 54,677 25,720

5 ALLOWANCE FOR IMPAIRMENT LOSSES

The movements in allowance for impairment losses on interest bearing assets were as follows:
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Rezident Iscilora [nvestisiya

banklar'a verilmis qiymatli Coami

ver11.m1$ kreditlor kagizlar

kreditlor
31 dekabr 2004-cii il 3,268 10 - 3,278
Ehtiyat 712 1 1,704 2,417
Aktivlerin silinmasi (161) - - (161)
Ovvaller silinmis aktivlerin barpast 600 - - 600
31 dekabr 2005-ci il 4,419 11 1,704 6,134
Ehtiyat 5,727 13 2,247 7,987
31 dekabr 2006-c1 il 10,146 24 3,951 14,121

Aktivler iizra zerarler iigiin ehtiyatlar aidiyyati aktivlerden ¢ixilir.

6 HAQQ VO KOMISSiYA GOLIRLORI VO XORCLORI

Haqq ve komissiya galirleri ve xerclori asagidakilardan ibaretdir:

2006 2005
Haqq vo komissiya golirlori:
Miistari xidmati haglart 2,031 1,384
Kassa amoliyyatlari iizre haglar 1,581 2,880
Sair haglar 19 -
Comi: Haqq vo komissiya galirlori 3,631 4,264
2006 2005
Haqq va komissiya xarclori:
Hesabin saxlanilmasi haglart 19 17
Sair haglar 20 203
Comi: Haqq vo komissiya xarclori 39 220

7 SAIR GOLIRLOR

31 dekabr 2006-c1 il arzinde sair golirlore aid edilmis 1,851 min manat "Milli Kart" Prosessing Morkazine
oasas vesaitlarin, qeyri-maddi aktivlerin ve sair aktivlerin satisindan alde olunmus xalis geliri oks etdirir.

154



National Bank’s 2006 financial reporting

Loans to

resident

banks

31 December 2004 3,268
Allowance 712
Write-off of assets (161)
Recovery of assets previously written-off 600
31 December 2005 4,419
Allowance 5,727
31 December 2006 10,146

Loans to Investment

Allowances for losses on assets are deducted from the related assets.

6 FEE AND COMMISSION INCOME AND EXPENSE

Fee and commission income and expense comprise:

Fee and commission income:
Customer services fees

Cash collection fees

Other fees

Total fee and commission income

Fee and commission expense:
Account maintenance fees

Other fees

Total fee and commission expense

7 OTHER INCOME

.. Total

employees securities
10 - 3,278
1 1,704 2,417
- - (161)
. - 600
11 1,704 6,134
13 2,247 7,987
24 3,951 14,121
2006 2005
2,031 1,384
1,581 2,880
19 -
3,631 4,264
2006 2005
19 17
20 203
39 220

Included in other income for the year ended 31 December 2006 AZN 1,851 thousand represents net income
received from the sale of fixed, intangible and other assets to "Milli Kart" Processing Center.
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8 OMOLIYYAT XORCLORI

omoaliyyat xarclori asagidakilardan ibarotdir:

Banknotlarin ve sikkelorin hazirlanmasi ve catdiriimasi
xarclari

Iscilore sorf olunan xarclor

Ko6hnalma ve amortizasiya xarclori
Macburi dévlet sosial sigorta haglart

ODV xarclori

Xeyriyye maqsedlari iigiin ayirmalar
Rabito ve informasiya xidmatleri ile bagli xarclor
Miihafiza xidmatlori

Program teminati

Tomir ve saxlanma

Doftorxana lavazimatlari

Istilik ve isiglandirma

Pegokar xidmat haqglari

Ezamiyye xarclori

Azarbaycan Ipoteka Fondu ilo bagli xerclor
Sigorta

Cap xarclori

Nogliyyatin istismar xorclori

Osas vosaitlari lizre zerer

Sair xarcler

Comi: Omsliyyat xorclori

9 NAGD PUL VO QISAMUDDOTLI VOSAITLOR

Nagd pul ve qisamiiddatli vesaitlor asagidakilardan ibaratdir:

Nagd pul

Qeyri-rezident banklardan alinacaq vesaitlor:

- Miiddatli depozitlor

- Overnayt depozitler

- Nostro hesablari

- Bloklagdirilmis hesablar

Coami: Nagd pul va qisamiiddatli vasaitlor

Crxilsin: Odema miiddeti 3 aydan ¢ox olan miiddatli depozitlor
Cixilsin: Bloklagdirilmig hesablar

Crxalsin: Qisamiiddatli vesaitler tizre hesablanmis faiz galiri
Ustogol: Xarici menecerlor torafinden idare olunan aktivler

Comi: Nagd pul vo nagd pul vasaitlorinin ekvivalentlori
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2006
14,925

3,889
3,715
807
630
569
511
354
248
201
196
174
161
133
119
92

75

63

341
27211

2006
81,240

878,460
864,099
4374
10,482
1,876,655
(768,600)
(10,482)
(8,163)
231,960
1,321,370

2005
7,464

3,019
2,479
636
135
484
560
216
149
148
204
133
69
206

46
52
84

315
16,399

2005
12,044

667,569
213,327
14,131
121
907,192
(385,812)
(121)
(2,244)
144,020
663,035
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8 OPERATING EXPENSES

Operating expenses comprise:

Expenses related to production and transportation of ban-
knotes and coins

Staff costs

Depreciation and amortisation expense

Social insurance contributions

VAT expense

Charity

Expenses related to communication and information services
Security services

Software maintenance

Repair and maintenance

Office supplies

Heating and lighting

Professional fees

Business trips

Expenses related to Azerbaijan Mortgage Fund
Insurance

Printing

Vehicle running costs

Loss on fixed assets disposal

Other expenses

Total operating expenses

9 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

- Blocked accounts

Total cash and short-term funds

Less: time deposits with maturities longer than 3 months
Less: blocked accounts

Less: accrued interest income on short-term funds
Add: assets placed with external asset managers

Total cash and cash equivalents

2006
14,925

3,889
3,715
807
630
569
511
354
248
201
196
174
161
133
119
92

75

63

341
27211

2006
81,240

878,460
864,099
42,374
10,482
1,876,655
(768,600)
(10,482)
(8,163)
231,960
1,321,370

2005
7,464

3,019
2,479
636
135
484
560
216
149
148
204
133
69
206

46
52
84

315
16,399

2005
12,044

667,569
213,327
14,131
121
907,192
(385,812)
(121)
(2,244)
144,020
663,035
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Nagd pul Bankin emsliyyat moaqsedleri iiglin xarici valyutada saxladig1 qaliglardan ibaratdir.

Biitiin geyri-rezident banklar Moody's, Standard vo Poor's reyting agentliklorinin miioyyon etdiyi AA-
reytinginden vo Fitch Ratings agentliyinin miioyyon etdiyi Aa3 reytinginden asagi olmayan reytinglore
malikdirler.

10 REZIDENT BANKLARA VERILMIS KREDITLOR

Rezident banklara verilmis kreditlor asagidakilardan ibaratdir:

2006 2005

Cari kreditlor 49,164 48,275
Odome miiddeti uzadilnus kreditlor 37,943 20,887
Vaxt1 kegmis kreditlor 6,419 4,161
93,526 73,323

OCllli(rlllasrlan:Bl:zrzliaclregz il;re:rlel;lt?;e; tverilmis kreditlor tizro ehtimal (10,146) (4.419)
Comi: Rezident banklara verilmis kreditlor 83,380 68,904

31 dekabr 2006 vo 2005-ci il tarixloerine 6deme miiddati uzadilmis kreditlorin boyiik hissesi dasinmaz emlak
girovu ilo tam tomin olunmusdur.

31 dekabr 2006 vo 2005-ci il tarixlerine biten illor {izre rezident banklara verilmis kreditlor {izro ehtimal
olunan zarorler ii¢lin ehtiyatlarin horoketi 5 sayli qeydde agiqlanmisdir.

31 dekabr 2006 vo 2005-ci il tarixlorine Bankin bir rezident banka verilmis miivafiq olaraq 14,010 min
manat vo 15,770 min manat mablaginds krediti olmusdur ki, bu da rezident banklara verilmis kreditlorin
miivafiq olaraq 15% ve 22%-ni toskil etmekla miihiim comlogmani aks etdirir.

11 TICAROT QIYMOTLI KAGIZLARI

Ticarot qiymatli kagizlar1 asagidakilardan ibaratdir:

Nominal iizre faiz 2006 2005
Ticarat qiymatli kagizlar
ABS Xazinadarliq notlari 3.250% 3,665 3,838
ABS Xazinadarliq notlari 3.750% 3,880 4,097
ABS Xazinadarliq notlari 3.375% 5,275 5,510
ABS Xazinadarliq notlari 4375% 4,546 4,803
ABS Xazinadarliq notlar 4.375% 4,347 -
ABS Xazinadarliq notlar 4.500% 4,405
ABS Xazinadarliq notlar 4.625% 3,261
ABS Xazinadarliq notlar 4.375% 8,852
ABS Xazinadarliq notlar 4.875% 3,515
ABS Xazinadarliq notlar 4.000% 9,650
ABS Xazinadarliq notlar 4.750% 2,627
ABS Xazinadarliq notlar 4.875% 7,086
ABS Xazinadarliq notlari 4.875% 6,152 -
Comi: Ticarat qiymetli kagizlari 67,261 18,248
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Cash on hand represents cash in foreign currencies held by the Bank for operating purposes.

All non-resident banks carry ratings of not less than the equivalent of AA- rating as defined by Moody's and
Standard and Poor's rating agencies and Aa3 rating as defined by Fitch Ratings.

10 LOANS TO RESIDENT BANKS

Loans to resident banks comprise:

2006 2005

Current loans 49,164 48,275
Rescheduled loans 37,943 20,887
Overdue loans 6,419 4,161
93,526 73,323

1{;:zls(:sallowance for impairment losses on loans to resident (10,146) (4.419)
Total loans to resident banks 83,380 68,904

Most of the rescheduled loans as at 31 December 2006 and 2005 were fully secured by real estate.

Movements in allowances for impairment losses on loans to resident banks for the years ended 31 December
2006 and 2005 are disclosed in note 5.

As at 31 December 2006 and 2005 the Bank had a loan to one resident bank of AZN 14,010 thousand and
AZN 15,770 thousand, respectively, which represents a significant concentration forming 15% and 22% of the
loans to resident banks, respectively.

11 TRADING SECURITIES

Trading securities comprise:

Interest to nominal 2006 2005
Trading securities
US Treasury notes 3.250% 3,665 3,838
US Treasury notes 3.750% 3,880 4,097
US Treasury notes 3.375% 5,275 5,510
US Treasury notes 4.375% 4,546 4,803
US Treasury notes 4.375% 4347 -
US Treasury notes 4.500% 4,405 -
US Treasury notes 4.625% 3,261 -
US Treasury notes 4.375% 8,852 -
US Treasury notes 4.875% 3,515 -
US Treasury notes 4.000% 9,650 -
US Treasury notes 4.750% 2,627 -
US Treasury notes 4.875% 7,086 -
US Treasury notes 4.875% 6,152 -
Total trading securities 67,261 18,248
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12 BEYNOLXALQ VALYUTA FONDUNDAKI QALIQLAR

Beynolxalq Valyuta Fondundaki qaliglar asagidakilardan ibaratdir:

2006 2005
Kvota (qeyd 24) 213,877 234,630
XBH-do vesaitlor 13,459 12,805
Comi: Beynalxalq Valyuta Fondundaki qaliglar 227,336 247,435

Beynolxalq Valyuta Fondunun 160.9 milyon XBH mablaginds kvotasi Azerbaycan Respublikasinin iizvliik
haqqini oks etdirir vo bu mebleg {izro faiz hesablanmir. Homin meblogin ddonilmasi iiglin Azerbaycan
Respublikasinin hokumeati terafindon buraxilmis ve Bank terofinden BVF-nin xeyrine saxlanilan qiymotli
kagizlar 6hdsliklorde gosterilir (qeyd 24).

13 XARICI MENECERLOR TOROFINDON IDARSO OLUNAN AKTIVLOR

Bank aktivleri idare edon 3 xarici menecera ABS dollarinda investisiya etmis vo onlara 6z agentlori kimi
vaxtasirt depozit etdiyi mobloglori sormaya ve yenidon sermaye etmayi hovala etmisdir. Agent qismindo ¢1x1s
edon xarici menecerlorin Banka istinad etmoaden serencamda olan aktivlerin idare edilmasi ilo bagl almagq,
satmagq, saxlamagq, miibadilo etmak, onlarla bagl sévdelesmaler aparmagq, depozit qoymagq, satis tokliflorini vo
yerlasdirmalori qiymetlondirmok, bazarda onlarla bagli emsliyyatlara tesir etmok, kontragenti segmok vo
onunla danisiglar aparmagq, hesab agmagqla bagl sonadlogsmsler aparmagq, giindslik gorarlar gebul etmoak vo ya
miivafiq mithakimelor yiiriitmok barede azad segim ve gorar qebul etmok imkanlari var. Investisiya zamam
likvidliyi yuxar1 olan yiiksek keyfiyyotli vo qisamiiddetli alstlore iistiinliik verilir. Standard & Poor's
torefindon miioyyon edilon AA- reytingi (vo ya Moody's terofinden miioyyen edilon Aa3 reytingi) bu
investisiyalar ii¢lin minimal kredit keyfiyyoti olmaqla asas gostarici sayilir. Xarici menecerlor torafindon idare
edilon aktivler Bank torafinden 30 giin evvelcaden yazili sokilde xeberdar edilmakle geri gotiiriilo bilor.

14 ODONIS TARIXINODOK SAXLANILAN QIYMOTLI KAGIZLAR

Odenis tarixinedok saxlanilan giymetli kagizlar asagidakilardan ibaretdir:

Nominal 2006 Nominal 2005

lizro faiz lizro faiz
Odonis tarixinadok saxlamlan giymatli
kagizlar
Mghyya Nazirliyi torafinden buraxilmig dovlet 9.50% 8,496 9.00% 9,576
istiqrazlan .
Mghyya Nazirliyi terefinden buraxilmis dovlet 0.30% 60,804 0.30% 60,894
istiqrazlart }
Mz.lhyye Nazirliyi terefinden buraxilmis dovlet 0.15% 69.105 0.15% 69.105
istigrazlar

138,495 139,575

Crixilsin: ehtimal olunan zerarler iigiin ehtiyat (3,951) (1,704)
Comi: Odenis tarixinadek saxlanilan qiymatli 134,544 137.871

kagizlar
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12 BALANCES WITH THE INTERNATIONAL MONETARY FUND

Balances with the International Monetary Fund comprise:

2006 2005
Quota (note 24) 213,877 234,630
SDR holdings 13,459 12,805
Total balances with the International Monetary Fund 227,336 247,435

The International Monetary Fund Quota, in the amount of Special Drawing Rights ("SDR") 160.9 mln., rep-
resents the membership subscription of the Republic of Azerbaijan and is non-interest bearing. Securities issued
by the Government of the Republic of Azerbaijan in settlement of this amount and held by the Bank for the
benefit of the International Monetary Fund are shown as liabilities (note 24).

13 ASSETS PLACED WITH EXTERNAL ASSET MANAGERS

The Bank placed investments in US Dollars with 3 external asset managers and appointed them as its agents
and delegated them to manage the investment and reinvestment of certain monies and assets, deposited from
time to time by the Bank. The external managers, normally acting as agents, have complete discretion for the
account of the Bank (and without prior reference to the Bank) to buy, sell, retain, exchange or otherwise deal
in investments and other assets, make deposits, subscribe to issues and offers for sale and accept placings,
underwritings and sub-underwritings, of any investments, advise on or execute transactions in unregulated col-
lective investment schemes, effect transactions on all markets, negotiate and execute counterparty and account
opening documentation, take all day to day decisions and otherwise act as the external managers judge appro-
priate in relation to the management of the funds. Investment emphasis is on high-quality, short-term instru-
ments with a high degree of marketability and liquidity. A minimum credit quality of AA- by Standard & Poor's
(or Aa3 by Moody's) is a benchmark for these investments. The assets placed with external managers can be
recalled by the Bank upon 30 days' written notice in advance.

14 INVESTMENTS HELD-TO-MATURITY

Investments held-to-maturity comprise:

Interest to Interest to

. 2006 . 2005
nominal nominal
Securities held-to-maturity
Gpvernment bonds issued by the Ministry of 9.50% 8,496 9.00% 9,576
Finance . o
g?l\;ir;mem bonds issued by the Ministry of 0.30% 60,804 0.30% 60,804
Gpvernment bonds issued by the Ministry of 0.15% 69,105 0.15% 69.105
Finance
138,495 139,575

Less: allowance for impairment losses (3,951) (1,704)

Total securities held-to-maturity 134,544 137,871
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31 dekabr 2006 vo 2005-ci il tarixlarine Azerbaycanin dovlet istiqrazlart Yeni Azarbaycan Manati ilo ifade
olunmusdur. Onlar Azarbaycan Respublikasinin Maliyye Nazirliyi torefinden Bank ti¢lin buraxilmis asagidaki
investisiya qiymatli kagizlarindan ibaratdir:

e 2000-2002-ci illorde Kapital Bank (evvelki "Birlogsmis Universal Sehmdar Banki") idars ve filiallarinda
glindelik 0denis veo hesablagsmalarin aparilmasini tomin etmok vo likvidliye olan telebatin tomin
olunmasi magqsadile buraxilmig qiymetli kagizlar (illik faiz derocesi Azerbaycan Respublikast Milli
Bankinin yeniden maliyyealasdirmo daracasine borabordir);

e 2001-ci ilde Agqrar-Kredit Sehmdar Comiyyatinin morkezlesdirilmis kreditlor {izro osas borcun
6denilmasi magsadile buraxilmig qiymetli kagizlar (illik 0.3% faiz deracaesi ilo); ve

o 1992-1996-c1 illorde dovlet biidcesi kesirinin baglanmasi meaqgsedile verilmis kreditlorin oevezinda
buraxilmis qiymetli kagizlar (illik 0.15% faiz deracesi ila).

15 OSAS VOSAITLOR

. Kompﬁ?er Mebel, Nagliyyat gatc}?lerllsl?f .
Binalar va rabito avadanliq e Coami
avadanligt Vo sair el atmis
tikintiler

Ilkin dayar
31 dekabr 2004-cii il 17,199 4,264 11,961 1,046 - 34,470
Olavaler 516 181 5,599 156 - 6,452
Silinmalor - (25) (13) (53) - 1)
31 dekabr 2005-ci il 17,715 4,420 17,547 1,149 - 40,831
Olavalar 11 277 365 776 3,010 4,439
Silinmaler (14) (1,841) (266) (171) - (2,292)
Kogiirmalor - (110) - - - (110)
31 dekabr 2006-c1 il 17,712 2,746 17,646 1,754 3,010 42,868
Yigimis kohnalma
31 dekabr 2004-cii il 3,721 2,346 11,576 751 - 18,394
[l tizro xorclor 861 811 144 107 - 1,923
Silinmaler - (25) (13) (53) - 91)
31 dekabr 2005-ci il 4,582 3,132 11,707 805 - 20,226
Il iizro xorclor 885 571 1,488 163 - 3,107
Silinmaler (6) (1,102) (213) (172) - (1,493)
Kociirmalor - (13) - - - (13)
31 dekabr 2006-c1 il 5,461 2,588 12,982 796 - 21,827
Xalis qahq dayari
31 dekabr 2006-c1 il 12,251 158 4,664 958 3,010 21,041
Xalis qahq dayari
31 dekabr 2005-ci il 13,133 1,288 5,840 344 - 20,605
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Azerbaijan Government bonds at 31 December 2006 and 2005 are denominated in AZN. They represent
the following investment securities issued to the Bank by the Ministry of Finance of the Republic of
Azerbaijan:

o Issued with the purpose of assistance to Kapital Bank (formerly United Universal Joint-Stock Bank) in
conducting daily payments and settlements of its offices and branches and maintaining sufficient liquid-
ity levels during 2000-2002 (annual interest rate equals to the refinancing rate of the National Bank of
the Republic of Azerbaijan);

o Issued for the repayment of debts on centralized loans of Rural Investment Joint Stock Company during
2001 (0.3% annual interest rate); and

e Issued to finance the loan previously provided to cover the budget deficits during 1992-1996 (0.15%
annual interest rate).

15 FIXED ASSETS
Computers
- and cgm- Furniture, Motor Fixgd
Buildings munica- fixtures . assets in Total
tion equip- and other el progress
ment

At cost
31 December 2004 17,199 4,264 11,961 1,046 - 34,470
Additions 516 181 5,599 156 - 6,452
Disposals - (25) (13) (53) - 91)
31 December 2005 17,715 4,420 17,547 1,149 - 40,831
Additions 11 277 365 776 3,010 4,439
Disposals (14) (1,841) (266) (171) - (2,292)
Transfers - (110) - - - (110)
31 December 2006 17,712 2,746 17,646 1,754 3,010 42,868
Accumulated depreci-
ation
31 December 2004 3,721 2,346 11,576 751 - 18,394
Charge for the year 861 811 144 107 - 1,923
Disposals - (25) (13) (53) - 91)
31 December 2005 4,582 3,132 11,707 805 - 20,226
Charge for the year 885 571 1,488 163 - 3,107
Disposals (6) (1,102) (213) (172) - (1,493)
Transfers - (13) - - - (13)
31 December 2006 5,461 2,588 12,982 796 - 21,827
Net book value
31 December 2006 12,251 158 4,664 958 3,010 21,041
Net book value
31 December 2005 13,133 1,288 5,840 344 - 20,605
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31 dekabr 2006-c1 il tarixine osas vesaitlorin alavelor bdlmasine daxil edilen 569 min manat 3 il miiddetine
maliyye lizinqgi ilo alinmis naqliyyat vasitelorini oks etdirir. 31 dekabr 2006-c1 il tarixine bu asas vesaitlorin
xalis qaliq deyeri 528 min manat olmusdur.

16 QEYRI-MADDI AKTIVLBR

7 2006 2005
Ilkin doyar
1 yanvar 6,166 5,471
Olavaler 14 698
Silinmaler (1,047) (3)
Kdociirmolor 110 -
31 dekabr 5,243 6,166
Y1gimis kohnalmo
1 yanvar 2,081 1,525
1 iizre kdhnelmae xarci 608 556
Silinmalar (174) -
Kdgiirmaler 13 -
31 dekabr 2,528 2,081
Xalis qahq dayari
31 dekabr 2,715 4,085
17 SAIR AKTIVLOR
Sair aktivler agsagidakilardan ibaratdir:
2006 2005

Tachizatcilar edilmis avans ddenislor 12,115 5,481
Digor debitorlar 3,450 699
Isciloro verilmis kreditlor 1,196 546

16,761 0,726
Cixilsin: ehtimal olunan zerarler {igiin ehtiyat (24) (11)
Comi: Sair aktivler, xalis 16,737 6,715

31 dekabr 2006 ve 2005-ci il tarixlerine biten iller iizre sair aktivler {izre ehtimal olunan zerorler {iciin
ehtiyatlarin haroketi 5 sayli qeydde agiglanmigdir.

18 DOVRIYYODO OLAN NAGD PUL

Dévriyyads olan nagd pul 1 yanvar 2006-c1 il tarixden dovriyyeye buraxilmis Azerbaycan Respublikasinin
yeni manatindan ("AZN") ve 1992-ci ilde milli valyutanin tatbiqi tarixinden baslayaraq dovriyyeye buraxilmig
Azarbaycan Respublikasinin kdhne milli valyutast olan manatdan ibaretdir. 1 yanvar 2006-c1 il tarixden
etibaron 5000 kéhno Azerbaycan manati 1 Yeni Azoarbaycan manatina barabar olmusdur.

2006-c1 il arzinde yeni niimunali Azerbaycan Manati ile birlikde kdhne niimunsli Azerbaycan manati da

dévriyyede olmusdur. Lakin 31 dekabr 2006-c1 il tarixinden sonra kdhne manat banknotlar1 geyri-miioyyon
miiddate yalniz yeni Azerbaycan Manatina doyisdirilocekdir.
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AZN 569 thousand included in fixed asset additions for the year ended 31 December 2006 represent vehicles
acquired under a finance lease for the term of 3 years. The book value of these fixed assets as at 31 December
2006 was AZN 528 thousand.

16 INTANGIBLE ASSETS

2006 2005
At cost
1 January 6,166 5,471
Additions 14 698
Disposals (1,047) (3)
Transfers 110 -
31 December 5,243 0,166
Accumulated depreciation
1 January 2,081 1,525
Charge for the year 608 556
Disposals (174) -
Transfers 13 -
31 December 2,528 2,081
Net book value
31 December 2,715 4,085

17 OTHER ASSETS

Other assets comprise:

2006 2005
Prepayments to suppliers 12,115 5,481
Other debtors 3,450 699
Loans to employees 1,196 546

16,761 0,726

Less: allowance for loan impairment (24) (11)
Total other assets 16,737 6,715

Movements in allowances for impairment losses on other assets for the years ended 31 December 2006 and
2005 are disclosed in note 5.

18 MONEY ISSUED IN CIRCULATION

Money issued in circulation includes the amount of national currency of the Republic of Azerbaijan. This
comprises the new Azerbaijan Manat ("AZN"), issued into circulation from 1 January 2006 and old Azerbaijan
Manat ("AZM"), issued into circulation since the introduction of the national currency in 1992. The Azerbaijan
Manat was denominated on 1 January 2006 and, starting from that date, AZM 5,000 is equal to 1 AZN.

Throughout 2006 the AZM was in circulation along with the AZN. However, after 31 December 2006 AZM
banknotes will be converted only to AZN and for indefinite period of time.
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2006 2005
50,000 manat 8,888 465,044
10,000 manat 4227 111,513
1,000 manat 3,957 14,424
500 manat 1,205 1,642
250 manat 466 576
100 manat 575 590
50 manat 247 249
10 manat 52 52
5 manat 13 13
1 manat 4 4
Sikkoloer 1 1
100 AZN 431,128
50 AZN 388,974
20 AZN 195,177
10 AZN 237311
5 AZN 112,619
1 AZN 53,824
50 gopik 4,176
20 gopik 3,640
10 gopik 1,957
5 gepik 564
3 gopik 201
1 qopik 80 -
Comi: Dovriyyade olan nagd pul 1,449,286 594,108
19 KREDIT TOSKILATLARININ HESABLARI
Kredit togkilatlarinin hesablar agagidakilardan ibaretdir:
2006 2005
Miixbir hesablar 386,206 182,390
Macburi ehtiyatlar 208,694 109,336
Comi: Kredit toskilatlarmin hesablari 594,900 291,726

Macburi ehtiyatlar kredit toskilatlarinin Azarbaycan Respublikasi Milli Bankindaki hesablar {izro
bloklagdirilmis mebleglerini oks etdirir ve hemin mablaglor banklarmm miisterilere qarst mileyyen
6hdsliklorinin 10%-i kimi hesablanir. Bu mablaglor {izre faiz hesablanmir.
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2006 2005
AZM 50,000 8,888 465,044
AZM 10,000 4,227 111,513
AZM 1,000 3,957 14,424
AZM 500 1,205 1,642
AZM 250 466 576
AZM 100 575 590
AZM 50 247 249
AZM 10 52 52
AZM 5 13 13
AZM 1 4 4
Coins 1 1
AZN 100 431,128 -
AZN 50 388,974 -
AZN 20 195,177 -
AZN 10 237,311 -
AZN 5 112,619 -
AZN 1 53,824 -
50 gapik 4,176 -
20 gapik 3,640 -
10 gapik 1,957 -
5 gapik 564 -
3 gapik 201 -
1 gapik 80 -
Total money issued in circulation 1,449,286 594,108
19 ACCOUNTS OF CREDIT ORGANIZATIONS
Accounts of credit organizations comprise:
2006 2005
Correspondent accounts 386,206 182,390
Obligatory reserves 208,694 109,336
Total accounts of credit organizations 594,900 291,726

Obligatory reserves represent amounts blocked on accounts of credit organizations with the National Bank of
the Republic of Azerbaijan and are calculated as 10% of their eligible liabilities to customers. These amounts
are non interest-bearing.
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20 HOKUMOT HESABLARI

Hokumet hesablar1 asagidakilardan ibaratdir:

2006 2005
Biidco hesablart 79,422 176,270
Digar tolob edilonadoek depozitlor 27,708 8,875
Comi: Hokumet hesablar 107,130 185,145

Biidce hesablar1 Azarbaycan Respublikasinin Morkezi Xozinadarligina 6denilmsli vosaitlori oks etdirir.

21 BURAXILMIS BORC QIYMOTLI KAGIZLARI

Buraxilmis borc qiymotli kagizlari asagidakilardan ibarstdir:

Dt | O 2006 2005
faiz deracesi
. . 4 yanvar 2006 - 8.85%-
Qisamiiddetli notlar 25 yanvar 2006 11.97% - 31,403
. . 10 yanvar 2007 - 10.49%-
Qisamiiddetli notlar 24 yanvar 2007 1436% 113,007
Comi:
Buraxilmig borc giymatli kagizlari 113,007 31,403
22 SAIR DEPOZIT HESABLARI
Sair depozit hesablar1 asagidakilardan ibarotdir:
2006 2005
Beynalxalq maliyys institutlarimin hesablar 918 640
Digar maliyys institutlarimin hesablart 592 190
[ctimai toskilatlarm hesablar1 4 9
Comi: Sair depozit hesablari 1,514 839

23 BEYNOLXALQ MALIYY® INSTITUTLARINDAN ALINMIS VOSAITLOR

Beynolxalq maliyye institutlarindan alinmis vesaitlere Diinya Bankindan "Institusional Quruculuga Texniki
Yardim" Programi ¢orgivesinde alinmis kreditlor daxildir.
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20 GOVERNMENT ACCOUNTS

Government accounts comprise:

2006 2005
Budget accounts 79,422 176,270
Other demand deposits 27,708 8,875
Total Government accounts 107,130 185,145

Budget accounts represent amounts due to the Central Treasury of the Republic of Azerbaijan.

21 DEBT SECURITIES ISSUED

Debt securities issued comprise:

Annual
Maturity range discount rate 2006 2005

range

4 January 2006 - 8.85%-
Short-term notes 25 January 2006 11.97% ' 31403

10 January 2007 - 10.49%-
Short-term notes 24 January 2007 1436% 113,007 -
Total debt securities issued 113,007 31,403

22 OTHER DEPOSIT ACCOUNTS
Other deposit accounts comprise:

2006 2005
Accounts of international financial institutions 918 640
Accounts of other financial institutions 592 190
Accounts of public organizations 4 9
Total other deposit accounts 1,514 839

23 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.
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24 BEYNOLXALQ VALYUTA FONDU QARSISINDA OHDOLIKLOR

Beynolxalq Valyuta Fondu qgarsisinda dhdsliklor asagidakilardan ibarotdir:

2006
Alinnug kreditler 117,048
Kvota ile elagedar buraxilmis giymetli kagizlar (qeyd 12) 213,877
Beynalxalq Valyuta Fondunun hesablar 786
Comi: Beynalxalq Valyuta Fondu garsisinda Shdalikler 331,711

2005
150,521
234,630

788
385,939

Beynolxalq Valyuta Fondundan alinmig kreditlorin ilkin 6deme miiddati 10 ildir ve illik faiz deracasi 0.5%
- 5.48% (2005: 0.5%-4.11%) toskil edir. Kreditlorin 6denilmasi 1999-cu ilde baslanmigdir. 2015-ci iladek
kreditlorin 6denisi tam basa ¢atdirilacaqdir. Beynoalxalq Valyuta Fondundan alinmis biitiin kreditlor XBH ilo
ifade edilmisdir. Kreditlor miixtalif miiqavileler, o ciimloden Genislondirilmis Fond Mexanizmi, Ovozetms vo
Struktur Dayisikliklorin Genis Maliyyesi Mexanizmi vo Yoxsullugun Azaldiimasi ve Inkisaf Mexanizmi

miiqavilelori asasinda verilmisdir.

25 SAIR OHDOLIKLOR

Sair ohdoliklor asagidakilardan ibaretdir:

2006 2005

Maliyya lizingi ohdeliyi 534 89

Odenilmakda olan meblagler - 276

Yeniden alinmasina dair razilagmalar asasinda satilmis giymatli kagizlar - 200

Sair 591 184

Comi: Sair ohdoliklor 1,125 749
Maliyye lizingi 6hdsliyi asasinda 6denilmeli vesaitler asagidakilardan ibaratdir:

Minimum lizing Minimum lizinq ddanislerinin

odanislori cari doyari

2006 2005 2006 2005

Bir il arzindo 274 51 258 48

2-ci ildan baslayaraq 5-ci ilodek 335 51 276 41

609 102 534 89

Crxilsin: (75) (13) Tatbiq Tatbiq

golacok maliyye mesraflori olunmur olunmur

Lizinq 6hdsliklerinin cari deyari 534 89 534 89

Crxilsin:
12 ay arzinds ddenilmali vesait (258) (43)
12 aydan sonra ddenilmsli vesait 276 41

Icare miiddoti 3 ildir. 31 dekabr 2006-c1 il tarixine biten il iizre borcun effektiv faiz deracasi 12% vo 15%
olmusdur. Faiz deracalari miiqavile tarixinde mii?yy?nl?sdirilir vo beloliklo do Bank odalatli deyerle bagl
faiz doracasi riskine meriz qalir. Lizing sabit ddenis qrafiki esasinda verilir ve sorti icare ddenislori ilo bagl

heg bir razilasma yoxdur.
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24 LIABILITIES TO THE INTERNATIONAL MONETARY FUND

Liabilities to the International Monetary Fund comprise:

Loans received
Securities issued in respect of Quota (note 12)
Accounts of the International Monetary Fund

Total liabilities to the International Monetary Fund

2006 2005
117,048 150,521
213,877 234,630

786 788
331,711 385,939

Loans received from the International Monetary Fund are loans with an original maturity of 10 years and
bear interest from 0.5% to 5.48% (2005: 0.5% to 4.11%) per annum. The repayment of the loans com-
menced in 1999. The loans will be fully repaid by 2015. All loans received from the International Monetary
Fund are denominated in SDR. The loans have been extended under a number of arrangements, including
Extended Fund Facility, Enhanced Structural Adjustment Facility, and Poverty Reduction and Growth

Facility.

25 OTHER LIABILITIES

Other liabilities comprise:

Finance lease liability

Amounts in the course of settlement

Securities sold under agreements to repurchase
Other

Total other liabilities

Amounts payable under a finance lease comprise:

2006
Within one year 274
In the second to fifth years inclusive 335
609

Less:
future finance charges (75)
Present value of lease obligations 534

Less: Amount due for settlement
within 12 months

Amount due for settlement after 12
months

Minimum lease
payments

2005

51

51

102

(13)
89

2006 2005
534 89
; 276

; 200

591 184
1,125 749

Present value of minimum lease

payments

2006 2005
258 48

276 41
534 89
Tatbiq Totbiq
olunmur olunmur
534 89
(258) (48)
276 41

The lease term is 3 years. For the year ended 31 December 2006 the effective borrowing rates were 12% and
15%. Interest rates are fixed at the contract date, and thus expose the Bank to fair value interest rate risk. The
lease is on a fixed repayment basis and no arrangements have been entered into for contingent rental payments.
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26 NIZAMNAMO KAPITALI

"Azorbaycan Respublikasimin Milli Banki hagqinda" Azerbaycan Respublikasi Qanununa esasen Milli
Bankin nizamname kapitali 10,000 min manat miioyyen edilmisdir.
27 MALIYY® OHDOLIKLORI VO GOZLONILMOZ HADISOLOR

Bank balansdankenar riske malik maliyye alatlorini oks etdiron miiqavilsler {izre qarsiligh toraf kimi ¢ix1s
edir. Miixtalif deraceli kredit risklorini 6ziindo birlasdiron bu alatler {izre qaliglar balansda 6z oksini tapmir.

Kreditin geniglondirilmasi iiglin sorti 6hdeliklorle, qarsi torefin dhdaliklorini yerino yetirmadiyi, qoyulmus
girov vo ya qiymotli kagizlarin d?y?rinin asag1 diismasi askar olunduqda, Bankin maksimum kredit itkisino
moruz qalmasi bu alatlerin miigavilalerde oks olunmus doyaeri ilo gostarilir.

Bank balansdankenar 6hdsliklorin idare edilmesine balans {izro emoliyyatlar ii¢lin istifade etdiyi kredit
noazaratini vo idarsetma siyasotini totbiq edir.

Risk {izro dl¢lilmiis mobleg Bank Nezarati iizro Bazel Komitasinin irsli siirdiiyii prinsipler esasinda kredit
konversiya amillorini vo gars1 torafin risk dl¢iilorini totbiq etmoklo olde edilir.

31 dekabr 2006 vo 2005-ci il tarixlorine nominal vo ya miigavilo mablaglori ve risk mebloglori asagidaki
kimi olmusdur:

2006 2005

Nominal RlSk uz.r.e Nominal RISk uz.r.a

moblod olciilmiis moblod Olciilmiis

& mableg 5 mablag
Akkreditivler 12,174 - 607
Comi sorti 6hdeslikler 12,174 - 607

Kapital qoyulusu ohdoliklori - 31 dekabr 2006-c1 il tarixde Bankin heg¢ bir shamiyyetli kapital dhdeliyi
olmamigdir.

Imaliyyat lizingi 6hdaliklari - 31 dekabr 2006-c1 il tarixde Bankin emoliyyat lizingi ile bagli heg bir miithiim
6hdoliyi olmamigdir.

Hiiquqi prosedurlar - Vaxtasir1 vo biznesin normal gedisindo miistoriloer torafinden Banka gars1 iddialar
qaldurilir.

2004-cti il arzinde Azarbaycan Beynoalxalq Banki ASC 1,000 min manat vasaitin ddenilmasi ilo bagl Banka
qarst iddia ilo Yerli Iqtisad Mohkemesine miiraciet etmisdir. Homin vesait Bank torafinden bu esasla
tutulmusdur ki, Azarbaycan Beynoalxalq Banki ASC iiglincii torof {i¢iin zomansatei kimi ¢ix1s etmis, sonuncu ise
krediti 6deye bilmemisdir. Bank hiiquqi miidafie tedbirleri gérmiisdiir ve naticede bu iddia miixtalif pillali
mohkemalarden kegoarok Ali Mahkemayo qoader gedib ¢ixmuis, araliq goerar Bankin xeyrine ¢ixarilmig, lakin
son gorar Azarbaycan Beynoalxalq Banki ASC-nin xeyrine verilmisdir. Lakin Bank hiiquqi tedbirleri davam
etdirmok gorarini vermisdir vo Ali Mohkemenin Plenumuna sikayet orizasi toqdim etmisdir. Plenum sikayot
orizosini sonradan baxilmaq iiciin gebul etmisdir vo Iqtisad Mahkemesine gondermisdir.
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26 CHARTER FUND

In accordance with the Law of the Republic of Azerbaijan "On the National Bank of the Republic of
Azerbaijan", the charter fund of the Bank is set at AZN 10,000 thousand.
27 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 credit,
in the event of non-performance by the other party where all counterclaims, collateral or security prove value-

less, is represented by the contractual amounts of those instruments.

The Bank uses the same credit control and management policies in undertaking off-balance sheet commit-
ments as it does for on-balance operations.

The risk-weighted amount is obtained by applying credit conversion factors and counterparty risk weightings
according to the principles employed by the Basel Committee on Banking Supervision.

As at 31 December 2006 and 2005, the nominal or contract amounts and the risk amounts were:

2006 2005
. Risk . Risk
e ] Weighted Nt Weighted
Amount Amount
Amount Amount
Letters of credit 12,174 - 607 -
Total contingent liabilities 12,174 - 607 -

Capital commitments - The Bank had no material commitments for capital expenditures outstanding as at 31
December 2006.

Operating lease commitments - As at 31 December 2006 the Bank had no significant non-cancellable oper-
ating lease commitments.

Legal proceedings - From time to time and in the normal course of business, claims against the Bank are
received from counterparties.

During 2004 the International Bank of Azerbaijan OJSC submitted a claim to the Economic Court against the
Bank for the repayment of AZN 1,000 thousand, which was seized by the Bank on the grounds that the
International Bank of Azerbaijan OJSC acted as a guarantor for a third party financial institution, who default-
ed on its loan from the Bank. The Bank counteracted with defensive legal action and as a result this claim was
processed through several levels of courts up to the Supreme Court, which ruled in favour of the International
Bank of Azerbaijan OJSC. However, the Bank decided to continue its legal action and appealed to the Plenum
of the Supreme Court. The Plenum of the Supreme Court has accepted the appellation of the Bank for further
discretion and sent it to the Economic Court of the Republic of Azerbaijan.
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Azorbaycan Respublikasi Iqtisad Mehkemesinin 31 iyul 2006-c1 il tarixli qorar1 esasinda Azarbaycan
Beynolxalq Banki ASC-nin iddiasi tomin edilmemisdir.

Rohberlik hesab edir ki, hesablanmamis zararlor {izro miihiim xarclor olmayacaq ve miivafiq olarag maliyye
hesabatlarinda bunun ii¢lin ehtiyatlar yaradilmamisdir.

Taqaiidlor va taqaiid planlart - Isgilor Azerbaycan Respublikasmim qanunvericiliyine miivafiq olaraq
Azarbaycan Respublikasindan sosial miiavinatlor vo pensiya alirlar. 31 dekabr 2006 vo 2005-ci il tarixlorine
Bankin 6ziiniin hazirki, yaxud sabiq isgileri {iciin har hansi alave miiavinatlar, toqatide ¢ixdigdan sonraki tibbi
xidmat, sigorta vo ya kompensasiyalar iizro 6hdeliyi olmamigdir.

Omaliyyat miihiti - Bank osas biznes foaliyyatini Azerbaycan Respublikasinda aparir. Azerbaycan
Respublikasinda isgiizar miihito tesir edon qaydalar ve qanunlar siiretli deyisikliklore meruz qalir ve
siyasotde ve isgiizar miihitde bas veran monfi dayisikliklor Bankin aktivlerini ve emsliyyatlarmi riske meruz
qoya biler.

28 OLAQOLI TOROFLORLO ©OMOLIYYATLAR

24 sayli MUBS-a asason oalagoli toraflor vo ya olagoli toroflorlo emsliyyatlar dedikde asagidakilar nezerde
tutulur:

Bilavasito ve ya dolay1 yol ile bir vo ya daha ¢ox vasitogilorin komayi ilo nozarat edon toroflor ve ya Qrup
torofindon noazarotde saxlanilan, ya da imumi nozaratds olan miiessiselor (Bura ana miiessisaler, filiallar ve
tabecilikdo olan miiessiselor aiddir); Qrupda paya malik oldugundan Bank {izre shomiyyatli tesire malik olan
taroflor; ve Qrup lizra birgs nozarato malik olan toroflor;

Olageli miiassiselor - Qrupun miihiim tesiri altinda olan ve sermayaginin no filiali, ne do birge miiassisesi
olan miiossiseler;

Qrupun toraf kimi istirak etdiyi birge miiassisaler ;

Qrupun ve ya onun ana miiessisasinin asas idareedici heyotinin lizvlori;

(a) vo (d) bandlerinds istinad edilon har hansi fiziki sexslorin ailesinin yaxin iizvlori;

(d) vo ya (e) bandlarinde birbasa vo ya dolay1 yolla istinad edilen har hanst fiziki soxs terefinden nozaret edilon,
birga noazarat edilon vo ya miihiim tosiri olan vo ya sasvermads bdylik pay1 olan miiassise - torafler; vo ya

Qrupun ve ya Qrupla slageli hor hanst miiessisenin is¢ilori {iciin eamok foaliyyetinin basa ¢atmasi ilo
olagedar miiavinet planlar1.

Azarbaycan Respublikasi Milli Bank1 Azarbaycan Respublikasi Hokumatine, blidce toskilatlarina ve dévlet
noazaratindo olan diger tosisatlara bank xidmetlori gostorir. Markezi Bank olaraq 6z fealiyyati zamani1 Bank bu
toskilatlarla olagoli teraf olmayan toskilatlardan forqli sertlorlo amaliyyatlar apara biler. ©lageli toroflorle
biitlin miimkiin miinasibatlori nozerden kegirorken, digget miinasibatlorin yalniz hiiquqi formasina deyil
mahiyyetine yonalmalidir.

31 dekabr 2006 vo 2005-ci il tarixlorine Azarbaycan Hokumati ve dovlet nazaretindo olan digor tosisatlarla
qaliglar asagidaki kimi olmusdur:
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Under the resolution of the Economic Court of the Republic of Azerbaijan dated 31 July 2006 the claim of
the International Bank of Azerbaijan OJSC against the Bank was rejected.

Management is of the opinion that no material unaccrued losses will be incurred and accordingly no provi-
sion has been made in these financial statements.

Pensions and retirement plans - Employees receive pension benefits from the Republic of Azerbaijan in
accordance with the laws and regulations of the Republic of Azerbaijan. As at 31 December 2006 and 2005,
the Bank was not liable for any supplementary pensions, post-retirement health care, insurance benefits, or
retirement indemnities to its current or former employees.

Operating Environment - The Bank's principal business activities are within the Republic of Azerbaijan. Laws
and regulations affecting business environment in the Republic of Azerbaijan are subject to rapid changes and the
Bank's assets and operations could be at risk due to negative changes in the political and business environment.

28 TRANSACTIONS WITH RELATED PARTIES

Related parties or transactions with related parties, as defined by IAS 24 "Related party disclosures", repre-
sent:

a) Parties that directly, or indirectly through one or more intermediaries: control, or are controlled by, or are
under common control with, the Group (this includes parents, subsidiaries and fellow subsidiaries); have an
interest in the Group that gives then significant influence over the Bank; and that have joint control over the
Group;

b) Associates - enterprises on which the Group has significant influence and which is neither

a subsidiary nor a joint venture of the investor;

¢) Joint ventures in which the Group is a venturer;

d) Members of key management personnel of the Group or its parent;

¢) Close members of the famln.y of any individuals referred to in (a) or (d);

f) Parties that are entities controlled, jointly controlled or significantly influenced by, or for which significant
voting power in such entity resides with, directly or indirectly, any individual referred to in (d) or (e); or

g) Post-employment benefit plans for the benefit of employees of the Group, or of any entity that is a relat-
ed party of the Group.

The Bank provides banking services to the Government of Azerbaijan, budget organizations and other state-
controlled entities. In fulfilling its role as a central bank, the Bank may enter into transactions with these organ-
izations, which may be on terms different from those offered to non-related parties. In considering each possi-
ble related party relationship, attention is directed to the substance of the relationship, and not merely the legal
form.

The outstanding balances with the Government of Azerbaijan and state-controlled entities at 31 December
2006 and 2005 are as follows:
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2006 2005
Azarbaycan Azarbaycan
Hokumefu Yo Maliyye Hokumeiu Yo Maliyye
dovlet dovlet
. hesabatlar1 . hesabatlart
nozaratindo . . . nozaratindo . . .
izre Umumi izre Umumi
ol kateqoriya ol kateqoriya
tosisatlarla qorty tosisatlarla qorty
amoliyyatlar amoliyyatlar
Odanis tarixinodok saxlanilan 134,544 134,544 137,871 137,871
investisiyalar
Kredit toskilatlarnin hesablar (471,953) (594,900) (236,002) (291,726)
Hoékumet hesablart (107,130) (107,130) (185,145) (185,145)
Sair depozit hesablari (48) (1,514) (90) (839)

31 dekabr 2006 vo 2005-ci il tarixine biten illor iizro Bankin Azarbaycan Hokumeti ve dovlet nazarstinde
olan tosisatlar ilo apardigi emsliyyatlar noticesinde menfoot vo zerer haqqinda hesabata daxil edilon
mablaglar asagidaki kimi olmugdur:

2006 2005
Azarbaycan Azarbaycan
Hokumati vo Maliyye Hokumeati vo Maliyye
dovlet hesabatlari iizro dovlet hesabatlari iizro
nozaratinds olan imumi nazaratinds olan imumi
tosisatlarla kateqoriya tosisatlarla kateqoriya
amsliyyatlar amoliyyatlar
Faiz goliri
- Azarbaycan Hokumeati 721 63,680 889 29,735
Faiz xorci
- Dévlet nazaratinds olan
tosisatlar (298) (9,003) (25) (4,015)
Ehtiyat
- Azarbaycan Hokumati (2,247) (7,987) (1,704) (2,417)
Haqq ve komissiya galiri
- Dévlet nazaratinde olan 2,631 3,631 1617 4264

tosisatlar

31 dekabr 2006 ve 2005-ci il tarixlorine biten iller iizre asas idaraedici heysto 6donislorle bagli menfost vo
zorar haqqinda hesabata daxil edilen mabloglor asagidaki kimi olmusdur:
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Investments held-to-maturity

Accounts of credit organizations

Government accounts

Other deposit accounts

Transactions
with the
Government
of Azerbaijan
and state-con-
trolled entities

134,544

(471,953)

(107,130)
(48)

2006

Total category
as per finan-
cial statements
caption

134,544

(594,900)

(107,130)
(1,514)

Transactions
with the
Government
of Azerbaijan
and state-con-
trolled entities

137,871

(236,002)

(185,145)
(90)

2005

Total category
as per finan-
cial statements
caption

137,871

(291,726)

(185,145)
(839)

Included in the income statement for the years ended 31 December 2006 and 2005 are the following amounts,
which arose due to transactions with the Government of Azerbaijan and state-controlled entities:

2006 2005
Transactions with Total cat Transactions with Total cat
the Government otal category .as the Government otal category .as
.. per financial .. per financial
of Azerbaijan of Azerbaijan
statements statements
and state-con- cantion and state-con- cantion
trolled entities P trolled entities P
Interest income
- Government of 71 63,680 889 29,735
Azerbaijan
Interest expense
- State-controlled entities (298) (9,003) (25) (4,015)
Allowance
- Government of
Azerbaijan (2,247) (7,987) (1,704) (2,417)
Fee and commission
income
- State-controlled entities 2,631 3,631 1,617 4,264

Included in the income statement for the years ended 31 December 2006 and 2005 are the following amounts
of key management personnel remuneration:
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2006

Osas Maliyyo

idareedici hesabatlart

heyatlo tizra imumi

amoliyyatlar kateqoriya

Omoak haqlar ve miikafatlar 150 3,889
Macburi dovlat sosial sigorta haglari 33 807

29 MALIYYO ALOTLORININ ODALOTLI DOYORI

osas
idareedici
heyatlo
amoliyyatlar

81
18

2005

Maliyye
hesabatlari
tizro timumi
kateqoriya

3,019
636

Maliyya alatlorinin bazar deyerlerinin agiglanmast 32 sayli "Maliyye alatlori: Malumatin Agiqlanmasi ve
Toqdim Edilmesi" vo 39 sayll "Maliyye alotlori: Taninma ve Qiymsetlendirilme" Miihasibat Ugotunun
Beynolxalq Standartlarina uygun olaraq hoyata kecirilir. 9dalotli deyar likvidasiya satis1 ve ya macburi satig
amoliyyat1 deyil, kommersiya emaliyyati zaman1 melumatlandirilmis toroflor arasinda aletin miibadile edildiyi
moblaglo mileyyenloasdirilir. Bundan belo natice ¢ixarmaq olar ki, burada toqdim edilmis gostericilor Bank
torafinden saxlanilan xiisusi bir maliyye aletinin ag1q bazarda satisindan haqigeten olde edilacek giymsatlori

oks etdirmaya do bilar.

Rohborlik hesab edir ki, maliyye aktivlerinin ve ohdeliklerinin adalatli deyerinin Bankin balansindaki

balans doeyeri ilo miiqayisesi asagidaki cadvelda verilmisdir:

2006
Balans Odalotli
deyari dayer
Nagd pul ve qisamiiddatli vesaitler 1,876,655 1,876,655
Rezident banklara verilmis kreditlor 83,380 83,380
Ticarat qiymatli kagizlari 67,261 67,261
Beynolxalq Valyuta Fondundaki galiglar 227,336 227,336
Xal.r1c1 menecerlor torafinden idare olunan 231,960 231,960
aktivler
Dovriyyada olan nagd pul 1,449,286 1,449,286
Kredit toskilatlarmin hesablart 594,900 594,900
Hoékumet hesablart 107,130 107,130
Buraxilmig borc qiymat kagizlar 113,007 113,007
Sair depozit hesablari 1,514 1,514
Beygalxalq maliyya institutlarindan almmus 5,951 5,951
vosaitlor
Beynoalxalq Valyuta Fondu garsisinda 31711 331711

Ohdelikler

Balans
deyeri
907,192
68,904
18,248
247,435

144,020

594,108
291,726
185,145
31,403
839

6,264

385,939

2005

Odalotli
deyer
907,192
68,904
18,248
247,435

144,020

594,108
291,726
185,145
31,403
839

6,264

385,939

Odenis tarixinedok saxlanilan qiymetli kagizlar {izro foal bazar olmadigindan bu investisiyalarin adaletli

dayerinin diizgiin qiymetlendirilmasi miimkiin deyildir.
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2006 2005

Transactions  Total category Transactions  Total category

with key as per with key as per

management  financial state- management  financial state-

personnel ments caption personnel ments caption

Salaries and bonuses 150 3,889 81 3,019
Social insurance contributions 33 807 18 636

29 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 liquidation sale. 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 instru-
ment.

Management believes that the fair value of financial assets and liabilities compared with the corresponding
carrying amount in the balance sheet of the Bank is presented below:

2006 2005
Gl Fair value il Fair value
value value
Cash and short-term funds 1,876,655 1,876,655 907,192 907,192
Loans to resident banks 83,380 83,380 68,904 68,904
Trading securities 67,261 67,261 18,248 18,248
Balances with the International Monetary Fund 227,336 227,336 247,435 247,435
Assets placed with external asset 231960 231960 144,020 144,020
managers
Money issued in circulation 1,449,286 1,449,286 594,108 594,108
Accounts of credit organizations 594,900 594,900 291,726 291,726
Government accounts 107,130 107,130 185,145 185,145
Debt securities issued 113,007 113,007 31,403 31,403
Other deposits accounts 1,514 1,514 839 839
Funfis borrowed from international financial 5,951 5,951 6,264 6,264
stitutions
Liabilities to the International Monetary 31711 331711 385,939 385,939

Fund

The fair value of investments held-to-maturity cannot be measured reliably since the market for these invest-
ments is not active.



Milli Bankin 2006 ilin yekunu {izre maliyya hesabathg

30 RISKLORIN IDARO EDILMOSI SITYASOTLORI

Risklorin idars edilmasi bank biznesinin asasini togkil etmoaklo bank amaliyyatlarinin mithiim elementi hesab
olunur. Omoliyyatlarin xiisusiyystlorinden asili olaraq Bank kredit riski, likvidlik riski ve bazarda faiz vo xarici
valyuta deracesinin deyismasi kimi risklorls tizlosir.

Omoliyyat gerarlarmin gobul edilmasi, o ciimloden, maliyye bazarmin idare olunmasi, faiz derocelerinin
miloyyan edilmasi, aktiv vo dhdeliklorin ugota alinmasi ve kreditlar iizro ehtimal olunan zarer {iiin ehtiyatlarin
hesablanmasi zaman1 Bank roehberliyi emsliyyat gorarlari bazarlarin inkisaf merhelesini, miioyyon maliyye
vasitolori tiglin aktiv ve likvid bazar1 ve uzunmiiddetli golir gatiron Azarbaycan Respublikas1 dévlat istiqrazlar
tizra beynalxalq miqyasda reytingin mévcud olmamasini nozers almaqla miivafiq melumatla mehdudlasir.

Bankin aktiv ve oOhdeliklorinin strukturu kommersiya tsullart ile deyil, ilk 6nce Bankin yerli
funksiyalarinin xtisusiyyetlori ilo miiayyen edilir. Bank {izlesdiyi risklori davamli sokilde bir sira risklori
idaraetmo vasitolorinin kdmayi ile nizamlayir. Bank torofinden risklorin idare edilmesi daxili gaydalarla
tonzimlonir ve Bankin Idare Heyati, eloco do toyin edilmis is¢i qruplari torefinden ciddi nezarat olunur. Idare
heyati vo aidiyyatt is¢i qruplart pul, investisiya ve Bankin xarici valyuta siyaseti ilo bagli meselolori
nozordon kecirir, emsliyyatlarin hecmine ve Bankin partnyorlarinin qiymetlondirilmeasi teleblerine
mohdudiyyaetlor qoyur.

Bankin roehberliyi Daxili Audit Departamenti ilo birlikde riskin idare edilmasi fealiyyatlorini hoyata kegirir.
Bank Avropanin iri banklariin biznes foaliyyetino osaslanan Riskin Qiymetlondirilmasi Metodologiyasini
hazirlamigdir. Metodologiya risklori asagidaki kimi forqlondirir:

- mahiyyat etibarilo amaliyyatlarin idars edilmasi ilo alagosi olmayan bizneslo bagli risk (maliyya risklori,
etibarla bagl risk vo ictimai risk) vo

- biznes foaliyyotlorinin hoyata kecirilmasi {i¢iin daxili nazaret sistemini tatbiq etmoklo idare edilon risk.
Bank agagidaki risk névlarini tonzimlayir:
Likvidlik riski

Likvidlik riski depozitlorin geri gétiiriilmasi vo 6domoe miiddati ¢atan maliyye aletlori ilo elagadar diger
maliyye 6hdeliklorini 6demak ii¢lin vesaitlorin kifayet edib etmomasi demakdir.

Bank bu riskin idare edilmesinde aktiv ve 6hdeliklorin idare olunmasi prosesinin bir hissasi olan miistori vo
bank emsliyyatlari lizro golocekde gozlenilon nagd pul vesaitlerinin heroketinin giindelik monitoringini
hayata kegirir. Idare Heyati depozitlor iizro teloblorin yerine yetirilmasi iigiin mdvcud olan édeme miiddati
basa ¢atan vesaitlorin vo gozlenilmayen seviyyalorde depozitlorden vasaitlorin ¢ixarilmasi teleblorinin yerine
yetirilmoasi ligiin mévcud olmali banklararasi ve digar borc 6hdeliklorin minimal hadlerini miiayyen edir.

Bank aktivlerin likvidliyini agagidaki tisullarla idare edir:

Kredit toskilatlarinin Bankdaki macburi ehtiyatlarinda bag veran siirotli azalma naticosindo qisamiiddatli
nagd pul telabatlarmi 6demak ii¢lin miieyyen meblogds likvid aktivler saxlamagla.

Omoaliyyat-Investisiya Strategiyasin hazirlayarken valyuta aktivlerini 4 nove - likvid aktivlera, risklere qars
hassas olan aktivlere, investisiya aktivlering ve xarici menecerlor torofinden idars olunan aktivlere boliiniir ve
comi idars olunan maliyye aktivlarini miivafiq olaraq 15%, 25%, 55% ve 15% ile mileyyen edir. Bank xarici
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30 RISK MANAGEMENT POLICIES

Management of risk is fundamental to the banking business and is an essential element of the Bank's opera-
tions. The main risks inherent to the Bank's operations are those related to credit exposures, liquidity and mar-
ket movements in interest rates and foreign exchange rates.

In taking operating decisions, including managing the financial markets, setting interest rates, and recording
assets and liabilities and estimating provisions, management are constrained by the available data, taking into
account the stage of development of the markets, the absence of an active, liquid market for certain financial
instruments, and no internationally-rated Sovereign Azeri Government bonds with a benchmark long-term
yields.

The structure of the Bank's assets and liabilities is primarily determined by the nature of the Bank's statuto-
ry functions, rather than commercial considerations. The Bank continually manages its exposure to risk,
through a variety of risk management techniques. Risk management of the Bank is regulated by its internal
instructions, and is closely monitored by the Board of Governors as well as designated workgroups of the Bank.
The Board of Governors and related workgroups consider matters related to the monetary, investment and for-
eign exchange policy of the Bank, and set limits for volumes of operations, as well as the requirements for
assessing counterparties of the Bank.

The Bank's management conducts its risk management activities in collaboration with the internal audit
department of the Bank. The Bank has prepared a Risk Assessment Methodology, which is based on the busi-
ness activity of the large European central banks. The methodology differentiates risks between:

- The risk inherently related to the business which is not directly correlated to the management of operations
(financial risks, reputation risk, and human risk), and

- The risk managed through the implementation of internal controls for conducting business activities.
The Bank manages the following risks:
Liquidity risk

Liquidity risk refers to the availability of sufficient funds to meet deposit withdrawals and other financial
commitments associated with financial instruments as they actually fall due.

In order to manage liquidity risk, the Bank performs daily monitoring of expected future cash flows on bank-
ing operations, which is a part of the assets and liabilities management process. The Board of Governors sets
limits on the minimum proportion of maturing funds available to meet withdrawals and on the minimum level
on interbank and other borrowing facilities that should be in place to cover withdrawals at unexpected levels of
demand.

The Bank conducts assets liquidity management as follows:

a) By maintaining a certain level of liquid assets, which are readily available to meet short-term cash needs
that may occur due to a rapid decrease in the volume of credit organizations' obligatory reserves in the Bank.

b) By preparing the Investment Operational Policy, which divides the assets in foreign currency into 4 types:
liquid assets, immunization assets, investment assets and assets managed by foreign managers and sets them as
15%, 15%, 55% and 15% of the total manageable assets, accordingly. The Bank sets USD 300 mln. as maxi-
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menecerlor torofinden idare edilon aktivler ii¢lin maksimum meblog 300 milyon ABS dollar1 vo comi idare
olunan aktivlarin 10%-i miqdarinda giindelik likvidlik riski miiayyen edir.

Nagd pul vesaitlorinin faiz deracesi riski

Nagd vesaitin faiz deracesi riski - maliyye alotlori iizro gelocokds nagd vesaiti axininin bazardaki faiz
doracalarine gore doyismasi riskidir.

Bank faiz deracesi marjasina nazarat edir vo naticods 6ziiniin mithiim faiz deracesi riskine ve ya nagd
vosaitin axini riskine mearuz qaldigini diistinmiir.

Bankin faiz derocesi riskinin idare edilmesi Bankin Idare Heyeti torafinden tosdiq olunmus Metodoloji
Toelimatlara asaslanir. Bu Metodoloji Telimatlar asagidaki amillers ve gostericilore asaslanmagqla faiz deracesi
riskini miioyyonlosdirir;

Iqtisadi inkisafin dinamikas1 v igtisadi prognozlar;

Ehtimal edilon va cari inflyasiya deraceleri,

Iqtisadi prognozlar ve ohalinin kreditlorden istifadesinin dinamikast;

Banklararasi kredit bazarinda depozitlerin ve kreditlorin faiz deracelori ve iimumi mikro ve makro gostariciler;
Valyuta miibadilesi mezennalarinin dinamikast vo dévlet qiymetli kagizlarmin golirliliyi;

Xarici amillor (partnyor dlkelarde ve diinya bazarinda geden proseslar).

Pul Siyaseti Departamenti yuxaridaki faktorlar1 nezers almaqla faiz deracesi seviyyesi iizre hesablamalari
hazirlayir ve Pul Siyaseti vo Maliyye Sabitliyi Komitasine toklif verir. Komite ilkin royin layihasi barade
qorar vermasi {iciin onu Idare Heyatino taqdim edir.

Bankin faiz deracesi siyasati Bankin daxili qaydalari ile tonzimlenir, onun Idare Heyati ve is¢i qruplari
tarofindon tosdiqglonir.

Asagidaki cadveller faiz deracaesi riskinin tohlilini ve bununla da Bankin menfest, yaxud zererinin miimkiin
hacmini oks etdirir. Cari faiz deracelori maliyya aktivlerinin ve 6hdsliklarinin kateqoriyalari ile gostorilmigdir
ki, Bank torafinden istifade olunan faiz deracesi siyasatinin effektivliyini ve faiz deracesinin riskini miioyyon
etmak miimkiin olsun:

2006
Ingilis
d(ﬁl'; E AVRO XBH funt AZN
; sterlingi
AKTIVLOR
" . . 0%- 0%- 0%-
Qisamiiddatli vesaitlor 5379 3.59% - 5 16%
Rezident banklara verilmis kreditlor - - - - 2%-10%
. . - 3.25%-
Ticaret giymatli kagizlar 4.88% - - -
Beynolxalq Valyuta Fondundaki qaliglar - - 0%-4.07% -
Xarici megecerlar torofinden idare 438% ) ) )
olunan aktivler
Odenis tarixinedek saxlanilan qiymetli ] ] ] ] 0.15%-
kagizlar 9.50%
- 7%-
Sair aktivler - - - - 9.50%
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mum amount for assets managed by foreign managers and determines daily liquidity at 10% of the total man-
ageable assets.

Cash flow interest rate risk

Cash flow interest rate risk is the risk that the future cash flow of a financial instrument will fluctuate because
of changes in market interest rates.

The Bank monitors its interest rate margin and consequently does not consider itself exposed to significant
interest rate risk or consequential cash flow risk.

Interest rate risk management of the Bank is based on the Methodological Instructions approved by the Bank's
Board of Governors. These Methodological Instructions determine the interest rate risk based on the following
factors and indicators:

a) Dynamics of economic growth and economic forecasts;

b) Probable and current inflation rates;

¢) Economic forecasts and dynamics of the populations' use of consumer loans;

d) Interest rates for deposits and loans in the inter-bank loan market and overall micro and macro economic
indicators;

¢) Dynamics of currency exchange rates and profitability of state securities;

f) External factors (processes in the partner countries and the world market).

The Monetary Policy Department prepares interest rate risk level calculations taking into account the factors
above and makes proposals to the Committee on the Monetary Policy and Financial Stability. The committee
presents the draft opinion to the Board of Governors for decision-making.

The Bank's interest rate policy is regulated by the Bank's internal instructions and approved by the Board of
Governors and workgroups.

The following tables present an analysis of interest rate risk and thus the potential of the Bank for gain or
loss. Effective interest rates are presented by categories of financial assets and liabilities to determine interest
rate exposure and effectiveness of the interest rate policy used by the Bank:

2006
USD EUR SDR GBP AZN

ASSETS

0%- 0%- 0%-
Short-term funds S3T%  3.59% T s16% ]
Loans to resident banks - - - - 2%-10%
Trading securities 3:25%- - - - -
§ st 4.88%
Balances with the International Monetary ) C0%A07% ) )
Fund

Assets placed with external asset managers 4.38% - - - -
. 0.15%-
Investments held-to-maturity - - - 9.50%
7%-
Other assets - - - 9.50%
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2006
Ingilis
d(l)?l'; rs1 AVRO XBH funt AZN
) ' sterlingi
OHDOLIKLOR
Hokumat hesablart 0%-4.81% - - -
Buraxilmig borc giymatli ) 10.49%-
kagizlart 14.36%
Beynolxalq maliyye institutlarmdan 1%- ) ) )
alinmis vesaitlor 1.25%
Beynolxalq Valyuta Fondu garsisinda ) ) 0.5%- )
ohdalikler 5.48%
2005
Ingilis
d(ﬁl]; rSl AVRO XBH funt AZN
: sterlingi
AKTIVLOR
" . . 0%- 0%- 0%-
Qisamiiddatli vesaitler 456% 2 439, - 4.60% -
Rezident banklara verilmis kreditlor - - - - 2%-12%
. . - 3.25%-
Ticarat qiymatli kagizlar 438% - - - -
0/,
Beynolxalq Valyuta Fondundaki qaliglar - - 3 83/00/ - -
. 0
Xarici meqecerler torefinden idare 2229, ) ] ) )
olunan aktivler
Odanis tarixinadok saxlanilan qiymatli ) ) ) ) 0.15%-
kagizlar 9%
Sair aktivler - - - - 7%-9%
OHDOLIKLOR
) 0%-
Hokumat hesablart 3449, - - - -
0/
Buraxilmis borc qiymetli kagizlari - - - - 18 1'895710/
. 0
. . 0%-
Sair depozit hesablar - 1.929% - - -
Beynolxalq maliyye institutlarmdan 1%-
alinmig vesaitlor 1.25% ) ) ’ )
Beynolxalq Valyuta Fondu gargisinda ) ) 0.5%- ) )
Ohdaliklor 4.11%
Sair aktivlar - - - - 7%

Asagidaki codvelde balansdaki emsliyyatlar iizre faiz deracesi ve likvidlik riskinin tehlili verilmisdir:
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2006
USD EUR SDR GBP AZN
LIABILITIES
Government accounts 0%-4.81% - - - -
0 -
Debt securities issued 1104439 6/00/
N 0
Funds borrowed from international finan- 1%- ) ) ) )
cial institutions 1.25%
Liabilities to the International Monetary ) ) 0.5%- ) )
Fund 5.48%
2005
USD EUR SDR GBP AZN
ASSETS
0/ _ 0/ _ 0/,-
Short-term funds 4 506/0; 2 ;)3/0; ] 4 20/00/ ]
. 0 B 0 . 0
Loans to resident banks - - - - 2%-12%
[/
Trading securities 3:25% - - - -
4.38%
Balances with the International Monetary 0%-
Fund ) ) 3.03% ) )
Assets placed with external asset man- 2929 ) ) ) )
agers '
0 -
Investments held-to-maturity - - - - 0'159/00/
0
Other assets - - - - 7%-9%
LIABILITIES
Government accounts L - - - -
v B 3.44%
e 8.85%-
Debt securities issued - - - - 11.97%
0/,-
Other deposit accounts - 1 ;)2/00/ - - -
. 0
Funds borrowed from international finan- 1%-
cial institutions 1.25% i i i i
Liabilities to the International Monetary 0.5%-
Fund ) i 4.11% i i
Other liabilities - - - - 7%

The analysis of interest rate and liquidity risk on balance sheet transactions is presented in the following table:
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2006
laya 1-3ay 3ay-lil o Gecik- mﬁ(a);yy;ln
. . orzinde  Silden ... . Comi
goeder erzinde erzinde _— dirilmig odonis
_ vaxtl
AKTIVLOR
Qisamiiddetli vesaitlor 1,080,000 265,119 403,254 - - - - 1,748,373
Rezident banklara verilnis 5 157 26270 34,448 - 13730 : - 81870
kreditler
Ticarat qiymatli kagizlar - 5275 26,713 35273 - - - 67,261
Beynolxalq Valyuta
Fondundaki qaliglar 13459 ) ) ’ ) ) - 1349
Xarlg menecerlor te.raﬁn- 231,960 ] ] ] ] ] 231,960
den idare olunan aktivler
Odonis tarixinadok 2,120 160 8504 123,760 . - 134,544
saxlanilan qiymatli kagizlar
Sair aktivler 5 1 18 225 924 - - 1,173
Comi faiz hesablanan aktivler 1,332,846 298,785 464,593 44,002 138,414 - - 2,278,640
Nagd pul 81,240 - - - - - - 81,240
Qisamiiddatli vesaitlor 36,560 - 10,482 - - - - 47,042
Rezident banklara verilmis
kreditlor i i i i i 1,510 i 1,510
Beynoalxalq Valyuta
Fondundaki qaliglar ) ) ’ ’ ) - 23877 2387
Osas vosaitlor - - - - - - 21,041 21,041
Qeyri-maddi aktivler - - - - - - 2,715 2,715
Sair aktivler 1,167 13 12,552 1,732 - - 100 15,564
COMI AKTIVLOR 1451813 298,798 487,627 45,734 138,414 1,510 237,733 2,661,629
OHDOLIKLOR
Hokumet hesablart 1 - - - - - - 1
Borc qiymatli kagizlari 113,007 - - - - - - 113,007
Beynalxalq maliyys
institutlarindan alinmig 237 - 208 1,668 3,838 - - 5,951
vosaitlor
Beynobxalq Valyuta Fondu 1 606 9874 18774 60,707 24,657 . - 117,048
garsisinda dhdoliklar
Comi faiz hesablanan 123281 2874 18982 62375 28,495 . - 236,007
Ohdoliklor
Dévriyyade olan nagd pul - - - - - - 1,449,286 1,449,286
Kredit togkilatlarmin hesablart 594,900 - - - - - - 594,900
Hokumat hesablari 107,129 - - - - - - 107,129
Sair depozit hesablar 1,514 - - - - - - 1,514
Beynolxalq Valyuta Fondu
qarsisinda Shdoliklor 214,663 ) ’ ’ ) ) - 214663
Sair 6hdalikler 613 44 192 276 - - - 1,125
CoMI OHDOLIKLOR 1,042,100 2,918 19,174 62,651 28,495 - 1,449,286 2,604,624
Likvidlik interval 409,713 295,880 468,453 (16,917) 109,919

Faiz deracesinin hassasliq  1,209,56
intervali 5

Mocmu faiz doracosinin 00 <6 1 505 476 1,951,087 1932714 2,042,633
hassasliq intervali

Comi aktivlorin faiz nisbeti
kimi mocmu faiz derece- 45% 57% 73% 73% 77%

sinin hessasliq intervali

295911 445,611 (18,373) 109,919
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Up to

1 month
ASSETS
Short-term funds 1,080,000
Loans to resident banks 7,422
Trading securities -
Balances with the
International Monetary Fund 13459
Assets placed with external 231,960
asset managers
Investments held-to-maturity -
Other assets 5
Total interest earning assets 1,332,846
Cash 81,240
Short-term funds 36,560
Loans to resident banks -
Balances with the
International Monetary Fund
Fixed assets -
Intangible assets -
Other assets 1,167
TOTAL ASSETS 1,451,813
LIABILITIES
Government accounts 1
Debt securities 113,007
Funds borrowed from inter-
national financial institu- 237
tions
Liabilities to the
International Monetary Fund 10,036
Total interest bearing 123281

liabilities
Money issued in circulation -
Accounts of credit organizations 594,900

Government accounts 107,129

Other deposit accounts 1,514

Liabilities to the

International Monetary Fund 214,663

Other liabilities 613

TOTAL LIABILITIES 1,042,100

Liquidity gap 409,713
o 1,209,56

Interest sensitivity gap 5

Culr%u‘la‘tlve interest 1,200,565

sensitivity gap

Cumulative interest sensi-

tivity gap as a percentage 45%

of total assets

1 month
to3
months

265,119
26,270
5,275

2,120

1
298,785

13
298,798

44
2,918
295,880

295,911

1,505,476

57%

3 months
to
1 year

403,254
34,448
26,713

160

18
464,593

10,482

12,552
487,627

208

18,774

18,982

192
19,174
468,453

445,611

1,951,087

3%

1 year to
5 years

35,273

8,504

225
44,002

1,732
45,734

1,668

60,707

62,375

276
62,651
(16,917)

(18,373)

5 years

13,730 - -

123,760 -

138,414 -

138,414

[\)
s
N
wn
|
1
1

[N\)
o0
ESN
\O
wn
1
1

28,495
109,919

109,919

2006

Over Maturity

undefined Wizl

Overdue

1,748,373
81,870
67,261

13,459

231,960

134,544

1,173
2,278,640
81,240
47,042

1,510

924 - -

- 1,510 -

213,877
21,041

213,877

21,041
2,715 2715
- 100 15,564
237,733 2,661,629

; - - 1
113,007

5,951

117,048

236,007

1,449,286
594,900
107,129

1,514

214,663

1,125
1,449,286 2,604,624

1,449,286

1,932,714 2,042,633

3%

1%
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' 2005
lon 13 3avgg 1S Gecik Qeyri-
ya DA W apinde Silden oo TuoYYen Comi
goeder erzinde erzinde - dirilmig odonis
. q vaxtl
AKTIVLOR
Qisamiiddatli vesaitlor 052,038 124,482 110,742 - - - - 887,262
Rezident banklara verilmis 5 o 23049 18580 - 15455 : - 67,670
kreditlor
Ticarat qiymatli kagizlar - - - 18,248 - - - 18,248
Beynoalxalq Valyuta
Fondundaki qaliglar 12,805 ) ) ’ ) ) - 12805
Xarlgl menecerlor ta.raﬁn- 144,020 ) ) ) ) ) C 144020
den idare olunan aktivler
Odonis tarixinodok 159 3327 - 4545 129,840 . - 137871
saxlanilan qiymetli kagizlar
Sair aktivler 1 3 120 140 270 - - 534
Comi faiz hesablanan aktivler 814,609 155,861 129,442 22,933 145,565 - - 1,268410
Nagd pul 12,044 - - - - - - 12,044
Qisamiiddatli vesaitler 7,886 - - - - - - 7,886
Rezident banklara verilmis
kreditlor ) ) ) ’ ) 1,234 ) 1,234
Beynolxalq Valyuta
Fondundaki qaliglar ) ) ) ’ ) - 234630 234630
Osas vosaitlor - - - - - - 20,605 20,605
Qeyri-maddi aktivler - - - - - - 4,085 4,085
Sair aktivler 188 4272 1,038 - 683 - - 6,181
COMI AKTIVLOR 834,727 160,133 130480 22,933 146,248 1,234 259,320 1,555,075
OHDOLIKLOR 43 - - - - - - 43
Hokumet hesablart 31,403 - - - - - - 31,403
Borc qiymatli kagizlari 5 - - - - - - 5
Beynolxalq maliyye
institutlarindan alinmis 106 - 78 1,714 4,366 - - 6,264
vosaitlor
Beynolsalq Valyuta Fondu g g0 4 416 19300 78,574 39,075 . - 150,521
qarsisinda Shdelikler
Comi faiz hesablanan 40623 4416 19468 80288 43441 : - 188,236
Ohdoliklor
Dévriyyade olan nagd pul - - - - - - 594,108 594,108
Kredit togkilatlarmimn 291,726 - - - - - - 291,726
Hoékumet hesablari 185,102 - - - - - - 185,102
Sair depozit hesablar 834 - - - - - - 834
Beynoalxalq Valyuta Fondu
garsisinda dhdaliklar 233418 ) ) ’ ) ) - 235418
Sair dhdaliklar 388 130 190 41 - - - 749
CoMI OHDOLIKLOR 754,091 4,546 19,658 80,329 43,441 - 594,108 1,496,173
Likvidlik intervali 80,636 155,587 110,822 (57,396) 102,807
Faiz dorocosinin hassashq .3 go6 151 445 109974 (57.355) 102,124
intervali .
Macmu fap deracesinin 773986 925431 1,035,40 978,050 1,080,17
hassasliq intervali 5 4

Cami aktivlerin faiz nisbeti
kimi mecmu faiz derece- 50% 60% 67% 63% 69%
sinin hessasliq intervali
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2005
Up to
1 month SR 1 year to Over Maturity
to 3 to Overdue Total
5years 5 years undefined
months 1 year

ASSETS
Short-term funds 652,038 124,482 110,742 - - - - 887,262
Loans to resident banks 5,586 28,049 18,580 - 15455 - - 67,670
Trading securities - - - 18,248 - - - 18,248
Balances with the
International Monetary Fund 12,805 ) ) ’ ) ) - 12805
Assets placed with external 144,020 ) ) ) ) ) C 144020
asset managers
Investments held-to-maturity 159 3,327 - 4,545 129,840 - - 137871
Other assets 1 3 120 140 270 - - 534
Total interest earning assets 814,609 155,861 129,442 22,933 145,565 - - 1,268410
Cash 12,044 - - - - - - 12,044
Short-term funds 7,886 - - - - - - 7,886
Loans to resident banks - - - - - 1,234 - 1,234
Balances with the
International Monetary Fund ) ) ) ’ ) - 234630 234630
Fixed assets - - - - - - 20,605 20,605
Intangible assets - - - - - - 4,085 4,085
Other assets 188 4272 1,038 - 683 - - 6,181
TOTAL ASSETS 834,727 160,133 130480 22,933 146,248 1,234 259,320 1,555,075
LIABILITIES 43 - - - - - - 43
Government accounts 31,403 - - - - - - 31,403
Debt securities 5 - - - - - - 5
Funds borrowed from inter-
national financial institu- 106 - 78 1,714 4,366 - - 6,264
tions
Liabilites (0 the 0066 4416 19300 78574 39,075 : - 150,521
International Monetary Fund
Total inerest bearing 40623 4416 19468 80288 43441 : - 188,236
liabilities
Money issued in circulation - - - - - - 594,108 594,108
Accounts of credit organizations 291,726 - - - - - - 291,726
Government accounts 185,102 - - - - - - 185,102
Other deposit accounts 834 - - - - - - 834
Liabilities to the
International Monetary Fund 233418 ) ) ’ ) ) - 235418
Other liabilities 388 130 190 41 - - - 749
TOTAL LIABILITIES 754,091 4,546 19,658 80,329 43441 - 594,108 1,496,173
Liquidity gap 80,636 155,587 110,822 (57,396) 102,807
Interest sensitivity gap 773,986 151,445 109,974 (57,355) 102,124
Cumu'la‘tlve interest 773,986 925431 1,035,40 978,050 1,080,17
sensitivity gap 5 4
Cumulative interest sensi-
tivity gap as a percentage 50% 60% 67% 63% 69%

of total assets
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Aktiv vo 6hdsliklorin 6denis miiddetlori, homginin faiz hesablanan 6hdsliklorinin 6denis vaxti ¢atdigda
gobul edilon doyorde doyisdirilmasi imkanlari Bankin likvidliyinin, eloce do faiz deroecalerinin vo valyuta
mazonnasinin dayiskanliyine ne deracade hassas olmasinin mileyyen edilmasinds miihiim ehomiyyet dastyir.

Valyuta mozennaesi riski

Valyuta moazennasi riski xarici valyuta mezennasindoki deyisikliklor naticesinde maliyye alstinin deyerinin
doyise bilmasi riski kimi miloeyyen olunur. Xarici valyuta mozennasindoki doyisikliklor Bankin maliyye
durumuna ve nagd pul vesaitlarinin heroketina tesir edir. Idare Heyati valyutalar (esason ABS dollart ve XBH)
tizro risk soviyyosine hadler toyin edir. Bu hadlar hamginin valyuta risklorinin nizamlanmasi iizre Bankin
imumi strategiyalarma cavab vermolidir vo Investisiya Komitesinin {izvleri her giin bu hadlero riayet
olunmasina nazarat edirlor. Bankin xarici valyuta riskine meruz qalmasi asagidaki cedvalds gostorilir:

2006
AB3 f‘ilgrsl XBHI  AVROI Disar
AZN dollart = XBH=| AVRO= Valyutaglar ol
0.8714 AZN 1.3099 AZN 1.1471 AZN

AKTIVLOR
Nagd pul vo qisamilddotli 1,750,644 - 75,128 50,883 1,876,655
vosaitlor o
Rez@ent banklara verilmis 83,330 ) ) ) ) 83,380
kreditlor
Ticarat qiymatli kagizlarl - 67,261 - - - 67,261
Beynolxalq Valyuta
Fondundaki qaliglar ) ) 227,336 ) ) 227,336
Xar1c1 menecerl§r torafinden ) 231960 ) ) ) 231,960
idare olunan aktivler
QdBl’ll§ j[amimadak saxlanilan 134,544 ] 134,544
qiymatli kagizlar
Osas vosaitlor 21,041 - 21,041
Qeyri-maddi aktivler 2,715 - 2,715
Sair aktivler 16,155 582 16,737
COMI AKTIVLOR 257,835 2,050,447 227,336 75,128 50,883 2,661,629
OHDOLIKLOR
Dovriyyada olan nagd pul 1,449,286 - - - - 1,449,286
Kredlttaskilatlann 149866 437452 S 35 594,900
hesablari
Hokumat hesablar 73,803 4,176 24 29,127 107,130
Buvraxﬂmls borc qiymatli 113,007 ) ) ) ) 113,007
kagizlari
Sair depozit hesablari 1,441 72 - 1 - 1,514
Beynolxalq maliyye
institutlaridan alinmig - 5,951 - - - 5,951
vosaitlor
Beynolxalg Valyuta Fondu 214,663 - 117,048 . - BT
qarsisinda ohdslikler
Sair 6hdelikler 617 508 - - - 1,125
CoMlI OI:IDSLIKLSR 2,002,683 448,159 117,048 1,572 29,162 2,604,624
ACIQ MOVQE (1,744,848) 1,602,288 110,288 67,556 21,721 57,005
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Asset and liability maturity periods and the ability to replace interest liabilities at an acceptable cost when
they mature are crucial in determining the Bank's liquidity and its susceptibility to fluctuations in interest rates
and exchange rates.

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 expo-
sure by currencies (primarily USD and SDR). These limits also comply with the overall currency risk manage-
ment 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:

2006
USD SDR EUR Oth
AZN  1USD=  ISDR=  IEUR= _ rrenci:z Total
AZN 0.8714 AZN 1.3099 AZN 1.1471 .

ASSETS
Cash and short-term funds - 1,750,644 - 75,128 50,883 1,876,655
Loans to resident banks 83,330 - - - 83,380
Trading securities - 67,261 - - 67,261
Balances with the
International Monetary Fund ) ) 227,336 ) 227,336
Assets placed with external ) 231,960 ) ) 231960
asset managers
Investments held-to-maturity 134,544 - 134,544
Fixed assets 21,041 - 21,041
Intangible assets 2,715 - 2,715
Other assets 16,155 582 16,737
TOTAL ASSETS 257,835 2,050,447 227,336 75,128 50,883 2,661,629
LIABILITIES
Money issued in circulation 1,449,286 - - - 1,449,286
pecounts ofreditorgmZE 1y 566 437452 S 35 594,900
Government accounts 73,803 4,176 24 29,127 107,130
Debt securities issued 113,007 - - - 113,007
Other deposit accounts 1,441 72 - 1 1,514
Funds borrowed from interna-
tional financial institutions i 3931 i i 5,931
Liabilities to the International 214,663 ) 117,048 ) 31711
Monetary Fund
Other liabilities 617 508 - - 1,125
TOTAL LIABILITIES 2,002,683 448,159 117,048 7,572 29,162 2,604,624
OPEN POSITION (1,744,848) 1,602,288 110,288 67,556 21,721 57,005
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2005
ABS f‘iﬁg XBH  AVRO Disar
AN ne  1XBH= TAVRO= N Comi
0.9186 AZN 1.3128 AZN 1.0918 AZN
AKTIVLOR .
Nagd pul vo qisamiddoli 27 734781 - 139,183 33200 907,192
vosaitler
Rezident banklara verilmis
kreditlor 68,904 - : : - 68,904
Ticarat qiymatli kagizlarn - 18,248 - - - 18,248
Beynalxalq Valyuta
Fondundaki galiglar ) ) 247,433 ) ) 247,433
XaIICI menecerl§r torofinden ) 144,020 ) ) ) 144,020
idaro .olune.ln. aktivler
Qdam$ .tarnilnedak saxlanilan 137.871 ) ) ] ] 137.871
qiymetli kagizlar
Osas vosaitlor 20,605 - - - - 20,605
Qeyri-maddi aktivler 4,085 - - - - 4,085
Sair aktivler 6,032 683 - - - 6,715
COMI AKTIVLOR 237,524 897,732 247,435 139,183 33201 1,555,075
OHDOLIKLOR
Dovriyyadae olan nagd pul 594,108 - - - - 594,108
Kredit teskilatiarmin 93675 197,072 : 979 - 291,76
hesablar1
Hoékumat hesablar 158,069 27,020 24 32 185,145
Buvraxﬂmls borc qiymatli 31,403 ) ) ) ) 31,403
kagizlar
Sair depozit hesablar 676 158 - 5 - 839
Beynalxalq maliyys
institutlarindan alinmis - 6,264 - - - 6,264
vosaitler
Beynolxalq Valyuta Fondu 235418 150,521 : 385939
garsisinda dhdoliklar
Sair 6hdolikler 422 200 - 121 6 749
COMI OHDOLIKLOR 1,113,771 230,714 150,521 1,129 38 1,496,173
ACIQ MOVQE (876,247) 067,018 96,914 138,054 33,163 58,902
Qiymat riski

Qiymeot riski bazar qiymetlarinin deyismaesi naticasinde, bu deayisikliklarin konkret qiymatli kagiza ve ya
onu buraxana maxsus amillarden ve ya bazarda alib-satilan biitiin qiymatli kagizlara tesir gdsteren amillerden
asili olmayaraq, maliyye alatinin deyerinin enib-qalxmasi ilo alagadar riskdir. Bank imumi ve ya her hansi
konkret bazar qiymatlarinin deyismasi ile alagadar 6z mehsulunun bazar risklerine meruz qalir.

Bank bazarin teleblerinde menfi dayisikliklerden ireli gelen potensial zererlerin vaxtagiri

giymatlendirmekla, forq ve girov taleblarini mileyyenlesdirmekle ve onlara riayet etmoakle giymat riskini
idare edir.
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2005

USD SDR EUR o
AZN  1USD=  ISDR=  IEUR= mci:; Total
AZN 09186 AZN 13128 AZN 10918

ASSETS

Cash and short-term funds 27 734,781 - 139,183 33,201 907,192
Loans to resident banks 68,904 - - - - 68,904
Trading securities - 18,248 - - - 18,248

Balances with the

International Monetary Fund ’ ) 247435 ) ’ 247,435
Assets placed with external ) 144,020 ) ) ) 144,020
asset managers

Investments held-to-maturity 137,871 - - - - 137,871
Fixed assets 20,605 - - - - 20,605
Intangible assets 4,085 - - - - 4,085
Other assets 6,032 683 - - - 6,715
TOTAL ASSETS 237,524 897,732 247,435 139,183 33,201 1,555,075
LIABILITIES

Money issued in circulation 594,108 - - - - 594,108
Q;‘l’;’““ts of credit organiza- 93,675 197,072 - 979 - 291,726
Government accounts 158,069 27,020 24 32 185,145
Debt securities issued 31,403 - - - - 31,403
Other deposit accounts 676 158 - 5 - 839
Eunds bonoweq frqm 1.ntema- ) 6.264 ) ) ] 6264
tional financial institutions

Liabilities to the International 235418 ) 150,521 ) ) 385,930
Monetary Fund

Other liabilities 422 200 - 121 6 749
TOTAL LIABILITIES 1,113,771 230,714 150,521 1,129 38 1,496,173
OPEN POSITION (876,247) 667,018 96,914 138,054 33,163 58,902

Price Risk

Price risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market
prices whether those changes are caused by factors specific to the individual security or its issuer or factors
affecting all securities traded in the market. The Bank is exposed to price risks of its products which are sub-
ject to general and specific market fluctuations.

The Bank manages price risk through periodic estimations of potential losses that could arise from adverse
changes in market conditions and establishing and maintaining appropriate stop-loss limits and margin and col-
lateral requirements.
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Odalotli doyerin faiz daracesi riski

Odalatli deyerin faiz deracasi riski bazarda faiz deracelarindeki deyisikliklorin maliyye alstlerinin deyarine
tosir etma riskidir.

Bankin rohberliyi bazar seraitinde menfi doyisikliklorden yarana bilen potensial zerarlori dovrii sekilde
hesablamagla odalatli doyer iizre faiz deracesi riskini tenzimloyir. Bankin Idare Heyati Bankin cari maliyyo
foaliyyetini, adalatli doyer {izre faiz deracesindoki doyisikliklora Bankin hassasligini qiymetlondirmoak vo
onun Bankin menfoatliliyine tasirini miieyyonlosdirmak ii¢lin monitoring hayata kegirir.

Kredit riski

Bank o zaman kredit riskino moruz qalir ki, bu zaman maliyye alstine sahib olan bir toref 6hdoaliyi yerine
yetirmir vo naticodo bu, diger torofo maliyye itkisine sebab olur. Bank bir miistori ve ya bir qrup miistorilor
tiglin iizorine gotiirdiiyii kredit riskinin miixtolif seviyyelarini tatbiq edir.

Bankin Bazar ®maliyyatlar1 Departamenti Idaro Heyati torofinden kredit emaliyyatlari, kreditlorin tosnifat:
vo kreditlor lizro ehtimal olunan zararlor ii¢lin ehtiyatlarin yaradilmasi, zemanatlorin qiymetlondirilmasi lizre
daxili qaydalar kimi miiayyenlasdirilon kredit riskini miivafiq idareetma prosedurlarmin tatbiqine cavabdehdir.

Bank kredit toskilatlarinda yerlasdirilmis depozitlorin meblagine mehdudiyystlor qoymagla xarici banklara
qoyulmus depozitler iizre kredit risklorini idare edir. Bu limit Investisiya Komitosi torafinden miiayyen
edilorok Idare Heyati torafinden tosdiq olunur. Bankin qoyulmus limitlor gercivesinds iizlesdiyi faktiki riske
glindalik hesabatlar vasitosi ilo nozarat edilir.

Cografi tohlil

Bankin aktiv vo 6hdaliklerinin cografi tohlili asagida qeyd olunmusdur:

2006

A Azorbaycan IOIT 6lkolori Comi
AKTIVLOR
Nagd pul ve qisamiiddatli vesaitler 81,240 1,795,415 1,876,655
Rezident banklara verilmis kreditlor 83,380 - 83,380
Ticarat qiymatli kagizlar - 67,261 67,261
Beynolxalq Valyuta Fondundaki galiglar - 227,336 227,336
Xal‘”ICI menecerlor torofinden idare olunan ] 231,960 231,960
aktivler
Odvams tarixinadek saxlamilan giymatli 134,544 ) 134,544
kagizlar
Osas vosaitlor 21,041 - 21,041
Qeyri-maddi aktivler 2,715 - 2,715
Sair aktivler 3,026 13,711 16,737
COMI AKTIVLOR 325,946 2,335,683 2,661,629
OHDOLIKLOR
Dovriyyade olan nagd pul 1,449,286 - 1,449,286
Kredit togkilatlarinin hesablari 594,900 - 594,900
Hoékumet hesablari 107,130 - 107,130
Buraxilmig bore qiymatli kagizlar 113,007 - 113,007
Sair depozit hesablari 1,487 27 1,514
Beyqalxalq maliyyo institutlarindan alinmig ) 5,951 5,951
vosaitler
]..Seyne.lxalq Valyuta Fondu qarsisinda ) 31711 331711
Ohdslikler
Sair ohdslikler 617 508 1,125
COMI OHDOLIKLOR 2,266,427 338,197 2,604,624
XALIS MOVQE (1,940,481) 1,997,486 57,005
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Fair value interest rate risk

Fair value interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in
market interest rates.

The Bank manages fair value interest rate risk through periodic estimation of potential losses that could arise
from adverse changes in market conditions. The Board of the Governors of the Bank conducts monitoring of
the Bank's current financial performance, estimates the Bank's sensitivity to changes in fair value interest rates
and its influence on the Bank's profitability.

Credit risk

The Bank is exposed to credit risk which is the risk that one party to a financial instrument will fail to dis-
charge an obligation and cause the other party to incur a financial loss. The Bank structures the levels of cred-
it risk it undertakes by placing limits on the amount of risk accepted in relation to one borrower, or groups of
borrowers.

The Bank's market operations department is responsible for implementing the relevant credit risk manage-
ment procedures imposed by the Board of Governors in the form of internal rules on loan transactions, classi-
fication of loans and creation of allowance against loan losses and assessment of collateral.

The Bank manages its exposure to credit risks on deposits to foreign banks by setting limits to amount of
deposits placed with credit organizations. These limits are set by the Investments Committee and approved by
the Board of Governors. The Bank's actual exposures against limits are monitored by daily reports.

Geographical concentration

The geographical concentration of assets and liabilities is set out below:

2006

Azerbaijan OECD countries Total
ASSETS
Cash and short-term funds 81,240 1,795,415 1,876,655
Loans to resident banks 83,380 - 83,380
Trading securities - 67,261 67,261
Balances with the International Monetary Fund - 227,336 227,336
Assets placed with external asset managers - 231,960 231,960
Investments held-to-maturity 134,544 - 134,544
Fixed assets 21,041 - 21,041
Intangible assets 2,715 - 2,715
Other assets 3,026 13,711 16,737
TOTAL ASSETS 325,946 2,335,683 2,661,629
LIABILITIES
Money issued in circulation 1,449,286 - 1,449,286
Accounts of credit organizations 594,900 - 594,900
Government accounts 107,130 - 107,130
Debt securities issued 113,007 - 113,007
Other deposit accounts 1,487 27 1,514
Fun@s l?orrowed from international financial ) 5,951 5,951
institutions
Liabilities to the International Monetary ) 31711 31711
Fund
Other liabilities 617 508 1,125
TOTAL LIABILITIES 2,266,427 338,197 2,604,624
NET POSITION (1,940,481) 1,997,486 57,005
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AKTIVLOR

Nagd pul ve qisamiiddatli vesaitler
Rezident banklara verilmis kreditlor
Ticarat qiymatli kagizlari

Beynalxalq Valyuta Fondundaki qaliglar
Xarici menecerlor torafinden idare olunan
aktivler

Odenis tarixinadek saxlamilan qiymetli kagizlar
Osas vasaitlar

Qeyri-maddi aktivler

Sair aktivlar

COMI AKTIVLOR

OHDOLIKLOR

Dovriyyada olan nagd pul

Kredit toskilatlarinin hesablari

Hokumset hesablari

Buraxilmig borc qiymetli kagizlart

Sair depozit hesablart

Beynalxalq maliyys institutlarindan alinmig
vosaitlor

Beynolxalq Valyuta Fondu gargisinda
Ohdoliklor

Sair dhdolikler

CoMi OHDOLIKLOR

XALIS MOVQE

Azerbaycan

12,044
68,904

137,871
20,605
4,085
2,245
245,754

594,108
291,726
185,145
31,403
200

422
1,103,004
(857,250)

[OIT olkelori

895,148

18,248
247,435

144,020

4,470
1,309,321

639

6,264

385,939

254
393,096
916,225

Digar MDB
olkolori

73
73
(73)

2005

Comi

907,192
68,904
18,248

247,435

144,020

137,871
20,605
4,085
6,715
1,555,075

594,108
291,726
185,145
31,403
839

6,264

385,939

749
1,496,173
58,902
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2005
.. OECD Other CIS
AU countries Countries Total
ASSETS
Cash and short-term funds 12,044 895,148 - 907,192
Loans to resident banks 68,904 - - 68,904
Trading securities - 18,248 - 18,248
Balances with the International Monetary Fund - 247,435 - 247,435
ﬁlie;; E131;1S%1ced with external asset ) 144,020 ) 144,020
Investments held-to-maturity 137,871 - - 137,871
Fixed assets 20,605 - - 20,605
Intangible assets 4,085 - - 4,085
Other assets 2,245 4,470 - 6,715
TOTAL ASSETS 245,754 1,309,321 - 1,555,075
LIABILITIES
Money issued in circulation 594,108 - - 594,108
Accounts of credit organizations 291,726 - - 291,726
Government accounts 185,145 - - 185,145
Debt securities issued 31,403 - - 31,403
Other deposit accounts 200 639 - 839
EIL;rtli(ilsltli);)rll“lsrowed from international financial ) 6,264 ) 6,264
Ilsit:ilhtles to the International Monetary ) 385,930 ) 385,939
Other liabilities 422 254 73 749
TOTAL LIABILITIES 1,103,004 393,096 73 1,496,173
NET POSITION (857,250) 916,225 (73) 58,902
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31 DEKABR 2006-CI iL. TARIXINO BITON iL UZRO MALiYYO HESABATLARININ
HAZIRLANMASI VO TOSDiQ EDILMOSi UZRO ROHBORLIYIN MOSULiYYOTI HAQQINDA
HESABAT

Miistoqil auditor hesabatinin 1-ci ve 2-ci sehifelarindaki miistaqil auditor royinde serh olunan miistaqil
auditorlarin mesuliyyetine uygun oxunmali olan bu hesabat Bankin maliyyo hesabatlari ilo bagli
rohborliyin miivafiq mesuliyyetini miisteqil auditorlarin mesuliyyetinden forqlondirmek maqsadile
hazirlanmisdir.

Rohberlik Bankin 31 dekabr 2006-c1 il tarixine maliyye veziyyetini, omaliyyatlarinin naticelorini vo hamin
tarixde biten il lizre nagd vesaitlorinin haraketini ve kapitalda deyisiklikloer hesabatini diizgiin oks etdiren vo
MHBS-o uygun olan maliyye hesabatlarmnin hazirlanmasina gére moasuliyyet dasiyir.

Maliyyo hesabatlarimni hazirlayarken rohborlik asagidakilara cavabdehdir:

Miivafiq miihasibat ugotu prinsiplorinin se¢ilmosine vo onlarin ardicil suratde totbiqins;
Odalatli vo diizgiin gerarlarin verilmoasine vo giymatlondirmaloerin aparilmasina;
Maliyyo hesabatlarinda agiglanmis vo izah edilmis hor hansi miihiim kenarlasmalarin MHBS-in
toloblarine uygunluguna;

e Bankin toxmin edilo bilon dovr erzinde 6z foaliyyotini davam etdirmesi miimkiin olmayana qoder
maliyyo hesabatlarinin fasilesizlik prinsipi asasinda hazirlanmasina.

Homginin rohberlik asagidakilara géro masuliyyet dasiyir:

Bankda effektiv vo saglam daxili nazaret sisteminin qurulmasina, totbigind ve saxlanilmasina;
Bankin maliyye veziyyetini hor zaman daqiq agiqlayan ve Bankin maliyye hesabatlarinin MHBS-in
toloblorine uygun olduguna tominat veran miihasibat yaziliglariin her zaman daqiq ve diizgiin
saxlanilmasina;

e Miihasibat yaziliglarinin Azarbaycan Respublikasinin qanunvericiliyine ve miihasibat ugotu gaydalarina
uygun aparilmasina,
Bankin aktivlerinin miihafize edilmasi ti¢iin miimkiin todbirlerin goriilmasine;
Saxtakarliq hallarinin ve digar sehvlerin miioyyen edilmeasine ve qarsisinin alinmasina.

31 dekabr 2006-c1 il tarixine biten il iizro maliyye hesabatlari 10 aprel 2007-ci il tarixde Idare Heyeti
tarofinden tosdiq olunmusdur.
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STATEMENT OF MANAGEMENT'S RESPONSIBILITIES FOR THE PREPARATION AND
APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31
DECEMBER 200

The following statement, which should be read in conjunction with the independent auditors' responsibilities
stated in the independent auditors' audit report set out on pages 1 to 2, is made with a view to distinguishing
the respective responsibilities of management and those of the independent auditors in relation to the financial
statements of the Bank.

Management is responsible for the preparation of the financial statements that present fairly the financial
position of the Bank at 31 December 2006, the results of its operations, cash flows and changes in equity for
the year then ended, in accordance with IFRS.

In preparing the financial statements, management is responsible for:

Selecting suitable accounting principles and applying them consistently;
Making judgements and estimates that are reasonable and prudent;
Stating whether IFRS have been followed, subject to any material departures disclosed and explained in
the financial statements; and

e Preparing the financial statements on a going concern basis, unless it is inappropriate to presume that the
Bank will continue in business for the foreseeable future.

Management is also responsible for:

e Designing, implementing and maintaining an effective and sound system of internal controls, throughout
the Bank;

e Maintaining proper accounting records that disclose, with reasonable accuracy at any time, the financial
position of the Bank, and which enable them to ensure that the financial statements of the Bank comply
with IFRS;

e Maintaining statutory accounting records in compliance with legislation and accounting standards of
Azerbaijan;

Taking such steps as are reasonably available to them to safeguard the assets of the Bank; and
Detecting and preventing fraud and other irregularities.

The financial statements for the year ended 31 December 2006 were authorized for issue on 10 April 2007
by the Board of Governors.



Cadveller

Isas makroigtisadi gostaricilor
2000 2001 2002 2003 2004 2005 2006

Umumi daxili mehsul, mln. manat 47182 53156 6062,4 7146,5 8374,5 11875,6 177358
Fiziki hocm indeksi, %-lo
- ovvolki ilo nisboton 1114 109,9 110,6 111,2 110,2 126,4 134,5
- 1990-c1 ilo nisbaten 59,0 64,8 71,7 79,7 87,8 111,0 149.3

Indeks deflyator, avvalki ilo nisbeton 106,1 102,7 100,7 104,0 108,4 110,2 110,2
Adambasma diison UDM, ABS dollari 6652 7142 7745 896,7 1041,0 1509,7 23733
Senaye istehsalinimn hacm indeksi,

ovvalki ile nisbeten, %-lo 106,9 105,1 103,6 106,1 105,7 133,5 136,6

Kond toserriifati istehsalinin
hocm indekst,

ovvalki ilo nisbeten, %-lo 112,1 111,1 106,4 105,6 104,6 107,5 100,9
Xarici ticaret balansi, mln. $ 3194 613,8 481,6 -98,2 161,2  3299,1 77453
- ixrac 1858,3  2078,9 23049 2624,5 37429 7649,0 13014,6
- idxal 1538,9  1465,1 18233 27227 3581,7 43499  5269,3
Istehlak qiymatleri indeksi,
- ovvalki ilo nisboten 101,8 101,5 102,8 102,2 106,7 109,6 108,3
- ovvolki ilin dekabrma nisboton 102,2 101,3 103,3 103,6 110,4 105,4 111,4
Senayenin topdanjatig qiymat indeksi,
ovvalki ilo nisbeton 124,6 101,8 97,7 116,1 112,9 118,6 117,7
Orta ayliq nominal amak haqq, 443 52,0 62,6 76,6 96,7 117,9 141,3
ovvalki dovre nisbeton, %-lo 124,0 1173 1213 1214 126,2 121,9 119,8
Orta ayliq real amak haqq
avvelki dovre nisbaten, %-lo 121,3 115,8 117,4 118,8 118,3 11,3 110,6
Kredit goyulusu, mln. manat 466,5 486,3 520,2 670,3 989,5 14410 23627
Yenidon maliyyelesdirma doracelari,
(dovriin sonuna, %-lo) 10,0 10,0 7,0 7,0 7,0 9,0 9,5
gf:ﬁ:‘;alt{“ﬂ“l (d6vrtin sonuna), 3258 3511 4052 5184 6836 7967 21377

Dévlat Qisamiiddatli Istiqraz

Varagalari:
- yerlagdirmenin hacmi, mln. manat 68,9 93,5 101,1 91,1 16,0 65,9 115,9
- orta Ol¢iilmiis golirlilik, %-lo 16,6 16,5 14,6 7,6 4.6 11,5 10,8
Milli Bankin notlart
- yerlagdirmenin hacmi, mln. manat - - - - 36,5 2174 830,3
- orta Olciilmiis golirlilik, %-lo - - - - 4,5 9,3 11,2
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Tables

Main Macroeconomic Indicators

Gross domestic product, AZN mln.
Volume index, %

- relative to the previous year

- relative to 1990
Index deflator, relative to the previous year
GDP per capital, USD
Industrial production volume index,
relative to the previous year, %

Agricultural production volume index,

relative to the previous year, %
Foreign trade balance, USD mln.

- 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, AZN mln.
Refinancing,
(period-end, %)
Broad monetary base (period-end),
AZN mln.

Government short-term T-bills:

- sold, AZN mln.

- weighted average yield, %
NBA'’s Notes

- sold, AZN mln.

- weighted average yield, %

2000
47182

11,4

59,0
106,1
665,2

106,9

12,1

3194
1858,3
1538,9

101,8
102,2

1246
443
124,0

121,3
466,5

10,0

3258

68,9
16,6

2001
5315,6

109,9

64,8
102,7
714,2

105,1

11,1

613,8
2078,9
1465,1

101,5
101,3

101,8
52,0
1173

115,8
486,3

10,0

351,1

93,5
16,5

201

2002
60624

110,6

71,7
100,7
774,5

103,6

106,4
481,6
2304,9
1823,3

102,8
103,3

97,7
62,6
121,3

1174
520,2

7,0

405,2

101,1
14,6

2003
7146,5

111,2

79,7
104,0
896,7

106,1

105,6

98,2
26245
27227

1022
103,6

116,1
76,6
121,4

118,8
670,3

7,0

5184

91,1
76

2004
8374,5

110,2
87,8
108,4
1041,0

105,7

104,6
161,2
37429
35817

106,7
110,4

12,9
96,7
1262

118,3
989,5

7,0

683,6

16,0
4,6

36,5
4,5

2005
11875,6

126,4
11,0
11022

1509,7

133,5

107,5
3299,1
7649,0
4349.9

109,6
105,4

118,6
117,9
121,9

111,3
1441,0

9,0

796,7

65,9
11,5

2174
9.3

2006
17735,8

1345
149,3
11022

23733

136,6

100,9
7745,3
13014,6
5269,3

108,3
111,4

117,7
141,3
119,8

110,6
2362,7

9,5

21377

115,9
10,8

830,3
11,2
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Istehlak qiymatlarinin indeksinin dayismasi, avvalki ilin dekabrina nisbaton, %-l

Comi orzaq . o
mallar vo mohsullari, Qeyri-arzag Qeyri-orzaq rzaq ve .
xidmatlor ickilar, . mallar, mallar qeyr-orzaq AL
iizro tiiin xidmatler mallari
1995-ci il 84,6 90,3 68,5 68,6 86,9 68,4
1996-c1 il 6,8 0,3 32,0 9,5 23 104,5
1997-ci il 0,4 -0,7 44 0,0 -0,6 14,6
1998-ci il -1,6 9,0 2,1 -3,0 -8,2 -0,6
1999-cu il -0,5 -2,0 2,5 0,0 -1,6 0,1
2000-ci il 22 4,0 -0,9 1,7 34 -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 42 -0,3
2004-cii il 10,4 13,7 49 43 11,3 57
2005-ci il 54 6,3 43 32 53 57
2006-ci il 11,4 16,1 0,1 7,5 13,2 43
Ghalinin amanatlori, min. manat
Omanatler qusamiiddatli uzunmiiddatli

fllor

2001-ci il
2002-ci il
2003-cii il
2004-cii il
2005-ci il
2006-c1 il

xarici

xarici

COMI manatla valyuta ~COMI manatla  valyuta

117,0
153,5
2519
403,1
494,5
819,6

12,0
13,5
19,0
30,1
55,8
250,3

ilo
105,0
140,0
2329
373,0
438,7
569,3

101,4
11422
126,7
194,6
2412
462,8

202

9,1
10,6
15,5
254
04

186,4

ilo
92,3
103,6
111,2
169,2
198,7
276,4

xarici

COMI manatla  valyuta

15,6

39,3
1252
208,6
253,4
356,8

ilo

2,9 12,7
2,9 36,3
3,4 121,8
4,7 2038
13,4 240,0
639 2928



Tables

Changes in Consumer Price Index, in relation to December of the previous year, %

Total goods Food prod— Non-food Non-food Food and '
. ucts, drinks, products, non-food Services
and services . products
tobacco services products
1995 84,6 90,3 68,5 68,6 86,9 68,4
1996 6,8 0,3 32,0 9,5 23 104,5
1997 0,4 -0,7 44 0,0 -0,6 14,6
1998 -1,6 9,0 2,1 -3,0 -8,2 -0,6
1999 -0,5 -2,0 2,5 0,0 -1,6 0,1
2000 22 4,0 -0,9 1,7 34 -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 42 -0,3
2004 10,4 13,7 49 43 11,3 57
2005 54 6,3 43 32 53 57
2006 11,4 16,1 6,1 7,5 13,2 43
Individual deposits, AZN min.
Deposits Short-term Long-term
Year in in in
TOTAL inmanat foreign TOTAL inmanat foreign TOTAL inmanat foreign
currency currency currency
2001 117,0 120 1050 1014 9,1 92,3 15,6 2,9 12,7
2002 153,5 13,5 1400 1142 10,6 103,6 39,3 2,9 36,3
2003 251,9 190 2329 1267 155 11,2 1252 34 1218
2004 403,1 30,1 373,0 1946 254 1692 208,6 47 2038
2005 494.5 558 4387 2412 24 1987 2534 134 240,0
2006 819,6 2503 5693 4628 1864 2764 3568 63,9 2928
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Kredit goyulugu, min. manat

Tllor

1995
1996
1997
1998
1999
2000
2001
2002

2003
2004
2005
2006

coMi

2182
266,7
310,8
340,6
356,0
466,5
486,3
520,2
670,3
989,5
1441,0
2362,7

Kreditlor

vaxti
keemis

45,0
54,7
63,0
67,3
72,8
100,2
134,4
109,6
67,5
55,0
68,2
71,7

%

20,6
20,5
20,3
19,8
20,5
21,5
27,6
21,1
10,1

5,6

4,7

33

coMi

181,4
245,6
289,1
3334
347,1
336,1
354,0
374,2
487,1
700,8
913,3
1142,0

204

qisamiiddatli

vaxtl
kegmis

379
52,7
59,8
65,5
71,1
88,3
1174
96,6
52,9
41,7
48,6
53,2

%

20,9
21,5
20,7
19,7
20,5
26,3
33,2
25,8
10,9

6,0

53

4,7

CcoMi

36,8
21,2
21,7
7,2
9,0
130,5
132,3
145,9
183,2
288,7
527,71
1220,7

uzunmuiddetli

vaxtl
kegmis

7,1
2,0
32
1.8
1,7

1,9

17,1

13,0

14,6

13,3

19,6

24.4

19,2
9.4
14,7
24,7
19,4
9,1
12,9
8,9
79
4,6
3,7
2,0



Tables

Loan Portfolio, AZN min.

Year

TOTAL
1995 218,2
1996 266,7
1997 310,8
1998 340,6
1999 356,0
2000 466,5
2001 486,3
2002 520,2
2003 670,3
2004 989,5
2005 1441,0
2006 2362,7

Loans

past due

45,0
54,7
63,0
67,3
72,8
100,2
134,4
109,6
67,5
55,0
68,2
71,7

Short-term loans

% TOTAL past due

20,6
20,5
20,3
19,8
20,5
21,5
27,6
21,1
10,1

5,6

4,7

33

181,4
245,6
289,1
3334
347,1
336,1
354,0
374,2
487,1
700,8
913,3
1142,0

205

37,9
52,7
59,8
65,5
71,1
88,3
1174
96,6
52,9
41,7
48,6
53,2

Long-term loans

% TOTAL past due

20,9
21,5
20,7
19,7
20,5
26,3
33,2
25,8
10,9

6,0

53

4,7

36,8
21,2
21,7
7,2
9,0
130,5
1323
145,9
183,2
288,7
5271
1220,7

7,1
2,0
32
1.8
1,7

1,9

17,1

13,0

14,6

13,3

19,6

24.4

%

19,2
9.4
14,7
24,7
19,4
9,1
12,9
8,9
79
4,6
3,7
2,0
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Azarbaycan Respublikasinin tadiya balansi, min. ABS dollar

Cari hesab
Xarici ticarat balanst
Ixrac
[dxal
Xidmeatlar balanst
[xrac
fdxal
Golirler
Kredit (daxilolmalar)
Debet (6demsaler)
Cari transfertlor
Kapitalin ve maliyyanin
herakati hesabi
Birbasa investisiyalar
Neft bonusu
Digar investisiyalar
Sair vasaitlor
Ehtiyat aktivlerin deyismesi,
(- artim; + azalma)

Balans

2000
-167,7
3194
1858,3
-1538,9
2246
2598
4844
3354
55,9
3913

73,0

4419

29,1
100,0
3128

274

2001
-S17
613,9
2078,9
-1465,0
-375,1
289,8
-664.,9
-367,2
41,5
-408,7

76,6

3174
220,1
6,4
90,9

-265,6

206

2002
-768,4
481,6
2304,9
-1823,3
-935,6
362,1
-1297,7
-384,7
37,1
-421,8

70,4

1051,5
1066,8
0,0
-153
-86,6
-196,5

2003
-2020,6
98,2
2624,5
2722,7
-1614,5
4319
-2046,4
-442,0
52,7
4947
134,2

2338,1
22932
58,6
-13,7
-112,1

22054

2004
-2589,2
161,2
3742,9
3581,7
-2238.4
491,9
27303
-700,6
52,9
753,5
188,5

3023,3
2329,7
21,6
672,0
-50,1
-384,0

2005
167,3
3299,1
7649
-4349.9
-1970
683
-2653
-1645,6
201,8
-18474
433,8

566

458,2

106,8
-125,6

-607,7

2006
3707,6
77453

13014,6
-5269,3
-19234

939,9

-2863,3
-2680,6

280
-2960,6

566,3

17354
-1306,5
17
4459
-256,1

-1716,1



Tables

Balance of Payment of the Republic of Azerbaijan, USD min.

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
Change in reserve assets,
(- increase; + decrease)

Balance

2000
-167,7
3194
18583
-1538,9
2246
2598
4844
3354
55,9
3913

73,0

4419

29,1
100,0
3128

274

2001
-S17
613,9
2078,9
-1465,0
-375,1
289,8
-664.,9
-367,2
41,5
-408,7

76,6

3174
220,1
6,4
90,9

-265,6
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2002
-768,4
481,6
2304,9
-1823,3
-935,6
362,1
-1297,7
-384,7
37,1
-421,8

70,4

1051,5
1066,8
0,0
-153
-86,6
-196,5

2003
-2020,6
98,2
2624,5
2722,7
-1614,5
431,9
220464
-442,0
52,7
4947
134,2

2338,1
22932
58,6
-13,7
-112,1

22054

2004
-2589,2
161,2
3742,9
-3581,7
22384
491,9
27303
-700,6
52,9
753,5
188,5

3023,3
2329,7
21,6
672,0
-50,1
-384,0

2005
167,3
3299,1
7649
-4349.9
-1970
683
-2653
-1645,6
201,8
-18474
483,8

566

458,2

106,8
-125,6

-607,7

2006
3707,6
7745,3

13014,6
-5269,3
-19234
939,9
-2863,3
-2680,6
280
-2960,6

566,3

17354
-1306,5
17
4459
-256,1
-1716,1



Cadveller

Kredit taskilatlar: haqqinda malumat

Bank faaliyyatinin heyata kecirilmasi ticiin
lisensiyast olan kredit tagkilatlarmin say1
[. Banklar
1 Banklarmn say1, o ciimloden:
- dovlat banklar
- 0zol banklar, o ciimlodon
xarici kapitallt banklarin say1, o ciimladen:
- nizamnama kapitalimn 50%-den 100%
godarini taskil eden

- nizamnams kapitalinin 50%-den az olan
hissasini togkil eden

- xarici banklarin yerli filiallari
Macmu kapitalin hacmine gore banklarin
qruplagdiriimast
- 3,5 mIn. manat
- banklarin say1
-timumi bank kapitalinda xiisusi ¢okisi
- 3,5 - 5,0 mIn. manat
- banklarin say1
-timumi bank kapitalinda xtisusi ¢okisi
- 5,0 - 10,0 mIn. manat
- banklarin say1
-timumi bank kapitalinda xtisusi ¢okisi
- 10,0 mln.manatdan artiq
- banklarin say1
-limumi bank kapitalinda xiisusi ¢okisi
3 Banklarm yerli filiallarmm say1, o ciimloden:
- dovlet banklart
- 6zal banklar
Yerli filiallar1 olan banklarin say1
Banklarin gobelerinin sayi
Banklarin yerli niimayendsliklarinin say1
Xarici banklarm yerli niimayandeliklarinin say1
Banklarin xaricds faaliyyat gosteran strukturlarimin
sayl1, o ciimladen:
- térema banklar
- filiallart
- niimayendalikleri
II. Bank olmayan kredit togkilatlari
1 Bank olmayan kredit toskilatlar1 say1, o ciimloden
- Kredit ittifaglarinin say1
- Filiallarin say1
- Beynolxalq humanitar togkilatlar torafinden
maliyyolegdirilen kredit togkilatlarmin say1
- Filiallarmn say1
- Digor bank olmayan kredit togkilatlarinin say1
- Filiallarin say1
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Tables

Information on credit organizations

Number of credit organizations with a banking
licence
I. Banks
1 Number of banks, of which:
- state banks
- private banks, of which:
number of banks with foreign capital, of which:
- banks with share of foreign capital from
50% to 100%

- banks with share of foreign capital less
than 50%

- local branches of foreign banks
Grouping of banks by volume of aggregate
capital

- 3,5 mIn. manat
-number of banks
-as a share of gross banking capital, %
- 3,5 - 5,0 mIn. manat
-number of banks
-as a share of gross banking capital, %
- 5,0 - 10,0 mIn. manat
-number of banks
-as a share of gross banking capital, %
- over 10,0 mln. manat
-number of banks
-as a share of gross banking capital, %
3 Number of bank branches, of which:
- state banks
- private banks
Number of banks with local branches
Number of bank divisions
Number of local bank representatives
Number of local representatives of foreign banks

o N O\ Dn B~

Number of bank units operating abroad, of which:

- affiliate banks
- branches
- representations
II. Non-bank credit organisations
1 Number of non-bank credit organisations, of which
- Number og credit unions
- Number of branches
- Number of credit organisations financed by inter-
national humanitarian organisations
- Number of branches
- Number of other non-bank credit organisations
- Number of branches
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Cadveller

Pul aqreqatlar, min . manat (manatla va SDV depozitlori ila)

MO Ml M2 M3

dovriyyads olan M0O+taleb oluna- M1+ miiddatli M2+SDV

nagd pul nadek depozitlor depozitler depozitlari

01.01.95 55,2 80,3 86,2 209,6
01.01.96 120,5 185,0 191,5 259,9
01.01.97 173,1 2347 240,8 309,0
01.01.98 2341 307,6 3113 412,7
01.01.99 185,2 240,5 2437 342,6
01.01.00 2272 278,0 280,9 398,0
01.01.01 270,0 315,5 325,8 509,7
01/01/02 293,8 337,5 351,1 686,8
01/01/03 333,7 393,5 405,2 785,2
01/01/04 408,2 499,8 518,4 1018,8
01/01/05 4778 657,3 683,6 1503,0
01/01/06 5474 7478 796,7 1841,8
01/01/07 1311,3 1853,6 2137,7 3440,5
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Tables

Money Aggregates, AZN min. (AZN and hard currency-denominated deposits)

MO

cash in

circulation

01.01.95 55,2
01.01.96 120,5
01.01.97 173,1
01.01.98 2341
01.01.99 185,2
01.01.00 2272
01.01.01 270,0
01/01/02 293,8
01/01/03 333,7
01/01/04 408,2
01/01/05 4778
01/01/06 5474
01/01/07 1311,3

Ml

MO+demand

deposits
80,3
185,0
2347
307,6
240,5
278,0
315,5
337,5
393,5
499,8
657,3
7478
1853,6

M2
M1+ term
deposits

86,2
191,5
240,8
311,3
2437
280,9
3258
351,1
405,2
518,4
683,6
796,7

21377

M3
M2-+hard
currency deposits

209,6
259.9
309,0
412,7
342,6
398,0
509,7
686,8
785,2
1018,8
1503,0
1841,8
3440,5



The National Bank of the Republic of Azerbaijan
32 Rashid Behbudov Str., Baku, Azerbaijan
Telephone (994 12) 493 11 22
Fax (994 12) 493 55 41
www.nba.az



