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STATEMENT OF MANAGEMENT'S RESPONSIBILITIES FOR THE PREPARATION
AND AFPROVAL OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2022

The following statement is made with a view to distinguishing the respective responsibilities of
the management and those of the independent anditors in relation fo the financial statements of
"Yelo Bank™ Open Jodnt Stock Company (the “Bank™),

Management is responsible for the preparation of the financial stitements thut present fairly the
fmancial position of the Bank as at December 31, 2022, the results of its operations, cash flows
and changes in equity for the year then ended, in accordance with International Financial Reporting
Standards (“[FRS™).

In preparing the financial statements. management is responsible for:

o Selecting suitable sccounting principles and applving them consistentiy;
Making judgements and estimates that are reasonable and prodent:
stating whether [FRS has been followed, subject to any material deparures disclosed and
explained in the financial statements; and

= Preparing the financial statements on & poing concern basis, unless it is inappropriate to
presume that the Bank will continue in business for the foreseeable fiture,

Management is also responsible fir:

= Designing, implementing and maintaining an efTective and sound svstem of internal controls,
threughout the Bank;

= 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 [FRS;

*  Maintaining statutory accounting records in compliance with legislation and accounting
standards of 1he Republic of Arerbaijan;

*  Taking such steps as ane reasonably available to them to safeguard the assets of the Bank:
anid

e Detecting and preventing feaud, errors and other iregularities.

Ihe financial statements for the vear ended December 31, 2022 were authorized for issue on
April 14, 2023 by the Management Board of the Bank.

O behalf of the Execufive Board:

Mo Enbil Dushdaroy Mr. Ayax lsmayilov
Chiel Fimgneial Officer Chiel Accouniant
Baku, the Republic of Arerbaijan Baku. the Republic of Arerbaijan

Aprif 14, 2023 April 14,2023
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INDEPENDENT AUDITORS' REPORT

To the Sharcholders and Supervisory Beard of “Yelo Bank”™ Open Joint Stock Company.

pdmion

We have audited the financial statements of *Yelo Bank™ Open Joint Stock Company (the “Bank™),
which comprise the statzment of financial position as at December 31, 2022, the statements of profit
or loss and other comprehensive income, changes in equity and cash flows for the year then ended,
and motes 1o the Anancial statements, including a summary of significant scoounting policies,

In our opinion, the accompanying financial statements present fairly, in all material respects. the
financial position of the Bank as at December 31, 2022, and its financial performance and its cash
flows for the vear then ended in accordance with International Financial Reporting Standards (IFRS).

Buxix for Opinion

We conducted our audit in accordance with Interpational Standards on Auditing {I5As) Cur
respongibilities under those standards are further dessribed in the Auditors’ Responsibilities for the
Audit of the Financial Statements section of our repoert, We are independent of the Bank in accordance
with the Intcrmational Ethics Standards Board for Accountants' Code of Ethics for Professional
Accountants (JTESBA Code), and we have fulfilled our other ethical responsibilities in accordance
with the IESBA Code. We believe thut the audil evidence we have obiained is sufficient and
appropriate to provide a basis for our opinion.

Responsibilities af Mamagement and Those Charged with Governatice for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
sccordance with IFRS. and for such infernal controd a8 management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to freud or error.

In preparing the financial stalements, management is responsible for assessing the Bank's ability to
contine: as a poing concern, diselosing, as applicable, matiers related to geing concem snd using the
moing concern basts of accounting unfess management either intends to liquidate the Bank or to cease
aperations, or has no realistic allemative but o do so,

Those charged with governance are responsible for oversecing the Bank's financial reporting process.

ASHlRANCE ADVESORY TaK LEGAL

Eaker Tilly Audit szerbaijen C.ISC trading as Baker Tilly = a member of the globel network of Baker Tilly inermatoral Lid, the memoers of
which are separate and indegendent legal oniities
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Auwditers’ Responsifilities for the Audit of the Féaameinl Stalerments

Our objectives are to obiain reasonable assurance about whether the financial statements as a whole
are free from materinl misstatement, whether due to fraud or error, and 1o fssue an asditors” report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantes
that an audit conducted in accordance with [8As will always detect o material misstatement when it
exists. Misstatements can arise from fraud or error and are considered materinl if, individually or in
the aggregate, they could reasonably be expected 1o mfluence the economic decisions of users aken
on the basis of these financial statemenis,

As part of an audit in accordance with 15As, we exercise professional judgment and maintain
professional scepticism throughout the audit. We alse:

*  ldentily and assess the risks of material misstatement of the financial statements, whether due (o
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and approptiate to provide o basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of infernal contrnl;

*  Obtain an understanding of infermal control refevant to the sudit in order to design avdit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Bank's internal control;

= Evaluate the appropristencss of accounting policies used and the reasonableness of accounting
estimates and related dizclosures mude by management;

= Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related 10 events
or conditions that may cast significant doubt on the Bank s ability to continwe as a going conoern.
I we conclude thst @ material uncertainty exists, we are required (o draw attention in our suditors’
repart 1o the related disclosures in the financial statements o, if such disclosures ane inadeguate,
to modi fy our opinion. Our conclusions are based on the audit evidence obtained up to the date of
our auditors” report. Howewver, future events or conditions may cause the Bank 1o cense to continue
25 I EOINE CONCETT;

*  Evaluste the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events
in & manner that schieves fair presentation,

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

"E.,l\ﬁn,- F-hELL Almﬁ-mii\d\

April 14, 2023
Baku, the Bepublic of Aserbaijan




“YELO BANK" OPEN JOINT-STOCK COMPANY

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMEER 31, 2022
{in thousands of Azerhalan Manals, unless olfienwize indicaled)

otes  Year ended Year enidird
December 31, December 31,
022 2023
{ Reclassilied)

Iniensil dcome 3, 32 ROLI3H 501, 590
Interest expense 5323 {32, 055] - [Iﬁ,uﬁ_ﬂ
Nt inferest income 47273 A
Fee and commizsion income B, 32 B3, (1 3Aa7
Fop and commiassion @oponse T, 32 {72500 {4, 5700)
Nt fee und commissinn lnsx 11,,1&! {49
Mt pain on trading in forgign currencies 5313 L1
Met result from Foreign currency derivitives 8 32 {3.%900) {4,938
Met forzign exchunge trmnsliien loss {114 {90
I.onn colleclion fecs 13 {1514 11,8440
{Hher operfing income W I
Chperating incomne A6, A 14 33174
Becivery of expected crodit losses on finaneial assels o, 32 11,57 31,932
Personnel expensss hik, 32 (A3 5T (25,648
Ueneral and adminisirative expenses 11,32 (14T (B0 3000
A Charge recovery of losaes on loan commibmenis and

financial puaraniees {24 266
Chamge in fair value of wascts held for sale LY 2] [1.618]
Fair valise lrss on initial secopnition of finenciol asssts 11400 {3441
MFrofit hefore income fay 64 6l
Fiscrmmie By expense 12 . "
Mot profit for the vear 624 8,462
Dilver comprehensive boss
COiher comprefaensive loss o be reclossified te profit ar losy

i rwhreguerl porisiy
el change mTarr value of investmenl sscumilies X2 -
Charge in expected credil losses o investment securities o

L] if -
Mt other comprehensive bnss 1154} -
TOTAL COMPREHENSIVE INCOME FOR THE

YEAR SATI p. I ()
Earnings per share
Besic ond diluted fexpressed in AZSN]) 27 .03 (.04

The financial statemenis a5 set out on pages B 1o 87 were approved by management on April 14,

2023 and were signed on its behalf by

Cluber Finamcial Officer

f Arerhaijon
.-";pril 14, 2023

part of, the fnancial sinfements

Baku, the Republio of Azerhaifan

Yir.

yax lsmayilov

Chief Accouniant

Baku, the Reguhlic of Aserbaijan

Apnl 14, 24023

t o profil o oss amd cther comprehensive income is o be resd e conjorction with the notes o, and formieg
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“YELO BANK"” OPEN JOINT-STOCK COMPANY

STATEMENT OF FINANCIAL POSITION
AS AT DECEMBER 31, 2022
ihir thossands of Azerbajan Mamnals, unless cthenvise indicafed)

Mates December 31, Medemilier S0,
212 021

ASSETS
Cach and cash :qull.'ul-:|'.1'= 13 1 €15, Dt 51,068
(e from bonks 14 23, 7 2624
Loans [ cusbomers 15 32 FuE Lnlk 422702
Invesimenl securnities ] 200,737 TR
Property, aguipment and miangible asscls 17 20 TR 204406
Bight-sl-use asses 18 10,427 (LEars
Assots held for sale 19 22 Boisw
[ber asseis 20, 52 LA | HAa29
Tutal asseis BO3 D55 541,435
LIABILITIES
Current aceounts &nd deposils from customers 21, 32 FHZ 602 Il el
Cither bomowed Fands 22 RTATT Tr6249
Suberdingted borowings 22,32 36,021 D480
Deposiis and balances from banks 23 g JA55
Lease liakality 24 1,803 1.7
Provisions hd 3 ny
Other liahilities 25,32 | 3,590 10, 393
Tatal liabilities M asd AT4BE
EQUITY
Share capital 2 ITEANN ITRAMD
Share premium JiH 4l
{Other nserves (134 -
Accumulated deficn CELUEN ] |_t_._7:'_-:"':'_|
Tuotal 1] nir:, ﬂ TIAML 22
Toial linbilities and equity Ay B3, %55 541,438

SE— - e a i ikind

(A
;44(/1 T — Mr. Ky

Chiel Finaneial Officer Chigl Accountam
Baku, the R-::pllhlin.' of Arzerhoijfan Baku, the Republic |||'."‘;.-'|.'r|'.u|_:.'|n
April B4, 2023 Ajparil 14, 2023

The statemwed ol fmanclal possos 15 mbe redd in conpoetios witk the notes o, aed formang poes of, the financial

sHhEnks.
3




"YELO BANK" OPEN JOINT-STOCK COMPANY

STATEMENT OF CHANGES IN EQLITY
FOR THE YEAR ENDED DECEMBER 31, 2022
{tr thowsands of Azerbajian Manals, wnless otherwise inthcaled)

Share Share iker Accumualated Todal
capital prenivm PREEFYE defieit Eruity
Balance as ot January 1, 2021 T8 000 Rl {32241 55,160
Total comprehensive income
Mt pralil For the vear - - - H.da2 K462
Twtal comprehemsive income
for the vewr - = = 8462 H.442
Balance as at December 31, 2031 JTR, M i | I LTT [
Tatal comprehensive income
Ml profit for the veor L ~ 5624 5624
Crber comprehensive loss
fior the vear - - LEE T L1541
Tntal comprehensive income
for the year - - (154) 5624 SA7
Balunce as ai Deceiy ITHO00 4 [LEE)] {306, 155) 11091

P

Mr. Emil Dushdurov
Chdel Financind Officer

elo

Baku, the Repubdic of Azerhaimn
il 14, 2023

April 14, 2023

Mr, Avaz Ek.ml].'i.'lm-'
Chief Aceountam)

Baku. the Republic of Azerbaifan
April 14, 2023

The statcment of changes in equily 510 be nead in cogfunciion with the mtes i, and forming part of 1he fnancial

slnletneils

&




“¥ELO BANK™ OPEN JOINT-STOCK COMPANY

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2022

(in thousands of Azerbafan Manafs, wnfess atherwise indicated)

Minlex Year ended Year emiled
December 3, December 51,
N2t L] |
| Heckassaloedy

CASH FLOWS FROM OPERATING ACTIVITIES
Interest received TH368 47,953
Interest paid (2T 454 [ THAKS)
Fee and commission received 00y 31.4921
Fee and commission paisd {7250 14,5710
Iet receipts from frading in loreign currencics 5353 R&l
Bealimed losses from transaciioms with desivalives {2,095 [l
Persannel expenses paid {31,735 (24327
Ciencral and adeministrative expenses paid {12,000 {15510
Loan enllection fiees paid (1,914 {1.844)
Ciiher income received ITH 2T
(Imerease ) decrense in n':r.llilg assels
e from banks (20,827 300
L.oans to cusiomers {163, 71K {130,918}
Aussets held G sale 4,753 1,170
(hber assefs [RG5S, (61T
|Hr|:'l‘ti:ir.l'l_ﬂ-|!i'rtuu'|-:|n vperaling liahilities
Current accounts end deposits [iea customers 184,545 121,021
D peosits and balancss from banks {3,001 § 3.0000
Cober liahilities 381 {X21)
Cash Mows provided fromi{ased In} operating activities 7971 (LYSG)
CARH FLOWS FROM INVEATING ACTIVITIES
Mol {payment forVprocesds from sile of investment securitics (13.076] LOTe
Paymient for property. equipment ond miongible pesels 15,881 [ [ai9)
Proceds from sale of property and equipment and mtangible

n=seis 21 123
Cash flews used im investing sciivities (18.9356) {9.417)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from other borrowed funds a2 23,596 14, 768
Repaymeant of other borowed funds 2z {14425 {12, 4K32)
Repayment of principal pomien of lease liabiliges 24 (1.655) (0430
PFroceeds Drom subordinated hd.'lrrm'l.ing& 22 25 500 -
Cash Mows provided from financing activities 1304 856
Meed mereasef{decrense} in cash and cash equivalents 11,851 {18517
ElTect of chanpes in exchange rates on cwsh and cosh

eyuivalenty 214 1 303)
E et oof net change In scorued inlerest on cush and cash

ciplivalents (41 -
Cash wnd cash eguivalenis as & the beglanlng of the year i3 51,068 8 TRE
Cash and cash cquivalents as af the end of the ¥ 13 105,064 1,068

Mr, Emil Drushduroy Mr. Ayaz smayHoy
Chiel Finnmeial Officer Chiel Accountant

Baku, the Republic of Arerbaijn
April 14, 2023

Baku, the Republic of Azerhaijon
April 14, 2023

ziteh Aows 15 to Be rend 10 comjuncinn wath e mies t ol formeng part of the fmancinl sinensns



“YELO BANK” OPEN JOINT-STOCK COMPANY

NOTES TO, AND FORMING PART OF, THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2022
(In thousands of Azerbaijan Manats, unless otherwise indicated)

@)

BACKGROUND

Organization and operations

These financial statements comprise the financial statements of Yelo Bank Open Joint Stock
Company (the “Bank”) for the year ended December 31, 2022.

Originaly, “Ulpar” JSCB was founded in 1994 in the Republic of Azerbaijan and held general
banking license No 203 issued in 1994. During 2002, “Nikoil”” Closed Joint Stock Company and
“Lukoail” Azerbaijan Closed Joint Stock Company acquired the controlling interest in the bank
and the bank was renamed to “Nikoil”” OJSC Investment Commercia Bank. The bank has started
operations under a full banking license No 203 issued by the Central Bank of the Republic of
Azerbaijan (the “CBAR”) since May 2, 2002. In July 2008, “Topaz Investments Limited” CJSC
acquired the controlling interest in the bank. In November 2019, “Nikoil Bank” OJSC
implemented rebranding and was renamed to “Yelo Bank” OJSC. In March 2022, “Topaz
Investments Limited” CJSC sold all shares of the Bank owned by “Topaz Investments Limited”
CJSC to Ms. Marina Kulishovaand Mr. Anar Hasanov. Its principal activities are deposit-taking,
customer account maintenance, credit operations, issuing guarantees, cash and settlement
operations, and securities and foreign exchange transactions. The Bank’s activities are regulated
by the Central Bank of the Republic of Azerbaijan. The Bank has a general banking license, and
isamember of the state deposit insurance system in the Republic of Azerbaijan.

The Bank participates in the state deposit insurance scheme, which was introduced by the “Law
on Deposit Insurance” dated December 29, 2006. The Azerbaijan Deposit Insurance Fund
guarantees repayment of 100% of individua deposits meeting the following criteria:

According to the Law of the Republic of Azerbaijan on “Deposit Insurance”, insured deposit is the
part of protected deposit that will be compensated by the Deposit Insurance Fund in case of
insurance incident occurred in the participant bank where a depositor is serviced. Starting from
June 1, 2020, the maximum annual interest rate on protected depositsin the national currency is set
at 12%, and in foreign currency - 2.5%. According to another law on “Full Deposit Insurance” dated
January 19, 2016 and last amended on December 18, 2020, all protected deposits within the annual
interest rate set by the Board of Trustees of the Deposit Insurance Fund are fully insured until
April 5, 2021 regardless of their amounts. Starting from April 5, 2021 in case of insurance incident
each depositor is entitled to receive compensation from the Deposit Insurance Fund for the full
amount of deposit agreement, but not exceeding AZN 100 thousand.

The Bank’s registered office is 81K Hasanbay Zardabi Avenue, Baku AZ 1122, the Republic of
Azerbaijan.

As at December 31, 2022, the Bank had sixteen branches (December 31, 2021: twelve). The
majority of its assets and liabilities are located in the Republic of Azerbaijan.



“YELO BANK” OPEN JOINT-STOCK COMPANY

NOTES TO, AND FORMING PART OF, THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2022 (Continued)
(In thousands of Azerbaijan Manats, unless otherwise indicated)

The Bank is owned by:

December 31, December 31,

2022, % 2021, %
Shar eholder
Ms. Marina Kulishova 98.94 4,22
Mr. Anar Hasanov 0.96 -
“ISR Holding” LLC 0.10 0.10
“Topaz Investments Limited” CJSC - 95.68
Total 100.00 100.00

The Bank’s parent company was “Topaz Investment Limited” CJISC (the “Parent”) until March
2022. The Bank was ultimately controlled by a single individual, Mr. Vagit Alekperov, until
March 2022. From March 2022, the Bank was ultimately controlled by a single individual,
Ms. Marina Kulishova

(b) Operating environment
Azerbaijan business environment

The Bank’s operations are conducted in the Republic of Azerbaijan. The Bank is exposed to the
economic and financial markets of Azerbaijan which display characteristics of an emerging
market. The legal, tax and regulatory frameworks continue development, but are subject to
varying interpretations and frequent changes which together with other legal and fisca
impediments contribute to the challenges faced by entities operating in Azerbaijan.

Azerbaijan’s economy also has a significant exposure to level of international energy prices.
Crudeail pricesincreased in thefirst half of the year because of supply concerns however starting
from the second half of the year ail prices generally decreased as concerns about a possible
economic recession reduced demand. The Brent crude oil spot price averaged USD 100 per barrel
in 2022. Strong oil prices supported the economic growth of the country.

The depreciation of Azerbaijani Manat in 2015-2016 years has led to significant uncertaintiesin
business environment, therefore government took all required actions to keep the exchange rate
stable over the past 5 years. As aresult, continuous fluctuation in global oil prices did not affect
the locd currency and therefore did not increase the uncertainty in the business environment. The
COVID-19 coronavirus pandemic affected businesses significantly in 2020, however, after a
successful vaccination campaign of the government majority of businesses steadily returned to
their normal activities during 2021 and the first half of 2022. The sustainability of the cease-fire
arrangement over the Karabakh region also improves the business environment as there are
number of government-led projects to attract investment and devel op the territories rel eased from
occupation.

GDPreached AZN 133.8 billion (USD 78.7 billion) in 2022 with 4.6% growth compared to 2021.
During 2022 foreign trade turnover of the Republic of Azerbaijan reached about USD 52.69
billion of which export equaled to USD 38.15 billion and import equaled to USD 14.54 hillion
according to the statistics of the State Customs Committee.



“YELO BANK” OPEN JOINT-STOCK COMPANY

NOTES TO, AND FORMING PART OF, THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2022 (Continued)
(In thousands of Azerbaijan Manats, unless otherwise indicated)

@)

(b)

The government continued its monetary policy with respect to the stability of Azerbaijani Manat
as well as dlocated foreign currency resources which stabilized Azerbaijani Manat. This policy
continued in nine months of 2022 with the aim of maintaining macroeconomic stability. The
Central Bank of the Republic of Azerbaijan has changed the refinancing rate several times during
the period and the range was between 7.25% - 8.25% with a steady increasein rates.

On June 6, 2022 the Central Bank increased minimum reserve deposit rates to 4% and 5% for
national and foreign currencies, respectively.

On December 28, 2022 the Central Bank increased minimum reserve deposit rates to 5% and 6%
for national and foreign currencies, respectively effective from January 2023.

Inflation rate increased from 6.7% in December 2021 to 13.9% in December 2022.

By the end of December 2022, the number of active plastic cards increased to a historic high of
13,257 thousand compared to 11,040 thousand in 2021.

During 2022 proportion of foreign currency deposits of individuals dropped to 39.2% from 41%
in 2021.

International credit rating agencies regularly evaluate the credit rating of the Republic of
Azerbaijan. Fitch and S&P evaluated the rating of the Republic of Azerbaijan as “BB+”. Moody’s
Investors Service set a “Bal” credit rating for the country.

BASIS OF PREPARATION
Statement of compliance

These financia statements of the Bank have been prepared in accordance with International
Financial Reporting Standards (“IFRS”) under the historical cost convention, as modified by the
initial recognition of financial instruments based on fair value, financial instruments categorized
at fair value through profit or loss (“FVPL”) and at fair value through other comprehensive income
(“FVOCI”). The principal accounting policies applied in the preparation of these financial
statements are set out below.

Going concern

Thesefinancial statements have been prepared on the assumption that the Bank is agoing concern
and will continue in operation for the foreseeable future.

Functional and presentation currency

Thefunctional currency of the Bank is Azerbaijani Manat (“AZN") as being the national currency
of the Republic of Azerbaijan, it reflects the economic substance of the majority of underlying
events and circumstances relevant to them.

At December 31, 2022, the principal rate of exchange used for trangating foreign currency
balances was USD 1=AZN 1,7000 and EUR 1=AZN 1,8114 (December 31, 2021:
USD 1=AZN 1,7000 and EUR 1=AZN 1,9265).

The AZN is also the presentation currency for the purposes of these financial statements.

10



“YELO BANK” OPEN JOINT-STOCK COMPANY

NOTES TO, AND FORMING PART OF, THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2022 (Continued)
(In thousands of Azerbaijan Manats, unless otherwise indicated)

(©

Financial information presented in AZN is rounded to the nearest thousand, unless otherwise
stated.

Use of estimates and judgments

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

Measurement of ECL allowance

Measurement of ECLs is a significant estimate that involves determination of methodology,
models and datainputs. Details of ECL measurement methodology are disclosed in Note 29. The
following components have a major impact on credit loss allowance: definition of default, SICR,
probability of default (“PD”), exposure at default (“EAD”), and loss given default (“LGD”), as
well as model s of macroeconomic scenarios. The Bank regularly reviews and validatesthe models
and inputs to the models to reduce any differences between expected credit loss estimates and
actual credit loss experience. For details of ECL measurement including incorporation of forward-
looking information refer to Note 29.

Credit exposure on revolving credit facilities (e.g. credit cards, overdrafts)

For certain loan facilities, the Bank’s exposure to credit losses may extend beyond the maximum
contractua period of the facility. This exception applies to certain revolving credit facilities,
which include both a loan and an undrawn commitment component and where the Bank’s
contractua ability to demand repayment and cancel the undrawn component in practice does not
[imit its exposure to credit losses.

For such facilities, the Bank measures ECL s over the period that the Bank is exposed to credit risk
and ECLs are not mitigated by credit risk management actions. Application of this exception
requires judgement. Management applied its judgement in identifying the facilities, both retail and
commercial, to which this exception applies. The Bank applied this exception to facilities with the
following characteristics: (@) thereisno fixed term or repayment structure, (b) the contractua ability
to cancel the contract is not in practice enforced as aresult of day-to-day management of the credit
exposure and the contract may only be cancelled when the Bank becomes aware of an increasein
credit risk at the level of an individua facility, and (c) the exposures are managed on a collective
basis. Further, the Bank applied judgement in determining a period for measuring the ECL,
including the starting point and the expected endpoint of the exposures.

The Bank considered historical information and experience about (a) the period over which the
Bank isexposed to credit risk on similar facilities, including when the last significant modification
of the facility occurred and that, therefore, determines the starting point for assessing SICR, (b)
the length of time for related defaults to occur on similar financial instruments following a SICR
and (c) the credit risk management actions (e.g. the reduction or removal of undrawn limits),
prepayment rates and other factors that drive expected maturity. In applying these factors, the
Bank segments the portfolios of revolving facilities into sub-groups and applies the factors that
are most relevant based on historical data and experience aswell asforward-looking information.

11



“YELO BANK” OPEN JOINT-STOCK COMPANY

NOTES TO, AND FORMING PART OF, THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2022 (Continued)
(In thousands of Azerbaijan Manats, unless otherwise indicated)

Significant increase in credit risk (“SICR”)

In order to determine whether there has been a significant increase in credit risk, the Bank
compares the risk of a default occurring over the life of afinancial instrument at the end of the
reporting date with the risk of default at the date of initial recognition. The assessment considers
relative increase in credit risk rather than achieving a specific level of credit risk at the end of the
reporting period. The Bank considers all reasonable and supportable forward-looking information
available without undue cost and effort, which includes a range of factors, including behavioural
aspects of particular customer portfolios. The Bank identifies behavioural indicators of increases
in credit risk prior to delinquency and incorporated appropriate forward-looking information into
the credit risk assessment, either at an individua instrument, or on a portfolio level. Refer to Note 29.

Business model assessment

The business model drives classification of financial assets. Management applied judgement in
determining the level of aggregation and portfolios of financial instruments when performing the
busi ness model assessment. When ng sales transactions, the Bank considerstheir historical
frequency, timing and value, reasons for the sales and expectations about future sales activity.
Sales transactions aimed at minimizing potential 1osses due to credit deterioration are considered
consistent with the “hold to collect” business model. Other sales before maturity, not related to
credit risk management activities, are also consistent with the “hold to collect” business model,
provided that they are infrequent or insignificant in value, both individually and in aggregate. The
Bank assesses significance of sales transactions by comparing the value of the sales to the value
of the portfolio subject to the business model assessment over the average life of the portfolio. In
addition, sales of financial asset expected only in stress case scenario, or in response to an isolated
event that is beyond the Bank’s control, is not recurring and could not have been anticipated by
the Bank, are regarded as incidental to the business model objective and do not impact the
classification of the respective financial assets.

The “hold to collect and sell” business model means that assets are held to collect the cash flows,
but sellingisalsointegral to achieving the business model’s objective, such as, managing liquidity
needs, achieving a particular yield, or matching the duration of the financial assets to the duration
of the liabilities that fund those assets.

The residual category includes those portfolios of financia assets, which are managed with the
objective of realizing cash flows primarily through sales, such as where a pattern of trading exists.
Collecting contractual cash flow is often incidental for this business model.

Assessment of whether cash flows are solely payments of principal and interest (“SPPI”)

Determining whether a financial asset’s cash flows are solely payments of principal and interest
required judgement. The time value of money element may be modified, for example, if a
contractua interest rate is periodically reset but the frequency of that reset does not match the
tenor of the debt instrument’s underlying base interest rate, for example, aloan pays three months
interbank rate but the rate is reset every month. The effect of the modified time value of money
was assessed by comparing relevant instrument’s cash flows against a benchmark debt instrument
with SPPI cash flows, in each period and cumulatively over the life of the instrument. The
assessment was donefor al reasonably possible scenarios, including reasonably possiblefinancial
stress situations that can occur in financial markets. In case of a scenario with cash flows that
significantly differ from the benchmark, the assessed instrument’s cash flows are not SPPI and
the instrument isthen carried at FVTPL.
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The Bank identified and considered contractual terms that change the timing or amount of
contractual cash flows. The SPPI criterion is met if a loan allows early settlement and the
prepayment amount substantially represents principal and accrued interest, plus a reasonable
additional compensation for the early termination of the contract. The asset’s principal is the fair
value a initial recognition less subsequent principa repayments, i.e. instalments net of interest
determined using the effective interest method. Asan exception to this principle, the standard also
allows instruments with prepayment features that meet the following condition to meet SPPI: (i)
the asset is originated at a premium or discount, (ii) the prepayment amount represents contractual
paramount and accrued interest and reasonable additional compensation for the early termination
of the contract, and (ii) thefair value of the prepayment featureisimmateria at initial recognition.

The Bank’s loan agreements allow adjusting interest rates in response to certain macroeconomic
or regulatory changes. Management applied judgement and assessed that competition in the
banking sector and the practical ability of the borrowers to refinance the loans would prevent it
from resetting the interest rates at an above-market level and hence cash flows were assessed as
being SPPI.

Modification of financial assets

When financia assets are contractually modified (e.g. renegotiated), the Bank assesses whether
the modification is substantial and should result in derecognition of the origina asset and
recognition of anew asset at fair value. This assessment is based primarily on qualitative factors,
described in the relevant accounting policy and it requires significant judgment. In particular, the
Bank applies judgment in deciding whether credit-impaired renegotiated loans should be
derecognized and whether the new recognized loans should be considered as credit-impaired on
initial recognition. The derecognition assessment depends on whether the risks and rewards, that
is, the variability of expected (rather than contractual) cash flows, change as a result of such
modifications.

Useful life of property and equipment

The Bank assesses the remaining useful lives of items of property and equipment at least at each
financial year-end. If expectations differ from previous estimates, the changes are accounted for
as a change in an accounting estimate in accordance with IAS 8 “Accounting Policies, Changes
in Accounting Estimates and Errors”. These estimates may have a material impact on the amount
of the carrying values of property and equipment and on depreciation recognized in profit or loss.

Deferred income tax asset recognition

The management of the Bank provided a valuation allowance againgt deferred income tax assets
in the amount of AZN 6,946 thousand as at December 31, 2022 (December 31, 2021: AZN 48,932
thousand). The carrying value of deferred income tax assets amounted to nil as at December 31,
2022 and 2021, respectively.

Valuation of lease liabilities and right of use assets

Theapplication of IFRS 16 requiresto make judgements of right-of-use assets and leaseliabilities.
In determining the lease term, the Bank considers all facts and circumstances that create an
economic incentiveto exercise renewal options (or not to exercise termination options). Assessing
whether a contract includes a lease aso requires judgement. Estimates are required to determine
the appropriate discount rate used to measure lease liabilities.
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3.
(@

(b)

SIGNIFICANT ACCOUNTING POLICIES

Foreign currency

Transactions in foreign currencies are trandated to the respective functiona currencies of the
Bank at exchange rates at the dates of the transactions.

Monetary assets and liabilities denominated in foreign currencies at the reporting date are
retranslated to the functional currency at the exchange rate at that date. The foreign currency gain
or loss on monetary items is the difference between amortized cost in the functional currency at
the beginning of the period, adjusted for effective interest and payments during the period, and
the amortized cost in foreign currency trandated at the exchange rate at the end of the reporting
period.

Non-monetary assets and liabilities denominated in foreign currencies that are measured at fair
value are retrand ated to the functiona currency at the exchange rate at the date that the fair value
is determined. Non-monetary items that are measured in terms of historica cost in a foreign
currency are trandlated using the exchange rate at the date of the transaction.

Foreign currency differences arising on retrandation are recognized in profit or loss, except for
differences arising on the retrandation of available-for-sale equity instruments unless the
difference is due to impairment in which case foreign currency differences that have been
recognized in other comprehensive income are reclassified to profit or loss.

I nterest
Effectiveinterest rate

Interest income and expense are recognized in profit or loss using the effective interest method.
The “effective interest rate” is the rate that exactly discounts estimated future cash payments or
receipts through the expected life of the financia instrument to:

e thegross carrying amount of the financial asset; or
e the amortized cost of the financial liability.

When calculating the effective interest rate for financia instruments other than purchased or
originated credit-impaired assets, the Bank estimates future cash flows considering all contractual
terms of the financia instrument, but not expected credit losses. For purchased or originated
credit-impaired financia assets, a credit-adjusted effective interest rate is calculated using
estimated future cash flows including expected credit |osses.

The calculation of the effective interest rate includes transaction costs and fees and points paid or
received that are an integral part of the effective interest rate. Transaction costs include
incremental costs that are directly attributable to the acquisition or issue of a financial asset or
financial liability.

Amortized cost and gross carrying amount

The “amortized cost” of afinancial asset or financid liability isthe amount at which the financia
asset or financial liability is measured on initia recognition minus the principal repayments, plus
or minus the cumulative amortisation using the effective interest method of any difference
between that initial amount and the maturity amount and, for financial assets, adjusted for any
expected credit loss alowance.
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(©)

The “gross carrying amount of afinancial asset” measured at amortized cost isthe amortized cost
of afinancial asset before adjusting for any expected credit loss allowance.

Calculation of interest income and expense

The effective interest rate of a financial asset or financia liability is calculated on initial
recognition of afinancia asset or afinancial liability. In calculating interest income and expense,
the effective interest rate is applied to the gross carrying amount of the asset (when the asset is
not credit-impaired) or to the amortized cost of the ligbility. The effective interest rate is revised
asaresult of periodic re-estimation of cash flows of floating rate instrumentsto reflect movements
in market rates of interest.

However, for financial assets that have become credit-impaired subsequent to initial recognition,
interest income is calculated by applying the effective interest rate to the amortized cost of the
financial asset. If the asset is no longer credit-impaired, then the calculation of interest income
reverts to the gross basis.

For financial assets that were credit-impaired on initia recognition, interest income is calculated
by applying the credit-adjusted effective interest rate to the amortized cost of the asset. The
calculation of interest income does not revert to a gross basis, even if the credit risk of the asset
improves.

Presentation

Interest income cal culated using the effective interest method presented in the statement of profit
or loss and other comprehensive income includes interest on financia assets measured a
amortized cost.

Interest expense presented in the statement of profit or loss and other comprehensive income
includesinterest on financial liabilities measured at amortized cost.

Fees and commission

Fee and commission income and expense that are integral to the effective interest rate on a
financial asset or financial liability areincluded in the effective interest rate (See Note 3).

Loan origination fees, loan servicing fees and other fees that are considered to be integral to the
overal profitability of a loan, together with the related transaction costs, are deferred and
amortized to interest income over the estimated life of the financial instrument using the effective
interest method.

Other fee and commission income — including account servicing fees, investment management
fees, sales commission, placement fees and syndication fees— isrecognized astherel ated services
are performed. If aloan commitment is not expected to result in the drawdown of aloan, then the
related loan commitment fee is recognized on a straight-line basis over the commitment period.

A contract with acustomer that resultsin arecognized financial instrument in the Bank’s financial
statements may be partially in the scope of IFRS 9 and partially in the scope of IFRS 15. If thisis
the case, then the Bank first applies IFRS 9 to separate and measure the part of the contract that
isin the scope of IFRS 9 and then applies IFRS 15 to the residual .

Other fee and commission expenses relate mainly to transaction and service fees, which are
expensed as the services are received.

The following table provides information about the nature and timing of the satisfaction of
performance obligations in contracts with customers, including significant payment terms, and
the related revenue recognition policies.
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@

(e)
0)

Typeof service | Nature and timing of satisfaction of performance Revenue recognition
obligations, including significant payment terms under IFRS 15

Retail and The Bank provides banking servicesto retail and Revenue related to
corporate corporate customers, provision of overdraft facilities, | transactionsisrecognized
banking foreign currency transactions, credit card and at the point in time when
service servicing fee. the transaction takes

Transaction-based fees for interchange, foreign place.
currency transactions and overdrafts are charged to
the customer's account when transaction takes place.

Guarantee and The Bank issues guarantees and letters of credittoits | Revenue from fees on
letter of credit | customers. issuance of guarantees
issuance and letters of credit is

recognized over the
period until maturity date
of such contracts.

Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand, unrestricted balances (nostro
accounts) held with the CBAR and other banks, and highly liquid financial assets with original
maturities of less than three months, which are subject to insignificant risk of changesin their fair
value, and are used by the Bank in the management of short-term commitments. The mandatory
reserve deposit with the CBAR is not considered to be a cash equivalent due to restrictions on its
withdrawability. Cash and cash equivalents are carried at amortized cost in the statement of
financial position.

Financial assets and financial liabilities
Classification

On initia recognition, a financial asset is classified as measured at amortized cost, FVOCI or
FVTPL.

A financial asset is measured at amortized cost if it meets both of the following conditionsand is
not designated asat FVTPL:

o the asset is held within a business model whose objective is to hold assets to collect
contractua cash flows; and

e the contractual terms of the financial asset give rise on specified dates to cash flows that
are solely payments of principal and interest on the principal amount outstanding.

A debt instrument is measured at FVOCI only if it meets both of the following conditionsand is
not designated asat FVTPL:

o theasset isheld within a business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets; and

e the contractual terms of the financial asset give rise on specified dates to cash flows that
are solely payments of principal and interest on the principal amount outstanding.
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On initial recognition of an equity investment that is not held for trading, the Bank may
irrevocably elect to present subsegquent changesin fair value in other comprehensiveincome. This
election is made on an investment-by-investment basis.

All other financial assets are classified as measured at FVTPL.

Business model assessment

The Bank makes an assessment of the objective of abusiness model inwhich an asset isheld at a
portfolio level because this best reflects the way the business is managed and information is
provided to management. The information considered includes:

o the stated policies and objectives for the portfolio and the operation of those policiesin
practice. In particular, whether management’s strategy focuses on earning contractual
interest revenue, maintaining a particular interest rate profile, matching the duration of
the financial assets to the duration of the liabilities that are funding those assets or
realising cash flows through the sale of the assets,

e  how the performance of the portfolio is evaluated and reported to the Bank’s management;

o therisksthat affect the performance of the business model (and the financial assets held
within that business model) and how those risks are managed,;

¢ how managers of the business are compensated — e.g. whether compensation is based on
the fair value of the assets managed or the contractual cash flows collected; and

e thefrequency, volume and timing of salesin prior periods, the reasons for such sales and
its expectations about future sales activity. However, information about sales activity is
not considered in isolation, but as part of an overall assessment of how the Bank’s stated
objective for managing the financial assetsis achieved and how cash flows are realized.

Financial assets that are held for trading or managed and whose performance is evaluated on a
fair value basis are measured at FVTPL because they are neither held to collect contractual cash
flows nor held both to collect contractual cash flows and to sell financial assets.

Assessment of whether contractual cash flows are solely payments of principal and interest

For the purposes of this assessment, “principal” is defined as the fair value of the financial asset
on initial recognition. “Interest” is defined as consideration for the time value of money and for
the credit risk associated with the principal amount outstanding during a particular period of time
and for other basic lending risks and costs (e.g. liquidity risk and administrative costs), aswell as
profit margin.

In assessing whether the contractual cash flows are solely payments of principal and interest, the
Bank considers the contractua terms of the instrument. This includes assessing whether the
financial asset contains a contractual term that could change the timing or amount of contractual
cash flows such that it would not meet this condition. In making the assessment, the Bank
considers:

contingent events that would change the amount and timing of cash flows;

leverage features,

prepayment and extension terms;

terms that limit the Bank’s claim to cash flows from specified assets (e.g. non-recourse
asset arrangements); and

o features that modify consideration of the time value of money — e.g. periodical reset of
interest rates.
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(i)

(iii)

Reclassification

Financial assets are not reclassified subsequent to their initial recognition, except in the period
after the Bank changes its business model for managing financia assets.

The Bank should reclassify financial assetsif the Bank changes its business model for managing
those financial assets. Such changes are expected to be very infrequent. Such changes are
determined by the Bank’s senior management as a result of external or interna changes and must
be significant to the Bank’s operations and demonstrable to external parties. Accordingly, a
change in the Bank’s business model will occur only when the Bank either begins or ceases to
perform an activity that is significant to its operations; for example, when the Bank has acquired,
disposed of or terminated abusinessline.

Derecognition

Financial assets

The Bank derecognizes a financia asset when the contractual rights to the cash flows from the
financial asset expire, or it transferstherightsto receive the contractual cash flowsin atransaction
in which substantialy all of the risks and rewards of ownership of the financial asset are
transferred or in which the Bank neither transfers nor retains substantially all of the risks and
rewards of ownership and it does not retain control of the financial asset.

On derecognition of afinancid asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset derecogni zed) and the sum of (i) the consideration
received (including any new asset obtained less any new liability assumed) and (ii) any cumulative
gain or lossthat had been recognized in other comprehensive income is recognized in profit or 1oss.

The Bank enters into transactions whereby it transfers assets recognized on its statement of
financial position, but retains either al or substantially all of the risks and rewards of the
transferred assets or a portion of them. In such cases, the transferred assets are not derecognized.
Examples of such transactions are securities lending and sal e-and-repurchase transactions.

In transactions in which the Bank neither retains nor transfers substantially all of the risks and
rewards of ownership of afinancial asset and it retains control over the asset, the Bank continues
to recognize the asset to the extent of its continuing involvement, determined by the extent to
which it is exposed to changes in the value of the transferred asset.

Financial liabilities

The Bank derecognizes a financia liability when its contractua obligations are discharged or
cancelled, or expire.

Modification of financial assets and financial liabilities
Financial assets

If the terms of a financial asset are modified, the Bank evaluates whether the cash flows of the
modified asset are substantially different. If the cash flows are substantially different (referred to
as “substantial modification™), then the contractual rightsto cash flows from the original financia
asset are deemed to have expired. In this case, the original financial asset is derecognized and a
new financial asset isrecognized at fair value plus any dligibletransaction costs. Any feesreceived
as part of the modification are accounted for asfollows:
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o fees that are considered in determining the fair value of the new asset and fees that
represent reimbursement of eligible transaction costs are included in the initia
measurement of the asset; and

o other feesareincluded in profit or loss as part of the gain or loss on derecognition.

Changes in cash flows on existing financial assets or financial liabilities are not considered as
modification, if they result from existing contractual terms, e.g. changes in interest rates initiated by
the Bank due to changesin the CBAR key rate, if the loan agreement entitles the Bank to do so.

The Bank performs a quantitative and qualitative evaluation of whether the modification is
substantial, i.e. whether the cash flows of the original financial asset and the modified or replaced
financial asset are substantially different. The Bank assesses whether the modification is
substantial based on quantitative and qualitative factorsin the following order: qualitative factors,
guantitative factors, combined effect of qualitative and quantitative factors. If the cash flows are
substantially different, then the contractual rights to cash flows from the original financial asset
deemed to have expired. In making this evaluation the Bank analogizes to the guidance on the
derecognition of financial liabilities.

The Bank concludesthat the modification is substantial asaresult of the following qualitative factors:

e change the currency of the financia asset;
e changeof termsof financial asset that |ead to non-compliance with the SPPI criterion (e.g.
inclusion of conversion feature).

If cash flows are modified when the borrower isin financial difficulties, then the objective of the
modification is usually to maximise recovery of the original contractual terms rather than to
originate a new asset with substantially different terms. If the Bank plans to modify a financial
asset in away that would result in forgiveness of cash flows, then it first considers whether a
portion of the asset should be written off before the modification takes place (see below for
write-off policy). This approach impacts the result of the quantitative evaluation and means that
the derecognition criteria are not usually met in such cases. The Bank further performs a
gualitative evaluation of whether the modification is substantial.

If the modification of afinancial asset measured at amortized cost does not result in derecognition
of the financial asset, then the Bank first recalculates the gross carrying amount of the financial
asset using the origina effective interest rate of the asset and recognizes the resulting adjustment
as a modification gain or loss in profit or loss. For floating-rate financial assets, the original
effective interest rate used to calculate the modification gain or loss is adjusted to reflect current
market terms at the time of the modification. Any costs or fees incurred and fees received as part
of the modification adjust the gross carrying amount of the modified financial asset and are
amortized over the remaining term of the modified financial asset.

If such amodificationis carried out because of financia difficulties of the borrower (see Note 3),
then the gain or loss is presented together with impairment losses. In other cases, it is presented
as interest income calculated using the effective interest method (See Note 3).

For fixed-rate loans, where the borrower has the option to prepay the loan at par without
significant penalty, the Bank treats the modification of an interest rate to a current market rate
using the guidance on floating-rate financia instruments. This means that the effective interest
rate is adjusted prospectively.
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(iv)

Financial liabilities

The Bank derecognizes afinancial liability when its terms are modified and the cash flows of the
modified liability are substantially different. In this case, a new financial liability based on the
modified terms is recognized at fair value. The difference between the carrying amount of the
financial liability extinguished and the new financial liability with modified terms is recognized
in profit or loss. Consideration paid includes non-financial assets transferred, if any, and the
assumption of liabilities, including the new modified financial liability.

Bank performs a quantitative and qualitative eval uation of whether the modification is substantia
considering qualitative factors, quantitative factors and combined effect of qualitative and
guantitative factors. The Bank concludes that the modification is substantial as a result of the
following qualitative factors:

e change the currency of the financial liability;
e inclusion of conversion option;
e changein the subordination of the financia liability.

For the quantitative assessment, the terms are substantially different if the discounted present
value of the cash flows under the new terms, including any fees paid net of any feesreceived and
discounted using the original effective interest rate, is at least 10 percent different from the
discounted present value of the remaining cash flows of the origina financial liability.

If the modification of afinancial liability isnot accounted for as derecognition, then the amortized
cost of theliability isrecal culated by discounting the modified cash flows at the original effective
interest rate and the resulting gain or lossis recognized in profit or loss. For floating-rate financial
liabilities, the original effective interest rate used to calculate the modification gain or loss is
adjusted to reflect current market terms at thetime of the modification. Any costs and feesincurred
are recognized as an adjustment to the carrying amount of the liability and amortized over the
remaining term of the modified financia liability by re-computing the effective interest rate on
the instrument.

Expected credit |osses
See also Note 29.
The Bank recognizes loss allowances for expected credit losses (ECL) on the following financial

instruments that are not measured at FVTPL:

e financial assetsthat are debt instruments;
e financial guarantee contracts issued; and
e |oan commitments issued.

The Bank measures|oss allowances at an amount equal to lifetime ECL, except for the following,
for which they are measured as 12-month ECL.:

e debtinvestment securitiesthat are determined to have low credit risk at the reporting date;
and

e other financial instruments on which credit risk has not increased significantly since their
initial recognition (See Note 29).

The Bank considers a debt investment security to have low credit risk when its credit risk rating
is equivalent to the globally understood definition of “investment grade”.
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12-month ECL is the portion of ECL that results from default events on a financial instrument
that are possible within the 12 months after the reporting date. Financial instruments for which a
12-month ECL is recognized are referred to as “Stage 1” financia instruments.

Lifetime ECLs are the ECL s that result from all possible default events over the expected life of
the financial instrument. Financial instrumentsfor which alifetime ECL isrecognized arereferred
to as “Stage 2” financial instruments if the credit risk has increased significantly since initial
recognition, but the financial instruments are not credit-impaired and “Stage 3” financial
instruments (if the financial instruments are credit-impaired).

Measurement of ECL
ECL isaprobability-weighted estimate of credit losses. They are measured as follows:

o financial assetsthat are not credit-impaired at the reporting date: as the present value of
al cash shortfals (i.e. the difference between the cash flows due to the entity in
accordance with the contract and the cash flows that the Bank expects to receive);

o financial assetsthat are credit-impaired at the reporting date: as the difference between
the gross carrying amount and the present value of estimated future cash flows;

¢ undrawn loan commitments. asthe present value of the difference between the contractual
cash flows that are due to the Bank if the commitment is drawn down and the cash flows
that the Bank expectsto receive; and

¢ financial guarantee contracts. the present value of expected payments to reimburse the
holder less any amounts that the Bank expects to recover.

See also Note 29.
Restructured financial assets

If the terms of a financial asset are renegotiated or modified or an existing financial asset is
replaced with a new one due to financia difficulties of the borrower, then an assessment is made
of whether the financial asset should be derecognized (See Note 3) and ECL are measured as
follows.

If the expected restructuring will not result in derecognition of the existing asset, then the expected
cash flows arising from the modified financial asset are included in calculating the cash shortfalls
from the existing asset (See Note 29).

If the expected restructuring will result in derecognition of the existing asset, then the expected
fair value of the new asset is treated as the fina cash flow from the existing financial asset at the
time of its derecognition. This amount is included in calculating the cash shortfalls from the
existing financial asset that are discounted from the expected date of derecognition to the reporting
date using the original effective interest rate of the existing financial asset.

Credit-impaired financial assets

At each reporting date, the Bank assesses whether financial assets carried at amortized cost are
credit-impaired (referred to as “Stage 3 financial assets”). A financial asset is “credit-impaired”
when one or more events that have a detrimental impact on the estimated future cash flows of the
financial asset have occurred.

Evidence that afinancial asset is credit-impaired includes the following observable data:
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e significant financial difficulty of the borrower or issuer;

e abreach of contract such as a default or past due event;

e the restructuring of a loan or advance by the Bank on terms that the Bank would not
consider otherwise;

e it is becoming probable that the borrower will enter bankruptcy or other financia
reorganisation; or

e thedisappearance of an active market for security because of financia difficulties.

A loan that has been renegotiated due to a deterioration in the borrower’s condition is usually
considered to be credit-impaired unless there is evidence that the risk of not receiving contractua
cash flows has reduced significantly and there are no other indicators of impairment. In addition,
aretail loan that is overdue for 90 days or moreis considered credit-impaired.

In making an assessment of whether an investment in sovereign debt is credit-impaired, the Bank
considers the following factors.

The market’s assessment of creditworthiness as reflected in the bond yields.

The rating agencies’ assessments of creditworthiness.

The country’s ability to access the capital markets for new debt issuance.

The probability of debt being restructured, resulting in holders suffering losses through

voluntary or mandatory debt forgiveness.

o Theinternational support mechanismsin placeto provide the necessary support as “lender
of last resort” to that country, as well as the intention, reflected in public statements, of
governments and agencies to use those mechanisms. This includes an assessment of the
depth of those mechanisms and, irrespective of the political intent, whether there is the
capacity to fulfil the required criteria.

e 7 dayspast duefor transactions with financial institutions and issuers of securities.

Presentation of allowance for ECL in the statement of financial position

Loss alowances for ECL are presented in the statement of financial position as follows:

e financial assets measured at amortized cost: as a deduction from the gross carrying
amount of the assets;
e |oan commitments and financial guarantee contracts: generally, as a provision.

Where a financia instrument includes both a drawn and an undrawn component, and the Bank
cannot identify the ECL on the loan commitment component separately from those on the drawn
component; the Bank presents a combined loss allowance for both components. The combined
amount is presented as a deduction from the gross carrying amount of the drawn component.

Any excess of the loss alowance over the gross amount of the drawn component is presented as
aprovision.

Write-offs

Loans and debt securities are written off (either partially or in full) when there is no reasonable
expectation of recovering afinancial asset in its entirety or aportion thereof. Thisisgeneraly the
case when the Bank determines that the borrower does not have assets or sources of income that
could generate sufficient cash flowsto repay the amounts subject to the write-off. This assessment
iscarried out at the individual asset level.
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Recoveries of amounts previously written off are included in “impairment losses on financia
instruments” in the statement of profit or loss and other comprehensive income.

Financial assets that are written off could still be subject to enforcement activities in order to
comply with the Bank’s procedures for recovery of amounts due.

Fair value measurement principles

Fair value is the price that would be received to sell an asset or paid to transfer aliability in an
orderly transaction between market participants at the measurement datein the principal, or in its
absence, the most advantageous market to which the Bank has access at that date. The fair value
of aliability reflects its non-performance risk.

When available, the Bank measuresthefair value of aninstrument using quoted pricesin an active
market for that instrument. A market is regarded as active if transactions for the asset or liability
take place with sufficient frequency and volume to provide pricing information on an ongoing
basis.

When there is no quoted price in an active market, the Bank uses vauation techniques that
maximise the use of relevant observable inputs and minimise the use of unobservable inputs. The
chosen valuation technique incorporates all the factors that market partici pants would take into
account in these circumstances.

The best evidence of the fair value of afinancial instrument at initial recognition is normally the
transaction price, i.e., the fair value of the consideration given or received.

If the Bank determines that the fair value at initial recognition differs from the transaction price
and the fair value is evidenced neither by a quoted price in an active market for an identical asset
or liability nor based on a valuation technique that uses only data from observable markets, the
financial instrument is initially measured at fair value, adjusted to defer the difference between
the fair value at initia recognition and the transaction price. Subsequently, that difference is
recognized in profit or loss on an appropriate basis over the life of the instrument, but no later
than when the valuation is supported wholly by observable market data or the transaction is closed
out.

If an asset or aliability measured at fair value has a bid price and an ask price, the Bank measures
assets and long positions at the bid price and liabilities and short positions at the ask price.

The Bank recognizes transfers between levels of the fair value hierarchy as of the end of the
reporting period during which the change has occurred.

Offsetting

Financial assets and liabilities are offset and the net amount presented in the statement of financia
position when, and only when, the Bank currently has a legally enforceable right to set off the
recognized amounts and intends either to settle on a net basis or to realise the asset and settle the
liability simultaneously. The Bank currently has a legally enforceable right to set off if that right
is not contingent on a future event and enforceable both in the normal course of business and in
the event of default, insolvency or bankruptcy of the Bank and al counterparties.

Loansto customers

“Loansto customers” caption in the statement of financia position include:

e |oansto customers measured at amortized cost (See Note 3); they are initially measured
at fair value plusincremental direct transaction costs, and subsequently at their amorti zed
cost using the effective interest method.
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I nvestment securities
The “investment securities” caption in the gatement of financial position includes:

e debt investment securities measured at amortized cost (See Note 3); these are initially
measured at fair value plusincremental direct transaction costs, and subsequently at their
amortized cost using the effective interest method,;

e  equity investment securities mandatorily measured at FVTPL (See Note 3); these are
measured at fair value with changes recognized immediately in profit or loss.

(i) Options

Options are contractual agreementsthat convey the right, but not the obligation, for the purchaser
either to buy or sell a specified amount of afinancial instrument at afixed price, either at afixed
future date or at any time within a specified period.

The Bank purchases and sells options through regulated exchanges and in the over—the-counter
markets. Options purchased by the Bank provide it with the opportunity to purchase (call options)
or sell (put options) the underlying asset at an agreed value either on or before the expiration of
the option. The Bank is exposed to credit risk on purchased options only to the extent of their
carrying amount, which istheir fair value.

Optionswritten (sold) by the Bank provide the purchaser the opportunity to purchase from, or sell
to, the Bank the underlying asset at an agreed val ue either on or before the expiration of the option.
These instruments represent a higher market risk than purchased options.

(h) Property and equipment
()  Owned assets
Items of property and equipment are stated at cost |ess accumul ated depreciation and impairment
losses.
Where an item of property and equipment comprises major components having different useful
lives, they are accounted for as separate items of property and equipment.
(i) Depreciation
Depreciation is charged to profit or loss on a straight-line basis over the estimated useful lives of
the individual assets. Depreciation commences on the date of acquisition or, in respect of
internally constructed assets, from the time an asset is completed and ready for use. Land is not
depreciated.
The estimated useful lives are asfollows:
Buildings 20 years
Furniture and fixtures 10 years
Computers and communication equi pment 4-10 years
Vehicles 10 years
Other fixed assets 4 years
Leasehold improvements lower of expected lease term and useful life
Right-of-use assets over the term of the underlying lease
(i) Intangible assets

Acquired intangible assets are stated at cost |ess accumul ated amortisation and impai rment | osses.
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Acquired computer software licenses are capitalised on the basis of the costs incurred to acquire
and bring to use the specific software.

Amortisation is charged to profit or loss on a straight-line basis over the estimated useful lives of
intangible assets. The estimated useful lives range from 5 to 10 years.

Assetsheld for sale

Non-current assets that are expected to be recovered primarily through sale rather than through
continuing use, are classified as held for sale. Immediately before classification as held for sale,
the assets are remeasured in accordance with the Bank’s accounting policies. Thereafter generally,
the assets are measured at the lower of their carrying amount and fair value less cost to sell.

IFRS 16 “Leases”

At the commencement date of the lease, the Bank recognizes lease liabilities measured at the
present value of |ease paymentsto be made over the lease term. The lease payments include fixed
payments (including in-substance fixed payments) less any lease incentives receivable, variable
lease payments that depend on an index or arate, and amounts expected to be paid under residua
value guarantees. The lease payments also include the exercise price of a purchase option
reasonably certain to be exercised by the Bank and payments of penaltiesfor terminating the lease,
if the lease term reflects the Bank exercising the option to terminate.

Variable lease payments that do not depend on an index or a rate are recognized as expenses
(unlessthey areincurred to produce inventories) in the period in which the event or condition that
triggers the payment occurs.

In calculating the present value of lease payments, the Bank uses its incremental borrowing rate
at the lease commencement date because the interest rate implicit in the lease is not readily
determinable. After the commencement date, the amount of lease liabilitiesisincreased to reflect
the accretion of interest and reduced for the lease payments made. In addition, the carrying amount
of lease liahilities is re-measured if there is a modification, a change in the lease term, a change
in the lease payments (e.g., changes to future payments resulting from achange in an index or rate
used to determine such lease payments) or a change in the assessment of an option to purchase
the underlying asset.

Provisions

A provision is recognized in the statement of financial position when the Bank has a legal or
constructive obligation as aresult of a past event, and it is probable that an outflow of economic
benefitswill berequired to settle the obligation. If the effect is material, provisions are determined
by discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and, where appropriate, the risks specific to the liahility.

(m) Financial guarantees and loan commitments

Financial guarantees are contracts that require the Bank to make specified payments to reimburse
the holder for aloss that it incurs because a specified debtor fails to make payment when it is due
in accordance with the terms of a debt instrument. Loan commitments are firm commitments to
provide credit under pre-specified terms and conditions.

Financia guaranteesissued or commitments to provide aloan at a below-market interest rate are
initially measured at fair value. They are measured as follows:
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e &t the higher of the loss allowance determined in accordance with IFRS 9 (See Note 3)
and the amount initialy recognized less, when appropriate, the cumulative amount of
income recognized in accordance with the principles of IFRS 15.

The Bank has issued no loan commitments that are measured at FVTPL.
For other loan commitments:
e theBank recognizes aloss allowance (See Note 3).

Liabilities arising from financial guarantees and loan commitments are included within
provisions.

Shar e capital

Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of
ordinary shares and share options are recogni zed as a deduction from equity, net of any tax effects.

Dividends

The ability of the Bank to declare and pay dividends is subject to the rules and regulations of the
Azerbaijani legidation.

Dividends in relation to ordinary shares are reflected as an appropriation of retained earningsin
the period when they are declared.

Impairment of non-financial assets

Other non-financial assets, other than deferred taxes, are assessed at each reporting date for any
indications of impairment. The recoverable amount of non-financial assetsis the greater of their
fair value less costs to sell and value in use.

In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of money
and the risks specific to the asset. For an asset that does not generate cash inflows largely
independent of those from other assets, the recoverable amount is determined for the cash-
generating unit to which the asset belongs. An impairment loss is recognized when the carrying
amount of an asset or its cash-generating unit exceeds its recoverable amount.

All impairment losses in respect of non-financial assets are recognized in profit or loss and
reversed only if there has been achangein the estimates used to determine the recoverable amount.
Any impairment loss reversed is only reversed to the extent that the asset’s carrying amount does
not exceed the carrying amount that would have been determined, net of depreciation or
amortisation, if no impairment loss had been recognized.

Taxation

Income tax comprises current and deferred tax. Income tax is recognized in profit or loss except
to the extent that it relates to items of other comprehensive income or transactions with
shareholders recognized directly in equity, in which case it is recognized within other
comprehensive income or directly within equity.
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Current tax

Current tax expense isthe expected tax payabl e on the taxable income for the year, using tax rates
enacted or substantially enacted at the reporting date, and any adjustment to tax payable in respect
of previous years.

Deferred tax

Deferred tax is recognized in respect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
Deferred tax is not recognized for temporary differences arising from the initial recognition of
assets or liabilities in atransaction that affects neither accounting nor taxable profit or loss.

Deferred tax assets are recognized for unused tax losses, unused tax credits and deductible
temporary differences to the extent that it is probable that future taxable profits will be available
against which they can be used. Future taxable profits are determined based on the reversal of
relevant taxable temporary differences. If the amount of taxable temporary differences is
insufficient to recognize a deferred tax asset in full, then future taxable profits, adjusted for
reversals of existing temporary differences, are considered, based on the business plans for
individual subsidiaries in the Bank. Deferred tax assets are reviewed at each reporting date and
are reduced to the extent that it is no longer probable that the related tax benefit will be realized;
such reductions are reversed when the probability of future taxable profits improves.

Unrecognized deferred tax assets are reassessed at each reporting date and recogni zed to the extent
that it has become probable that future taxable profits will be available against which they can be
used.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary
differences when they reverse, based on the laws that have been enacted or substantively enacted
by the reporting date.

The measurement of deferred tax reflects the tax consequences that would follow the manner in
which the Bank expects, at the end of the reporting period, to recover or settle the carrying amount
of its assets and liabilities.

In determining the amount of current and deferred tax the Bank takes into account the impact of
uncertain tax positions and whether additional taxes, penalties and late-payment interest may be
due. The Bank believesthat its accruals for tax liabilities are adequate for all open tax years based
on its assessment of many factors, including interpretations of tax law and prior experience. This
assessment relies on estimates and assumptions and may involve a series of judgments about
future events. New information may become available that causesthe Bank to change itsjudgment
regarding the adequacy of existing tax liahilities; such changes to tax liabilities will impact the
tax expense in the period that such a determination is made.

Standardsissued but not yet effective

At the date of authorization of these financial statements, other than the Standards and
Interpretations adopted by the Bank in advance of their effective dates, the following Interpretations
were in issue but not yet effective. The Bank intends to adopt these new and amended standards
and interpretations, if applicable, when they become effective.
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IFRS 17 “Insurance contracts” — was issued in May 2017 and replaced IFRS 4 “Insurance
contracts”. The new standard establishes the principles for the recognition, measurement,
presentation and disclosure of insurance contracts within the scope of the standard. An entity shall
apply IFRS 17 “Insurance Contracts” to insurance contracts, including reinsurance contracts, it
issues, reinsurance contracts it holds; and investment contracts with discretionary participation
featuresit issues, provided the entity al so issues insurance contracts.

IFRS 17 is effective for annual reporting periods beginning on or after January 1, 2023. Earlier
application is permitted if both IFRS 15 “Revenue from Contracts with Customers” and IFRS 9
“Financia Instruments” have also been applied. This standard is not applicable to the Bank.

Disclosure of Accounting Policies— Amendmentsto IAS 1 and |FRS Practice Statement 2 —
In February 2021, the IASB issued amendmentsto IAS 1 and IFRS Practice Statement 2 Making
Materiality Judgements, in which it provides guidance and examples to help entities apply
materiality judgements to accounting policy disclosures. The amendments aim to help entities
provide accounting policy disclosures that are more useful by replacing the requirement for
entities to disclose their ‘significant’ accounting policies with a requirement to disclose their
‘material’ accounting policies and adding guidance on how entities apply the concept of
materiality in making decisions about accounting policy disclosures.

The amendmentsto IAS 1 are applicable for annual periods beginning on or after January 1, 2023
with earlier application permitted. Since the amendments to Practice Statement 2 provide non-
mandatory guidance on the application of the definition of material to accounting policy
information, an effective date for these amendments is not necessary.

Definition of Accounting Estimates — Amendmentsto |AS 8 — In February 2021, the IASB
issued amendments to IAS 8, in which it introduces a definition of ‘accounting estimates’. The
amendments clarify the distinction between changes in accounting estimates and changes in
accounting policies and the correction of errors. Also, they clarify how entities use measurement
techniques and inputs to devel op accounting estimates.

The amendments are effective for annual reporting periods beginning on or after January 1, 2023
and apply to changes in accounting policies and changes in accounting estimates that occur on or
after the start of that period. Earlier application is permitted as long as this fact is disclosed.

Deferred Tax related to Assets and Liabilities arising from a Single Transaction —
Amendmentsto |AS 12 — In May 2021, the Board issued amendmentsto IAS 12, which narrow
the scope of the initial recognition exception under IAS 12, so that it no longer applies to
transactions that give rise to equal taxable and deductible temporary differences.

The amendments should be applied to transactions that occur on or after the beginning of the
earliest comparative period presented. In addition, at the beginning of the earliest comparative
period presented, a deferred tax asset (provided that sufficient taxable profit is available) and a
deferred tax liability should also be recognized for all deductible and taxable temporary
differences associated with leases and decommissioning obligations.
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IASB has issued “Lease Liability in a Sale and Leaseback” (Amendmentsto |FRS 16) with
amendments that clarify how a seller-lessee subsequently measures sale and leaseback
transactionsthat satisfy the requirementsin IFRS 15 to be accounted for asasale. L ease Liability
in a Sale and Leaseback (Amendments to IFRS 16) requires a seller-lessee to subsequently
measure lease liabilities arising from a leaseback in away that it does not recognize any amount
of the gain or lossthat relates to the right of useit retains. The new requirements do not prevent a
seller-lessee from recognizing in profit or loss any gain or loss relating to the partia or full
termination of alease. The amendments are effective for annual reporting periods beginning on
or after January 1, 2024. Earlier application is permitted.

On October 2022, IASB published “Non-current Liabilities with Covenants” (Amendments
to 1AS 1) to clarify how conditions with which an entity must comply within twelve months after
the reporting period affect the classification of a liability. According to the amendment, only
covenants with which an entity is required to comply on or before the reporting date affect the
classification of a liability as current or non-current. In addition, an entity has to disclose
information in the notes that enables users of financia statements to understand the risk that non-
current liabilities with covenants could become repayabl e within twel ve months. The amendments
are effective for annual reporting periods beginning on or after January 1, 2024.

IFRS 10 “Consolidated Financial Statements” and IAS 28 (amendments) “Sale or
Contribution of Assets between an Investor and its Associate or Joint Venture” — The
amendments to IFRS 10 and IAS 28 deal with situations where there is a sale or contribution of
assets between an investor and its associate or joint venture. Specifically, the amendments state
that gains or losses resulting from the loss of control of a subsidiary that does not contain a
business in a transaction with an associate or ajoint venture that is accounted for using the equity
method, are recognized in the parent’s profit or loss only to the extent of the unrelated investors’
interestsin that associate or joint venture.

Similarly, gains and losses resulting from the remeasurement of investments retained in any
former subsidiary (that has become an associate or ajoint venture that is accounted for using the
equity method) to fair value are recognized in the former parent’s profit or loss only to the extent
of the unrelated investors’ interestsin the new associate or joint venture. The effective date of the
amendments has yet to be set by the IASB; however, earlier application of the amendments is
permitted.

Unless otherwise disclosed, the new standards are not expected to have a material effect on the
financial statements of the Bank.

Adoption of new or revised standards and inter pretations

In the current year, the Bank has adopted al of the applicable new and revised Standards and
Interpretations issued by the IASB and the IFRIC of the IASB that are relevant to its operations
and effective for the year ended December 31, 2022.

In May 2020, the IASB issued Amendments to IFRS 3 “Business Combinations” — Reference
to the Conceptual Framework. The amendments are intended to replace a reference to the
Framework for the Preparation and Presentation of Financial Statements, issued in 1989, with a
reference to the Conceptual Framework for Financial Reporting issued in March 2018 without
significantly changing its requirements. The Board also added an exception to the recognition
principle of IFRS 3 to avoid the issue of potential ‘day 2’ gains or losses arising for liabilitiesand
contingent liabilities that would be within the scope of IAS 37 or IFRIC 21 Levies, if incurred
separately. At the same time, the Board decided to clarify existing guidance in IFRS 3 for
contingent assets that would not be affected by replacing the reference to the Framework for the
Preparation and Presentation of Financial Statements.
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Property, Plant and Equipment: Proceeds before I ntended Use— Amendmentsto 1AS 16. In
May 2020, the |ASB issued Property, Plant and Equi pment — Proceeds before Intended Use, which
prohibits entities deducting from the cost of an item of property, plant and equipment, any
proceeds from selling items produced while bringing that asset to the location and condition
necessary for it to be capable of operating in the manner intended by management. Instead, an
entity recognizes the proceeds from selling such items, and the costs of producing those items, in
profit or loss.

Onerous Contracts— Costs of Fulfilling a Contract — Amendmentsto |AS 37 — In May 2020,
the IASB issued amendments to IAS 37 to specify which costs an entity needs to include when
assessing whether acontract is onerous or loss-making. The amendments apply a “directly related
cost approach”. The costs that relate directly to a contract to provide goods or services include
both incremental costs and an allocation of costs directly related to contract activities. General
and administrative costs do not relate directly to a contract and are excluded unless they are
explicitly chargeable to the counterparty under the contract.

IFRS 1 “First-time Adoption of International Financial Reporting Standards” — Subsidiary
as a first-time adopter. As part of its 2018-2020 annua improvements to the IFRS standards
process, the IASB issued an amendment to IFRS 1 “First-time Adoption of International Financia
Reporting Standards”. The amendment permits a subsidiary that electsto apply paragraph D16(a)
of IFRS 1 to measure cumul ative trand ation differences using the amounts reported by the parent,
based on the parent’s date of transition to IFRS. This amendment is also applied to an associate
or joint venture that elects to apply paragraph D16 (a) of IFRS 1.

IFRS9“Financial I nstruments” — Fees in the “10 percent” test for derecognition of financial
liabilities. As part of its 2018-2020 annual improvementsto the IFRS standards processthe IASB
issued an amendment to IFRS 9. The amendment clarifies the fees that an entity includes when
assessing whether the terms of a new or modified financial liability are substantially different
from the terms of the original financial liability. These fees include only those paid or received
between the borrower and the lender, including fees paid or received by either the borrower or
lender on the other’s behalf. An entity applies the amendment to financial liabilities that are
modified or exchanged on or after the beginning of the annual reporting period in which the entity
first applies the amendment.

IAS 41 “Agriculture” — Taxation in fair value measur ements. As part of its 2018-2020 annual
improvements to the IFRS standards process the IASB issued an amendment to IAS 41
Agriculture. The amendment removes the requirement in paragraph 22 of IAS 41 that entities
exclude cash flows for taxation when measuring the fair value of assets within the scope of
IAS41.

Unless otherwise disclosed, the new standards did not have a materia effect on the financid
statements of the Bank.

4. PRIOR PERIOD RECLASSIFICATIONS

The effect of reclassifications on the statement of profit or loss and other comprehensive income
and statement of cash flowsfor the year ended December 31, 2021 is presented in the tables below:
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Aspreviously
reported
December 31,
2021
Statement of profit or lossand other
compr ehensiveincome :
General and administrative expenses
Professional services (3,592
Loan collection fees -
Aspreviously
reported
December 31,
2021
Statement of cash flows:
General and administrative expenses paid

(12,397)
Loan collection fees paid -

5. NET INTEREST INCOME

Interest income calculated using the effective interest method
Loansto customers

Cash and cash equivalents
Investment securities
Due from banks

Interest expense calculated using the effective interest method
Current accounts and deposits from customers

Other borrowed funds

Lease liability

Subordinated borrowings

Deposits and balances from banks

Net interest income

Effect of

Asreclassified

reclassifications  December 31,
2021
1,844 (1,748)
(1,844) (1,844)
Effect of Asreclassified
reclassifications  December 31,
2021
1,844 (10,553)
(1,844) (1,844)
Year ended Year ended
December 31, December 31,
2022 2021
77,223 49,699
2,228 144
685 467
2 89
80,138 50,399
(27,969) (16,693)
(2,774) (2,738)
(1,287) (1,225)
(835) (257)
- (70)
(32,865) (20,983)
47,273 29,416
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6. FEE AND COMMISSION INCOME

Year ended Year ended
December 31, December 31,
2022 2021
Plastic cards operations 3,120 1,903
Settlements 1,983 1,343
Cash withdrawal s 566 498
Guarantee and letter of credit issuance 184 103
Others 173 74
Total fee and commission income 6,026 3,921

Disaggregation of fee and commission income

In the following table, fee and commission income from contracts with customersin the scope of

IFRS 15 is disaggregated by major types of commission income.

Retail Banking Corporate Banking Total

For the year ended December 31 2022 2021 2022 2021 2022 2021

Plastic cards operations 1,602 1,094 1,518 809 3,120 1,903
Settlements 852 408 1,131 935 1,983 1,343
Cash withdrawals 243 161 323 337 566 498
Guarantee and letter of credit issuance - - 184 103 184 103
Others 9 37 164 37 173 74
Total fee and commission income 2706 1,700 3,320 2,221 6026 3,921
Fee and commission expense (5,922) (2,575) (1,328) (1,995) (7,250) (4,570)
Net fee and commission (loss)/income (3,216) (875) 1,992 226 (1,224) (649)

Performance obligations and revenue recognition policies

Fee and commission income from contracts with customers is measured based on the
consideration specified in a contract with a customer. The Bank recognizes revenue when it

transfers control over aservice to a customer.

7. FEE AND COMMISSION EXPENSE

Year ended Year ended
December 31, December 31,
2022 2021
Plastic cards operations (4,070) (2,421)
Agency fees (1,641) (1,374)
Cashback (1,007) (111)
Settlements (264) (365)
Cash withdrawals (193) (134)
Brokerage services (39 (15)
Others (36) (150)
Total fee and commission expense (7,250) (4,570)
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8.

NET RESULT FROM FOREIGN CURRENCY DERIVATIVES

The Bank entered into derivative financial instruments as at December 31, 2022 and 2021. The
table below shows the fair values of derivative financia instruments, recorded as assets or
liabilities, together with their notional amounts. The notional amount, recorded gross, is the
amount of a derivative’s underlying asset, reference rate or index and is the basis upon which
changes in the value of derivatives are measured. The notional amounts indicate the volume of
transactions outstanding at the year-end and are not indicative of the credit risk.

December 31, 2022 December 31, 2021

Notional Fair value Notional Fair value

amount Asset Liability amount Asset Liability

Foreign exchange contracts

Forwards and swaps - foreign 11,381 350 (924) 11,315 273 (516)
Forwards and swaps -domestic 73,172 - (3,771) 54,671 - (2,291)

Total derivative

assets/(liabilities) 350 (4,695) 273 (2,807)

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

Forwards contracts are contractual agreementsto buy or sell a specified financial instrument at a
specific price and date in the future. Forwards are customized contracts transacted in the
over-the-counter market.

Swaps are contractual agreements between two parties to exchange movements in interest and
foreign currency rates and equity indices, and (in the case of credit default swaps) to make
payments with respect to defined credit events based on specified notional amounts.

Included in net result from foreign currency derivatives in the amount of AZN 3,910 thousand
and AZN 4,938 thousand as at December 31, 2022 and 2021 represent net results from foreign
currency non-deliverable forward contracts and foreign currency swap contracts.

RECOVERY OF EXPECTED CREDIT LOSSESON FINANCIAL ASSETS

The following table provides a reconciliation between loss allowance roll-forward and the
expected credit losses on debt financial assets in the statement of profit or loss and other
comprehensive income per class of financid instrument as at December 31, 2022:
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Loansto Other Investment Total
customers at financial securities
amortized cost assets

Net remeasurement of loss

alowance 20,589 66 (66) 20,589
New financial assets

originated or purchased (8,710) - - (8,710)
Total 11,879 66 (66) 11,879

The following table provides a reconciliation between loss allowance roll-forward and the
expected credit losses on debt financial assets in the statement of profit or loss and other
comprehensive income per class of financial instrument as at December 31, 2021

Loansto Other I nvestment Total
customers at financial securities
amortized cost assets
Net remeasurement of loss
alowance 40,515 (137) 32 40,410
New financial assets
originated or purchased (8,478) - - (8,478)
Total 32,037 (137) 32 31,932
10. PERSONNEL EXPENSES
Year ended Year ended
December 31, December 31,
2022 2021
Employee compensation (27,973) (21,943)
Contributions to Social Security Fund (4,884) (3,705)
Total personnel expenses (32,857) (25,648)
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11. GENERAL AND ADMINISTRATIVE EXPENSES

12.

Depreciation and amortization

Payment to the Deposit Insurance Fund
Professional services

Computer software cost

Advertising and marketing expenses
Office supplies and printing expenses
Communication expenses

Security expenses

Taxes other than on income

Repair and maintenance expenses
Representation expenses

Travel expenses

Office utilities and cleaning expenses
Vehicle running cost

Lega and court expenses

Rent expenses

Charity and sponsorship expenses
Insurance expenses

Membership fee

Loss on disposal of fixed assets
Penalty expenses

Other expenses

Total other general administrative expenses

INCOME TAX EXPENSE

Current year income tax expense

Movement in deferred income tax assets and liabilities due to
origination and reversal of temporary differences

Total income tax expense

In 2022, the applicable tax rate for current and deferred tax is 20% (2021: 20%).

Reconciliation of effectivetax ratefor the years ended December 31:

Profit before income tax

Income tax at the applicable tax rate
Non-deductible costs
Expiration of unused tax loss

Revision of prior year income tax estimation
Change in unrecognized deferred tax assets

Total income tax expense

Year ended Year ended
December 31, December 31,
2022 2021
(Restated/
reclassified)
(6,776) (6,093)
(2,494) (1,414)
(2,433) (1,748)
(1,686) (1,794)
(1,081) (886)
(926) (1,143)
(727) (559)
(704) (658)
(493) (379)
(459) (388)
(374) (372)
(362) (133)
(334) (401)
(279) (235)
a71) (234)
(115) (289)
(45) (160)
(38) (96)
(26) (30)
- (1,653)
- (342)
(187) (293)
(19,710) (19,300)
2022 2021
2021 %
8,462
20.00 (1,692) 20.00
(628)
(8,325)
10,645
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Deferred tax assets and liabilities

Temporary differences between the carrying amounts of assets and liabilities for financia
reporting purposes and the amounts used for taxation purposes give rise to net deferred tax assets
as a December 31, 2022 and 2021. The deferred tax assets are not recognized in these financia
statements. Future tax benefits will only be realized if profits will be available against which
unused tax losses can be utilized and there are no changesto the law and regul ations that adversely
affect the Bank’s ability to claim deductions in future periods. These future tax benefits are not
recognized due to uncertainties concerning their realization within the eligible time framework.

Movements in temporary differences during the years ended December 31, 2022 and 2021 are
presented as follows.

Balance at Recoghized in  Recognized in Balance at
January 1, profit or loss OcCl December 31,

2022 2022 2022
Tax loss carry-forwards 49,424 (41,932) - 7,492
Right-of-use assets 1,308 407 - 1,715
Other liabilities 807 85 - 892
Property, equipment and

intangible assets 452 (175) - 277
Other assets 194 (23) - 171
Provisions 124 5 - 129
Investment securities 6 13 31 50
Cash and cash equivalents ()] - - 2
Deposits and balances from

banks - (15 - (15)
Due from banks (8 (16) - (24)
Other borrowed funds (139) 70 - (69)
Assets held for sale (167) (390) - (557)
Lease liability (1,017) (337) - (1,354)
Loansto customers (2,050) 291 - (1,759)
Deferred income tax asset

before valuation allowance 48,932 (42,017) 31 6,946
Deferred income tax asset not

recognhized (48,932) 42,017 (31) (6,946)

Net deferred income tax asset - - - f
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13.

Balance at Recognized in Balance at
January 1, profit or loss = December 31,

2021 2021 2021
Tax loss carry-forwards 60,724 (11,300) 49,424
Right-of-use assets 824 484 1,308
Provisions 177 (53) 124
Property, equipment and intangible assets 125 327 452
Other assets 55 139 194
Investment securities 13 @) 6
Cash and cash equivalents - (2 2
Due from banks (7 (D] (8
Other liabilities (90) 897 807
Other borrowed funds (233) 94 (139)
Assets held for sale (441) 274 (167)
Lease liability (590) (427) (1,017)
Loans to customers (980) (1,070) (2,050)
Deferred income tax asset before valuation

allowance 59,577 (10,645) 48,932
Deferred income tax asset not recognized (59,577) 10,645 (48,932)
Net deferred income tax asset - - -
CASH AND CASH EQUIVALENTS

December 31, December 31,
2022 2021

Cash on hand 18,879 15,345
Nostro accounts and over night placements with the CBAR 43,634 28,175
Nostro accounts and over night placementswith other banks and

financial institutions
-rated AA- 1,969 -
- rated from A- to A+ - 11
- rated from BBB- to BBB+ - 3,325
- rated from BB- to BB+ 743 140
- rated from B- to B+ 16,111 3,980
- not rated 602 92
Total nostro accounts and overnight placementswith other

banks 19,425 7,548
Cash equivalents
CBAR noteslessthan 90 days 16,026 -
Short-term deposits with other banks 7,105 -
Total cash and cash equivalents 105,069 51,068

As at December 31, 2022, besides the CBAR the Bank had one bank where the balance exceeded
10% of the Bank’s equity (December 31, 2021: nil). The gross value of these balances as at
December 31, 2022 was AZN 11,929 thousand (December 31, 2021: nil).

L oss allowance

As at December 31, 2022 and 2021, al baances included in cash and cash equivaents are

classified as Stage 1 and no loss allowance is recognized.
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14. DUE FROM BANKS

December 31, December 31,
2022 2021

Mandatory reservewith the CBAR 23,141 2,076
L oans and deposits

- rated from BB- to BB+ 595 -
- rated below B+ - 548
Total loans and deposits 595 548
Less: Allowance for expected credit loss - -
Total duefrom banks 23,736 2,624

Mandatory reservewith the CBAR

The mandatory reserve deposit is a non-interest-bearing deposit calculated in accordance with
regulationsissued by the CBAR and whose withdrawal ability isrestricted. Reserves are measured
in accordance with regulationsissued by the CBAR and equal to 4% and 5% (December 31, 2021
0.5% and 1%) of the average qualifying customer accounts balances denominated in AZN and
foreign currency, respectively.

As at December 31, 2022 and 2021 the Bank had no due from banks whose balance exceeded
10% of equity.

As at December 31, 2022 and 2021, there was no accrued interest income included in due from
banks.

An analysis of changesin gross carrying value on amounts due from banks during the year ended
December 31, 2022 is as follows:

Stage 1 Stage 2 Stage 3 Total
Grosscarrying value as at January 1, 2022 2,624 - - 2,624
Net changein carrying value 21,112 - - 21,112
Asat December 31, 2022 23,736 - - 23,736

An analysis of changesin gross carrying value on amounts due from banks during the year ended
December 31, 2021 isasfollows:

Stage 1 Stage 2 Stage 3 Total
Grosscarrying value asat January 1, 2021 8,622 - 2 8,624
Net changein carrying value (5,998) - - (5,998)
Write-offs - - (2) (2)
Asat December 31, 2021 2,624 - - 2,624
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L oss allowance

As at December 31, 2022 and 2021, al balances included in due from banks are classified as

Stage 1 and no loss allowance is recognized.

15. LOANSTO CUSTOMERS

December 31, % December 31, %
2022 of total 2021 of total
grossloans grossloans

Corporate loans 144,738 21% 124,028 24%
Total loansto corporate customers 144,738 124,028
Entrepreneur loans 302,455 44% 190,743 37%
Consumer loans 157,395 23% 117,794 23%
Mortgage loans 72,123 10% 70,130 13%
Auto loans 14,574 2% 15,226 3%
Total loansto individuals 546,547 393,893
Grossloansto customers 691,285 517,921
Less: Allowance for expected credit |oss (95,325) 14% (95,219) 18%
Net loansto customers 595,960 422,702

As at December 31, 2022, accrued interest income included in loans to customers amounted to
AZN 51,690 thousand (December 31, 2021: AZN 48,444 thousand).

(a) Lossallowance

The following tables show reconciliations from the opening to the closing balances of the loss
allowance of loans to customers for the ended December 31, 2022.

2022
Stagel Stage2 Stage3 Total

Allowancefor ECL of loansto customers
Balance at January 1 7,903 1,043 86,273 95,219

Transfer to Stage 1 1,085 (337) (748) -

Transfer to Stage 2 (89) 619 (530) -

Transfer to Stage 3 (344) (240) 584 -
Net remeasurement of loss allowance (6,920) (690) (10,891) (18,501)
New financial assets originated or purchased 7,882 294 534 8,710
Write-offs - - (4,177) (4,177)
Recoveries of amounts previously written off - - 8,366 8,366
Unwinding of discount on present value of ECLSs - - 5,708 5,708
Balance at December 31 9,517 689 85,119 95,325

During the year ended December 31, 2022 the Bank recovered loansin the amount of AZN 2,088
thousand from the POCI category. These |oans were measured at zero value as at December 31,

2021.
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2022
Stagel Stage?2 Stage 3 Total

Allowance for ECL of loansto customers-

corpor ate loans
Balance at January 1 1,377 210 35,558 37,145

Transfer to Stage 1 144 (144) - -

Transfer to Stage 2 (18) 312 (294) -

Transfer to Stage 3 (258) - 258 -
Net remeasurement of loss allowance (862) (261) (7,146) (8,269)
New financia assets originated or purchased 1,319 8 155 1,482
Write-offs - - (1,931) (1,931)
Recoveries of amounts previously written off - - 3,911 3,911
Unwinding of discount on present value of ECLs - - 1,905 1,905
Balance at December 31 1,702 125 32,416 34,243

2022

Stagel Stage2 Stage 3 Total

Allowancefor ECL of loansto customers- loansto

individuals
Balance at January 1 6,526 833 50,715 58,074

Transfer to Stage 1 941 (293) (748)

Transfer to Stage 2 (71) 307 (236)

Transfer to Stage 3 (86) (240) 326
Net remeasurement of |oss allowance (6,058) (429) (3,745) (10,232)
New financia assets originated or purchased 6,563 286 379 7,228
Write-offs - - (2,246) (2,246)
Recoveries of amounts previously written off - - 4,455 4,455
Unwinding of discount on present value of ECLs - - 3,803 3,803
Balance at December 31 7,815 564 52,703 61,082

The following tables show reconciliations from the opening to the closing balances of the loss
allowance of loans to customers for the ended December 31, 2021.

2021

Stagel Stage2  Stage3 Total

Allowancefor ECL of loansto customers

Balance at January 1 7,335 2,949 132,207 142,491
Transfer to Stage 1 47 (33 14 -
Transfer to Stage 2 (839) 983 (144) -
Transfer to Stage 3 (371) (1,230) 1,601 -

Net remeasurement of loss allowance (5,604) (2,176)  (31,430) (39,210)

New financial assets originated or purchased 7,335 550 593 8,478

Write-offs - - (42,916) (42,916)

Recoveries of amounts previously written off - - 14,374 14,374

Unwinding of discount on present value of ECLs - - 12,002 12,002

Balance at December 31 7,903 1,043 86,273 95,219
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During the year ended December 31, 2021 the Bank recovered loansin the amount of AZN 1,305
thousand from the POCI category. These loans were measured at zero value as at December 31,

2020.

2021

Stagel Stage?2  Stage3 Total

Allowance for ECL of loansto customers—
corpor ate loans

Balance at January 1 805 509 59,489 60,803
Transfer to Stage 1 - - - -
Transfer to Stage 2 (325) 338 (13) -
Transfer to Stage 3 - (77) 77 -

Net remeasurement of loss allowance (383) (615) (14,425) (15,423)

New financial assets originated or purchased 1,280 55 - 1,335

Write-offs - - (20,916) (20,916)

Recoveries of amounts previously written off - - 9,520 9,520

Unwinding of discount on present value of ECLs - - 1,826 1,826

Balance at December 31 1,377 210 35,558 37,145

2021

Stagel Stage2  Stage3 Total

Allowancefor ECL of loansto customers— loansto

individuals
Balance at January 1 6,530 2,440 72,718 81,688
Transfer to Stage 1 47 (33) (14) -
Transfer to Stage 2 (514) 645 (131) -
Transfer to Stage 3 (371) (1,153) 1,524 -
Net remeasurement of |oss allowance (5,221) (1,561) (17,005) (23,787)
New financia assets originated or purchased 6,055 495 593 7,143
Write-offs - - (22,000) (22,000)
Recoveries of amounts previously written off - - 4,854 4,854
Unwinding of discount on present value of ECLs - - 10,176 10,176
Balance at December 31 6,526 833 50,715 58,074

(b) Credit quality analysis

Significant changes in the gross carrying amount of financial instruments during the period thet
contributed to changesin loss alowance were as follows:

o the volume of loans originated during the period increased the gross carrying amount of the
loan portfolio by AZN 426,041 thousand (December 31, 2021: 291,003 AZN thousand) with
acorresponding increasein loss allowance by AZN 8,710 thousand (as at December 31, 2021
AZN 8,478 thousand);

o the write-off of loans with atotal gross carrying amount of AZN 4,177 thousand resulted in
the reduction of Stage 3 loss allowance by the same amount (as at December 31, 2021:
AZN 42,916 thousand).
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The following table sets out information about the credit quality of loans to customers measured
at amortized cost as at December 31, 2022. Unless specially indicated, the amounts in the table
represent gross carrying amounts.

Explanation of the terms. Stage 1, Stage 2 and Stage 3 are included in Note 3.
December 31, 2022

Stage 1 Stage 2 Stage 3 Total
Loansto customers at amortized cost —
corporate loans

Not overdue 88,112 1,856 19,529 109,497
Overdue less than 30 days 81 - - 81
Overdue 30-89 days - 647 35 682
Overdue 90-179 days - - 3,520 3,520
Overdue 180-360 days - - 1,106 1,106
Overdue more than 360 days - - 29,852 29,852

88,193 2,503 54,042 144,738
L oss allowance (1,702) (125) (32,416) (34,243)
Car ry| ng amount 86,491 2,378 21,626 110,495

December 31, 2022

Stage 1 Stage 2 Stage 3 Total
Loansto customers at amortized cost —
entrepreneur loans
Not overdue 276,487 3,484 187 280,158
Overdue less than 30 days 1,583 74 45 1,702
Overdue 30-89 days - 1,073 41 1,114
Overdue 90-179 days - - 1,611 1,611
Overdue 180-360 days - - 1,235 1,235
Overdue more than 360 days - - 16,635 16,635
278,070 4,631 19,754 302,455
L oss allowance (4,429) (239) (15,742) (20,410)
Car ry| ng amount 273,641 4,392 4,012 282,045

December 31, 2022

Stage 1 Stage 2 Stage 3 Total
Loansto customers at amortized cost —
consumer loans

Not overdue 133,092 2,157 311 135,560
Overdue less than 30 days 1,802 90 33 1,925
Overdue 30-89 days - 780 84 864
Overdue 90-179 days - - 771 771
Overdue 180-360 days - - 1,069 1,069
Overdue more than 360 days - - 17,206 17,206

134,894 3,027 19,474 157,395
L oss allowance (3,168) (305) (17,160) (20,633)
Carrying amount 131,726 2,722 2,314 136,762
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Loansto customers at amortized cost —
mortgage loans

Not overdue

Overdue less than 30 days

Overdue 30-89 days

Overdue 90-179 days

Overdue 180-360 days

Overdue more than 360 days

L oss allowance
Carrying amount

Loansto customers at amortized cost — auto
loans

Not overdue

Overdue less than 30 days

Overdue 30-89 days

Overdue 90-179 days

Overdue 180-360 days

Overdue more than 360 days

L oss allowance
Carrying amount

December 31, 2022

Stage 1 Stage 2 Stage 3 Total
62,211 316 1,195 63,722
2,238 - 28 2,266
- 705 743 1,448
- - 179 179
- - 98 98
- - 4,410 4,410
64,449 1,021 6,653 72,123
(218) (20) (5,249) (5,487)
64,231 1,001 1,404 66,636

December 31, 2022

Stage 1 Stage 2 Stage 3 Total
- - 14,574 14,574
- - 14,574 14,574
- - (14,552) (14,552)
- - 22 22

The following table provides information on the credit quality of loans to customers as at
December 31, 2021. Unless specially indicated, the amountsin the table represent gross carrying

amounts.

Loans to customers at amortized cost —
corporate loans

Not overdue

Overdue less than 30 days

Overdue 30-89 days

Overdue 90-179 days

Overdue 180-360 days

Overdue more than 360 days

L oss allowance
Carrying amount

December 31, 2021

Stage 1 Stage 2 Stage 3 Total

51,611 7,697 24,658 83,966
404 12 2,435 2,851

- 8 1,416 1,424

- - 88 88

- - 7,509 7,509

- - 28,190 28,190

52,015 7,717 64,296 124,028
(1,377) (210) (35,558) (37,145)
50,638 7,507 28,738 86,883
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December 31, 2021

Stage 1 Stage 2 Stage 3 Total
Loansto customers at amortized cost —
entrepreneur loans

Not overdue 156,289 9,426 1,002 166,807
Overdue less than 30 days 504 576 1,338 2,418
Overdue 30-89 days 1 691 1,238 1,930
Overdue 90-179 days - - 1,185 1,185
Overdue 180-360 days - - 1,919 1,919
Overdue more than 360 days - - 16,484 16,484

156,794 10,693 23,256 190,743
L oss allowance (3,436) (307) (15,686) (19,429)
Car ry| ng amount 153,358 10,386 7,570 171,314

December 31, 2021

Stage 1 Stage 2 Stage 3 Total
Loansto customers at amortized cost —
consumer loans

Not overdue 87,161 7,066 1,424 95,651
Overdue less than 30 days 914 557 164 1,635
Overdue 30-89 days 6 580 399 985
Overdue 90-179 days - - 843 843
Overdue 180-360 days - - 1,636 1,636
Overdue more than 360 days - - 17,044 17,044

88,081 8,203 21,510 117,794
Loss allowance (3,034) (515) (16,817) (20,366)
Carrying amount 85,047 7,688 4,693 97,428

December 31, 2021

Stage 1 Stage 2 Stage 3 Total
Loansto customers at amortized cost —
mortgage loans

Not overdue 48,924 8,188 3,786 60,898
Overdue less than 30 days 457 1,208 487 2,152
Overdue 30-89 days - 87 394 481
Overdue 90-179 days - - 45 45
Overdue 180-360 days - - 462 462
Overdue more than 360 days - - 6,092 6,092

49,381 9,483 11,266 70,130
Loss allowance (56) (11) (5,890) (5,957)
Car ry| ng amou nt 49,325 9,472 5,376 64,173
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December 31, 2021

Stage 1 Stage 2 Stage 3 Total
Loansto customers at amortized cost — auto
loans

Not overdue - - - -
Overdue less than 30 days - - - -
Overdue 30-89 days - - - -
Overdue 90-179 days - - - -
Overdue 180-360 days - - - -
Overdue more than 360 days - - 15,226 15,226
- - 15,226 15,226
L ossallowance - - (12,322) (12,322)
- 2,904 2,904

Carrying amount -

(¢) Key assumptionsand judgmentsfor estimating the loan impair ment

The Bank estimates ECL for significant loans in Stage 3 based on an individual review of each
loan and estimation of its future cash flows. This estimate of future cash flows is dependent on
factors such as the estimated value of underlying collateral and delay of 12 to 48 months in
obtaining proceeds from the foreclosure of collateral. The Bank then calculates the net present
value of these cash flows using a discount rate which equates to the original effective interest rate
of the loan, in order to determine the required amount of ECL.

(d) Collateral held and other credit enhancements

The following table sets out information on loans to customers that are credit-impaired (Stage 3
and POCI) and related collateral held in order to mitigate potential losses as at December 31,
2022. Thefair value of collaterals is updated as at the reporting date.

Fair value of collateral held

Gross
carrying Loss Carrying Cash and M otor Real Precious
amount allowance  amount deposits  vehicles estate metals Total
Loansto corporate
customers
Corporate loans 54,042 (32,416) 21,626 10 7,677 - 7,687
Loanstoindividuals
Entrepreneur loans 19,754 (15,742) 4,012 118 9,903 2 10,023
Consumer loans 19,474 (17,160) 2,314 172 16 4,184 8 4,380
Mortgage loans 6,653 (5,249) 1,404 - 3,893 - 3,893
Auto loans 14,574 (14,552) 22 6,082 - - 6,082
Total credit-impaired
loansto customers 114,497 (85,119) 29,378 172 6,226 25,657 10 32,065
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The following table sets out information on loans to customers that are credit-impaired (Stage 3
and POCI) and related collateral held in order to mitigate potential losses as at December 31,
2021. Thefair value of collateralsis updated as at the reporting date.

Fair value of collateral held

Gross
carrying Loss Carrying Cashand Motor Real Precious
amount allowance amount deposits  vehicles estate metals Total

Loansto corporate

customers

Corporate loans 64,296 (35,558) 28,738 - - 8,739 - 8,739
Loansto individuals

Entrepreneur loans 23,256 (15,686) 7,570 - 134 11,657 8 11,799

Consumer loans 21,510 (16,817) 4,693 215 52 6,611 19 6,897

Mortgage loans 11,266 (5,890) 5,376 - - 8,223 - 8,223

Auto loans 15,226 (12,322) 2,904 - 6,367 - - 6,367
Total credit-impaired

loansto customers 135,554 (86,273) 49,281 215 6,553 35,230 27 42,025

The following table provides information on collateral securing loans to customers, net of
impairment, by types of collateral as at December 31, 2022:

Fair value of collateral held

Gross

carrying Loss Carrying Cashand Motor Real Precious
amount allowance  amount deposits  vehicles  estate metals Total

L oansto corporate

customers

Corporate loans 144,738 (34,243) 110,495 2,275 922 86,600 12,974 102,771
Loansto individuals

Entrepreneur loans 302,455 (20,410) 282,045 499 9,153 153,842 5 163,499

Consumer loans 157,395 (20,633) 136,762 10,062 52 12,060 12 22,186

Mortgage loans 72,123 (5,487) 66,636 - - 78,508 - 78,508

Auto loans 14,574 (14,552) 22 - 6,082 - - 6,082

Total loansto customers 691,285 (95,325) 595,960 12,836 16,209 331,010 12,991 373,046

Asat December 31, 2022 the Bank held loansto customersin the amount of AZN 12,836 thousand
for which no loss alowance was recognized as they are collateralized fully by cash and deposits.
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The following table provides information on collateral securing loans to customers, net of
impairment, by types of collateral as at December 31, 2021

Fair value of collateral held

Gross Cash
carrying Loss Carrying and M otor Real Precious
amount allowance  amount  deposits vehicles estate metals Total
L oansto corporate
customers
Corporate loans 124,028 (37,145) 86,883 2,125 563 88,167 3836 94,601
Loansto individuals
Entrepreneur loans 190,743 (19,429) 171,314 17 4,344 93,311 8 97,680
Consumer loans 117,794 (20,366) 97,428 7,079 52 14,722 19 21,872
Mortgage loans 70,130 (5,957) 64,173 - - 74,710 - 74,710
Auto loans 15,226 (12,322) 2,904 - 6,367 - - 6,367
Total loansto customers 517,921 (95,219) 422,702 9,221 11,326 270,910 3,863 295,320

(e)

As at December 31, 2021 the Bank held loans to customersin the amount of AZN 9,221 thousand

for which no loss alowance was recognized as they are collateralised fully by cash and deposits.

Repossessed collateral

During the year ended December 31, 2022, the Bank obtained certain assets by taking possession
of collateral for loans to customers with a net carrying amount of AZN 3,990 thousand
(December 31, 2021: AZN 6,401 thousand) and recognized them as assets held for sale. The

Bank’s policy is to sell these as soon as possible. Assets held for sale are comprised of real estate

and other assets. See Note 19.

Industry and geogr aphical analysis of theloan portfolio

Loansto individuals were issued primarily for consumer purposes. Loans to corporate customers
and entrepreneurs were issued primarily to customers located within the Republic of Azerbaijan

who operate in the following economic sectors:

Corporate loans

- trade and services

- manufacturing

- agriculture

- construction

- financial services

- others

Total corporate loans
Loansto individuals

- enterpreneurs

- consumer loans

- mortgage loans

- auto loans

- credit cards

Total loansto individuals
Total loansto customers
I mpairment allowance
Net loansto customers

December 31, December 31,

2022 % 2021 %
88,091 12.7 73,676 14.2
19,357 2.8 15,224 29
14,386 21 11,769 2.3
10,242 15 9,984 19

9,452 14 10,253 2.0
3,210 0.4 3,122 0.6
144,738 20.9 124,028 23.9
302,455 43.8 190,743 36.8
156,825 22.7 117,064 22.6
72,123 104 70,130 13.7
14,574 2.1 15,226 2.9
570 0.1 730 0.1
546,547 79.1 393,893 76.1
691,285 100.0 517,921 100.0
(95,325) (95,219)
595,960 422,702
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(f) Significant credit exposures

As at December 31, 2022, the Bank had thirty-three borrowers (December 31, 2021: twenty-four
borrowers) with gross loan balances exceeding AZN 1,000 thousand. The gross value of these
|oans as at December 31, 2022 was AZN 82,294 thousand or 12% of the tota loans to customers

(December 31, 2021: AZN 83,476 thousand or 16%).

(g) Loan modification

During the year ended December 31, 2022 and 2021 the Bank restructured loans in the amount of

AZN 3,707 thousand and AZN 11,538 thousand, respectively.

(h) Loan maturities

()

16.

The maturity of the loan portfolio is presented in Note 29, which showsthe remaining period from the
reporting date to the contractual maturity of the loans. Due to the short-term nature of the loansissued
by the Bank, itislikely that many of theloanswill be prolonged at maturity. Accordingly, the effective
maturity of theloan portfolio may be significantly longer than the term based on contractual terms.

L oan collection fees

Loan collection fees in the amount of AZN 1,914 thousand and AZN 1,844 thousand represent
feespaid to collector agenciesfor collection of problematic |oans during the year ended December

31, 2022 and 2021, respectively.

INVESTMENT SECURITIES

Investment securities measured at amortized cost

Investment securities at FVOCI

Total investment securities

Less: Allowance for expected credit |oss
Total investment securities

Corporate bonds

Bonds of the financial institution

US Treasury Bills

Bonds of the State Oil Company of the Republic of Azerbaijan
Bonds of the non-financial institution

Bonds of the Ministry of Finance of the Republic of Azerbaijan

Total investment securities

December 31, December 31,
2022 2021
14,143 7,735
6,626 -
20,769 7,735
(32) (32)
20,737 7,703
December 31, December 31,
2022 2021
10,090 2,041
5,132 -
3,462 -
2,085 -
- 5,694
20,769 7,735
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As at December 31, 2022, the debt securities measured at amortized cost included US Treasury
Bills, carrying an annual interest rate of 3.50% with maturity in March 2023, corporate bonds of
State Oil Company of the Republic of Azerbaijan carrying an annual interest rate of 4% with
maturity in March 2023, and corporate bonds of foreign and local companies “Azergold” OJSC,
“TBC bank” JSC, “Pasha Yatirim Bankas1” A.S, “Petkim Petrokimya Holding” A.S., carrying an
annual interest rate of 3.60%-3.70%, 5.75%, 5.75%, 5.00%, with maturity in September 2023,
June 2024, June 2024, January 2023, respectively. Debt securities at FVOCI included corporate
bonds of “International Bank of Azerbaijan” OJSC, NBCO “Finca Azerbaijan” LLC, NBCO
“EmbaFinans’ CJSC, NBCO “TBC Kredit” LLC, with an annual interest rate of 6.00%, 9.00%,
7.50%, 8.00%, and with maturitiesin June 2024, December 2023, August 2024, September 2023.
(December 31, 2021: the debt securities measured at amortised cost included corporate bonds of
the Ministry of Finance of the Republic of Azerbaijan, carrying an annual interest rate of 5.3%
with maturitiesin February 2022 - April 2022, and corporate bonds of foreign and local companies
“Azergold” OJSC, “TBC Bank” JSC, carrying an annual interest rate of 3,60% - 3,70%, 5.75%
with maturity in September 2023 and June 2024, respectively).

Fair valueloss recognized for debt securitiesat FV OCl was AZN 220 thousand for the year ended
December 31, 2022 (December 31, 2021: nil).

Corporate bonds measured at amortized cost are quoted in active market and their fair value
approximated carrying value as at December 31, 2022 and 2021.

As at December 31, 2022, accrued interest income included in investment securities amounted to
AZN 265 thousand (December 31, 2021: AZN 86 thousand).

The Bank entered put option agreements for debt securities at FVOCI. Fair value of these
derivatives was not material as at December 31, 2022.

L oss allowance

An analysis of changes in ECL allowance on investment securities during the year ended
December 31, 2022 isasfollows:

Stage 1 Total
ECL allowancevalueasat January 1, 2022 (32 (32
Net changein ECL value (66) (66)
ECL on investment securities at FVOCI 66 66
Asat December 31, 2022 (32) (32)

An analysis of changes in ECL allowance on investment securities during the year ended
December 31, 2021 isasfollows:

Stage 1 Total
ECL allowancevalueasat January 1, 2021 (64) (64)
Net changein ECL value 32 32
Asat December 31, 2021 (32) (32)
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An analysis of changes in gross carrying value on investment securities during the year ended
December 31, 2022 is asfollows:

Stage 1 Total
Gross carrying value as at January 1, 2022 7,735 7,735
Net changein carrying value 13,034 13,034
Asat December 31, 2022 20,769 20,769

An analysis of changes in gross carrying value on investment securities during the year ended
December 31, 2021 is asfollows:

Stage 1 Total
Grosscarrying value as at January 1, 2021 8,807 8,807
Net changein carrying value (1,072) (1,072)
Asat December 31, 2021 7,735 7,735

Credit quality analysis

Thefollowing table sets out information about the credit quality of investment securities measured at
amortized cost and FVOCI as at December 31, 2022 and 2021. Explanation of the term “Stage 17
includedin Note 3.

December 31, 2022 December 31, 2021
Stage 1 Total Stage 1 Total

Debt investment securities at

amortized cost and FVOCI
Rated from AA- to AAA 5,132 5,132 - -
Rated from BB- to BB+ 7,212 7,212 7,371 7,371
Rated from B to B+ 3,435 3,435 - -
Not rated 4,958 4,958 332 332
Carrying amount 20,737 20,737 7,703 7,703
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17. PROPERTY, EQUIPMENT AND INTANGIBLE ASSETS

Buildings Furniture Computersand Vehicles Other fixed L easehold Intangible Total
and fixtures  communication assets improvements assets
equipment
Cost amount
Balance at January 1, 2022 3,169 4,850 10,129 1,227 204 13,790 11,623 44,992
Additions - 151 1,079 378 - 484 2,503 4,595
Disposals - (24) (44) (16) - (28) - (112)
Balance at December 31, 2022 3,169 4,977 11,164 1,589 204 14,246 14,126 49,475
Depreciation and amortization
Balance at January 1, 2022 (1,487) (1,449) (6,018) (529) (36) (897) (4,630) (15,046)
Depreciation and amortization for the year (158) (455) (1,723) (109) (38) (985) (1,272) (4,740)
Disposals - 21 35 16 - 22 - 94
Balance at December 31, 2022 (1,645) (1,883) (7,706) (622) (74) (1,860) (5,902) (19,692)
Carrying amount
At December 31, 2022 1,524 3,094 3,458 967 130 12,386 8,224 29,783
Cost amount
Balance at January 1, 2021 3,169 3,412 9,197 1,335 119 12,336 8,733 38,301
Additions - 1,936 1,298 106 105 4,943 2,890 11,278
Disposals - (498) (366) (214) (20) (3,489) - (4,587)
Balance at December 31, 2021 3,169 4,850 10,129 1,227 204 13,790 11,623 44,992
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Buildings Furniture Computersand Vehicles Other fixed L easehold Intangible Total
and fixtures ~ communication assets improvements assets
equipment

Depreciation and amortization

Balance at January 1, 2021 (1,329) (1,483) (4,814) (580) (28) (2,151) (3,599) (13,984)
Depreciation and amortization for the year (158) (382 (1,543) (207) (28) (662) (1,031) (3,911)
Disposals - 416 339 158 20 1,916 - 2,849
Balance at December 31, 2021 (1,487) (1,449) (6,018) (529) (36) (897) (4,630) (15,046)
Carrying amount

At December 31, 2021 1,682 3,401 4,111 698 168 12,893 6,993 29,946

As at December 31, 2022 and 2021, included in the closing balance of property, equipment and intangible assets were fully depreciated assets still in use with the total
initial cost of AZN 4,816 thousand and AZN 3,205 thousand, respectively.

As at December 31, 2022 and 2021, included in property, equipment and intangible assets insured in the amount of AZN 14,816 thousand and AZN 11,081 thousand,
respectively.

As at December 31, 2022 and 2021, property, equipment and intangibl e assets were not pledged as collatera for borrowings.
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18. RIGHT-OF-USE ASSETS

19.

Office buildings Total
and
infrastructure

Cost amount

Balance at December 31, 2021 14,550 14,550
Additions 1,689 1,689
Balance at December 31, 2022 16,239 16,239
Depreciation

Balance at December 31, 2021 (3,776) (3,776)
Depreciation for the year (2,036) (2,036)
Balance at December 31, 2022 (5,812) (5,812)
Carrying amount

At December 31, 2022 10,427 10,427
Balance at January 1, 2021 16,152 16,152
Additions 965 965
Disposals (2,567) (2,567)
Balance at December 31, 2021 14,550 14,550
Depreciation

Balance at January 1, 2021 (4,121) (4,121)
Depreciation for the year (2,182) (2,182)
Disposals 2,527 2,527
Balance at December 31, 2021 (3,776) (3,776)
Carrying amount

At December 31, 2021 10,774 10,774

ASSETSHELD FOR SALE

During the years ended December 31, 2022 and 2021 the Bank received non-financial assets
classified as held for sale by taking possession of collateral held as security against loansto
customers. As at December 31, 2022 and 2021 the carrying amount of such assets amounted
to AZN 8,262 thousand and AZN 8,189 thousand, respectively, net of change in fair value
less costs to sdll. Initialy, it was intended that these assets would be recovered principaly
through a sale transaction within one year from the date of classification. However, during
the year ended December 31, 2022 the market conditions that existed at the date the assets
were classified initially as held for sale could not be sold within one year period. The Bank
continues to actively market the assets held for sale at a price that is reasonable given the
change in market conditions. During the year ended December 31, 2022, the Bank recognized
fair value gain in the amount of AZN 150 thousand (December 31, 2021: fair value loss in
the amount of AZN 1,618 thousand).
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Assets held for sale are comprised of the following assets:

Real estate

Other assets

Cumulative change in fair value less costs to sdll
Balance at the end of the year

December 31, December 31,
2022 2021
14,818 14,981
3 26
(6,559) (6,818)
8,262 8,189

Analysis of movements in the cumulative change in fair value less coststo sell:

Balance at the beginning of the year
Change in fair value of assets held for sale
Write-offs

Balance at the end of the year

20. OTHER ASSETS

Settlements on monetary transfers
Amountsin course of settlement
Receivables from sale of repossessed assets
Derivative financial instruments(see Note 8)
Others

Less: loss allowance for other financial assets
Total other financial assets
Prepayments for purchase of fixed assets
Prepayments for services

Prepayments for purchase of intangible assets
Others

Total other non-financial assets

Total other assets

L oss allowance

2022 2021
6,818 5,295
(150) 1,618
(109) (95)
6,559 6,818
December 31, December 31,
2022 2021

4,405 4,619

1,592 1,009

682 932

350 273

716 443

(246) (312)

7,499 6,964

848 128

797 1,043

653 87

184 207

2,482 1,465

9,981 8,429

The following tables show reconciliations from the opening to the closing balances of the
loss alowance of other assets. All balancesrelate to Stage 3.

2022 2021
Stage 3 Total Stage 3 Total

Other assets
Balance at January 1 312 312 - -
Net remeasurement of loss

allowance (66) (66) 137 137
Recovery of write-offs - - 175 175
Balance at December 31 246 246 312 312
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21. CURRENT ACCOUNTSAND DEPOSITSFROM CUSTOMERS

December 31, December 31,
2022 2021

Current accounts and demand deposits
- Corporate 105,635 40,571
- Retail 92,842 39,184
Term deposits
- Retail 359,064 275,328
- Corporate 25,071 6,577
Total current accounts and deposits from customers 582,612 361,660

As at December 31, 2022, the Bank had twenty-eight customers (December 31, 2021:
twenty-seven customers), whose balances exceeded AZN 1,000 thousand. The total amount
of these balances as at December 31, 2022 was AZN 231,992 thousand (December 31, 2021:

AZN 109,414 thousand).

As at December 31, 2022, the Bank maintained customer deposit balances of AZN 28,476
thousand (December 31, 2021: AZN 20,038 thousand) that served as collateral for loans and

unrecognized credit instruments granted by the Bank.

As at December 31, 2022 deposits secured by the Azerbaijan Deposit Insurance Fund
included in current accounts and deposits from customers in the amount of AZN 299,277

thousand (December 31, 2021: AZN 200,911 thousand).

Included in current accounts and deposits from customers in the amount of AZN 8,171
thousand as at December 31, 2022 represent accrued interest payable (December 31, 2021:

AZN 3,890 thousand).

22. OTHER BORROWED FUNDS AND SUBORDINATED BORROWINGS

December 31, December 31,
2022 2021

Subordinated borrowings 36,021 9,686
Other borrowed funds
Azerbaijan Mortgage and Credit Guarantee Fund 64,868 60,358
Entrepreneurship Development Fund 13,917 6,594
Azerbaijan State Agency on Agricultural Credits under the

Ministry of Agriculture 4,912 5,629
Central Bank of the Republic of Azerbaijan 3,480 5,048
Total other borrowed funds 87,177 77,629
Total other borrowed funds and subordinated borrowings 123,198 87,315
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Azerbaijan Mortgage and Credit Guarantee Fund

On February 17, 2006, the Bank signed a borrowing agreement with the Azerbaijan Mortgage
and Credit Guarantee Fund, a programme under the auspices of the Central Bank of
Azerbaijan Republic, for granting long-term mortgage loans to individuals. Under this
programme, funds are made available to the Bank at an interest rate of 1-4% per annum and
the Bank further on lends these funds to eligible borrowers at rates ranging between 4%-8%
per annum. At December 31, 2022 the Bank had AZN 64,868 thousand (December 31, 2021
AZN 60,358 thousand) payable to the Azerbaijan Mortgage and Credit Guarantee Fund.
There are no financia covenants with regard to borrowing from the Azerbaijan Mortgage and
Credit Guarantee Fund that the Bank should comply with.

Entrepreneurship Development Fund

On November 26, 2009, the Bank signed a credit agreement with the Entrepreneurship
Development Fund, a programme under the auspices of the Ministry for Economy of the
Republic of Azerbaijan, for the financing of small and medium-sized enterprises. Under this
programme, funds are made available to the Bank at an interest rate of 1.0% per annum and
the Bank further on lends these funds to digible borrowers at rates not higher than
5.0%-6.0% per annum. At December 31, 2022, the Bank had AZN 13,917 thousand
(December 31, 2021: AZN 6,594 thousand) payable to the Entrepreneurship Devel opment
Fund. There are no financial covenants with regard to the borrowing from the
Entrepreneurship Devel opment Fund that the Bank should comply with.

Azerbaijan State Agency on Agricultural Credits under the Ministry of Agriculture

On September 30, 2015, the Bank signed acredit agreement with the Azerbaijan State Agency
on Agricultura Credits, a programme under the auspices of the Ministry for Agriculture of
the Republic of Azerbaijan, for the financing of small and medium-sized enterprises. Under
this programme, funds are made available to the Bank at an interest rate of 2.0%-2.5% per
annum and the Bank further on lends these fundsto eligible borrowers at rates not higher than
6.0%-12.0% per annum. At December 31, 2022, the Bank had AZN 4,912 thousand
(December 31, 2021:AZN 5,629 thousand) payable to the Azerbaijan State Agency on
Agricultural Credits under the Ministry of Agriculture. There are no financial covenantswith
regard to the borrowing from the Azerbaijan State Agency on Agricultural Credits under the
Ministry of Agriculture that the Bank should comply with.

Central Bank of the Republic of Azerbaijan

During the years ended December 31, 2020 and 2019 the Bank received borrowings from
CBAR in the amount of AZN 2,977 thousand and AZN 4,685 thousand with an annud
interest rate of 0.1% per annum for 5 years under the Decree. The interest rate of borrowings
received from the CBAR for the purpose of financing the restructured |oans was bel ow market
rate as at the date of origination, therefore as at December 31, 2020 the Bank recognized gain
in the amount of AZN 569 thousand (December 31, 2019: AZN 1,005 thousand) at initial
recognition of these borrowings. Thefair value of these borrowings as at December 31, 2022
was AZN 3,480 thousand (December 31, 2021: AZN 5,048 thousand).
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Subordinated borrowings

As at December 31, 2022, subordinated borrowings included a deposit placed by a
non-related party in the amount of AZN 26,076 thousand and AZN 9,945 thousand
(December 31, 2021: AZN 9,686 thousand) maturing in 2028 and 2023 (December 31, 2021:
2023) and carried an annual interest rate of 2.75% and 3% (December 31, 2021: 3%). In case
of bankruptcy, the repayment of the subordinated borrowings will be made after repayment
in full of al other liabilities of the Bank.

As at December 31, 2022, included in other borrowed funds and subordinated borrowings
AZN 274 thousand and AZN 2,020 thousand represent accrued interest payable, respectively.

As at December 31, 2021, included in other borrowed funds and subordinated borrowings
AZN 244 thousand and AZN 1,185 thousand represent accrued interest payable, respectively.

Reconciliation of movements of liabilitiesto cash flows arising from financing activities:

Other borrowed Subordinated Total
funds borrowings
Balance at January 1, 2022 77,629 9,686 87,315
Changes from financing cash flows
Receipt 23,596 25,500 49,096
Repayment (14,425) - (14,425)
Total changes from financing cash flows 9,171 25,500 34,671
Other changes
Interest expense 2,774 835 3,609
Interest paid (2,397) - (2,397)
Balance at December 31, 2022 87,177 36,021 123,198
Other borrowed Subordinated Total
funds borrowings
Balance at January 1, 2021 74,863 9,429 84,292
Changes from financing cash flows
Receipt 14,768 - 14,768
Repayment (12,482) - (12,482)
Total changes from financing cash flows 2,286 - 2,286
Other changes
Interest expense 2,738 257 2,995
Interest paid (2,258) - (2,258)
Balance at December 31, 2021 77,629 9,686 87,315

23. DEPOSITSAND BALANCES FROM BANKS

December 31, December 31,

2022 2021
Term placement 4 3,055
Total deposits and balances from banks 4 3,055
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24,

Asat December 31, 2021, the Bank had AZN 3,055 thousand term placement with an interest
rate of 8.5% with a maturity within ayear.

Included in deposits and balances from banks in the amount of nil and AZN 55 thousand as
at December 31, 2022 and 2021 represent accrued interest payable, respectively.

LEASE LIABILITY

December 31, December 31,

2022 2021
Lease liability (current) 2,833 2,609
Lease liability (non-current) 8,972 9,162
Total lease liability 11,805 11,771

Future minimum lease payments as at December 31, 2022 were as follows:

Minimum lease payments due

Within one Onetoten Total
year years
Lease payments B BB B®
Finance charges 5] @) @)
Net present value asat December 31, 2022 2,833 8,972 11,805

Future minimum |ease payments as at December 31, 2021 were as follows:

Minimum lease payments due

Within one Onetoten Total
year years
L ease payments 2w uw 58
Finance charges 18] @R HX5)
Net present value asat December 31, 2021 2,609 9,162 11,771
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25.

A reconciliation of the opening and closing amounts of lease liability with relevant cash and

non-cash changes from financing activities is stated below:

Balance asat January 1, 2021

Cash flows
Repayment of principal
Interest paid

Non-cash changes
New leases
Interest expense
Modifications

Balance as at December 31, 2021

Cash flows
Repayment of principal
Interest paid

Non-cash changes
New leases
Interest expense
Modifications

Balance as at December 31, 2022

OTHERLIABILITIES

Derivative financia instruments (see Note 8)

Settlements with employees
Settlement on other operations
Accrued expenses

Payables to Deposit Insurance Fund
Compensation payables related to COVID-19
Compensation payables

Others

Total other financial liabilities
Other taxes payable

Other non-financia liabilities

Total other non-financial liabilities
Total other liabilities

Amount

12,324

(1,430)

(1,225)

1,161

1,225

(284)

11,771

(1,655)

(1,287)

1,284

1,287

405

11,805

December 31, December 31,
2022 2021

4,695 2,807
3,415 2,293
1,318 1,748
930 770
712 441
355 363
235 319
78 50
11,738 8,791
1,808 1,580
53 22
1,861 1,602
13,599 10,393
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26. SHARE CAPITAL AND RESERVES

(a) Issued capital

As at December 31, 2022 the authorized, issued and outstanding share capital comprises
189,000,000 ordinary shares (December 31, 2021: 189,000,000). All shares have a nominal
value of AZN 2 per share. During the year ended December 31, 2022 and 2021 no shareswere
issued or paid.

On March 17, 2022 the sole shareholder of “Topaz Investments Limited” CJSC sold all shares
of the Bank owned by “Topaz Investments Limited” CJSC in the following order:

179,019,176 (99%) sharesto Ms. Marina Kulishova;
1,808,275 (1%) sharesto Mr. Anar Hasanov.

The holders of ordinary shares are entitled to receive dividends as declared from time to time
and are entitled to one vote per share at annual and general meetings of the Bank.

(b) Dividends

27.

Dividends payable are restricted to the maximum retained earnings of the Bank, which are
determined according to the legislation of the Azerbaijan Republic. Bank is not allowed to
pay dividends if net assets are less than share capital. There were no dividends declared by
the Bank during 2022 (December 31, 2021: nil).

EARNINGS PER SHARE

Basic and diluted earnings per share

The calculation of basic earnings per share as at December 31, 2022 is based on the earnings
attributable to ordinary shareholders of AZN 5,624 thousand (2021: AZN 8,462 thousand),

and a weighted average number of ordinary shares outstanding of 189,000,000
(December 31, 2021: 189,000,000) calculated as follows.

2022 2021
Net earnings attributable to ordinary shareholders 5,624 8,462
Weighted average number of ordinary shares for the year
ended December 31 (thousands of shares) 189,000 189,000
Basic and diluted earnings per share (AZN) 0.03 0.04

28. ANALYSISBY SEGMENT

The majority of income from external customers relates to residents of the Republic of
Azerbaijan.

The majority of non-current assets are located in the Republic of Azerbaijan.
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29. RISK MANAGEMENT, CORPORATE GOVERNANCE AND INTERNAL

CONTROL

Management of risk isfundamental to the business of banking and is an essential element of
the Bank’s operations. The major risks faced by the Bank are those related to market risk,
credit risk and liquidity risk.

(a) Corpor ate gover nance framework

(b)

The Bank is established as an open joint-stock company in accordance with Azerbaijani law.
The supreme governing body of the Bank isthe General Shareholders’” meeting that is called
for annual or extraordinary meetings. The General Shareholders’ meeting makes strategic
decisions on the Bank’s operations.

The General Shareholders’ meeting elects the Supervisory Board. The Supervisory Board is
responsible for overall governance of the Bank's activities.

Azerbaijani legidation and the charter of the Bank establish lists of decisions that are
exclusively approved by the general shareholders’ meeting and that are approved by the
Supervisory Board.

As at December 31, 2022 the Supervisory Board included:

Marina K ulishova— Chairman of the Supervisory Board;
Andrew Pospiel ovsky — Member of the Supervisory Board;
Nikoloz Enukidze — Member of Supervisory Board.

General activities of the Bank are managed by the collective executive body of the Bank.
The General Shareholders’ meeting elects the Management Board. The executive body of
the Bank is responsible for implementation of decisions of the General Shareholders’
meeting and the Supervisory Board of the Bank. Executive body of the Bank reports to the
Supervisory Board of the Bank and to the general shareholders’ meeting.

As at December 31, 2022 the Management Board included:

Anar Hasanov — Chairman of the Management Board;

Emil Dushdurov — Deputy Chairman of the Management Board;
Elshan Pirmaliyev — Deputy Chairman of the Management Board,;
Y ashar Karimov — Deputy Chairman of the Management Board;
Gunay Jalilova— Deputy Chairman of the Management Board.

Internal control policies and procedures
The Supervisory Board and the Management Board have responsibility for the development,

implementation and maintaining of internal controlsin the Bank that are commensurate with
the scale and nature of operations.
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The purpose of internal controlsisto ensure:

proper and comprehensive risk assessment and management;

proper business and accounting and financia reporting functions, including proper
authorization, processing and recording of transactions,

completeness, accuracy and timeliness of accounting records, managerial information,
regulatory reports, etc.;

reliability of IT systems, data and systems integrity and protection;

prevention of fraudulent or illegal activities, including misappropriation of assets;
compliance with laws and regulations.

Management is responsible for identifying and assessing risks, designing controls and
monitoring their effectiveness. Management monitors the effectiveness of the Bank’s
internal controls and periodically implements additional controls or modifies existing
controls as considered necessary.

The Bank devel oped asystem of standards, policies and proceduresto ensure effective operations
and compliance with relevant legal and regulatory requirements, including the following areas:

requirements for appropriate segregation of duties, including the independent
authorization of transactions;

requirements for the recording, reconciliation and monitoring of transactions;
compliance with regulatory and other legal requirements;

documentation of controls and procedures,

requirements for the periodic assessment of operational risks faced, and the adequacy of
controls and procedures to address the risks identified;

requirements for the reporting of operational losses and proposed remedial action

devel opment of contingency plans;

training and professional devel opment;

ethica and business standards and;

risk mitigation, including insurance where thisis effective.

Thereisahierarchy of requirements for authorization of transactions depending on their size
and complexity. A significant portion of operations are automated and the Bank put in place
asystem of automated controls.

The main functions of internal audit service include the following:

audit and efficiency assessment of the system of internal control as awhole, fulfillment
of the decisions of key management structures;

audit of efficiency of methodology of assessment of banking risksand risk management
procedures, regulated by internal documentsin credit organisation (methods, programs,
rules and procedures for banking operations and transactions, and for the management
of banking risks);

audit of reliability of internal control system over automated information systems;
audit and testing of fairness, completeness and timeliness of accounting and reporting
function and the reliability (including the trustworthiness, fullness and objectivity) of
the collection and submission of financial information;

audit of applicable methods of safekeeping the credit organisation’s property;
assessment of economic reasonability and efficiency of operations and other deals;
audit of internal control processes and procedures;

audit of internal control service and risk management service.
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(©)

Compliance with the Bank’s standards is supported by a program of periodic reviews
undertaken by Internal Audit. The Internal Audit function isindependent of management and
reportsdirectly to the Audit Committee and Supervisory Board. Theresults of Internal Audit
reviews are discussed with relevant business process managers, with summaries submitted
to the Audit Committee and Supervisory Board and senior management of the Bank.

Theinternal control system in the Bank comprises:

the Supervisory Board and its committees,

the Management Board;

the Finance Director;

the risk management function;

the security function, including IT security;

the human resource function;

theinternal audit service;

theinternal control (compliance) service;

other employees, division and functions that are responsible for compliance with the
established standards, policies and procedures, including:

heads of branches and heads of business units;
busi ness processes managers;
division responsible for compliance with anti-money laundering requirements;

professional securities market participant controller —  an executive officer
responsible for compliance with the requirements for securities market participants;

» thelegal officer — an employee responsible for compliance with the legal and regulatory
requirements,

» other employees with control responsibilities.

YV V V V

The Bank complies with the CBAR requirements related to risk management and internal
control systems, including requirements related to the internal audit function, and that risk
management and internal control systems are appropriate for the scale, nature and
complexity of operations.

Risk management policies and procedures

Management of risk is fundamental to the business of banking and forms an essential
element of the Bank’s operations. The major risks faced by the Bank are those related to
market risk, credit risk, liquidity risk and operational risks.

The risk management policies aim to identify, analyse and manage the risks faced by the
Bank, set appropriate risk limits and controls, and continuously monitor risk levels and
adherence to limits. Risk management policies and procedures are reviewed regularly to
reflect changes in market conditions, products and services offered and emerging best
practices.

The Supervisory Board has overall responsibility for the oversight of the risk management

framework, overseeing the management of key risks and reviewing its risk management
policies and procedures as well as approving significantly large exposures.
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The Management Board is responsible for monitoring and implementing risk mitigation
measures, and ensuring that the Bank operates within established risk parameters. The Head
of the Risk Department is responsible for the overal risk management and compliance
functions, ensuring the implementation of common principles and methods for identifying,
measuring, managing and reporting both financial and non-financial risks. He reports
directly to the CEO and indirectly to the Supervisory Board.

Credit, market and liquidity risk both at the portfolio and transactional levels are managed
and controlled through a system of Risk Management Committee, Credit Committees and
an Asset and Liability Management Committee (ALCO). In order to facilitate efficient and
effective decision-making, the Bank established a hierarchy of credit committees depending
on the type and amount of exposure.

Overal authority for market risk is vested in the ALCO, which is chaired by the Chairman
of the Management Board.

Both external and internal risk factors are identified and managed throughout the
organisation. Particular attention is given to identifying the full range of risk factors and
determination of the level of assurance over the current risk mitigation procedures. Apart
from the standard credit and market risk analysis, the Risk Department monitors financial
and non-financial risks by holding regular meetings with operational unitsin order to obtain
expert judgmentsin their areas of expertise.

(d) Market risk

Market risk is the risk that the fair value or future cash flows of afinancia instrument will
fluctuate because of changesin market prices. Market risk comprises currency risk, interest
rate risk and other price risks. Market risk arises from open positions in interest rate and
equity financial instruments, which are exposed to general and specific market movements
and changesin the level of volatility of market prices and foreign currency rates.

The objective of market risk management is to manage and control market risk exposures
within acceptable parameters, whilst optimizing the return on risk.

Market risk limits are approved by ALCO based on recommendations of the Risk
Department. The Bank manages its market risk by setting open position limitsin relation to
financial instruments, interest rate maturity and currency positions and stop-loss limits.
These are monitored on a regular basis and reviewed and approved by the Supervisory
Board.

(e) Interestraterisk

Interest rate risk is the risk that the fair value or future cash flows of afinancial instrument
will fluctuate because of changes in market interest rates. The Bank is exposed to the effects
of fluctuations in the prevailing levels of market interest rates on its financial position and
cash flows. Interest margins may increase as a result of such changes but may also reduce
or create lossesin the event that unexpected movements occur.
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Interest rate gap analysis

Interest rate risk is managed principally through monitoring interest rate gaps. A summary
of the interest gap position for major financial instrumentsis asfollows:

Lessthan 1-3 3-12 1-5 More Non- Carrying
1 month months months years than interest amount
5years bearing

December 31, 2022

ASSETS
Cash and cash equivalents 42,739 9,401 - - - 52,929 105,069
Due from banks - - - - - 23,736 23,736
Loansto customers 41,410 56,091 206,238 246,908 45,313 - 595,960
Investment securities 1,834 8,671 4,377 5,855 - - 20,737
Other financia assets - - - - - 7,499 7,499
Total financial assets 85,983 74,163 210,615 252,763 45,313 84,164 753,001
LIABILITIES
Current accounts and deposits

from customers 71,113 47,752 231,460 78,609 4 153,674 582,612
Other borrowed funds 1,252 1,964 10,123 24,758 49,080 - 87,177
Subordinated borrowings 1,444 - 8,500 - 26,077 - 36,021
Deposits and balances from

banks 4 - - - - - 4
Lease liability 251 490 2,092 6,809 2,163 - 11,805
Other financial liabilities - - - - - 11,738 11,738
Total financial liabilities 74,064 50,206 252,175 110,176 77,324 165412 729,357
Net liquidity gap 11,919 23,957 (41,560) 142,587 (32,011) (81,248) 23,644

Lessthan 1-3 3-12 1-5 More Non- Carrying
1 month months months years than interest amount

5years bearing

December 31, 2021

ASSETS
Cash and cash equivalents - - - - - 51,068 51,068
Due from banks - - 122 - - 2,502 2,624
Loansto customers 37,221 37,617 137,775 167,476 42,613 422,702
Investment securities 159 1,955 3,581 2,008 - - 7,703
Other financial assets - - - - - 6,964 6,964
Total financial assets 37,380 39,572 141,478 169,484 42,613 60,534 491,061
LIABILITIES
Current accounts and deposits

from customers 29,428 17,428 218,664 33,633 8 62,499 361,660
Other borrowed funds 930 1,363 7,645 22,004 45,687 - 77,629
Subordinated borrowings 1,186 - - 8,500 - - 9,686
Deposits and balances from

banks - - 3,051 - - 4 3,055
Lease liability 228 449 1,932 7,001 2,161 - 11,771
Other financial liabilities - - - - - 8,791 8,791
Total financial liabilities 31,772 19,240 231,292 71,138 47,856 71,294 472592
Net liquidity gap 5,608 20,332 (89,814) 98,346 (5,243)  (10,760) 18,469
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Average effective interest rates

The table below displays average effective interest rates for interest-bearing assets and
liabilities as at December 31, 2022 and 2021. These interest rates are an approximation of
the yields to maturity of these assets and liabilities.

2022 2021
Aver age effective interest Aver age effective interest
rate, % rate, %
AZN usb EUR AZN usb EUR

Interest-bearing assets
Cash and cash equivalents 5.43% - 3.33% - - -
Loans to customers 1551% 6.15% 5.33% 1516%  7.14% 5.19%
Investment securities 758% 4.35% - 547%  5.40% -
Interest-bearing liabilities
Current accounts and deposits

from customers 9.63% 1.70% 0.50% 1193% 1.80%  0.02%
Other borrowed funds 2.94% - - 2.83% - -
Subordinated borrowings - 281% - - 3.00% -
Deposits and balances from banks - - - 8.50% - -
Lease liability 10% - - 10% - -

I nterest rate sensitivity analysis

The management of interest rate risk based on interest rate gap analysis, is supplemented by
monitoring the sensitivity of financial assets and liabilities. An analysis of sensitivity of net
profit or loss and equity (net of taxes) to changes in interest rates (repricing risk), based on
asimplified scenario of a 100 basis point (bp) symmetrical fall or risein all yield curvesand
positions of interest-bearing assets and liabilities existing as at December 31, 2021 and 2020

isasfollows:
December 31, December 31,
2022 2021
100 bp parall€ fall (189) (148)
100 bp parallel rise 189 148

(ii) Currency risk
The Bank has assets and liabilities denominated in severa foreign currencies.
Currency risk istherisk that the fair value or future cash flows of afinancia instrument will
fluctuate because of changesin foreign currency exchange rates. Although the Bank hedges

its exposure to currency risk, such activities do not qualify as hedging relationships in
accordance with IFRS.
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The following table shows the foreign currency exposure structure of financia assets and
liabilities as at December 31, 2022:

AZN usD EUR Other Total
currencies

ASSETS
Cash and cash equivalents 73,513 18,426 12,818 312 105,069
Due from banks 16,955 6,781 - - 23,736
Loans to customers 551,987 43,681 292 595,960
Investment securities 6,633 14,104 - - 20,737
Other financial assets 7,002 475 22 7,499
Total financial assets 656,090 83,467 13,132 312 753,001
Swap agreements 5,100 74,525 - - 79,625
LIABILITIES
Deposits and balances from

banks 4 - - - 4
Current accounts and deposits

from customers 460,308 109,056 13,014 234 582,612
Other borrowed funds 87,177 - - - 87,177
Subordinated borrowings - 36,021 - - 36,021
Lease liability 11,805 - - - 11,805
Other financial liabilities 10,648 1,074 16 - 11,738
Total financial liabilities 569,942 146,151 13,030 234 729,357
Swap agreements 74,525 5,100 - - 79,625
Net position 16,723 6,741 102 78

The following table shows the foreign currency exposure structure of financia assets and
liabilities as at December 31, 2021:

AZN usb EUR Other Total
currencies

ASSETS
Cash and cash equivalents 22,433 26,903 1,323 409 51,068
Due from banks 1,236 1,388 - - 2,624
Loansto customers 386,190 35,986 526 422,702
Investment securities 5,691 2,012 - - 7,703
Other financial assets 6,706 251 7 - 6,964
Total financial assets 422 256 66,540 1,856 409 491,061
Swap agreements 5,100 51,000 - - 56,100
LIABILITIES
Deposits and balances from

banks 3,055 - - - 3,055
Current accounts and deposits
from customers 266,581 93471 1,458 150 361,660
Other borrowed funds 77,629 - - - 77,629
Subordinated borrowings - 9,686 - - 9,686
Lease liability 11,771 - - - 11,771
Other financia liabilities 8,092 693 6 - 8,791
Total financial liabilities 367,128 103,850 1,464 150 472,592
Swap agreements 51,000 5,100 - - 56,100
Net position 9,228 8,590 392 259
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A weakening of the AZN, as indicated below, against the following currencies at
December 31, 2022 and 2021, would have decreased equity and profit or |oss by the amounts
shown below. This analysisis on net of tax basis and is based on foreign currency exchange
rate variances that the Bank considered to be reasonably possible at the end of the reporting
period. The analysis assumes that all other variables, in particular interest rates, remain
constant.

December 31, December 31,
2022 2021

20% appreciation of USD against AZN 1,348 1,718
20% appreciation of EUR against AZN 20 78

A strengthening of the AZN against the above currencies at December 31, 2022 and 2021
would have had the equal but opposite effect on the above currencies to the amounts shown
above, on the basisthat al other variables remain constant.

(f) Credit risk

Credit risk istherisk of financial lossto the Bank if acustomer or counterparty to afinancia
instrument fails to meet its contractual obligations. The Bank has policies and procedures for
the management of credit exposures (both for recognized financial assets and unrecognized
contractual commitments), including guidelines to limit portfolio concentration and the
establishment of a Credit Committee, which actively monitors credit risk. The credit policy is
reviewed and approved by the Management Board.

The credit policy establishes:

e proceduresfor review and approval of loan credit applications;

¢ methodology for the credit assessment of borrowers (corporate and individual);

¢ methodology for the credit assessment of counterparties, issuers and insurance
companies;

o methodology for the evaluation of collateral;

o credit documentation requirements;

e procedures for the ongoing monitoring of loans and other credit exposures.

Corporate |oan credit applications are originated by the relevant client managers and are then
passed on to the Loan Department, which is responsible for the corporate loan portfolio.
Analysis reports are based on a structured analysis focusing on the customer’s business and
financial performance. The loan credit application and the report are then independently
reviewed by the Risk Management Department and a second opinion is given accompanied
by verification that credit policy requirements are met. The Credit Committee reviews the
loan credit application on the basis of submissions by the Loan Department and the Risk
Department. Individual transactions are also reviewed by the Legal, Accounting and Tax
departments depending on the specific risks and pending final approval of the Credit
Committee.
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The Bank continuously monitors the performance of individual credit exposuresand regularly
reassesses the creditworthiness of its customers. The review is based on the customer’s most
recent financial statements and other information submitted by the borrower, or otherwise
obtained by the Bank. Retail loan credit applications are reviewed by the Retail Lending
Department through the use of assessment of eligibility to each loan product criteria and
application data verification procedures developed together with the Risk Management
Department.

Apart from individual customer analysis, the credit portfolio is assessed by the Risk
Management Department with regard to credit concentration and market risks.

The maximum exposure to credit risk is generally reflected in the carrying amounts of
financial assets in the statement of financia position and unrecognized contractual
commitment amounts. The impact of possible netting of assets and liabilities to reduce
potential credit exposure is not significant.

The maximum exposure to credit risk from financial assets at the reporting dateis asfollows:

December 31, December 31,
2022 2021

ASSETS
Cash and cash equivalents (excluding cash on hand) 86,190 35,723
Due from banks 23,736 2,624
Loans to customers (excluding cash deposits and precious

metals) 570,133 409,618
Investment securities (excluding equity securities) 20,737 7,703
Other financial assets 7,499 6,964
Total maximum exposure 708,295 462,632

Collateral generaly is not held against clams under derivative financial instruments,
investmentsin securities, and loansto banks, except when securitiesare held as part of reverse
repurchase and securities borrowing activities. For the analysis of collatera held against loans
to customers and concentration of credit risk in respect of loans to customersrefer to Note 15.

Credit risk - Amountsarising from ECL

I nputs, assumptions and techniques used for estimating impair ment

See the accounting policy in Note 3.

Significant increasein credit risk

When determining whether the risk of default on a financial instrument has increased
significantly since initial recognition, the Bank considers reasonable and supportable
information that is relevant and available without undue cost or effort. This includes both
quantitative and qualitative information and analysis, based on the Bank’s historical

experience and expert credit assessment and including forward-looking information.

The objective of the assessment is to identify whether a significant increase in credit risk has
occurred for exposure by comparing:
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e theremaining lifetime probability of default (PD) as at the reporting date; with
e theremaining lifetime PD for this point in time that was estimated at the time of initia
recognition of the exposure.

The Bank uses three criteria for determining whether there has been a significant increasein
credit risk:

e (uantitative test based on movement in probability of default (PD);

e (ualitativeindicators; and

o backstop of 30 days past due, except for transactionswith financial institutionsand issuers
of securities, for which a backstop of 1-7 days past dueis applied.

Generating the term structure of PD

TheBank callects performance and default information about its credit risk by type of product
as well as by borrower’s segment. For some portfolios, information purchased from external
credit reference agenciesis also used.

The Bank employs statistical models to analyse the data collected and generate estimates of
the remaining lifetime PD of exposures and how these are expected to change as a result of
the passage of time.

Determining whether credit risk hasincreased significantly

The Bank assesses whether credit risk has increased significantly since initial recognition at
each reporting period. Determining whether an increase in credit risk is significant depends
on the characteristics of the financial instrument and the borrower, and the geographical

region.

What is considered significant will differ for different types of lending, in particular between
corporate and retail.

As a genera indicator, credit risk of a particular exposure is deemed to have increased
significantly since initial recognition if, the following qualitative and quantitative criteria
exist:

o thepresenceof thefact of overduedebt for 31-90 daysfor all segments except transactions
with financial institutions and issuers of securities;

o the presence of the fact of debt overdue by 1-7 working days for transactions with
financial institutions and issuers of securities;

¢ thepresence of the change of termsof afinancial instrument contract resulted not dueto the
borrower's inability to perform the obligations specified in the contract, and not due to a
deterioration in the credit quality of the borrower (referred as “ “good” restructuring ”);

e for corporate sector, the presence of a significant increase in credit risk under other
agreements of the borrower;

e cured Stage 3 exposure transferred to Stage 2, which is not yet passed probation period.

Days past due are determined by counting the number of days since the earliest elapsed due
date in respect of which full payment has not been received. Due dates are determined
without considering any grace period that might be available to the borrower; and
quantitative criteria (only for financial institutions and issuers of securities):
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¢ the relative change in the external rating at the reporting date compared to the external
rating at the recognition date according to the criteriagiven in Table 1.

Table 1: Criteriafor determining a significant increase in credit risk depending on the value

of the external rating upon initial recognition.

Significant increase
Counterparty external rating at initial recognition in credit risk
assigned:
Moody's Fitch P
1 AAA AAA AAA
2 Aal AA+ AA+
3 Aa2 AA AA
4 Aa3 AA- AA- Low credit risk:
5 Al A+ At crite_rionisnot
6 A2 A A applied
7 A3 A- A-
8 Baal BBB+ BBB+
9 Baa2 BBB BBB
10 Baa3 BBB- BBB-
11 Bal BB+ BB+
12 Ba2 BB BB Decrease of rating
13 Ba3 BB- BB- by 2 notches
14 Bl B+ B+
15 B2 B B
16 B3 B- B-
17 Caal Decrease of rating
18 Caa2 by 1 notch
19 Can3 CCc-C CCcc-C
20 Ca-C
21 D D D

If thereis evidence that thereis no longer asignificant increase in credit risk relative to initial
recognition, then the loss allowance on an instrument returnsto being measured as a12-month
ECL. Some qualitative indicators of an increase in credit risk, such as delinquency of
forbearance, may be indicative of an increased risk of default that persists after the indicator

itself has ceased to exist.

In these cases, the Bank determines a probation period during which the financial asset is
required to demonstrate good behaviour to provide evidence that its credit risk has declined
sufficiently. Probation criteriafor recovery and transfer of financial instrumentsto Stage 1is
not delinquent by more than 30 days for six consecutive reporting months.

71



“YELO BANK” OPEN JOINT-STOCK COMPANY

NOTES TO, AND FORMING PART OF, THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2022 (Continued)
(In thousands of Azerbaijan Manats, unless otherwise indicated)

The Bank monitors the effectiveness of the criteria used to identify significant increasesin
credit risk by regular reviews to confirm that:

e thecriteria are capable of identifying significant increases in credit risk before exposure
isin default;

o the average time between the identification of a significant increase in credit risk and
default appears reasonable;

e exposures are not generally transferred directly from 12-month ECL measurement to
credit-impaired.

Definition of default
The Bank considers afinancial asset to be in default when:

o therearemorethan 90 calendar days of overdue debt at the reporting date for all segments
except transactions with financial institutions and issuers of securities,

o there are more than 7 working days of overdue debt at the reporting date for transactions
with financial institutions and issuers of securities;

o there is default/forced restructuring due to the financial difficulties of the borrower
(applicable except for transactions with financial institutions and securities). Default /
forced restructuring refers to a change in the terms of a contract recognized as a forced
restructuring by the Bank, which is a consequence of the borrower's inability to perform
the obligations specified in the contract, and is caused by a deterioration in the credit
quality of the borrower, where one of the indicatorsis the presence of more than 60 days
delinquency the day before the restructuring (referred as  “bad” restructuring ”);

e there is revocation of the license and the introduction of an interim administration
(applicable to financia ingtitutions).

In assessing whether a borrower is in default, the Bank considers indicators that are:

e (ualitative — e.g. breaches of covenant;

e (uantitative — e.g. overdue status and non-payment on another obligation of the same
issuer/borrower to the Bank: for the corporate segment default is set on customer level,
i.e. if one of the corporate customers has default under another agreement, all exposures
are default. For other segments default is identified on individual exposure level; and

e based on data devel oped internally and obtained from external sources.

Inputsinto the assessment of whether afinancial instrument isin default and their significance
may vary over time to reflect changesin circumstances.

Incorporation of forward-looking information

The Bank incorporates forward-looking information into expected credit loss impairment
model in PD component level.

The Bank formulates one economic scenario: a base case. The base case is aligned with
information used by the Bank for other purposes such as strategic planning and budgeting.
External information considered includes economic data and forecasts published by
governmental bodies and monetary authorities in the country where the Bank operates, such
asthe CBAR, State Statistic Committee and Ministry of Finance and selected private sector
and academic forecasters.
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The Bank has identified and documented key drivers of credit risk and credit losses for each
portfolio of financia instruments. Using an analysis of historical data, the Bank has estimated
relationshi ps between macroeconomic variables and default rates.

The key drivers depend on portfolio segment. The economic scenarios used as at
December 31, 2022 included the following key indicators for the Republic of Azerbaijan for
the years ending December 31, 2022 through 2025.

Key driver 2022 2023 2024 2025
Real GDP Growth 4.6% 2.5% 2.5% 2.5%
Nominal GDP
(in thousands AZN) 132,486 121,057 127,551 134,351
CPI Annual average, % 13.9% 10.8% 8.0% 6.0%

Predicted relationships between the key indicator and default and loss rates on various
portfolios of financial assets have been devel oped based on analysing historical data over the
past 4 years.

Modified financial assets

The contractual terms of aloan may be modified for anumber of reasons, including changing
market conditions, customer retention and other factors not related to current or potential
credit deterioration of the customer. An existing loan whose terms have been modified may
be derecognized and the renegotiated | oan recognized asanew loan at fair valuein accordance
with the accounting policy set out in Note 3.

The modification of contractual terms of a financia asset is an indicator of a significant
increase in credit risk, unless the modification is default / forced restructuring which is an
indicator of default of the financial asset. A customer needs to demonstrate consistently good
payment behavior over a period of time before the exposure is no longer considered to be
credit-impaired/ in default or the PD is considered to have decreased such that the loss
allowance reverts to being measured at an amount equal to a 12-month ECL.

The Bank renegotiates loans to customers in financial difficulties (referred to as ‘forbearance
activities’) to maximise collection opportunities and minimise the risk of default. Under the
Bank’s forbearance policy, loan forbearance is granted on a selective basis if the debtor is
currently in default on its debt or if there is a high risk of default, there is evidence that the
debtor made all reasonable efforts to pay under the original contractual terms and the debtor
is expected to be able to meet the revised terms.

The revised terms usualy include extending the maturity, changing the timing of interest
payments and interest rate. Both retail and corporate loans are subject to the forbearance

policy.

For financial assets modified as part of the Bank’s forbearance policy, the estimate of PD
reflects whether the modification has improved or restored the Bank’s ability to collect
interest and principal and the Bank’s previous experience of similar forbearance action. As
part of this process, the Bank evaluates the borrower’s payment performance against the
modified contractual terms and considers various behavioural indicators.
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Measurement of ECL
Thekey inputsinto the measurement of ECL are the term structure of the following variables:

e probability of default (PD);
e lossgiven default (LGD);
e exposure at default (EAD).

The Bank calculates ECL for loans to customers portfolio on a collective basis and on an
individual review basis for significant default loan exposure on customer level. Individua
assessment incorporates estimation of probability-weighted recoverable amount. ECL on a
collective basisis described bel ow.

ECL for exposures in Stage 1 is calculated by multiplying the 12-month PD by LGD and
EAD. Lifetime ECL is calculated by multiplying the lifetime PD by LGD and EAD.

The methodology of estimating PDs is discussed above under the heading “Generating the
term structure of PD”.

The Bank estimates LGD parameters based on the history of recovery rates of claims against
defaulted counterparties. The LGD models consider the structure, collateral and recovery
costs of any collateral that is integral to the financial asset. For loans secured by retail
property, LTV ratiosare akey parameter in determining LGD. LGD estimates arerecalibrated
to reflect possible changes in property prices. They are calculated on a discounted cash flow
basis using the effective interest rate as the discounting factor.

EAD represents the expected exposure in the event of a default. The Bank derives the EAD
from the current exposure to the counterparty and potential changes to the current amount
allowed under the contract and arising from amortisation. The EAD of afinancial asset isits
gross carrying amount at the time of default. For lending commitments, the EAD is the
maxi mum amounts that may be drawn under the contract at the reporting date, if overdue days
of the loan is less than 30 days as otherwise the card is blocked; and, in credit limits for
business customers, if the credit limit is revolving. For financial guarantees, the EAD
represents the guarantee exposure when the financial guarantee becomes payable.

As described above, and subject to using a maximum of a 12-month PD for Stage 1 financial
assets, the Bank measures ECL considering the risk of default over the maximum contractual
period (including any borrower’s extension options) over which it is exposed to credit risk,
even if, for credit risk management purposes, the Bank considers a longer period. The
maximum contractual period extends to the date at which the Bank has the right to require
repayment of an advance or terminate aloan commitment or guarantee.

Where modelling of a parameter is carried out on a collective basis, the financial instruments
are grouped on the basis of instrument type.

The groupings are subject to regular review to ensure that exposures within a particular Bank
remain appropriately homogeneous.

For portfolios in respect of which the Bank has limited historical data, external benchmark
information is used to supplement the internally available data. The portfolios for which
external benchmark information represents a significant input into measurement of ECL are
asfollows.
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Exter nal benchmar ks used

Exposure PD LGD
Cash and cash equivalents
(excluding cash on hand) Moody’s default study Moody’s recovery studies
Due from banks Moody’s default study Moody’s recovery studies
Investment securities Moody’s default study Moody’s recovery studies
Other financial assets Moody’s default study Moody’s recovery studies

(g) Liquidity risk

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations
associated with its financia liabilities that are settled by delivering cash or another financial
asset. Liquidity risk exists when the maturities of assets and liabilities do not match. The
matching and or controlled mismatching of the maturities and interest rates of assets and
liabilitiesis fundamental to liquidity management. It is unusual for financial institutions ever
to be completely matched since business transacted is often of an uncertain term and of
different types. An unmatched position potentially enhances profitability, but can also
increase the risk of losses. The Bank maintains liquidity management with the objective of
ensuring that funds will be available at all times to honor all cash flow obligations as they
become due. The liquidity policy is reviewed and approved by the Supervisory Board.

The Bank seeks to actively support a diversified and stable funding base comprising debt
securitiesin issue, long-term and short-term loans from other banks, core corporate and retail
customer deposits, accompanied by diversified portfolios of highly liquid assets, in order to
be able to respond quickly and smoothly to unforeseen liquidity requirements. The liquidity
management policy requires:

e projecting cash flows by major currencies and considering the level of liquid assets
necessary in relation thereto;

maintaining a diverse range of funding sources;

managing the concentration and profile of debts;

maintaining debt financing plans;

maintaining a portfolio of highly marketable assets that can easily be liquidated as
protection against any interruption to cash flow;

e maintaining liquidity and funding contingency plans;

e monitoring liquidity ratios against regulatory requirements.

The Treasury Department receives information from business units regarding the liquidity
profile of their financial assets and liabilities and details of other projected cash flows arising
from projected future business. The Treasury Department then provides for an adequate
portfolio of short-term liquid assets to be maintained, largely made up of short-term liquid
trading securities, loans to banks and other inter-bank facilities, to ensure that sufficient
liquidity is maintained within the Bank as awhole.

Thedaily liquidity position is monitored and regular liquidity stress testing under avariety of
scenarios covering both normal and more severe market conditions is performed by the
Treasury Department. Under normal market conditions, liquidity reports covering the
liquidity position are presented to senior management on a weekly basis. Decisions on
liquidity management are made by ALCO and implemented by the Treasury Department.
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The following tables show the undiscounted cash flows on financia liabilities and credit-
related commitments on the basis of their earliest possible contractual maturity. The total
gross outflow disclosed in the tables is the contractual, undiscounted cash flow on the
financial liability or credit-related commitment. For issued financia guarantee contracts, the
maximum amount of the guarantee is allocated to the earliest period in which the guarantee
can be called.

The maturity analysis for financia liabilities as at December 31, 2022 is as follows:

Demand From From Fromlto More Total Carrying
and less 1to3 3to12 Syears than 5 gross amount
than months  months years amount
1 month outflow
LIABILITIES
Current accounts and deposits
from customers 227,337 52,410 243,872 83,194 5 606,818 582,612
Other borrowed funds 1,453 2,382 12,043 32,650 75,382 123,910 87,177
Subordinated borrowings 1,466 43 8,665 - 29,708 39,882 36,021
Deposits and balances from
banks 4 - - - - 4 4
Leaseliahility 250 500 2,236 9,081 3,992 16,059 11,805
Other financial liabilities 11,738 - - - - 11,738 11,738
Total financial liabilities 242,248 55,335 266,816 124,925 109,087 798411 729,357
Credit-related commitments 30,883 - - - - 30,883 30,883

The maturity analysis for financial liabilities as at December 31, 2021 is as follows:

Demand From From Fromlto More Total Carrying
and less 1to3 3to12 Syears than 5 gross amount
than months  months years amount
1 month outflow
LIABILITIES
Current accounts and deposits
from customers 93,805 20,998 227,270 35,489 9 377571 361,660
Other borrowed funds 1,121 1,743 9,291 29,087 69,565 110,807 77,629
Subordinated borrowings 1,207 43 191 8,728 - 10,169 9,686
Deposits and balances from
banks 25 43 3,195 - - 3,263 3,055
Lease liability 229 458 2,059 9,291 4,801 16,838 11,771
Other financial liabilities 8,791 - - - - 8,791 8,791
Total financial liabilities 105,178 23,285 242,006 82,595 74,375 527,439 472,592
Credit-related commitments 30,590 - - - - 30,590 30,590
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The maturity analysis for financial liabilities as at December 31, 2022 is as follows:

In accordance with Azerbaijani legislation, individuals and legal entities can withdraw their
term deposits at any time, forfeiting in most of the cases the accrued interest. These deposits
are classified in accordance with their stated maturity dates in the above-undiscounted
maturity tables. The Management of the Bank does not expect that individuals and legal
entities withdraw their term deposits before their stated maturity dates. Also, the Bank
developed a liquidity model to manage its liquidity. The table below shows an analysis, by
expected maturities, of the amounts recognized in the statement of financial position as at
December 31, 2022;

Demand From1 From 3 From1l Morethan No Overdue Total
and less to to to S5years  maturity
than 3months 12months 5years
1 month
Cash and cash
equivalents 95,668 9,401 - - - - - 105,069
Due from banks - - - - - 23,736 - 23,736
Loansto
customers 38,420 56,091 206,238 246,908 45,313 - 2,990 595,960
Investment
securities 1,834 8,671 4,377 5,855 - - - 20,737
Other financial
assets 6,862 - 170 467 - - - 7,499
Total financial
assets 142,784 74,163 210,785 253,230 45,313 23,736 2,990 753,001
Deposits and
balances from
banks 4 - - - - - - 4
Current accounts
and deposits
from customers 26,310 47,752 231,460 78,609 5 198,476 - 582,612
Other borrowed
funds 1,252 1,964 10,123 24,758 49,080 - - 87,177
Subordinated
borrowings 1,444 - 8,500 - 26,077 - - 36,021
Lease liability 251 490 2,092 6,809 2,163 - - 11,805
Other financial
liabilities 11,738 - - - - - - 11,738
Total financial
liabilities 40,999 50,206 252,175 110,176 77,325 198,476 - 729,357
Net position 101,785 23,957 (41,390) 143,054 (32,012) (174,740) 2,990 23,644
Cumulative
liquidity gap 101,785 125,742 84,352 227,406 195,394 20,654 23,644
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The table below shows an analysis, by expected maturities, of the amounts recognized in the
statement of financial position as at December 31, 2021:

Demand From1 From 3 From1 Morethan No Overdue Total
and less to to to S5years  maturity
than 3months 12 months S5years
1 month
Cash and cash
equivalents 51,068 - - - - - - 51,068
Due from banks - - 122 - - 2,502 - 2,624
Loansto
customers 29,828 37,617 137,775 167,476 42,613 - 7,393 422,702
Investment
securities 159 1,955 3,581 2,008 - - - 7,703
Other financial
assets 6,264 - 100 600 - - - 6,964
Total financial
assets 87,319 39,572 141,578 170,084 42,613 2,502 7,393 491,061
Deposits and
balances from
banks 4 - 3,051 - - - - 3,055
Current accounts
and deposits
fromcustomers 12,172 17,428 218,664 33,633 8 79,755 - 361,660
Other borrowed
funds 930 1363 7,645 22,004 45,687 - - 77,629
Subordinated
borrowings 1,186 - - 8500 - - - 9,686
Lease liability 228 449 1,932 7,001 2,161 - - 11,771
Other financial
liabilities 8,791 - - - - - - 8,791
Total financial
liabilities 23,311 19,240 231,292 71,138 47,856 79,755 - 472592
Net position 64,008 20,332 (89,714) 98,946 (5243) (77,253) 7,393 18,469
Cumulative
liquidity gap 64,008 84,340 (5,374) 93,572 88,329 11,076 18,469

The key measure used by the Bank for managing liquidity risk isthe liquidity ratio stipulated

by the CBAR.

The Bank calculates this mandatory liquidity ratio on a daily basis in accordance with the
requirement of the CBAR. This ratio is represented by the instant liquidity ratio, which is
calculated as the ratio of highly liquid assets to liabilities payable on demand based on

statutory figures.

The Bank was in compliance with these ratios as at December 31, 2022 and 2021. The
following table shows the mandatory liquidity ratios calculated as at December 31, 2022 and

2021.

Instant liquidity ratio

Requirement

2022 (unaudited)

2021 (unaudited)

Not less than 30%

52.80%

59.51%

78



“YELO BANK” OPEN JOINT-STOCK COMPANY

NOTES TO, AND FORMING PART OF, THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2022 (Continued)
(In thousands of Azerbaijan Manats, unless otherwise indicated)

30.

(h) Operational risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes
associated with the Bank’s processes, personnel, technology and infrastructure, and from
external factors other than credit, market and liquidity risks, such as those arising from legal
and regulatory requirements and generally accepted standards of corporate behavior.
Operational risks arise from all of the Bank’s operations.

The Bank’s objective is to manage operational risk so as to balance the avoidance of financia
losses and damage to the Bank’s reputation with overall cost-effectiveness and innovation. In
al cases, the Bank poalicy requires compliance with all applicable legal and regulatory
requirements.

The Bank manages operational risk by establishing interna controls that management
determines to be necessary for each area of its operations.

CAPITAL MANAGEMENT
The CBAR sets and monitors capital requirements for the Bank.

The Bank defines as capital those items defined by statutory regulation as capital for credit
ingtitutions. Under the current capital requirements set by the CBAR, banks have to maintain
a ratio of capital to risk-weighted assets (statutory capita ratio) above the prescribed
minimum level. Asat December 31, 2022, this minimum level was 10% (December 31, 2021
10%). The Bank was in compliance with the statutory capital ratio as at December 31, 2022
and 2021.

The Bank maintains capital adequacy at the level appropriate to the nature and volume of its
operations.

The Bank provides the CBAR with information on mandatory ratios in accordance with set
form. Risk department controls on daily basis compliance with capital adequacy ratios.

In case values of capital adequacy ratios become close to set limits set by the CBAR and
Bank’s internal policy thisinformation is communicated to the Supervisory Board.

The calculation of capital adequacy based on requirements set by the CBAR was as follows:

December 31, December 31,
2022 2021
(unaudited) (unaudited)
Total statutory capital 93,405 63,247
Risk-weighted assets 711,648 496,180
Capital adequacy ratio (%) 13.13% 12.75%
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Credit-related commitments and guar antees

The Bank has outstanding credit-related commitments to extend loans. These credit-related
commitments take the form of approved loans and credit card limits and overdraft facilities.

The Bank provides financial guarantees and letters of credit to guarantee the performance of
customers to third parties. These agreements have fixed limits and generally extend for a
period of up to five years. The Bank also provides guarantees by acting as a settlement agent
in securities borrowing and lending transactions.

The Bank applies the same credit risk management policies and procedures when granting
credit commitments, financial guarantees and letters of credit asit does for granting loans to
customers.

The contractual amounts of credit-related commitments are set out in the following table by
category.

December 31, December 31,
2022 2021
Contracted amount
Guarantees issued 6,240 3,742
Undrawn credit lines 24,643 26,848
Total credit-related commitments and guar antees 30,883 30,590
Provision (645) (619)

The total outstanding contractual credit-related commitments above do not necessarily
represent future cash requirements, as these credit-related commitments may expire or
terminate without being funded. The mgjority of loan and credit line commitments do not
represent an unconditional credit-related commitment by the Bank.

The following tables show reconciliations from the opening to the closing balances of
provisions. All balances relate to Stage 1.

2022 2021
Stage 1 Total Stage 1 Total
Provisions
Balance at January 1 619 619 885 885
Net remeasurement of |oss
alowance 26 26 (266) (266)
Balance at December 31 645 645 619 619
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31.

CONTINGENCIES

(a) Insurance

32.

Theinsurance industry in the Republic of Azerbaijan isin adeveloping state and many forms
of insurance protection common in other parts of the world are not yet generaly available.
The Bank does not have full coverage for its premises and equipment, business interruption,
or third-party liability in respect of property or environmental damage arising from accidents
on its property or relating to operations. Until the Bank obtai ns adequate i nsurance coverage,
thereisarisk that the loss or destruction of certain assets could have amaterial adverse effect
on operations and financial position.

The Bank has obtained an international comprehensive banking risk insurance policy
(“BBB” — Bankers Blanket Bond) covering professional activities and crimes, including
electronic and computer crimes.

(b) Litigation

In the ordinary course of business, the Bank is subject to legal actions and complaints.
Management believes that the ultimate liability, if any, arising from such actions or
complaints will not have a material adverse effect on the financial condition or the results of
future operations.

(¢) Taxation contingencies

Thetaxation system in Azerbaijan is relatively new and is characterised by frequent changes
in legidation, official pronouncements and court decisions, which are often unclear,
contradictory and subject to varying interpretations by different tax authorities. Taxes are
subject to review and investigation by various levels of authorities, which have the authority
to impose severe fines and interest charges. A tax year generally remains open for review by
the tax authorities for three subsequent calendar years; however, under certain circumstances,
atax year may remain open longer.

These circumstances may create tax risks in the Azerbaijan Republic that are substantially
more significant than in ather countries. Management believes that it has provided adequately
for tax liabilities based on its interpretations of applicable Azerbaijani tax legislation, official
pronouncements and court decisions. However, the interpretations of the relevant authorities
could differ and the effect on the financial position, if the authorities were successful in
enforcing their interpretations, could be significant.

RELATED PARTY TRANSACTIONS

(a) Contral relationships

The Bank’s parent company was “Topaz Investment Limited” CJSC (the “Parent”) until
March 2022. The Bank was ultimately controlled by asingleindividua, Mr. Vagit Alekperov,
until March 2022. From March 2022, the Bank was ultimately controlled by a single
individual, Ms. Marina Kulishova.
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(b) Transactionswith the members of the Supervisory Board and the Management
Board

Tota remuneration included in personnel expenses for the years ended December 31, 2022
and 2021 isasfollows:

2022 2021
Short-term employee benefits (5,712) (4,479)
Total short-term employee benefits (5,712) (4,479)

These amounts include cash benefitsin respect of the members of the Supervisory Board and
the Management Board.

The outstanding balances and average effective interest rates as at December 31, 2022 and
2021 for transactions with the members of the Supervisory Board and the Management Board
areasfollows:

2022 Average 2021 Average
effective effective
interest rate interest rate
Statement of financial
position
Loansissued (gross) 465 9% 380 9%
Loan impairment allowance 3 - 1 -
Customer accounts 412 9% 386 -
Commitments on loans and
undrawn credit lines 39 11% 164 11%
Other liability 1,900 - 1,727 -

Amounts included in profit or loss in relation to transactions with the members of the
Supervisory Board and the Management Board for the year ended December 31, are as
follows:

2022 2021
Profit or loss
Interest income calculated using the effective interest rate 30 42
Interest expense (44) (13)
Other genera and administrative expenses (285) (286)

Impairment losses 3 (D]
Net gain on trading in foreign currencies -

(¢) Transactionswith other related parties

The outstanding balances and the related average effective interest rates as at December 31,
2022 and related profit or loss amounts of transactions for the year ended December 31, 2022
with other related parties are as follows:
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Ultimate controlling Shareholders  Other related parties  Total
party
Average Average Average
interest interest interest
rate, % rate, % rate, %
Statement of financial
position
ASSETS
Other assets - - - - 269 - 269
LIABILITIES
Customer accounts 26,870 9% 36 6% 16,763 1.14% 43,669
Other liability 28 - 479 - - - 507
Commitments on loans and
unused credit lines - - - - 5 1% 5
Profit (loss)
Interest income - - - - - - -
Interest expense (1,399) - (70) - (33) - (1,502)
Fee com income 24 - 1 - 182 - 207
Fee com expense - - - - (95) - (95)
Other genera and
admini strative expenses - - (42) - (50) - (92
Net gain on trading in foreign
currencies 561 - - - 85 - 646
Net result from foreign
currency derivatives 341 - - - - - 341

The outstanding balances and the related average effective interest rates as at December 31,
2021 and related profit or loss amounts of transactions for the year ended December 31, 2021

with other related parties are as follows:

Ultimate controlling
party

Shar eholders

Other related parties

Total

Average
interest
rate, %

Statement of financial

position

LIABILITIES
Customer accounts 24,465 5%
Subordinated borrowings - -
Commitments on loans and

unused credit lines - -
Profit (loss)
Interest income -
Interest expense (512 -
Other general and

administrative expenses - -
Net gain on trading in foreign

currencies - -
Net result from foreign

currency derivatives 273 -

Average
interest
rate, %

5,282 -
9,686 3%

(257) -

19,694

(168)

13

Average
interest
rate, %

The magjority of balances resulting from transactions with related parties mature within two
years. Transactions with related parties are not secured.
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33. FINANCIAL ASSETSAND LIABILITIES: FAIR VALUESAND ACCOUNTING

CLASSIFICATIONS

(@) Accounting classificationsand fair values

Thetable bel ow sets out the carrying amounts and fair val ues of financia assets and financial
liabilities as at December 31, 2022:

Amortized FVOCI Total Fair
cost carrying value
amount

Cash and cash equivalents 105,069 - 105,069 105,069
Due from banks 23,736 - 23,736 23,736
Loans to customers 595,960 - 595,960 595,960
Investment securities 14,111 6,626 20,737 20,737
Other financial assets 7,499 - 7,499 7,499

746,375 6,626 753,001 753,001
Deposits and balances from banks 4 - 4 4
Current accounts and deposits from
customers 582,612 - 582,612 582,612
Other borrowed funds 87,177 - 87,177 87,177
Subordinated borrowings 36,021 - 36,021 36,021
Lease liability 11,805 - 11,805 11,805
Other financial liabilities 11,738 - 11,738 11,738

729,357 - 729,357 729,357

Thetable bel ow setsout the carrying amounts and fair values of financial assetsand financial
liabilities as at December 31, 2021:

Amortized Total Fair
cost carrying value
amount
Cash and cash equivalents 51,068 51,068 51,068
Due from banks 2,624 2,624 2,624
Loansto customers 422,702 422,702 422,702
Investment securities 7,703 7,703 7,703
Other financia assets 6,964 6,964 6,964
491,061 491,061 491,061
Deposits and balances from banks 3,055 3,055 3,055
Current accounts and deposits from customers 361,660 361,660 361,660
Other borrowed funds 77,629 77,629 77,629
Subordinated borrowings 9,686 9,686 9,686
Lease liability 11,771 11,771 11,771
Other financial liabilities 8,791 8,791 8,791
472,592 472,592 472,592

The estimates of fair value are intended to approximate the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between market
participants a the measurement date. However, given the uncertainties and the use of
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subjective judgment, the fair value should not be interpreted as being realisable in an
immediate sale of the assets or transfer of liabilities.

Fair values of financial assets and financial liabilities that are traded in active markets are
based on quoted market prices or dealer price quotations. For al other financial instruments,
the Bank determines fair values using other valuation techniques.

The objective of valuation techniquesisto arrive at afair value determination that reflects
the price that would be received to sell the asset or paid to transfer the liability in an orderly
transaction between market participants at the measurement date.

Vauation techniques include net present value and discounted cash flow models,
comparison to similar instruments for which market observable prices exist. Assumptions
and inputs used in valuation techniques include risk-free and benchmark interest rates, credit
spreads and other premia used in estimating discount rates, bond and equity prices, foreign
currency exchange rates, equity and equity index prices and expected price volatilities and
correlations. The objective of valuation techniquesisto arrive at afair value determination
that reflects the price of the financial instrument at the reporting date that would have been
determined by market participants acting at arm’s length.

The Bank uses widely recognized valuation models for determining the fair value of
common and more simple financial instruments, like interest rate and currency swaps that
use only observable market data and require little management judgment and estimation.
Observable prices and model inputs are usualy available in the market for listed debt and
equity securities, exchange-traded derivatives and simple over-the-counter derivatives like
interest rate swaps.

For more complex instruments, the Bank uses proprietary valuation models. Some or all of
the significant inputsinto these models may not be observable in the market, and are derived
from market prices or rates or are estimated based on assumptions. Examples of instruments
involving significant unobservableinputsinclude certain loans and securitiesfor which there
is no active market, certain over-the-counter structured derivatives, and retained interestsin
securitisations.

(b) Fair valuehierarchy

The Bank measures fair values using the following fair value hierarchy that reflects the
significance of the inputs used in making the measurements:

e Level 1: quoted market price (unadjusted) in an active market for an identical instrument

o Level 2:inputsother than quotes pricesincluded within Level 1 that are observableeither
directly (i.e., as prices) or indirectly (i.e., derived from prices). This category includes
instruments val ued using: quoted market pricesin active marketsfor similar instruments;
guoted prices for similar instruments in markets that are considered less than active; or
other valuation techniques where al significant inputs are directly or indirectly
observable from market data.

o Level 3: inputsthat are unobservable. This category includes all instruments where the
valuation technique includes inputs not based on observable data and the unobservable
inputs have a significant effect on the instrument’s valuation. This category includes
instruments that are valued based on quoted prices for similar instruments where
significant unobservable adjustments or assumptions are required to reflect differences
between the instruments.
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The following table analyses the fair value of financial instruments by the level in the fair
vaue hierarchy into which each fair value measurement is categorized as at December 31,

2022

ASSETSMEASURED AT FAIR
VALUE

Derivative financial assets
Investment securities
ASSETSFOR WHICH FAIR
VALUESARE DISCLOSED

Cash and cash equivalents
Due from banks

Loansto customers
Investment securities
Other financial assets

LIABILITIESMEASURED AT

FAIR VALUE

Derivative financial liabilities

LIABILITIESFOR WHICH

FAIR VALUESARE

DISCLOSED

Deposits and balances from banks

Current accounts and deposits from
customers

Other borrowed funds

Subordinated borrowings

Lease liability

Other financid liabilities

Level 1 Level 2 Level 3 Total Total
fair carrying
values amount
- - 350 350 350
6,626 - - - 6,626
105,069 - - 105,069 105,069
- - 23,736 23,736 23,736
- - 595,960 595,960 595,960
14,111 - - 14,111 14,111
- - 7,499 7,499 7,499
- - 4,695 4,695 4,695
- - 4 4 4
- - 582,612 582,612 582,612
- - 87,177 87,177 87,177
- - 36,021 36,021 36,021
- - 11,805 11,805 11,805
- - 11,738 11,738 11,738
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“YELO BANK" OPEN JOINT-STOCK COMPANY

MOTES TO, AND FORMING PART OF, THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2022 (Continued}

The following table analvses the fair value of financial instruments by the level in the fir value
hicrarchy into which each fiadr value measurement is categoerized as at December 31, 2021

Lewel | Level 2 Level 5 Ltal Total
Tair carrying
values AROIE

ASSETS MEASURED AT FAIR
YALUE
[Rerivative fnancial assels = . 273 273 o k|
ASSETS FOR WHICH FAIR
VALUES ARE DESULOSED
Cash and cash equivalents 50,068 " 21068 3108
Thae froem banks 2024 A6 2624
| e 10 cuslomers . 422702 422 T0E = L
lnvesent securitics 7,703 - T.HE T.703
{Hher finamcial assets = B {1 fin o
LIABILITIES MEASURED AT
FAIR VALUE
[Rerivative lnancial lablicles = 2 RT 2 &07 > E07
LIABILITIES FINR WHICH
FAITR VALUES ARE
DSCLAOSED
Depeabis and balonces from banks - - 3055 3053 3055
Cwrrent aceonnts and deposits from

Clmlomers 361,460 3] G0 Rl 600
Uhilser borrowed funds . 11629 TLGZR 17,620
Subardinated borrowings . R XU 68
Lezase labllity - 11,771 1.7 11,771
Uher finarcial labifities - B.191 o] | 8.0
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EVENTS AFTER THE REPORTING PERIOD

O March 29, 2023 the Centeal Bank of the Republic of Azerbatjan increased the refinancing
rate o 8.75%,

Duskdurov
ncial (fficer

Bk, the Repahlic of Aserbabjan
Agpedl 14, 2023

“Mr. Ayaz |!mlj.;|.:ih't'
Chibel Aecountant

Buku, the Republic of Azerbuijan
Apni 14, 2023
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