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Iel: +994 12 4445255

Bridge Plaza, 12lh fbor
Baku A21022, /zerbaijan

Independent Auditor's Report

To the Shareholder and the Supervisory Board of Viator Microcredit Azerbaijan LLC

we have audited the accompanyjng fjnanciat statemenG of Vjalor Mjcrocredit Azerbaijan LLC ("the
Company") which comprise the slatement of financiaL positron as at 31 December 2011, and the stalement
of conrprehensive jncome, statement of cash ftows and stalement of changes in equrtv for the year then
ended, and a s!mmary of significant accounlrng poticres and other exptanatory notes

Management's Responsibilityforthe Financial Statements

Managemen! is rerponsibte for the preparalion and fajr presentalion of these {inanciai slaler.ents jn

accordance wjlh Internatronat Financiat Reporting Standards, and for such rnternat conlrot as managernent

determjnes is necessary to enabte the preparation of financiat statements thal are free from material
misstalement, whether due to fraud or error,

Auditor's Responsibility

Our responsibitity is to express an oprnion on these financial statements based on our audit

The financrat stalemenLs for the year ended 31 December 2010 were audited by another auditor whose

report dated 20 May 2011 expressed an unquatjfied op'n)on

We condlcted our audrt jn accordance with Internalionat Standards on Audjting Those slandards require
that we cornpty wrlh ethical requi.ernents and ptan and perform the audit to obtain reasonable assurance

whether the frnanciatstalements are free from malerial rnisstatemenl

An aLrdit rnvolves perfornring procedures to obtajn aldit evidence about the amoLlnts and disciosures in lhe
frnanciaL slatements. The procedures setected depend on the auditor's judgment, including lhe assessment

of the risks of rnateriat misstatement of the financjat slatements, whether due lo fraud or error' In r.aking
lhose risk assessments, the audiior considers internalcontroI reLevanl to the entity's preparation and tarr
Dresentation of rhe financial slatements in order to design aldit procedures that are appropriate in Lhe

circumslances, buL not for the purpose of expressing an opinion on the effectiveness of the entity's internal
controt. An audit atso jnct!des evatuating the appropriateness of accounting poticies used and the
reasonabteness of accounting estimates made by management, as we(l as evat!ating the overatt
presentation of the financial statements.

We betieve that the audrt evidence we have obtained h sufficienl and appropriate to provjde a basis for our
audit opjnion.

Basis for Qualified Opinion

1. The financiat statements do not disctose informalion about fair values of coltaterals held and
coniracluat maturities o{ financiat tiabitilies based on undrscounted cash fLows. Disclosure of !his
informaLion rs reouired bv the IFRS 7 "Frnancial lnstrumentsr Disctosures".

2 Commissjon income as repo(ed in note 16 to lhe fjnancial staternents has been recognised when

received. This is not in tine with IAS 39 "Financial nslrumenls: Recognition and Measuremen!"'
which reqLrires that such income shoutd be recognjsed as rnterest jncome ovet lhe expected tife of
the reLated instrumen! using the effective inlerest rate method Since commisslon income enlers
inlo the delermjnation of the financiat performance and carryjng vatle of toans to customers, we
were unabte to deterrnine whether adtustrnenls rnighi have been necessary jn respec! of the
carrying vaLue of Loans to customers and profit for lhe year reported in the statement oi
comprehensive incorne The informalion needed to quantify the effects of this departure on the

financiat positjon and the fjnancial performance of lhe Cornpany is nol reasonably determinabte

Qualified Opinion

In our opinion, excepL for lhe postbte effecls of the rnatters described in the Basjs for quatified Oprnion

paragraph, Lhe financial statemenls present fairty, in aLt materjal respects, lhe fjnancjat posiiion of Viator
r\ icrocredit Azerbaiian LLC as al31 December2011, and its financialpeformance and rts cash ftows forlhe
year then ended in accordance with InLernationat FinanciaL Reporting Standards.

'24v) / 2..' / t r-oUJ7L,/ r1za'.64.. /dt - t--t/\--d
17 September 2012

sDokrbdFD r.,4 
^Etoaijan 

Ln



Statement of Management's Responsibilities for the preparation and Approval of
the Financial Statements for the Year Ended 31 December 20,l l
The fotlowing stalement, whrch should be read in conjunction with the independenr auditor'r rerponsibitties
staied rn the independent auditor's report, is made wrth a view to drshnguishing the respective resp;sibiljtles of
management and those of the independent audtor in retarion to rhe frnanoat starements of Viator Micro.redt
Azerbaijan LLC ("the Company").

Management is responsrble for rhe preparation of rhe financjal staremenrs rhat present fairly rhe financial position
of the Cornpany as at 31 December 2011, rhe resultr of itt operations, cash flows and c nges in equity for rhe
year then ended, in accordance with Internationat Financiat Reporting Srandards (,,tFRS,,).

In preparing the financial starements, management rs responsibte for:

. setecting suitable accounring pnnciples and applying them consistenLly;

. Making ludgmentr and estimares thar are reasonable and prudent;

. Stating whether IFRS have been fottowed, subject to any materiat departures drs.losed and explained in the
financial statements; and

Managemenr is atso responsibte for:

. Designing, implemenhng and maintarning an eifecrive and sound system of intemat conrrots throughour the
Company;

r Maintaining prop€r accounting records thar ctose, wrrh reasonabl€ accuracy, the financiat position of rhe
Conpany, and which enable rhem to ensure t rhe financiat sratemenh of th; Company€ompiy with |FRS;

' /\,lajntaini rlatutory accounting records in compljance wirh tegistatjon and accountjng standards of the
Republic Azerbaijanj

. Taking such steps as are reasonably availabte to them !o safeguard the assets of the Company; and

. Detechns and preventing fraud and other irregula.ties.

On behalf of the Conpanyt management the financiat rratements for rhe year ended 3t December 2011 were
authorised for issue on 17 S€Dtember 2012 bv:

Chairman of Managemenr Board

Viator MicrocrediL A:erbarjan LLC
Ganja A:erbaijan

(:lI



viator ti.rocrcdit Azeftaijan LLC
Statenent of Finon.iat Position as at 3t Decenber 2Ot 1
in United States Doltars, untess otheyise indi.orco

2011 20092010

Cash and cash equivatenls

0ther debtors
7

10
'11

9

507,718
10,212,5n

13,58s
733,668

275,538
7,599,962

18,0t4
746,1E8

2,926,812
148,2E4

9,985
5,182,264

307,648

7,147
5,956,680

13,971
277,623

Property and equipment

29,846

62,9U
390.21

u.512

Deferred tax tiabi
Total

ChartercaptaI
Retained earnings

33

Liablliti€s
Long term borroMng
Creditors

5,022,618
u,544

1

23,836
3,09E,932

1,098,778
405,333

9,985
4,825,A37

9,985
6,U1,332

756,O15
40

5.540

Chairman of L,lanagem€nt Board

17 Sept€mber 2012

Ruslan carayev

Equlty

fhe notet Rt out on Dags I
5



uiotot Llictoctedit Azeftdijon LLC
5tatenent.ol C-onprehensive Incone lot the year Ended 31 Decenbet 2O1tin united states tiouarc, unt*r.ti;;,; ;;;;.,".

2011 2010
hterest and similar income

Personnel expenses
Generaland srrativeexpenses

Exchange gain

of toans to customeE
Net interest inaom-

Grantt dkbursed to other insritu tions

lncome ror tne yeif,-Err ux-

Oth€r conpr€hensive incolne
Revatuation of buitdings

r comprehensive jn
components of oth

'15

t6

17

11,535,324J
(572,145)

571,731
94,069

\'t ,147,540) \

1399,291)
432,360
78,878
1,186.

,033

1,050,

384,560

912)
u8

123
855,0

292,281
1132,795)

150,000
(537,387)

812t.

Cha'rman of llanagemenr Board

155

Rullan Garayev

17 Septemb€r 2012 d"lstrt:b6



Viator Microcredit Azerboiian LLC
sto,knent-of Cash Ftows l the yeat Ended 31 Decenbet 2or 1in united states po ors,;rt"* om**iri iiii"t"d

zo11 2010
Cash flowe from operating acrivjries
interest and fees received
Payment ptoyees and suppliers

cu5tomers

Payment ofinterest on commercrat loans
Payhent of profit rax

3,401,434
i.2,018,605)
(2,702,7 t8)

1132,795)
(376,117)
i.192,079)

2,770,306
(1,735,751)
i.1,696,749J

(537,387)
/.203,487)
(275,376JOther Pp_l

1,1E7

104,4

2,095,806 1,82E,034

ratinq activitiej

Cash fl activities

Grants

Cash flows from investing activitjes

cash from finana

Exchange rate dif ferences
Net increase in cash and cash e

h

292,281
oE7

16,691
1E0

275

150,000
974,

147

58,7?6
268,391

7,71

Chairman of Management Soard

17 September 2Ot2

l4;:
(S;+e"'t'o'' 
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Viatot i.ro.redit A2erbaijan UC
Statenent ol chonset in Equity lor the I Ende.! 31 De.ember 20 | 1
in Unitecl Stotes Dollats, unless otherwise indicated

charte. Retained Revaluation Translation

Other comprehensive gah net of tax 307,648 !O7,64a
Net profit for the year 356,427 356,42z
Translation reserves

Other comprehenrive toss net of lax (51,633) - (51,633)
Net profiL for the year , E59,068 659,06E
Translation res€ es

Chairman of luanagement Board

l7 S€ptember 2012

3=.-
ll < : f,i

The notes set out on poget 9 to 29 ne on int4ral Ntt ol th* fin^.tat statenents,
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Viator Micto.rcdit Azerboijan LLC
Notes to the FiDan iol Statenents lor the Yeot Ended 3l Decenbet 2O1l
in lJnited States Dollarc, unless otherwise indicoted

1. Principal Activities of the Company

Vjator Microcredit Azerbaijan Non-Bank Credit Organisation LLC (,,the Company") pro\rdes financiat facitties to
tmall entrepreneuE in various regions of Azerbaijan so that they can create jobs, build assets and improve their
standard of tving.

The Company was estabtished in Aprjt 1998 and started its lending operarionr rn June 1998. Until 19 November
1999 it was regslered as a representative offrce of hator A icrocredit in Azerbaijan. On 19 November 1999 rhe
Company was r€gistered with the A:erbaijan Ministry of Justice and obtarned the starus of a tegat enrity. The
Company war reregistered to compty with the regulations of the Centrat Bank of Azerbaijan, in accordance wth
which onty tegat enhlres can perform lending activities on the ternlory of Azerbaijan. The new entiry obtained a
licenre for lending activities from the CentraL Bank ofAzedaijan on 29 February 2000.

The Company is pnmanly financed by grants from the Norwegran Agency for Development Co-operahon (NORAD), a
directorale under the NorweBian Mrnstry of Foreign Affairs, which is the ulrimare controtljng party ol rhe
Company.

The Company principatly provides smalt loans to individuals and ro groups of individuals thar lack access to
Iraduonat iinancial instrluhons.

The pnncipat tocation of lhe Company's office is at 112, N.Narmnanov Avenue, Ganja 472002, Azerbarlan. The
Company has branches and offices in some of lhe regions ofAzerbaijan.

The average numbe. of the Company', employees in 2011 was 103 (2010: 86).

2. Operating Environment ofthe Company

Over.ecent years, Azerbarjan has undergone substantial pohtical and economic chanSes. As an emergjng market,
Azerbaijan does not possess a well-developed commerciat infrarLructure, which generatly exists rn more mature
business markets. Laws and regutations affectinB businesses operating within rhe country are subject ro rapjd
chanSe In addition, continued economic stability is dependenL to a large exrent on the effecriveness of fiscal and
monelary mearures Laken by the government, reSulalory devetopments, decjsions of inrernationat tending
organrsauons, and other acbons beyond rhe company's control.

Although recent(y there have been po$tive e€onomic signs in Azerbauan, the tong.term prospeclr for rhe
Azerbaijani economy remain uncertain. National economy is dependent of exporr of hydrocarbon resources. As a
result, the Company'r asrLs and operations coutd be al nsk resulring from any adveEe changes in the pohticat
and business environment,

Financ io I M rke t transactions

The global financrat crisis has resutted rn, among orher rhings, global hquidfty crunch whtch ted to cont.acrion of
the international and domestic capitat market, lower liquidity levelr across the Azerbaijani banking secror and
very high uncertainty in the domestic and foreign equty markers. The uncenainties in rhe gtobat financiat narket
have also ted to bank failures and bank rescues in the Unrted Stares of America, Werlern Europe, Russia and other
countnes, however its impact on financial system of Azerbaijan was has been retatively trmted. Currentty, it is
impo$ibte to fulty assess the influence of the ongoing crisrsor avoid its impact.

Since 2008 investors have been re-evatuarrng their expolure to risks, which resutted in reduced or closed timrts on
transactions conducted in Azerbaijan, Lhereby adding to votatility. Such circumstances can affec! rhe abitity of rhe
Company to oblain new borrowings at rermr and conditions similar to rhose apptied ro earljer transacrions.

Borrowerr and debtors of the Company may atso be affected by tne repercussronr of the financjal crisis, which can
rn turn impact therr abitity to meet ther frnanciat obtigations lo the Company. To the exrent lhat information is
available, management has adequalely reftected revised esrimares of expected future cash ftows in therr
impairment arsessments. These fjnanciat staternents do not rnclude the adjusrments reflecting lhe impact on rhe
Company's rinancial position of further detenorarion in the tiquidity on rhe financiat markels and the increased
volatitity in the currency and equiLy markets



viator lr',icrocrcdit Azerboijan uc
Notes to the F nancial Stotenents lor the Yeot Ended 31 De.enber 2ot | (.ontinued)
iD United Stotes Dollarc, unless otherwise in.licated

In 2011 inftation in Azerbaijan was significant. The officiat inftation rndices for the latt lhreeyears are given in the

31

l1
l1

December 2011
December 2010
December 2009

8.1%
5.7%
1.5%

Currency tronta.tions

Nauonat currency of Azerbaijan - manat, is the main currency used within rhe country. Forejgn currenoes, rn
particular the US dotlars and Euro, play a significant rote in measuring economic paramelers;f many Dusness
transacuons in Azerbaijan. The table betow shows rhe exchange rares of US dollars (.'USD,,) retabve to Azerbaijanj
manat ("AzN") and Euro {'iEUR"):

Date AZN 1 EUR 1

December 2011
Decemb€r 2010

31

31
1.2715
1.2533

1.2940
1.0560

3. Basis of Presentation

These financial statements are prepared in accordance Mrh International Financial Reporting Standards (,,tFRS',).
The Company maintains its accounring records in accordance wth the appli€abte Egjsla$o; of the Reiubtic of
A:erbarjan. These financial stalernenrs have been prepa on lhe basis of those accounring records and adjusted
as necessaryjn order ro compty, in att maredat rerpects, h tFRs.

Fhctional ond prcsentotion cuffency

acrivities and in which majorty or receiprs rrom o'.,f?'j:lll:':::f::,:llo:Tfr:%ffi'"f[:i,,[oo'::1
prensentation currency as major porrion of borrowing is recejved in USD and the parent oi rhe Company requires
financiat statements in UsD for consotidation ourDoses,

E sti I'ate s and o ssunpti ont

The prepar_ation of the financial staremenrs requires the ure ofesrimates and assumptionr rhat affecr the reported
amounts of assets and tiabilibes, disctosure of conringeni assels and tiabilities as at the date of rhe financial
statemenB Feparation, and the repo(ed amounrs of revenues and expenses during the reporting period. lssues
that require best estimate and are mosi significanr for the financial staiements arc 

-disctorei 
in N6res 5, 7, 8 and

Azerbaiani business environment on the operafionr a

the Company anatyses maturity mismarcher of assers and
liqurdity gap limits. The sel tmts are periodjcatly reviewed Lo reftecr rhe changes in exrernal and rnrernal

10



viator Mictoctedit Azerboijan LLC
Notes-to the Financiot Statenents lor the yeor Ended 3t De.enber 2O1t (.ontinued)
n untted states Dottafs, untess othetwise indi.ated

The Company has idenhfied and corrected rhe foltoMng errors jn the previous years

Property and equipment for the
year ended l1 December 2010

Deferred tax liabitities

Errors co.rected in
depreciation calcutation

Errors corrected in the
calculation of deferred tax

Previourly treated as an
income, has been classified in
other comprehenstve Income

661,651

215

E4,537

23,631

746,18A

23,846

384,560 384,560

The data for rhe year ended 31 December 2o1o rn rhe sratement of comprehenrve income and statement of

chanses in Accounting policies

The accounting poticies adopled are generallv consisteniwith rhose ofthe previous financialyear.
Listed ber are those amended standards and interpretations which are or rn the future coutd be relevant to theCompany' perationr:

SLandard are ar fo[ows:
- dhctosure exemption for entttes rhat are ronkou ,.joinrty conrrolted or signjficamly influenced by thestate or governmenl bodies tSovernment.related en.i s,i
'^clarific_arion ofdefinition of a retared partv and retated parrv iransaction io improve the undersrandrnS andremove contradictions.

sret, addtional disclosure is required to enable rhe user



Viator icro.rcdit Azeftaijan LLC
Notes to the Financiot staienents lor the Ye Ended 31 Decenber 2o1 1 (.ontinued)
in lJnited StotesDollars, unless otherwise indi.ated

IFRss ond IFRIC interpretations not yet eflective

The Company has nor applied the foltowing IFRSS and Interptetahons of the International Financiat Repo ng

lnLerpretations Commiltee (lFR|C) that have been rssr'red bul are not vet effective:

. tAS 27 "Separate Financial Srakmenlt" (etfective for annuat rePorung periods beglnning on or after 1

Janlary 20i3) This standard and lFRs 1O "Contotjdated Financial StatemenLs" persede IAS 27 consolidated

and se-parate Financrat Statemenlt (a, amended in 2003). IAS 27 clarifies transjtion r-eq-ujrements regarding

change; in lA5 7'1,28 and 31caused by r€vision of IAS 27 (as amended rn January 2008) lAs 27 sets out

requi;ehents for accounting for and d8closure of informabon about an entity's investments in subtidianes,

lornt ventures and associates when preparing sepatate fjnancial slatements.

ZO0l) and sers ou! requirements for the appticatron of the equity method when ac€ounting forinvestments jn

associates and joint ventures.

. tFRs 9 "Finanoat Instrumenti' (effective for annual teporting periods beginning on or afler 1 January 2013;

however, the daLe can be postponed to 1 January 2015; eatlv adophon is permilled). This standard was

rhe classification and measurement of financrat Lrabilities took Ptace in october 2010. The main dtfferences
of the new standard are as fotlows:

- financiat assets are required to be clas$fied into two measurement categonet: those to be measured

subsequenrty at fair yatue, and rhose !o be measurcd subsequentty at amoffsed cost The decision is to be

made at intial recognrlion. The ctasefication depends on lhe entity's business modet for managing its
financiat instrumenls and the contractuaL cash ftow characterislics of lhe inttrument.

objective of the entity'r business modet rs Lo hold t
as;et't contractual cash flows rePresenl only payments of prjncipat and interetl (that is, it has only "basic
toan featlres"). Att other debt rnttruments are to be measured aL farrvalue through profit or toss;

' all equity instrurnents are to be measured subtequentlv at fair value Equily instruments that are held for
tradingwiil b€ measured at fairvalue through profit or lots For atl o$er equily investments, an irrevocabte

etectron can be made at iniriaL recognition, to recognite unreaused and realised fair vatue gains and losses

through other comprehensive rncome ralher than profit or loss. There rs to be no recychng of fair value gajns

and losses to profit or toss. This etecrion may be made on an instrumenl-by_instrumenL basis Dividends are to
be presented in profit or loss, as long as they represent a return on investment

Most of the requirements rn IAS 39 for classification and measurement of financial tiabrbties were carried
foMard unchanged to lFRs 9. The key change is that an enlity witl be required to present the effects of
changes in own €redrt risk of financiat liabilities designated as at fair vatue through profit of toss in other
comprehensive income.

. IFRS 10 "Consotidated Financial Slatementt' (effective for annuat reporting Periods beginning on or aiter 1

January 2013). The new standard supersedes IAS 27 Consotidated and Separate Financiat Stalements and SIC

12 "ConsoLidauon - SDecial PurDose EnLiues". IFRs 10 inlroduces a unlfied three_tevel control model: the
investor can have cont.ot pronded that the three cnle a are met:

(a, lhe investor has power over the investee:
(b) the investor is exposed or has rights toYariable returns from its invotvement with that rnvestee;
(c) rhe rnvestor has the ability to use lG power over the investee to affect the amount of the investois

Earty adoption of IFRS 10 is permitted provrded an entity atso earty adopts lFRs 11, IFRS 12, lAs 27 (as

arnended in 2011) and lA5 28 (as amended in ?011).

. tFRs 11 "Joint Arangements" (apptied relrotpectively to annuat rePorting periods beginning on or after 1

January 2013). The new standard tuPersedes lA5 31 "lnterests in Joint Ventures". The main change
introduced by IFRS 11 retales !o the classification of all types oi joint arrangements into joint operations,
which are accounled for on a proportionale consotidation basis, or joint venLures, for which ihe equjly
method rs used. The type ofjoint arrangement is determined based on rights and obhgations of lhe parties to
the arrangement anring fiom joinL arrangemenfs structure, tegal form, contracLuat adangement and olher
facLr and circumslances. Earty adoption of |FRS 11 is permrtted provided an entitv atso early adopts IFRS 10,

IFRS 12, IAS 27 (as amended in 2011) and IAS 26 (as amended 
'n 

2011)

. IFRS 12 "Disctosure of lnterests in other Entlties" (effective for annual reporting penods beginning on or after
'l January 2013). The new slandard contains disctosure requirements for entities that have lnterests in

subsrdiaries, joint arrangements, associaLes and unconsotidaLed structured eniiiies lnterests in another

1Z



Viator Mi.rocredit Azeftaijan LLC
Notes to the Finonciot statenents fot the Yedr Ended 31 Decet'rber 2011 (.ontinued)
in United Stotes Dollarc, unless otheryise indi.oted

entity are wjdety defined at contractual and non.contractual involvement that exposes an entity to variability
of returns froln the performance of the other enrity. Additionat and new requirements for disclosing
information aim to Drovrde the use6 of financial sratements with information that would enable them to
assess the nature of the nsks related to the enhtv's inLerests in other entities and the effect of those
rnteretts on the entity's financial position, financial results and cash flov/s. In case of adopting IFRS 12 in an
earl'er reporting period in futt, IFRS 10, IFRS 11, IAS 27 (a5 amended in 2011), and IAS 28 (as amended in
2011) should be also adoDted.

. IFRS 13 "Fair Value Measuremenl" (apptied prospectively for annual periods beginning on or afLer I January
2013; early apptication is permitted). The new standard replaces fair vatue measur€ment guidance conlained
in individuat IFRS5 wth a $ngle source of fair value rneasurement guidance. lt provides a revised definition of
fajr value, establishes a framework for measuring fair vatue, and sets ou! disctosure requirements for iair
vatue measurement. IFRS 13 does not introduce new requlremenrs for mearuremenr of assets and tiabitihes
at fair value nor does it eliminate the exceptjons to fair value neasurement currently applicabte to certaln

. Amendment to IAS 1 "Presentation of Financial Statements: Presentation of ltems of Other Comprehensive
Income" (apptied retrosp€ctively for annual penods beginning from I July 2012; early appli€ation is
permitted). The amendment requires that an entity present reparatety items of other comprehensive income
that may be rectasrfied to profit or toss in the future from those that will never be rectarsified to profit or
loss Addirionatty, the amendment changer the brle of the sratement of comprehensive income to '5tatenenL
of profit or losr dnd other comprehensive income' (the use of otherwording in the titte is pemthd).

. Amendment to IAS 19 "Employee Beneffs" (applied retrospectivety for annual periods beginning on or after I
January 2013; early application is permitted). The amendment maker significan! changes to rhe recogntion
and measrrremenL of defined benefit pension expense and termination benefits. The amendmenr also makes
srgnificant changes to disclosures for all employee benefits.

Managemenl beLieves that ihe application of other new and revised IFRSS will not have a marenat impacr on lhe
financialstatements.

4, Summary of Significant Accounting Policies

Cash and cash equivalents

Cash and cash equivatents are assets, which €an be convefted into cash within a day and consAr of cash on hand
and current bank accoun! batances of the Company, and otner short.rerm highty tiquid invertments with originat
matunlies of three months or tess. Amounts, which retate to funds rhar are of a restricred nature, are excluded
from cash and cash equivatents.

The Company classiiies rts frnanciat assets in the followrng categories:

. loans and receivables (this €ategory inctudes loans to curLomers and receivabtet;

. financial assets avaitable for sate.

The Company determines the ctassification of tt financiat asselr at rn)uat recogntion. Ctassification of frnancrat
assets at inftiat recognition depends on rhe purpose for which they were acquired and rheir characteristics.

Initiat recognition of financial instrunents

The Company recogniser financiat assets and finanoat liabitities in its statement of financiat Dostion when it
becones a party to the contracruat obtigation of a financiat insrrumenr. Regular way purchases and sates of rhe
financiat assetr and tiabitities are recognised using setttemenl date accounhng.

All financial assets are initialty recognired at fair vatue plus rransachon coras rhar are direcflv attributable !o
acquisition orissue of the financial insrrument.

Fair value neasurcnent

The fair vatue of financial inrtruments traded on the active rnarket as at the reportrng date is determjned based
on the market or deaters' quotations inctuding transacbon cosrs.

lf a quoted market price is not avaitabte, the fair vatue of financiat assers and financial liabitbes recorded in the
statement of finanoat position is estimated on the bart of markeL quorationr for $mrlar financial instruments or
using vanous valuation technrques, including mathematicat modets. Where marhemahcat modets are used, inpurs
are based on observabte marher data or rudgrnent.

1l
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Judgrnenl rr based on such conside.ations as the time vatue of money, credit nsk tevel, volatthty of the
Instrument, markei dsk levet and other apphcable factors.

Derccognition of linan iat assets

A financjat asset (or, v/here appticable, a part of a financial asset, or part of a group of simtar financial assets) is

. the rightr !o receive cash ftows from the asset have expired;

. the Company has transferred ils rights to receive cash flows from the asset, or reiained lhe right to receive
cash ftowr from Lhe asset, but has assumed an obtigation !o pay lhem in fult Mthout material delay to a third
party; and

r the Company either has tranrferred substantiatly att the risks and rewards of the asset, or has neither
transferred nor relained substantiatly atl the rirk5 and rewards of the ass€!, but has transferred control of lhe
asset. lf the transferee has no praclical ability to sell lhe asset in itr enhrety to an unrelated third party
without needing to irnpose additionat restrictions on the transfer, the entity has retained control.

Where the Company has transferred its.ights to receive cash ftows from an asseL and has neither transferred nor
retained substantially atl $e nsks and rewards of the asset nor transferred control of the asset, the asset is
recognrsed to the extent of the Company's continuing involvement in lhe assel. ContinuinS invotvemenl that takes
the form of a guaranLee over the transferred asset is measured at ihe lower of the orjglnat carrying anount of the
asset and the maximum amount of consideratron that the Company could be required to repay

This category includer non-denvatiye financial assets Mrh fixed or determinabte payments that are not quoted in
an active marlct, otner than:

. lhose that Lhe entily inlends to retl imrDedrateLy or in lhe near term, which shatt be ctassified as hetd for
trading, and those that the entiry upon initia( recoBnjtjon desrgnaLes as at fairvalue through prcfit or loss;

r those that the enhLy upon initial recogntion designates as available for sale;
. lhos€ for which the hotder may nol recover substantiatly att of its initiat investment, other than because of

credtl delerioration, which shalt be claslified as avarlabte for sale.

Loans to customers are initiatty recorded at cost, which is the fair value of the consideration given. Subsequentty,
they are carried at amortired cost usng the effectNe interest method tess provision for toan impairment.

Loant to customert are recorded when carh is advanced lo borrowers,

Loans to custome.s originated at inlerest rates different frorn market rates are remeasured at origination to their
fair vatuet, being future interest payments and princlpal repaymentG) discounted at market interest rates for
simitar toans The drfference between the fair value and the nomrnat vatue at ongnation It credited or charged to
the statement of comprehensive income as gains /losses on origination of assers ar rates above/betow market.
Subsequenrly, the €arrying amount of such toans is adjurted for amo(isaoon and rhe retared gains/tosset are
recorded within the statement ofcomprehensive rncome using the effective interest method.

Inpaihent ol linancial assets

The Company assesses on each ctosing date whether there is any objecbve evidence Lhal Lhe vatue of a frnanciat
asret itern or group of items has been irnpaired, lmpairment losses are recoBnised in the statement of
comprehensive income as they are incurred as a resull of one or more events that occurred after the initiat
recognition of the asseL (a loss event) and has an impact on the amounr or timing of rhe estimated furure cash
ftows of the financial asrel or group of financial assets that can be reliably ertimated. lf rhe Company derermines
lhal no objective evidence of lmpakment exrts for an individuatly assessed financial asset, it inc(udes the asset jn
a group of financial asseLswith similar credit nsk characteristics and coltechvely asresses them forjmpairment.

Inpoirment of loons to .Btomerc

For loans lo customers carried at amo(sed cost, the Company first assesses whether obJechve eudence of
impairment exists individually for financial assets lhat are individually significant or cotlectively for financiat
assets that are not individualty significant.

Objective evidence thaL toans to customers are imparred includes observabte data about ihe iollowing events in
respect of individuaLty egnrficant financial ass€ts:

. defauttin any paymenrs due;

. significant financial drfficulry of the bonower supported by financrat informarion at the Company's disposal;

. it becoming probable that lhe borrower witt enter bankruptcy or other financial reoqanisation;

' worsening national or tocat €conomic enuronment affecting the borrower;
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. breach of contract, such as a defautt or detinquency In rnterert or principat payments;

. the lender, for economrc or tegal reasons relating to the bor.ower's finanoat drffi€utty, Sranting to the
bo(ower a concession that lhe lender would not otherwise consider.

Assets that are individually assessed for impairmenL and for whjch an impairment loss is recognited are not
included in a collective assessment of impairmenL.

lf the Company delermines that no oblective evidence of impairment exlsts for an individuatly assessed financial
asset, it rncludes lhe asset rn a group of financial asseis with similar credil risk characteristics and cottecbvety
ass€sses them ior impairment.

For the pupose of a cotlective evaluation of impairment, frnanciat assels are grouped on the basis oi simitar credit
risk charactefttics such as asset rype, rndustry, geographical locahon, collateral typ€, payment status and other
relevant factors. The charactenrtics chosen are relevant to the etlimation of furure cash flows for groups of such
assets by being indicative of the borrowers abitity to pay all amounts due accordrng to the €ontractual terms of
the assels being evatuared.

The main cnlerion used for detemrnrng objecrive evidence of loss from imparrment of due from other banks and
loans to customers representing coltectivety measured financial assets is availabilily of observabte data indicating
that lhere k a measurabte decrease in the esbmaLed future cash ftows f.om a group of financial assets since the
initiat recognitlon of those assetr, atthough the decrease cannot yet be identified with the individuat financiat
assets rn the group.

such information may inctude adverse changes in the payment status of borrowers in the group (for exampte, an
increased number of delayed payments or an increased number of credit card borrowerr who have reached thejr
credit limil and are paying the mrnimum monLhly amount), natronalor Locat econornic condrtions that correlate
with defautts on lhe asreLr in the group (for example, an increare in the unemployment rate in the geographical
area of the borrowers, a decrease in property prices for mortgages In the relevanl area, a decrease in oit prices for
loan assets to oit producers, or adver9e changes in industry conditions that afiect rhe borrowers in rhe group),

lf there is objective evidence that an impairment toss has been incurred, the amount of the tols is measured as ihe
difference between the assefs carrying amount and the presenLvatue ofeslimated future cash ftows. The carrying
amount of the assel is r€duced lhrough the use of lhe provision account and the amount of the toss is recognised
in the s!atement of cornprehens've tncome,

The present value of the estimated fuLure cash flows is discounted at the financiat asset's ongna( effechve
interes! rate. lf a toan has varjable jnterest rate, the dhcounl raLe for measuring any impairment (oss ls the
current effeclive interest rale. The calcutation of the present vatue of the estimated future cash flows of a
couateratrsed frnancia( assel reftects the cash ftows that mav result from foreclosure legs costs ior obtaininc and
selling the cotlaterat.

Loans that have not been indr\4dually asressed are then inctuded in the group of toanr that are cottectively
arsessed for impairment, The cottectivety assessed toans are grouped based on simitar credit rirk characteristlcs
and on Lheir part-due status and assessed accordingly. The cotlectivety assessment methodology strives to ensure
the provision for impairment reflects the toss events that have occurred, but have not yet been identifred on an
individual loan baris.

The process uses a combinalion of hrsloricat dala and curent observabte data that ref(ect the existing situation
and how it may affect the curent toan podfotio. Historicat data ured ir a tet of actual torr rates calcutated using
the hisrorical loan tosr migration anatysis. Existing economic data includes actuat rates. lJsing these data sets as
inputs, the management rhen determines the new seLof rates to be used for the next 6 month period.

Future cash flows in a group of toans that are cottechvety evatuated for impairment are esrimated on the basis oi
historicat loss experience for toans wlth credit risk characteristics simitar to those in the group or on the basis of
historical information on coltections of past due debts. Historical loss experience is adjusted on the basis of
current observable data to reftect the effects of currenr €onditions rhat did not affect the p€dod on which the
histoncat loss experjence is based and lo remove the etfecls of condihonr rn the hrstoncat period that do not exist
cuiienlly. Esbrnates of changesin future cash ftows reftect and are dr rectionally consistenl w th changes jn related
observabte data f.om penod to period (such as changes in unemployment rates, property prices, commodity
prices, payment status or other factors that are indicative of incurred losses in ihe group and their magnilude).
The rnethodotogy and assumptions used for esumabng future cash fLows are rcviewed regularty to reduce any
drfferences between toss estimates and actuat loss expedence.

lf, In a subsequenL period, the amount of the tmpairmenl losr decrearr and the decrease can be retated
objectively to an event o{cordng aftef the impairment was recognjsed (such as jmprovement in the debtor'5 credit
rating), the previoudy re€ognked impairment toss is reversed by adjusting the attowance accounr in the statement
of conprehensive income

In care of a wdte.off of the unco(lectible loan and relating interesl, lhe Company shalt Lake necessary and
adequate steps, envisaged by taw, custom of business turnover or agreement, to coltect this outstanding toan.
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Finan.ial liabilities

Financral habititres are classified as financial habitities caried ar amortised cost.

Initiatty, a financial liabrtity shalt be measured by the Company at its fair value plus transacrion cosrs rhar are
drrectty attributable to the acquntion or rssue of the financiat liability. A financial trabitty rs dere.ognised when
rhe obljgation under the liabitiLy is dhcharged or cancelled or expires.

Where an existing financial liabrhty is reptaced by another from the same lender on subslanrially different rerms,
or the termt of an existing tiability are substantially modrfied, such an exchange or modification ir treated as a
derecognition of lhe origjnat tiabilily and the recognition of a new trabrljty, and rhe difference in rhe respecrive
carry'n8 amounB is recognised in the staternentof comprehensive income.

Financial liabilities cottied at anortise.! .ost

Financial liabitities carried at amo(red cost payabtet to suppliers, iaxes payabte, and bor.owed funds. Borrowed
funds inctude regular loans received by rhe Company and are recorded as cash h advanced to the Company.

ollsettins of linoncial instrunen*

Financial asrelr and tiabilties are ofhet and lhe net amounr is reported in the stalemenr of financial postion only
when there is a legauy enforceable right to offset the re€ognked amounrs, and rhere is an intention Lo sLher
settte on a net basis, or to realire the asset and settte the tiabitty simuttaneousty.

Prcpetty and equipnent

Suldings held for use rn the businesr, are stated in rhe financiat statemenls at therr revatued amounrs, being lheir
fair values at the date of revatuation, less any subsequent accumulated depreciahon and subsequent accumulated
totser. Revatuations are peformed Mth sufficienr regutarty such rhar the carrying amounts do nor differ
malerialty from thos€ that would be determined using fall values ar the end of each reportng perjod.

Equipments are stated at cost less accumulared depreciarion and impairment provision.

At each reporting date the Company assesses whelher lhere is any indicarion of impafmen! of property and
equipmenl. lf such indicaLion exsF, the Conpany esrimares the recoverabte amounr, which is determined as the
higher of an assefs fair value less costs to 3ett and its vatue in use Where the carryrng amount of properry and
equipment is greater than lher ertimated recoverabte amount, it rs wriuen down to their recoverabte amount and
the differcnce ir charged as impairment loss to rhe starement of comprehensNe income.

Gains and losres on disporal of property and equipment are determined by reference to their carrying amounr and
recorded as operating expenses in the statemenLof comprehenslve income.

Repairs and marntenance are charged to the statement ofcomDrehensive income when the exDense is incurred.

Depreciation of prope(y and equipment commences from the date rhe assers are ready for use. Depreciarion is
charged on a straight hne basis over the estimated useful lives of the assers. Fotlo\aing depreciahon raret have

. Buildings - 7%

. Furniture - 20%;

. computeE - 33%;

' Motorvehictes 20%j

. other assets, 25%

The residuat value of an asset is the eshnated amounr lhat the Company would currenrty obtarn from disposat of
the asser tess the estimated cosls of disposat, if the asset were atready of rhe a8e and in the condtion expecred ar
the end of its usefut tife. The asse6 residual values and useful Uver are reviewed, and adlu(ed if appropdare, ar

Intangible ossets a.quied seporctely

lntangible assets with finite useful liver that ar€ acquired separatety are carried at cost less accunurared
amortisation and accumulated impairment losses. Amortisarion it recognised on a srraight-tine bars over rheir
ettrmated usefut liver. The estimated useful hfe and amorrisation method are reviewed at the end of each
repo(ng pedod, wilh the effect of any changes in estimate being accounted for on a prospective bask. Inrangibte
assels wilh indefjnite usefut lives tha! are acquired separatety are carried ar cost tess accumulared impairment
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Operating lease the Conpany os a lessee

Leases of property under whrch the rirkr and rewards of owneEhip are eff€clively retained with the lessor are
classifted as operating teases Lease payments under operating lease are recognrred as etpenses on a strarght-tine
basis over the tease term and rncluded into operating expenses in the statemenl of cornprehensive income.

Statutory cha(er caprLal is recorded aL its nominal amount actuatty paid in accordance with the Company's
constitution documents.

Continsent ossett and Iiobilities

Contingent assets are not recognised in the statement of financial position but disctosed in the finanoal
statements when an infLow ofeconornic benefits is probabte.

Conbngent liabitities are not recognised rn the statement of financiat position but disctosed in the financiat
statemenlr unless lhe possibitity of any outflow in seltlement rr remote.

The income tax charge compnser currenL tax and deferred tax and is recorded in the statement of compr€henrive
rncome. Income tax expense ls recorded in the financjal stalements in accordance with the appticable tegistation
ofAzerbaijan. Curren! tax B catcutated on the basis of the taxable profit for the year, using rhe rax rares enacred
during the reporting period.

Current tax is the amount exp€cted to be paid to or recovered from rhe raxarion aurhoriries in respecr of taxable
profits or losses for the curent or prior penods, Tax amounts are based on eshmater if fjnanoat statemenB are
authorised prior to fiting retevant tax returns.

Deferred income lax is provided using the batance rhee! liabitty rnethod for tax toss carryfoMards and temporary
difterences adsing between the tax bases of assets and tiabitities and the'r carrying amounts for financial reporring

Deferred tax balances are measured at tax rates enacted or substantivety enacted at the reporting date whi€h are
expected to apply to lhe pedod when the temporary differences witt reverse or Lhe rax loss carryforwards wiu be
ublised. Deferred tax arsets and liabitities are offset if there rs a tegally enforceabte righr ro set off current tax
assets against current hx tiabrtities. Deferred tax asrets for deducubte temporary differences and tax toss
carryforwards are recorded to the extent that it is probabte lhar furure taxabte profit will be available againsL
which the deductionr can be uhlised. Judgment is required to delermrne lhe amounr of deferred rax asseis rhar
rnay be recognised in financiat sratements based on probable pedods and arnounts of furure raxable profits and
fu!ure tax ptanning strategies.

Azerbaijan also has various other taxes, which are assessed on the Company's actiqLies. These taxes are recoroeo
within operaLjng expenses in the statement ofcomprehensve rncome

Incone and expense re.ognition

Interest income and expense are re€orded in the statement of comprehensive rncome for all debr insrrumenrs on
an accrual basrs using the effeclive interest method. The effective interest method is a method of catcularing rhe
arnoftised cosl of a financial as!€t or a financial tability and of attocaring the interesr income or interest erpense
over Lhe rclevant penod. The effective interest rate is the rate rhar exacrty discounts estimated future cash
paymenls or receipts through the expecred life of rhe financial inslrument !o the ner carMne amount of the
financial asset or financial liabitity. When catcutating the effective jnteresr raLe, the Company estimares carh
ftowt consdering atl contractual termr of the financial instrument, but does not conrider furure credit tosses. The
catculation includes alt commissions and fees pard or received by the parties to the contract that are an integrat
part of the effective interest rate, transaction corts, and atl olher premiums or discounts

lnterest income rncludes coupons earned on frxed-income financiat atsets and accrued discount and premium on
promissory notes and oLher dis.ounted instruments. When loans become doublful of coltection, Lhey are written
down to their recoverable amounts and interest income is thereafter recognised based on Lhe rate of interest that
was used to discount the fulure cash flor{s for the purpose of measuring the recoverable amounr.

Fees, commissions and other rncome and expense items are recorded on an accruaL basis after rhe service is
provrded. Loan origination fees for toans that are not yet provided, but are probable of berng drawn down, are
recognised within other arsets and are subsequentty taken into account in catcutation of effecrjve yeld on rhe
toan. Fees and commissions arising from negoriating a transaction for a third party, such as the acqukition of
toans, shares and other securities or the purchase or sate of businesses, are recorded on comptetion of the
lransaction in the statemenl of comprehensive income. lnvestment portiolio and other advisory seMce fees are
recognised based on the appticable serMce contracts.
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Enptoyee benelits ond so.ial insurcnce contibutions

The Company pays social secunty contnbulions in lhe territory of Azerbaiian. These contribuhons are r€corded on
an accrLral basis The Company does not have pension arrangements separate from the state pension syslem of
Azerbaijan. Waees, salaries, contribuhonr to the State Social ProlecLion Fund, pard annuaL teaves and paid sick
teaves, bonuses and non.monetary benefits are accrued as the Company'r emptoyees render the retated service.

Foreign currency kansactions are translated into the functional currency at the Centrat Bank of lhe Republjc of
Azerbaijan exchange rate in effe€t at lhe transaction date. Monetary assets and tiabitities denominated in loreign
curencies are transtated inio the funchonal currency at the Centrat Bank's exchange rate ruting at the reporting
date. Foreign exchange gains and losses resutting from revalualion of lransactions in forergn currency are recorded
in the statement of comprehensive rncome within foreign exchange translation gainr less tosser. Non-monetary
iterns denominated in fo.eign cuffency and carned at €ost are restated at the Central Bank'r exchange rate in
etfect aL lhe t.ansaction date. Non'monetary items denomnaled rn forergn curren€y and carried at fair vatue are
restaled at the exchange rate rn effec! at the date the fairvalue is determined.

Gains and tosses on purchase and sale of foreEn currency arc determined as the difference between the selting
pdce and the carrying amoun! ai the date of rhe lransactron.

A government grant ir recognised ontywhen there is reasonabte assurance lhat:

. the Company willcomplywlh any conditions artached to the grant

. and rhe grant will be received

The grant i5 recoqnised as income over the period necestary to maL€h them with the related costs, for whrch rhey
are intended to compensaLe, on a systematic basis.

A Brant received as compensation for costr atready incurred or for immediate financiat support, wlth no future
relaled costs, is recognised ar income rn the period rn whrch it is received.
a grant retahng lo assett is presented in one of two wayr:
. as deferred jncom,F, or
. by deducting the grant from the assers carryrng amount.
a grant retating to income is reported separately as GranLs received

5. Critical Accounting Estimates and Judgments

The Company makes certarn estimates and assumptions reBarding the furure. Estimates and judgmenrs are
continualty evatuated based on hirtorical experjence and other factors, inc(uding expectations of future evenls
that are believed to be reasonabte under the circumstances. In the future, actuat exp€rience may differ irom
these eslimates and asrumptions. The estirnates and asrumptions tha! have a rgnrficant dsk of causing a marerial
adjustment to the carryrng amounts ofassets and liabitities ffthrn rhe next financiat year are discus$d betow.

Ptovision lor inpaiment ol loans to.ustonets

The specific €ounterparty component of the lotal altowances for impairmenr applies to clarms evaluated
individually for impairment and is based upon hanagement's best estimate of the present vatue of ihe cash flow!
that are expected to be received, In ertimating these cash flows, management makes judgm,ants about
counlerparty's financial situation and the net reatisabte vatue of any under(ying collaterat. Each imparred asset is
assetsed on its merits, and the workoul straLegy and estimate of cash ftowr considered recoverable are
independentty approved by the Credit Risk function.

Cotlectivety assessed inpairment atlowances cover credit lorser rnherent in portfolios of claims Mth similar
economic characteristics when lhere is objective evjdence to suggest that they contain impaired claims, but the
individuat impa'red items cannoL yet b€ identified. A component of cottectively arsersed altowan€es is for country
ntks. h assessing Lhe need for cotte€bve loan credit toss attowances, management consideB factors such as credil
quality, po(folrc sEe, concentrations, and economjc factors. In order to esrirnate tbe required attowance,
assurnptions are made to detine the way inherent tosses are modelled and to delermine lhe required inpur
parameters, based on hisloricat experience and current economic condiUons. The accuracy of rhe allowances
depends on how welt lhese estrmated future cash fto\r/s for specific counterparty atlowances are forecasr and the
model assumptions and parameters used in determining collective allowances,

Fa value ol linan ial insttunents

The Company deLermines the fair value of finanqat rnstrurnents that are not quoted, using valuation Lechniques.
Those techniques are significantly affecLed by the assumpttons used, including discount rates and eshmates of
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future cash flows. In that regard, the derived iair value estimatet cannot always be substantiat€d by compadson
Mih independent markets and, rn many €ases, may not becapabte of being realised immediatety.

Useful lives ol ptoperty and equipnent, and intangible ossets

As described in the Note 4 above, the Company reviews the estimated useful tives of property, plant and
equlpmenr, and inlangible assets at the end of each reporting period.

In accordance with lFRSr the Company recognises a provision where there is a prerent obhgation from a past
event, a transfe. of economic benefitr ir Drobable and the amount of costs of the transfer can be estimated
retiably. In instances where the criteria are noi met, a contjngent liabitity may be disctosed in the notes to the
financiat statements obtgarions arising rn respect of conringenr liabilities that have been disclosed, or those
whjch are not currently recognised or drsclosed in the financiat statements could have a material effect on lhe
Companys financiat position. Apptrcatrcn of these accounting principles to legal cases requires the Companys
management to make determinalions aboul various factual and tegal matters beyond itr conlrot, The Company
reviews outstanding tegal cases foltowing developments in the tegat proceedings and at each repomng date, in
order to asserr the need for provisions and disc(osures in ilr frnancial statements. Among the factoB considered in
rnaking de{isions on provisionr are the nature of titigation, ctaim or

asresrment, the tegal process and potenrial tevel of damages in lhe jurisdiction in whrch the tihgalion, ctain or
ass€ssmenl has been brought, lhe progress of the case (including the progress after the date of the finanoal
statements but before those statements ar€ issued), the opinionr or vrews of legat advisers, experience on similar
caser and any decision of Lhe Companys management as to how it will respond to the titjgation, claim or

The Companyrs subject to income tax and significant judgment is required in determining the provhion for income
taxes. During Lhe ordrnary course of business, there are transactrons and catcutations for which the uttimate tax
determnation is unceriain. A5 a result, the cornpany recognises tax liabillties based on erhmates of whether
additionat taxer and inrerest witl be due. There tax trabitirier are recognised when, despte the companys belief
thal its tax return positions are supportable, the company betleves that cenarn poritions are likely to be
chatlenged and may not be futty surtained upon review by tax authorities. The company believes that its accruals
for tax habiLitiet are adequate for atl open audrt years based on its assessment oi many lactors including past
expedence and inlerpretations of tax (aw. This assessment rehes on estimates and assumptions and may involve a
senes oi complex judgments about future events To the exlent lhat the final tax ourcome of rhese matters is
different than the anountt recorded, such differences witt impact rncome rax expense in the period in which such
determination is made,

6. Cash and Cash Eouivalents

zo11 2010

Cash balances Mth banks
13,822

493,896
46,290

Total cash and cash equiva 5O7,714
189

275,538

7.

zo11 2010

Gross loans to customers

Provi$on forimpairment of toant to customers (156,712) 142,1351

10,224,099
145,190

7,569,150
72,947

Loans to customers. net 10,212,577 7,599,962

Movements in the proviron for impairment of toans to cLrstomers dudng 201 1 and 2010 are as foltows:

Provision for impairment of loans to customers as at 1 January 2010
Provision for impairmenl during 2010

28,213
53,467

Less amountwrirLen of as uncottecrable (39,545)

ustomeB as at 31 December 2010 _4ZJll,
Proviron for impakment during 2011 162,346
Less amo'rnt writLen of as uncolteclable 147,769)

usromers as at 31 December Zo11 

---- 

---



viator ,i.ro.rcdit Azeftaijan LLC
Notes to the Financiot Stotenents lot the Year Ended 31 Decenbet 2011 (continued)
in United Stotet Dollarc, unless other\4ise indi.ated

Economic sector concenlrations within the Company'sloan porrfotio are as fottowsi

zo11 20 to

Agricutture
5ervice
Trade

4,762,197
2,574,592
2,242,142

47)6 3,179,346 42%

25% 2,104,149 2A%

22% 1,856,286 25%/Manufa€lure 605,168 6% 429,369 5%

The Company does not have any separate borrower with the Lotal amounr exc€eding 1% of total gross toan
portfolio,

Eelow is the credr! qualty analysis of loans cottecrively assessed for imparrmenr as at 31 December 20j1:

'10,208,704

7,697
4,634
1,064

145,190

10,058,141
6,927
2,317

'0

Ratio of impairment
Loans lesr provision to total loans

lmpairment impairment before impairment
provision Provision Provrsron

Less than 1 month overdue
I to 3 rnonths overdue
3 to 6 months oyerdue

150,561

770
2,317
3,064

145,190

1.47%
10 00%

50.00%
100.01%

0.00%
10.369.289 712 10,212,577 1.51%

Below is the credit quatity anaty$r of toant coltectively assessed for impairmenr ar at 31

lmpanment lmpairment
provrsion Provision

Ratio of impairment
Provhion to total loans

before impairment
provrsron

0.44%

10.00%

50.00%
100.00%

Less than 1 month overdue
1 lo 3 monthr overdue
I to 6 months overdue

7,550,154 t3,529
6,347 633
9,354
3,296

impairment

7,516,625
5,714
4,677

1,296
hterest re€eivable 72,946 - 77,946

7,642,O97 42,1J5 7.599.962 0.55%

Loans not past due represent toans issued b borroweE wirh high levet of tiquidity and profirabitiry. Collecrively
impaired loans include toanr grouped in homogeneour pools of ctaimr rharjng common characLeristrcr in respect oi
nskexposure and coltectively assesred by the Company

E. Property and Equipment

Movement of property and equipment in 201.1 is ar foltowtl

Other
Bu'ldtn3s computers vehtctes Furniture asset5 Total

Cost
Balance as at 1 January 2011
Additions
Disposals
Revatuation (529)

555,648 21,744
3,004
(901)

54,959 245,A92
24,137 65,462

117,182) \'t6,327)

4O,ZAa 922,731
11,636 104,439
(2,665) 137,O7al- (529)

Bafance as at 31 December 2011 555,319 66,114 Z9S,O27 23,A47 49,259 989,566

Accumulated depreciation
Balance as at 1 January 2011
Deprecialon charge
Etiminated on disposat . 114,777) 116,1E9)

2,768 15,412 189,846
(EEs) {2,235) (34,086)

76,405
- 27,645 1O7,2O9 15,996 25,593 176,543

17,044 78,217

Etiminated on revaluarion \?6,405) - - (76,4p5)
7 17,A79 3a,a70 255,898

Net book value as at 11 December 2011 555.319

20

25,790 5.968 to.l89 733



e year Ended 31 Decenber 2otr (continued)
e indi.ated

Movement of property and equpmenr in 2010 is as fottows:

Balance as at 1 January 20.lO 171,248 53,809
13,408
(8,256)

204,AZa
7?,063

(30,999)

21,701
174

(131)

tE,218
5,467

(3,397)

449,444
91,112

142,785'
384,560

Balance as at 31 December Z01o 58.959 245.A92 21,744
384.560

555,148 8

23,773
5,317

711

Accumulated depreciation
Balance as at I January 2Ot1
Depreciation charge
Etiminated on drrposal
Eliminated on revatuaLion

40,11O
12,697

29,498

18,257)

97,Aaa
40,350

(30,e9e)

12,941
3,146
(131)

212,220
67,914

142,7841
ao7 60,8

Balance as at 31 December 20lO 27,645 107,209 15,996
138.6E3 5,744

25.691 175,541
595 188

Net book value as at 3i Dec€mber ZO1O 555.648 31,31

lf the buldings were accounred at historicalcost resrared accordrng t accumulated depreciation and rmpairmenttosses' its carrying value woutd be usD 7e,361 a' ar rl D (ember 2oi1 
"o 

usoli,isiii"ili'b;.",b., zoro.

Income taxexpense cornprises the fouoffng:

2011 2010

current income tax expense
Deferred taxation movernent due to originauon and reversat oi

217,758 275,376

The currenr tax rare apptcabte to rhe conpanyS prohris2(' l2o1o:20%).
Reconciliation between the rheoreticat and the acrual raxarion charge is provjded below:

zo11 2010

operating profit before raxarion
Theoretical.tax charge ar rhe appticabte slarurory rate2ffi lZO10 ZO%)

859,351
171,870

1,050,625
210,125

Drfferencet between |FRS and starurory taxauon regulabons of the Azerbaijan give rise to cerrarn remporarydirrere es between the carryins vatue or cerrain ass;rs and riabilities for fi;;i,"ir"po.f.ilripor", 
""a 

ro'. tr,.Compa 's profit tar purDosea. -

zo11 2010
Net asret/ Net assev

a5se6 LEpnrnes (Itapifity) Assets Liabitities (fiability)

Other debtors
Properly and equpment
Creditols

38,928
7,412

38,928
7,412

(1,384)

10,530
6,803

(28,580)
(713)

10,530
6,803

(?8,s80)

1713)

(1,384)

14,u7) (4,047)
11,061 11.063 11,876 11.876

36
Net deferfed tax assets represent the amounts of income tax that may be offset against future income (axes and
are reported as deferred tax assets in the statement of financiat positidn.
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Reconciuahon of altocation of deferred rax gain / (charge) for the year belween the comprehensive income andother comprehensive income was as foltows:

2011 2010

De.enber 201 1 (continued)

(tiabitjty) as at 1 January (23,836)
62,287

84,512
(31,436)

912

2,916,A47
9,965

Principal anount payabte

Long lerm borroMng have rhe following maruntres.

E,605

10, Long T€rm Borrowing

12

2011 zo10

2011
2012 626,812

2013 2'712'319 2'300'000

It. Creditors

2011 zo10

State Social Security Fund
Payabte for contracted rrvices

31,537
27,314
25,689

29,846 (23,81

84.540

12. Cha(er Capiral

Authonsed and paid charter capital of rhe Company is AZN 9,985 (2010: AZN 9,985).

13. Interest and Simitar tncom€ and Expense

zo11 2010

2,947,518 2,341,987
117

z2



vidtor i4icro.redit A2erbaijan LLC
Notes to the Finonciat Statenents lot the Year Ended 31 De.enbet 2oIt (continued)
in United Stotes Dolla$, unless otherwise indi.ated

14. Personnel Expenses

2011 zo10

Altowances, incentives and other benefits
817,82E
436,454

607,299
330,254
209,987

15. General and Administrative Expenses

281,042
1,147.540

2011 2010

ALidit fee, consuttant and other expenses
Transportation and vehicte costs

Training

Institutional devetopment

189,846
74,293
55,128
48,994
31,714
26,087
'13,472

67,914
42,365
45,514
39,914
44,551
12,801
14,072

Business vip

16. Commission lncome

129,276
145

109.618
399.2

2011 2010

C.ihiss'on iees and risk fe€s 488,229
22,211
11,291

400,771
19,727
'11.E62

17. Other In om / (Lost

2010

Loss on disposil of ixed alsers (74,978) 11,262,)

1E. Risk Management

Risk manaSement is fuidamenrat ro lhe Companv's business and is an essenrial etemenr of rhe Cornpany,s

management poticies in relation to those risks fo[ows. 
rates A summary descriptjon of the companv's rjsk

Credit risk

The Instilulion js exposed ro credir risk, being rhar one parry to a financial rnstrumenr wjtt fail to dkcharge an
obhgatlon and cause the olher parry to incur a fjnanciat toss The Instjrutjon slructures the levels of credt nsk ir

monrtored on new loans grarred Where approprjare, and rn the case of most toans, rhe Institutron obtains
coltateraland guaranlees. The credit risks are monrtored on a conhnuous basis and are 5!bject to regurar reuews
especialty where no such security can be obrainea

The Institution measures credit risk in rhe foLlowing ways:

Aged portfolio-at risk ratro- Thrs idenrifies toans rhar are lare and therefore consjdered imparred

Evaluation of 'at-risk' categories. ThE covers loans that are not tate bur on rhe basis of hjsroncal data are likely
to include some loans rhat are lmpajred

Evaluation of likely losser as a result ofdeath or disabitity ofcustomers . The Company wriles.off such debts.

2011
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Notet.to .the Finoncial Statenents lor the Yeat Ended 31 De.enber 2or 1 (continued)
in United States Dollarc, untess otherwise indicated

In the case of portfolio- ar-risk rario, toans are separated rnto classes depending on rhe number of days they are

principal batance of rhe gross toan porrfotio (rhat rs,

the due date of the earhesr toan instattnent rhar has not
b€en fulty repaid. The Instituhon doet nor convert lare or penaltyrnteresr into pnnciDal.

an additional auowance has been made ro cover tosses accordin8 to each secror. This is based on hrstoricat default
ratet for each industry sector.

There have so far not been any cases ofdefautrs of group toans.

The Inrtitution very occasionatly reschedules loans, in rhe case of a customer suffedng unusual loss.

The Institution's policy is ro write off toans more rhan 160 days lare.

Geogrcphi.al risk rhe geoSraphicat concentrabon of the companv's assets and tiabilittes at at 31 December 201 1

OtherOECD Total

Cash and cash equiva(enrs 5O7,Va 5o7,7.t8
Loans to customers fi,212,577 10,212,577
Other debtors 13,585 11,5E5
Property and equipmenl 7j3,668 733,668

Liabilities
Long term borrowing 4,412,319 610,299 5,azz,61g
Creditors

The geographical concentration of Lhe Company\ assetr and tiabilities a, at 31 Decernber 2010 is ser out below:

OECD Others Total

Cash and cash equ'valents

Olher debtors

275,538
7,599,962

18,O14

275,538
7,599,962

1E,014
746,188 186

Liabilities
Long term bonowings
Creditors
Deferr€d tax tiabitity

148,284
23,636

2,926,812 2,926,8't2
148,284

836

cuffencv risk currencv risk is defined as the nsk rhar the value of a frnancial insrrument witt ftuctuate due to
changes in foreign exchange rates. The companv is e40s€d ro rhe effectr of ftucruation rn rhe prevaihng foreign
currency e\change rares on t5 financiat posilion and cash flows.

Total liabilities



viator ,icro.redit AzeftaijaD LLc

i:i;;:t!.i!, e Yea: Ended 31 Decenbe' 2ott (continued)

The lable below summarises rhe Company's exposure to foreign currency exchange rate risk as at 3t December

AZN U5D EUR Total

Cash and cash equrvalents

0ther debtors
Prope(y and equipment

450,750
7,098,037

13,585
733,668

56,933
3,114,540

507,7't8
10,217,577

13,585
733,668
29,846

l5

29,846
8.12 1,473 1,497

Liabilities
LonB-term borrowrngs
Crcditors

610,299 3,950,000 462,319
84,540

ooo- 119

5,022,618
84,540T 594,639

As at 31 December 2010 the Company had the following positjons in currencresl

107.15A

AZN USD EUR Total

Cash and cash equivalents

0ther debtors

78,221
5,573,543

18,014

197,282
2,026,419

275,538
7,599,962

18,014

l5

Oeferred tax tiabrli

Net

746,t88
6,415,966 223.701

746,188
8.639

Llabilitles
Long-tefm borrowjng
Creditors

2,45t,748 473,064
14E,284

23,836

2,976,812
148,284
23,836

172.120 2,453.7

770

AZN appreciation by Z% $2,621 122,097

AZN appreciahon by 2%

The risk was calculared only forcash balances in currencies orher rhan lhe Company3 presentatjon currency.
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Liguidify rsk Liquidity risk reiers to the avaitability oi sufficient funds to meet financiat commitments associated
with financiaL rnrtruments as they actually falt due.

The risk is principalty mitigaLed because the InsiiLuhon's operations are financed atmost exctusivety by grants
which have been a stable source of finance and accordinBly no maleriat frnancial commrLment exEtr, As an
addibonat rool to manage tiquidiLy risk, the Institrition performs regular monitoring of expected future cash flows
on customer and other operaLrons, whrch rs a pa( of the asset/l:abjthes managemen! process.

The tabte betow shows lhe expected maturity analysis as at 3'l December 2011:

less than 1 From 1 to From 6 to From n4ore
6 months 12 months 1 to 5 years than 5 veaB Total

Cash and cash equivatents

Other debton
Property and equipmenl

507,718
aE6,O9O 2,093,023 6,879,724 353,740

- 13,585

- 403,000
540

2,153,000 2,466,618

' 507,718
. 10,212,577

'11,585
- 733,66E 713,668

- 5,OZZ,61E
' 84,540

Deferred tax assel - 29,846 29,846
Totalassets 1,393,a0A 2,106,50a 6,a79,724 353,740 763,514 1,1,497,394

Liabilities

Creditors
Totalliabilities
Net liquidity gap a! at

153 000 618 107,158

a 4,726,724 12,112,478' 761,514 6,190,216
Cumul.tive liquidity gap

6 7,739,600 5,626,722 6,J9O,236

The table betow shows the expected maturity analysk as at l1 December 20101

te5s than 1 From t to From 6 to From ilore
6 months 12 months 1 to 5 yeaB than 5 yeaB Total

Cash and carh equivalents

Other debtors

275,538
T11,996 1,823,991

- 18,014
4,787,977 265,998

275,538
7,599,962

18,014

997,534 1,842,005 4,7A7,977
. 746,188 746,188

265.996 746.148 8.539.702

Liabiliti€s
Long term borroMng
Creditors

75,016 294,000 757,796 2,300,000
148,2U

. 2,926,812. 148,284
_ 21,836 23,636

Net liquidity gap as at
3l Decembet 2O1O 774,234 1,544,005 4,530,1E1 (2,034,002) 722,352 5,540,770
Cumulative liquidity gap
as at 3l De.ember 2010 774,234 2,122,219 6,A52,420 I,E1A,41A 5,540,770

In lhe opinion of the Company's management, the matching and/or controlled mismarchrnB of Lhe narunLies and
interest rates of assets and tiabitities is fundamental for successfut management of the Company. lt is unutuat for
Lhe Lending institutions ever Lo be comptetely matched tince business transacted is often of an unce(aln telm and
of differenL types. An unmatched porition potenbatty enhances profitability, but can atso increase the rilk of
tosses. The malurihes of assets and liabiliies and the abrlity ro replace, aL an acceprabte cost, inreresr-beartnB
tiabitities as they mature, are importanL facrors in asserring the tiquidiLy of the Company and ts exposure ro
changes in interesl and exchange rates.
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IDferest rdfe rirk Interest rate risk ariles from the pos$bihly that changer rn inter€st rales wilt affect the vatue
of the financiat inst.uments. Most ofthe Company's interest earningt as5ets are at fixed rates of annuat interest of
33-37% The Institution'5 long-term tiabitrtres bear fixed annual interest of 9%. Consequentty it does not consrder
ilself exposed ro rignificant interest rate risk or consequential cash ftow risk.

The tabte betow summanses lhe Conpanys exposure to inte.est rate riskr as at 31 December 2011. Included In the
table are the Company's financiat assets and liabitities at canyrng amounts, categorised by the earlier of
cont.actuat re'pricing or maturity dates,

From From Non-
I to 6 6 to 12 From interest

months months l to 5years b€arinc Total

Cash and cash equivatents

Other debtors
Property and equrpment

507,718
886,090 2,093,023

- 507,718
- 10,212,577

733,668 733,668

6,879,724 353,740

29,816 29.U6
93,023 5,479.724 153.740 777 '11.497.394

Liabllities
403,000 2,153,000 2,466,618

000 2 151 000 466 616

1,393,608 3,083,831 7,810,555 5,697,677 6,39O,236

5,022,618
u.540

Total liabilities

at 31 December 2011

atll December2oll 1,393,808 1,690,023 4,725,724 12,112,A7a) 692,559 6,390,236
cumuladve interest rate gap as

The table below summarises the Companys exporure !o inrerest rare risks as at 31 December 2010.

On demand From From NoL
and less rhan I to 6 6to 12 From interest

l month months months 1to 5years b€arine

Cash and cash equivalents

Otherdebto6

275,538
721,996 1,821,991 4,787,9n 265,998. 18,014

275,53E
7,599,962

14,014
746,188

997,514 1,E23,991

75,016 294,OOO 257,796

99E

2,300,000

r88
764 zoz 4,6!9,702

Liabilities

Creditots
2,926,817

u4,284148,284
23.816 23.836

Total liabiliries 294 000 257.796 300.000
Net interest rate gap as
at 31 De€enber 2010 922,518 1,529,991 4,530,181 12,034,002) 592,0A2 5,540,770

at ll December 2010 922,516 2,452,509 6,982,690 4,94a,6Aa 5,540,770

The Company moniLors frnancial instrument Interest rates. The tabte betow shows the interert raler on the basis of
repofts that were anatysed by the Company's key managers as at 31 December 2011 and 2010:

2011 2010
AZN USD AZN USD

Li.bilities
Long term bormwing

30% lo 32%

'11.57%

30% to 17%

9% to 9.5%

30% to 37% 30% to 32%

9% to 9.5%

The "J'sign in $e table above means rhar the Company does nor have respectjve arseF or tiabitities in rhe
corresponding cur.ency.
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19. Capital Management

Cuffently no capital requirements have been estabtished by the Cenlral Bank of the Azerbaijan Repubtic for non_

bank credrt organisation. Managemenfs focus in respect of the ComPany's capitat management has the fotlowing
objectives: ensuring the Company\ abrllty to operate as a Soing concern and marnlain batances in order to comply
with Covenanls of Lenders & Investors. This rs exercised daily in respec! of $e projected and acrual data and on

the basrs of monthly reports Mth the corresponding catculatrons that are verified and ngned by the Deputv
Director and ChiefAccountanL of the ComDanv.

20. ContingentLlabilltles

regoi isrues. In ahe ordinary courre of business, lhe Company is subject !o tegal actions and cotnptaintt
Managernen! betiever that the uttimate tiability arising from such actions or complaints witt not have a material
advene effect on the financiat condrtion or the results of future operations of the Company and accordingly no
provision has been made as in lhe management's opinion the possibitLy oi materiat tosses is low

rox fegtsfodon. As disclosed in Note 11 above Azerbaijani lax legrslalion is subjec! to varying inlerpretatjons and
changes which can occur frequentty. 

^ 
anagemenfs interpretation of such legrslatlon as applied lo the transactions

and acti\4ty of the Company may be chaltenged by the relevant regional o. federal authonlies. Recent events rn
rbaijan haye shown rhat the tax authodhes may be taking a more asseruve position in their inlelPrelation of

the legislation and assessments and it k possibte that transactions and activitles that have not been chauenged in
the past may be chaltenged. As a result, tignificanL additional taxes, penallies and inleresl may be assessed. Fiscat
penods remain open to review by the tax authonties in resp€ct of taxes for three calendar years Preceding the
year of the review. Under cedain orcumstances reviews may cover tonger periods.

As at 31 December 2011, the rnanagement betieves that its interpretation of the retevant tegistahon is appropnate
and the company's tax, currency and customs posilionswillbe sustained by controtling bodies.

21. Fair Value of Financial Inslruments

The fair vatue is defined as the amoun! at whrch the instrument could be exchanged in a current transaction
belween knowtedgeabLe willing parties on arm's length conditions, other than rn a forced or tiquidalion tate

Quoted financiat ins!ruments rn aclive markers provlde the best evidence of iair value As no readily avaitable
market exists for major part of the Company's financiat rnsrrumenls, the fair vatue shatl be estimated based on
currenL economrc conditions and the specific dsks attrjbutable to the instrumenL. The estlmales presenled herein
are not necessanly indicative of the amounls the Company coutd reaLise in a rnarket exchange from Lhe sale of its
fuu hold'ngs of a parlicular instrument,

^ 
anagement believes that carMng values of lhe Company's financial assets and llabitities approximate their fair

The Company uses the followng melhods and assumptions to €stimate the fairvatue of the frnanciaL instrumentsl

Loons to .ustomers. Loans to cuslomers are reported net of impairment Provisrons. The estimated falr vaLue of
toans to customers represents the drscounted amount of estirnated future cash flows expected Lo be received. To
dele.mine fair value, expected cash flows are drscounted at current market rates, The management betieves thal
the farr values of loans to cuslomeB as at 31 Decernber 201land 31 December 2010 do not materiatlv differ from
respective carrying amounts. This is pdmarity due to the existing practice to renegotiate interest rates to reftect
current market conditions. So, interest on most balancesis accrued at rates aPProximating market interes! rates

BorroMngs. The lair vatue of fixed rnteres! bearing financiat liabitities carned at amo(ised cosl rs detetmined by
cofiparjng the market interest rates at initial recognition of these instrumenls with current market rales on
simitar financial instruments. The estimated fair valLre of fixed interest bearing securities is based on dlscounted
cash flowt using interest rates for debt inslruments with simitar credrt nsk and maturity The farr value ot debt
recurities actively traded on an exchange h based on their market quotations.

The fair value of variable rale borrowings without markeL quotations is based on discounted cash ftows using
interest rates for debt instruments wlth simitar maturity. The estimated fair vatue of other borrowed funds
approximates their carrying value as these instruments do not have market quolations and are attracted at
floating interes! rate.
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22. Recon€iliation of Categories of Financial lnstruments with Measurement categories

Althesametime,inaccordancew]th|FRST"Financiallnstruments:DisclosureJ'theCompanvdls'losesdifferent
clarres of financiat instruments. As a! 31 Decernbet 2011 and 2010 alt financiat atsets of the Company were

classified as loans and receivabtet.

Att financial tabrlities oi the Company are ctastified as measured at amortised cost.

23. Related Party Tra nsactions

For the purposes of these financial statements, part'es are considered to be related if one partv has the abiltty to
control or exercise significant inftuence over the other pa(y in making financial or operational decisions as

deflned by IAS 24 "Related Party DisclotureJ'. In considering each possible relaled patty retauonship, atteniion is

directed to the economic tubstance of Lhe retationshiP, not merety the legal form.

tn the normat course of busrnesr the companv enters into transacbons with its major sharehoLders, directors'
subtidtaries and other related parties. These transactions inctude settlemenLs, rssuance of loans, deposit taking'
guaranlees, trade finance and foreign currency lransacLions According to the ComPany's poticy the terms oi
;etated parly transactions are equivalent to those that prevait in arm's tenSth transa€Lrons

The outstanding balances aL the year end and asset transactions wLh related parties for 2011 are as follows:

Norwegian

Enterprise Normislon
Key management

Viator AS Personnel Total

Nonrnterest expense
Grant

.. 357,441.

265,418

- 357,441. 26,136

98,900 98,900
- 265,414

26,136

The outsLanding batances at Lhe year end and asset lransactiont with related parties for 2010 are as folLowt:

Nor./regian
Humanitarian KeY management

Enterp.ise Normisjon Viator AS personnel Total

Balanc€s

Non-inlerest expense
Grant

- 357,441

4E,631 48,631
- 150,000

357,441

150,000

29


