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STATEMENT OF MANAGEMENT’'S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

The following statement, which should be read injgnction with the independent auditors’ respottitids
stated in the independent auditors’ report seboyiages 2 to 3, is made with a view to distingaggthe
respective responsibilities of management and thbde independent auditors in relation to thafficial
statements of Open Joint Stock Company Muganbduek‘Bank”).

Management is responsible for the preparation efittancial statements that present fairly therfaial
position of the Bank as at 31 December 2007, thelt®of its operations, cash flows and changes in
equity for the year then ended, in accordance Inigrnational Financial Reporting Standards (“IFRS”

In preparing the financial statements, managensergsiponsible for:

. Selecting suitable accounting principles and amglyhem consistently;
*  Making judgements and estimates that are reasoaadi@rudent;

. Stating whether IFRS have been followed, subjeeint material departures disclosed and explained
in the financial statements; and

. Preparing the financial statements on a going aoroasis, unless it is inappropriate to presume tha
the Bank will continue in business for the foresteduture.

Management is also responsible for:

. Designing, implementing and maintaining an effexi@wmd sound system of internal controls,
throughout the Bank;

. Maintaining proper accounting records that disglesth reasonable accuracy at any time, the firsnci
position of the Bank, and which enable them to emthat the financial statements of the Bank
comply with IFRS;

. Maintaining statutory accounting records in commia with legislation and accounting standards of
the Republic of Azerbaijan;

e Taking such steps as are reasonably availablestn th safeguard the assets of the Bank; and
. Detecting and preventing fraud and other irregtiési

The financial statements for the year ended 31 bee 2007 were authorized for issue on 2 June 2008
by the Management Board.

On behalf of the Board

Chairman Head of Finance Department

2 June 2008 2 June 2008
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INDEPENDENT AUDITORS’ REPORT
To the Shareholders and Management Board of the @Quat Stock Company Muganbank:
Report on the Financial Statements

We have audited the accompanying financial statésnaOpen Joint Stock Company
Muganbank, which comprise the balance sheet ak Be8ember 2007, and the income
statement, statements of changes in equity andficagh for the year then ended, and a
summary of significant accounting policies and o#aglanatory notes.

Management’'s Responsibility for the Financial Statments

Management is responsible for the preparation aingfesentation of these financial
statements in accordance with International FiredriReporting Standards. This responsibility
includes: designing, implementing and maintainimtgrinal control relevant to the preparation
and fair presentation of financial statements #natfree from material misstatement, whether
due to fraud or error; selecting and applying appete accounting policies; and making
accounting estimates that are reasonable in therostances.

Auditor's Responsibility

Our responsibility is to express an opinion on é@sancial statements based on our audit.
We conducted our audit in accordance with Inteamati Standards on Auditing. Those
standards require that we comply with ethical rezqaents and plan and perform the audit to
obtain reasonable assurance whether the finartaiginsents are free from material
misstatement.

An audit involves performing procedures to obtaidinevidence about the amounts and
disclosures in the financial statements. The promsiselected depend on the auditor’s
judgment, including the assessment of the riskaaterial misstatement of the financial
statements, whether due to fraud or error. In ngaltiose risk assessments, the auditor
considers internal control relevant to the entify'sparation and fair presentation of

the financial statements in order to design audit@dures that are appropriate in the
circumstances, but not for the purpose of exprgsainopinion on the effectiveness of

the entity’s internal control. An audit also inckglevaluating the appropriateness of
accounting policies used and the reasonablenesxofinting estimates made by management,
as well as evaluating the overall presentatiomefiinancial statements.

Member of

Audi . Tax.Consultin .Financial e ehe Tohmatsu



Deloitte

We believe that the audit evidence we have obtamedfficient and appropriate to provide
a basis for our audit opinion.

Opinion
In our opinion, the financial statements preseintyfan all material respects the financial
position of Open Joint Stock Company Muganbank 8% ®ecember 2007, and its financial

performance and its cash flows for the year theleérin accordance with International
Financial Reporting Standards.

2 June 2008

%w QLFTEQM .



OPEN JOINT STOCK COMPANY MUGANBANK

INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

(in New Azerbaijan Manats and in thousands, except for earnings per share which is in Manats)

Interest incom
Interest expen:

NET INTEREST INCOME BEFORE PROVISION FOR
IMPAIRMENT LOSSES ON INTEREST BEARING ASSETS

Provision for impairment losses on loans to cusrs
NET INTEREST INCOME

Netgain(loss) on foreign exchange operatis

Fee and commission inco

Fee and commission expe

Netloss on investments availat-for-sale

Other incom

NET NON-INTEREST INCOME

OPERATING INCOME

OPERATING EXPENSES

Provision for impairment losses on other transastio
PROFIT BEFORE INCOIE TAX

Income tax expen

NET PROFI1

EARNINGS PER SHARE
Basic(AZN)

On behalf of the Board

Chairman

2 June 2008
Baku

Notes Year ended 31

4,23
4,23

5,23

N~ o

8,23

1G

Year ended 31

December December
2007 2006
6,78: 3,622
(3,247 (1,521
3,535 2,101
(865 (620
2,67( 1,481
3 (58)
2,08¢ 1,50¢
(288 (144
(2 (3)
- 61
1,801 1,36¢
4,471 2,84¢
(2,963) (1,766)
(47) (2
1,461 1,077
(312) (248
1,149 82¢
2458 26.16

Head of Finance Department

2 June 2008

Baku

The notes on pages 9 to 48 form an integral pattesfe financial statements. The Independent Audit@port is

on pages 2 and 3.



OPEN JOINT STOCK BANK MUGANBANK

BALANCE SHEET
AS AT 31 DECEMBER 2007
(in New Azerbaijan Manats and in thousands)

ASSETS
Cash and balances with the National Bank of Azgah
Due from bank:
Investments availak-for-sale
Loans to custome
Property an equipmer
Other asset

TOTAL ASSETS
LIABILITIE S AND EQUITY

LIABILITIES

Loans from banks and other financial instituti
Customer accour

Debt securities issu

Current income tax payal

Deferred income tax liabili

Other liabilities

Total liabilities
EQUITY
Share capiti
Revaluation resen
Retained earnin

Total equit

TOTAL LIABILIT IES AND EQUITY

On behalf of the Board

Chairman

2 June 2008
Baku

Notes 31 December 31 December
2007 2006

11 8,68¢€ 4.53¢
12, 23 11,82: 5,337
14 3,40z 64¢€
13, 2¢ 48,21¢ 24,12¢
15 7,56C 5,014
16 57C 332
80,25 39,9%
17 36,92" 12,69¢
18, 23 24,68 16,57¢
19 4.16: -
134 97
9 25¢ 26€
20, 23 45¢ 265
66,61¢ 29,900
21 11,00¢( 7,80(
702 702
1,639 1,59¢
13,64 10,09¢
80,25, 39,96

Head of Finance Department

2 June 2008
Baku

The notes on pages 9 to 48 form an integral pattesfe financial statements. The Independent AudiR@port is

on pages 2 and 3.



OPEN JOINT STOCK COMPANY MUGANBANK

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2007
(in New Azerbaijan Manats and in thousands)

Share capital Revaluation Retained Total equity
reserve earnings

31 December 20C 5,40( - 79t 6,19¢
Issue of ordinary shar 2,40( - - 2,40(
Fixed assets revaluation, net of - 70z - 702
Dividend:s paic - - (30) (30)
Net profit - - 82¢ 82¢
31 December 206 7,80( 70z 1,594 10,09¢
Issue of ordinary shares 3,200 - - 3,200
Dividends pai - - (804, (804,
Net profit - - 1,149 1,149
31 December 20C 11,00C 702 1,39 13,64
On behalf of the Board
Chairman Head of Finance Department
2 June 2008 2 June 2008
Baku Baku

The notes on pages 9 to 48 form an integral pattesfe financial statements. The Independent Audit@port is
on pages 2 and 3.



OPEN JOINT STOCK COMPANY MUGANBANK

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2007
(in New Azerbaijan Manats and in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Profit before income tax
Adjustments for:
Provision for impairment losses
Translation loss on foreign exchange rates
Depreciation and amortization
Loss on disposal of poperty and equipment
Loss on disposal of investments available-for-sale
Change in interest accruals, net

Cash flows from operating activities before charigesperating
assets and liabilities

Changes in operating assets and liabilities
Increase in operating assets:
Minimum reserve deposit with National Bank of Azaijan
Due from banks
Loans to customers
Other assets
Increase in operating liabilities:
Loans from banks and other financial institutions
Customer accounts
Other liabilities

Cash inflow from operating activities before tamati
Income tax paid
Net cash inflow from operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment
Proceeds on sale of investments available-for-sale

Purchase of investments available-for-sale

Net cash outflow from investing activities

Notes Year ended 31 Year ended 31
December December
2007 2006
1,461 1,077
865 622
19 79
470 236
7 -

2 3

(70) (318)

2,754 1,699
(553) (984)
(4,302) (2,948)
(24,667) (10,861)
(249) (216)
4,178 7,771
7,909 6,864
188 173
5,258 1,498
(283) (181)
4,975 317
(3,012) (2,627)
42,046 16,269
(44,804 (16,917)
(5,770) (3,275)




OPEN JOINT STOCK COMPANY MUGANBANK

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

Notes  Year ended Year ended
31 December 31 December
207 2006

CASH FLOWS FROM FINANCING ACTIVITIES:
Issue of ordinary share capital 3,200 2,400
Proceeds from debt securities issued 4,162 -
Dividends paid (804) (30)

Net cash inflow from financing activities 6,558 ,320
Effect of changes in foreign exchange rate on cash and cash
equivalents 9) (30)
NET INCREASE IN CASH AND CASH EQUIVALENTS 5,754 382
CASH AND CASH EQUIVALENTS, beginning ofear 11 3,875 3,493
CASH AND CASH EQUIVALENTS, end ofear 11 9,629 3,875

Interest paid and received by the Bank in casindutie year ended 31 December 2007 amounted to AZN
2,996 thousand and AZN 6,879 thousand, respectilrigrest paid and received by the Bank in cash
during the year ended 31 December 2006 amountddbl1,417 thousand and AZN 3,200 thousand,
respectively.

On behalf of the Board

Chairman Head of Finance Department
2 June 2008 2 June 2008
Baku Baku

The notes on pages 9 to 48 form an integral pattesfe financial statements. The Independent Audit@port is
on pages 2 and 3.



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007
(in New Azerbaijan Manats and in thousands)

1. ORGANISATION

Open Joint Stock Company Muganbank (“the Bank”) imasrporated in Azerbaijan in 1992 as a
closed joint stock company and in 2005 it becamepan joint stock company. The Bank is
regulated by the National Bank of the Republic @akfbaijan (the “NBA”) and conducts its business
under the general license for banking activitied fameign currency operations number 29 issued on
25 November 1992 and renewed by the letter num®ai00608 on 10 November 2000. The Bank
had 17 and 15 branches in Azerbaijan as at 31heee2007 and 2006, respectively. The Bank’s
primary business consists of making payments antesntransfers, commercial activities, trading
with foreign currencies and originating loans aegaksits.

The address of its registered office is 4, 28 Mag&, Baku, Azerbaijan.

As at 31 December 2007 and 2006 the following iiddials and legal entities owned the share
capital of the Bank:

Owner 31 December 31 December
2007 2006
% %

Mehdiyev Elmil 67.0¢ 79.21
Mehdiyev Maqbe 11.97 7.9C
Veliyeva Vefe 11.0C 7.82
Mehdiyeva Farid 9.9t 5.07

Total 100.0( 100.0(

These financial statements were authorized foeigsuthe Management Board on 2 June 2008.

2. BASIS OF PRESENTATION
Accounting basis

These financial statements of the Bank have begpaped in accordance with International
Financial Reporting Standards (“IFRS”) issued by lttternational Accounting Standards Board
(“IASB”) and Interpretations issued by the Inteioatl Financial Reporting Interpretations
Committee (“IFRIC”). These financial statements aresented in thousands of New Azerbaijan
Manats (“AZN"), unless otherwise indicated. Thésancial statements have been prepared under
the historical cost convention, except measuremmefair value of certain financial instruments and
measurement of buildings at revalued amounts aoaptd International Accounting Standards.
(“IAS” No: 16 “Property, Plant and Equipment”).

The Bank maintains its accounting records in acoed with Azerbaijan law. These financial
statements have been prepared from the Azerbagtut@ry accounting records and have been
adjusted to conform to IFRS. These adjustmentsidtectertain reclassifications to reflect the
economic substance of underlying transactions dhiefyreclassifications of certain assets and
liabilities, income and expenses to appropriatarfoial statement captions.



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

Key assumptions

The preparation of financial statements in accacdamith IFRS requires management to make
estimates and assumptions that affect the repartexints. Such estimates and assumptions are
based on the information available to the Banksisagement as at the date of the financial
statements. Therefore, actual results could diftan those estimates and assumptions. Estimates
that are particularly susceptible to change reatatbe provisions for impairment losses.

Key assumptions concerning the future and otherskeyces of estimation uncertainty at the balance
sheet date, that have a significant risk of cauaingaterial adjustment to the carrying amounts of
assets and liabilities within the next financiatipd include:

31 December 31 December

2007 2006
Loans to custome 4821¢ 24,12¢
Property an equipmen 7,56C 5,014

Loans to customers are measured at amortisedesssallowance for impairment losses. The
estimation of allowances for impairments involvies exercise of significant judgment. The Bank
estimates allowances for impairment with the olyecdbf maintaining balance sheet provisions at a
level believed by management to be sufficient teoal losses incurred in the Bank’s loan portfolio.
The calculation of provisions on impaired loanbased on the likelihood of the asset being written
off and the estimated loss on such a write-off.sSEh@ssessments are made using statistical
techniques based on historic experience. Thesentiettions are supplemented by the application
of management judgment.

The Bank considers accounting estimates relatpdodsions for loans key sources of estimation
uncertainty because: (i) they are highly susceptiblchange from period to period as the
assumptions about future default rates and valuatidosses relating to impaired loans and
advances are based on recent performance experatéi) any significant difference between the
Bank’s estimated losses (as reflected in the pimv$$ and actual losses will require the Bank keta
provisions which, if significantly different, coulthve a material impact on its future income
statement and its balance sheet. The Bank’s assumtbout estimated losses are based on past
performance, past customer behavior, the crediitgud recent underwritten business and general
economic conditions, which are not necessarilynaication of future losses.

Buildings are measured at revalued amounts. Theafahe latest appraisal was as at 31 December
2006. The next revaluation is scheduled as at 3kibber 2008.

Taxation is discussed in Note 9.
Functional currency

The functional currency of these financial statetaénthe New Azerbaijan Manat (“AZN").

10



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

3.  SIGNIFICANT ACCOUNTING POLICIES
Recognition and measurement of financial instrumergt

The Bank recognizes financial assets and lialslitie its balance sheet when it becomes a party to
the contractual obligation of the instrument. Ragway purchase and sale of the financial assets

and liabilities are recognized using settlemeng datounting. Regular way purchases of financial

instruments that will be subsequently measurediatélue between trade date and settlement date
are accounted for in the same way as for acquirgiduments.

Financial assets and liabilities are initially rgozed at fair value plus, in the case of a finahci
asset or financial liability not at fair value tlugh profit or loss transaction costs that are tlyec
attributable to acquisition or issue of the finaha@sset or financial liability. The accountindipes
for subsequent re-measurement of these items selosked in the respective accounting policies set
out below.

Cash and cash equivalents

Cash and cash equivalents include cash on hanestunted balances on correspondent and time
deposit accounts with the National Bank of Azedoaivith original maturity within 90 days,
advances to banks in countries included in the @zgtion for Economic Co-operation and
Development (*OECD”). For purposes of determiniagltflows, the minimum reserve deposit
required by the NBA is not included as a cash exjeit due to restrictions on its availability.

Due from banks

In the normal course of business, the Bank maistaitvances or deposits for various periods of
time with other banks. Due from banks are subsafjumeasured at amortized cost using the
effective interest method. Amounts due from credititutions are carried net of any allowance for
impairment losses.

Loans to customers

Loans to customers are non-derivative assets Wil for determinable payments that are not quoted
in an active market, other than those classifieatler categories of financial assets.

Loans granted by the Bank are initially recogniaethir value plus related transaction costs. Where
the fair value of consideration given does not éth&fair value of the loan, for example where the
loan is issued at lower than market rates, theiffce between the fair value of considerationrgive
and the fair value of the loan is recognized assa bn initial recognition of the loan and includied
the income statement according to nature of thessek. Subsequently, loans are carried at
amortized cost using the effective interest methodns to customers are carried net of any
allowance for impairment losses.

11



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

Write off of loans and advances

Loans and advances are written off against allo@docimpairment losses in case of
uncollectibility of loans and advances, includihgough repossession of collateral. Loans and
advances are written off after management has iseerall possibilities available to collect amounts
due to the Bank and after the Bank has sold allae collateral. In accordance with the statutory
legislation, loans may only be written off with thpproval of the Supervisory Board and, in certain
cases, with the respective decision of the Court.

Allowance for impairment losses

The Bank accounts for allowance for impairmentdsssf financial assets when there is objective
evidence that a financial asset or group of finglne$sets is impaired. Impairment losses are
measured as the difference between carrying amandtshe present value of expected future cash
flows, including amounts recoverable from guarasiteed collateral, discounted at the financial
asset’s original effective interest rate, for fingh assets which are carried at amortized cogt. af
subsequent period the amount of the impairmentdesseases and the decrease can be related
objectively to an event occurring after the impannwas recognized, the previously recognized
impairment loss is reversed. For financial assatsed at cost, the impairment losses are measured
as the difference between the carrying amountefittancial asset and the present value of
estimated future cash flows, discounted at theecimarket rate of return for a similar financial
asset. Such impairment losses are not reversed.

The determination of the impairment losses is basedn analysis of the risk assets and reflects the
amount which, in the judgment of management, isjade to provide for losses incurred. Provisions
are made as a result of an individual appraisabk&fassets for financial assets that are indivigua
significant, and an individual or collective assesat for financial assets that are not individually
significant.

The change in the impairment losses is chargedatit,;and the total of the impairment losses is
deducted in arriving at assets as shown in thenbalaheet. Factors that the Bank considers in
determining whether it has objective evidence #maimpairment loss has been incurred include
information about the debtors’ or issuers’ liquidisolvency and business and financial risk
exposures, levels of and trends in delinquenciesifoilar financial assets, national and local
economic trends and conditions, and the fair vafullateral and guarantees. These and other
factors may, either individually or taken togethmqvide sufficient objective evidence that an
impairment loss has been incurred in a financisétsr group of financial assets.

The Bank accounts for impairment losses on findassets at amortised cost using allowance
account, for financial assets measured at costigfirdirect write off.

It should be understood that estimates of lossasva an exercise of judgment. While it is possible
that in particular periods the Bank may sustaisdsghat are substantial relative to the allowdnice
impairment losses, it is the judgment of managertiettthe allowance for impairment losses is
adequate to absorb losses incurred on the risksasse

12



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

Investments available-for-sale

Investments available for sale represent debt tmests that are intended to be held for an indefini
period of time. Such securities are initially resed at fair value. Subsequently the securities are
measured at fair value, with such re-measuremengrezed directly in equity until sold when
gain/loss previously recorded in equity recyclestigh the income statement, except for impairment
losses, foreign exchange gains or losses and shi@@me accrued using the effective interest
method, which are recognized directly in the incatagement. The Bank uses quoted market prices
to determine the fair value for the Bank’s investiseavailable for sale. If the market for
investments is not active, the Bank establishes/&ue by using a valuation technique . Valuation
techniques include using recent arm’s length marketsactions between knowledgeable, willing
parties, reference to the current fair value ofta@oinstrument that is substantially the same,
discounted cash flow analysis and other applicatd@thods. If there is a valuation technique
commonly used by market participants to price tlsrument and that technique has been
demonstrated to provide reliable estimates of pratg#ained in actual market transactions,

the Bank uses that technique. Dividends receivednatuded other income in the income statement.

Property, equipment and intangible assets

Property, equipment and intangible assets areechati historical cost (except for buildings which
are stated at revalued amounts) less accumulaprdaiation and amortization and any recognized
impairment losses. Depreciation and amortizatioproperty, equipment and intangible assets is
charged on the carrying value of those assetssadesigned to write off assets over their useful
economic lives. It is calculated on a straight lraesis at the following annual prescribed rates:

Buildings 5%
Furniture and office equipment 20%
Computers 25%
Vehicles 20%
Other fixed assets 20%
Intangible assets 10%

The carrying amounts of property, equipment anangible assets are reviewed at each balance
sheet date to assess whether they are recordeddnseof their recoverable amounts, and where
carrying values exceed this estimated recoverabtmuat, assets are written down to their
recoverable amount.

Impairment is recognized in the respective period ia included in operating expenses.

After the recognition of an impairment loss the egation charge for property, equipment and
intangible assets is adjusted in future perioddltrate the assets’ revised carrying value, ksss i
residual value (if any), on a systematic basis @geremaining useful life.

Buildings held for use in supply of services, arddministrative purposes, are stated in the balanc
sheet at their revalued amounts, being the fairevat the date of revaluation, determined from
market-based evidence by appraisal undertakendfggzional independent appraisers, less any
subsequent accumulated depreciation and subsezpeemulated impairment losses. Revaluations are
performed with sufficient regularity such that t@rying amount does not differ materially fromttha
which would be determined using fair values atitlance sheet date.

13



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

Any revaluation increase arising on the revaluatibsuch buildings is credited to the fixed assets
revaluation reserve, except to the extent thawienrses a revaluation decrease for the same asset
previously recognized as an expense, in which tesaicrease is credited to the income statement
to the extent of the decrease previously chargatkedease in carrying amount arising on the
revaluation of such buildings is charged as an es@¢o the extent that it exceeds the balance, if
any, held in the properties revaluation reservatirgd to a previous revaluation of that asset.

Depreciation on revalued buildings is charged tmine statement. On the subsequent sale or
retirement of a revalued property, the attributablealuation surplus remaining in the properties
revaluation reserve is transferred directly toiretd earnings.

Taxation

Income tax expense represents the sum of the ¢@nendeferred tax expense.

The current tax expense is based on taxable foofihe year. Taxable profit differs from net ptofi
as reported in the income statement because il@aslitems of income or expense that are taxable
or deductible in other years and it further exchidems that are never taxable or deductible. The
Bank’s current tax expense is calculated usingdses that have been enacted during the reporting
period.

Deferred tax is the tax expected to be payableawerable on differences between the carrying
amounts of assets and liabilities in the finanstatements and the corresponding tax bases used in
the computation of taxable profit, and is accouritedising the balance sheet liability method.
Deferred tax liabilities are generally recognizeddll taxable temporary differences and deferred
tax assets are recognized to the extent thaprbisable that taxable profits will be available iaga
which deductible temporary differences can bezagdi Such assets and liabilities are not recognized
if the temporary difference arises from goodwillfimm the initial recognition (other than in a
business combination) of other assets and liadslith a transaction that affects neither the tafitpr

nor the accounting profit.

The carrying amount of deferred tax assets is wedleat each balance sheet date and reduced to the
extent that it is no longer probable that suffitiexxable profits will be available to allow all part
of the asset to be recovered.

Deferred tax is calculated at the tax rates thaeapected to apply in the period when the liabist
settled or the asset is realized. Deferred takasged or credited in the income statement, except
when it relates to items charged or credited diydotequity, in which case the deferred tax i®als
dealt with in equity.

Deferred income tax assets and deferred incomksataikties are offset and reported net on the
balance sheet if:

* The Bank has a legally enforceable right to setoffent income tax assets against
current income tax liabilities; and

« Deferred income tax assets and the deferred incaxi@bilities relate to income taxes
levied by the same taxation authority on the saralile entity.

14



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

Loans from banks and other financial institutions,customers accounts

Loans from banks and other financial institutiond austomer accounts are initially recognized at
fair value. Subsequently, amounts due are statachattized cost and any difference between net
proceeds and the redemption value is recognizéiteimcome statement over the period of the
borrowings using the effective interest method.

Finance leases

Financial leases are leases that transfer sulztgratil the risks and rewards incident to owngpshi
of an asset. Title may or may not eventually bedfarred. Whether a lease is a finance lease or

an operating lease depends on the substance watisaction rather than the form of the contract.
The lease classified as finance lease if:

* The lease transfers ownership of the asset tieisee by the end of the lease term;

* The lessee has the option to purchase the ass@r@e which is expected to be
sufficiently lower than the fair value at the d#te option becomes exercisable such that,
at the inception of the lease, it is reasonabljagethat the option will be exercised;

e The lease term is for the major part of the eadindife of the asset even if title is not
transferred;

* Atthe inception of the lease the present valub® minimum lease payments amounts to
at least substantially all of the fair value of thased asset; and

* The leased assets are of a specialized natunetisaconly the lessee can use them without
major modifications being made.

At the commencement of the lease term, the Barklassee recognizes finance leases as assets
and liabilities in its balance sheet at amountsaétjuthe fair value of the leased property or, if
lower, the present value of the minimum lease pays@ach determined at the inception of the
lease. Subsequently, the minimum lease paymentpa@tioned between the finance charge and
the reduction of the outstanding liability. Thedirce charge is allocated to each period during the
lease term so as to produce a constant periodiofanterest on the remaining balance of the
liability. Depreciation of the lease property isached in accordance with depreciation policy that i
applied to property owned by the Bank.

Provisions

Provisions are recognized when the Bank has amirésgal or constructive obligation as a result of
past events, and it is probable that an outflowesburces embodying economic benefits will be
required to settle the obligation and a reliablinete of the obligation can be made.

Financial guarantee contracts issued and letters afredit

Financial guarantee contracts and letters of cigslied by the Bank are credit insurance that gesvi
for specified payments to be made to reimbursédlteer for a loss it incurs because a specifiedadeb
fails to make payment when due under the originah@dified terms of a debt instrument. Such
financial guarantee contracts and letters of cisslited are initially recognized at fair value.
Subsequently they are measured at the higher dfgamount recognized as a provision and (b) the
amount initially recognized less, where appropyietenulative amortization of initial premium revenu
received over the financial guarantee contraclsttar of credit issued.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

Share capital
Contributions to share capital are recognized st co

Dividends on ordinary shares are recognized intg@sd a reduction in the period in which they are
declared. Dividends that are declared after thenica sheet date are treated as a subsequent event
under International Accounting Standard 10 “Evexftsr the Balance Sheet Date” (“IAS 10”) and
disclosed accordingly.

Retirement and other benefit obligations

In accordance with the requirements of the AzeapaRepublic’s legislation state pension system
provides for the calculation of current paymentgh®/employer as a percentage of current total
payments to staff. This expense is charged in ¢hiog the related salaries are earned. Upon
retirement all retirement benefit payments are niadpension funds selected by employees. The
Bank does not have any pension arrangements sebamat the State pension system of the
Azerbaijan Republic. In addition, the Bank has nstgetirement benefits or other significant
compensated benefits requiring accrual.

Recognition of income and expense

Interest income and expense are recognized oncanadasis using the effective interest method.
The effective interest method is a method of caliing the amortized cost of a financial asset or
a financial liability (or group of financial asseisfinancial liabilities) and of allocating thet@mest
income or interest expense over the relevant pefibd effective interest rate is the rate that #yac

discounts estimated future cash payments or recipiugh the expected life of the financial
instrument or, when appropriate, a shorter pewaithé net carrying amount of the financial asset
or financial liability.

Once a financial asset or a group of similar finangssets has been written down (partly written
down) as a result of an impairment loss, inter@sbiine is thereafter recognized using the rate of
interest used to discount the future cash flowgHerpurpose of measuring the impairment loss.

Interests earned on assets at fair value are fidgbsiithin interest income.

Loan origination fees are deferred, together withrelated direct costs, and recognized as an
adjustment to the effective interest rate of ttenldNVhere it is probable that a loan commitment wil
lead to a specific lending arrangement, the loanroiiment fees are deferred, together with the
related direct costs, and recognized as an adjustmehe effective interest rate of the resulting

loan. Where it is unlikely that a loan commitmeril \ead to a specific lending arrangement, the

loan commitment fees are recognized in the incaaterment over the remaining period of the loan
commitment. Where a loan commitment expires withiesulting in a loan, the loan commitment fee

is recognized in the income statement on expirarnLeervicing fees are recognized as revenue as the
services are provided. All other commissions acegaized when services are provided.

16
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(in New Azerbaijan Manats and in thousands)

Foreign currency translation

Monetary assets and liabilities denominated inifpreurrencies are translated into AZN at the
appropriate spot rates of exchange ruling at themloa sheet date. Foreign currency transactians ar
accounted for at the exchange rates prevailingeatiate of the transaction. Profits and losses
arising from these translations are included inga& on foreign exchange operations.

Rates of exchange

The exchange rates at year-end used by the Bahk ijpreparation of the financial statements are as

follows:
31 December 31 December
2007 2006
AZN/1 US Dollar 0.8453 0.8714
AZN/1 Euro 1.2450 1.1471

Offset of financial assets and liabilities

Financial assets and liabilities are offset andrul net on the balance sheet when the Bank has a
legally enforceable right to set off the recogniaeabunts and the Bank intends either to settle on a
net basis or to realize the asset and settledbéity simultaneously. In accounting for a traarsbf

a financial asset that does not qualify for deradam, the Bank does not offset the transferrestas

and the associated liability.

Segment reporting

A segment is a distinguishable component of thekBhat is engaged either in providing products or
services (business segment) or in providing pradocservices within a particular economic
environment (geographical segment), which is sulifedsks and rewards that are different from
those of other segments. Segments with a majofritgv@nue earned from sales to external
customers and whose revenue, result or assetsrapet cent or more of all the segments are
reported separately. Geographical segments of dné Bave been reported separately within these
financial statements based on the ultimate domidithe counterparty, e.g. based on economic risk
rather than legal risk of the counterparty.

Adoption of new standards

In the current year, the Bank has adopted all @hntew and revised Standards and Interpretations
issued by the International Accounting Standardar8dthe IASB) and the International Financial
Reporting Interpretations Committee (the IFRICjiad IASB that are relevant to its operations and
effective for reporting periods beginning on 1 Jayw2007. The adoption of these new and revised
Standards and Interpretations has not resultednifisant changes to the Bank’s accounting poticie
that have affected the amounts reported for theentior prior years except for the effect of
application of IFRS 7 “Financial Instruments: Dsslire” (“IFRS 77).
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

IFRS 7 is effective for annual periods beginningoomfter 1 January 2007. IFRS 7 establishes new
requirements and recommendations on financialungnt disclosure. Adoption of IFRS 7 did not
affect the classification and measurement of Bafikancial instruments in the financial statements.
Additional information was disclosed in the finaasi statements for the current and comparative

reporting periods as required by IFRS 7.

At the date of these financial statements the Wilig Standard applicable to the Bank was issued
but not yet effective for these financial statersefifective 1 January 2009, the new IFRS 8
“Operating Segments” will replace IAS 14 “OperatfBggments”. The management is currently
assessing the impact of the adoption of this nemd&trd for future periods. The Bank anticipates
that other new Standards and Interpretations aifieno material financial impact on the financial

statements of the Bank.

4. NET INTEREST INCOME

Interest income comprises:
Interest income on assets recorded at amortized cos

- interest income on assets that has been writtem s a result

of an impairment loss
- interest income on unimpaired assets
Interest income on investments available-for-sale
Interest income on guarantees

Total interest income

Interest income on assets recorded at amortizedcoowrises:

Interest on loans to customers
Interest on loans and advances to banks

Total interest income on financial assets recordearrtized cost

Interest income on investments available-for-sale
Interest income on guarantees

Total interest income

Interest expense on liabilities recorded at amedtizost comprise:

Interest on customer accounts
Interest on deposits from banks
Interest on debt securities issued

Total interest expense on financial assets recaatlathortized cost

Net interest income before provision for impairmérgses on

interest bearing assets

18

Year ended Year ended
31 December 31 December
2007 2006
4,768 3,356
1,679 62
48 2 129
87 75
6,782 3,622
6,125 3,280
322 138
6,447 3,418
48 2 129
87 75
6,782 3,622
(2,343) (1,184)
(610) (337)
(294) -
(3,247) (1,521)
3,535 2,101




OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)

(in New Azerbaijan Manats and in thousands)

5.

ALLOWANCE FOR IMPAIRMENT LOSSES

The movements in allowance for impairment lossemtarest earning assets were as follows:

31 December 205

Provisior
Write-off of asset

31 December 206

Provision

31 Decenber 2007

The movements in allowances for impairment losseguarantees and other commitments were as

follows:

Loans to
customers

401

62C

(465)

55¢€
86¢&

1,421

Guarantees
and other
commitments

31 December 205 7
Provisior 2
31 December 20C 9
Provisior 47
31 December 207 56
NET GAIN/(LOSS) ON FOREIGN EXCHANGE OPERATIONS
Net gain/(loss) on foreign exchange operations cweg:
Year ended Year ended
31 December 31 December
2007 2006
Dealing, ne 22 21
Translation differences, r (19) (79)
Total net gain/(loss) on foreign exchange operations 3 (58)
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7.

FEE AND COMMISSION INCOME AND EXPENSE

Fee and commission income and expense comprise:

Fee and commission income
Cash operatiot

Settlements and account servic
Foreign exchange operatic
Documentary operatio

Plastic cards operatia

Othel

Total fee and commission inco

Fee and commission expens
Plastic card:operation
Documentary operatio

Cash operatiot

Settlements and account servic
Securities operatiol
Foreignexchangeoperation
Othel

Total fee and comission expens

OPERATING EXPENSES

Operating expenses comprise:

Staff cost

Depreciation and amortizati
Operating lease expenses
Communicatin
Professional fet

Security

Advertisinc

Printing and office suppli
Repair and maintenar
Taxes other than income -
Business trip expens
Utilities

Insuranc

Memberslp fee!

Software maintenan
Other operating expens

Total operating expenses

20

Year ended Year ended
31 December 31 December
2007 2006
1,057 63¢
603 52(
194 154
17C 164
53 29
11 3
2,08¢ 1,50¢
(96) (60)
(76) (4)
(51) (23)
(35) 27
(26) (11)
) -
1) (19
(288 (144
Year ended Year ended
31 December 31 December
2007 2006
1,500 852
47C 23€
163 87
157 104
122 86
99 66
96 14¢
69 47
62 31
53 30
27 12
23 17
23 8
11 3
9 9
79 29
2,963 1,766
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

9.

INCOME TAXES

The Bank provides for taxes based on the statuéorpccounts maintained and prepared in
accordance with the Azerbaijan statutory tax reiijpria that differ from International Financial
Reporting Standards. The Bank is subject to cegarmanent tax differences due to non-tax
deductibility of certain expenses.

Deferred taxes reflect the net tax effects of terapodifferences between the carrying amounts of
assets and liabilities for financial reporting pasps and the amounts used for tax purposes. Tempora
differences as at 31 December 2007 and 2006 meles#ly to different methods of income and
expense recognition as well as to recorded valtiesrtain assets.

Temporary differences as at 31 December 2007 a@@ @0mprise:

31 December 31 December

2007 2006
Deferred assets
Other liabilities 51 32
Other asse - 5
Total deferred asst 51 37
Deferred liabilities:
Property and equipme (1,225 (1,088)
Provisions on other transactic - (103
Loans to customel - (54)
Total deferred liabilitie (1,225 (1,245)
Net deferred liabilities (1,179 (1,209
Deferred income tax liability at statutory rate 2 (25€) (26€)

Relationships between tax expenses and accourrifig) for the year ended 31 December 2007 and
2006 are explained as follows:

Year ended Year ended

31 December 31 December

2007 2006

Profit before income te 1461 1,077
Statutory tax ra 22% 22%
Theoretical tax at the statutory tax r 321 237
Tax effect of permanent differen (9) 11
Income tax expens 312 24¢
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10.

11.

Current income tax exper
Deferred income ta(benefit)expens

Income tax expens

Deferred income tax liabilities

At beginning of the period

(Decrease)/ increase in the deferred income tabgrézed in income
statement

Increase in the deferred income tax recognizedirity

At end of the period

EARNINGS PER SHARE

Profit:
Net profit for the year

Weighted average number of ordinary shares
for basic earnings per share

Earnings per share — basic (AZN)

CASH AND BALANCES WITH THE NATIONAL BANK OF AZERBAI

Cash and balances with the National Bank of Azgabaiomprise:

Cash on har
Balances with the National Bank of Azerba

Total cash and balances with the lonal Bank of Azerbaije

22

Year ended Year ended
31 December 31 December
2007 2006
320 214

(8) 34
312 24¢

31 December

31 December

2007 2006
266 33
(8) 34
- 199
258 266
Year ended Year ended
31 December 31 December
2007 2006
1,149 829
46,737 31,685
24.58 26.16

JAN

31 December

31 December

2007 2006
2,50( 1,03¢
6,18¢€ 3,50(
8,68¢ 4,53¢




OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

12.

The balances with the NBA as at 31 December 20872806 include AZN 1,770 thousand and
AZN 1,217 thousand, respectively, which represkeatinimum reserve deposits required by the
NBA. The Bank is required to maintain the reserakabce at the NBA at all times provided that
average daily balance for 15 days period will bergwally higher than required mandatory reserve.

Cash and cash equivalents for the purposes otdkensent of cash flows comprise:

31 December 31 December
2007 2006
Cash and balances with the National Bank of Azgh: 8,68¢€ 4,53¢
Loans and advances to banks in OECD coui 2,71% 553
11,399 5,092
Less minimum reserve deposit with the National Bahkzerbaijai (1,770 (1,217
Total cash and cash equivalents 9,629 3,875
DUE FROM BANKS
Due from banks comprise:
31 December 31 December
2007 2006
Correspondent accounts with other banks 11,818 345,3
Loans to banks 3 3
Total loans and advances to banks 11,821 5,337

Included in due from banks is accrued intereshamamount of AZN 22 thousand and nil as at 31
December 2007 and 2006, respectively.

As at 31 December 2007 and 2006 the Bank had due Irbank, which individually exceeded 10 %
of the Bank’s equity.

As at 31 December 2007 and 2006 maximum creditexglosure of due from banks amounted to
AZN 11,821 thousand and AZN 5,337 thousand, regpeyt
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13. LOANS TO CUSTOMERS

Loans to customers comprise:

31 December

31 December

2007 2006
Originated loans 49,639 24,684
Less allowance for impairment losses (1,421) (556)
Total loans to customers, net 48,218 24,128

Included in loans to customers is accrued inteneiste amount of AZN 994 thousand and AZN 696

thousand as at 31 December 2007 and 2006, resggctiv

Movements in allowances for impairment lossestieryears ended 31 December 2007 and 2006 are

disclosed in Note 5.

The table below summarizes the amount of loansredday collateral, rather than the fair value of

the collateral itself:

31 December

31 December

2007 2006

Loans collateralized by real esf 33,05¢ 15,08¢
Loans collateralized by vehic 7,60t 5,07¢
Loans collateralized by guarant 3,821 1,04¢
Loans collateralized by derits 1,067 1,20z
Loans collateralized by othe 594 86
Loans collateralized by securit 46¢ 417
Loans collateralized by inventor 42t 722
Unsecured loat 1,172 49C

Total loans to customers, 48,21¢ 24,12¢

31 December

31 December

2007 2006

Analysis by industry
Individuals 14,902 6,743
Construction 14,205 5,650
Trading 11,949 6,816
Manufacturing 3,287 2,526
Agriculture 2,682 2,053
Other 1,193 340

Total loans to customers, net 48,218 24,128
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Loans to individuals comprise the following prodsict

31 December

31 December

2007 2006
Car loans 6,967 4,833
Mortgage loans 3,435 -
Consumer loans 568 68
Plastic cards 446 214
Other 3,486 1,628
Total loans to individuals, net 14,902 6,743

As at 31 December 2007 and 2006 the Bank had lma®isind 2 customers totaling AZN 6,976
thousand and AZN 3,466 thousand, respectively, kvimdividually exceeded 10% of the Bank'’s
equity.

As at 31 December 2007 and 2006 maximum creditexglosure of loans to customers amounted to
AZN 48,218 thousand and AZN 24,128 thousand, resfedy.

As at 31 December 2007 and 2006 loans to customdtgled loans in amount of AZN 1,256
thousand and AZN 2,083 thousand, respectively, @/lesns have been renegotiated. Otherwise
these loans would be past due or impaired.

As at 31 December 2007 and 2006 loans to customdtgled loans in amount of AZN 6,598
thousand and AZN 7,866 thousand, respectivelywea¢ individually determined to be impaired.

14. INVESTMENTS AVAILABLE-FOR-SALE
Investments available-for-sale comprise:

Interest to 31 December Interestto 31 December

nominal 2007 nominal 2006
% %

Debt securities
National Bank of the Republic of Azerbaijan 9.99% 1,000 - -
National Bank of the Republic of Azerbaijan 6.80% 1,000 - -
National Bank of the Republic of Azerbaijan 11.28% 478 - -
National Bank of the Republic of Azerbaijan 11.15% 924 - -
National Bank of the Republic of Azerbaijan - - 12.99% 646

Total debt securities available-for-sale 3,402 646

Included in investments available-for-sale is aedrdiscount receivable in the amount of AZN 7
thousand and AZN 1 thousand as at 31 December@@02006, respectively.
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15. PROPERTY AND EQUIPMENT

Buildings Furniture Computer Vehicles Other Construc- Total
and office equipment fixed tion in
equipment assets progress

At revalued cost
31 December 2005 1,608 257 120 11 7 - 2,003
Additions 2,031 226 70 266 8 15 2,616
Revaluation 671 - - - - - 671
31 December 2006 4,310 483 190 277 15 15 05,29
Additions 2,488 295 110 39 9 71 3,012
Disposals - ) (2) (20) - - (19)
Transfers 87 - - - (1) (86) -
31 December 2007 6,885 771 298 306 23 - 8,283
Accumulated

depreciation
31 December 2005 (151) (72) (46) (11) (1) - 281)
Charge for the year (88) (72) (35) (28) (2) - (225)
Eliminated on

revaluation 230 - - - - - 230
31 December 2006 (9) (144) (81) (39) (3) - 78R
Charge for the year (227) (117) (53) (58) (4) - (459)
Disposals - 7 2 3 - - 12
31 December 2007 (236) (254) (132) (94) 7) - (723)
Net book value
31 December 2007 6,649 517 166 212 16 - 7,560
31 December 2006 4,301 339 109 238 12 15 5,014

As at 31 December 2007 and 2006 included in prg@erd equipment were fully depreciated assets

of AZN 46 thousand and AZN 36 thousand, respedtivel
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16. OTHER ASSETS

Other assets comprise:

31 December 31 December
2007 2006
Settlements on money transfer syst 38¢ 194
Intargible asse 84 88
Prepaymen for supplies and servic 79 29
Plastic cards settleme 19 21
Total other asse 57C 332

Intangible assets include software and licenses.

Intangible assets

At cost

31 December 2005 100
Additions 11
31 December 2006 111
Additions _7
31 December 2007 118

Accumulated amortization

31 December 2005 12
Charge for the year 11
31 December 2006 23
Charge for the year 11
31 December 2007 34
Net book value

31 December 2007 84
31 December 2006 88

27



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

17. LOANS FROM BANKS AND OTHER FINANCIAL INSTITUTIONS
Loans from banks and other financial institutionmprise:

31 December 31 December

2007 2006
Demand deposits 11,538 1,776
Loans from National Fund for Support of Entrepreneurs 9,657 7,987
Loans from other banks and financial institutions 054, 2,833
Loans from NBA 4,800 100
Loan from National Mortgage Fund 1,878 -
Total loansfrom banks another institution 36,927 12,69¢

Included in loans from banks and other financiatitotions is accrued interest in the amount of
AZN 55 thousand and AZN 2 thousand as at 31 Dece2@&/ and 2006, respectively.

18. CUSTOMER ACCOUNTS
Customer accounts comprise:

31 December 31 December

2007 2006
Time deposit 18,06: 10,287
Demand deposi 3,32( 3,39(
Security deposi 3,29¢ 2,89¢
Total customer accout 24,68 16,57¢

Included in customer accounts is accrued interegte amount of AZN 458 thousand and AZN 261
thousand as at 31 December 2007 and 2006, resggctiv

As at 31 December 2007 and 2006 customer accotiAZN 2,896 thousand (12%) and
AZN 1,148 thousand (7%), respectively, were du toistomers, which represents significant
concentration.

31 December 31 December

20C7 2006

Analysis by sector:
Individuals 19,97« 12,03
Insuranc 2,667 1,43¢
Trade 1,24¢ 2,171
Constructior 543 58€
Manufacturing 10C 19z
Transport and communicatio 48 94
Agriculture 2 37
Othel 10z 25

Total customer accints 24,68: 16,57¢
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19. DEBT SECURITIES ISSUED

Debt securities issued represent unsecured netgsddy the Bank on the Latvian Stock Exchange

and amounted to 5,000,000 USD with a face value@30 USD and a maturity date of 26 June
2010 with annual fixed coupon rate equal to 13.B#te holders have the right to demand
repayment of principal prior to maturity (put optjoon 26 June 2009. There are no restrictions

regarding sale and purchase of the notes in ttendacy market.

20. OTHER LIABILITIES

Other liabilities comprise:

Payables under finance le
Accrued expens:

Provisions on other transactic
Taxes other than income tax paya
Settlements payat

Other creitors

Total other liabilities

31 December

31 December

2007 2006
197 15€
121 35
56 9
36 14
36 9
7 40
453 265

The future minimum lease payments under financgeleaf fixed assets are as follows:

Less than one ye
Later than one year not later than five s
More than 5 yea

Total minimum lease payme
Less: deferred finance exper

Net payables under finance le

Current portiol
Long-term portiot

Net payables under fince leas

29

31 December

31 December

2007 2006
13z 87
10z 10¢€
234 192
(37) (35)
197 15¢
112 64

84 94
197 15¢
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21.

22.

SHARE CAPITAL

As at 31 December 2007 and 2006 authorized, issnégbaid-in share capital consisted of 55,000
and 39,000 ordinary shares with par value of AZR 2ach. All shares are ranked equally and carry
one vote.

The below table provides a reconciliation of thenber of shares outstanding as at 31 December 2007
and 2006:

Ordinary shares

31 December 2005 27,000
Issue of shares 12,000
31 December 2006 39,000
Issue of shares 16,000
31 December 2007 55,000

In 2007 and 2006 the Bank declared dividends of DM thousand and AZN 30 thousand on
ordinary shares for 2006 and 2005 financial yaaspectively.

FINANCIAL COMMITMENTS AND CONTINGENCIES

In the normal course of business the Bank is g/partinancial instruments with off-balance sheet
risk in order to meet the needs of its customelgse€ instruments, involving varying degrees of
credit risk, are not reflected in the balance sheet

The Bank’s maximum exposure to credit loss undatiegent liabilities and commitments to extend
credit, in the event of non-performance by the ogizety where all counterclaims, collateral or sigu

prove valueless, is represented by the contraatnalints of those instruments.

The Bank uses the same credit control and manadeubcies in undertaking off-balance sheet
commitments as it does for on-balance operations.

Provision for losses on contingent liabilities amtmd to AZN 56 thousand and AZN 9 thousand as
at 31 December 2007 and 2006, respectively.
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As at 31 December 2007 and 2006 the nominal oractreamounts were;:

31 December 31 December
2007 2006
Contingent liabilities and credit commitments
Guarantees issued and similar commitments 2,082 5,150
Letters of credit 495 -
Commitments on loans and unused credit lines 223 469
Total contingent liabilities and credit commitments 2,800 5,619

As at 31 December 2007 and 2006 included in comeritsion loans and unused credit lines are
AZN 223 thousand and AZN 469 thousand, respectjvrelyresenting the Bank’s commitments to
extend loans within unused credit line limits the¢ conditioned on the following: a borrower has to
apply to the Bank each time it wants to extendaisowings within preliminary unused; and the
Bank may approve the extension of finance basedl lworrower’s financial performance, debt
service and other credit risk characteristics.

Capital commitments The Bank had no material commitments for capitalesditures outstanding
as at 31 December 2007.

Legal proceedings +rom time to time and in the normal course of bess, claims against

the Bank are received from customers and countigpaManagement is of the opinion that no
material unaccrued losses will be incurred and raticgly no provision has been made in these
financial statements.

The Bank is receiving claims from individual cusemmwith respect to certain commissions
withheld by the Bank for loan agreements servi¢e2 NBA issued an instruction requiring banks to
disclose effective interest rates on loans gratgeddividuals. Management is of the opinion that
such claims would not have adverse consequencése@ank, and is in the process of establishing
procedures on disclosing additional informatiomhoian agreements in compliance with the NBA
instruction.

Taxes -Azerbaijan commercial legislation and tax legiglatin particular may give rise to varying
interpretations and amendments. In addition, asagement’s interpretation of tax legislation may
differ from that of the tax authorities, transangamay be challenged by the tax authorities, arad as
result the Bank may be assessed additional taregJties and interest. The Bank believes thatst ha
already made all tax payments, and therefore wavatice has been made in the financial statements.
Tax years remain open to review by the tax autiesrior three years.

Operating environment The Bank’s principal business activities are witAzerbaijan. Laws and
regulations affecting the business environmentzerBaijan are subject to rapid changes and the
Bank’s assets and operations could be at risk@unedative changes in the political and business
environment.
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23. TRANSACTIONS WITH RELATED PARTIES

Related parties or transactions with related partis defined by IAS 24 “Related party disclosures”
represent:

(@)

(b)
(©)
(d)
(e)
(f)

(9)

Parties that directly, or indirectly througheoor more intermediaries: control, or are contoblle
by, or are under common control with, theB (this includes parents, subsidiaries andviello
subsidiaries); have an interest in the Bak gives then significant influence over the Ban
and that have joint control over the Bank;

Associates — enterprises on which the Banlkshmpsficant influence and which is neither a
subsidiary nor a joint venture of the inees

Members of key management personnel of the Baiits parent;

Close members of the family of any individuadferred to in (a) or (c);

Parties that are entities controlled, jointhntolled or significantly influenced by, or for
which

significant voting power in such entity resideih, directly or indirectly, any individual
referred to in (c) or (d); or

Post-employment benefit plans for the bendféraployees of the Bank, or of any entity that is
a related party of the Bank.

In considering each possible related party relatign attention is directed to the substance of the
relationship, and not merely the legal form. ThmBhad the following transactions outstanding
with related parties:

31 December 2006
Related party Total category
transactions as per financial

statements
caption

31 December 2007
Related party Total category
transactions as per

financial
statements

Loans to customers, gre
- shareholders and entities in which
a substantial interest is owned by
the shareholders of the Bank
- key management personnel

Allowance for loans to customers
- shareholders and entities in which
a substantial interest is owned by
the shareholders of the Bank

- key management personnel

Customer accour
- shareholders and entitiesin which
a substantial interest is owned by
the shareholders of the Bank
- key management personnel

Other liabilities
- shareholders and entities in which
a substantial interest is owned by
the shareholders of the Bank
- key management personnel

140
473

257

32

caption

49,63¢ 24,68

71
83

1,421 556

24,68: 16,576

55
186

453 265
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Included in the profit and loss account for therymaded 31 December 2007 and 2006 are the
following amounts which arose due to transactioiib velated parties:

Year ended
31 December 2007
Related party  Total category
transactions as per financial
statements
caption

Interest incom 6,782
-shareholders and entitiesin
which a substantial interest is
owned by the shareholders of
the Bank 13

- key management personnel 26

Interest expen: 3,24
- shareholders and entitiesin
which a substantial interest is
owned by the shareholders of
the Bank 47

- key management personnel 17

Allowance for impairment losses 865

- shareholders and entitiesin
which a substantial interest is
owned by shareholders of the
Bank 2

- key management personnel 7

Operating expenst 2,96:
- shareholders and entitiesin
which a substantial interest is
owned by the shareholders of
the Bank -

Year ended
31 December 2007
Related party Total category
transactions as per financial

statements
caption
Key management personnel
compensation:
short-term employee benefits 476 1,500

33

Year ended
31 December 2006
Related party  Total category
transactions as per financial

statements
caption
3,622
12
5
1,521
11
16
620
2
1,76¢
5
Year ended

31 December 2006
Related party Total category
transactions as per financial

statements
caption

349 853
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24. SEGMENT REPORTING

Business segments

The Bank is organized on the basis of two mainrmss segments:

. Retail banking — representing private bankingises, private customer current accounts,
savings, deposits, investment savings productspdyscredit and debit cards, consumer loans and

mortgages.

. Corporate banking — representing direct debitifes, current accounts, deposits, overdrafts,

loan and other credit facilities, foreign curreraryd derivative products.

There are no other material items of income or pgpdetween the business segments. Internal
charges and transfer pricing adjustments have teflected in the performance of each business.
Revenue sharing agreements are used to allocaenaktustomer revenues to a business segment

on a reasonable basis.

Segment information about these businesses isriessbelow.

Interest income
Interest expense

Provision for impairment losses on interest

bearing assets

Net gain on foreign exchange operations

Fee and commission income
Fee and commission expense

Net loss on sale of investments available-for-

sale

Operating income

Operating expenses

Provision for impairment losses on other
transactions

Profit before income tax

Income tax expense

Net profit

Segment assets

Segment liabilities

Retail Corporate  Unallocated 31 December 2007/
banking banking Year ended
31 December 2007
Total
3,937 2,597 248 6,782
(2,197) (1,050) - (3,247)
(672) (193) - (865)
- - 3 3
883 1,205 - 2,088
- (288) - (288)
- - 2 2
1,951 2,271 249 4,471
(1,293)  (1,505) (165) (2,963)
- (47) - (47)
658 719 84 1,461
- - (312) (312)
658 719 (228) 1,149
15,309 36,718 28,230 80,257
20,010 9,287 37,061 66,358
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25.

Retail Corporate  Unallocated 31 December 2006/
banking banking Year ended
31 December 2006
Total

Interest income 1,789 1,704 129 3,622
Interest expense (1,118) (403) - (1,521)
Provision for impairment losses on interest

bearing assets (435) (185) - (620)
Net loss on foreign exchange operations - - (58) (58)
Fee and commission income 643 865 - 1,508
Fee and commission expense - (144) - (144)
Net loss on sale of investments available-for-

sale - - 3) 3)
Other income - 61 - 61
Operating income 879 1,898 68 2,845
Operating expenses (546) (1,178) (42) (1,766)
Provision for impairment losses on other

transactions - (2) - (2)
Profit before income tax 333 718 26 1,077
Income tax expense - - (248) (248)
Net profit 333 718 (222) 829
Segment assets 6,958 18,031 15,007 39,996
Segment liabilities 12,042 4,543 13,049 29,634

The Bank conducts its activities only within thepeblic of Azerbaijan and major parts of its
revenue and net profit arrives from operationdienRepublic of Azerbaijan.

FAIR VALUE OF FINANCIAL INSTRUMENTS

Estimated fair value disclosures of financial instents are made in accordance with the
requirements of IAS 32 “Financial Instruments: Discire and Presentation” and IAS 39 “Financial
Instruments: Recognition and Measurement”. Faued defined as the amount at which the
instrument could be exchanged in a current traisabetween knowledgeable willing parties in an
arm'’s length transaction, other than in forcedquitation sale. The estimates presented herein are
not necessarily indicative of the amounts the Bamkd realize in a market exchange from the sale
of its full holdings of a particular instrument.

The fair value of financial assets and liabilitsnpared with the corresponding carrying amount in
the balance sheet of the Bank is presented below:
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31 December 207

Carrying Fair value
value

Cash and balances with the

National Bank of the Republic of

Azerbaijan 8,686 8,686
Due from banks 11,821 11,821
Investments available-for-sale 3,402 3,402
Loans from banks and other

financial institutions 36,927 36,927
Customer accounts 24,682 24,682
Debt securities issued 4,162 4,162
Payable under finance lease 197 197

26. REGULATORY MATTERS

31 December 206

Carrying Fair value
value
4,539 4,539
5,337 5,337
646 46 6
12,696 5,6
16,576 16,576
158 158

Quantitative measures established by regulati@msore capital adequacy require the Bank to
maintain minimum amounts and ratios of total (5% der 1 capital (10%) to risk weighted assets.

The ratio was calculated according to the prinsigieployed by the Basle Committee by applying the
following risk estimates to the assets and off4hedasheet commitments net of allowances for

impairment losses:

Estimate Description of position
0% Cash and balances with the National Bank of Baign
0% State debt securities in Azerbaijani Manats
20% Loans and advances to banks for up to 1 year
100% Loans and advances to customers (excludingyagetioans for residential purposes
which are at 50%)
100% Other assets
Obligations and commitments on unused loans wighntial maturity of over 1
50% year
100% Guarantees

As at 31 December 2007 the Banks'’s total capitalwarhfor Capital Adequacy purposes was
AZN 13,641 thousand and tier 1 capital amount waBlA2,939 thousand with ratios of 23% and

22%, respectively.

As at 31 December 2006 the Banks'’s total capitawarhfor Capital Adequacy purposes was
AZN 10,096 thousand and tier 1 capital amount wZbl®,934 thousand with ratios of 29% and

27%, respectively.
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27. CAPITAL MANAGEMENT

28.

The Bank manages its capital to ensure that Bahlbwable to continue as a going concern while
maximising the return to stakeholders through fhngsation of the debt and equity balance.

The capital structure of the Bank consists of gaaitributable to equity holders of the parent,
comprising issued capital, reserves and retainedregs as disclosed in consolidated statement of
changes in equity.

The Management Board reviews the capital struainora semi-annual basis. As a part of this
review, the Board considers the cost of capitalthedisks associated with each class of capital.
Based on recommendations of the Board, the Bardnbas its overall capital structure through the
payment of dividends, new share issues as welieassue of new debt or the redemption of
existing debt.

The Bank’s overall capital risk management poliesnains unchanged from 2006.

RISK MANAGEMENT POLICIES

Management of risk is fundamental to the Bank’skranbusiness and is an essential element of the
Bank’s operations. The main risks inherent toBhek’s operations are those related to:

¢ Creditrisk
e Liquidity risk
*« Market risk.

The Bank recognizes that it is essential to hafieiefit and effective risk management processes in
place. To enable this, the Bank has establishesk amanagement framework, whose main purpose
is to protect the Bank from risk and allow it tdeave its performance objectives. Through the risk

management framework, the Bank manages the rigk®llowing risks:

Credit risk

The Bank is exposed to credit risk which is th& tigat one party to a financial instrument willlfai
to discharge an obligation and cause the othey paihcur a financial loss.

Risk management and monitoring is performed wigighlimits of authority, by the Credit
Committees and the Bank’s Management Board. Befoyeapplication is made by the Credit
Committee, all recommendations on credit proce@s@sower’s limits approved, or amendments
made to loan agreements, etc.) are reviewed amdagapby the branch risk-manager or the Risk
Management Department. Daily risk management ifopeed by the Head of Credit Departments
and Branch

37



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

Credit divisions

The Bank structures the level of credit risk it artdkes by placing limits on the amount of risk
accepted in relation to one borrower, or groupsasfowers, and to industry (and geographical)
segments. Limits on the level of credit risk bycarbwer and a product (by industry sector, by
region) are approved quarterly by the Managemeatddrhe exposure to any one borrower
including banks and brokers is further restrictgdib-limits covering on and off-balance sheet
exposures which are set by the Credit Committetuad@xposures against limits are monitored
daily.

Where appropriate, and in the case of most lohesBank obtains collateral and corporate and

personal guarantees but a significant portion isgel lending, where no such facilities can be
obtained. Such risks are monitored on a continbasss and subject to annual or more frequent
reviews.

Commitments to extend credit represent unusedguaf credit in the form of loans, guarantees or
letters of credit. The credit risk on off-balantest financial instruments is defined as a prolgbil

of losses due to the inability of counterparty eonply with the contractual terms and conditions.
With respect to credit risk on commitments to egteredit, the Bank is potentially exposed to a loss
in an amount equal to the total unused commitméitdsiever, the likely amount of the loss is less
than the total unused commitments since most comenits to extend credit are contingent upon
customers maintaining specific credit standardge Bank applies the same credit policy to the
contingent liabilities as it does to the balanceettiinancial instruments, i.e. the one based en th
procedures for approving the grant of loans, uBings to mitigate the risk, and current monitoring
The Bank monitors the term to maturity of off badarsheet contingencies because longer term
commitments generally have a greater degree oftereki than short-term commitments.

Maximum Exposure

The Banks maximum exposure to credit risk varigaificantly and is dependant on both individual
risks and general market economy risks.

The following table presents the maximum exposoreédit risk of financial assets and contingent
liabilities. For financial assets the maximum expesequals to a carrying value of those assets prio
to any offset or collateral. For financial guarast@nd other contingent liabilities the maximum
exposure to credit risk is the maximum amount thekBwould have to pay if the guarantee was
called on or in the case of commitments, if thenlamount was called on.

31 December 2007

Maximum  Offset Net exposure Collateral Net exposure after

exposure after offset Pledged  offset and collateral

Due from banks 11,821 - 11,821 - 11,821
Loans to customers 48,218 1,388 46,830 45,687 1, 143
Investments available-for-sale 3,402 - 3,402 - 3,402
31 December 2006

Maximum  Offset Net exposure Collateral Net exposure after

exposure after offset Pledged offset and collateral

Due from banks 5,337 - 5,337 - 5,337
Loans to customers 24,128 1,183 22,945 22,385 560
Investments available-for-sale 646 - 646 - 646

38



OPEN JOINT STOCK COMPANY MUGANBANK

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (CONTINUED)
(in New Azerbaijan Manats and in thousands)

Financial assets are graded according to the dwredit rating they have been issued by an
internationally regarded agency. The highest ptesséiing is AAA. Investment grade financial
assets have ratings from AAA to BBB. Financial &ssenhich have ratings lower than BBB are
classed as speculative grade.

The following table details the credit ratings ifaincial assets held by the Bank:

31
Decembel
2007
AAA AA A BBB >BBB Not Total
rated
Due from banks - - 2,647 - 1,757 7,417 11,821
Loans to customers - - - - - 48,218 48,218
Investments available-for-sale - - - - 3,402 - 3,402
31
Decembel
2006
AAA AA A BBB >BBB Not Total
rated
Due from banks - - 553 - 4,148 636 5,337
Loans to customers - - - - - 24,128 24,128
Investments available-for-sale - - - - 646 - 646

The Bank has developed internal rating model, whltdw it to determine the rating of
counterparties. The rating of corporate borrowdraised on an analysis of the financial ratios ef th
borrower, and an analysis of the market and inglssctor, in which the borrower operates. The
model also takes into consideration various qualggactors, such as management efficiency and
borrower’s market share.

The application of the internal rating model resutta standardized approach in the analysis of
corporate borrowers and provides a quantitativessssent of the creditworthiness of a borrower
that does not have a rating from an internatioatihg agency. The model takes into account
specific local market conditions.

The quality of the internal rating model is exandiro a regular basis through an assessment of both
its effectiveness and validity. The Bank revisasriodel when deficiencies are identified.

The Bank applies internal rating methodologiesectfic corporate loans and groups of retail and
small business loans, which incorporate varioustgihg master scales that are different from that
used by international rating agencies. As a regu#t,not possible to make a cross-product score
comparison which would agree to the outstandingrmad of loans to customers per the balance
sheet. As such, more detailed information is naideresented.

The banking industry is generally exposed to cnéshitthrough its financial assets and contingent
liabilities. Credit risk exposure of the Bank isxcentrated within Azerbaijan. The exposure is
monitored on a regular basis to ensure that thditdneits and credit worthiness guidelines
established by the Bank’s risk management polieynat breached.
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The following table details the carrying value e$ats that are impaired and the ageing of those tha
are past due but not impaired:

Financial assets past due but not 31 December 2007
impaired
Neither  0-3 3-6 6 months Greater Financial Total
past due months months to 1year than one assets that
nor year have been
impaired written down

as a result of
an impairment

loss
Due from banks 11,821 - - - - - 11,821
Loans to customers 15,234 - - - - 32,984 48,218
Investments available-for-sale 3,402 - - - - - 3,402
Financial assets past due but not 31 December 2006
impaired
Neither  0-3 3-6 6 months Greater Financial Total
past due months months to 1 year than one assets that
nor year have been
impaired written
down as a
result of an
impairment
loss
Due from banks 5,337 - - - - - 5,337
Loans to customers 7,623 - - - - 16,505 24,128
Investments available-for-sale 646 - - - - - 646

Geographical concentration
The ALMC exercises control over the risk in theisdgtion and regulatory arena and assesses its
influence on the Bank’s activity. This approaclowk the Bank to minimize potential losses from
the investment climate fluctuations in Azerbaijan.

The geographical concentration of assets and iligiis set out below:
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Azerbaijan Other OECD 31 December
non-OECD countries 2007
countries Total

ASSETS
Cash and balances with the National B
of Azerbaijan 8,686 - - 8,686
Due from banks 8,967 141 2,713 11,821
Investments available-for-sale 3,402 - - 3,402
Loans to customers 48,218 - - 48,218
Property and equipment 7,560 - - 7,560
Other assets 184 386 - 570
TOTAL ASSETS 77,017 527 2,713 80,257
LIABILITIES
Loan from banks and other financ
institutions 33,215 429 3,283 36,927
Customer accounts 24,682 - - 24,682
Debt securities issued - 3,456 706 4,162
Current income tax payable 134 - - 134
Deferred income tax liability 258 - - 258
Other liabilities 417 36 - 453
TOTAL LIABILITIES 58,706 3,921 3,989 66,616
NET POSITION 18,311 (3,394) (1,276)
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Azerbaijan Other OECD 31 December
non-OECD countries 2006
countries Total

ASSETS
Cash and balances with the National B
of Azerbaijan 4,539 - - 4,539
Due from banks 4,453 331 553 5,337
Investments available-for-sale 646 - - 646
Loans to customers 24,128 - - 24,128
Property and equipment 5,014 - - 5,014
Other assets 332 - - 332
TOTAL ASSETS 39,112 331 553 39,996
LIABILITIES
Loan from banks and other financ
institutions 12,696 - - 12,696
Customer accounts 16,509 67 - 16,576
Current income tax payable 97 - - 97
Deferred income tax liability 266 - - 266
Other liabilities 265 - - 265
TOTAL LIABILITIES 29,833 67 - 29,900
NET POSITION 9,279 264 553
Liquidity risk

Liquidity risk refers to the availability of suffient funds to meet deposit withdrawals and other
financial commitments associated with financiatiasients as they actually fall due.

The Assets and Liabilities Management CommitteeL{)’”) controls these types of risks by
means of maturity analysis, determining the Baslrategy for the next financial period. Current
liquidity is managed by the Treasury Departmenictvideals in the money markets for current
liquidity support and cash flow optimisation.

In order to manage liquidity risk, the Bank perfaerdaily monitoring of future expected cash
flows on clients’ and banking operations, whiclaigart of assets/liabilities management process.
The Management Board sets limits on the minimunp@roon of maturing funds available to meet
deposit withdrawals and on the minimum level oerripdnk and other borrowing facilities that should
be in place to cover withdrawals at unexpectedsesviedemand.

An analysis of the liquidity and interest rate 63& presented in the following table. The tablageh
been drawn up to detail:

(i) The remaining contractual maturity of non-detive financial liabilities based on the
undiscounted cash flows of financial liabilitie®{b interest and principal cash flows) based on the
earliest date on which the Bank can be requirgzhio and
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(ii) The expected maturity for non-derivative firtdal assets based on the undiscounted contractual
maturities of the financial assets including inset@at will be earned on those assets except where
the Bank anticipates that the cash flow will ocecua different period.

Weighted 31
average Upto 1monthto 3monthto 1lyearto Over December
effective 1 month 3 months 1 year 5 years 5 years 2007
interest rate Total
ASSETS
Due from banks 12.80% 72 144 7,423 - - 7,639
Loans to customers 18.37% 3,971 5,832 22,510 24,241 2,591 59,145
Investments available-for-sale 8.41% 3,419 - - - - 3,419
Total interest bearing assets at fixed rates 7,462 5,976 29,933 24,241 2,591 70,203
Due from banks 4.78% 2,671 - - - - 2,671
Total interest bearing assets at variable rates 2,671 - - - - 2,671
Total interest bearing assets 10,133 5,976 29,933 24,241 2,591 72,874
Cash and balances with NBA 8,686 - - - - 8,686
Due from banks 2,385 - - - - 2,385
Other assets 407 - - - - 407
TOTAL ASSETS 21,611 5,976 29,933 24,241 2,591 84,352
LIABILITIES
Loans from banks other financial institutions 6.39% 9,932 564 12,704 14,597 1,801 39,598
Customer accounts 14.72% 6,121 2,054 10,094 5,930 - 24,199
Debt securities issued 14.84% - - 577 5,082 - 5,659
Total interest bearing liabilities at fixed rates 16,053 2,618 23,375 25,609 1,801 69,456
Total interest bearing liabilities 16,053 2,618 23,375 25,609 1,801 69,456
Loans from banks and other financial institutions 3 - - - - 3
Customer accounts 3,320 - - - - 3,320
Income tax payable - 134 - - - 134
Other liabilities 36 157 132 102 - 427
Guarantees issued 604 209 1,148 121 - 2,082
Commitments on loans and unused credit lines - - 223 - - 223
TOTAL LIABILITIES 20,016 3,118 24,878 25,832 1,801 75,645
Liquidity gap 1,595 2,858 5,055 (1,591) 790
Interest sensitivity gap for fixed rate instruments (8,591) 3,358 6,558 (1,368) 790
Interest sensitivity gap for variable rate instrumse 2,671 - - - -
Interest sensitivity gap (5,920) 3,358 6,558 (1,368) 790
Cumulative interest sensitivity gap (5,920) (2,562) 3,996 2,628 3,418
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ASSETS

Due from banks

Loans to customers
Investments available-for-sale

Total interest bearing assets at fixed rates
Total interest bearing assets

Cash and balances with NBA
Due from banks
Other assets

TOTAL ASSETS

LIABILITIES
Loans from banks other financial institutions
Customer accounts

Total interest bearing liabilities at fixed rates
Total interest bearing liabilities

Loans from banks other financial institutions
Customer accounts

Current income tax payable

Other liabilities

Guarantees issued

Commitments on loans and unused credit lines

TOTAL LIABILITIES

Liquidity gap

Interest sensitivity gap for fixed rate instruments
Interest sensitivity gap for variable rate instrumse
Interest sensitivity gap

Cumulative interest sensitivity gap

Market Risk

Market risk covers interest rate risk, currenck @sd other pricing risks to which the Bank is

Weighted
average
effective

interest rate

8.00%
18.46%
12.99%

9.12%
14.62%

Upto 1monthto 3 monthto 1yearto Over 31 Decembe
1 month 3 months 1 year 5years 5 years 2006
Total
2,824 - - - - 2,824
1,837 1,373 6,321 20,624 - 30,155
649 649
5,310 1,373 6,321 20,624 - 33,628
5,310 1,373 6,321 20,624 - 33,628
4,539 - - - - 4,539
2,519 - - - - 2,519
215 - - - - 215
12,583 1,373 6,321 20,624 - 40,901
2,451 101 497 8,823 199 12,071
2,748 942 6,218 4,707 - 14,615
5,199 1,043 6,715 13,530 199 26,686
5,199 1,043 6,715 13,530 199 26,686
1,776 - - - - 1,776
3,390 - - - - 3,390
- 97 - - - 97
9 49 87 106 - 251
741 1,435 2,401 573 - 5,150
- - 469 - - 469
11,115 2,624 9,672 14,209 199 37,819
1,468 (1,251) (3,351) 6,415 (199)
111 330 (394) 7,094 (199)
111 330 (394) 7,094 (199)
111 441 47 7,141 6,942

exposed. There have been no changes as to thdvev®ahk measures risk or to the risk it is

exposed in 2007.

The ALMC also manages interest rate and marked bgkmatching the Bank’s interest rate position,

which provides the Bank with a positive interestgia The Department of Financial Control

conducts monitoring of the Bank’s current finan@atformance, estimates the Bank’s sensitivity to
changes in interest rates and its influence olBHr&’s profitability.
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Interest rate risk

The Bank manages fair value interest rate riskutjingperiodic estimation of potential losses that

could arise from adverse changes in market comditiodrhe Department of Financial Control

conducts monitoring of the Bank’s current finangalformance, estimates the Bank’s sensitivity to

changes in fair value interest rates and its imfteeon the Bank’s profitability.

The following table presents a sensitivity analydimterest rate risk, which has been determined

based on “reasonably possible changes in the sis&hle”. The level of these changes is determined

by management and is contained within the riskntisgiwovided to key management personnel.

Impact on profit before tax:

As at 31 December 2007 As at 31 December 2006
Interest rate Interest rate Interest rate  Interest rate
+1% -1% +1% -1%
Assets
Due from bank 94 (94) 28 (28)
Loans to custome 48€ (486 24C (240
Investments availak-for-sale 34 (34) 6 (6)
Liabilities:
Loan frombanks ancother financial institutior (330) 33C - -
Customer accour (176 17¢ (100 10C
Debt securities issu (42) 42 - -
Net impact on profit before tax 66 (66) 174 (174

Currency risk

Currency risk is defined as the risk that the valua financial instrument will fluctuate due toactyes
in foreign exchange rates. The Bank is exposduteffects of fluctuations in the prevailing foei
currency exchange rates on its financial positimh@ash flows.

The ALMC controls currency risk by management ef éipen currency position on the estimated basis

of AZN devaluation and other macroeconomic indicgterhich gives the Bank an opportunity to

minimize losses from significant currency ratestiiations toward its national currency. The Treasur

Department performs daily monitoring of the Bani{®n currency position with the aim to match
the requirements of NBA.
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The Bank’s exposure to foreign currency exchantgerisk is presented in the table below:

AZN UsD EUR Other 31 Decembe
USD1= EUR1= currency 2007
0.8453 1.2450 Total
AZN AZN

ASSETS
Cash and balances with the National B
of Azerbaijan 7,203 1,365 32 86 8,686
Due from banks - 10,435 1,365 21 11,821
Investments available-for-sale 3,402 - - - 3,402
Loans to customers 29,659 18,501 58 - 48,218
Property and equipment 7,560 - - - 7,560
Other assets 184 352 - 34 570
TOTAL ASSETS 48,008 30,653 1,455 141 80,257
LIABILITIES
Loan from banks and other financ
institutions 21,188 14,192 1,547 - 36,927
Customer accounts 12,819 11,422 436 5 24,682
Debt securities issued - 4,162 - - 4,162
Current income tax payable 134 - - - 134
Deferred income tax liability 258 - - - 258
Other liabilities 294 108 50 1 453
TOTAL LIABILITIES 34,693 29,884 2,033 6 66,616
OPEN BALANCE SHEET POSITION 13,315 769 (578) 135
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AZN usD EUR Other 31 Decembe
USD1= EUR1= currency 2006
0.8714 1.1471 Total
AZN AZN

ASSETS
Cash and balances with the National B
of Azerbaijan 3,547 969 9 14 4,539
Due from banks - 5,309 8 20 5,337
Investments available-for-sale 646 - - - 646
Loans to customers 16,279 7,775 74 - 24,128
Property and equipment 5,014 - - - 5,014
Other assets 136 196 - - 332
TOTAL ASSETS 25,622 14,249 91 34 39,996
LIABILITIES
Loan from banks and other financ
institutions 8,088 4,608 - - 12,696
Customer accounts 7,187 9,070 299 20 16,576
Current income tax payable 97 - - - 97
Deferred income tax liability 266 - - - 266
Other liabilities 109 105 47 4 265
TOTAL LIABILITIES 15,747 13,783 346 24 29,900
OPEN BALANCE SHEET POSITION 9,875 466 (255) 10

Currency risk sensitivity

The following table details the Bank’s Sensitivitya 10% increase and decrease in the USD and
EUR against the AZN. 10% is the sensitivity ratedig’hen reporting foreign currency risk
internally to key management personnel and repteseanagement’s assessment of the possible
change in foreign currency exchange rates. Theatsatysanalysis includes only outstanding
foreign currency denominated monetary items andsasijtheir translation at the end of the period
for a 10% change in foreign currency rates. Thaisigity analysis includes external loans as well
as loans to foreign operations within the Bank whbe denomination of the loan is in a currency
other than the currency of the lender or the boerow

Impact on profit or loss

Impact on profit or loss

As at 31 December 2007 As at 31 December 2006

AZN/USD ~ AZN/USD  AZN/USD AZN/USD
+10% -10% +10% -10%
77 (77) 46 (46)

As at 31 December 2007

AZN/EUR AZN/EUR
+10% -10%

As at 31 December 2006

AZN/EUR  AZN/EUR
+10% -10%

(57) 57 (26) 26
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Limitations of sensitivity analysis

The above tables demonstrate the effect of a chamg&ey assumption while other assumptions
remain unchanged. In reality, there is a correfaietween the assumptions and other factors. It
should also be noted that these sensitivities @anelinear, and larger or smaller impacts should not
be interpolated or extrapolated from these results.

The sensitivity analyses do not take into consiitamahat the Bank’s assets and liabilities are
actively managed. Additionally, the financial pasit of the Bank may vary at the time that any
actual market movement occurs. For example, thé&'Bdimancial risk management strategy aims to
manage the exposure to market fluctuations. Assimvent markets move past various trigger levels,
management actions could include selling investsaritanging investment portfolio allocation and
taking other protective action. Consequently, ttea impact of a change in the assumptions may
not have any impact on the liabilities, whereagtsare held at market value on the balance sheet.
In these circumstances, the different measurenasgdfor liabilities and assets may lead to
volatility in shareholder equity.

Other limitations in the above sensitivity analysegude the use of hypothetical market movements
to demonstrate potential risk that only represkatBank’s view of possible near-term market
changes that cannot be predicted with any certaamg the assumption that all interest rates move
in an identical fashion.

Other price risks
The Bank is exposed to equity price risks arisiognf equity investments. Equity investments are

held for strategic rather than trading purposesiitifgnvestments form insignificant part of the
Bank’s investment portfolio.
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