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Statement of management responsibilities

Management has prepared and is responsible for the fair presentation of financial statements and related
notes of MCB Non-banking Credit Organization Closed Joint Stock Company (the “Company”).
These have been prepared in accordance with International Financial Reporting Standards (IFRS) and for
such internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error and also necessarily
include amounts based on judgements and estimates made by management.

The Company maintains internal accounting control systems and related policies and procedures designed
to provide reasonable assurance that assets are safeguarded, that transactions are executed in accordance
with management’s authorization and properly recorded, and that accounting records may be relied upon
for the preparation of financial statements and other financial information. The system contains self-
monitoring mechanisms that allow management to be reasonably confident that controls, as well as the
Company’s administrative procedures and internal reporting requirements, operate effectively. There are
inherent limitations in the effectiveness of any system of internal control, including the possibility of human
error or the citcumvention or overriding of controls. Accordingly, even an effective internal control system
can provide only reasonable assurance with respect to financial statement preparation.

T
(r‘ 2 v /v/-"’
M. RamalJafarov Mt'- Wmll Noor
Chief Executive Officer ChiefFinance Officer
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Independent auditor's report
To the Shareholders of MCB Non-banking Credit Organization Closed Joint Stock Company

Report on the audit of the financial statements
Opinion

We have audited the financial statements of MCB Non-banking Credit Organization Closed Joint
Stock Company (the “Company”), which comprise the statement of financial position as at December 31,
2020, and the statement of comprehensive income, the statement of changes in equity and the statement
of cash flows for the year then ended, and notes to the financial statements, including a summary of
significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of
the Company as at December 31, 2020, and its financial performance and its cash flows for the year then
ended in accordance with International Financial Reporting Standards (IFRS).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further desctribed in the Auditors’ Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Company in accordance with International
Ethics Standards Board for Accountants Code of Ethics for Professional Accountants (IESBA Code), and
we have fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA
Code. We believe that the audit evidence we have obtained is sufficient and approptiate to provide a basis
for our opinion.

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud ot error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless management either intends to liquidate the Company or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.

Grant Thomton Azerbaiian, 2 member form of Grant Thornton Intemational Ltd.
Grant Thomton Infemational and its member firms are not a worldwide partnership. Services are delivered independently by the member firms.
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as 2 whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is 2 high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise from
fraud ot etror and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements.

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

e Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud ot error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting 2 material misstatement resulting from fraud is higher than for one resulting from etror,
as fraud may involve collusion, forgery, intentional omissions, mistepresentations, ot the override
of internal control.

e  Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are approptiate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the approptiateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Company’s ability to continue as 2 going
concern. If we conclude that a material uncertainty exists, we ate required to draw attention in our
auditor’s report to the related disclosures in the financial statements ot, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up
to the date of our auditor’s report. However, future events ot conditions may cause the Company

to cease to contihue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events
in 2 manner that achieves fair presentation.

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

G thon lne

GRANT THORNTON
Baku, Azetbaijan Republic

January 15, 2021

Grant Thomion Azsrbaiian, 2 member form of Grant Thornton International Ltd.
Grant Thomion Intsmasional and its member firms are not aworldwide partnership. Services are delivered independently by the member firms.
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MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Statement of financial position

As at December 31, 2020
Notes 2020 2019

ASSETS AZN AZN

Non-current

Property, equipment and right-of-use assets 5 351,378 278,635

Net investment in finance lease 6 3,658,586 5,004,967

Loan to a related party 7 109,304 62,427

Deferred tax asset 18 14,622 77,224

Total non-current assets 4,133,890 5423253

Current

Net investment in finance lease 6 4,247,047 4,724,231

Loan to a related party i 18,354 10,926

Advances, prepayments and other receivables 9 326,319 138,895
‘ Cash and cash equivalents 10 49,350 65,093
| Total current assets 4,641,070 4,939,145
\ Total assets 8,774,960 10,362,398

EQUITY AND LIABILITIES

Equity

Share capital 1 4,283,675 4,283,675

Retained earnings/(Accumulated losses) 236,517 (254,951)

Total equity 4,520,192 4,028,724

Liabilities

Non-current

Borrowings 12 3,459,424 4,896,392

Lease liability 13 266,476 180,727

Total non-current liabilities 3,725,900 5077119

Current

Borrowings 12 19,306 903,351

Lease liability 13 63,876 74,277

Other current liabilities 14 445,686 278,927

Total current liabilities 528,868 1,256,555

Total liabilities 4,254,768 6,333,674

Total equity and liabilities 8,774,960 10,362,398

v

These financial statements for the year ended December 31, 2020 (including comparatives) were approved
on behalf of management on January 15, 2021 and signed as below:

/,.v»"'j///’ =
Mr.Ramal Jafatov | MeS. M)/'za/mmil Noor
~{Chief Executive Officer) (Chief Finance Officer)
. . £
The accompanying notes 1 to 23 form an integral pa Ghancial statements.
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MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Statement of comprehensive income

For the year ended December 31, 2020

Interest income from finance leases
Interest expense

Net interest income

Fee, commission and brokerage income
Net loss on foreign exchange translation
Other income

Operating income

Operating expenses
Administrative and general expenses

Profit before provisions

Net (charge)/reversal of impairment loss on financial assets

Profit for the year before tax
Taxation:
Current income tax
Deferred tax expense
Net profit for the year

Other comprehensive income for the year

Total comprehensive income for the year

Notes

15
16

18
18

2020 2019
AZN AZN
1,718,353 1,751,782
(480,213)  (532,673)
1,238,140 1,219,109
64,398 59,305

- (4,754)

14,890 6,724
1,317,428 1,280,384
(504,431)  (504,024)
(180,590)  (199,853)
632,407 576,507
(16,861) 110,576
615,546 687,083
(61,476) -
(62,602) (65,529)
491,468 621,554
491,468 621,554

The accompanying notes 1 to 23 form an integral part of these financial statements.
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MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Statement of changes in equity
For the year ended December 31, 2020

Retained

earnings/

Share  (Accumulated
capital losses) Total equity
AZN AZN AZN
Balance at January 1, 2019 4,283,675 (876,505) 3,407,170
Total comprehensive income - 621,554 621,554
Balance at December 31, 2019 4,283,675 (254,951) 4,028,724
Total comprehensive income - 491,468 491,468
Balance at December 31, 2020 4,283,675 236,517 4,520,192

The accompanying notes 1 to 23 form an integral part of these financial statements.
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MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Statement of cash flows
For the year ended December 31, 2020

OPERATING ACTIVITIES

Profit for the year before tax

Adjustments for non-cash and non-operating items:
Depreciation of property, equipment and right-of-use assets

Interest expense

Charge/(Reversal) for impairment loss of net investment in
finance lease

Charge/(Reversal) of allowance for impairment loss of cash
at banks

Changes in working capital:

Net investment in finance lease

Loan to a related party

Advances, prepayments and other receivables
Other current liabilities

Net cash generated from/(used in) operating activities

INVESTING ACTIVITY
Purchase of property and equipment

Net cash used in investing activity

FINANCING ACTIVITIES
Proceed from borrowings
Repayment of borrowings
Payment of lease liability - net
Finance cost paid

Net cash used in financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Notes 2020 2019
AZN AZN
615,546 687,083
5 83,217 90,182
480,213 532,673
6 16,628 (110,360)
10 233 (216)
1,195,837 1,199,362
1,790,755 (1,315,933)
(54,305) (73,353)
(200,302) (56,425)
162,748 76,961
2,894,733 (169,388)
(21,618) (595)
(21,618) (595)
12 2,061,600 1,405,000
12 (4,382,613) (596,649)
(58,994) (65,268)
(508,618) (537,151)
(2,888,625) 205,932
(15,510) 35,949
65,280 29,331
10 49,770 65,280

The accompanying notes 1 to 23 form an integral part of these financial statements.

7



MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Notes to the financial statements
For the year ended December 31, 2020

1 Legal status and nature of operations

MCB Non-banking Credit Organization Closed Joint Stock Company (the “Company”) was incorporated
on October 16, 2009 in the Republic of Azerbaijan. The Company is a closed joint stock company limited
by shares and was set up in accordance with Azerbaijani regulations. The Company was initially registered
under the registration number 1701045991, dated October 15, 2009 at the Ministry of Taxes of the Republic
of Azerbaijan. Due to the change in the share capital the company was re-registered on March 28, 2014
with the Ministry of Taxation of the Republic of Azerbaijan. The Company’s registered address is 49 B
Thilisi Avenue Baku AZ1065, Republic of Azerbaijan. During the previous year, the name of the Company
was changed to “MCB Non-banking Credit Organization Closed Joint Stock Company” from “MCB
Leasing Closed Joint Stock Company”.

The Company’s principal business activity is provision of finance leases within the Republic of Azerbaijan.
The Company leases out various types of industrial equipment’s, equipment used in medicine, health care,
and for other business needs. In addition, the Company leases out cars and trucks. Further the Company
is involved in real estate finance leases. The Company is a subsidiary of MCB Bank Limited (the “Parent
Company”), a public limited company listed on Pakistan Stock Exchange in Pakistan.

2 Statement of compliance with IFRS

These financial statements of the Company have been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board (IASB).

3 Standards, interpretations and amendments to existing standards

3.1 Standards, interpretations and amendments to existing standards that are
effective in 2020

Following relevant new standards, revisions and amendments to existing standards were issued by the IASB,
which are effective for the accounting period beginning on or after January 1, 2020 and have been adopted
by the Company. The application of these amendments to IFRSs has not had any material impact on the
amounts reported for the current year but may affect the accounting for the Company’s future transactions
or arrangements.

Effective for annual

New and revised IFRSs periods beginning
on or after
Amendments to IAS 1 Presentation of Financial Statements and IAS 8 January 1, 2020

Accounting Policies, Changes in Accounting Estimates and Errors
Definition of a Business — Amendments to IFRS 3 Business Combinations January 1, 2020

Amendments to References to the Conceptual Framework in IFRS Standards January 1, 2020

3.2 Standards, interpretations and amendments to existing standards that are not
yet effective and have not been adopted early by the Company

At the date of authorisation of these financial statements, the following new standards, interpretations and
amendments to existing standards have been published but are not yet effective and have not been adopted
eatly by the Company. Information on the relevant new standards, amendments and interpretations that
are not yet effective are given on next page:




MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2020

3 Standards, interpretations and amendments to existing standards (continued)

3.2 Standards, interpretations and amendments to existing standards that are not
yet effective and have not been adopted early by the Company (continued)

Effective for annual

New and revised IFRSs periods beginning
on or after
IFRS 17 Insurance Contracts Januaryl, 2023
Amendments to IFRS 10 Consolidated Financial Statements Effective date deferred
and IAS 28 Investments in Associates and Joint Ventures (2011) indefinitely. Adoption

is still permitted.

Management anticipates that all the relevant pronouncements will be adopted in the Company’s accounting
policies for the first period beginning after the effective date of the pronouncement. The Company’s
management has yet to assess the impact of these changes on the Company's financial statements.

4 Summary of significant accounting policies

4.1 Overall considerations

These financial statements have been prepared using the measurement bases specified by IFRS for each
type of asset, liability, income and expense. The measurement bases are more fully described in the
accounting policies below. Further the accounting policies applied in the preparation of the financial
statements are consistent with those applied in the annual financial statements for the year ended
December 31, 2019.

4.2 Foreign currency translation
Functional and presentation currency

These financial statements are presented in Azerbaijan Manat (AZN), which is also the functional currency
of the Company.

Foreign currency transactions and balances

Foreign currency transactions are translated into the functional currency, using the exchange rates prevailing
at the dates of the transactions (spot exchange rate). Foreign exchange gains and losses resulting from the
settlement of such transactions and from the remeasurement of monetary items at year-end exchange rates
are recognised in profit or loss.

Non-monetary items are not retranslated at year-end and are measured at historical cost (translated using
the exchange rates at the transaction date), except for non-monetary items measured at fair value which are
translated using the exchange rates at the date when fair value was determined.




MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2020

4 Summary of significant accounting policies (continued)

4.3 Property, equipment and right-of-use assets

Property and equipment are initially recognised at acquisition cost or construction cost, including any costs
directly attributable to bringing the assets to the location and condition necessary for it to be capable of
operating in the manner intended by the Company’s management.

These assets are subsequently measured using the cost model, cost less subsequent depreciation and
impairment losses (if any). Depreciation on all operating fixed assets is charged using the diminishing
balance method except for vehicles, computer and office equipment and right-of-use asset, which are
depreciated using the straight-line method in accordance with the rates below and after taking into account
residual value, if any.

The residual values, useful lives and depreciation methods are reviewed and adjusted, if appropriate, at each
reporting date.

Depreciation of property and equipment is calculated at the estimated following rates:

o Furniture and fixtures 10%
. Computer and office equipment 20%
° Vehicles 20%
. Other fixed assets 20%
. Right-of-use asset Opver the period of lease liability

Depreciation on additions is charged from the month the assets are available for use while no depreciation
is charged in the month in which the assets are disposed off.

Gains or losses arising on the disposal of property and equipment are determined as the difference between
the disposal proceeds and the carrying amount of the assets and are recognised in profit or loss within
'other income - net'.

4.4 Impairment testing of non-financial assets

For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are largely
independent cash inflows (cash-generating units). As a result, some assets are tested individually for
impairment and some are tested at cash-generating unit level.

All individual assets or cash-generating units are tested for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable.

An impairment loss is recognised for the amount by which the asset's ot cash-generating unit's carrying
amount exceeds its recoverable amount, which is the higher of fair value less costs to sell and value-in-use.
To determine the value-in-use, management estimates expected future cash flows from each cash-
generating unit and determines a suitable interest rate in order to calculate the present value of those cash
flows. The data used for impairment testing procedures are directly linked to the Company's latest approved
budget, adjusted as necessary to exclude the effects of future reorganisations and asset enhancements.
Discount factors are determined individually for each cash-generating unit and reflect their respective risk
profiles, such as market and asset-specific risks factors.

All assets are subsequently reassessed for indications that an impairment loss previously recognised may no
longer exist. An impairment charge is reversed if the cash-generating unit's recoverable amount exceeds its
carrying amount.
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MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2020

4 Summary of significant accounting policies (continued)

4.5 Leases as lessor
Recognition and measurement of lease

Leases are accounted for in accordance with IFRS 16. When assets are leased out under finance lease, the
present value of the minimum lease payments is recognised as a receivable.

Inception of the lease

The inception of the lease is considered to be the date of the lease agreement, or the date of commitment,
if earlier. For purposes of this definition, a commitment shall be in writing, signed by the parties involved
in the transaction, and shall specifically set forth the principal terms of the transaction.

Commencement of the lease term

The commencement of the lease term is the date from which the lessee is entitled to exercise its right to
use the leased asset. It is the date of initial recognition of the lease.

4.6 Financial instruments
Recognition, initial measurement and de-recognition

Financial assets and financial liabilities are recognised when the Company becomes a party to the
contractual provisions of the financial instrument and are measured initially at fair value plus transactions
costs.

Financial assets are derecognised when the contractual rights to the cash flows from the financial asset
expire, or when the financial asset and all substantial risks and rewards are transferred.

A financial liability is derecognised when it is extinguished, discharged, cancelled or expired. Financial assets
and financial liabilities are measured subsequently as described below.

Classification and measurement
Financial assets

On initial recognition, a financial asset is classified as measured: at amortised cost, Fair Value through Other
Comprehensive Income (FVOCI) or Fair Value through Profit and Loss (FVIPL).

A financial asset is measured at amortised cost if it meets both the following conditions and is not
designated as at FVTPL:

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

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

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not
designated as at FVTPL:

e the asset is held within a business model whose objective is achieved by both collecting contractual
cash flows and selling financial assets; and

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

11



MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2020

4 Summary of significant accounting policies (continued)
4.6 Financial instruments (continued)

Classification and measurement (continued)

Financial assets (continued)

On initial recognition of an equity investment that is not held for trading, the Company may irrevocably
elect to present subsequent changes in fair value in OCI. This election is made on an investment-by-
investment basis.

All other financial assets are classified as measured at FVTIPL.

In addition, on initial recognition, the Company may irrevocably designate a financial asset that otherwise
meets the requirements to be measured at amortised cost or at FVOCI as at FVTPL if doing so eliminates
or significantly reduces an accounting mismatch that would otherwise arise.

Business model assessment:

The Company makes an assessment of the objective of a business model in which an asset is held at a
portfolio level because this best reflects the way the business is being managed and information is provided
to management.

Assessment whether contractual cash flows are solely payments of principal and profit:

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

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

Reclassifications:

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

Derecognition:

Any cumulative gain/loss recognised in OCI in respect of equity investment securities designated as FVOCI
is not recognised in profit or loss account on derecognition of such securities.

Impairment

The Company recognises allowance for impairment for expected credit losses (ECL) on financial assets
including at amortised cost.

The Company measures allowance for impairment at an amount equal to lifetime ECL, except for those
financial instruments on which credit risk has not increased significantly since their initial recognition, in
which case 12-month ECL is measured.

12-month ECL are the portion of ECL that result from default events on a financial instrument that are
possible within 12 months after the reporting date.

12



MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2020

4 Summary of significant accounting policies (continued)

4.6 Financial instruments (continued)

Impairment (continued)
Measurement of ECL:

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

e financial assets that are not credit-impaired at the reporting date: as the present value of all cash
shortfalls (i.e. the difference between the cash flows due to the entity in accordance with the
contract and the cash flows that the Company expects to receive).

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

Credit-impaired financial assets:

At each reporting date, the Company assesses whether financial assets carried at amortised cost and debt
financial assets carried at FVOCI are credit-impaired. A financial asset is ‘credit- impaired’ when one or
more events that have a detrimental impact on the estimated future cash flows of the financial asset have
occurred.

Write-off:

Assets carried at amortised cost and debt securities at FVOCI are written off (either partially or in full)
when there is no realistic prospect of recovery. This is generally the case when the Company has exhausted
all legal and remedial efforts to recover from the customers. However, financial assets that are written off
could still be subject to enforcement activities in order to comply with the Company’s procedures for
recovery of amounts due.

Classification and subsequent measurement of financial liabilities

Financial liabilities comprise borrowings, lease liability, accrued interest and accrued liabilities.
Financial liabilities are measured subsequently at amortised cost using the effective interest method.
All interest-related charges are included within 'interest expenses'.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount is reported in the statement of financial position
only when there is a legally enforceable right to offset the recognised amounts and there is an intention to
settle on a net basis, or to realise the asset and settle the liability simultaneously.

4.7 Cash and cash equivalents

Cash and cash equivalents are items, which are readily convertible to known amounts of cash and which
are subject to an insignificant risk of changes in value. Cash and cash equivalents in the statement of
financial position comprise cash on hand (if any) and cash in banks and are carried at amortised cost using
the effective interest method. Further the Company has applied IFRS 9 ECL model to calculate the
impairment of cash in banks. For purpose of the statement of cash flows, cash on hand and cash at banks
are considered as cash and cash equivalents.

13



MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2020

4 Summary of significant accounting policies (continued)

4.8 Equity, reserves and dividend payments

Share capital represents the nominal value of shares that have been issued.

Retained earnings/accumulated losses include all current and prior years’ profits and losses.

4.9 Employee benefits
Staff costs and related contributions

Wages, salaries, contributions to the state pension and social insurance funds in Azerbaijan Republic, paid
annual leave and sick leave, bonuses, and non-monetary benefits are accrued in the year in which the
associated services are rendered by the employees of the Company.

End of service benefits

As required by Azerbaijan legislation, the Company withholds amounts of pension contributions from the
salaries of employees and pays them to the state pension fund along with its own share of contribution.
Upon retirement all retirement benefit payments are made by the state pension fund.

4.10 Provisions and contingencies

Provisions are recognised when present obligations because of a past event will probably lead to an outflow
of economic resources from the Company and amounts can be estimated reliably. Timing or amount of
the outflow may still be uncertain. A present obligation arises from the presence of a legal or constructive
commitment that has resulted from past events, for example, legal disputes or onerous contracts.

Provisions are measured at the estimated expenditure required to settle the present obligation, based on the
most reliable evidence available at the reporting date, including the risks and uncertainties associated with
the present obligation. Where there are a number of similar obligations, the likelihood that an outflow will
be required in settlement is determined by considering the class of obligations as a whole. Provisions are
discounted to their present values, where the time value of money is material.

Any reimbursement that the Company can be virtually certain to collect from a third party with respect to
the obligation is recognised as a separate asset. However, this asset may not exceed the amount of the
related provision.

All provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. In those
cases where the possible outflow of economic resources as a result of present obligations is considered
improbable or remote, no liability is recognised, unless it was assumed in the course of a business
combination.

Contingent liabilities are not recognised in the financial statements unless it is probable that an outflow of
resources will be required to settle the obligation and a reliable estimate can be made. A contingent asset is
not recognised in the financial statements but disclosed when an inflow of economic benefits is probable.

14



MCB Non-banking Credit Organization Closed Joint Stock Company

Financial Statements

Notes to the financial statements (continued)
For the year ended December 31, 2020

4 Summary of significant accounting policies (continued)
4.11 Revenue recognition

Revenue is recognised when the amount of revenue can be measured reliably, collection is probable, the
costs incurred or to be incurred can be measured reliably, and when the criteria for the Company's activities
have been met. These activity-specific recognition criteria are described below:

Lease rental income

Financing method is used in accounting for income from lease financing. Under this method, the unearned
lease income (excess of the sum of total lease rentals and estimated residual value over the cost of leased
assets) is deferred and taken to income over the term of the lease period so as to produce a constant periodic
rate of return on the outstanding net investment in lease.

Gains / losses on termination of lease contracts are recognized as income when these are realized.

4.12 Borrowing cost

Borrowing costs that are not directly attributable to the acquisition, construction or production of a
qualifying asset are recognised in statement of comprehensive income using the effective interest method.
and reported in 'interest expense'. Foreign currency gains and losses are reported on a net basis depending
on whether foreign currency movements are in a net gain or net loss position.

4.13 Operating expenses

Operating expenses are recognised in profit or loss upon utilisation of the service or at the date of their
origin.

4.14 Taxation
Income tax expense represents current and deferred tax expense /income.

Current taxation

The current tax expense is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the statement of comprehensive income because it excludes items of income or expense that
are taxable or deductible in other years and it further excludes items that are never taxable or deductible.
The Company's current tax expense is calculated using tax rates that have been enacted or substantively
enacted in the Azerbaijan Republic during the reporting period.

Deferred Taxation

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts
of assets and liabilities in the financial statements and the corresponding tax bases used in the computation
of taxable profit and is accounted for using the liability method. Deferred tax liabilities are generally
recognized for all taxable temporary differences and deferred tax assets are recognized to the extent that it
is probable that taxable profits will be available against which deductible temporary differences can be
utilized. Such assets and liabilities are not recognized if the temporary difference arises from the initial
recognition of other assets and liabilities in a transaction that affects neither the tax profit nor the accounting
profit.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that
it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to be
recovered. Deferred tax is calculated at the tax rates that are expected to apply in the period when the
liability is settled or the asset is realized. Deferred tax is charged or credited in the statement of
comprehensive income, except when it relates to items charged or credited directly to equity, in which case
the deferred tax is also dealt with in equity.
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4.14 Taxation (continued)

Deferred income tax assets and deferred income tax liabilities are offset and reported net on the statement
of financial position if:

. The Company has a legally enforceable right to set off current income tax assets against current
income tax liabilities: and

. Deferred tax assets and the deferred income tax liabilities relate to income taxes levied by the same
taxation authority on the same taxable entity.

The Azerbaijan Republic also has various other taxes, which are assessed on the Company's activities. These
taxes are included as a component of operating expenses in the statement of comprehensive income.

4.15 Significant management judgement in applying accounting policies

The preparation of financial statements requires management to make judgement, estimates and
assumptions that affect the application of the Company’s accounting policies and the reported amounts of
assets, liabilities, income and expense. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates atre
recognized prospectively.

Provisions against lease receivables

Inputs, assumptions and techniques used for ECL calculation — IFRS - 9 Methodology

Key concepts in IFRS 9 that have the most significant impact and require a high level of judgment, as
considered by the Company while determining the impact assessment, are:

Assessment of Significant Increase in Credit Risk:

The assessment of a significant increase in credit risk is done on a relative basis. To assess whether the
credit risk on a financial asset has increased significantly since origination, the Company compares the risk
of default occurring over the expected life of the financial asset at the reporting date to the corresponding
risk of default at origination, using key risk indicators that are used in the Company’s existing risk
management processes.

The assessment of significant increases in credit risk will be performed at least quarterly for each individual
exposure based on below mentioned factors. If any of the following factors indicates that a significant
increase in credit risk has occurred, the instrument will be moved from Stage 1 to Stage 2:

1. We have established thresholds for significant increases in credit risk relative to initial recognition.

2. Additional qualitative reviews are performed to assess the staging results and make adjustments, as
necessaty, to better reflect the positions which have significantly increased in risk.

Movements between Stage 2 and Stage 3 are based on whether financial assets are credit impaired as at the
reporting date. The determination of credit-impairment under IFRS 9 is similar to the individual assessment
of financial assets for objective evidence of impairment under IAS 39.

Macroeconomic Factors, Forward Looking Information (FLI) and Multiple Scenarios:

The measurement of expected credit losses for each stage and the assessment of significant increases in
credit risk must consider information about past events and current conditions as well as reasonable and
supportable forecasts of future events and economic conditions. The estimation and application of forward-
looking information require significant judgment.
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4.15 Significant management judgement in applying accounting policies (continued)

Provisions against lease receivables (continued)
Macroeconomic Factors, Forward Looking Information (FLI) and Multiple Scenarios (continued):

PD, Loss Given Default (LGD) and Exposure At Default (EAD) inputs used to estimate Stage 1 and
Stage 2 credit loss allowances are modelled based on the historical trends and macroeconomic variables (or
changes in macroeconomic variables) that are most closely correlated with credit losses in the relevant
portfolio. Management overlay is also used to align the macroeconomics factors with the current condition
of portfolio based on best management estimate and information.

The estimation of expected credit losses in Stagel and Stage 2 is a discounted probability weighted estimate
that considers a minimum of three future macroeconomic scenarios.

Definition of default:

The definition of default used in the measurement of expected credit losses and the assessment to determine
movement between stages is consistent with the definition of default used for internal credit risk
management purposes. IFRS 9 contains a rebuttable presumption that default has occurred when an
exposure is greater than 90 days past due. Management has also adopted the IFRS 9 assumption and has
considered 90 days past due receivables as an indicator of default.

Governance:

In addition to the existing risk management framework, the Company has established an internal
Committee to provide oversight to the IFRS 9 impairment process. The Committee is comprised of senior
representatives from Finance, Risk Management and Economics and is responsible for reviewing and
approving key inputs and assumptions used in our expected credit loss estimates. It also assesses the
appropriateness of the overall allowance results to be included in the financial statements

Leases

In applying the classification of leases in IFRS 16, as a lessor, the management considers its leases as finance
lease arrangements and as a lessee, the management considers its leases as operating lease. In some cases,
the lease transaction is not always conclusive, and management uses judgment in determining whether the
lease in an operating lease arrangement.

Recognition of deferred tax assets

The extent to which deferred tax liability can be recognised is based on an assessment of the probability of
the Company’s future taxable expenses against which the deductible temporary differences can be utilised.
In addition, significant judgement is required in assessing the impact of any legal or economic limits or
uncertainties (see note 4.14).

4.16 Estimation uncertainty

Information about estimates and assumptions that have the most significant effect on recognition and
measurement of assets, liabilities, income and expenses is provided below. Actual results may substantially
differ.

Impairment of non-financial assets

An impairment loss is recognised for the amount by which the asset's or cash-generating unit's carrying
amount exceeds its recoverable amount. To determine the recoverable amount, management estimates
expected future cash flows from each cash-generating unit and determines a suitable interest rate in order
to calculate the present value of those cash flows. In the process of measuring expected future cash flows
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4.16 Estimation uncertainty (continued)

management makes assumptions about future operating results. These assumptions relate to future events
and circumstances. The actual results may vary and may cause significant adjustments to the Company's
assets within the next financial year.

Provisions

Provisions are raised based on management’s estimates from information available surrounding particular
transactions. Prudence is exercised when estimating provisions so as not to materially overstate the
Company’s reported net income and understates its liabilities.

Useful lives of depreciable assets

Management reviews the useful lives of depreciable assets at each reporting date, based on the expected
utilisation of the assets to the Company. The carrying amounts are analysed in note 5. Actual results,
however, may vary due to technical obsolescence, particularly relating to computers and office equipment.

Right of use assets and lease liability

Right of use assets and lease liability have been recorded as per IFRS 16 “Leases’. Management believes
that the lease period used for calculation is based on facts and likely to conclude, as per contract. The
interest rate estimation is also as per company's own borrowing portfolio and is market based. The carrying
amounts of right-of-use asset analysed in note 5.
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5 Property, equipment and right-of use assets
Office and Furniture
computer Motor fixture and  Other fixed Right-of-

equipment vehicles oth