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— STATEMENT OF MANAGEMENT RESPONSIBILITIES

Management has prepared and is responsible for the financial statements and related notes of “MCB
Leasing” Closed Joint Stock Company (the “Company”). They have been prepared in accordance
with International Financial Reporting Standards and necessarily include amounts based on
judgements and estimates 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 authorisation 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 circumvention or overriding of controls.
Accordingly, even an effective internal control system can provide only reasonable assurance with
respect to financial statement preparation.
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Baku, Republic of Azerbaijan

18 January 2017




WA el al e Al A A S

MOORE STEPHENS

Moore Stephens Azerbaijan MMC
13, Zeynalabdin Taghiyev Street
Baku AZ1005, Azerbaijan

T 4994 12490 77 47/48/49
F 499412490 77 50

baku@moorestephens.az
www.moorestephens.az

REPORT OF INDEPENDENT AUDITORS
To the Shareholders and Board of Directors of “MCB Leasing” CJSC
Opinion

We have audited the financial statements of “MCB Leasing” Closed Joint Stock Company (the
Company), which comprise the statement of financial position as at 31 December 2016, and the
statement of comprehensive income, statement of changes in equity and 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 present fairly, in all material respects, the
financial position of the “MCB Leasing” Closed Joint Stock Company as at 31 December 2016, and its
financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the Company in
accordance with the ethical requirements that are relevant to our audit of the financial statements in
Azerbaijan, and we have fulfilled our other ethical responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRSs, 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. 2

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.

t member firm of Moore Stephens international Limited ~ members in principal cities throughout the world,
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Auditor’s responsibility for the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a 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 a 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 or error 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.
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Baku, Republic of Azerbaijan

18 January 2017



“MCB LEASING” CJSC

STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

Note 2016 2015

Assets
Non-current assets

Property, plant and equipment 5 69,854 85,468

Intangible assets 6 579 2,896

Net investment in finance lease 7 3,969,421 3,322,473

Deferred tax asset 15 483,396 487,640
Total non-current assets 4,523,250 3,898,477
Current assets

Net investment in finance lease 7 3,773,752 3,994,474

Advances, prepayments and other current assets 8 158,317 166,988

Cash and cash equivalents 9 1,333,166 969,972
Total current assets 5,265,235 5,131,434
Total Assets 9,788,485 9,029,911
Liabilities
Non-current liabilities

Secured loans 10 4,903,180 4,293,927

Other bank loans and borrowings 10 398,408 1,271,179
Total non-current liabilities 5,301,588 5,565,106
Current liabilities

Current portion of secured loans 10 174,000 116,000

Current portion of other bank loans and borrowings 10 1,600,174 755,164

Other current liabilities 1 240,346 145,955
Total current liabilities 2,014,520 1,017,119
Total Liabilities 7,316,108 6,582,225
Equity

Share capital 12 4,283,675 4,283,675

Accumulated loss (1,811,298) (1,835,989)
Total Equity 2,472,377 2,447,686
Total Equity and Liabilities 9,788,485 9,029,911

///
\/

Mr. Ra
Chief Executive Officer

Baku, Republic of Azerbaijan

18 January 2017

The financial statements set out on pages 6-31 were approved and signed by the management on 18
January 2017.

The notes set out on pages 10-31 form an integral part of these financial statements
6




“MCB LEASING” CJSC
— STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2016
— (Expressed in Azerbaijani manats)

— Note 2016 2015

— Interest income from finance leases 1,612,075 1,397,936
Interest expense (497,581) (491,802)
— Net interest income 1,114,494 906,134
, Fee, commission and brokerage income 98,804 78,649
. Net (loss)/gain on foreign exchange translation (564,749) (2,687,518)
Other income 381 57,112
Operating income 648,930 (1,645,623)
—= Operating expenses 13 (417,338) (451,838)
Administrative expenses 14 (235,785) (326,093)
(Loss)/profit before provisions against receivables (4,193) (2,423,554)
=) Provisions for receivables 8 33,128 (33,753)
(Loss)/Profit before income tax 28,935 (2,457,307)
Income tax 15 (4,244) 486,412

—_ (Loss)/profit after income tax 24,691 (1,970,895)
— Other comprehensive income - -
Total comprehensive (loss)/income for the year 24,691 (1,970,895)

@GB L/Z/'OQ
e
— Mr. Ramal Jafarov \ o) TEASING =
Chief Executive Officer S j
S &
Sshmda‘ 2

Baku, Republic of Azerbaijan

18 January 2017

The financial statements set out on pages 6-31 were approved and signed by the management on 18
January 2017.

The notes set out on pages 10-31 form an integral part of these financial statements
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“MCB LEASING” CJSC

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

. . Charter Accumulated
Statemsnt of Changes: in Equity Capital (loss) / profit Total equity
Balance at 31 December 2014 1,668,842 134,906 1,803,748
Total comprehensive loss for the year - (1,970,895) (1,970,895)
Increase in charter capital 2,614,833 - 2,614,833
Balance at 31 December 2015 4,283,675 (1,835,989) 2,447,686
Total comprehensive loss for the year - 24,691 24,691
Increase in charter capital - - -
Balance at 31 December 2016 4,283,675 (1,811,298) 2,472,377

Mr. S. m r
Chi inanc icer

Mr. Ramal Jafarov
Chief Executive Officer

Baku, Republic of Azerbaijan

18 January 2017

The financial statements set out on pages 6-31 were approved and signed by the management on 18
January 2017.

The notes set out on pages 10-31 form an integral part of these financial statements
8




“MCB LEASING” CJSC

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

Cash flows from operating activities
Profit/(loss) before income tax

Adjustments for:
Depreciation of property, plant and equipment
Amortisation of intangible assets
Net loss/(gain) on foreign exchange operations
Provision for receivables

Changes in working capital

(Increase)/decrease in net investment in finance lease

Decrease/(increase) in advances, prepayments and
other current assets
Increase/(decrease) in other current liabilities

Net cash generated/(used) in operating activities

Cash flows from investing activities
Purchase of property and equipment
Purchase of intangible assets

Net cash outflow to investing activities

Cash flows from financing activities
(Repayment of)/proceeds from loans
Issue of share capital
Net cash outflow to financing activities
Net increase 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

Mr. Ramal Jafarov
Chief Executive Officer

Baku, Republic of Azerbaijan

18 January 2017

Note 2016 2015
28,935 (2,457,307)
5 16,556 22,035
6 2,317 2,317
564,749 2,687,518
-33,128 33,753
579,429 288,316
-426,226 19,593
41,802 72,200
94,391 (94,738)
(290,033) (2,945)
289,396 285,371
5 -942 (5,251)
6 - -
(942) (5,251)
74,740 (1,997,705)
- 2,614,833
74,740 617,128
363,194 897,248
9 969,972 72,724
9 1,333,166 969,972

The financial statements set out on pages 6-31 were approved and signed by the management on 18

January 2017.

The notes set out on pages 10-31 form an integral part of these financial statements

9




“MCB LEASING” CJSC

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

1. BACKGROUND
a) Principal Activities

“‘MCB Leasing” CJSC (the “Company”) was incorporated on 16 October 2009 and domiciled 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 15 October 2009 at the Ministry of Taxes of the Republic of
Azerbaijan.

The Company’s principal business activity is providing finance leases within the Republic of
Azerbaijan. The Company leases out various types of industrial equipment, equipment used in
medicine, public transport, infrastructure projects and for other business needs. In addition, the
Company leases out cars, trucks and rail cars. The Company purchases assets for lease from
suppliers in the Republic of Azerbaijan and abroad.

The Company'’s registered address is: 49 B Thilisi Ave. Baku AZ1065, Republic of Azerbaijan. MCB
Bank Limited, a public limited company listed on stock exchanges in Pakistan, owns 99.94% of the
issued share capital and is the Company’s parent company and ultimate controlling company. As at
31 December 2016 and 31 December 2015 the following shareholders owned the share capital of the
Company:

31 December 2016 31 December 2015
Ownership interest, % Ownership interest, %
MCB Bank Limited (Pakistan) 99.94 99.94
Mr. Ramal Jafarov (Individual person) 0.06 0.06
Total 100 100

b) Operating Environment

The Company’s business activities are substantially influenced by the economic, political and
regulatory environment of the Republic of Azerbaijan and international agreements. The general risks
to businesses include the possibility for rapid changes in government policies, economic conditions,
the tax regime and foreign currency regulations and include the substantial use of cash in setting
business transactions. Management believes that it has adequacy provided for tax liabilities based on
its interpretation of the applicable tax legislation. Management believes that they are taking all the
necessary measures to support the sustainability and growth of the Company’s business in the
current circumstances.

2. BASIS OF PREPARATION OF FINANCIAL STATEMENTS
a) Summary of significant accounting policies and basis of design

These financial statements of the Company have been prepared in accordance with International
Financial Reporting Standards except where stated. The Company maintains the primary accounting
records in accordance with Azerbaijan regulations. The financial statements have been prepared from
the Company’s management accounts and adjusted to the extent possible in order to conform in all
material respects with the International Financial Reporting Standards. The financial statements have
been prepared on a going concern basis under the historical cost convention. The preparation of
financial statements in conformity with IFRS requires the use of certain critical accounting estimates.
It also requires management to exercise its judgement in the process of applying the company’s
accounting policies.

10



“MCB LEASING” CJSC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

2. BASIS OF PREPARATION OF FINANCIAL STATEMENTS (CONTINUED)
b) Foreign currency exchange
i. Functional and presentation currency

Items included in the financial statements are measured using the currency of the primary economic
environment in which the Company operates (“the functional currency”) which is Azerbaijani manats
(“AZN”). These financial statements are presented in AZN, which is the Company’s functional
currency.

ii. Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates of
the Central Bank of the Republic of Azerbaijan (“CBAR”) at the date of transactions. Foreign
exchange gains and losses resulting from the settlement of such transactions and from the translation
at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are
recognised in the statement of comprehensive income.

At 31 December 2016 and 31 December 2015 the official exchange rates of the Manat related to
currencies mentioned below and set by the Central Bank of the Republic of Azerbaijan were as
follows:

@ 31 @ 31
December December
2016 2015
1 USD to AZN 1.7707 1.5594
3. SIGNIFICANT ACCOUNTING POLICIES
a) Basis of presentation and significant accounting policies

These financial statements cover the financial statements of the Company for the year ended 31
December 2016.

The financial statements of the Company that are prepared in accordance with the accounting policy
have been developed using the same reporting period. These financial statements have been
prepared in accordance with International Financial Reporting Standards (“IFRS”) under the historical
cost convention. The reporting currency of the entity's functional currency (AZN) is based on the
accounting records, prepared on the basis of the transactions. The International Accounting
Standards Board approved the financial statements of the International Financial Reporting
Standards and interpretations approved by the Standing Committee's interpretation. The following
significant accounting policies have been consistently applied in the preparation of the financial
statements.

b) Recognition and measurement of financial instruments

The Company recognises financial assets and liabilities on its statement of financial position when it
becomes a party to the contractual obligation of the instrument. Ordinary purchase and sale of the
financial assets and liabilities is recognised using settlement date accounting. Ordinary purchases of
financial instruments that will be subsequently measured at a fair value between trade date and
settlement date are accounted for in the same way as for acquired instruments.

Financial assets and liabilities are initially recognised at a fair value plus, in the case of a financial
asset or financial liability not at a fair value through profit or loss transaction costs that are directly
attributable to acquisition or issue of the financial asset or financial liability. The accounting policies
for subsequent re-measurement of these items are disclosed in the respective accounting policies set
out below.

11



“MCB LEASING” CJSC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

3. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
b) Recognition and measurement of financial instruments (continued)
Classification and subsequent measurement of financial liabilities

e Financial liabilities comprise, trade and most other payables and amounts due to related parties.

e Financial liabilities are measured subsequently at amortised cost using the effective interest
method.

o Allinterest-related charges are included within ‘finance costs'.

Recognition and measurement of lease
Leases are accounted for in accordance with IAS 17 and IFRIC 4. 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.

Impairment of lease receivables

An allowance for impairment is established if there is objective evidence that the Company will not be
able to collect the amount due according to the original contractual terms of the lease. The amount of
the provision is the difference between the carrying amount at the time the lease is considered
doubtful and the recoverable amount, being the present value of expected proceeds arising from sale
of the leased assets discounted at the original effective interest rate of the lease.

The provision amount also covers losses when there is objective evidence that probable losses are
present in components of the lease portfolio at the reporting date. They have been estimated based
on the future specific losses inherent in the leases and upon historical patterns of losses in each
component and the economic climate in which the clients operate.

c) Cash and cash equivalents

Cash and cash equivalents include cash in hand and cash in banks and are subject to insignificant
risk of change in value. Cash and cash equivalents are carried at amortised cost using the effective
interest method. Restricted balances are excluded from cash and cash equivalents for the purposes
of the cash flow statement. Balances restricted from being exchanged or used to settle a liability for at
least twelve months after the balance sheet date are included in other non-current assets.

d) Property, plant and equipment

Property and equipment and intangible assets are stated at cost, less accumulated depreciation and
provision for impairment. Cost comprises of construction cost or purchase price, including import
duties and non-refundable taxes, and any directly attributable costs of bringing the asset to working
condition for its intended use. Any trade discounts and rebates are deducted in arriving at the
construction cost or purchase price.

Costs of minor repairs and maintenance are expensed when incurred. Cost of replacing major parts
or components of property, plant and equipment items are capitalised and the replaced part is retired.

All items of equipment are stated at cost less accumulated depreciation and impairment losses, if
any.

12



“MCB LEASING” CJSC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

3. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
d) Property, plant and equipment (continued)

At each reporting date the management assess whether there is any indication of impairment of
property, plant and equipment. If impaired, premises and equipment are written down to the higher of
their value in use and fair value less costs to sell. The decrease in carrying amount is charged to
profit or loss. An impairment loss recognised for an asset in prior years is reversed if there has been a
change in the estimates used to determine the asset’s value in use or fair value less costs to sell.

Gains and losses on disposals determined by comparing proceeds with carrying amount are
recognised in profit or loss.

e) Depreciation

Depreciation on property, plant and equipment is calculated using the straight-line method to allocate
their cost amounts to their residual values over their estimated useful life:

Furniture and fixtures 10%
Computer and office equipment 20%
Vehicles 20%
Other fixed assets 20%

The residual value of an asset is the estimated amount that the Company would currently obtain from
disposal of the asset less the estimated costs of disposal, if the asset were already of the age and in
the condition expected at the end of its useful life. The residual value of an asset is nil if the Company
expects to use the asset until the end of its physical life. The assets’ residual values and useful lives
are reviewed, and adjusted if appropriate, at each balance sheet date.

f) Intangible assets

Intangible assets are initially recognised at cost. Intangible assets are carried at cost less any
accumulated amortisation and any impairment losses. Amortisation is provided to write down the
intangible assets, on a straight line basis, to their residual values as follows:

Computer software 33%
g) Amortisation

Amortisation is charged to profit or loss on straight—line basis over the estimated useful lives of
intangible assets.

h) Revenue recognition

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.

i) Financial instruments

Trade and other receivables

Trade and other receivables are recognised initially at fair value and subsequently measured at
amortised cost using the effective interest method, less provision for impairment. A provision for
impairment of receivables is established when there is objective evidence that the Company will not
be able to collect all amounts due according to the original terms of receivables. For receivables from
customers, delinquency in payments (more than 30 days overdue) is considered a primary indicator
that this category of receivables is impaired. For other categories of receivables the following
additional principal criteria are also used to determine that there is an objective evidence that an
impairment loss has occurred:

13



“MCB LEASING” CJSC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

3. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
i) Financial instruments (continued)
Trade and other receivables (continued)

. any portion of the receivable is overdue and the late payment cannot be attributed to a delay
caused by the settlement systems;

. the counterparty experiences a significant financial difficulty as evidenced by its financial
information that the Company obtains;

o the counterparty considers bankruptcy or a financial reorganisation;

. there is an adverse change in the payment status of the counterparty as a result of changes in
the national or local economic conditions that impact the counterparty;

The amount of the provision is the difference between the asset’s carrying amount and the present
value of estimated future cash flows, discounted at the original effective interest rate. The carrying
amount of the asset is reduced through the use of an allowance account, and the amount of the loss
is recognised in the income statement. When a trade receivable is uncollectible, it is written off
against the allowance account for trade and other receivables. Subsequent recoveries of amounts
previously written off are credited to the income statement.

Trade and other payables

Trade and other payables are accrued when the counterparty performed its obligations under the
contract. Trade and other payables are recognised initially at fair value and subsequently measured
at amortised cost using the effective interest method.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market with maturities less than 12 months after the reporting date. The
Company’s loans and receivables comprise of trade and other receivables and due from related
parties in the statement of financial position.

Financial assets at a fair value through profit or loss

Financial assets at a fair value through profit or loss are financial assets held for trading. A financial
asset is classified in this category if acquired principally for the purpose of selling in the short-term.
The Company did not hold any financial assets at a fair value through profit or loss during the
reporting period.

Derecognition of financial assets and liabilities

Financial assets
A financial asset (or, where applicable a part of a financial asset or part of the Company of similar
financial assets) is derecognised where:

e the rights to receive cash flows from the asset have expired,;

e the Company has transferred its rights to receive cash flows from the asset, or retained the right
to receive cash flows from the asset, but has assumed an obligation to pay them in full without
material delay to a third party under a ‘pass-through’ arrangement; and

e the Company either (a) has transferred substantially all the risks and rewards of the asset, or (b)
has neither transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset.

14



“MCB LEASING” CJSC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

3. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
i) Financial instruments (continued)
Derecognition of financial assets and liabilities (continued)

Financial assets (continued)

A financial asset is derecognised when it has been transferred and the transfer qualifies for
derecognition. A transfer requires that the Company either: (a) transfers the contractual rights to
receive the asset’s cash flows; or (b) retains the right to the asset’'s cash flows but assumes a
contractual obligation to pay those cash flows to a third party. After a transfer, the Company
reassesses the extent to which it has retained the risks and rewards of ownership of the transferred
asset. If substantially all the risks and rewards have been retained, the asset remains on the
statement of financial position. If substantially all of the risks and rewards have been transferred, the
asset is derecognised. If substantially all the risks and rewards have been neither retained nor
transferred, the Company assesses whether or not it has retained control of the asset. If it has not
retained control, the asset is derecognised. Where the Company has retained control of the asset, it
continues to recognise the asset to the extent of its continuing involvement.

Financial liabilities

A financial liability is derecognised when the obligation is discharged, cancelled, or expired. Where an
existing financial liability is replaced by another from the same lender on substantially different terms,
or the terms of an existing liability are substantially modified, such an exchange or modification is
treated as a de-recognition of the original liability and the recognition of a new liability, and the
difference in the respective carrying amounts is recognised in the statement of comprehensive
income.

Offset of financial assets and liabilities

Financial assets and liabilities are offset and reported net on the statement of financial position when
the Company has a legally enforceable right to set off the recognised amounts and the Company
intends either to settle on a net basis or to realise the asset and settle the liability simultaneously. In
accounting for a transfer of a financial asset that does not qualify for derecognition, the Company
does not offset the transferred asset and the associated liability.

i) Impairment

A financial asset not carried at fair value through profit or loss is assessed at each reporting date to
determine whether there is any objective evidence that it is impaired. A financial asset is impaired if
objective evidence indicates that a loss event has occurred after the initial recognition of the asset,
and that the loss event had a negative effect on the estimated future cash flows of that asset that can
be estimated reliably.

Objective evidence that financial assets (including equity securities) are impaired can include default
or delinquency by a debtor, restructuring of an amount due to the Company on terms that the
Company would not consider otherwise, indications that a debtor or issuer will enter bankruptcy,
adverse changes in the payment status of borrowers or issuers in the Company, economic conditions
that correlate with defaults or the disappearance of an active market for a security. In addition, for an
investment in an equity security, a significant or prolonged decline in its fair value below its cost is
objective evidence of impairment.

k) Current taxation

Income taxes

Income taxes have been provided for in these financial statements in accordance with Azerbaijani
legislation enacted or substantively enacted by the balance sheet date. The income tax charge
comprises current tax and deferred tax and is recognised in profit and loss except if it is recognised
directly in equity because it relates to transactions that are also recognised, in the same or a different
period, directly in equity.

15



“MCB LEASING” CJSC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

3. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
k) Current taxation (continued)

Income taxes (continued)

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect
of taxable profits or losses for the current and prior periods. Taxable profits or losses are based on
estimates if financial statements are authorised prior to filing relevant tax returns. Taxes, other than
on income, are recorded within administrative and other operating expenses.

)] 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.

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

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

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

In addition to this there are other taxes imposed in Azerbaijan Republic which are assessed on the
Company's activities. These taxes are included as a component of operating expenses in the
statement of comprehensive income.

m) Finance income and costs

Finance costs comprise interest expense on borrowings, unwinding of the discount on provisions and
contingent consideration, losses on disposal of available-for-sale financial assets, dividends on
preference shares classified as liabilities, fair value losses on financial assets at fair value through
profit or loss and impairment losses recognised on financial assets (other than trade receivables).

Borrowing costs that are not directly attributable to the acquisition, construction or production of a
qualifying asset are recognised in profit or loss using the effective interest method. Foreign currency
gains and losses are reported on a net basis as either finance income or finance cost depending on
whether foreign currency movements are in a net gain or net loss position.
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FOR THE YEAR ENDED 31 DECEMBER 2016
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3. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
n) Pensions

The Entity does not have any pension arrangements separate from the state pension system of the
Republic of Azerbaijan, which requires current contributions by the employer calculated as a
percentage of current gross salary payments. Such an expense is charged in the period the related
salaries are earned.

0) Provisions

Provisions are recognised when the Entity has a present legal or constructive obligation as a result of
a past event and it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation and a reliable estimate of the obligation can be made.

p) 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.

q) Foreign currency transactions

These financial statements are presented in Azerbaijani Manat as this is the functional currency of the
Entity. Transactions denominated in other currencies are translated at the rates prevailing on the date
of the transaction. Cash receipts and payments arising from transactions in a foreign currency are
recorded in the Entity’s reporting currency by applying the exchange rate between the reporting
currency and the foreign currency at the date of the receipts and payments to the foreign currency
amount. Cash balances held in a foreign currency are reported using the closing rate, which is the
spot exchange rate at the reporting date. Gains or losses resulting from foreign currency transactions
are taken to the Statement of Comprehensive Income.

r Contingencies

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 as inflow of
economic benefits is probable.

4, STANDARDS, INTERPRETATIONS AND AMENDMENTS
The following standards and guidance had come into effect on 31 December 2016 and further:
Amendment to IAS 19, ‘Employee benefits’ (Effective date — 1 July 2014)

The amendments to IAS 19 Employee Benefits clarify the requirements on how contributions from
employees or third parties that are linked to service should be attributed to periods of service.

Amendments to IFRS 10, IFRS 12, and IAS 27 “Investment entities” (Effective date — 1 January
2014)

The amendments to IFRS 10 introduce an exception from the requirement to consolidate subsidiaries
for an investment entity. Instead, an investment entity is required to measure its interests in
subsidiaries at fair value through profit or loss in these consolidated and separate financial
statements.

Consequential amendments have been made to IFRS 12 and IAS 27 to introduce new disclosure
requirements for investment entities. These amendments do not have any effect on Company’s
financial statements as the Company is not an investment entity.
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4, STANDARDS, INTERPRETATIONS AND AMENDMENTS (CONTINUED)

Amendments to IAS 39 “Novation of Derivatives and Continuation of Hedge Accounting”
(Effective date 1 January 2014)

These amendments allow the continuation of hedge accounting when a derivative is notated to a
clearing counterparty and certain conditions are met. The amendments also clarify that any change to
the fair value of the derivative designated as hedging instrument arising from the novation should be
included in the assessment and measurement of hedge effectiveness.

IFRS 14 “Regulatory Deferral Accounts” (Effective date 1 January 2016)

IFRS 14 permits an entity which is a first-time adopter of International Financial Reporting Standards
to account, with some limited changes, for “regulatory deferral account balances” in accordance with
its previous GAAP, both on initial adoption of IFRS and in subsequent statements.

IFRS 7 “Financial Instruments” (Effective date 1 January 2016)

The amendment adds additional guidance to clarify whether a servicing contract is continuing
involvement in a transferred asset for the purpose of determining the disclosures required. It also
clarifies the applicability of the amendments to IFRS 7 on offsetting disclosures to condensed interim
financial statements.

IFRS 12 “Disclosure of Interests in Other Entities” (Effective date 1 January 2017)

The amendment clarifies that, except for the requirements to disclose summarised financial
information, the requirements of IFRS 12 apply to interests (or a portion thereof) in a subsidiary, joint
venture or associate that is classified (or included in a disposal group that is classified) as held for
sale in accordance with IFRS 5 Non-current Assets held for Sale and Discontinued Operations.

IFRS 15 “Revenue from Contracts with Customers” (Effective date 1 January 2018)

In May 2014, IFRS 15 was issued which establishes a single comprehensive model for entities to use
in accounting for revenue arising from contracts with customers. IFRS 15 will supersede the current
revenue recognition guidance including IAS 18 Revenue, IAS 11 Construction Contracts and the
related Interpretations when it becomes effective.

IFRS 9 “Financial instruments” (Effective date 1 January 2018)

In July 2014 IASB issued a finalised version of IFRS 9 mainly introducing impairment requirements
for financial assets and limited amendments to the classification and measurement requirements for
financial assets. IFRS 9 is aiming at replacing IAS 39 Financial instruments:

Recognition and Measurement.

The key requirements of IFRS 9 are:

e Classification and measurement of financial assets. Financial assets are classified by
reference to the business model within which they are held and their contractual cash flow
characteristics.

e Classification and measurement of financial liabilities. Financial liabilities are classified in a
similar manner to under IAS 39 however there are differences in the requirements applying to
the measurement of an entity’s own credit risk.

e Impairment. The 2014 version of IFRS 9 introduces an “expected credit loss” model for the
measurement.

e Hedge accounting. Introduces a new hedge accounting model that is designed to be more
closely aligned with how entities undertake, risk management activities when hedging financial
and non-financial risk exposures.

e De-recognition. The requirements for the de-recognition of financial assets and liabilities are
carried forward from IAS 39.
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4, STANDARDS, INTERPRETATIONS AND AMENDMENTS (CONTINUED)
IFRS 16 “Leases” (Effective date 1 January 2019)

The changes for lessors, and for lessees under current finance leases, will be limited, but the
standard will significantly affect the financial statements of lessees under what are currently treated
as operating leases.

Some matters have been carried across without substantive amendment from 1AS 17:

e The definition of a lease (although some clarification has been provided on whether a contract
conveys the right to use a particular asset and to benefit from its use);

e The definition of the lease term (although examples have been added to clarify the application of
the requirements in relation to optional extension and termination clauses, and there is more
guidance on changes in the lease term);

e The requirement to split contracts which contain a lease between their lease and service
elements (although if this is too complex, entities are allowed to treat the whole contract as
though it were a lease, so long as it is not an embedded derivative and there is some quite
pointed guidance on ensuring that the split is based on market values and not by reference to the
nominal contractual terms);

e The treatment of leases which also qualify as investment properties under IAS 40;

e The basic accounting treatment for leases previously classified as finance leases, both for lessors
and lessees; and

e The distinction between finance and operating leases for lessors.

5. PROPERTY, PLANT AND EQUIPMENT

Office and Furniture, Other

computer Vehicles fixtures and fixed Total

equipment others assets
COST
At 1 January 2015 47,224 82,614 73,680 32,881 236,399
Additions 5,251 - - - 5,251
At 31 December 2015 52,475 82,614 73,680 32,881 241,650
Additions 942 - - - 942
At 31 December 2016 53,417 82,614 73,680 32,881 242,592
DEPRECIATION
At 1 January 2015 (40,799) (43,870) (28,550) (20,928) (134,147)
Charge for the year (4,920) (10,212) (4,513) (2,390) (22,035)
At 31 December 2015 (45,719) (54,082) (33,063) (23,318) (156,182)
Charge for the year (2,023) (8,560) (4,061) (1,912) (16,556)
At 31 December 2016 (47,742) (62,642) (37,124) (25,230) (172,738)
NET BOOK VALUE
At 31 December 2015 6,756 28,532 40,617 9,563 85,468
At 31 December 2016 5,675 19,972 36,556 7,651 69,854

In the opinion of the management there was no impairment on property and equipment as at 31
December 2016 (2015: Nil)
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6. INTANGIBLE ASSETS
2016 2015
Gross carrying amount
Balance at January 1, 6,950 6,950
Additions - -
Balance at December 31, 6,950 6,950
Accumulated amortisation
Balance at January 1 (4,054) (1,737)
Charge for the year (2,317) (2,317)
Balance at December 31 (6,371) (4,054)
Carrying amount at December 31 579 2,896
7. NET INVESTMENT IN FINANCE LEASE
2016
Later than
Not later one and less
than one than five Over five
year years years Total
Lease rental receivable 5,122,872 4,749,276 5,330 9,877,478
Minimum lease payments 5,122,872 4,749,276 5,330 9,877,478
Finance charges for future period (1,349,120) (785,064) (121) (2,134,305)
Present value of minimum lease
payments 3,773,752 3,964,212 5,209 7,743,173
2015
Later than
Not later one and less
than one than five Over five
year years years Total
Lease rental receivable 5,084,998 3,856,427 - 8,941,425
Minimum lease payments 5,084,998 3,856,427 8,941,425
Finance charges for future period (1,090,524) (533,954) (1,624,478)
Present value of minimum lease
payments 3,994,474 3,322,473 7,316,947
8. ADVANCES, PREPAYMENTS AND OTHER CURRENT ASSETS PREPAYMENTS
2016 2015
Receivables overdue 95,205 131,217
Provision on overdue receivables (1,875) (35,003)
Receivables overdue — net 93,330 96,214
Accrued income 59,130 49,663
Prepaid expenses 4,665 5,954
Advances to employees - -
Other receivables 1,192 15,157
158,317 166,988
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8. ADVANCES, PREPAYMENTS AND OTHER CURRENT ASSETS PREPAYMENTS

(CONTINUED)

The movement in allowance for impairment of trade receivables can be reconciled as follows:

2016 2015
Receivables overdue (35,003) (1,250)
Provision on overdue receivables 33,128 (33,753)
Receivables overdue — net (1,875) (35,003)
9. CASH AND CASH EQUIVALENTS
2016 2015
Current accounts with banks in local currency 145,787 103,149
Current accounts with banks in foreign currency 1,187,379 852,583
Cash at hand - -
Deposits accounts - 14,240
Total cash and cash equivalents 1,333,166 969,972
10. SECURED LOANS, OTHER BANK LOANS AND BORROWINGS
Secured loans comprise:
2016 2015
Banks
Subsidiary of the Parent Bank, 3 month's LIBOR + 5.25% 4,678,180 4,119,927
Local Bank, fixed annual rate 4% 399,000 290,000
Total 5,077,180 4,409,927
Current portion 174,000 116,000
Non-current portion 4,903,180 4,293,927
Other bank loans comprise:
2016 2015
Banks and other Financial Institution
Local Banks, fixed annual rate 12.7% 303,359 746,643
Local Financial Institution, fixed annual rate 11% 500,000 500,000
Foreign Financial Institution, 6 months LIBOR + 6.25% 1,195,223 779,700
Total 1,998,582 2,026,343
Current portion 1,600,174 755,164
Non-current portion 398,408 1,271,179

Total interest expense on above loans during the years ended 31 December 2016 and 2015

amounted to AZN 497,581 and AZN 491,802 respectively.

11. OTHER CURRENT LIABILITIES

2016 2015
Advances received from lessees 158,347 52,356
Payable to suppliers 20,847 13,880
Accrued expenses 61,152 79,719
Total other current liabilities 240,346 145,955

21



“MCB LEASING” CJSC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016
(Expressed in Azerbaijani manats)

12. SHARE CAPITAL

As of 31 December 2016 the Company’s authorized, issued and fully paid up share capital amounted
to AZN 4,283,675 and comprised of 4,283,675 ordinary shares with a par value of AZN 1 (31
December 2015: AZN 4,283,675 comprised of 4,283,675 ordinary shares). Each share entitles a
shareholder to one vote.

13. OPERATING EXPENSES

2016 2015
Salary and bonuses 336,262 363,848
Social security costs 73,978 80,047
Staff medical and compulsory insurance 7,098 7,943
Total operating expenses 417,338 451,838
14. ADMINISTRATIVE EXPENSES
2016 2015
Office rent 102,000 102,000
Bank charges 22,556 29,528
Security 22,264 28,943
Depreciation 16,556 22,035
Service charges on borrowing 12,872 64,721
Professional services fees 11,040 19,710
Vehicle running costs 9,281 9,289
Audit fee 8,130 11,800
Communication 7,783 10,151
Utilities 4,157 4,580
Office supplies 3,944 4,221
Insurance 3,544 2,283
Travelling expenses 3,403 4,937
State legal fees 2,636 3,645
Amortisation 2,317 2,317
Taxes other than income tax 1,004 368
Repair and maintenance 307 693
Marketing and advertisement - 500
Other expenses 1,991 4,372
Total administrative expenses 235,785 326,093
15. INCOME TAXES

During the years ended 31 December 2016 and 2015, the corporate profit tax rate in Azerbaijan was
equal to 20%. The tax rate is expected to remain the same in the following fiscal year. Deferred taxes
reflect the net tax effects of temporary differences between the carrying amount of assets and
liabilities for financial reporting purposes and the amounts used for tax purposes. Temporary
differences as at 31 December 2016 and 2015 comprise:

2016 2015
Tax losses of 2016 carried forward 2,391,658 2,389,618
Temporary differences 25,324 48,582
Total deductible temporary differences 2,416,982 2,438,200
Deferred tax asset at the statutory tax rate (20%) 483,396 487,640
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15. INCOME TAXES (CONTINUED)
The movement of deferred income tax asset during the years ended 31 December 2016 and 2015 is
as follows:
2016 2015
Deferred tax asset as at 1 January 487,640 1,228
Change in the deferred tax assets for the period charged to
income statement (4,244) 486,412
Deferred tax asset as at 31 December 483,396 487,640

Relationships between tax expenses and accounting profit for the years ended 31 December 2016
and 2015 are explained as follows:

2016 2015
(Loss)/Profit before income tax 28,935 (2,457,307)
Tax benefit / (expense) at the statutory tax rate 20% (5,787) 491,461
Tax effect of permanent differences (225) (852)
Tax effect of temporary differences 8,897 (12,685)
Income tax benefit carried forward / (expense) 2,885 477,924
2016 2015
Income tax benefit carried forward / (expense) 2,885 477,924
Deferred tax movement (7,129) 8,488
Income tax (4,244) 486,412
16. RELATED PARTY TRANSACTIONS
Related parties or transactions with related parties, as defined by IAS 24 “Related party disclosures”,
represent:
a) Parties that directly, or indirectly through one or more intermediaries: control, or are controlled

b)

c)
d)

f)

)

by, or are under common control with, the Company (this includes parents, subsidiaries and
fellow subsidiaries); have an interest in the Company that gives then significant influence over
the Company; and that have joint control over the Company;

Associates — enterprises on which the Company has significant influence and which is neither a
subsidiary nor a joint venture of the investor;

Joint ventures in which the Company is a venture;

Members of key management personnel of the Company or its parent;

Close members of the family of any individuals referred to in (a) or (d);

Parties that are entities controlled, jointly controlled or significantly influenced by, or for which
significant voting power in such entity resides with, directly or indirectly, any individual referred
toin (d) or (e); or

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

In considering each possible related party relationship, attention is directed to the substance of the
relationship, and not merely its legal form.
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16. RELATED PARTY TRANSACTIONS (CONTINUED)

The Company had the following balances outstanding with related parties as at 31 December 2016
and 2015:

2016 2015
Total category as Total category
Related party per financial Related party as per financial
balances statements balances statements
Cash and cash equivalents 29,405 1,333,166 73,393 969,972
Parent Company 29,405 - 73,393 -

Advances, prepayments and
other current assets - 158,317 - 166,988
Key management personnel - - - -

Net investment in finance

lease 64,294 7,743,173 - 7,316,947
Key management personnel 64,294 - - -
Secured loans 4,678,181 5,077,180 4,119,927 4,409,927
Shareholders 4,678,181 - 4,119,927 -
Other current liabilities 48,560 240,346 69,544 145,955
Shareholders 48,560 - 69,544 -

Other related party - - -

The Company had the following transactions with related parties for the years ended 31 December
2016 and 2015:

2016 2015
Total category as Total category
Related party per financial Related party as per financial
transactions statements transactions statements
Interest income from finance
leases 4,953 1,612,075 1,051 1,397,936
Key management personnel 4,953 - 1,051 -
Interest expense (277,868) (497,581) (282,730) (491,802)
Shareholders (277,868) - (282,730) -
Operating expenses (208,739) (417,338) (231,486) (451,838)
Key management personnel (208,739) - (231,486) -

17. COMMITMENTS AND CONTINGENCIES

Legal proceedings

From time to time and in the normal course of business, the Company receives claims against it. On
the basis of its own estimates and internal professional advice the Company’s management is of the
opinion that no material losses will be incurred in respect of claims and, accordingly, no provision or
disclosure has been made in these financial statements.

Tax legislation

Azerbaijani tax, currency and customs legislations are subject to varying interpretations, and
changes, which can occur frequently. Management’s interpretation of such legislation as applied to
the transactions and activity of the Company may be challenged by the relevant authorities.
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17. COMMITMENTS AND CONTINGENCIES (CONTINUED)

The Azerbaijani tax authorities may be taking a more assertive position in their interpretation of the
legislation and assessments, and it is possible that transactions and activities that have not been
challenged in the past may now be challenged. As a result, significant additional taxes, penalties and
interest may be assessed. In Azerbaijan fiscal periods remain open to reviews by the authorities in
respect of taxes for three calendar years preceding the year of review. Under certain circumstances,
such reviews may cover longer periods.

Management believes that its interpretation of the relevant legislation is appropriate and the
Company’s tax, currency legislation and customs positions will be sustained. Accordingly no provision
for potential tax liabilities was recorded as of 31 December 2016 (2015: no provision).

In accordance with Article 18 of the Tax Code of the Republic of Azerbaijan effective from 1 January
2002, tax authorities can make transfer-pricing adjustments and impose additional tax liabilities in
respect of transactions between inter-related entities, which are carried out at non-market prices, and
all transactions, where the price differs from the market price by more than 30%.

Capital expenditure commitments
The Company has no outstanding commitments as of 31 December 2016 (31 December 2015: nil).

18. FINANCIAL ASSETS AND LIABILITIES

Fair value is the amount at which a financial instrument could be exchanged in a current transaction
between willing parties, other than in a forced sale or liquidation, and is best evidenced by an active
guoted market price. The estimated fair values of financial instruments have been determined by the
Company using available market information, where it exists, and appropriate valuation
methodologies. However, judgement is necessarily required to interpret market data to determine the
estimated fair value. The Republic of Azerbaijan continues to display some characteristics of an
emerging market and economic conditions continue to limit the volume of activity in the financial
markets. Market quotations may be out dated or reflect distress sale transactions and therefore not
represent fair values of financial instruments. Management has used all available market information
in estimating the fair value of financial instruments.

Financial assets carried at amortised cost

The estimated fair value of fixed interest rate instruments is based on estimated future cash flows
expected to be received discounted at current interest rates for new instruments with similar credit
risk and remaining maturity. Discount rates used depend on credit risk of the counterparty. Carrying
amounts of trade and other receivables, due from related parties, investments held to maturity
approximate fair values.

Financial liabilities carried at amortised cost

The estimated fair value of fixed interest rate instruments with stated maturity, for which a quoted
market price is not available, was estimated based on expected cash flows discounted at current
interest rates for new instruments with similar credit risk and remaining maturity. Carrying amounts of
trade and other payables and due to related parties approximate fair values.

19. FINANCIAL RISK MANAGEMENT

The Company’s activities expose it to a variety of financial risks summarised as market risk, credit
risk and liquidity risk categories Risk management is carried out by a management team and consist
of budgeting, forecasting and market review functions.

(a) Credit risk

Credit risk is the risk that a counter party fails to discharge an obligation to the Company. The
Company is exposed to this risk for various financial instruments, for example by granting loans and
receivables to customers, placing deposits etc.

The Company takes on exposure to credit risk, which is the risk that one party to a financial
instrument will cause a financial loss for the other party by failing to discharge an obligation. Exposure
to credit risk arises as a result of the Company’s finance lease transactions with counterparties
resulting in financial assets.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)
(a) Credit risk (continued)

The Credit Policy of the Company, which was approved by the Management and Supervisory Board,
sets forth principles and rules of financial leasing activity, as well as establishing main indicators of
procedures with regard to the activity, mitigating the Company’s risks, determining profitability and
serving as guidance for all employees while they perform their duties.

There are certain limits set for the lease portfolio in order to ensure its diversification and minimization
of possible credit risks. These limits are, as follows:

. Limits for business portfolio;
o Limits by sectors of economy; and
. Concentration limits

The limits are developed and revised by the management on an annual basis. In case of significant
change in the market environment, the limits may also be reviewed. A proposal for limits change is
provided firstly to the Credit Committee and next to the Management Board for approval and then it is
approved by Supervisory Board.

The Leasing Operations department controls maintenance of all limits on a regular basis and some of
them (maximum exposure to a single borrower or group of related borrowers, maximum exposure to
related parties) are controlled before new lease issue.

The Credit Policy of the Company regulates the authorities and responsibilities of each body of the
Company involved in lending process and determine the limits for credit granting approval, the rules
for monitoring of leases, and lending procedures etc.

The Company’s maximum exposure to credit risk is primarily reflected in the carrying amounts of
financial assets on the statement of financial position. The impact of possible netting of assets and
liabilities to reduce potential credit exposure is not significant.

The Credit Committee of the Company (“CC”) is the collective body which operates and reports to the
Management Board. The overall role of CC is to control and manage all leasing operations approved
in the framework of strategic and business plan of the Company.

Credit Committee controls procedures and operations of leasing arrangements in accordance with the
approved Credit Policy of the Company.

As at 31 December 2016 and 31 December 2015 there were no significant overdue or impaired
receivables.

The Company's maximum exposure to credit risk is limited to the carrying amount of financial assets
recognised at the reporting date, summarised as follows:

Note 2016 2015
Cash and cash equivalents 9 1,333,166 969,972
Receivable from customers 8 152,460 145,877
Net investment in finance lease 7 7,743,173 7,316,947
Total carrying amount 9,228,799 8,432,796

The company has an effective rental monitoring system which allows it to evaluate customers’ credit
worthiness and identify the potential problem accounts. Allowance for potential lease and instalment
is maintained at the level which, in the judgment of management, is adequate to provide potential
losses on lease and instalment that can be reasonably anticipated. The credit risk for cash at banks is
considered negligible, since the counterparties are reputable banks with high quality external credit
ratings.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)
(a) Credit risk (continued)
Some of the unimpaired receivables from customers are past due as at the reporting date. Financial

assets past due but not impaired can be shown as bellow:
2016 2015

Receivables from customers (Note 8) 95,205 131,217

In respect of receivables from customers, the Company is not exposed to any significant credit risk
exposure to any single counterparty or any group of counterparties having similar characteristics.
Based on historical information about customer default rates, management considers the credit
quality of receivables from customers that are not past due or impaired to be good.

(b) Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign
exchange rates. Currency risk arises mainly with respect to loans in foreign currency.

The following table presents sensitivities to reasonably possible changes in the Azerbaijani Manat/US
Dollar exchange rate. There has been a major devaluation in Azerbaijan manats against US dollars
on 21 February 2015. The government has introduced a floating exchange rate starting from 21
December 2015 which was previously pegged against US dollars.

It assumes a +5% change in this exchange rate and the sensitivity analysis is based on the
Company's foreign currency financial instruments held at each reporting date, with all other variables
held constant:

Profit/(loss) before tax Equity
2016 2015 2016 2015
AZN weakening 5% / 5% (237,291) (206,163) (189,833) (164,930)
AZN strengthening 5% / 5% 237,291 206,163 189,833 164,930

The tables below summarise the Company’s exposure to foreign currency exchange rate risk at 31
December 2016 and 31 December 2015. Included in the table are the Company’s financial
instruments at carrying amounts, categorised by currency:

2016
Notes AZN usD Total

Financial assets:

Cash and cash equivalents 9 145,787 1,187,379 1,333,166
Other receivables 8 152,460 - 152,460
Net investment in finance lease 7 7,743,173 - 7,743,173
8,041,420 1,187,379 9,228,799
Financial liabilities:
Secured loans 10 399,000 4,678,180 5,077,180
Other bank loans and borrowings 10 803,359 1,195,223 1,998,582
Other current liabilities 11 180,561 59,785 240,346

1,382,920 5,933,188 7,316,108

6,658,500 (4,745,809) 1,912,691
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

(b) Currency risk (continued)
2015
Notes AZN UsD Total
Financial assets:
Cash and cash equivalents 9 117,389 852,583 969,972
Other receivables 8 145,877 - 145,877
Net investment in finance lease 7 7,316,947 - 7,316,947
7,580,213 852,583 8,432,796

Financial liabilities:
Secured loans 10 290,000 4,119,927 4,409,927
Other bank loans and borrowings 10 1,246,643 779,700 2,026,343
Other current liabilities 11 69,733 76,222 145,955

9 1,606,376 4,975,849 6,582,225

8

7 5,973,837 (4,123,266) 1,850,571

(c) Interest rate risk

Interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate because of
changes in market interest rates. Fair value interest rate risk is the risk that the value of a financial
instrument will fluctuate because of changes in market interest rates. Leases are generally granted at
a rate of interest fixed for the duration of the lease and the majority of borrowings are at variable
interest rates.

The following table illustrates the sensitivity of variable rate loans to a reasonably possible change in
interest rates (£1%), with all other variables held constant.

Impact on profit for year

2016 2015
Interest rate +1% (58,734) (48,996)
Interest rate -1% 58,734 48,996

The Company takes on exposure to the effects of fluctuations in the prevailing levels of market
interest rates on its financial position and cash flows. Interest margins may increase as a result of
such changes, but may reduce or create losses in the event of unexpected movements. The
Management Board monitors on a daily basis and sets limits on the level of mismatch of interest rate
re-pricing that may be undertaken. In the absence of any available hedging instruments, the
Company normally seeks to match its interest rate positions. At present, the Company manages its
interest rate risk by matching, where possible, its maturity and/or re-pricing positions. In addition, the
Company’s monthly interest margins are continually reviewed in order to re-price its assets when
deemed appropriate.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

(c) Interest rate risk (continued)

The table below summarises the Company’s exposure to interest rate risks. It includes the
Company’s financial instruments at carrying amounts, categorised by the earlier of contractual re-
pricing or maturity dates:

Financial
assets:

Cash and
cash
equivalents
Other
receivables
Net
investment in
finance lease

Financial
liabilities:
Secured
loans

Other  bank
loans and
borrowings
Other current
liabilities
Total
financial
liabilities

Total
interest re-

pricing gap

2016
Non-

Uptol 1-3 3-12 Over 5 interest
month  months months 1-5years years bearing Total
- - - - - 1,333,166 1,333,166
i . - - - 152,460 152,460
307,068 628,655 2,838,029 3,964,212 5,209 7,743,173
307,068 628,655 2,838,029 3,964,212 5,209 1,485,626 9,228,799
- - 174,000 4,903,180 - - 5,077,180
30,368 60,696 1,509,110 398,408 - - 1,998,582
- - - - - 240,346 240,346
30,368 60,696 1,683,110 5,301,588 - 240,346 7,316,108
276,700 567,959 1,154,919 (1,337,376) 5,209 1,245,280 1,912,691
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

(c) Interest rate risk (continued)

Financial
assets:

Cash and
cash
equivalents
Other
receivables
Net
investment in
finance lease

Financial
liabilities:
Secured
loans

Other  bank
loans and
borrowings
Other current
liabilities
Total
financial
liabilities

Total
interest re-

pricing gap

2015

Upto1l
month

1-3
months

3-12
months

1-5years

Over 5
years

Non-
interest
bearing

Total

347,418

697,784

2,949,272

3,322,473

969,972

145,877

969,972

145,877

7,316,947

347,418

697,784

2,949,272

3,322,473

1,115,849

8,432,796

35,325

71,776

116,000

648,063

4,293,927

1,271,179

145,955

4,409,927

2,026,343

145,955

35,325

71,776

764,063

5,565,106

145,955

6,582,225

312,093

626,008

2,185,209

(2,242,633)

969,894

1,850,571

(d) Fair value measurement

Assets and liabilities measured at fair value in the statement of financial position are grouped into
three levels of fair value hierarchy. This grouping is determined based on the lowest level of
significant inputs used in fair value measurement, as follows:

e Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities

e Level 2: inputs other than quoted prices included within level 1 that are observable for the asset
or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices)
e Level 3: inputs for the asset or liability that are not based on observable market data

(unobservable inputs).

There are not any non-financial instruments held at fair value. As all the financial instruments are
measured at amortised cost, this disclosure is not relevant.
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19. FINANCIAL RISK MANAGEMENT (CONTINUED)

(e) Liquidity risk

Liquidity risk reflects an inability of an enterprise in raising funds to meet its commitments. The
Company follows an effective cash management and planning policy to ensure availability of funds
and to take appropriate measures for new requirements.

The table below presents the cash flows payable by the Company under non-derivative financial
liabilities by remaining contractual maturities at the date of the statement of financial position. The
amounts disclosed in the table are the contractual undiscounted cash flows. Therefore, they do not
reconcile to the discounted cash flows in the statement of financial position. IFRS 7 does not require
such reconciliation.

Financial
liabilities:
Secured
loans

Other  bank
loans and
borrowings
Other current
liabilities
Total
financial
liabilities

Financial
liabilities:
Secured
loans

Other  bank
loans and
borrowings
Other current
liabilities
Total
financial
liabilities

2016
Non-
Uptol 1-3 3-12 Over 5 interest
month  months months 1-5years years bearing Total
- - 174,000 4,903,180 - - 5,077,180
30,368 60,696 1,509,110 398,408 - - 1,998,582
- - - - - 240,346 240,346
30,368 60,696 1,683,110 5,301,588 - 240,346 7,316,108
2015
Non-
Uptol 1-3 3-12 Over 5 interest
month  months months 1-5years years bearing Total
- - 116,000 4,293,927 - - 4,409,927
35,325 71,776 648,063 1,271,179 - - 2,026,343
- - - - - 145,955 145,955
35,325 71,776 764,063 5,565,106 - 145,955 6,582,225

20. POST BALANCE SHEET EVENTS

There were not any adjusting or significant non-adjusting events occurred between the reporting date
and the date of authorisation of these financial statements.
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