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Statement of management responsibilities

Management has prepared and is responsible for the fair presentation of ftnancial statements and related
notes of MCB Non-banking Credit Organization Closed Joint Stock Company (the "Company'')
(Forner!: MCB I-.easing Cbsed Joint Stock Conpanlt). These have been prepared in accordance with
Intemational Financial Reporting Standards (IFRS) and for such intemal conftol as management
determines is necessary to enable the preparation of financial statements th^t 

^re 
free from matetial

misstatement, whether due to fraud or error and also necessarily include amounts based on judgements and
estimates made by management.

The Company maintains intemal accounting conftol systems and related policies and procedures designed
to provide reasonable assurance that assets are safeguarded, that ftansactions are executed in accordance
with managementt authotisation and propetly recorded, and that accounting records may be relied upon
for the preparation of financial statements and othet ftnancial infotmation. The system contains self-
monitodng mechanisms that allow management to be reasonably confident that controls, as well as the
Company's administtative procedures and intetnal teporting requirements, operate effectively. There are
inhetent limitations in the effectiveness of any system of internal conttol, including the possibility of human
error or the circumventj.on or overiding of controls. Accordingly, evefl all effective internal control system
can provide only teasonable assurance with respect to financial statement preparation.

Mt. RamalJa Mt. S. MuzammilNoot
Chief Finance OffrcetChief Executive
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Independent auditorts report
To the Sharcholdets of MCB Non-banking Ctedit Otganization ClosedJoint Stock Company
(Fotmerly: MCB Leasing Closedtoint Stock Company)

Report on the audit of the financial statements

Opinion

'V7e have audited the financial statements of MCB Non-banking Ctedit Otganization Closed Joint
Stock Company (the "Company') (Forner!: MCB lt^iog Closed Joint Stock Conpanl), which comprise the
statement of financial position as at Decemb et 3'1., 2019, and the statement of comprehensive income, the
statement of changes in equity and the statemerit of cash flows fot the yeat then ended, and notes to the
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanylng financial statements glve a true and fair view of the financial position of
the Company as at December 31,201.9, and its financial performance and its cash flows for the year then
ended in accordance with International Financial Reporting Standards (IFRS).

Basis fot Opinion
'V7e conducted our audit in accordance with Intemational Standards on Auditing (ISAE. Our responsibilities
under those standards are frrrther described in the Auditors' Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Company in accotdance w"ith Intemati.onal
Ethics Standards Board for Accountants Code of Ethics for Professional Accountants (IESBA Code), and
we have firlfilled our other ethical responsibilities in accordance with these requirements and the IESBA
Code. We believe that the audit evidence we have obtained is suffrcient and appropriate to provide a basis
for our opinion.

Responsibilities of Management and Those Chatged with Govetnance for the Financial
Statements

Management is responsible for the pteparation and fut presentation of the frnanctal statements in
accordance with IFRS, and for such internal conftol as management determines is necessary to enable the
ptepatation of financial statements that arc free ftom material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company's ability to
continue as a going coflcern, disclosing, as applicablg, matters related to going concem and using the going
concetn basis of accounting unless management dither intends to liquidate the Company or to cease

opetations, ot has no realistic alternative but to do so.

Those charged with govern^rtce 
^re 

responsible for overseeing the Company's financial reporting process.



Auditods Responsibilities fot the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whethet the financial statemerits as a whole are free
ftom matedal misstatement, whethet due to &aud or error, and to issue an auditor's report that includes our
opinion. Reasonable assurance i5 2 high level of assurance, but is not a gsarantee that an audit conducted in
accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise from
fraud or ettor 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 finarrcial statements.

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

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 suffi.cient a:rd apptopriate to provide a basis fot our opinion. The risk of not
detecting a matetial misstatement resulting from fraud is higher than for one resulting from error,
as fraud may invoke collusion, forgery, intentional omissions, misteptesentations, or the overdde
of intemal control.

Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that ate appropdate in the circumstaflces, but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal control.

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

o Conclude on the appropriateness of management's use of the going coflcern basis of accounting
and, based on the audit evidence obtained, whether a mateial uncertainty exists telated to events
or conditions that may cast significant doubt on the Company's ability to continue as a going
concefir. If we conclude that a rl;'aterial uncertainty exists, we are required to draw attention in our
auditot's report to the related disclosures in the financial statements or, if such discrosures are
inadequate, to modi$' ow opinion. Out conclusions are based on the audit evidence obtained up
to the date of our auditor's report. However, future events or conditions may cause the Company
to cease to continue as a going concern.

o Evaluate the overall presentation, structure and content of the financial statements, including the
discloswes, and whether the financial statements represent tlle undedying transactions and events
in a manner that achieves fair presentation.

'We communicate $/ith those charged with governance regarding among other matters, the planned scope
and timing of the audit and signiFrcant audit findings, including any significant deficiencies in intemal conftol
that we identify dwing our audit.

f1 +=ln ^'-I lrL*rL^,u

GRANT THORNTON
B aku, Azetb aiian Republic

lanuary 14,2020



MCB Non-banking Credit Otgarization Closed Joint Stock Company

(Fonnedy: MCB l-easing ClosedJoint Stock Company)

Financial Statements

Statement of financial Position
As at Decembet3l,Z0l9

ASSETS

Non-cuttent
Ptopetty and equiPment

Net investment in finance lease

Loanto atelatedPartY

Deferred tax asset

Total non-cuffent assets

Cuttent
Net investrnent in finance lease

Loan to a telated PartY

Advances, prepayments and other receivables

Cash and cash equivalents

Total cuttent assets

Total assets

EQUITY AND LIABILITIES
Equity
Share capital

Accumulated losses

Total equity

Liabilities
Non-cuttent
Bortowings

Lease liability

Total non-current liabilities

Curtent
Bortowings

Lease liability

Othet curent liabilities

Total curent liabilities
Total liabilities

Total equity and liabilities

These financial statements for the

.RamalJafatov

Notes

5

6

7

18

6

7

o

10

10,926

138,895

65,093

84,876

28,928

2019 201.8

AZN AZN

278,635 41,950

5,004,967 4,237,647

62,427

77,224 142,153

5,423253 4,428,350

4,7241231 4,032,978

4,9391145 4,1.46,782

10,362,398 8,575,1.32

4283,675 4,283,675

Qs4,gsr) (8761q1
4,028,724 3,407,170

4,896,392 1.,591,392

180,727

5,077,119 't,591,392

903,351 3,400,000

74,277

278,927 t76,570

1,2561555 3,57!,57I_
6333,674 5,167,962

10,362,398 8,yfi12_

r 3!,2O!9 (inctuding comparatives) were apptoved

ed as below:

11

1.2

IJ

12

IJ

14

Mt/S..tefuzammil Noor
(Chief Finance Officet)

(Chief Executive Offi cer)

The accompanving notes 1 to 23 fo^ an integral part of these financial statements'
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 Notes 2019 2018 

  AZN AZN 

    

Interest income from finance leases  1,751,782 1,632,560 

Interest expense  (532,673) (465,978) 

Net interest income  1,219,109 1,166,582 

    

Fee, commission and brokerage income  59,305 81,611 

Net (loss)/gain on foreign exchange translation  (4,754) 85 

Other income  6,724 19,100 

Operating income  1,280,384 1,267,378 

    

Operating expenses 15 (504,024) (464,737) 

Administrative and general expenses 16 (199,853) (230,104) 

Profit before provisions  576,507 572,537 

    

Net reversal of impairment loss on financial assets 17 110,576 94,051 

Profit for the year before tax  687,083 666,588 

    

Taxation:    

    Deferred tax 18 (65,529) (161,724) 

Net profit for the year  621,554 504,864 

    

Other comprehensive income for the year  - - 

    

Total comprehensive income for the year  621,554 504,864 

 
 
 
 
 
 
 
 
 
 
  

 
 

 
 
 
 

 

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

Accumulated 
losses Total equity 

 AZN AZN AZN 

    

Balance at January 1, 2018 4,283,675 (1,381,369) 2,902,306 

    

Total comprehensive income - 504,864 504,864 

    

Balance at December 31, 2018 4,283,675 (876,505) 3,407,170 

    
Impact of adopting IFRS 16 at January 1, 2019  
(Refer to note 3.1) - - - 

Restated 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 

 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 
The accompanying notes 1 to 23 form an integral part of these financial statements. 
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 Notes 2019 2018 

  AZN AZN 

OPERATING ACTIVITIES    

Profit for the year before tax   687,083 666,588 

    

Adjustments for non-cash and non-operating items:    

Depreciation of property and equipment 5 90,182 15,753 

Exchange gain 12 - (264) 

Interest expense  532,673 465,978 
Reversal of allowance for impairment loss of net investment 
in finance lease  6 (110,360) (46,221) 

Reversal of allowance for impairment loss of cash at banks 10 (216) (47,830) 

  1,199,362 1,054,004 

Changes in working capital:    

Net investment in finance lease  (1,315,933) (1,667,433) 

Loan to a related party  (73,353) - 
 

Advances, prepayments and other receivables  (56,425) (12,488) 

Other current liabilities  76,961 44,495 

Net cash used in operating activities  (169,388) (581,422) 

    

INVESTING ACTIVITY    

Purchase of property and equipment 5 (595) (9,528) 

Net cash used in investing activity  (595) (9,528) 

    

FINANCING ACTIVITIES    

Proceed from borrowings 12 1,405,000 - 

Repayment of borrowings 12 (596,649) - 

Payment of lease liability - net  (65,268) - 

Finance cost paid  (537,151) (463,446) 

Net cash generated from/(used in) financing activities  205,932 (463,446) 

    

Net decrease in cash and cash equivalents  35,949 (1,054,396) 

Cash and cash equivalents at the beginning of the year  29,331 1,083,727 

Cash and cash equivalents at the end of the year 10 65,280 29,331 

 
 
 
 
 
 

 

 
The accompanying notes 1 to 23 form an integral part of these financial statements.
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1 Legal status and nature of operations 
 

MCB Leasing 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 Tbilisi Avenue Baku 
AZ1065, Republic of Azerbaijan. During the current year the name of the Company has 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’s used in medicine, health care, 
and for other business needs. In addition, the Company leases out cars and trucks. Further the Company 
is also 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). Further the 
accounting policies applied in the preparation of these financial statements are consistent with those applied 
in the annual financial statements for the year ended December 31, 2018, except for changes in accounting 
policies related to IFRS 16 ‘Leases’ as explained in note 3.1. 

3 Standards, interpretations and amendments to existing standards 

3.1   Standards, interpretations and amendments to existing standards that are 

effective in 2018 

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, 2019 and have been adopted 
by the Company: 

• IFRIC 23 Uncertainty over Income Tax Treatments 

• IFRS 9 Prepayment Features with Negative Compensation (Amendments to IFRS 9) 

• IAS 28 Long-term Interests in Associates and Joint Ventures (Amendments to IAS 28) 

• Annual Improvements to IFRS 2015-2017 (Cycle amending IFRS 3, IFRS 11, IAS 12 and IAS 23.) 

• Plan Amendment, Curtailment or Settlement (Amendments to IAS 19) 
 

The above amendments do not have a significant impact on these financial statements therefore the 
disclosures have not been made. The below amendments have a significant impact on these financial 
statements, therefore detailed disclosures have been described below. 
 

IFRS 16 Leases 
 

Standard number Title Effective date 

IFRS 16  Leases January 1, 2019 
 

IFRS 16 ‘Leases’ replaces IAS 17 ‘Leases’ along with three Interpretations (IFRIC 4 ‘Determining whether 
an Arrangement contains a Lease’, SIC 15 ‘Operating Leases-Incentives’ and SIC 27 ‘Evaluating the 
Substance of Transactions Involving the Legal Form of a Lease’). The adoption of this new Standard has 
resulted in the Company recognising a right-of-use asset and related lease liability in connection with all 
former operating leases except for those identified as low-value or having a remaining lease term of less 
than 12 months from the date of initial application.
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3 Standards, interpretations and amendments to existing standards (continued) 

3.1   Standards, interpretations and amendments to existing standards that are 

effective in 2018 (continued) 

IFRS 16 Leases (continued) 

The new standard has been applied using the modified retrospective approach, with the cumulative effect 
of adopting IFRS 16 being recognised in equity as an adjustment to the opening balance of retained earnings 
for the current period. Prior periods have not been restated. For contracts in place at the date of initial 
application, the Company has elected to apply the definition of a lease from IAS 17 and IFRIC 4 and has 
not applied IFRS 16 to arrangements that were previously not identified as lease under IAS 17 and  
IFRIC 4. 

The Company has elected not to include initial direct costs in the measurement of the right-of-use asset for 
operating leases in existence at the date of initial application of IFRS 16, being January 1, 2019. At this date, 
the Company has also elected to measure the right-of-use assets at an amount equal to the lease liability 
adjusted for any prepaid or accrued lease payments that existed at the date of transition. 
 
Instead of performing an impairment review on the right-of-use assets at the date of initial application, the 
Company has relied on its historic assessment as to whether leases were onerous immediately before the 
date of initial application of IFRS 16. 
 
On transition, for leases previously accounted for as operating leases with a remaining lease term of less 
than 12 months and for leases of low-value assets the Company has applied the optional exemptions to not 
recognise right-of-use assets but to account for the lease expense on a straight-line basis over the remaining 
lease term. 
 
For those leases previously classified as finance leases, the right-of-use asset and lease liability are measured 
at the date of initial application at the same amounts as under IAS 17 immediately before the date of initial 
application. 
 
On transition to IFRS 16 the weighted average incremental borrowing rate applied to lease liabilities 
recognised was 13%. 
 
The Company has benefited from the use of hindsight for determining the lease term when considering 
options to extend and terminate leases. 
 

The following is a reconciliation of the financial statements line items from IAS 17 to IFRS 16 at  
January 1, 2019: 

 
Carrying 

amount at 
December 31, 

2018 

Reclassification Remeasurement IFRS 16 
Carrying 

amount at  
January 1, 

2019 

Right-of-use-asset - - 320,272    320,272    

Lease liability - - (320,272) (320,272) 

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

3.1   Standards, interpretations and amendments to existing standards that are 

effective in 2018 (continued) 

IFRS 16 Leases (continued) 

 
The following is a reconciliation of total operating lease commitments at December 31, 2018 to the lease 
liabilities recognised at January 1, 2019: 
  

IFRS 16 
Carrying amount at 

January 1, 2019 

Total operating lease commitments at December 31, 2018, before 

discounting 408,000 

  

Discounted using incremental borrowing rate (87,728) 

Operating lease liability 320,272 

  

Total lease liability recognised under IFRS 16 at January 1, 2019 320,272 

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 relevant new standards, 

interpretations and amendments to existing standards have been published but are not yet effective and 

have not been adopted early by the Company.  

• IFRS 17 Insurance Contracts  

• Definition of a Business (Amendments to IFRS 3) 

• Definition of Material (Amendments to IAS 1 and IAS 8) 

• Conceptual Framework for Financial Reporting 
 

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, 2018, except for changes in accounting policies related to IFRS 16 ‘Leases’ as explained in 
note 3.1. 
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4 Summary of significant accounting policies (continued) 

 

4.2     Foreign currency translation 

Functional and presentation currency 

These financial statements are presented in Azerbaijan New 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. 

4.3 Property and equipment 

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, computers 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: 

• Furniture and fixtures 10% 

• Computer and office equipment 20%  

• Vehicles 20%  

• Other fixed assets 20% 

• Right-of-use asset 25% 

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'. 
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4 Summary of significant accounting policies (continued) 

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 or 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. 

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 on next pages. 
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4 Summary of significant accounting policies (continued) 

4.6        Financial instruments (continued)   

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

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

• 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: 
 

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

 

• 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. 
 

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 FVTPL. 
 
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. 
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4           Summary of significant accounting policies (continued) 

4.6        Financial instruments (continued)   

 

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

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. 
 

Measurement of ECL: 
 

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

• 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). 

 

• 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. 
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4   Summary of significant accounting policies (continued) 

4.6        Financial instruments (continued)   

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. 
 

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. Further, in accordance 

with amendments in the Tax Code of the Republic of Azerbaijan during the current year, these rates have 

been set as 15% and 10% for the entity and employees respectively which are applicable from  

January 1, 2019. 

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. 
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4           Summary of significant accounting policies (continued) 

4.10 Provisions and contingencies (continued) 

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. 

 

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. 
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4          Summary of significant accounting policies (continued) 

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. 

 

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 are 
recognized prospectively. 
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4 Summary of significant accounting policies (continued) 

4.15      Significant management judgement in applying accounting policies (continued) 

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 
necessary, 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. 
 

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 Stage1 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.  
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4           Summary of significant accounting policies (continued) 

4.15      Significant management judgement in applying accounting policies (continued) 

Provisions against lease receivables 

 

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

 

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 
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. 



MCB Non-banking Credit Organization Closed Joint Stock Company 
(Formerly: MCB Leasing Closed Joint Stock Company) 
Financial Statements 
  

Notes to the financial statements (continued) 
For the year ended December 31, 2019 

 

20 
  

5    Property and equipment 

 

Office and 
computer 

equipment 
Motor  

vehicles 

Furniture 
fixture and 

others 
Other fixed 

assets 
Right-of-
use asset Total 

2019 AZN AZN AZN AZN AZN AZN 

Gross carrying amount       

Balance at January 1,  59,555 82,614 73,680 32,881 - 248,730 

Recognition of right-of-use asset - - - - 320,272    320,272 

Additions 595 - - - - 595 

Written off (944) - - - - (944) 

Balance at December 31, 59,206 82,614 73,680 32,881 320,272    568,653 

       

Accumulated depreciation       

Balance at January 1,  48,964 79,762 44,068 27,986 - 200,780 

Charge for the year (note 16) 3,322 2,852 2,961 979 80,068 90,182 

Written off (944) - - - - (944) 

Balance at December 31,  51,342 82,614 47,029 28,965 80,068 290,018 

       
Net carrying amount at December 31, 2019 7,864 - 26,651 3,916 240,204 278,635 

The Company has recorded office building as a right-of-use asset as per IFRS 16 ‘Leases’. For further detail please refer to note 3.1. 

In the opinion of management, there has been no impairment in the carrying value of the Company’s property and equipment as at December 31, 2019  
(2018: Nil).
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5          Property and equipment (continued) 

 

Office and 
computer 

equipment 
Motor  

vehicles 

Furniture 
fixture and 

others 
Other fixed 

assets 
Right-of-
use asset Total 

2018 AZN AZN AZN AZN AZN AZN 

Gross carrying amount       

Balance at January 1,  53,467 82,614 73,680 32,881 - 242,642 

Additions 9,528 - - - - 9,528 

Written off (3,440) - - - - (3,440) 

Balance at December 31, 59,555 82,614 73,680 32,881 - 248,730 

       

Accumulated depreciation       

Balance at January 1,  49,726 71,202 40,779 26,760 - 188,467 

Charge for the year (note 16) 2,678 8,560 3,289 1,226 - 15,753 

Written off (3,440) - - - - (3,440) 

Balance at December 31,  48,964 79,762 44,068 27,986 - 200,780 

       
Net carrying amount at December 31, 2018 10,591 2,852 29,612 4,895 - 47,950 
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6     Net investment in finance lease 

 2019 2018 

 AZN AZN 

Net investment in finance lease 9,770,113 8,421,900 

Less: allowance for impairment loss of net investment in finance lease (40,915) (151,275) 

Net investment in finance lease, net of impairment loss 9,729,198 8,270,625 

The following table shows reconciliations of the allowance for impairment loss of net investment in finance 
lease as per IFRS 9: Financial instruments. 

  2019  2018 

 AZN AZN 

Balance at January 1, 151,275 41,182 

Add: Opening adjustment as per IFRS 9 - 156,314 

Reversal for the year (note 17) (110,360) (46,221) 

Balance at December 31, 40,915 151,275 

 

  2019 2018 

  AZN AZN 

Current portion  4,724,231 4,032,978 

Non-current portion  5,004,967 4,237,647 

Total  9,729,198 8,270,625 

 

 2019  

 AZN 

 

Not later 
than one 

year 

Later than 
one and less 

than five 
years 

Over five 
years Total 

     
Lease rental receivable 6,225,733 5,792,920 - 12,018,653 
     
Minimum lease payments 6,225,733 5,792,920 - 12,018,653 

Finance charges for future periods (1,460,587) (787,953) - (2,248,540) 
Less: allowance for impairment loss of net 
investment in finance lease (40,915) - - (40,915) 
     
Present value of minimum lease 
payments 4,724,231 5,004,967 - 9,729,198 
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6            Net investment in finance lease (continued) 

 

 2018 

 AZN 

 

Not later 
than one 

year 

Later than one 
and less than 

five years 
Over five 

years Total 
     

Lease rental receivable 5,517,285 4,889,140 - 10,406,425 

     

Minimum lease payments 5,517,285 4,889,140 - 10,406,425 

Finance charges for future periods (1,333,032) (651,493) - (1,984,525) 

Less: allowance for impairment loss of net 
investment in finance lease (151,275) - - (151,275) 
     

Present value of minimum lease 
payments 4,032,978 4,237,647 - 8,270,625 

 

7      Related parties  

The Company in the normal course of business carries on business with other enterprises that fall within 
the definition of a related party contained in IFRS. These transactions are carried out in normal course of 
the business and are measured at exchange amounts, being the amounts agreed by both parties. The 
Company's related parties include its key management personnel, Parent Company and entities under 
common control as described below.  

Loan to a related party 

 2019 2018 

 AZN  AZN 
   
Loan to a related party 73,353 - 

 

Non-current portion  62,427 - 

Current portion  10,926 - 

Total  73,353 - 

 

On April 27, 2019, the Company has sanctioned a loan amounting to AZN 80,000 to Chief Executive 
Officer of the Company at 11% interest rate per annum. The interest is paid on monthly basis. Repayment 
of the principal amount has started in monthly instalment of AZN 1,538 per month from May 27, 2019 
with final payment on March 27, 2025. 
 

Balances with related parties 

 

Nature Relationship 2019 2018 

  AZN AZN 

Cash and cash equivalents Subsidiary of Parent Company 19,084 22,113 

Loan to employee Key management personnel 73,353 - 

Borrowings including accrued interest Subsidiary of Parent Company 4,545,480 4,552,145 
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7      Related parties (continued) 

Details of related party transactions entered during the year and balances at year end are set out below: 
 

Transactions with related parties 
 

Nature Relationship 2019 2018 

  AZN AZN 

Short-term employee benefits Key management personnel 281,913 212,760 

Interest income from finance lease Key management personnel - 1,487 

Interest income from loan/advance 
to employee Key management personnel 6,248 312 

Interest expense on borrowings Subsidiary of Parent Company 400,382 385,856 

 

8      Categories of financial assets and liabilities 

The carrying amounts presented in the statement of financial position relate to the following categories of 
financial assets and financial liabilities: 

 Notes 2019 2018 

Financial assets  AZN AZN 

Financial assets measured at amortised cost:    

     Non-current:    

Net investment in finance lease 6 5,004,967 4,237,647 

Loan to a related party 7 62,427 - 

    

Current:    

Net investment in finance lease 6 4,724,231 4,032,978 

Loan to a related party 7 10,926 - 

Other receivables 9 125,723 71,129 

Cash and cash equivalents 10 65,093 28,928 

  9,993,367 8,370,682 

Financial liabilities    

Financial liabilities measured at amortised cost:    

    Non-current:    

Borrowings 12 4,896,392 1,591,392 

Lease liability 13 180,727 - 

Current:    

Borrowings 12 903,351 3,400,000 

Lease liability 13 74,277 - 

Other current liabilities 14 183,896 111,413 

  6,238,643 5,102,805 
 

See note 4.6 for a description of the accounting policies for each category of financial instruments.  
A description of the Company's financial instrument risk, including risk management objectives and policies 
is given in note 20. Information relating to fair values is presented in note 21.  
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9      Advances, prepayments and other receivables 

  2019  2018  

Financial assets  AZN AZN 

Accrued interest  68,723 71,129 

Other receivables  57,000 - 

  125,723 71,129 

    

Non-financial assets    

Prepaid expenses  13,172 13,747 

    

Balance at December 31,  138,895 84,876 

10      Cash and cash equivalents 

  2019  2018  

  AZN AZN 

Current accounts with banks in local currency  46,120 7,143 

Current accounts with banks in foreign currency   19,102 22,131 

Deposits accounts*  58 57 

  65,280 29,331 

Less: allowance for impairment loss (Expected credit loss)  (187) (403) 

  65,093 28,928 

*These represent deposits maintained with the banks carrying interest rate of 6% (2018: 6%) per annum. 

The following table show reconciliations of the allowance for impairment loss as per IFRS 9: Financial 
instruments.  

  2019  2018 

 AZN AZN 

Balance at January 1, 403 - 

Add: Opening adjustment as per IFRS 9 - 48,233 

Reversal of impairment loss for the year (note 17) (216) (47,830) 

Balance at December 31, 187 403 
 

Cash and cash equivalents for purpose of the statement of cash flows are given below. 
 

  2019  2018  

  AZN AZN 

Current accounts with banks in local currency  46,120 7,143 

Current accounts with banks in foreign currency   19,102 22,131 

Deposits accounts  58 57 

  65,280 29,331 
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11     Share capital 

The Company’s authorized, issued and fully paid up share capital as at December 31, 2019 amounted to 
AZN 4,283,675 (December 31, 2018: AZN 4,283,675) and comprised of 4,283,675  
(December 31, 2018: 4,283,675) ordinary shares with a par value of AZN 1 (December 31, 2018: AZN 1) 
each. The Company’s issued share capital is held by the following shareholders: 
 

 2019 2018 2019 2018 

 % % AZN AZN 

MCB Bank Limited (Pakistan) 99.94 99.94 4,281,105 4,281,105 

Mr. Ramal Jafarov (Individual person) 0.06 0.06 2,570 2,570 

 100.00 100.00 4,283,675 4,283,675 

12     Borrowings 

Borrowings include the following financial liabilities: 

Financial liabilities measured at amortised cost 2019 2018 

 AZN  AZN 

Subsidiary of the Parent Company 4,491,392 4,491,392 

Local institution  500,000 500,000 

Local banks 808,351 - 

Total 5,799,743 4,991,392 

 

Non-current portion  4,896,392 1,591,392 

Current portion  903,351 3,400,000 

Total  5,799,743 4,991,392 

 

On October 31, 2017 the Company entered into a loan agreement with the Subsidiary of the Parent 
Company for a total amount of USD 2,000,000 at 3 month’s LIBOR + 5.50% interest rate per annum plus 
the interest calculated will be grossed up for the applicable withholding tax applicable in the Republic of 
Azerbaijan to reach the total interest amount. The interest is paid on quarterly basis. The principal amount 
of loan was payable on November 7, 2019 which was extended till November 7, 2022. 
 
On October 31, 2017 the Company entered into a loan agreement with the Subsidiary of the Parent 
Company for a total amount of USD 641,995 at 3 month’s LIBOR + 5.50% interest rate per annum plus 
the interest calculated will be grossed up for the applicable withholding tax applicable in the Republic of 
Azerbaijan to reach the total interest amount. The interest is paid on quarterly basis. The principal amount 
of loan was payable on April 4, 2020 which was extended till April 4, 2023. 
 
On July 21, 2017 the Company entered into a bond agreement with local institution for a total amount of 
AZN 500,000 at 18% interest rate per annum. During the prior year, interest rate has reduced to 13% per 
annum. The interest is paid on quarterly basis. The principal amount of bond will be paid on  
July 21, 2020. 
 
 

On December 19, 2019 the Company entered into a loan agreement with local bank for a total amount of 
AZN 1,000,000 at 1.0417% interest rate per month. The interest is payable on monthly basis. The principal 
amount of loan will be paid within two years from the date of agreement. As a security, the Company has 
pledged lease contracts to the bank equal to the 150% of the outstanding amount of loan.  
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12       Borrowings (continued) 

On April 19, 2018 the Company has obtained a credit line facility amounted to AZN 500,000 from local 
bank carrying 13% interest rate per annum. However, the Company did not withdraw any amount from 
this facility in prior year. During the current year, the Company has withdrawn the amount against this 
credit line facility. The interest is payable on monthly basis. As a security, the Company has pledged lease 
contracts to the bank equal to the 150% of the outstanding amount of loan.   
 

Movement in borrowings is as follows: 

  2019  2018  

  AZN AZN 

Balance at January 1,  4,991,392 4,991,656 

Proceeds from new borrowings  1,405,000 - 

Repayment of borrowings  (596,649) - 

Exchange gain  - (264) 

Balance at December 31,  5,799,743 4,991,392 
 

13   Lease liability      

 

 

 

The Company has recorded this lease liability as per IFRS 16 ‘Leases’ against recognising office building as 
a right-of-use asset. For further detail please refer to note 3.1 and note 5. 

 

 

 

 2019 2018 

 AZN AZN 

Non-current   

Lease liability 180,727    - 

 180,727    -     

Current   

Lease liability 74,277 - 

 
 

74,277    - 

   
Total lease liability 255,004 - 

 Within 1 year 1-2 year 2-3 Years 
 

Total 

 AZN AZN AZN AZN 

December 31, 2019     

Lease payments 102,000    102,000    102,000    306,000 

Finance charges (27,723) (17,470) (5,803) (50,996) 

Net present value 74,277 84,530    96,197    255,004 
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14      Other current liabilities 

  2019  2018  

Financial liabilities  AZN AZN 

Accrued liabilities  127,620 50,659 

Accrued interest  56,276 60,754 

  183,896 111,413 

    
Non-financial liability    

Advances received from lessees  95,031 65,157 

    
Balance at December 31,  278,927 176,570 

 

15      Operating expenses 

  2019 
 

2018 
   AZN AZN 

Salary and bonuses  427,731 373,462 

Social security costs  66,344 81,973 

Staff medical and compulsory insurance  9,949 9,302 

 
 504,024 464,737 

16      Administrative and general expenses 

  2019  2018  

  AZN AZN 

Depreciation (note 5)  90,182 15,753 

Bank charges  20,371 14,445 

Security expenses  19,824 19,068 

Vehicle running expenses  15,352 12,898 

Professional services fees  14,620 23,816 

Audit fee  10,620 10,620 

Communication expenses  7,791 8,023 

Utilities expenses  6,014 7,758 

Office expenses  4,136 3,563 

Travelling expenses  3,063 5,476 

State legal fees  2,612 3,240 

Insurance expenses  2,128 2,145 

Repair and maintenance expenses  356 319 

Taxes other than income tax  144 148 

Rent expense  - 102,000 

Other expenses  2,640 832 

  199,853 230,104 
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17 Net reversal of impairment loss on financial assets 

 
2019 

 
2018 

 
 AZN AZN 

Reversal of impairment loss of net investment in finance lease (note 6) 110,360 46,221 

Reversal of impairment loss of cash at banks (note 10) 216 47,830 

 110,576 94,051 

18     Taxation 
 

Income tax expense 

During the years ended December 31, 2019 and 2018, 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. The Company has 
accumulated tax losses as at December 31, 2018 and December 31, 2019, hence no income tax has been 
recognised in these financial statements. 

 

Deferred tax 

 
Deferred tax asset is measured at 20% (2018: 20%). 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. The movement in deferred tax asset recognised by the Company is as 
follows: 
 

 2019 2018 

 AZN AZN 

Balance at January 1, 142,753 304,477 

Reversed during the year (65,529) (161,724) 

Balance at December 31, 77,224 142,753 

The deferred tax assets as at reporting date is as follows: 

 

 

 

 

 

 

  2019 2018 

  AZN AZN 

Unused tax losses  340,765 579,397 

Taxable temporary differences   45,357 134,370 

Total deductible temporary differences  386,122 713,767 

    

Deferred tax asset at the statutory tax rate (20%)   77,224 142,753 
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19        Commitments, contingencies and operation risk 

Lease commitments 

The Company has no major outstanding lease commitments as at December 31, 2019 (2018: Nil). 

Capital commitments 

The Company has no major capital commitments as at December 31, 2019 (2018: Nil). 

Contingent liabilities  

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 has been made 

in these financial statements.  

The Company has filed a case for the recovery of lease receivables including interest and penalty. The 

Honourable Supreme Court of Azerbaijan Republic has ordered for the recovery of the amount from an 

individual and his guarantor. Currently the court decision is at the stage of enforcement by bailiffs.  

Business environment and Regulatory environment 

The Company’s main operations are conducted in the Azerbaijan Republic. Azerbaijan continues economic 
reforms and development of its legal, tax, and regulatory framework to strengthen and diversify the 
economy. In this respect; Azerbaijan endorsed strategic road maps for development of national economy 
and main economic sectors in 2016. Legislation including tax, currency fluctuation and customs legislations 
within the Azerbaijan Republic is changing rapidly. 

The future economic direction of the Azerbaijan Republic is largely dependent upon the implementation 
of economic, financial, legislative and monetary measures undertaken by the government. The Company’s 
financial position will continue to be affected by developments in Azerbaijan, however; the Company does 
not believe that these contingencies, as related to its operations, are any more significant than those of 
similar enterprises in the Azerbaijan Republic.  

The Company’s management is closely watching these developments in current environment and taking 
appropriate necessary actions to support the sustainability and development of Company’s business in 
foreseeable future. These financial statements do not include any adjustments that may result from the 
future clarification of these uncertainties. Such adjustments, if any, will be reported in the period when they 
become known and estimable.  

Commercial legislation of the Republic of Azerbaijan, including tax legislation, may allow more than one 

interpretation’s. In addition, there is a risk of tax authorities making arbitrary judgments of business 

activities. If a treatment, based on management's judgment of the Company's business activities, was to be 

challenged by the tax authorities, the Company may be assessed for additional taxes, penalties and interest. 

Generally, taxpayers are subject to tax audits with respect to three calendar years preceding the year of the 

audit. However, completed audits do not exclude the possibility of subsequent additional tax audits 

performed by upper-level tax inspectorates reviewing the results of tax audits of their subordinate tax 

inspectorates. Management believes that its interpretation of the relevant legislation as at  

December 31, 2019 is appropriate and that the Company’s tax, and currency positions will be sustained. 
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20 Financial instrument risk  

Risk management objectives and policies 

The Company is exposed to various risks in relation to financial instruments. The Company's financial 
assets and liabilities by category are summarised in note 7. The main types of risks are market risk, credit 
risk and liquidity risk. 
 
The Company's risk management is coordinated in close cooperation with the Company's directors and 
focuses on actively securing the Company's short to medium term cash flows by minimizing the potential 
adverse effects on the Company's performance through internal risk reports which analyse by degree and 
magnitude of risks. 
 

The Company does not actively engage in the trading of financial assets for speculative purposes nor does 
it write options. The most significant financial risks to which the Company is exposed are follows: 

Market risk  

Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market 

prices whether those changes are caused by factors specific to the individual security or its issuer or factors 

affecting all securities traded in the market. The Company is exposed to market risk through its use of 

financial instruments and specifically to currency risk and interest rate risk, which result from both its 

operating and investing activities. 

Foreign currency risk 

Foreign currency risk is the risk that the value of a financial instrument will fluctuate due to changes in 

foreign exchange rates. Most of the Company's transactions are carried out in AZN. Exposures to currency 

exchange rates arise from the Company's overseas transactions, bank accounts and borrowings in foreign 

currencies, which are primarily denominated in US Dollar (USD).  

Management of the Company does not enter future agreement to hedge its currency risk. However, these 

are monitored on regular basis and corrective measures initiated wherever required. Financial assets and 

financial liabilities are denominated in the following currencies: 

    2019 

  Notes  AZN USD Total 

Financial assets:       

Net investment in finance lease  6  9,729,198 - 9,729,198 

Loan to a related party  7  73,353 - 73,353 

Other receivables  9  125,723 - 125,723 

Cash and cash equivalents  10  45,991 19,102 65,093 

    9,974,265 19,102 9,993,367 

       

Financial liabilities:       

Borrowings  12  1,308,351 4,491,392 5,799,743 

Lease liability  13  255,004 - 255,004 

Other current liabilities  14  129,808 54,088 183,896 

    1,693,163 4,545,480 6,238,643 
       

Open position    8,281,102 (4,526,378) 3,754,724 
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20        Financial instrument risk (continued) 

Risk management objectives and policies (continued) 

Foreign currency risk (continued) 

    2018 

  Notes  AZN USD Total 

Financial assets:       

Net investment in finance lease  6  8,270,625 - 8,270,625 

Other receivables  9  71,129 - 71,129 

Cash and cash equivalents  10  6,797 22,131 28,928 

    8,348,551 22,131 8,370,682 

       

Financial liabilities:       

Borrowings  12  500,000 4,491,392 4,991,392 

Other current liabilities   14  50,659 60,754 111,413 

    550,659 4,552,146 5,102,805 
       

Open position    7,797,892 (4,530,015) 3,267,877 

The following table illustrates the sensitivity of profit/ (loss) before tax and equity in regard to the exchange 

rate of the AZN relative to the USD. It assumes a 10% weakening/strengthening of the AZN as at 

December 31, 2019 (2018: weakening/strengthening 10%). The sensitivity analysis at each reporting date 

is as follows: 

 Profit/(loss) before tax Equity 

 2019 2018 2019 2018 
 AZN AZN AZN AZN 
AZN weakening 10% / 10% (452,638) (453,002) (362,110) (362,402) 
AZN strengthening 10% / 10% 452,638 453,002 362,110 362,402 

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. Management of the Company does not enter future agreement to 
hedge its interest rate risk. However, these are monitored on regular basis and corrective measures initiated 
wherever required.  
 

Borrowings on floating interest rates are as follows: 
 

   2019 2018 

   AZN AZN 

     

Borrowings   4,491,392 4,491,392 
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20        Financial instrument risk (continued) 

Risk management objectives and policies (continued) 

Interest rate risk (continued) 

The following table illustrates the sensitivity of variable rate borrowings to a reasonably possible change in 
interest rates of ±1% (2018: ±1%). These changes are considered to be reasonably possible based on 
observation of current market conditions. The calculations are based on a change in the average market 
interest rate for each period, and the financial instruments held at each reporting date that are sensitive to 
changes in interest rates. All other variables held constant. 
 

 Profit/(loss) before tax Equity 

 AZN AZN AZN AZN 
 +1% -1% +1% -1% 
2019 (44,914) 44,914 (35,931) 35,931 
2018 (44,914) 44,914 (35,931) 35,931 

Credit risk 

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause 
the other party to incur a financial loss. The Company is exposed to this risk for various financial 
instruments, for example by granting credit terms to customers. The Company's maximum exposure to 
credit risk is limited to the carrying amount of financial assets recognised at the reporting date, as 
summarised below: 
 

   2019 2018 

Classes of financial assets - carrying amounts:   AZN AZN 

Net investment in finance lease (note 6)   9,729,198 8,270,625 

Loan to a related party (note 7)   73,353 - 

Other receivables (note 9)   125,723 71,129 

Cash and cash equivalents (note 10)   65,093 28,928 

Total carrying amount   9,993,367 8,370,682 

The Company continuously monitors defaults of customers and other counterparties, identified either 

individually or by group and incorporates this information into its credit risk controls. Where available at 

reasonable cost, external credit ratings and/or reports on customers and other counterparties are obtained 

and used. The Company's policy is to deal only with creditworthy counterparties. To manage its risk 

exposure, the Company places its cash with reputable banks.  

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; 

• Limits by sectors of economy; and 

• Concentration limits 
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20        Financial instrument risk (continued) 

Risk management objectives and policies (continued) 

Credit risk (continued) 

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 
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. 

 

Liquidity risk 
 

 

Liquidity risk also referred to as funding risk is the risk that an enterprise will encounter difficulty in raising 
funds to meet commitments associated with financial instruments. Liquidity risk may result from an inability 
to sell a financial asset quickly at close to its fair value. The Company maintains sufficient cash balances 
and monitors liquidity requirements on a regular basis and the management ensures that sufficient funds 
are available to meet any future commitments. The Company is also well supported by its related parties 
for the funding of long-term liquidity needs. Financial liabilities as disclosed in note 8 are non-interest 
bearing and have contractual maturity dates of less than twelve months from the reporting date except 
disclosed below: 
 

 

 
Interest rate 

Within 1 
year 

1 to 5  
years 

Over 5 
years Total 

December 31, 2019  AZN AZN AZN AZN 
Subsidiary of the Parent 
Company 

3 months Libor+5.5% 
per annum - 4,491,392 - 4,491,392 

Local institution 13% per annum 500,000 - - 500,000 

Local bank 1.0417% per month - 405,000 - 405,000 

Local bank 13% per annum 403,351 - - 403,351 

Lease liability 13% per annum 74,277 180,727 - 255,004 

  977,628 5,077,119 - 6,054,747 

December 31, 2018      
Subsidiary of the Parent 
Company 

3 months Libor+5.5% 
per annum 3,400,000 1,091,392 - 4,491,392 

Local institution 13% per annum - 500,000 - 500,000 

  3,400,000 1,591,392 - 4,991,392 
 

The above amounts reflect the contractual cash flows, which may differ to the carrying values of the 
liabilities at the reporting date. Balances due within one year equal their carrying balances as the impact of 
discounting is not significant. 
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21 Fair value and fair value hierarchy 
 

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: 
 

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

• 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) 

 

• Level 3: inputs for the asset or liability that are not based on observable market data (unobservable 
inputs). 

 

All the financial assets and liabilities of the Company are carried at amortised cost and none of the non-

financial assets and liabilities have been fair valued. Therefore, the fair value hierarchy disclosure which 

requires a three-level category of fair value is not disclosed because it does not have significant disclosure 

impact to the financial statements. 

22        Capital management policies and procedures 

The Company's capital management objectives are: 

• to ensure the Company's ability to continue as a going concern; and 

• to provide an adequate return to shareholders  

by pricing products/services commensurately with the level of risk.  

The Company monitors capital based on the carrying amount of equity less cash and cash equivalents as 
presented on the face of the statement of financial position. The Company sets the amount of capital in 
proportion to its overall financing structure. 

The Company manages the capital structure and adjusts it in the light of changes in economic conditions 

and the risk characteristics of the underlying assets. In order to maintain or adjust the capital structure, the 

Company may adjust the amounts of dividends paid to shareholders and return capital to shareholders. 

There have been no changes in the strategy for capital maintenance or externally imposed capital 

requirements from the previous year. Capital for the reporting periods are summarised as follows: 

 2019 2018 

 AZN AZN 

Total equity 4,028,724 3,407,170 

Cash and cash equivalents (note 10) (65,093) (28,928) 

Capital 3,963,631 3,378,242 

   

Total equity 4,028,724 3,407,170 

Borrowings (note 12) 5,799,743 4,991,392 

Lease liability (note 13) 255,004 - 

Overall financing 10,083,471 8,398,562 
   

Capital-to-overall financing ratio 39% 40% 
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23 Post reporting date events 
 

No adjusting or significant non-adjusting events have occurred between the reporting date and the date of 
authorisation of these financial statements. 


