
























































Caspian Development Bank OJSC
Notes to the Financial Statements - 31 December 2015

9 Other Securities (Continued)

The movements in other securities are as follows:

In thousands of Azerbaijani Manats 2015 2014
Carrying amount at 1 January 12,257 13,746
Disposals of other securities (12,257) (1,489)
Carrying amount at 31 December - 12,257

10 Loans and Advances to Customers

31 December

31 December

In thousands of Azerbalfiani Manats 2015 2014
Corporate - Qil & Gas sector 81,089 -
Corporate — Manufacturing 2,545 -
Corporate — Agriculture 6,341 -
Corporate - Business loans 4,767 -
Corporate - Construction 2,700
97,442 -
Loans to individuals - Consumer loans 1,712 -
Loans to individuals - Business loans 277 -
Loans to individuals - Car loans 1,957 -
Loans to individuals - Agriculture 199 -
Mortgage loans 7,913 -
12,058 -
Less provision for loan impairment {22,065) -
Total loans and advances to customers 87,435 -
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Notes to the Financial Statements - 31 December 2015

10 Loans and Advances to Customers (Continued)

Movements in the provision for loan impairment during 2015 are as follows:

Corporate - Corporate - Corporate - Corporate-  Corporate - Loans to Loans to Loans to Loans to Mortgage Total
Oil & Gas Manufacturing Agriculture Business Construction individuals - individuals individuals individuals - loans
In thousands of Azerbaijani sector loans Consumer - Business -Carloans Agriculture
Manats loans loans
Provision for loan
impairment at
1 January 2015 - . - - . - - = = e -
(Recovery of)/provision
for impairment during the
year 16,219 1,105 2,378 713 1.511 36 3 19 2 79 22,065
Provision for loan
impairment at
31 December 2015 16,219 1,105 2,378 713 1,511 36 3 19 2 79 22,065

18



Caspian Development Bank OJSC
Notes to the Financial Statements — 31 December 2015

10 Loans and Advances to Customers (Continued)
Economic sector risk concentrations within the customer loan portfolio are as follows:

31 December 2015

In thousands of Azerbaijani Manats Amount %
Qil & Gas 81,089 37
Manufacturing 2,213 14
Construction 2,700 13
Agricultural 6,838 13
Trade 1,041 10
Individuals 10,402 T
Other 5,217 5
Total loans and advances to customers {before

impairment) 109,500 100%

At 31 December 2015 the Bank had 5 borrowers (2014: nil) with aggregated loan amounts above AZN
1,000 thousand. The total aggregate amount of these loans was AZN 92,061 thousand (2014: nil) or 84
% of the gross loan portfolio {2014: nil).

Approximately, 72% of gross loan portfalio comprises with a loan provided to the State Qil Company of
the Azerbaijan Republic (hereinafter “SOCAR"). SOCAR was issued a credit for 5 years with 6%
interest rate. Taking into account the conditions under which the loan was provided to SOCAR by the
local banks, Management considers that it is in compliance with market conditions.
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10 Loans and Advances to Customers {Continued)

Information about collateral at 31 December 2015 is as follows:

Corporate - Corporate - Corporate - Corporate - Corporate - Loansto Leoansto Loans to Loans to Mortgage Total
Oil & GasManufacturing Agriculture Business loans Construction individuals -individuals - individuals - individuals - loans
sector Consumer Business Carloans  Agriculture
in thousands of Azerbaijani Manals loan loans
Loans guaranteed by other
parties - 1,439 67 200 702 402 275 20 5 - 3,110
Unsecured loans 64,871 - 1,295 - - - - - B - 66,166
Loans collateralised by:
Real estate - - - 535 486 1 - - 192 7,835 9,059
Cash deposits - - - - - 1,263 - - - - 1,263
Other assets - - 2,600 - - - - - - - 2,600
Transportation - - - 3,319 - - - 1,918 - - 5,237
Total loans and advances to
customers 64,871 1,439 3,962 4,054 1,188 1,676 275 1,938 197 7,835 87,435

Other assets mainly comprise of equipment. The disclosure above represents the lower of the carrying value of the loan or collateral taken; the remaining part
is disclosed within the unsecured exposures. The carrying value of loans was allocated based on liquidity of the assets taken as collateral. Loans guaranteed

by other parties represent salary cards of customers taking loan and individual guarantors.
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10 Loans and Advances to Customers {Continued)

Analysis by credit quality of loans outstanding at 31 December 2015 is as follows:

Corporate - Oil &  Corporate - Corporate - Corporate - Corporate - Loans to Loans to individuals Loans to Loans to Mortgage
Gas sector Manufacturing Agriculture Businessloans Construction individuals - - Business loans individuals - Car individuals - loans
In thousands of Azerbaijani Manats Consumer loan loans Agriculture
Neither past due nor impaired
Large new borrowers 81,089 - - - - - - - - -
Loans to medium size entities - 2,545 6,341 4,767 1,199 - - - - -
Loans to individuals - - - - B 1,712 277 1,957 199 7,524
Total neither past due nor
impaired 81,089 2,545 6,341 4,767 1,199 1,712 277 1,957 199 7,524
Past due but not impaired
less than 30 days overdue - - - - 1,500 - - - - 337
30 to 90 days overdue - - - - - - - - - 53
Total past due but not impaired - - - - 1,500 - . - - 390
Less impairment provisions (16,219) (1,105) (2,378) (713) (1,511} (36) (3) (19) (2) (79)
Total loans and advances to
customers 64,870 1,440 3,963 4,054 1,188 1,676 274 1,938 197 7,835

21



Caspian Development Bank OJSC
Notes to the Financial Statements ~ 31 December 2015

10 Loans and Advances to Customers (Continued)

The Bank applied the portfolio provisioning methodology prescribed by |AS 39, Financial Instruments:
Recognition and Measurement, and created portfolio provisions for impairment losses that were
incurred, but have not been specifically identified with any individual loan, by the end of the reporting
period. The Bank’s policy is to classify each loan as ‘neither past due nor impaired’ until specific
objective evidence of impairment of the loan is identified. The impairment provisions may exceed the
total gross amount of individually impaired loans as a result of this policy and the portfolio impairment
methodology.

The primary factors that the Bank considers in determining whether a loan is impaired are its overdue
status and realisability of related collateral, if any. As a result, the Bank presents above an ageing
analysis of loans that are individually determined to be impaired.

Past due, but not impaired, loans primarily include collateralised loans where the fair value of
collateral covers the overdue interest and principal repayments. The amount reperted as past due but
not impaired is the whole balance of such loans, not only the individual instalments that are past due.

The financial effect of collateral is presented by disclosing collateral values separately for (i) those
assets where collateral and other credit enhancements are equal to or exceed carrying value of the
asset (“over-collateralised assets”) and (ii) those assets where collateral and other credit
enhancements are less than the carrying value of the asset ("under-collateralised assets™).

The effect of collateral at 31 December 2015:

Over-collateralised Assets Under-collateralised Assets

g Carrying value Fair value of Carrying value Fair value of

In thousands of Azerbaijani Manats of the assets collateral of the assets collateral
Corporate - Oil & Gas sector - - 64,871 -
Carporate - Manufacturing - - 1,439 1,439
Corporate - Agriculture - - 3,963 2,667
Corporate - Business loans 3,853 27,338 200 200
Corporate - Construction 486 900 702 702
4,339 28,238 71,175 5,008
Loans to individuals - Consumer loans 1,274 2,204 402 402
Loans to individuals - Business loans - - 275 275
Loans to individuals - Car loans 1,918 4,210 20 20
Loans to individuals - Agriculture 192 598 5 5
Mortgage loans 7,835 14,210 - -
11,219 21,222 T02 702

The fair value of real estate and other assets was determined by the Bank's credit department by
considering the condition and location of the assets accepted as collateral. The Bank uses
independent valuators in valuation of collaterals.

Refer to Note 25 for the estimated fair value of each class of loans and advances to customers.
Interest rate, currency, maturity and geographical analysis of loans and advances to customers is
disclosed in Note 22, Information on related party balances is disclosed in Note 27.
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11 Premises, Equipment and Intangible Assets

Note Furniture &

Office

Motor Leasehol  Other fixed Total Computer Total
Fixtures Equipment Vehicles improveme assets premises  software and
‘ and licenses
In thousands of Azerbaijani Manats equipment
Cost at 1 January 2015 - - - - - - - -
Accumulated depreciation/amortisation - - - - - - - -
Carrying amount at 1 January 2015 - - - - - - - -
Additions 410 363 155 1,514 53 2,495 153 2,648
Depreciation/amortisation charge 15 (8) (26) (19) (13) (2) {68) (4) (72)
Carrying amount at 31 December 2015 402 337 136 1,501 51 2,427 149 2,576
Cost at 31 December 2015 410 363 155 1,514 53 2,495 153 2,648
Accumulated depreciation/amortisation (8) {26} (19) (13) (2) {68) {4) (72)
Carrying amount at 31 December 2015 402 337 136 1,501 51 2,427 149 2,576

Leasehold improvements consists of construction and refurbishment of branch premises and equipment. Upon completion, assets are transferred to premises

and equipment,
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12 Other Assets

In thousands of Azerbaijani Manats 2015 2014
Current income tax prepayment 10,388 -
Prepayments for purchase of property and equipment 802 -
Prepayments for purchase of intangible assets 935 -
Settlements in progress on purchase of precious metals 47 -
Setilements in progress on plastic cards 23 -
Other settlements 129 -
Total other assets 12,324 -

All of the above assets are expected to be recovered within twelve months after the year-end.
Information on related party balances is disclosed in Note 27.

13 Due to Other Banks

in thousands of Azerbaljani Manals 2015 2014
Short-term loans from resident banks 790 -
Correspondent accounts and overnight placements of other barks 11 -
Total due fo other banks 801 -

Refer to Note 25 for the disclosure of the fair value of each class of amounts due to other banks.
Interest rate analysis of due to other banks is disclosed in Note 22. Information on related party
balances is disclosed in Note 27.

14  Customer Accounts

31 December 31 December
In thousands of Azerbaijani Manats 2015 2014
Other legal entities
- Term deposits 10,255 5
- Current/settlement accounts 2,527 -
Individuals
- Term deposits 30,560
- Current/demand accounts 804 330
Total customer accounts 44,146 330

Economic sector concentrations within customer accounts are as follows:
31 Decamber 2015 31 December 2014

in thousands of Azerbaijani Manals Amount Y Amount %
Individuals 31,364 71 330 100
Trade 9,492 22
Manufacturing 1,982 4
Insurance 799 2
Information Technology 423 1
Others 86 -
Total customer accounts 44,146 100% 330 100
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14 Customer Accounts {Continued}

Refer to Note 25 for the disclosure of the fair value of each class of customer accounts. Interest rate,
maturity, currency and geographical analysis of customer accounts is disclosed in Note 22.
Information on related party balances is disclosed in Note 27.

At 31 December 2015, the Bank had 8 customers (2014: nil) with balances above AZN 1,000
thousand. The aggregate balance of these customers was AZN 26,379 thousand (2014: nil) or 86 %
{2014: nil) of total customer accounts,

15  Term Borrowings

31 December 31 December
In thousands of Azerbaijani Manals 2015 2014
Loans from CBAR 15,000 5
Loans from the Azerbaijan Mortgage Fund 7,646 -
Loans from the Azerbaijan National Fund for Entrepreneurship Support 199 o
Total term borrowings 22,845 -

Loans borrowed from CBAR. It represents funds borrowed for one year at an interest rate of 3-3.5%
per annum. The purpose of the borrowings are to finance lending activity of the Bank. There are no
financial covenants with regard to the borrowings from the CBAR that the Bank should comply with.

Loans borrowed from the Azerbaijan National Fund for Entrepreneurship Support (“ANFES").
These loans have maturity period of 3 years and bear an interest rate of 1% p.a. Management assess
that the interest rate for these loans are equivalent to the interest rates at which ANFES lends to local
banks in the Republic of Azerbaijan. The Bank acts as an intermediary between the entrepreneurs
wishing to obtain concessionary credits on account of resources of ANFES. The loans are provided to
entrepreneurs whose investment projects are assessed as positive by ANFES. These loans are
provided at the rate of 6%.

Loans borrowed from the Azerbaijan Mortgage Fund (“AMF”). These loans have maturity periods
of 4 to 30 years and bear interest rates of 1-4% p.a. Management assess that the interest rates for
these loans are equivalent to the interest rates at which AMF lends to local banks in the Republic of
Azerbaijan. The Bank further on lends these funds to eligible borrowers at rates from 3% to 8% per
annum.

As at 31 December 2015 accrued interest payable amounted AZN 11,994 thousand included in term
borrowings (as at 31 December 2014: nil),

Refer to Note 25 for disclosure of the fair value of each class of term borrowings. Interest rate,
maturity, currency and geographical analysis of term borrowings is disclosed in Note 22.

16 Share Capital

In thousands of Azerbaijani Manats Crdinary shares
At 1 January 2014 12,020
New shares issued 38,000
At 31 December 2014 50,020

New shares issued .

At 31 December 2015 50,020

The total authorised number of ordinary shares is 250,100 shares (2014: 250,100 shares), with a par
value of AZN 200 per share (2014: AZN 200 per share). All issued ordinary shares are fully paid.
Each ordinary share carries one vote.
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17  Interest Income and Expense

In thousands of Azerbaijani Manats 2015 2014
Interest income
Loans and advances o customers 3,968 &
Due from other banks 915 -
Total interest income 4,883 -
Interest expense
Term deposits of individuals 1,250 -
Term borrowings from other banks and financial institutions 380 -
Term deposits of legal entities 221 -
Total interest expense 1,851 -
Net interest income 3,032 -
18 Fee and Commission Income and Expense
In thousands of Azerbaijani Manats 2015 2014
Fee and commission income
- Settlements 216 -
- Cash transactions 131 3
- Plastic cards services 12 -
- Other 19 -
Total fee and commission income 378 3
Fee and commission expense
- Settlements 62 84
- Plastic cards services 50 -
- Foreign exchange operations 41 -
Total fee and commission expense 153 84
Net fee and commission income/(loss) 225 (81)
19  Administrative and Other Operating Expenses
in thousands of Azerbaijani Manats 2015 2014
Staff costs 682 40
Depreciation and amortization 72 -
Rent expenses 225 -
Membership fees 90 =
Office expenses 70 -
Communication 62 3
Fees paid to Deposit Insurance Fund 59 -
Advertising and marketing 50 -
Professional services fees 42 -
Security services 4 -
Business travel 35 -
Other expense 82 -
Total administrative and other operating expenses 1,510 43

Included in staff costs are statutory pension contributions of AZN 125 thousand (2014: AZN 7

thousand).
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20 Income Taxes

{a}) Components of income tax expense

Income tax expense recorded in profit or loss for the year comprises the following:

In thousands of Azerbaijani Manats 2015 2014
Current tax charge 2,112 -
income tax expense for the year 2,112 -

(b} Reconciliation between the tax expense and profit or loss multiplied by applicable tax rate

The income tax rate applicabie {0 the Bank's 2015 income is 20% (2014: 20%). Reconciliation
between the expected and the actual taxation charge is provided below.

In thousands of Azerbaijani Manats 2015 2014
Profit/(loss) before tax 10,359 (87)
Theoretical tax charge at statutory rate (209%) {2,072) 17
Unrecognised potential deferred tax assets (40) (17)
Income tax expense for the year (2,112) -

21 Earnings per Share
Basic earnings/(loss) per share are calculated by dividing the profit or loss attributable to owners of
the Bank by the weighted average number of ordinary shares in issue during the year.

The Bank has no dilutive potential ordinary shares; therefore, the diluted earnings per share equal the
basic earnings per share,

Earmings per share is calculated as follows:

In thousands of Azerbaijani Manats, except for number of shares Note 2015 2014
Profit/{loss) for the year attributable to ordinary shareholders

{thousands) 8,247 (87)
Weighted average number of ordinary shares in issue (thousands) 16 250 7
Earnings/(loss) per ordinary share (expressed in AZN per share) 32,99 {1,23)

22 Financial Risk Management

The risk management function within the Bank is carried out in respect of financial risks, operational
risks and legal risks. Financial risk comprises market risk (including currency risk, interest rate risk
and other price risk}), credit risk and liquidity risk. The primary objectives of the financial risk
management function are to establish risk limits, and then ensure that exposure to risks stays within
these limits. The operational and legal risk management functions are intended to ensure proper
functioning of internal policies and procedures, in order to minimise operational and legal risks.

Risk Management Framework. The Management Board is the primary body responsible for the risk
management function in the Bank. The risk management function is carried out in respect of financial
risks {credit, market, and liquidity risks) and operational risks. Financial risk comprises market risk
(including currency risk, interest rate risk and other price risk), credit risk and liquidity risk. The primary
objectives of the financial risk management function are to establish risk limits, and then ensure that
exposure to risks stays within these limits. The Management Board is also responsible for ensuring an
appropriate balance is established between risk and return, whilst minimizing any potential adverse
effects on the Bank's financial performance. The operational and legal risk management functions are
intended to ensure proper functioning of internal policies and procedures to minimise operational and
legal risks.
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22 Financial Risk Management (Continued)

The Bank’s risk management methodology, policies and assessment procedures are designed to
identify, analyze, mitigate and manage the risks faced by the Bank. This is accomplished through
setting of appropriate risk limits and controls, whilst ensuring suitable monitoring of risk levels and

compliance with the limits and procedures on an ongoing basis. The risk management policies and
procedures are reviewed regularly to reflect changes in market conditions, and new products and
services offered. This is to ensure that “best practices” are implemented in the Bank.

Risk Management Bodies and Governance. Risk management policies and processes around the
assessment, approval, monitoring and control of risks are performed by a number of specialized
bodies within the Bank, including committees and departments which comply with the requirement of
the respective Azerbaijani regulatory framework, the CBAR reguiations and industry best practices.

The Supervisory Board has overall responsibility for the oversight of the risk management framework.
This includes the management of key risks, along with the review and approval of risk management
policies and key risk limits such as large exposures, economic and product sector limits. It also
delegates certain risk supervision authority levels to the Management Board and the Credit
Committee. The risk management framework are shown below:

Credit risk. The Bank 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 Bank’s lending and other transactions with counterparties giving
rise to financial assets including likelihood that borrower or counterparty fails to meet their obligations
in accordance with agreed terms.

The Bank's maximum exposure to credit risk is reflected in the carrying amounts of financial assets on
the statement of financial position. For guarantees and commitments to extend credit, the maximum
exposure to credit risk is the amount of the commitment. The credit risk is mitigated by collateral and
other credit enhancements as disclosed in Note 10,

The principal credit risk management methods used is described in the formal Credit Policy adopted
and implemented by the Bank. These include the setting of limits and the diversification of the credit
portfolio based upon defined criterion (such as industry, duration, related persons, region, etc.).
Credits will also be classified at inittation and throughout the life of the loan based upon a risk level
determined using best practice rating and scoring systems. Such tools will also be used to establish
appropriate provisions for potential losses as necessary. All restrictions and norms issued by the
CBAR, related to lending operations, have also been carefully considered and embedded into the
Bank's credit policy.

The Bank structures the levels of credit risk it undertakes by placing limits on the amount of risk
accepted in relation to one borrower, or groups of borrowers, and to geographical and industry
segments. Limits on the level of credit risk by product and industry sector are approved regularly by
management. Such risks are monitored on a revolving basis and are subject to an annual, or more
frequent, review.

The Bank established control over authorisation of the loans issued. The Credit Committee reviews
and approves all loans with exceptional terms and they are approved by the Management Board.

Loan applications originated by the relevant client relationship managers are passed on to the
relevant credit committee for approval of the credit limit. Exposure to credit risk is also managed, in
part, by obtaining collateral and corporate and personal guarantees. In order to monitor credit risk
exposures, regular reports are produced by the credit department and risk department's officers
based on a structured analysis focusing on the customer's business and financial performance. Any
significant exposure to customers with deteriorating creditworthiness are reported to, and reviewed
by, the Management Board. Management monitors and follows up on past due balances on weekly
basis.

The Bank's credit department reviews the ageing analysis of outstanding loans and follows up on past
due balances on menthly basis. Management, therefore, considers it appropriate to provide ageing
and other information about credit risk.
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22  Financial Risk Management (Continued)

Credit risk for off-balance sheet financial instruments is defined as the possibility of sustaining a loss
as the result of another party to a financial instrument failing to perform in accordance with the terms
of the contract. The Bank uses the same credit policies in assuming conditional obligations as it does

for on-balance sheet financial instruments, through established credit approvals, risk contro! limits and
monitoring procedures.

Market risk. The Bank takes on exposure to market risks. Market risks arise from open positions in
(a) currency, (b) interest rates and (c¢) equity products, all of which are exposed to general and
specific market movements. Management sets limits on the value of risk that may be accepted, which
is monitored on a daily basis. However, the use of this approach does not prevent losses outside of
these limits in the event of more significant market movements.

Currency risk. In respect of currency risk, management sets limits on the level of exposure by
currency and in total for both overnight and intra-day positions, which are monitored daily.

The table below summarises the Bank’s exposure to foreign currency exchange rate risk at the end of
the reporting period:

At 31 December 2015 At 31 December 2014
Monetary  Monetary Net Monetary Monetary Net
financial financial position financial financial position
In thousands of Azerbaijani Manats assets liabilities assets liabilities
Azerbaijani Manats 19,748 {26,063) (6,315) 49,383 (39) 49,344
US Dollars 82,844 {31,258} 51,586 1,184 (313) 871
Euros 8,860 (10,587 (1,727) 5 - 5
Russian Roubles 22 - 22 - - -
Total 111,474 {67,908} 43,566 50,572 {352) 50,220
The above analysis includes only monetary assets and liabilities. Investments in equities and non-
monetary assets are not considered to give rise to any material currency risk.
The following table presents sensitivities of profit or loss to reasonably possible changes in exchange
rates applied at the end of the reporting period relative to the functional currency of the Bank, with all
other variables held constant:
At 31 December 2015 At 31 December 2014
Impact on profit or Impact on profit or
In thousands of Azerbaijani Manats loss loss
US Dollar strengthening by 30% (2014: 20%) 15.476 174
US Dollar weakening by 30% (2014: 20%) (15.476) (174)
Euro strengthening by 30% (2014: 20%) {518} 1
Euro weakening by 30% (2014: 20%) 518 {1y
Russian Roubles strengthening by 30% (2014: 20%) 7 -
Russian Roubles weakening by 30% (2014: 20%) {71 -

The exposure was calculated only for monetary balances denominated in currencies other than the
functional currency of the Bank,

Interest rate risk. The Bank 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 fosses in the event that unexpected movements
arise. Management monitors on a daily basis and sets limits on the level of mismatch of interest rate
repricing that may be undertaken.
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22  Financial Risk Management (Continued)

The table below summarises the Bank's exposure to interest rate risks. The table presents the
aggregated amounts of the Bank's financial assets and liabilities at carrying amounts, categorised by
the earlier of contractual interest repricing or maturity dates:

Demandand From1to From6to More than Total
lessthan 6 months 12 months 1 year

In thousands of Azerbaijani Manats 1 month
31 December 2015
Total financial assets 16,255 11,233 6,973 77,013 111,474
Total financial liabilities {3,501} (44,396) {12,595} (7,416} (67,908)
Net interest sensitivity gap at
31 December 2015 12,754 {33,163) (5,622) 69,597 43,566
31 December 2014
Total financial assets 50,572 - - - 50,572
Total financial liabilities (352) - - - (352}
Net interest sensitivity gap at ;
31 December 2014 50,220 - - - 50,220

As per CBAR, the Bank should maintain 30% of its liabilities in form of liquid assets. Management
maintain compliance with this ratio and is confident that the Bank will be able to obtain required funds
in order to replace attracted liabilities with duration of up to twelve months,

Subsequently to the reporting date management was able to renegotiate and prolong AZN 12,331
thousand customer deposit account for period of 4 years from the date of prolongation.

At 31 December 2015, the Bank did not have financial instruments at variable interest rates.

Geographical risk concentrations. The geographical concentration of the Bank's financial assets
and liabilities at 31 December 2015 is set out below:

In thousands of Azerbaijani Manats Azerbaijan OECD  Non-OECD Total
Financial assets

Cash and cash equivalents 15,722 56 200 15,978
Due from other banks 8,061 - - 8,061
Loans and advances to customers 87,435 - - 87,435
Total financial assets 111,218 56 200 111,474
Financial liabilities

Due to other banks {801) (801)
Customer accounts (44,146) - - (44,146)
Term borrowings (22,845) - - (22,845)
Other financial liabilities (1186) - - {116)
Total financial liabilities {67,908) - - {67,908)
Net position in on-balance sheet financial

instruments 43,310 56 200 43,566
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22  Financial Risk Management {Continued)

The geographical concentration of the Bank’s financial assets and liabilities at 31 December 2014 is
set out below:

In thousands of Azerbaijani Manats Azerbaijan OECD Non-QOECD Total
Financial assets

Cash and cash equivalents 38,315 - - 38,315
Other securities 12,257 - - 12,257
Total financial assets 50,572 - - 50,572

Financial liabilities

Customer accounts (330) - - (330}
Other financial liabilities (22) - - (22)
Total financial liabilities (352) - - {352)

Net position in on-balance sheet financial
instruments 50,220 - - 50,220

Liquidity risk. Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations
associated with financial liabiiities. The Bank is exposed to daily calls on its available cash resources
from overnight deposits, current accounts, maturing deposits, loan draw-downs, guarantees and from
margin and other calls on cash-settled derivative instruments. The Bank does not maintain cash
resources to meet all of these needs as experience shows that a minimum level of reinvestment of
maturing funds can be predicted with a high level of certainty.

The Bank monitors and reports liquidity risk daily, paying particular attention to ensuring that there are
optimal levels of cash and cash equivalent instruments to fund increases in assets, unexpected
decreases in liabilities, as well as meeting legal requirements, while optimizing the cost of carrying
any excess liquidity.

To manage liquidity risk, the Bank performs daily monitoring of future expected cash flows on clients’
and barking operations, which forms part of the asset and liability management process. The Bank
also has to comply with minimum levels of liquidity required by the CBAR. This ratio is calculated as
the ratio of highly-liquid assets to liabilities payable on demand. The ratio 90% at 31 December 2015,
whereas the minimum percentage required by the CBAR is 30%.

The Bank seeks to maintain a stable funding base primarily consisting of the Bank's funds in CBAR.
The liquidity management of the Bank requires consideration of the level of liquid assets necessary to
settle obligations as they fall due; maintaining access to a range of funding sources; maintaining
funding contingency plans; and monitoring liquidity ratios against regulatory requirements including
minimum levels of liquidity required by the CBAR.

The Treasury Department receives information about the liquidity profile of the financial assets and
liabilities,

The table below shows liabilities at 31 December 2015 by their remaining contractual maturity. The
amounts disclosed in the maturity table are the contractual undiscounted cash flows, including
contractual amounts to be exchanged under gross loan commitments. Such undiscounted cash flows
differ from the amount included in the statement of financial position because the amount in the
statement of financial position is based on discounted cash flows.

The table below shows the maturity analysis of non-derivative financial assets at their carrying
amounts and based on their contractual maturities, except for assets that are readily saleable if it
should be necessary to meet cash outflows on financial liabilities. Such financial assets are included
in the maturity analysis based on their expected date of disposal. Impaired loans are included at their
carrying amounts net of impairment provisions, and based on the expected timing of cash inflows.
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22 Financial Risk Management {Continued)

When the amount payable is not fixed, the amount disclosed is determined by reference to the
conditions existing at the end of the reporting period. Foreign currency payments are translated using
the spot exchange rate at the end of the reporting period.

The maturity analysis of financial instruments at 31 December 2015 is as follows:

Demand From1to Frométo From Over s Total
and less 6 months 12 months 12 months years
than to 5 years
In thousands of Azerbaijani Manats 1 month
Assets
Cash and cash equivalents 15,978 - - - - 15,978
Due from other banks - 4,087 3,974 - - 8,061
Loans and advances to customers 277 7,146 2,999 71,529 5,484 87,435
Total 16,255 11,233 6,973 71,529 5,484 111,474
Liabilities
Due to other banks (20) {787} - - - (807)
Customer accounts (3,591) (31,059}  (11,444) (99) {7)  (46,200)
Other borrowed funds (113)  (10,479) (5,461) (3,257) (9,491)  (28,801)
Other financial liabilities {116} - - - - (116)
Total potential future payments for
financial obligations (3,840)  (42,325) (16,905) (3,356) (9,498)  (75,924)
Liquidity gap arising from financial
instruments 12,415  (31,092) {9,932) 68,173 (4,014) 35,550

Liquidity requirements to support calls under guarantees and standby letters of credit are considerably
less than the amount of the commitment disclased in the above maturity analysis, because the Bank
does not generally expect the third party to draw funds under the agreement. The total outstanding
contractual amount of commitments to extend credit as included in the above maturity table does not
necessarily represent future cash requirements, since many of these commitments will expire or
terminate without being funded.
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22 Financial Risk Management (Continued)

The maturity analysis of financial instruments at 31 December 2014 is as follows:

In thousands of Azerbaijani Manats

Demand From 1to

and less 6 months
than

1 month

Total

Assets
Cash and cash equivalents
Other securities

38,315 -
12,257 =

38,315
12,257

Total

50,572 -

50,572

Liabilities
Customer accounts
Other financial liabilities

(330) -
(22) -

(330)
{22)

Total potential future payments for
financial obligations

(352) &

(352)

Liquidity gap arising from financial
instruments

50,220 5

50,220

The Bank does not use the above maturity analysis based on undiscounted contractual maturities of
liabilities to manage liquidity. Instead, the Bank monitors expected maturities and the resulting

expected liquidity gap as follows:

in thousands of Azerbaijani Manats

Demand From1to
and less 6 months 12 months

than
1 month

Total

31 December 2015
Total financial assets
Total financial liabilities

16,255 11,233
(3.501)  {44,396)

5484 111,474
(5,336) (67,908}

Net liquidity gap at 31 December
2015

12,754  (33,163)

43,566

31 December 2014
Total financial assets
Total financial liabilities

50,572 ¢
(352) .

50,572
(352)

Net liquidity gap at
31 December 2014

50,220 -

50,220

Management believe that despite a substantial portion of customer accounts maturing from 1 to 6
months, diversification of these accounts by number and type of customers and the past experience
of the Bank would indicate that these customer accounts provide a long-term and stable source of

funding for the Bank.

33



Caspian Development Bank OJSC
Notes to the Financial Statements — 31 December 2015

23 Management of Capital

The Bank’s objectives when managing capital is to comply with the capital requirements set by the Central
Bank of the Republic of Azerbaijan, to safeguard the Bank's ability to continue as a going concern and to
maintain a sufficient capital base to achieve a capital adequacy ratio of at least 12%. Compliance with
capital adequacy ratios set by the Central Bank of the Republic of Azerbaijan is monitored monthly with
reponts outlining their calculation reviewed and signed by the Bank’s Finance Manager, and the member of
the Executive Board. Other objectives of capital management are evaluated annually.

Under the current capital requirements, set by the Central Bank of the Republic of Azerbaijan, banks have
to: (a) hold the minimum level of regulatory capital of AZN 50,000,000 {b) maintain a ratio of regulatory
capital to risk weighted assets at or above a prescribed minimum of 10% and (c) maintain a ratio of tier 1
capital to the risk weighted assets (the “tier 1 capital ratio”) at or above the prescribed minimum of §%.

Regulatory capital is based on the Bank's reports to the Central Bank of the Azerbaijan Republic and
comprises:

in thousands of Azerbajjani Manats 2015
Tier 1 Capital
Share capital 50,020
Retained Earnings 199
Less intangible assets 149
Total tier 1 capital 50,070
Current year profit 8,426
Plus: general provision for impairment 396
Total regulatory capital 58,892
Risk weighted assets 111,514
Capital adequacy ratio 53%
Tier | Capital to risk weighted assets 45%
24 Contingencies and Commitments

Legal proceedings. From time to time and in the normal course of business, claims against the Bank may
be received. On the basis of its own estimates and both internal professional advice, 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.

Tax legislation. Azerbaijani tax legislation is 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 Bank may be challenged by the relevant authorities.

The Bank's management believes that its interpretation of the relevant legislation is appropriate and the
Bank’s tax, currency and customs positions will be sustained. Accordingly, at 31 December 2015 no
provision for potential tax liabilities was recorded.

Fiscal periods remain open to review by the authorities in respect of taxes for three calendar years
preceding the year of review. Under certain circumstances reviews may cover longer periods.

25 Fair Value Disclosures

Fair value measurements are analysed by level in the fair value hierarchy as follows: (i) level one are
measurements at quoted prices (unadjusted) in active markets for identical assets or liabilities, (i) level two
measurements are valuations techniques with all material inputs observable for the asset or liability, either
directly (that is, as prices) or indirectly (that is, derived from prices), and (iii} level three measurements are
valuations not based on observable market data (that is, unobservable inputs). Management applies
judgement in categerising financial instruments using the fair value hierarchy. If a fair value measurement
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25 Fair Value of Disclosures {Continued)

uses observable inputs that require significant adjustment, that measurement is a Level 3 measurement.
The significance of a valuation input is assessed against the fair value measurement in its entirety.

{a) Recurring fair value measurements

Recurring fair value measuremenis are those that the accounting standards require or permit in the
statement of financial position at the end of each reporting period. The level in the fair value hierarchy into
which the recurring fair value measurements are categorised are as follows:

31 December 2015 31 December 2014
In thousands of Azerbaijani Manats Level 2 Level 2
ASSETS AT FAIR VALUE
FINANCIAL ASSETS
Other securities
- Corporate bonds - 12,257
TOTAL ASSETS RECURRING FAIR - 12,257

VALUE MEASUREMENTS

The description of valuation technique and description of inputs used in the fair value measurement for level
2 measurements at 31 December 2014:

Fair Valuation technique Inputs used
In thousands of Azerbaijani Manats value
ASSETS AT FAIR VALUE
FINANCIAL ASSETS
Other securities
EBITDA Multiple and Revenue
- Corporate bonds 12,257 Market comparable companies multiple

TOTAL RECURRING FAIR VALUE
MEASUREMENTS AT LEVEL 2 12,257

{b) Assets and liabilities not measured at fair value but for which fair value is disclosed

Fair values analysed by level in the fair value hierarchy and carrying value of assets not measured at fair
value are as follows:
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25 Fair Value of Disclosures (Continued)
31 December 2015 31 December 2014
Level 2 Level 3 Carrying Level 2 Carrying

In thousands of Azerbaijani Manats fair value  Fair value value fair value value
ASSETS
Due from other banks
- Placements with other banks with original

maturities of more than three months 8,061 - 8,061 - -
Loans and advances to customers
- Corporate - Qil & Gas sector 64,870 - 64,870 - -
- Corporate - Manufacturing 1,440 - 1,440 - 2
- Corporate - Agriculture 3,963 - 3,963 - -
- Corporate - Business loans 4,054 - 4,054 - -
- Corporate — Construction 1,189 - 1,189 - -
- Loans to individuals - Car loans 1,938 - 1,938 - -
- Loans to individuals - Consumer loans 1,676 - 1,676 - -
- Loans to individuals - Business loans 274 - 274 - -
- Loans to individuals - Agriculture 197 - 197
- Mortgage loans 7,834 - 7,834 - -
NON-FINANCIAL ASSETS
- Premises and equipment - 2,427 2,427 - -
- Intangible assets 149 149 - -
- Other 12,324 - 12,324 - -
TOTAL 107,969 2,427 110,396 - -

Fair values analysed by level in the fair value hierarchy and carrying value of liabilities not measured at fair
value are as follows:

31 December 2015 31 December 2014

Level 2 Carrying Level 2 Carrying
In thousands of Azerbaijani Manats fair value value fair value value
FINANCIAL LIABILITIES
Due to other banks
- Correspondent accounts and overnight 11 11 - -

placements of other banks
- Short-term placements of other banks 790 790 - -
Customer accounts
- Current/settlement accounts of other legal 2,527 2,527 - -
entities

- Term deposits of other legal entities 10,255 10,255 - -
- Current/demand accounts of individuals 804 804 330 330
- Term deposits of individuals 30,560 30,560 - ~
Term borrowings
- Loans from CBAR 15,000 15,000 - -
- Loans from the AMF 7,646 7,646 E -
- Loans from ANFES 199 199 - -
Other financial liabilities
- Trade payables 116 116 23 23
TOTAL 67,908 67,908 353 353

The fair values in level 2 of fair value hierarchy were estimated using the discounted cash flows valuation
technique. The fair value of floating rate instruments that are not quoted in an active market was estimated
to be equal to their carrying amount. The fair value of unquoted fixed interest rate instruments was estimated
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.
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26 Presentation of Financial Instruments by Measurement Category

For the purposes of measurement, IAS 39 “Financial Instruments: Recognition and Measurement”, classifies
financial assets into the following categories: (a) loans and receivables; (b) available-for-sale financial
assets; (c) financial assets held to maturity and (d) financial assets at fair value through profit or loss
(“FVTPL"). Financial assets at fair value through profit or loss have two sub-categories: (i) assets designated
as such upon initial recognition, and (ii) those classified as held for frading. All of the Bank's financial assets
fall in the loans and receivables. All of the Bank's financial liabilities were carried at amortised cost.

27 Related Party Transactions

Parties are generally considered to be related if the parties are under common control, or one party has the
ability to control the other party or can exercise significant influence over the other party in making financial
or operational decisions. In considering each possible related party relationship, attention is directed to the
substance of the relationship, not merely the legal form.

At 31 December 2015, the outstanding balances with related parties were as follows:
Immediate Entities under Subsidiaries Key managementOther related

parent common personnel parties
In thousands of Azerbaijani Manats company control

Gross amount of loans and advances

to customers (contractual interest

rate: 7 — 19%) - 3,768 - 4 -
Impairment provisions for loans and :

advances to customers at 31

December - (76) - - -
Other assets - 935 - - 767
Customer accounts (contractual

interest rate: 12%) 2 433 4 40 4

The income and expense items with related parties for 2015 were as follows:
Immediate Entities under Subsidiaries Key managementOther related

parent common personnel parties

In thousands of Azerbaijani Manats company control
Interest income - 53 - 1 221
Interest expense - - s 1 5
Provision for loan impairment - 76 - - -
Foreign exchange translation gains less

losses - 2,419 - - -
Administrative and other operating

expenses - 1 - 76 4

Aggregate amounts lent to and repaid by related parties during 2015 were:

Entities under common Key management
In thousands of Azerbajjani Manats control personnel
Amounts lent to related parties during the year 3,937 7
Amounts repaid by related parties during the year (174) 5
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27 Related Party Transactions (Continued)

Key management compensation is presented below:

2015 2014
In thousands of Azerbaijani Manats Expense Expense
Short-term benefits:
- Salaries 69 -
- Shor-term bonuses 5 -
Total 74 -
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