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Independent auditor’s report

To the Shareholders and Supervisory Board of OJSC PASHA Bank
Opinion

We have audited the consolidated financial statements of OJSC PASHA Bank and its subsidiaries
(the Group), which comprise the consolidated statement of financial position as at 31 December
2019, and the consolidated statement of profit or loss, consolidated statement of comprehensive
income, consolidated statement of changes in equity and consolidated statement of cash flows
for the year then ended, and notes to the consolidated financial statements, including a summary
of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2019, and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs).

Baslis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor's responsibilities for
the audit of the consolidated financial statements section of our report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountants' Code of
Ethics for Professional Accountants (including International Independence Standards)

(IESBA Code), and we have fulfilled our other ethical responsibilities in accordance with the
IESBA Code. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Responsibllities of management and Audit Committee for the consolidated financial
statements

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

In preparing the consolidated financial statements, management is responsible for assessing
the Group's ability to continue as a going concern, disclosing, as applicable, matters related

to going concern and using the going concern basis of accounting unless management either
intends to liquidate the Group or to cease operations, or has no realistic alternative but to do so.

The Audit Committee is responsible for overseeing the Group's financial reporting process.

A member firm of Esnst & Young Global Limited
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Auditor’s responsibilities for the audit of the consolidated financial statements

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

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

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

> Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Group's internal control.

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

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

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

> Obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the Group to express an opinion on the consolidated
financial statements. We are responsible for the direction, supervision and performance of
the group audit. We remain solely responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other matters, the planned scope

and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

M&MM (CIS) B~

11 March 2020

Baku, Azerbaijan

A member firm of Ernst & Young Global Limited



i (@ A W W W W W W W W Ww w ww WwwuE w

(=T

A A2 19 W W W W W W e e

0JSC PASHA Bank Consolidated financial staterments

Consolidated statement of financial position
As at 31 December 2019
(Figures in tables are in thousands of Azerbaifani manals)

Notes 2019 2018

Assets

Cash and cash equivalents 5 1,185,839 1,503,046
Trading securities - 895
Amounts due from credit institutions & 624,394 334,834
Investment securities 7 1,146,353 1,458,146
Derivative financial assets 17 457 2,050
Loans to customers B 2,296,988 1,731,565
Investment property . 9 43,202 71,719
Property and equipment 10 46,036 18,236
Intangible assets 1 50,421 49,754
Right-of-use assets 3 9,142 -
Current income tax assets 3,198 =
Deferred income tax assets 18 4,466 4,003
Other assets 12 29,943 35116
Total assets 5,440,439 5,209,364
Liabilities

Amounts due to banks and government funds 13 862,143 524,975
Amounts due to customers 14 3,788,941 3,953,952
Lease liabilities 3 9,537 -
Debt securities issued 15 136,031 102,300
Derivative financial liabilities 17 137 81
Current income tax liabilities 560 5516
Deferred income tax liabilities 18 13,037 7,886
Provision for guarantees and other commitments 20 10,550 6,425
Subordinated debis 16 27111 18,921
Other liabilities 12 32,336 41,299
Total liabilities 4,880,383 4,661,355
Equity

Share capital 19 333,000 333,000
Additional paid-in capital 19 343 -
Retained earnings 143,432 114,930
Other reserves 1,983 1,983
Net unrealised gain on investiment securities 4,668 338
Foreign currency translation reserve (4,331} 9,774
Total equity attributable to shareholders of the Bank 479,095 460,025
Non-controlling interests 80,961 87,984
Total equity 560,056 548,009
Total liabilities and equity 5,440,438 5,209,364

Signed and authorised for release on behalf ofthe Executive Board of the Bank:

Taleh Kazimov -1 A.dl the Executive Board

\
Bahruz NagiyE \ \‘ Zncial Officer

11 March 2020

g
The accompanying notes on pages 6 to

are an inlegral part of these consolidated financial statements.
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OJSC PASHA Bank Consclidated financial statements

Consolidated statement of profit or loss
For the year ended 31 December 2019

(Figures in tables are in thousands of Azerbaijani manats)

Notes 2019 2018

Interest income
Loans to customers 164,657 140,670
Investment securities 56,586 48,095
Cash and cash equivalents 21,221 27,665
Amounts due from credit institutions 14,639 11,885
Interest revenue calculated using effective interest rate 257,103 228,415
Finance lease receivables : 557 1,151
Other interest revenue 557 1,151
Interest expense
Amounts due to customers (33,985) (33,630)
Amounts due to banks and government funds (15,897} {12,969)
Debt securities issued (6,184) {7.536)
Lease liabilities 3 (915) -
Subordinated debls (592) (221)
Other borrowed funds {85) {316)

(57,658) (54,672)
Net interest income 200,002 174,894
Credit loss expense on financial assets 21 {18.343) {4,296)
Net interest income after credit loss expense 180,659 170,598
Net fee and commission income 22 25,622 16,505
Net gains from trading securities 38 176
Net gains from investment securities = 23
Net gainsf{losses) from foreign currencies
- dealing 25,665 20,562
- translation differences (300) (2,819)
- foreign currency derivatives (1,484) 2,839
Other income 1.842 1,082
Non-interest income 51,383 39,268
Personnel expenses 23 (57,568) {51,555)
General and administrative expenses 23 (45,525) (35,652)
Depreciation and amortisation 3,9 10, 11 {(18,512) (8,603)
Impairment of investment property 9 = (13,546)
Net loss arising on modification of loans to customers 8 {312) =
Impairment of license and digital products 11 {2,985) {2,659)
Provision for credit related commitments and other assets 21 (4,364) (2,867)
Other operating expenses (353) -
Non-interest expenses (129,619) {114,882)
Profit before income tax expense 102,423 94,984
Income tax expense 18 (25,326) {20,931)
Profit for the year 77,097 74,053
Attributable to:
- shareholders of the Bank 73,734 76,298
- non-controlling interests 3,363 (2,245)

77,097 74,053

The accompanying notes on pages 6 to 60 are an integral part of these consolidaled financial statements.



QJSC PASHA Bank

Consolidated financial statements

Consolidated statement of comprehensive income
For the year ended 31 December 2019
{Figures in tables are in thousands of Azerbaijani manals)

Notes 2019 2018

Profit for the year 77,097 74,053
Other comprehensive income
Cther comprehensive income to be reclassified lo profit or loss

in subsequent pariods
Reciassification of cumutative loss on disposal of investment

securities at fair vaiue through cther comprehensive income

to profit or loss - {23)
Net change in fair value of investment securities at fair value

through other comprehensive income 7 5,362 (323)
Changes in allowance for expected credit losses of investment

securities at fair value through other comprehensive income 7,21 51 756
Net unrealised gains on investment securities

at fair value through other comprehensive income 19 5413 410
Income tax relating to components of other comprehensive income 18 {1,083} (82)
Foreign currency translation differences 19 (24.481) (65,612)
Net other comprehensive loss to be reclassified

to profit or loss in subsequent periods {20,161) (65,284)
Total comprehensive income for the year 56,936 8,769
Attributable to:
- shareholders of the Bank 63,959 37,120
- non-conlrolling interests (7,023) (28,351)

56,936 8,769

The accompanying noles on pages 6 lo 60 are an integral part of thase consolidaled financial statemants.
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0JSC PASHA Bank

Consolidated financial statements

Consolidated statement of changes in equity
For the year ended 31 December 2019

(Figures in tables are in thousands of Azerbaljani manats)

Attributable to shareholders of the Bank

Net
unrealised
gain/ Foreign
Additional {iosses) on currency Non-
Share paid-in  Retalned investment Other transiation controliing  Total
capital capital _earnings securities reserves  reserve Total interests equity

As at 1 Japuary 2018 333,000 - 113,601 {28) - 52,496 499,073 76 499,149
Impact of adopting

IFRS 9 - - {147) - - - (147} - (147)
Restated opening

balance under

IFRS 9 333,000 - 113,454 {24) - 52,496 498,926 76 499,002
Profit for the year = - 76,298 = - = 76,298 {2,245) 74,053
Other comprehensive

loss income/(loss)

for the year - - - 328 - (39.506) (39,178) (26,106) (65,284)
Total

comprehensive

income/{loss)

for the year - - 76,298 328 - (39,506) 37,120 (28,351) 8,769
Sale of non-controlling

interests {Note 1) = {11,425) 34 = (3.218) (14,607) 116,259 101,652
Transfers to reserves = (1,983) - 1,983 . - - -
Dividends to

shareholders of

the Bank (Note 19) - - _61.414) - - - _161,414) - _{61,414)
As at 31 December

2018 333,000 - 114,930 a3a 1,983 9,774 460,025 87,984 548,009
Profit for the year - = 73,734 = = = 73,734 3,363 77,097
Other comprehensive

incomef{ioss)

for the year - - - 4,330 - (14,105} (9,775)  (10,386)  (20,161)
Total

comprehansive

income/{loss)

for the year - - 73,734 4,330 - (14,105} 63,959 (7,023) 56,936
Additional paid-in

capital (Nole 19} = 343 = = = = 343 = 343
Dividends to

shareholders of

the Bank (Note 19} - - _(45.232) - - - _(45,232) - _(45,232)
As a1 31 December 333,000 343 143432 4668 1983  (4331) 479,095 80,961 560,056
The accompanying notes on pages 6 to 60 are an integral part of these consolidated financial statements.
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0O.JSC PASHA Bank

Consulidated financial statements

Consolidated statement of cash flows
For the year ended 31 December 2019
(Figures in tables are in thousands of Azerbaijani manats)

Notes 2019 2018

Cash flows from operating activities
Interest received 250,025 228,943
Interest paid (54,376) (54,722)
Fees and commissions received 48,553 33,415
Fees and comrmissions paic {23,347) (17,358)
Net realized gains on sale of investment securities = 23
Net gains from trading securities 36 =
Realised gains less losses from dealing in*foreign currencies and

foreign currency derivatives 26,370 21,099
Personnel expenses paid {55,765) (48,481)
General and administrative expenses paid (39,799 {33,427)
Other operating income received 864 2,963
Cash flows from operating activities before changes in

operating assets and iiabilities 152,560 132,455
Nel (increase)/decrease in operating assels
Trading securities 835 100
Amounts due from credit institutions (286,495) 237,877
Loans to cusiomers (589,451) (489,145)
Other assets (4,765) 7,596
Net increase/{decrease) in operating liabilities
Amounts due to banks and government funds 295,830 169,706
Amounts due to customers (140,318) 1,086,414
Other borrowed funds = (38,575)
Other liabilities (7.750) (7.441)
Net cash flows from operating activities before income tax {579,554) 1,098,987
Income tax paid (29,186) (16,128)
Net cash (used in) / from operating activities (608,740) 1,082,859
Cash flows from investing activities
Proceeds from sale and redemption of investmeant securities 5,727,314 6,696,415
Purchase of investment securities (5,393,962) (7,707,580)
Proceeds from sale of trading securities = 71
Proceeds from sale of property and equipment 117 19
Purchase and prepayments for property and equipment (14,768) (42,709)
Acquisition of intangible assels {10,019} {15,743}
Purchase of investment property (174) (78,771)
Net cash flows from / {used in) investing activities 308,508 {1,147,658)
Cash flows from financing activities
Sale of non-controlling interest = 101,652
Proceeds from bonds issued 28 103,825 146,132
Redemption of bonds issued 28 {70,901) (110,453)
Proceeds from subordinated debis 28 8,772 18,700
Finance lease paid 3 (5,548) =
Dividends paid 19 (45,232) (61.414)
Net cash {used in} / from financing activities (9,084) 94,617
Effect of exchange rates changes on cash and cash equivalents {7.879) 7,449
Effect of expected credit losses on cash and cash equivalents (12) 8
Net (decrease)/increase in cash and cash equivalents (317,207) 37,215
Cash and cash equivalents, beginning 5 1,503,046 1.465,771
Cash and cash equivalents, ending 5 1,185,839 1,503,046

The accompanying notes on pages 6to 60 are an integral part of these consofidated financial statements.

T
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QJSC PASHA Bank Notes to 2019 consolidated financial statements

(Figures in tables are in thousands of Azerbaijani manats)

Principal activities

OJSC PASHA Bank (the “Bank") was established on 18 June 2007, as an open joint stock company under the laws of
the Republic of Azerbaijan. The Bank operates under a banking licence No. 250 issued by the Central Bank of
the Republic of Azerbaijan (the “CBAR") on 28 November 2007.

The Bank and its subsidiaries (together - "the Group”) accept deposits from the public and extend credit, transfer
payments, exchange currencies and provide other banking services to its commercial and private customers.

As at 31 December 2019, the Bank has five service points (2018: five), three branches (2018: two) in Azerbaijan
and two subsidiaries (2018; twa), JSC PASHA Bank Georgia localed in the Republic of Georgia and PASHA Yatirim
Bankasi A.$. (the “Subsidiaries) located ip the Republic of Turkey.

The Bank’s regislered legal address is 15 Yusif Mammadaliyev Street, Baku, AZ1005, Azerbaijan,

As al 31 December 2019 and 2018, the following shareholders owned the outstanding shares of the Bank:

Shareholder 2019, (%) 2018, (%)

PASHA Holding Ltd. 60 60
Ador Ltd. 30 30
Mr. Arif Pashayev 10 10
Total 100 100

As at 31 December 2019, the Group is ultimately owned by Mrs. Leyia Aliyeva, Mrs. Arzu Aliyeva and Mr, Arif Pashayev
(31 December 2018: Mrs. Leyla Aliyeva and Mrs. Arzu Aliyeva} who exercise joint control over the Group.

PASHA Bank Georgia JSC, a wholly - owned subsidiary, is located in the Republic of Georgia, operating in the banking
sector, with registered and paid up share capital of GEL 35,000 thousand as at 31 December 2013. In March 2014 share
capital of subsidiary was increased and amounted to GEL 103,000 thousand as al 31 December 2019 and 2018.
PASHA Bank Georgia JSC operates under a banking licence issued by the National Bank of Georgia (the “NBG") on
17 January 2013,

Legal address of the PASHA Bank Georgia JSC is 15 Rustaveli Street, Thilisi, GE 0108, Georgia.

TAIB Yatirim Bank A.$. was incorporated in 1987 as an investment bank in Turkey with the permission of the Council
of Ministers decision No. 6224 which allows the transfer of the banks' net profit afler statutory liabilities and in case of
liquidation the transfer of capital lo foreign shareholders. On 27 January 2015, the Bank acquired 79.47% of the voting
common shares of TAIB Yatirim Bank A.$. and it was renamed to PASHA Yatirim Bankasi A.S. at the registration of
the Bank as shareholder. In March 2015, investment in share capital of the subsidiary was increased by
TRY 175,000 thousand to TRY 255,000 thousand increasing ownership in subsidiary to 99.92%. On 6 June 2018,
share capital of subsidiary was increased by TRY 245,000 thousand to TRY 500,000 thousand. The increase was
made based on decision of Supervisory Board of the Bank, according to which newly issued shares were acquired by
PASHA Holding Ltd. As a result, the Bank's shares in the subsidiary decreased from 99.92% to 50.96% and PASHA
Holding Ltd became a new non-controlling shareholder with ownership of 49% as at 31 December 2019. Head office
of PASHA Yatirim Bankasi A.S. is located in Istanbul. The aclivities of the bank are regulated by the Central Bank of
the Republic of Turkey (the “CBRT").

0OJSC PASHA Bank and its Subsidiaries (together — “the Group”) were consolidated in these financial statements,

Basis of preparation
General

These consolidated financial stalements have been prepared in accordance with International Financial Repaorting
Standards (“IFRS").

The Azerbaijani manat is the functional and presentation currency of OJSC PASHA Bank as the majority of
the transactions are denominated, measured, or funded in Azerbaijani manat. Transaclions in other currencies are
treated as transactions in foreign currencies. The Group is required to maintain its records and prepare its financial
statements in Azerbaijani manat and in accordance with IFRS. These consolidated financial stalements are presented in
thousands of Azerbaijani manat (*“AZN"), except per share amounts and unless otherwise indicated. The consolidated
financial statements have been prepared under the historical cost convention except as disclosed in the accounting
policies, for certain investment securities at FYOCI and derivative financial instruments which have been measured at
fair value.
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0JSC PASHA Bank Notes to 2019 consolidated financial statements

(Figures in tables are in thousands of Azerbaijani manats)

Summary of accounting policies
Changes in accounting policies

The Group applied for the first time certain amendments to the standards, which are effective for annual periods beginning
on or after 1 January 2019. The Group has not early adopted any standards, interpretations or amendments that have
been issued but are not yet effective. The nature and the impact of each amendment is described below:

IFRS 16 Loases

IFRS 16 supersedes |IAS 17 Leases, IFRIC 4 Determining whether an Arrangement Contains a Lease, SIC 15 Operating
Leases - Incentives and SIC-27 Evalualing the Substance of Transaclions Involving the Legal Form of a Lease.
The standard sets out the principles for the recognition, measurement, presentation and disclosure of leases and requires
lessees to account for most leases under a single on-balance sheet model.

Lessor accounting under IFRS 16 is substantially unchanged from IAS 17. Lessors will continue to classify leases as
either operating or finance leases using similar principles as in IAS 17. Therefore, IFRS 16 did not have an impact for
leases where the Group is the lessor,

The Group adopted IFRS 16 using the modified retrospective method of adoption with the date of initial application of
1 January 2019. Under this methed, the standard is applied retrospectively with the cumulative effect of initially applying
the standard recognized at the date of initial application. The Group elected to use the transition practical expedient
allowing the standard to be applied only to contracts that were previously identified as leases applying IAS 17 and IFRIC 4
at the date of initial application. The Group also elected to use the recognition exemptions for lease contracts that, at the
commencement date, have a lease term of 12 months or less and do not contain a purchase option ('short-term leases"),
and lease contracts for which the underlying asset is of low value ('low-value assets').

The effect of adoption IFRS 16 as at 1 January 2019 (increase/(decrease}) is as follows:

Assets

Right-of-use assels 14,034
Other assets (212)
Total assets 13,822
Liabilities

Lease liabilities 13,822
Total liabilities 13,822

(a} Nalture of the effect of adoption of IFRS 16

The Group has lease contracts for various items of property and equipment. Before the adoption of IFRS 16, the Group
classified each of its leases (as lessee) at the inception date as either a finance lease or an operating lease. A lease was
classified as a finance lease if it transferred substantially all of the risks and rewards incidental to ownership of the leased
asset to the Group, otherwise it was classified as an operating lease. Finance leases were capitalised at
the commencement of the lease at the inception date fair value of the leased property or, if lower, at the present value of
the minimum lease payments. Lease payments were apportioned between interest and reduction of the tease liability. In
an operating lease, the leased property was not capitalised and the lease payments were recognised as rent expense in
profit or loss on a straight-line basis over the lease term. Any prepaid rent and accrued rent were recognised under Other
assets and Other liabilities, respectively.

Upon adoption of IFRS 16, the Group applied a single recognition and measurement approach for all leases, except for
short-term leases and leases of low-value assets. The standard provides specific transition requirements and practical
expedients, which has been applied by the Group.

Leases previously accounted for as operating leases

The Group recognised right-of-use assets and lease liabilities for those leases previously classified as operating leases,
except for shoit-term leases and leases of low-value assets. For all leases of the Group, the right-of-use assets were
recognized based on the amount equal to the lease liabilities, adjusted for any refated prepaid and accrued lease
payments previously recognized. Lease liabilities were recognised based on the present value of the remaining lease
payments, discounted using the incremental borrowing rate at the date of initial application.
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0JSC PASHA Bank Notes to 2019 consolidated financial statements

(Figures in tables are in thousands of Azerbaijani manats)

Summary of accounting policies (continued)
Changes in accounting policies (continued)

The Group also applied the available practical expedienis wherein it:

> Used a single discount rate to a portfolio of leases with reasonably similar characteristics;

> Relied on its assessment of whether leases are onerous immediately before the date of initial application;

> Applied the short-term leases exemptions to leases with lease term that ends within 12 months at the date of
initial application;

» Excluded the initial direct costs from the measurement of the right-of-use asset at the date of initial application;

> Used hindsight in determining the lease term where the contract contains options to extend or terminate the lease.

Based on the foregoing, as at 1 January 2019;

> Right-of-use assets of AZN 14,034 thousands were recognized.
» Lease liabilities of AZN 13,822 thousand were recognised,
> Prepayments of AZN 212 thousand related to previous operating leases were derecognised,

The lease liabilities as at 1 January 2019 can be reconciled to the operating lease commitments as of 31 December 2018
as follows:

Operating lease commitments as at 31 December 2018 24,087
Weighted average incremental borrowing rate as at 1 January 2019 7%
Discounted operating lease commitments at 1 January 2019 22,295
Lass:
Commitments relating to short-term leases (24)
Commitments relating to lease agreements with the change of management estimation about

lease agreement terms (8,449)
Lease liabilities as at 1 January 2019 13,822

() Summary of new accounting policies

Set out below are the new accounting policies of the Group upon adoption of IFRS 16, which have been applied from
the date of initial applicaticn:

Group as a lessee

The Group applies a single recognition and measurement approach for all leases, except for short-term leases and feases
of low-value assets. The Group recognises lease liabilities to make lease payments and right-of-use assets representing
the right to use the underlying assets.

Right-of-use assets

The Group recognises right-of-use assets at the commencement date of the lease (i.e., the date the underlying asset is
available for use). Right-of-use assets are measured at cost, less any accumulated depreciation and impairment losses,
and adjusted for any remeasurernent of lease liabilities. The cost of right-of-use assets includes the amount of lease
liabilities recognised, initial direct costs incurred, and lease payments made at or before the commencement date less
any lease incentives received. Unless the Group is reasonably certain to obtain ownership of the leased asset at the end
of the lease term, the recognised right-of-use assets are deprecialed on a straight-line basis over the shorter of its
estimated useful life and the lease term. Right-of-use assets are subject to impairment.

Lease liabilities

At the commencement date of the lease, the Group recognises lease liabilities measured at the present value of lease
payments to be made cver the lease term. The lease payments include fixed payments (including in-substance fixed
payments) less any lease incentives receivable, variable lease payments that depend on an index or a rate, and amounts
expected to be paid under residuat value guarantees. The lease payments also include the exercise price of a purchase
option reasanably certain to be exercised by the Group and payments of penalties for terminating a lease, if the lease
term reflects the Group exercising the option to terminate. The variable lease payments that do not depend on an index
or a rale are recognised as expense in the period on which the event or condition that triggers the payment occurs.
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QJSC PASHA Bank Notes to 2019 consolidated financial statements

{Figures in tables are in thousands of Azerbajjani manats)

Summary of accounting policies {(continued)
Changes in accounting policies (continued)

In calculating the present value of lease payments, the Group uses the incremental borrowing rate at the lease
commencement date if the interest rate implicit in the lease is not readily determinable. After the commencement date,
the amount of lease liabilities is increased to reflect the accretion of interest and reduced for the lease payments made.
In addition, the carrying amount of lease liabilities is remeasured if there is a modification, a change in the lease term, a
change in the in-substance fixed lease payments or a change in the assessment to purchase the underlying asset.

Shorl-lerm leases and leases of low-value assets

The Group applies the short-term lease r'ecognition exemption to its short-term leases (i.e., those leases that have a
lease term of 12 months or less from the commencement date and do not contain a purchase option). It also applies the
lease of low-value assets recognition exemptlion to leases of office equipment that are considered of low value (i.e., below
USD 5,000). Lease payments on shori-term leases and leases of low-value assets are recognised as expense on a
straight-line basis over the lease term,

ignificant judgement in determining the lease teon of contracts with renewal gptions

The Group determines the lease term as the non-cancellable term of the lease, together with any periods covered by an
option to extend the fease if it is reasonably cerfain to be exercised, or any periods covered by an option to terminate the
lease, if it is reasonably certain not to be exercised.

The Group has the option, under some of its leases to lease the assels for additional years. The Group applies judgement
in evaluating whether it is reasonably certain to exercise the option tc renew. That is, it considers all relevant factors that
create an economic incentive for it to exercise the renewal. After the commencement dale, the Group reassesses the
lease term if there is a significant event or change in circumstances that is within its control and affects its ability to
exercise (or not to exercise) the option to renew (e g., a change in business strategy).

Amounts recognised in the consolidated statement of financial position, consolidated income statement and consolidated
statement of cash flows

Set out below, are the carrying amounts of the Group's right-of-use assets and lease liabilities and the movements during
the period:

Right-of-use Lease
assets liabilities
As at 1 January 2019 14,034 13,822
Additions 445 445
Depreciation expense (5,280) -
Interest expense - 915
Payments = (5,548)
Foreign currency transtation difference (57) {97)
As at 31 December 2019 9,142 9,537

The Group had total cash outflows for leases of AZN 5,548 thousand in 2018. The Group also had non-cash additions to
right-of-use assets and lease liabilities of AZN 445 thousand in 2019.

IFRIC Interpratation 23 Uncertainty over Income Tax Treatment

The Interpretation addresses the acceunting for income taxes when tax treatments involve uncertainty that affects
the application of IAS 12 /ncome Taxes. It does not apply to taxes or levies outside the scope of IAS 12, nor does it
specifically include requirements relating to interest and penalties associated with uncertain tax treatments.
The Interpretation specifically addresses the {ollowing:

[ Whether an entity considers uncertain tax treatments separately,

> The assumptions an entity makes about the examination of tax treatments by taxation autherities;

S How an entity determines taxable profit (tax loss), tax bases, unused tax losses, unused tax credits and tax rates;
> How an enlity considers changes in facts and circumstances.

The Group determines whether to consider each uncertain tax treatment separately or together with one or more other
uncertain tax treatments and uses the approach that better predicts the resolution of the uncertainty.
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(Figures in tables are in thousands of Azerbaijani manats}

Summary of accounting policies (continued)
Changes in accounting policies (continued)

Upon adoption of the Interpretation, the Group considered whether it has any uncertain tax positions, particularly those
retating to transfer pricing. The Bank's and the subsidiaries’ tax filings in different jurisdictions include deductions related
to transfer pricing and the taxation authorities may challenge those tax treatments. The Group determined, based on its
tax compliance and transfer pricing study, that it is probable that its tax treatments (including those for the subsidiaries)
will be accepled by the taxation authorities. The Interpretation did not have an impact on the consclidated financial
staterments of the Group.

Amendmens to IFRS 9 Prepayment Features with Negative Compensation

Under IFRS 9, a debt instrument can be measured at amortised cost or at fair value through other comprehensive income,
provided that the contractual cash flows are 'solely payments of principal and interest on the principal amount outstanding’
{the SPPI criterion} and the instrument is held within the appropriate business model for that classification.
The amendments to IFRS 9 clarify that a financial asset passes the SPPI criterion regardless of an event or circumstance
that causes the early termination of the contract and irrespective of which party pays or receives reasonable
compensation for the early termination of the contract.

These amendments had no impact on the consolidated financial statements of the Group.
Annual improvements 20152017 cycle
IFRS 3 Businass Combinations

The amendments clarify that, when an enlity obtains controf of a business that is a joint operation, it applies
the requirements for a business combination achieved in stages, including remeasuring previously held interests in
the assets and liabilities of the joint operation at fair value. In doing so, the acquirer remeasures its entire previously held
interest in the joint operation.

An entity applies those amendments to business combinations for which the acquisition date is on or after the beginning
of the first annual reporting pericd beginning on or after 1 January 2019, with early application permitted.

These amendments had noimpact on the consolidated financial statements of the Group as there is no transaction where
joint control is obtained.

IAS 12 Income Taxes

The amendments clarify that the income tax consequences of dividends are linked more directly to past transactions or
events that generated distributable profits than to distributions to owners. Therefore, an entity recognises the income tax
consequences of dividends in profit or loss, other comprehensive income or equity according to where it originally
recognised those past transactions or events,

An entity applies the amendments for annual reporting periods beginning on or after 1 January 2019, with early
application permitted. When the entity first applies those amendments, it applies them to the income tax consequences
of dividends recognised on or after the beginning of the earliest comparative period.

Since the Group's current practice is in line with these amendments, they had no impact on the consolidated financial
statements of the Group

Basis of consolidation

Subsidiaries, which are those entities which are controlled by the Group, are consolidated. Control is achieved when the
Group is exposed, or has rights, to variable returns from its involvement with the investee and has the ability to affect
those returns through its power over the investee. Specifically, the Group controls an investee if, and only if, the Group
has:

[ Power over the investee (i.e., existing rights that give it the current ability to direct the relevant activities of the
investee);
[ Exposure, or rights, to variable returns from its involvement with the invesiee;
- The ability to use its power over the investee to affect its returns.
10
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(Figures in tables are in thousands of Azerbaifani manats)

Summary of accounting policies (continued)
Basis of consolidation (continued)

Generally, there is a presumption that a maijorily of voting rights results in control. To support this presumption and when
the Group has less than a majority of the voling or similar rights of an investee, the Group considers all relevant facts
and circumstances in assessing whether it has power over an investee, including:

> The contractual arrangement(s) with the other vote holders of the investee;
> Rights arising from other contractual arrangements:
> The Group’s voting rights and poteplial voting rights,

Subsidiaries are consolidated from the date an which control is transferred 1o the Group and are no longer consolidated
from the date that control ceases. All intra-group transactions, balances and unrealised gains on transactions between
group companies are eliminated in full; unrealised losses are also eliminated unless the transaction provides evidence
of an impairment of the asset transferred. Where necessary, accounting policies for subsidiaries have been changed to
ensure consistency with the policies adopted by the Group.

A change in the ownership interest of a subsidiary, without a change of control, is accounted for as an equity transaction.
Losses are attributed to the non-controlling interests even if that results in a deficit balance.

I the Group loses control over a subsidiary, it derecognises the assets (including goodwill) and liabilities of the subsidiary,
the carrying amount of any nen-controlfing interests, the cumulative translation differences, recorded in equity, recognises
the fair value of the consideration received, the fair value of any investment retained and any surplus or deficit in profit
or loss and reclassifies the parent's share of components previously recognised in other comprehensive income to profit
or loss.

Business combinations

Business combinations are accounled for using the acquisition method. The cost of an acquisition is measured as the
aggregate of the consideration transferred, measured at acquisition date fair value and the amount of any non-controlling
interests in the acquiree. For each business combination, the acquirer measures the non-controlling interests in the
acquiree that are present ownership interests either at fair value or at the proportionate share of the acquiree's identifiable
net assets and other components of non-controlling interests at their acquisition date fair value. Acquisition costs incurred
are expensed,

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate classification
and designation in accordance with the contractual terms, economic circumstances and pertinent conditions as at the
acquisition date. This includes the separation of embedded derivatives in host coniracts by the acquiree.

If the business combination is achieved in stages, the acquisition date fair value of the acquirer's previously held equity
interest in the acquiree is remeasured to fair value as at the acquisition date through profit or loss.

Any contingent consideration to be transferred by the acquirer is recognised at fair value at the acquisition date.
Subsequent changes to the fair vaiue of the contingent consideration which is deemed to be an asset or liability, will be
recognised in accordance with IFRS @ either in profit or loss or as change 1o other comprehensive income. If the
contingent consideration is classified as equity, it shall not be remeasured unitil it is finally setlled within equity.

Goodwill is initially measured at cost being the excess of the consideration transferred over the acquiree's net identifiable
assets acquired and liabilities assumed. If this consideralion is lower than the fair value of the net assets of the subsidiary
acquired, the difference is recognised in profit or loss.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the purpose of
impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to each of the
Group's cash generating units that are expected to benefit from the combination, irrespective of whether other assets or
liabilities of the acquiree are assigned to those units. Where goodwill forms part of a cash-generating unit and part of the
operation within that unit is disposed of, the goodwill associated with the operation disposed of is included in the carrying
amount of the operation when determining the gain or loss en disposal of the operation. Goodwill disposed of in this
circumstance is measured based on the relative values of the operalion disposed of and the portion of the
cash-generating unit retained.

11
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{Figures in tables are in thousands of Azerbaijani manats)

Summary of accounting policies (continued)
Fair value measurement
The Group measures financial instruments carried at FVPL and FVOCI at fair value at each balance sheet date.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market paricipants at the measurement date. The fair value measurement is based on the prasumption that
the transaction to sell the assel or iransfer the liability takes place either:

> In the principal market for the asset or liability; or

> In the absence of a principal market, in the most advantageous market for the asset or liability.

The principal or the most advantageous market must be accessible by the Group. The fair value of an assetor a liability
is measured using the assumptions that market parlicipants would use when pricing the asset or liability, assuming that
markel participants act in their economic best interest. A fair value measurement of a non-financial asset takes into
account a market participant's ability to generate economic benefils by using the asset in its highest and best use or by
selling it to another market participant that would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient data are available
to measure fair value, maximising the use of refevant observable inputs and minimising the use of unobservable inputs,
All assets and liabilities for which fair value is measured or disclosed in the consolidated financial statements are
categorized within the fair value hierarchy. described as follows, based on the lowest level input that is significant to the
fair value measurement as a whole:

> Level 1 - quoted {unadjusted) market prices in active markets for identical assets or liabilities:

> Levei 2 - valuation techniques for which the lowest level input that is significant to the fair value measurement is
directly or indirectly observable; :

> Level 3 - valuation techniques for which the lowest level input that is significant to the fair value measurement is
unobservable.

For assels and liabilities that are recognised in the consolidated financial statements on a recurring basis, the Group
determines whether transfers have occurred between Levels in the hierarchy by re-assessing categorization (based on
the lowest level input that is significant to the fair value measurement as a whole) at the end of each reporting period.
Financial assets and liabilities

Initial recognition

Date of racognition

All regular way purchases and sales of financial assets and liabilities are recognized on the trade date i.e. the date that
the Group commits to purchase the asset or liablility. Regular way purchases or sales are purchases or sales of financial
assets and liabilities that require delivery of assets and liabilities within the period generally established by regulation or
convention in the market place.

Initial measurement

The classification of financial instruments at initial recognition depends on their contractual terms and the business model
for managing the instruments. Financial instruments are initially measured at their fair value and, except in the case of
financial assets and financial liabilities recorded at FVPL, transaction costs are added to, or subtracted from, this amount.
Measurement calegories of financial assets and liahililies

The Group classifies all of ils financizl assets based on the business model for managing the assels and the asset's
coniractual terms, measured at either:

> Amortised cost;
> FVOCH;
[ FVPL.

The Group classifies and measures its derivative and trading portfolio at FYPL. The Group may designate financial
instruments at FVPL, if so doing eliminates or significantly reduces measurement or recognition inconsistencies.

Financial liabilities, other than loan commitments and financial guarantees, are measured at amortised cost or al FVPL
when they are held for trading, are derivative instruments or the fair value designation is applied.

12
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(Figures in tables are in thousands of Azerbaijani manats)

Summary of accounting policies (continued)
Financial assets and liabilities (continued)
Amounis dus from credit institutions, loans lo customers, investments securities al amortised cost

The Group only measures amounts due from credit institutions, lcans to customers and investment securities at
amortised cost if both of the following conditions are met:

- The financial asset is held within a business maodel with the objective to hold financial assets in order to collect
contractual cash flows;

[ The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding (SPPI).

The details of these conditions are outlined below.
Business model assessment

The Group determines its business model at the level that best reflects how it manages groups of financial assets to
achieve its business objective,

The Group's business model is not assessed on an instrument-by-instrument basis, but at a higher level of aggregated
portfolios and is based on observable factors such as;

> How the performance of the business model and the financial assets held within that business model are
evaluated and reported to the entity's key management personnel;

> The risks that affect the performance of the business modet (and the financial assets held within that business
model) and, in particular, the way those risks are managed;

> How managers of the business are compensated (for example, whether the compensation is based on the fair
value of the assets managed or on the contractual cash flows collected);

> The expected frequency, value and timing of sales are also important aspects of the Group's assessment,

The business model assessment is based on reasonably expected scenarios without taking ‘worst case’ or 'stress case’
scenarios into account. If cash flows after initial recognition are realised in a way that is different from the Group's ariginal
expectations, the Group does not change the classification of the remaining financial assets held in that business model,
but incorporates such information when assessing newly originated or newly purchased financial assets going forward,

The SPFI lest

As a second step of ils classification process the Group assesses the contractual terms of financial asset to identify
whether they meet the SPPI test.

‘Principal’ for the purpose of this test is defined as the fair value of the financial asset at initial recognition and may change
over the life of the financial asset (for example, if there are repayments of principal or amortisation of the
premium/discount).

The most significant elements of interest within a lending arrangement are typically the consideration for the time value
of money and credit risk. To make the SPPI assessment, the Group applies judgement and considers relevant factors
such as the currency in which the financial asset is denominated, and the period for which the interest rate is set.

In contrast, contractual terms that introduce a more than de minimis exposure to risks or volatility in the contractual cash
flows that are unrelated to a basic lending arrangement do not give rise to contractual cash flows that are solely payments
of principal and interest on the amount outstanding. In such cases, the financial asset is required 1o be measured at
FVPL.

Debt instruments at FVYOC!

The Group measures debt instruments at FVOC! when both of the following conditions are met;

> The instrument is held within a business model, the objective of which is achieved by both collecting contractual
cash flows and selling financial assets;

» The contractual terms of the financial asset meet the SPPI test.

13
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{Figures in tables are in thousands of Azerbaijani manals)

Summary of accounting policies (continued)
Financial assets and liabilities (continued}

FVOCI debt instruments are subsequently measured at fair value with gains and losses ansing due te changes in fair
value recognised in OCI. Interest revenue and foreign exchange gains and losses are recognised in profit or loss in
the same manner as for financial assets measured at amortised cost. On derecognition, cumulative gains or losses
previously recognised in OCI are reclassified from OCI to profit or loss.,

The ECLs for debt instruments measured at FVOCI do not reduce the carrying amount of these financial assets in the
consolidated statement of financial position, which remains at fair value. Instead, an amount equal to the allowance that
would arise if the assets were measured at amortised cost is recognised in OCI as an accumulated impairment amount,
with a corresponding charge to profit or loss. The accumulated loss recognised in OCI is recycled to the profit and loss
upen derecognition of the asset.

Equity instruments at FVOCI

Upoen initial recognition, the Group occasionally elects to classify irrevocably some of its equity investments as equity
instruments at FVOCI when they meet the definition of equity under 1AS 32 Financial Instrumenis: Presentation and are
not held for trading. Such classification is determined ¢n an instrument-by-instrument basis.

Gains and losses on these equity instruments are never recycled to profit or loss. Dividends are recognised in profit or
loss as other income when the right of the payment has been established, except when the Group benefits from such
proceeds as a recovery of part of the cost of the instrument, in which case, such gains are recorded in OCI. Equity
instruments at FVOCI are not subject to an impaiment assessment. Upon disposal of these instruments, the accumulated
revaluation reserve is transferred to retained earnings.

Financial guarantees, letlers of credit and undrawn loan cormmitments
The Group issues financial guarantees, letters of credit and loan commitments.

Financial guarantees are initially recognised in the financial statements at fair value, being the premium received.
Subsequent to initial recognition, the Group's liability under each guarantee is measured at the higher of the amount
initially recognised less cumulative amortisation recognised in the consolidated statement of profit or loss, and an ECL
provision.

Undrawn loan commitments and letters of credits are cormmitments under which, over the duration of the commitment,
the Group is required to provide a loan with pre-specified terms to the customer. Similar to financial guarantee contracts,
these contracts are in the scope of the ECL requirements.

The Group occasionally issues loan commitments at below market interest rates drawdown. Such commitments are
initially recognized at fair value and subsequently measured at the higher of the amount of the ECL allowance and the
amount initially recognised less, when appropriate, the cumulative amount of income recognised.

Pearformance guarantees

Performance guarantees are contracts that provide compensation if another party fails to perform a contractual obligation
Performance guarantees do not transfer credit risk. The risk under performance guarantee contracts is the possibility
that the failure to perform the contractual obligation by another party occurs. Therefore, performance guarantees are not
considered financial instruments and thus do not fall in scope of IFRS 9.

Reclassification of financial assets and labilities

The Group does not reclassify its financial assets subsequent to their initial recognition, apart from the exceptiona)
circumstances in which the Group changes the business model for managing financial assets. Financial liabilities are
never reclassified. The Group did not reclassify any of its financial assets and fiabilities in 2019 and 2018.

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, amounts due from the CBAR, NBG and CBRT, excluding obligatory

reserves, and amounts due from credit institutions with due on demand or up to 3 months from the date of origination
and that are free from contractual encumbrances.

14



W ww w w

BN W W e e R w Www Eww wiw e ww i

0OJSC PASHA Bank Notes to 2019 consolidated financial statements

{Figures in tables are in thousands of Azerbaijani manats)

Summary of accounting policies (continued)
Repurchase and reverse repurchase agreements

Sale and repurchase agreements (*repos”} are treated as secured financing transactions, Securities sold under sale and
repurchase agreements are retained in the consolidated statement of financial position and, in case the transferee has
the right by contract or custom to sell or re-pledge them, reclassified as securities pledged under sale and repurchase
agreements. The corresponding liability is presented within amounis due to credit institutions or customers.

Securities purchased under agreements to resell (*reverse repo”) are recorded as separate account on the consolidated
statement of financial position if material or as cash and cash equivalents or loans to customers as appropriate
The difference between sale and repurchase price is treated as interest and accrued over the life of repo agreements
using the effective yield method.

Securities lent to counterparties are retained in the consolidated statement of financial position. Securities borrowed are
not recorded in the consolidated stalement of financial position, unless these are sold to third parties, in which case the
purchase and sale are recorded within gains less losses from trading securities in the consolidated statement of profit or
loss. The obligation to return them is recorded at fair value as a trading liability.

Derivative financial instruments

In the nommal course of business, the Group enters into various derivative financial instruments including futures,
forwards, swaps and options in the foreign exchange and capital markets. Such financial instruments are held for trading
and are recorded at fair value. The fair values are estimated based on quoted market prices or pricing medels that take
into account the current market and contractual prices of the underlying instruments and other factors. Derivatives are
carried as assets when their fair value is positive and as liabilities when it is negative.

Gains and losses resulling from these instruments are included in the consolidated statement of profit or loss as net
gainsf(losses) from financial instruments at fair value through profit or loss or net gains/(losses) from foreign currencies,
depending on the nature of the instrument,

An embedded derivative is a component of a hybrid instrument that also includes a non-derivative host contract with the
effect that some of the cash flows of the combined instrument vary in a way similar to a stand-alone derivative,
An embedded derivative causes some or all of the cash flows that otherwise would be required by the contract to be
modified according to a specified interest rate, financial instrument price, commodity price, foreign exchange rale, index
of prices or rates, credit rating or credit index, or other variable, provided that, in the case of a non-financial variable, itis
not specific to a party to the contract. A derivative that is attached to a financial instrument, but is contractually transferable
independently of that instrument, or has a different counterparty from that instrument, is not an embedded derivative, but
a separate financial instrument,

Derivatives embedded in liabilities and non-financial host contacts are treated as separate derivatives and recorded at
fair value if they met the definition of a derivative (as defined above), their economic characteristics and risks were not
closely related to those of the host contract, and the host contract was not itself held for trading or designated at FVPL.
The embedded derivalives separated from the host were carried at fair value in the trading portfolio with changes in fair
value recognised in the consolidated statement of profit or loss.

Financial assetls are classified based on the business model and SPPI assessments.
Borrowings

Issued financial instruments or their components are classified as liabilities, where the substance of the contractual
aangement results in the Group having an obligation either to deliver cash or another financial asset to the holder, or
to satisfy the cbligation other than by the exchange of a fixed amount of cash or another financial asset for a fixed number
of own equity instruments. Such instruments include amounts due to banks and government funds, other borrowed funds,
debt securities issued, subordinated debts and amounis due to custormners. After initial recognition, borrowings are
subsequently measured at amortised cost using the effective interest method. Gains and losses are recognised in profit
or loss when the borrowings are derecognised as weli as through the amortisation process.

If the Group purchases its own debt, it is removed from the statement of financial position and the difference between
the carrying amount of the liability and the consideration paid is recognised in profit or loss.

15
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(Figures in tables are in thousands of Azerbaijani manats)

Summary of accounting policies (continued)

Offsetting of financial instruments

Financial assets and liabilities are offset and the net amount is reported in the consolidated statement of financial position
when there is a legally enforceable right to set off the recognised amounts and there is an intention to settle on a net
basis, or to realise the asset and settle the liability simultaneously. The right of set-off must not be contingent on a future
event and must be legally enforceable in all of the following circumstances:

> The nomal course of business,
> The event of default; and
> The event of insolvency or bankruptcy of the entity and all of the counterparties.

These conditions are not generally met in master netting agreements, and the related assets and liabilities are presented
gross in the consolidated statement of financial position.

Renegotiated loans

Where possible, the Group seeks to restructure loans rather than to take possession of collateral. This may involve
extending the payment arrangements and the agreement of new loan conditions

The Group derecognises a financial asset, such as a loan to a customer, when the ferms and conditions have been
renegotiated to the extent that, substantially, it becomes a new loan, with the difference recognised as a derecognition
gain or loss, to the extent that an impairment loss has not already been recorded. The newly recognised loans are
classified as Stage 1 for ECL measurement purposes, unless the new loan is deemed to be POCI. Restructuring of
impaired loans does not result in derecognition of financial instrument. When assessing whether or not to derecognise a
loan to a customer, amongst others, the Group considers the following factors:

> Change in currency of the loan;,
> Change in counterparty;
» If the modification is such that the instrument would no longer meet the SPPI criterion.

If the modification does not result in cash flows that are substantially different, the modification does not resuit in
derecognition. Based on the change in cash flows discounted at the original EIR, the Group records a modification gain
or loss, presented within interest revenue calculated using EIR in the consolidated statement of profit or loss, to the extent
that an impairment loss has not already been recorded.

Derecognition of financial assets and liabilities
Financial assets

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

S The rights to receive cash flows from the asset have expired;

> The Group has transferred its rights to receive cash flows from the asset, or retained the right to receive cash
flows from the asset, but has assumed an obligation to pay them in full without material delay to a third party under
a *pass-through” arrangement, and

> The Group either (a) has transferred substantially all the risks and rewards of the asset, or {b) has neither
transferred nor retained substantially all the risks and rewards of the asset, but has transferred control of
the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to
the extent of the Group's continuing involvernent in the assetl. Continuing involvement that takes the form of a guarantee
over the transferred assetis measured at the lower of the original carrying amount of the asset and the maximum amount
of consideration that the Group could be required to repay.

Where continuing involvement takes the form of a written and/or purchased option (including a cash-settled option or
similar provision) on the transferred asset, the extent of the Group's continuing involvement is the amount of
the transferred asset that the Group may repurchase, except that in the case of a written put option (including
a cash-settled option or similar provision) on an asset measured at fair value, the extent of the Group's continuing
involvenent is limited to the lower of the fair value of the transferred assel and the option exercise price.

16
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Summary of accounting policies (continued)

Derecognition of financial assets and liabilities (continued)
White-off

Financial assets are written off either partially or in their entirety only when the Group has stopped pursuing the recovery.
If the amount to be written off is greater than the accumulated loss allowance, the difference is first treated as an addition
to the allowance that is then applied against the gross carrying amount. Any subsequent recoveries are credited to credit
loss expense. A write-off constitutes a derecognition event,

Financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.

Where an existing financial liability is replaced by another from the same lender on substantially different terms, or
the terms of an existing liability are substantially madified, such an exchange or modification is treated as a derecognition
of the original liability and the recognition of a new liability, and the difference in the respective carrying amounts is
recognised in profit or loss.

Taxation

The current income tax expense is calculated in accordance with the regulations of the Republic of Azerbaijan and of
the countries in which the Group has offices and branches and where its subsidiaries are located

Deferred tax assets and liabilities are calculated in respect of temporary differences using the liability method. Deferred
income taxes are provided for all temporary differences arising between the tax bases of assets and liabilities and their
carrying values for financial reporting purposes, except where the deferred income lax arises from the initial recognition
of goadwill or of an asset or liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss.

A deferred tax asset is recorded only to the extent thal itis probable that taxable profit will be available against which the
deductible temporary differences can be utilised. Deferred tax assets and liabilities are measured at tax rates that are
expected to apply to the period when the asset is realised or the liability is settled, based on tax rates that have been
enacted or substantively enacted at the reporting date.

Azerbaijan also has various operating taxes that are assessed on the Group's activities. These taxes are included as
a component of general and administrative expenses,

Current and deferred tax are recognised in profit or loss, except when they relate to items that are recognised in other
comprehensive income or directly in equity, in which case, the current and deferred tax are also recognised in other
comprehensive income or directly in equity respectively. Where current tax or deferred tax arises from the initial
accounting for a business combination, the tax effect is included in the accounting for the business combination,

Property and equipment
Property and equipment are carried at cost, excluding the cosis of day-to-day servicing, less accumulated depreciation
and any accumulated impairment. Such cost includes the cost of replacing part of property and equipment when that

cost is incurred if the recognition criteria are met.

The carrying values of property and equipment are reviewed for impairment when evenls or changes in circumstances
indicate that the carrying value may not be recoverable.

Depreciation of an asset, including construction in progress, begins when it is ready and available for use. Depreciation
is calculated on a straight-tine basis over the following estimated usefut lives:

Years
Buildings 20-50
Furniture and fixtures 4-10
Computers and other equipment 310
Vehicles 4.5
Other equipment 3-10
Leasehold improvements 4-7

The asset's residual values, useful lives and methods are reviewed, and adjusled as appropriate, at each financial
year-end. Costs related to repairs and renewals are charged when incurred and included in general and administrative
expenses, unless they qualify for capitatization.
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{Figures in tables are in thousands of Azerbaijani manats)

Summary of accounting policies (continued)
Investment property

Investment property held is land and building with a useful life up to 50 years or a part of building held to earn rental
income or for capital appreciation and which is not used by the Group or held for the sale in the ordinary course of
business. Property that is being constructed or developed or redeveloped for future use as investment property is also
classified as invesiment property.

Investment property is initially recognized at cost, including transaction costs, and subsequently is stated at cost less
accumulated deprecialion and any accumulated impairment losses. For disclosure purpeses investment property is
re-measured at fair value reflecling markgt conditions at the end of the reporting period. Fair value of the Group's
investment property is determined on the base of various sources including reports of independent appraisers, who hold
a recognized and relevant professional qualification and who have recent experience in valuation of property of similar
location and category.

Earned rental income is recorded in the income statement within income arising from non-banking activities. Gains and
losses resulting from changes in the fair value of investment property are recorded in the consolidated statement of profit
or loss and presented within income or expense arising from non-banking activities.

Subsequent expenditure is capitalized only when it is probable that future economic benefits associated with it will flow
to the Group and the cost can be measured refiably. All other repairs and maintenance costs are expensed when incurred.
If an investment property becomes owner-occupied, it is reclassified to premnises and equipment, and its carrying amount
at the date of reclassification becomes its deemed cost to be subsequently depreciated.

Repossessed collateral

In certain circumstances, collaleral is repossessed following the foreclosure on loans that are in default Repossessed
collateral is measured at the lower of carrying amount and net realizable value and reported within “Other assats”.

Intangible assets
Intangible assets include internally developed digital products, banking license, other licenses and compuler software,

Intangible assets are measured on initial recognition measured at cost, once capitalization criteria is met, less
accumulated amortisation and provisions for impairment The cost of intangible assets acquired in a business combination
is fair value a2s at the date of acquisition, Internally generated assets not fully completed as of reporting date, however
meeting capitalisation criteria, are recognised as *Intangible assets in-progress”. Group divides the process of generation
of the asset into a research phase and a development phase, after which the cost related internally developed products
is capitalised. Only development costs for internally generated asset are capitalised, which are subject to meeting specific
criteria, as demonstration of technical feasibility, the effectiveness of performance initially intended by the management
and provision of future cash benefit

Following initial recognition, intangible assets are carried at cost less any accumulated amortisation and any accumulated
impairment losses.

The useful lives of acquired intangible assets are assessed to be indefinite. Acqguired intangible assets with definite lives
are amortised over the useful econamic lives of up to 10 years. The amortization pericd for the digital products is set at
period of 5-8 years at the oulget with subsequent reassessment of remaining life at the end of each year. The amortization
of internally developed digital products starts when an asset is available for use in the condition necessary to operate as
intended by management.

Intangible assets with indefinite useful lives are not amortised and assessed for impairment at least at each financial
year-end whenever there is an indication that the intangible assel may be impaired.

Provisions

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

Retirement and other employee benefit obligations

The Group does not have any pension arrangements separate from the State pension system of the Republic of
Azerbaijan, which requires current contributions by the employer calculated as a percentage of current gross salary
payments; such expense is charged in the period the related salaries are earned. In addition, the Group has no significant
post-employment benefits,
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OJSC PASHA Bank Notes to 2019 consolidated financial statements

(Figures in tables are in thousands of Azerbaifani manats)

Summary of accounting policies (continued)
Share capital
Share capital

Ordinary shares and non-redeemable preference shares with discretionary dividends are both classified as equity.
Exlernal costs directly attributable to the issue of new shares, other than on @ business combination, are shown as a
deduction from the proceeds in equity. Any excess of the fair value of consideration received over the par value of shares
issued is recognised as additional paid-in capital

Dividends '

Dividends are recognised as a liability and deducted from equity at the reporting date only if they are declared before or
on the reporting date. Dividends are disclosed when they are proposed before the reporting date or proposed or dectared
afier the reporting date but before the financial statements are authorised for issue.

Contingencies

Contingent liabilities are not recognised in the consolidated statement of financial position but are disclosed unless
the possibility of any outflow in settlement is remote. A contingent asset is not recognised in the consolidatad statement
of financial position but disclosed when an inflow of economic benefits is probable.

Recognition of income and expenses

Revenue is recognised to the extent that it is probable that the econamic benefits will flow to the Group and the revenue
can be reliably measured. The following specific recognition criteria must also be met before revenue and expense is
recognised.

Interest and similar income and expense

The Group calculates interest revenue on debt financial assets measured at amortized cost or at FVOCI by applying
the EIR to the gross carrying amount of financial assels other than credit-impaired assets, EIR is the rate that exactly
discounts estimated future cash payments or receipts through the expected life of the financial instrument or a shorter
period, where appropriate, to the net carrying amount of the financial asset or financial liability. The calculation takes into
account all contractual terms of the financial instrument (for example, prepayment oplions) and includes any fees or
incremental costs that are directly attributable to the instrument and are an integral part of the effective interest rate, but
not future credit losses. The carrying amount of the financial asset or financial liability is adjusted if the Group revises its
eslimates of payments or receipts. The adjusted carrying amount is calculated based on the original effective interest
rate and the change in carrying amount is recorded as interest revenue or expense.

When a financial asset becomes credit-impaired, the Group calculates inlerest revenue by applying the effective interest
rate to the net amortised cost of the financial asset. If the financial assets cures and is no longer credit-impaired,
the Group reverls to calculating interest revenue on a gross basis.

For purchased or originated credit-impaired (POCI) financial assets, the Group calculates interest revenue by calculating
the credit-adjusted EIR and appiying that rate to the amortised cost of the asset. The credit-adjusted EIR is the interest
rate that, at original recognition, discounts the estimated future cash flows (including credit losses) to the amorised cost
of the POCI assets.

Interest revenue on all financial assets at FVPL is recognised using the contractual interest rate in “Other interest
revenue” in the consolidated statement of profit or loss.

Fee and commission income

The Group earns fee and commission income from several types of services it provides to its customers. Fee income
can be divided into the following two categories:

Fee income earmed from services that are provided aver a certain period of time
Fees earned for the provision of services over a period of time are accrued over that period. These fees include
commission income on guarantees and letters of credit. Loan commitment fees for loans that are likely to be drawn down

and other credit related fees are deferred (together with any incremental costs) and recognised as an adjustment o the
effective interest rate on the loan,
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0JSC PASHA Bank Notes to 2019 consolidated financial statements

(Figures in tables are in thousands of Azerbaijani manats)

Summary of accounting policies (continued)
Recognition of income and expenses (continued)
Fes income from providing transaclion services

Fees arising from negotiating or participating in the negotiation of a transaction for a third party — such as where the
Group's performance obligation is the arrangement of the acquisition of shares or other securities - are recognised on
completion of the underlying transaction. Fees or components of fees that are linked to certain performance obligations
are recognised after fulfilling the correspending criteria. When the contract provides for a variable consideration, fee and
commission income is only recognized to the extent that it is probable that a significant reversal in the amount of
cumulative revenue recognized will not cccur until the uncertainty associated with the variable consideration is
subsequently resolved. Revenue is recognized when the Group's right to receive the payment is established.

Customer loyally programs

The Group offers a number cuslomer loyalty programs. Accounting for such programs varies depending on who is
identified as the customer, and whether the Group acts as an agent or as a principal under the contract,

The Group has launched a loyalty program for its customers wilh incentives to sell their banking cards, which is a new
product with conditions and a set of privileges unique to the Miles & Smiles Frequent Flyer Programme. According the
programme the Group is a principal that obtains control of specified number of miles, so that is an only an inventory risk
owner, as well as delermines conversion rate of miles. Thus, the nature of Group's promise is a performance obligation
to provide the specified miles to the customer, which are initially bought from airlines,

The Group assesses active miles as inventory in the form of materials to be consumed in the rendering of services.
At each reporting period and recognizes them al lower cost and net realizable value.

The Group generally recognizes a liability for the accumulated miles that are expected to be utilized by the customers,
which is reversed to profit or loss as the points expire. Thus, the revenues from rendering services using loyalty program
are allocated to the obligation to satisfy the loyaity points i.e. miles and deferred uniil those poinls are accrued to
customers individual airline accounts, so that transfers control of miles.

Dividend income
Revenue is recognised when the Group's right to receive the payment is established.
Foreign currency translation

The consolidated financial statements are presented in AZN, which is the Group's functional and presentation currency.
Transactions in foreign curencies are initially recorded in the funclional currency, converted at the rate of exchange
ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at
ihe functional currency rate of exchange ruling at the reporting date. Gains and losses resulting from the translation of
foreign currency transaclions are recognised in current year profit as gains less losses from foreign currencies -
translation differences. Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates as al the dates of the initial transactions. Non-monetary items measured at fair value
in a foreign currency are translated using the exchange rates at the date when the fair value was determined.

Differences between the contractual exchange rate of a transaction in a foreign currency and the CBAR exchange rate
on the date of the transaction are included in gains less losses from dealing in foreign currencies.

The Group used the following official exchange rates at 31 December 2019 and 2018, in the preparation of these financial
statements:

2019 2018
1 US dollar AZN 1.7000 AZN 1.7000
1 Euro AZN 1.9035 AZN 1.9468
1 Georgian lari AZN 0,5936 AZN 0.6367
1 Turkish lira AZN 0.2858 AZN 0.3212
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