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INDEPENDENT AUDITORS’ REPORT 

To the Supervisory Council and Executive Board of National Depository Center:    

Report on the audit of financial statements:  

Unqualified opinion   

We have audited financial statements of National Depository Center of the Republic of Azerbaijan (hereinafter the 

“Center”), which comprise the statement of financial position as at December 31, 2023, and statement of profit or 

loss and other comprehensive income, statement of changes in equity and statement of cash flows and a summary 

of significant accounting policies and other explanatory notes.  

In our opinion, financial statements give a true and fair view of the financial position of the Center as at December 

31, 2023 and financial results and cash flows for the year ended on this date in accordance with International 

Financial Reporting Standards ("IFRS"). 

 

Basis for unqualified opinion 

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under 

those standards are further described in the “Auditors’ Responsibilities for the Audit of the Financial Statements” 

section of our report. We are independent of the Center in accordance with the International Ethics Standards Board 

for Accountants’ Code of Ethics for Professional Accountants (IESBA Code), and we have fulfilled our other 

ethical responsibilities in accordance with the IESBA Code. We believe that the audit evidence we have obtained 

is sufficient and appropriate to provide a basis for our opinion. 

Key audit matters 

Key audit matters are, in our professional judgment, the most significant matters in the audit of the current period's 

financial statements. These matters were taken into account in our audit of the financial statements and in forming 

our opinion on the financial statements as a whole, and we do not express an opinion on these matters separately. 
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Responsibilities of Management and those charged with governance for the financial statements 

Management is responsible for the preparation and fair presentation of the financial statements in accordance with 

IFRS, and for such internal control as management determines is necessary to enable the preparation of financial 

statements that are free from material misstatement, whether due to fraud or error.  

In preparing the financial statements, management is responsible for assessing the Center’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 Center or to cease operations, or have no realistic 

alternative but to do so.  

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

Auditor’s responsibilities for the audit of the financial statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from 

material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion. 

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with 

ISAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are 

considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic 

decisions of users taken on the basis of these financial statements. 

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 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 

Center’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 Center’s ability to continue as a going concern. If we conclude that a material uncertainty 

exists, we are required to draw attention in our auditors’ report to the related disclosures in the 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 

Center to cease to continue as a going concern; and 

• Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and 

whether the financial statements represent the underlying transactions and events in a manner that achieves fair 

presentation. 
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Statement of financial position   

 
 
 
 

  

 Notes December 31, 2023  December 31, 2022 

Assets     

Non-current assets     

Right-of-use assets 8 1,066,696   -    

Property, plant and equipment 9 499,976   1,834,967  

Intangible assets 10 1,894,725   1,919,222  

Investment property 11 429,345   298,869  

Deferred income tax asset 12 -   99,763  

Held-to-maturity financial assets, long-term part 13 3,095,906   514,625  

Total non-current assets  6,986,648 7  4,667,446  

     

Cash and cash equivalents 14  699,112    2,492,643  

Held-to-maturity financial assets, short-term part   631,245    -    

İnventories   1,509    -    

Current tax asset   114,287    -    

Other current assets 15  577,630    2,001,467  

Total current assets   2,023,783  2  4,494,110  

Total assets   9,010,431    9,161,556  

     

Equity     

Charter capital   2,700,000    2,700,000  

Other reserves 16  3,510,041    3,510,042  

Retained earnings   281,513    350,946  

Total equity   6,491,554    6,560,988  

     

Liabilities     

Non-current liabilities:     

Non-current lease liabiility 17  1,045,628    1,195,384  

Total non-current liabilities   1,045,628    1,195,384  
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1. CORPORATE INFORMATION 

 
The present financial statements have been made for Natıonal Depository Center of the Republic of Azerbaijan 

(hereinafter the “Center” or “NDC”) according to the International Financial Reporting Standarts (IFRS) for the 

year ended December 31, 2023. 

 

The National Depository Center of the Republic of Azerbaijan (hereinafter the "Center" or "NDC") is a non-

commercial legal entity established by the State Securities Committee of the Republic of Azerbaijan on behalf 

of the Republic of Azerbaijan. NDC is the legal successor of the “National Depository Center” Closed Joint 

Stock Company, registered by the Ministry of Justice of the Republic of Azerbaijan by the certificate of D-318 

dated September 17, 1999 which was established on the basis of “MULK” National Depository Center Closed 

Joint-Stock Company, registered by the Ministry of Justice of the Republic of Azerbaijan with the Certificate 

of D-20 dated October 2, 1997. 

 

On September 22, 2005, in accordance with the order by President of the Republic of Azerbaijan, the 

Nakhchivan branch of the National Depository Center (NDC) was established “On organization of the activity 

of the State Committee for Securities of the Republic of Azerbaijan in the Nakhchivan Autonomous Republic”. 

The purpose of establishing the branch was to increase and accelerate the quality of customer service, taking 

into account the administrative status of the Nakhchivan Autonomous Republic and its remote location from 

the center. The Regulations of the branch were approved by the State Committee on Securities of the Republic 

of Azerbaijan on March 1, 2006. The branch has been operating since 2006. 

 

On November 28, 2019, in accordance with the order of the President of the Republic of Azerbaijan, Financial 

Market Supervision Chamber of Azerbaijan was liquidated and the rights and obligations of the Financial 

Market Supervision Authority defined in the laws of the Republic of Azerbaijan, its licensing, regulation and 

supervision authority in the financial services market, its duties and rights in the field of protection of the rights 

of investors and consumers of financial services, as well its property was transferred to the Central Bank of the 

Republic of Azerbaijan. 

 

The main purpose of the NDC is organization and coordination of the depository system in the territory of the 

Republic of Azerbaijan that engages in maintenance of securities, the registration of property and other rights, 

as well as the registration of securities transactions. 

 

NDC is guided by the Law of the Republic of Azerbaijan “On Securities Market” approved by the Decree 

of the President dated July 14, 2015, the Civil Code and other regulatory legal acts of the Republic of Azerbaijan, 

as well as its Charter. According to the Law of the Republic of Azerbaijan “On Securities Market”, NDC 

performs clearing activity without getting the appropriate license. 

 

In order to implement its goals and objectives, NDC operates in the following areas: 

• maintenance and accounting of securities; 

• opening and maintenance of securities holders’ accounts; 

• ensuring the organization and maintenance of an electronic system of securities and accounts of their 

owners; 

• maintaining a register of securities owners; 

• opening and maintaining accounts of nominal holders; 

• registration of debt securities with liabilities; 

• providing information on extracts and transactions; 

• opening a correspondent account for investment funds depositories; 

• determining, checking, coordinating, clarifying positions, listing liabilities, replacing claims by 

negotiating with securities or derivative financial instruments; 

• participation in the securities market settlement by the regulator in conducting settlements on securities; 

and 

• carrying out cash and cash equivalents and carriage transactions. 
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The legal address of the center is Bulbul Avenue 27, Baku, the Republic of Azerbaijan. 

 

The actual address is Hasan bey Zerdabi Avenue 2A, Shokolad Tower, Baku, the Republic of Azerbaijan. Legal 

address of Nakhchivan branch is Nakhchivan city, Ataturk Avenue 8, AZ 7000. 
 

On December 31, 2023, the distribution of the Center's property was as follows: 

 

Founder 2023 (%)  2022 (%) 

The Central Bank of the Republic of Azerbaijan 100  100 

Total: 100  100 

 

2. BASIS OF PREPARATION 

 

The financial statements have been prepared on a historical cost basis, except for the available for sale financial 

assets, derivatives, land and buildings and investment properties. The carrying values of assets and liabilities 

recognized at fair value are adjusted to reflect changes in fair value attributable to insured risks. Financial 

statements are shown in Azerbaijani manats, otherwise all values are rounded to the closest figure. 

 

Declaration of Conformity 
 

The Center's Financial Statements have been prepared in accordance with International Financial Reporting 

Standards (IFRSs) issued by the International Accounting Standards Board (IASB). 

 

Going concern assumption 
 

These financial statements have been prepared on the assumption that the Center will be able to continue as a 

going concern for the foreseeable future.  

  

Management views the Center as continuing in business for the foreseeable future with neither the intention nor 

the necessity of liquidation, ceasing trading or seeking protection from creditors pursuant to laws or regulations 

of the Republic of Azerbaijan. Accordingly, assets and liabilities are recorded on the basis that the Center will 

be able to realize its assets and discharge its liabilities in the normal course of business. Some financial reporting 

frameworks contain an explicit requirement for management to make a specific assessment of the Center’s 

ability to continue as a going concern, and standards regarding matters to be considered and disclosures to be 

made in connection with going concern.  

 

The Management’s assessment of the going concern assumption involves making subjective decisions related 

to the future development of events or conditions over a specific period. 

3. BRIEF DESCRIPTION OF SIGNIFICANT ACCOUNTING POLICIES 

 

Current versus non-current classification 

 

The Center presents assets and liabilities in the statement of financial position based on current/non-current 

classification. An asset is current when it is: 
 

• Expected to be realised or intended to be sold or consumed in the normal operating cycle; 

• Held primarily for the purpose of trading; 

• Expected to be realized within twelve months after the reporting period; or 

• Cash or cash equivalent unless restricted from being exchanged or used to settle a liability for at least 

twelve months after the reporting period. 
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All other assets are classified as non-current. 

 

A liability is current when: 

• It is expected to be settled in the normal operating cycle; 

• It is due to be settled within twelve months after the reporting period; or 

• There is no unconditional right to defer the settlement of the liability for at least twelve months after the 

reporting period. 
 

The Center classifies all other liabilities as non-current. Deferred tax assets and liabilities are classified as non-

current assets and liabilities. 

 

Recalculation of currencies 

 

The financial statements of the Center are presented in Azerbaijani Manats (AZN). Azerbaijani manat is the 

main currency of the economic environment of National Depository Center of The Republic of Azerbaijan. Each 

entity within the public defines its local currency and the items in each entity's report are accounted for in that 

currency. Transactions in foreign currencies are reflected in local currency at the exchange rates prevailing at 

the date of the transactions. Monetary assets and liabilities denominated in foreign currencies are retranslated 

in local currency at spot rates on the balance sheet date. If the exchange rate differences arising from such 

transactions are temporarily transferred to equity, net of hedge of cash and net assets (loss from assets and 

liabilities), the exchange differences are not recognized in profit or loss. Foreign currency translation costs and 

tax expense are reversed at the exchange rates prevailing at the date of initial transaction. Non-monetary items 

that are measured at the fair value of the foreign currency are translated at the exchange rate prevailing at the 

date when the fair value is weighted. Exchange differences on monetary items are recognized in profit or loss. 
 

The exchange rates used by the Center in preparing the financial statements are as follows: 

 
      2023      2022 

AZN/ USD 1.7000  1.7000 

AZN/ EUR 1.8766  1.8114 

AZN/ TL 0.0576  0.0909 

Income recognition 

A significant part of the service income consists of depository and clearing activities. Prices of various services 

need to be allocated to each performance obligation on a relative standalone selling price basis where significant 

judgements are required. The Center estimates the standalone selling price using a range of prices that would 

meet the allocation objective based on all the information that is reasonably available including market 

conditions and other observable inputs. If the transaction prices of service contracts are not within the acceptable 

range then the revenue is subject to allocation based on the estimated standalone selling prices. The Center 

recognizes the incremental cost of obtaining a contract as an expense when relevant services are provided. 
Revenue is recognized as follows: 

(a) Registry and storage services 

Depository and registrar services are provided by the Center to issuers and securities holders based on 

agreements made with the issuer. 

Most of the securities issued in the Republic of Azerbaijan are issued in undocumented form. The extract from 

the depository account for undocumented securities provided by the central depository to the securities owners 

is the only legal document that confirms the ownership right to those securities. 

Revenue from registry and storage services provided by the Center to issuers and securities holders is recognized 

based on the terms of the agreements concluded. 

 



NATIONAL DEPOSITORY CENTER OF THE REPUBLIC OF AZERBAIJAN 
Financial Statements for the year ended December 31, 2023 

In Azerbaijani manats 

 

13 

 

(b) Trustee services 

Trustee services for bonds issued by issuers provided by the National Depository Center (NDC) are offered 

based on the relevant agreement. In this case, the NDC acts as the custodian of the collateral for the bonds 

provided. The custodian of the collateral for the secured bonds, in order to ensure that the collateral meets the 

requirements of the legislation and the issuance prospectus, may be an investment company or a central 

depository acting in its own name and on behalf of the bondholders, holding the collateral as a pledge. 

In the event that the obligations related to the aforementioned bonds are not fulfilled or are inadequately fulfilled, 

the NDC may exercise its rights over the collateral to satisfy the claims of the bondholders. 

Bonds issued by issuers for which custody services are provided by the Center are recognized based on the 

terms of the relevant agreement. 

(c) Interest income 

Interest income is recognized on a time proportion basis using the effective interest rate method. Interest income 

is recorded in the income statement under the heading of financial income. 

 

Taxes 

 

a) Income tax  

The Center is exempt from corporate income tax based on Article 106.1.5 of the Tax Code of the Republic of 

Azerbaijan. 

b) Property tax for legal entities 

The Center is exempt from property tax for legal entities under Article 199.1 of the Tax Code of the Republic 

of Azerbaijan. 

c) Land tax for legal entities 

The Center is exempt from land tax under Article 207.1.2 of the Tax Code of the Republic of Azerbaijan. 

d) Value added tax 

The difference of output VAT and claimable input VAT is payable to the state budget within 20 days following 

the reporting month. Regarding sales, the value-added tax payable, excluding financial services, is paid to the 

tax authorities when the funds from customers are received. Input VAT is generally recoverable against output 

VAT upon receipt of the VAT invoice. 

Where provision has been made for impairment of receivables, impairment loss is recorded for the gross amount 

of the debtor, including VAT. 

As a result of the activity of the enterprises operating in the Republic of Azerbaijan, there are other taxes. These 

taxes are recognized as part of their operating expenses and are included in the statement of comprehensive 

income. 

Financial instruments  

Financial assets and financial liabilities are recognized in the Center’s statement of financial position when the 

Center becomes a party to the contractual provisions of the instrument. Financial assets and financial liabilities 

are initially measured at fair value. Transaction costs that are directly attributable to the acquisition or issue of 

financial assets and financial liabilities (other than financial assets and financial liabilities at fair value through 
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profit or loss) are added to or deducted from the fair value of the financial assets or financial liabilities, as 

appropriate, on initial recognition. Transaction costs directly attributable to the acquisition of financial assets or 

financial liabilities at fair value through profit or loss are recognized immediately in profit or loss. 

Financial assets 

All regular way purchases or sales of financial assets are recognised and derecognized on a trade date basis. All 

recognised financial assets are measured subsequently in their entirety at either amortised cost or fair value, 

depending on the classification of the financial assets. 

Classification of financial assets 

Debt instruments that meet the following conditions are measured subsequently at amortised cost: 

• the financial asset is held within a business model whose objective is to hold financial assets in order to 

collect contractual cash flows; and 

• the contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments 

of principal and interest on the principal amount outstanding. 

Debt instruments that meet the following conditions are measured subsequently at fair value through other 

comprehensive income (FVTOCI): 

• the financial asset is held within a business model whose objective is achieved by both collecting contractual 

cash flows and selling the financial assets; and 

• the contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments 

of principal and interest on the principal amount outstanding. 

By default, all other financial assets are measured subsequently at fair value through profit or loss (FVTPL). 

Despite the foregoing, the Center may make the following irrevocable election/designation at initial recognition 

of a financial asset: 

• If certain criteria are not met, the Center may take definitive measures to present changes in the fair value 

of capital investments in other comprehensive income; and 

• the Center may irrevocably designate a debt investment that meets the amortised cost or FVTOCI criteria 

as measured at FVTPL if doing so eliminates or significantly reduces an accounting mismatch. 

Amortised cost and effective interest method 

The effective interest method is a method of calculating the amortised cost of a debt instrument and of 

allocating interest income over the relevant period. For financial assets other than purchased or originated credit 

impaired financial assets (i.e. assets that are credit impaired on initial recognition), the effective interest rate is 

the rate that exactly discounts estimated future cash receipts (including all fees and points paid or received that 

form an integral part of the effective interest rate, transaction costs and other premiums or discounts) excluding 

expected credit losses, through the expected life of the debt instrument, or, where appropriate, a shorter period, 

to the gross carrying amount of the debt instrumenton initial recognition.  

For purchased or originated credit impaired financial assets, a credit adjusted effective interest rate is calculated 

by discounting the estimated future cash flows, including expected credit losses, to the amortised cost of the 

debt instrument on initial recognition. 

The amortised cost of a financial asset is the amount at which the financial asset is measured at initial recognition 

minus the principal repayments, plus the cumulative amortisation using the effective interest method of any 

difference between that initial amount and the maturity amount, adjusted for any loss allowance. The gross 
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carrying amount of a financial asset is the amortised cost of a financial asset before adjusting for any loss 

allowance. 

Interest income is recognised using the effective interest method for debt instruments measured subsequently at 

amortised cost and at FVTOCI. For financial assets other than purchased or originated credit impaired financial 

assets, interest income is calculated by applying the effective interest rate to the gross carrying amount of a 

financial asset, except for financial assets that have subsequently become credit impaired. 

The Center’s majority of financial assets were classified as financial assets measured subsequently at amortized 

cost. The Center’s financial liabilities were classified as financial liabilities measured subsequently at amortized 

cost. The Center does not choose to classify any financial liabilities as measured at fair value through profit or 

loss. 

Impairment of financial assets 

The Center applies the expected credit loss model to financial assets measured at amortized cost or at fair value 

through other comprehensive income. 

The allowance for expected credit losses for a financial asset is measured at an amount equal to the lifetime 

expected credit losses if the credit risk on that financial asset has increased significantly since initial recognition. 

If, at the reporting date, the credit risk on a financial asset has not increased significantly since initial recognition, 

the allowance for expected credit losses for that financial asset (except trade receivables, where the simplified 

approach is elected) is measured at an amount equal to 12-month expected credit losses.  

For trade and other receivables, whether they contain a significant financing component or not, measurement 

based on lifetime expected credit losses is applied. The Center utilizes an internal model to assess expected 

credit losses. The model was developed in accordance with IFRS 9 and designed to assess credit risk exposure 

of counterparties taking into account the characteristics of financial assets by assigning scoring system to 

counterparties. Assigned score is returning PD (Probability of Default) on individual basis. Move of the asset 

from one score band to lower score band is considered significant increase in credit risk among other criteria. 

Write-off  

Financial assets are written off when NDC has no reasonable expectations of recovering the financial asset 

(either in its entirety or a portion of it). This is the case when NDC determines that the counterparty does not 

have assets and/or sources of income that could generate sufficient cash flows to repay the amounts subject to 

the write-off. A write-off constitutes a derecognition event. 

Assessment of the business model 

The Center will evaluate the purpose of the business model under which the financial asset is held at the portfolio 

level, as this better reflects the management of the business and the manner in which information is presented 

to management. In this assessment, the following information is considered: 

• policies and objectives set for the portfolio, the practical application of these policies, and especially whether 

the management's strategy focuses on obtaining interest income from contracts, maintaining a specific interest 

rate profile, aligning the maturities of financial assets with the maturities of the liabilities financing those assets, 

or realizing cash flows through the sale of assets;  

• how the portfolio's performance indicators are evaluated and how they are communicated to the Center's 

management;  
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• risks affecting the performance of the business model (and the financial assets held within that business model) 

and how these risks are managed;  

• how business managers are rewarded— for example, is the rewarding depends on the fair value of managed 

assets or accumulated cash flows; and 

• sales frequency, volume, and duration in previous periods, the reasons for these sales, and expectations 

regarding future sales activities. However, information on sales activities is not considered separately but within 

the overall assessment of how the Center achieves its objectives for managing financial assets and how cash 

flows are realized. 

Fair value measurement 

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 participants at the measurement date. The fair value measurement is based on the presumption 

that the transaction to sell the asset or transfer 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 Center. The fair value of an asset or a 

liability is measured using the assumptions that market participants would use when pricing the asset or liability, 

assuming that market participants act in their economic best interest. A fair value measurement of a non-

fınancial asset takes into account a market participant’s ability to generate economic benefits 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 Center uses valuation techniques that are appropriate in the circumstances and for which sufficient data are 

available to measure fair value, maximizing the use of relevant observable inputs and minimizing the use of 

unobservable inputs.  

All assets and liabilities for which fair value is measured or disclosed in the 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 (unregulated) market prices in active markets for identical assets or liabilities; 

• Level 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 signifıcant to the fair value 

measurement is unobservable. 

For assets and liabilities that are recognized in the financial statements on a recurring basis, the Center 

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. When third-party information such as broker quotations or pricing services is used to measure 

fair value, evidence obtained from these third parties is evaluated and documented to ensure compliance with 

IFRS requirements. 

Financial liabilities 

All financial liabilities are measured at amortized cost using the effective interest rate method and recognized 

based on the FVTPL.  

A financial liability is classified as at fair value through profit or loss (i) when it is a contingent consideration 

of the acquirer in a business combination, (ii) when it is held for trading, or (iii) when it is designated as such 
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under FVTPL. Financial liabilities that are not (i) contingent consideration of an acquirer in a business 

combination, (ii) held‑for‑trading, or (iii) designated as at FVTPL, are measured subsequently at amortised cost 

using the effective interest method. 

The effective interest method is a method used for calculating the amortized cost of a financial asset or liability, 

or a group of financial assets or liabilities, and for allocating interest income or interest expense over the relevant 

period. The effective interest rate is the rate that exactly discounts estimated future cash payments (including 

all fees and points paid or received that form an integral part of the effective interest rate, transaction costs and 

other premiums or discounts) through the expected life of the financial liability, or (where appropriate) a shorter 

period, to the amortised cost of a financial liability. 

De-recognition of financial liabilities 

The Center removes a financial liability (or a part of a financial liability) from its statement of financial position 

when, and only when, it is extinguished – i.e. when the obligation specified in the contract is discharged or 

cancelled or expires. 

An exchange between an existing borrower and lender of debt instruments with substantially different terms is 

accounted for as an extinguishment of the original financial liability and the recognition of a new financial 

liability. Similarly, a substantial modification of the terms of an existing financial liability or a part of it (whether 

or not attributable to the financial difficulty of the debtor) is accounted for as an extinguishment of the original 

financial liability and the recognition of a new financial liability. 

The terms are substantially different if the discounted present value of the cash flows under the new terms, 

including any fees paid net of any fees received and discounted using the original effective interest rate, is at 

least 10 per cent different from the discounted present value of the remaining cash flows of the original financial 

liability. If an exchange of debt instruments or modification of terms is accounted for as an extinguishment, any 

costs or fees incurred are recognized as part of the gain or loss on the extinguishment. If the exchange or 

modification is not accounted for as an extinguishment, any costs or fees incurred adjust the carrying amount 

of the liability and are amortized over the remaining term of the modified liability. 

Offsetting of financial instruments 

Financial assets and financial liabilities are offset and the net amount reported in the statement of financial 

position if, and only if, there is a currently enforceable legal right to offset the recognized amounts and there is 

an intention to settle on a net basis, or to realize the assets and settle the liabilities simultaneously. 

Property, plant and equipment 

Property, plant, and equipment are reflected in the financial statements at their cost, less accumulated 

depreciation, any revaluation surplus, and impairment losses. Cost includes expenses related to replacing parts 

of plant and equipment, as well as costs incurred for long-term construction contracts (if they meet recognition 

criteria). Expenses incurred for conducting a comprehensive inspection are recognized as part of the cost of 

replacement in the carrying amount of plant and equipment, provided they meet the recognition criteria. All 

other expenditure on items of property, plant and equipment are recognized as an expense in the current period 

and deducted from the profit or loss. The cost of an item of property, plant and equipment is the amount of the 

relevant fixed asset if it meets the criteria for the recognition of the present value of the cost of disposal. Refer 

to resources to obtain additional information about the disposal of property, plant and equipment. 

Land and buildings are calculated by deducting the amortized cost of buildings and the fair value less costs to 

settle on revaluation. Revaluation is often carried out to make sure that the fair value of the revalued asset does 

not differ from the carrying amount. 



NATIONAL DEPOSITORY CENTER OF THE REPUBLIC OF AZERBAIJAN 
Financial Statements for the year ended December 31, 2023 

In Azerbaijani manats 

 

18 

 

If the carrying amount of the asset decreases as a result of the revaluation, the decrease should be recognized in 

profit or loss. However, if any revaluation increase has occurred as a result of a revaluation earlier and the 

increase was written down under a heading of a revaluation reserve, any decrease in the subsequent reporting 

date should be written down on that account's account in respect of the revaluation account. 

The amount of retained earnings is the difference between the amortization calculated on the basis of the asset's 

revalued carrying amount and the depreciation recognized on the asset's cost. Any accumulated amortization is 

reversed against the aggregate carrying amount of the asset and the net amount is remeasured to reflect the 

revalued amount. During the sale, the asset's revaluation reserve is transferred to retained earnings. 

Depreciation of assets is calculated using the following reducing balance method over the useful life: 
 

• Buildings                                    15-40 years (1-7%); 

• The right-of-use asset                          Depends on the terms of the lease; 

• Machinery and equipment                                       5-10 years (10-20%); 

• Vehicles                                  8-10 years (10-25%); 

• Furniture, supplies and other office equipment          1-5 years (10-20%). 

Where the carrying amount of an item of property, plant and equipment is not recognized, it is probable that 

future economic benefits will flow to the Center as a result of the asset's disposal (sale) or the use or disposal of 

the asset. Gain or loss on disposal of property, plant and equipment (determined as the difference between the 

carrying amount of the item and the net disposal charge) is recognized in profit or loss in the year in which the 

asset is derecognised. 

 

The estimated residual values, useful lives and depreciation methods are revised at the end of each reporting 

period and adjusted prospectively if appropriate. 

 

Intangible assets 

 

Intangible assets are stated at the amount initially recognized, less accumulated amortization and accumulated 

impairment losses.  
 

Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible assets 

acquired in a business combination is fair value as at the date of acquisition.  

Amortisation is generally recognised in profit or loss on a reducing balance basis of each part of an item of 

intangible asset, since this most closely reflects the expected pattern of consumption of the future economic 

benefits embodied in the asset. Internally generated intangible assets are not capitalized and expenditure is 

reflected in the statement of comprehensive income in the year in which the expenditure is incurred. All of the 

Center's intangible assets primarily consist of capitalized software and licenses, each with a defined useful life. 

Investment property 

Investment property is property held by the Center to earn rental income or for capital appreciation, or both and 

which is not occupied by the Center. Investment property includes building for future use as property and 

equipment. 

Investment property is stated at cost less accumulated depreciation and provision for impairment, where 

required. 

Subsequent expenditure is capitalized only when it is probable that future economic benefits associated with it 

will flow to the Center and the cost can be measured reliably. All other repairs and maintenance costs are 

expensed when incurred. If an investment property becomes owner-occupied, it is reclassified to premises and 

equipment. Depreciation on items of investment property is calculated using the reducing balance method to 
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allocate their cost to their residual values over their estimated useful lives. At the end of each reporting period 

management assesses whether there is any indication of impairment of investment properties. If any such 

indication exists, management estimates the recoverable amount, which is determined as the higher of an asset’s 

fair value less costs to sell and its value in use. However, since it is not possible to measure fair value less costs 

to sell because there is no basis for making reliable estimate of the price at which an orderly transaction to sell 

the asset would take place between market participants at the measurement date under current market conditions, 

the Center uses the asset’s value in use as its recoverable amount. The carrying amount is reduced to the 

recoverable amount and the impairment loss is recognized in profit or loss for the year. An impairment loss 

recognized for an asset in prior years is reversed where appropriate if there has been a change in the estimates 

used to determine the asset’s value in use. 

Gains and losses on disposals are determined by comparing proceeds with carrying amount and are recognized 

in profit or loss for the year. 

Investment property includes but not limited: 

• land held for long-term capital appreciation;  

• land held for a currently undetermined future use;  

• building leased out under an operating lease;  

• vacant building held to be leased out under an operating lease; and 

• property that is being constructed or developed for future use as investment property. 

Prepayments 

Prepayments are carried at cost less provision for impairment. A prepayment is classified as non-current when 

the goods or services relating to the prepayment are expected to be obtained after one year, or when the 

prepayment relates to an asset which will itself be classified as non-current upon initial recognition. The non-

current prepayments is classified and presented as advance to suppliers of property and equipment in the 

statement of financial position. 

Prepayments to acquire assets are transferred to the carrying amount of the asset once the Center has obtained 

the control of the asset and it is probable that future economic benefits associated with the asset will flow to the 

Center. Other prepayments are written off to profit and loss accounts when the goods or services relating to the 

prepayments are received. If there is an indication that the assets, goods or services relating to a prepayment 

will not be received, the carrying value of the prepayment is written down accordingly and a corresponding 

impairment loss is recognized in the statement of comprehensive income. 

Leases 

Lease is a contract or part of a contract that conveys the right to use an asset (the underlying asset) for a period 

of time in exchange for consideration. Control is considerd to exist if customer has the right to obtain 

substantially all economic benefit from use of an undentifed asset and right to direct the use of that asset.  

At lease commencement, the Center recognizes a right of use asset and lease liability for all leases except for 

short term and low valued items. 

The right of use asset is initially measured at cost and measured subsequently at cost less accumuluated 

depreciation and impairment losses. 

The lease liability initially measured at present value of future lease payments. Subsequently, lease liabilities 

are adjusted for interest and lease payments. 
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Charter capital and Capital reserves 

Ordinary shares are classified as charter capital. The company's capital consists of the charter capital and capital 

reserves.  

Expenses incurred for employees and corresponding allocations 

Wages, salaries, contributions to the State Pension Fund of the Republic of Azerbaijan and social insurance 

funds, paid annual leave and sick leave, bonuses, and non-monetary benefits (such as health services and 

kindergarten services and food) are accrued in the year in which the associated services are rendered by the 

employees of the Center. 

Cash and short-term deposits 

Cash and cash equivalents include cash on hand, bank account statements, other required bank accounts, cash 

equivalents, bank overdrafts and other non-cash other investments with a maturity of more than three months. 

For the purpose of cash flow hedges, cash and cash equivalents comprise cash and short-term deposits 

(excluding bank overdrafts) as described above.    

Financial assets held until the payment date 

In the statement of financial position, the item “Financial assets held until the payment date” includes:  

• Debt investment securities measured at amortized cost. This includes those initially measured at fair value, 

including related direct transaction costs, and subsequently measured at amortized cost using the effective 

interest method. 

Based on the business model and cash flow characteristics, the Center classifies its investments in debt securities 

into AC (amortized cost) , FVTOCI or FVTPL categories. If debt securities are held to collect contractual cash 

flows and those cash flows represent SPPI (Solely Payments of Principal and Interest) , and if they are not 

voluntarily designated in FVTPL to significantly reduce the inconsistency of the accounting environment, such 

investments are classified in AC. Debt securities are classified in FVTOCI if they are held for the purpose of 

collecting and selling contractual cash flows, and these cash flows represent SPPI, and if they are not designated 

in FVTPL. Interest income on these assets is calculated using the effective interest method and recognized in 

profit or loss. A provision for probable impairment is recognized in profit or loss for the year using the expected 

credit loss model. All other changes in carrying amount are recognized in OCI. When debt securities are 

derecognised, the cumulative gain or loss previously recognized in OCI is removed from OCI and classified in 

profit or loss accounts. 

Investments in debt securities are classified in FVTPL if they do not meet the criteria for AD or FVTOCI. If the 

application of this option significantly reduces the accounting inconsistency between financial assets and 

financial liabilities recognized or measured on different accounting bases, the Company can definitively 

designate investments in debt securities in FVTPL at the time of initial recognition. 

VAT deposit account 

The VAT deposit account system is a system which is introduced by the Ministry of Taxes of the Republic of 

Azerbaijan for the prevention of VAT fraud. From January 1, 2008 on the basis amendments to the Tax Code, 

the amount of VAT refund is considered the tax amount which is paid, according to the submitted VAT invoices 

to the taxpayer’s VAT deposit account in the framework of transactions carried out in this account.  

By the support of this module the taxpayer pays the amount of VAT indicated on the VAT invoices to the VAT 

deposit account of another taxpayer. At the same time tax obligations to the State Budget regarding all kinds of 
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taxes and VAT amounts on the import transactions which is necessary to be paid to the Customs Committee, 

can be paid by taxpayers through the VAT deposit account. 

Information about paid amounts is transferred by the Ministry of Taxes to the Main State Treasury and then to 

the Central Bank of the Republic of Azerbaijan (“CBAR”). The CBAR on the basis of information submitted 

by the Main State Treasury ensures the transformation of amounts to the relevant local treasury authorities. The 

Ministry of Taxes ensures inclusion of amounts which is noted in the submitted information to the taxpayer’s 

personal files. As the current system is connected with the Automated Tax Information System of the Ministry 

of Taxes it is fully automated. At the same time online exchange of information was organized with the Main 

State Treasury and CBAR. 

Implementation of the VAT deposit account makes it possible to timely control payments and refunded VAT 

amounts. Taxpayers who have tax debts can only transfer these amounts to the state budget. Taxpayers can 

make payments to the state budget without visiting banks, to the sub-accounts of other taxpayers and to the 

Customs Committee through the deposit account. The Ministry of Taxes automatically controls all transactions 

carried out through the deposit account using special software.  

Use of cash in the VAT deposit account is restricted and can be used only for transactions connected with VAT 

and other applicable taxes. 

Inventory 

Inventory are reflected at the lowest price of two indicators: 

➢ Cost of good 

➢ Net realisible value     

The cost of inventories is estimated at the cost of the first acquisition (FIFO method). The cost of the finished 

product and the finished product includes raw material costs, labor costs of production workers, other direct 

costs, and the relevant portion of the administrative costs. Net realisible value is the amount of difference 

between the sales price and the sales difference estimated for ordinary business activities. The cost of inventories 

includes losses from profits and losses relating to the acquisition of these raw material and material resources 

and the related cash flow hedges. 

Receivables from buyers and customers 

Settlements with buyers and customers are initially recognized at fair value. Subsequently, the impairment loss 

is subsequently measured at amortized cost. The impairment loss for receivables accout is created when there 

is an objective evidence of inability to collect all receivables arising from financing by the enterprise, or it is 

impossible all receivables to be paid. The amount of the reserve is the difference between the carrying amount 

of the asset and the present value of the cash flows, assuming that the effective interest rate is taken into account. 

Creation or change of reserves is reflected in the statement of profit or loss.  

Assessment of lease liabilities and rights of use assets 

 The application of IFRS 16 requires considerations regarding the rights to use assets and lease liabilities. the 

entity considers all factors and circumstances that create an economic incentive to exercise renewal options (or 

not to exercise termination options), while determining the lease period. Assessing whether a contract contains 

lease elements also requires judgment. To calculate lease liabilities, it is necessary to make estimates to 

determine the appropriate discount rate used. 
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Estimated provisions 

Provisions are recognized when the Center has a current obligation (legal or constructive) as a result of a past 

event, it is probable that an outflow of resources will be required to settle the obligation, and the amount of the 

obligation can be reliably estimated. 

The amount recognized as a provision is the best estimate of the compensation required to settle the current 

obligation as of the reporting date, taking into account the risks and uncertainties surrounding the obligation. 
When a provision is measured using the expected cash flows to settle the current obligation, its carrying amount 

is the discounted value of those cash flows (when the effect of the time value of money is significant). 

The receivable is recognized as an asset, when it is expected that third parties will recover partially or in whole 

the economic benefits required for paying liabilities, in fact, it is certain that compensation will be received and 

amount of the receivable can be reliably measured. 

APPLICATION OF NEW OR REVISED STANDARDS AND RELATED INTERPRETATIONS. 

 
In the current year, the Center has adopted all new and revised standards and related interpretations issued by 

the International Accounting Standards Board (IASB) and the IFRS Interpretations Committee (IFRIC) that are 

applicable to its activities and relevant to the reporting period ending on December 31, 2023. 

Property, Plant and Equipment: Amendments to IAS 16 regarding Proceeds before Intended Use. In May 

2020, the IASB issued an amendment to IAS 16 "Property, Plant, and Equipment – Proceeds before Intended 

Use," prohibiting the deduction of proceeds from the sale of items produced while bringing the asset to the 

condition and location necessary for its intended use from the cost of property, plant, and equipment. Instead, 

the entity recognizes the proceeds from the sale of such assets and the costs of producing these assets in the 

profit and loss statement. 

IAS 1 "First-time Adoption of International Financial Reporting Standards" – as a subsidiary applying 

initially. As part of the 2018-2020 annual improvements, the IASB made changes to IAS 1 "First-time Adoption 

of International Financial Reporting Standards." The amendment allows a subsidiary to apply paragraph D16(a) 

of IAS 1 to measure differences arising from cumulative translations using amounts reported by the parent, 

based on the parent’s transition date to IFRS. This amendment also applies to a subsidiary or joint venture that 

chooses to apply paragraph D16(a) of IAS 1. 

IAS 9 "Financial Instruments" includes a test for derecognition of financial liabilities based on a "10 

percent" threshold for the participation fee. As part of the 2018-2020 annual improvements to the IFRS 

standards, the IASB amended IAS 9. The amendment clarifies added fees while assessing whether the terms of 

a new or modified financial liability are substantially different from the terms of the original financial liability. 

These fees include payments made or received between the borrower and the lender, including fees paid or 

received on behalf of the borrower or lender to a third party. The amendment applies to financial liabilities that 

are modified or exchanged during the annual reporting period in which the entity first applies the amendment 

or after that period. 

Unless stated otherwise, it is not expected that the new standards will have a material impact on the Center's 

financial statements. 

4. SIGNIFICANT ACCOUNTING ESTIMATES AND ASSUMPTIONS 

 

The preparation of the Center's financial statements requires management to provide estimates and assumptions 

on the reported amounts of income and expenses during the period ended, which may affect the amounts of 

assets and liabilities presented at the reporting date.  
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Consequently, as a result of the uncertainty of business activities, it is not possible to accurately assess many 

items in financial statements, and only certain assumptions can be made. Estimates involve judgments based on 

the most recent information available when preparing financial statements. Current status and assumptions about 

future events may change due to market changes or circumstances beyond the Center's control. Such changes 

are reflected in estimates made by the Center when they occur.  

The most significant assessments include fair value of financial instruments, useful lives of property, equipment, 

intangible assets and investment property, impairment of property, equipment, intangible assets and investment 

property, revenue recognition, provision for probable loan losses on financial assets, lease liability and bank 

accounts are concerned. Actual results may differ from those estimates.  

In the process of applying the Center's accounting policy, management makes the following judgments, except 

for the included estimates, which have the most significant effect on the amounts recognized in the financial 

statements. 

Revaluation of fixed assets 

At each reporting date, in order to reflect the fair value of National Depository Center of the Republic of 

Azerbaijan's fixed assets in the balance sheet, Management makes professional judgments to determine whether 

an independent valuation report is required to obtain a basis for revaluation of fixed assets. In the opinion of the 

Center's management, fixed assets have not been revalued as of December 31, 2022, as their fair value has not 

changed significantly. 

Tax legislation 

The tax, social insurance, currency and customs legislation of the Republic of Azerbaijan are subject to various 

interpretations. 

Fair value measurement of financial instruments 

The Center’s several accounting policies and disclosures require the measurement of fair values, for both 

financial and non-financial assets and liabilities. 

The Center has an established control framework with respect to the measurement of fair values. 

When measuring the fair value of an asset or a liability, the Center uses market observable data as far as possible. 

Fair values are categorised into different levels in a fair value hierarchy based on the inputs used in the valuation 

techniques as follows: 

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

• Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or liability, 

either directly (i.e. as prices) or indirectly (i.e. derived from prices); 

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

 

For assets and liabilities that are recognized in the financial statements on a recurring basis, the Center 

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. 

 

Useful lives of property, plant and equipment, intangible assets and investment property  

 

The Center assesses the remaining useful lives of items of property, equipment, intangible assets and investment 

property at least at each financial year-end. If expectations differ from previous estimates, the changes are 

accounted for as a change in an accounting estimate in accordance with IAS 8 “Accounting Policies, Changes 
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in Accounting Estimates and Errors”. These estimates may have a material impact on the amount of the carrying 

values of property and equipment and on depreciation recognized in profit or loss. 

 

Impairment of property, equipment, intangible assets and investment property 

 

The Center assesses at each reporting date whether there is any indication that an asset may be impaired. If there 

is a sign of such impairment, the Center makes an estimate of the asset’s recoverable amount. An asset’s 

recoverable amount is higher of an asset’s or cash-generating unit’s fair value less costs to sell and its value in 

use and is determined for an individual asset, unless the asset does not generate cash inflows that are largely 

independent of those from other assets or group of assets.  

 

Where the carrying amount of an asset exceeds its recoverable amount, the asset is considered impaired and is 

written down to its recoverable amount. The determination of impairments of property and equipment involves 

the use of estimates that include, but are not limited to, the cause, timing and amount of the impairment. 

 

Impairment is based on a large number of factors, such as changes in current competitive conditions, 

expectations of growth in the industry, increased cost of capital, changes in the future availability of financing, 

technological obsolescence, discontinuance of service, current replacement costs and other changes in 

circumstances which indicate that impairment exists. The determination of the recoverable amount of a cash-

generating unit involves the use of estimates by management. Methods used to determine the value in use 

include discounted cash flow-based methods, which require the Center to make an estimate of the expected 

future cash flows from the cash-generating unit and also to choose a suitable discount rate in order to calculate 

the present value of those cash flows. These estimates, including the methodologies used, may have a material 

impact on the fair value and ultimately the amount of any impairment on property, equipment, intangible assets 

and investment property. 

 

Provision for expected credit losses on financial assets 

 

The Center uses a provision matrix to calculate expected credit losses on financial assets. The provision rates 

are based on days past due for groupings of various customer segments that have similar loss patterns (i.e., by 

geography, product type, customer type and rating, and coverage by letters of credit and other forms of credit 

insurance). The provision matrix is initially based on the Center’s historical observed default rates. The Center 

will calibrate the matrix to adjust the historical credit loss experience with forward-looking information. For 

instance, if forecast economic conditions (i.e., gross domestic product) are expected to deteriorate over the next 

year which can lead to an increased number of defaults in the manufacturing sector, the historical default rates 

are adjusted. At every reporting date, the historical observed default rates are updated and changes in the 

forward-looking estimates are analysed. Where applicable, the Center relies on default rates derived from 

external rates of counterparties. The assessment of the correlation between historical observed default rates, 

forecast economic conditions and expected credit losses is a significant estimate. The amount of expected credit 

losses is sensitive to changes in circumstances and of forecast economic conditions. The Center’s historical 

credit loss experience and forecast of economic conditions may also not be representative of customer’s actual 

default in the future. 

 

IFRS 16 “Leases” 

IFRS 16 “Leases” replaces IAS 17 “Leases” along with three Interpretations (IFRIC 4 “Determining whether 

an Arrangement contains a Lease”, SIC 15 “Operating Leases-Incentives” and SIC 27 “Evaluating the Substance 

of Transactions Involving the Legal Form of a Lease”). The new Standard has been applied using, with the 

cumulative effect of adopting IFRS 16 being recognized in equity as an adjustment to the opening balance of 

retained earnings for the current period. Prior periods have not been restated. 

 

For contracts in place at the date of initial application, the Center has elected to apply the definition of a lease 

from IAS 17 and IFRIC 4 and has not applied IFRS 16 to arrangements that were previously not identified as 

lease under IAS 17 and IFRIC 4. 
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The Center has elected not to include initial direct costs in the measurement of the right-of-use asset for 

operating leases in existence at the date of initial application of IFRS 16, being January 1, 2022. At this date, 

the Center has also elected to measure the right-of-use assets at an amount equal to the lease liability adjusted 

for any prepaid or accrued lease payments that existed at the date of transition. 

 

Instead of performing an impairment review on the right-of-use assets at the date of initial application, the 

Center has relied on its historic assessment as to whether leases were onerous immediately before the date of 

initial application of IFRS 16. 

 

On transition, for leases previously accounted for as operating leases with a remaining lease term of less than 

12 months and for leases of low-value assets the Center has applied the optional exemptions to not recognize 

right-of-use assets but to account for the lease expense on a straight-line basis over the remaining lease term. 

 

For those leases previously classified as finance leases, the right-of-use asset and lease liability are measured at 

the date of initial application at the same amounts as under IAS 17 immediately before the date of initial 

application. 

 

The Center has benefited from the use of hindsight for determining lease term when considering options to 

extend and terminate leases. 

 

The management of the Center utilized certain judgement in determination of lease terms, based on past history. 

5. SEGMENT INFORMATION 
 

Starting date segment - economic segments  

For accurate management, the Center is divided into business parts according to the products and services it 

produces and has 2 economic segments: 

Sale of depository and clearing services. 

 

Geographical information 

The Center operates mainly in the territory of the Republic of Azerbaijan.  
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6. REVENUE  

 

(a) Operating profit 

 

 2023  2022 

Registrar and depository services  2,451,788    1,893,875  

Trustee services  1,397,282    1,452,857  

Registration of securities transactions  697,733    811,367  

Physical storage services  72,792    37,336  

Corporate services  69,511    50,149  

Other services provided to investors  30,933    32,769  

Membership fee for investment companies  30,318    31,580  

Opening of depository accounts  8,800    9,698  

Others  -      1,751  

Total operating profit  4,759,157    4,321,382  

 

 

(b) Other income 

 2023  2022 

Income from IT services 196,218  549,411 

Total other income 196,218   549,411  

 

 

(c) Net financial income / (expenses) 

 2023  2022 

Financial income    

Interest income on securities 211,806  37,914 

Services related to AZIPS operations 44,286  32,532 

Interest income on deposits 15,927  53,960 

Exchange rate income 2,845  - 

 274,864  124,406 

Financial expenses    

Interest on financial leases 137,017  135,509 

Expense from exchange rate differences 8,897  248 

 145,914  135,757 

Net financial income / (expenses) 128,950  (11,351) 
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7. EXPENSES 

 

(a) Other administrative expenses 

 

 2023  2022 

Rental expenses 108,542  15,696 

Bank commissions 57,280  62,742 

Communication expenses 40,368  31,320 

Material expenses 30,145  28,176 

Repair and maintenance expenses 22,523  18,350 

Membership fees 15,323  13,774 

Utilities expenses 12,993  14,903 

Travel expenses 11,820  17,856 

Property tax 10,049  12,561 

Security services 9,437  - 

Operational expenses 568  - 

Land tax 309  309 

Other expenses 177,043  73,929 

Total other administrative expenses 496,400  289,616 

 
(b) Other expenses 

 

 2023  2022 

 Loss on the diposal of intangible assets 1,494,700  - 

Loss on the disposal of fixed assets 53,775  - 

Total other expenses 1,548,475  - 
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8. RIGHT-OF-USE ASSETS  

 
 Building 

Initial cost  

January 1, 2022 - 

December 31, 2022 - 

Transfers 1,777,827 

December 31, 2023 1,777,827 

  

Accumulated depreciation  

1 January 1, 2022 - 

Charge for the year - 

December 31, 2022 - 

Transfers (481,791) 

Charge for the year (229,340) 

December 31, 2023 (711,131) 

Net book value  

December 31, 2022 - 

December 31, 2023 1,066,696 

 
The center has leased administrative office. The remaining term of the lease is approximately 6 years (2022: 7 

years). 

Assets with a net carrying amount of 1,296,036 AZN, which are right-of-use assets, have been transferred from 

the Property, Plant, and Equipment account.  
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9. PROPERTY, PLANT AND EQUIPMENT 

    
Buildings and 

installations 

Machinery and 

equipment 
Vehicles Furnitures Total 

Initial cost      

Balance at 1 January 2022  1,814,915   1,193,284   289,189   85,283   3,382,671  

Additions  -     49,417   12,477   5,553   67,447  

Disposals  -     (104,183)  -     (3,039)  (107,222) 

Balance at 31 December 2022  1,814,915   1,138,518   301,666   87,797   3,342,896  

      

Balance at 1 January 2023 1,814,915 1,138,518 301,666 87,797 3,342,896 

Additions  -     39,451   -     1,820   41,271  

Adjustments  -     -     -     103,723   103,723  

Disposals  -     (155,631)  -     -     (155,631) 

Transfers  (1,777,827)  -     -     -     (1,777,827) 

Balance at 31 December 2023  37,088   1,022,338   301,666   193,340   1,554,432  

      

Depreciation      

Balance at 1 January 2022  (357,041)  (664,073)  (261,506)  (29,381)  (1,312,001) 

Depreciation for the year  (145,252)  (102,489)  (42,590)  (12,819)  (303,150) 

Elimination on disposals  -     104,183   -     3,039   107,222  

Balance at 31 December 2022  (502,293)  (662,379)  (304,096)  (39,161)  (1,507,929) 

      

Balance at 1 January 2023 (502,293) (662,379) (304,096) (39,161) (1,507,929) 

Depreciation for the year  (16,586)  (8,365)  -     (1,500)  (26,451) 

Adjustments  -     -     -     (103,723)  (103,723) 

Elimination on disposals  -     99,426   2,430   -     101,856  

Transfers  481,791   -     -     -     481,791  

Balance at 31 December 2023  (37,088)  (571,318)  (301,666)  (144,384)  (1,054,456) 

      

Carrying amounts      

Balance at 31 December 2022  1,312,622   476,139   (2,430)  48,636   1,834,967  

Balance at 31 December 2023  -     451,020   -     48,956   499,976  

The net book value of the buildings and installations category includes assets providing the right to use an administrative office under a lease agreement amounting to 1,296,036 

AZN.
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10. INTANGIBLE ASSETS 

 Software 

products 
 Licence  Total 

Initial cost      

January 1, 2022 3,492,024  11,914  3,503,938 

Additions 82,460  25,624  108,084 

Disposals -  -  - 

December 31, 2022 3,574,484  37,538  3,612,022 

Additions 1,558,338  37,992  1,596,330 

Disposals (2,956,297)  (25,624)  (2,981,921) 

December 31, 2023 2,176,525  49,906  2,226,431 

Accumulated amortization      

January 1, 2022 (1,463,256)  (345)  (1,463,601) 

Charges for the year (225,462)  (3,737)  (229,199) 

Elimination on disposals -  -  - 

December 31, 2022 (1,688,718)  (4,082)  (1,692,800) 

Charges for the year (33,644)  (21,956)  (55,600) 

Elimination on disposals 1,413,604  3,090  1,416,694 

December 31, 2023 (308,758)  (22,948)  (331,706) 

Net book value      

December 31, 2022 1,885,766  33,456  1,919,222 

December 31, 2023 1,867,767  26,958  1,894,725 

 
 
As of December 31, 2023, intangible assets with a net carrying amount of 1,565,227 AZN have been removed 

from the Center’s balance sheet due to the expiration of their useful lives. 

 

 
11. INVESTMENT PROPERTY 

 Buildings and 

installations 

Initial cost  

January 1, 2022 1,089,953 

December 31, 2022 1,089,953 

Revaluation adjustment 130,476 

December 31, 2023 1,220,429 

Accumulated depreciation  

January 1, 2022 (768,589) 

Charge for the year (22,495) 

December 31, 2022 (791,084) 

Charge for the year - 
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  December 31, 2023 (791,084) 

  Net book value  

  December 31, 2022 298,869 

  December 31, 2023 429,345 

 
12. DEFERRED TAX 

 

The Center is exempt from corporate income tax under Article 106.1.5 of the Tax Code of the Republic of 

Azerbaijan. 

  December 31, 

2023 
 

December 31, 

2022 

Deductible temporary differences    

Property and equipment -  559,298 

Investment property -  53,597 

Lease liabilities -  366,587 

Other current liabilities -  429,430 

Total deductible temporary differences -  1,408,912 

Taxable temporary differences:    

Other current assets   -  (840,156) 

Intangible assets -  (69,939) 

Total taxable temporary differences: -  (910,095) 

Net deductible temporary differences -  498,817 

Net deferred tax asset at the statutory tax rates (20%)  -  99,763 

Net deferred income tax asset -  99,763 

 

 

13. FINANCIAL ASSETS HELD-TO-MATURITY DATE 

 

Investment securities consist of the following: 

 December 31, 2023  December 31, 2022 

Debt securities valued at amortized cost 3,727,151  514,625 

Total financial assets held to maturity date 3,727,151  514,625 

 

As of December 31, 2023, and 2022, the accrued interest income on debt securities amounted to 211,806 AZN 

and 37,914 AZN, respectively. 

As of December 31, 2023, and December 31, 2022, the credit quality of balances related to debt securities can 

be summarized based on "Fitch" ratings as follows: 

 December 31, 2023  December 31, 2022 

Corporate bonds    

BB+ rating 3,727,151  514,625 

Total debt securities valued at amortized cost 3,727,151  514,625 

 

As of December 31, 2023, and 2022, all investment securities balances have been recorded in Stage 1. 
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14. CASH AND CASH EQUIVALENTS 

 
 December 31, 2023  December 31, 2022 

Cash in bank accounts 699,005  1,770,070 

Total cash and cash equivalents 699,005  1,770,070 

    

Bank deposits, non-current -  - 

Bank deposits, current 107  722,573 

Total cash and bank accounts 699,112  2,492,643 

 

From cash in bank accounts: 
   

• Bank accounts in national currency 613,585  1,709,991 

• Bank accounts in foreign currency 85,420  60,079 

Total cash in bank accounts 699,005 -  1,770,070 

 

Since the use of accounts owned by specific customers is limited, they have not been included in the statement 

of cash flows. 

As of December 31, 2023, and 2022, management does not recognize any provisions for expected credit losses 

on cash and bank balances in accordance with IFRS 9, as it would not have a significant impact on these financial 

statements. The exposure of the center to foreign currency risk, including sensitivity analysis of financial assets 

and liabilities, is disclosed in Note 20. 

 

15. OTHER CURRENT ASSETS 

 
 December 31, 2023  December 31, 2022 

Short-term receivables from buyers and customers 404,905   236,705  

Overpayments related to tax debts 142,880   66,018  

VAT deposit account 29,399   89,611  

Short-term prepayments, in local currency 298   1,348,785  

Recoverable VAT 148   -    

Short-term prepayments, in foreign currency -   260,348  

Total other current assets 577,630    2,001,467  

 
 
16. CHARTER CAPITAL AND OTHER RESERVES 

 
(a) Charter capital 

 

The Center’s registered charter capital as at 31 December 2023 was 2,700,000 AZN (2022: 2,700,000 AZN). 

 

(b) Capital management 

The Center has no formal policy for capital management but management seeks to maintain a sufficient 

capital base for meeting the Center’s operational and strategic needs, and to maintain confidence of market 
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participants. This is achieved with efficient cash management, constant monitoring of Center’s revenues and 

profit, and long-term investment plans mainly financed by the Center’s operating cash flows. With these 

measures the Center aims for steady growth of profits. 

 
17. LEASE LIABILITY 

On August 6, 2019, the Center entered into a lease agreement regarding the lease of the administrative office. 

Although the accrual of the lease obligation under the contract must be made from January 2020, the obligations 

under the contract are effective from the date of signing the contract. 
 

 December 31, 

2023 
 

December 31, 

2022 

Lease liability:    

Current 152,101  134,495 

Non-current 1,045,628  1,195,384 

Total lease liability 1,197,729  1,329,879 

 

 
 

Up to 1 year 
1 year to  

3 year  
Over 5 years Total 

Minimal lease payments:     

Lease payments  -   1,357,560   271,512   1,629,072  

Financial expenses  -   (416,132)  (15,211)  (433,688) 

Total net value at December 31, 2023  -     941,428   256,301   1,197,729  

 

 
 

Up to 1 year 
1 year to  

3 year  
Over 5 years Total 

Minimal lease payments:     

Lease payments  -   1,357,560   543,024   1,900,584  

Financial expenses  -   (514,168)  (56,537)  (570,705) 

Total net value at December 31, 2023  -     843,392   486,487   1,329,879  

 

 

 

18. OTHER CURRENT LIABILITIES 

 
December 31, 2023  December 31, 2022 

Deferred revenue 1,217,455  1,074,471 

Contract liabilities 23,641  196,218 

Other liabilities 78,058  - 

Total other current liabilities 1,319,154  1,270,689 

 
 
19. TRANSACTIONS AND BALANCES WITH RELATED PARTIES 

 
Related parties are defined in IAS 24 “Related Party Disclosures”. Parties are generally considered to be related 

if one party has the ability to control the other party, is under common control, or can exercise significant 

influence or joint control over the other party in making financial and operational decisions. In considering each 

possible related party relationship, attention is directed to the substance of the relationship, not merely the legal 

form. The Center’s immediate parent and ultimate controlling party is the Government of Azerbaijan. 
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The Center applied exemption from certain disclosure requirements in relation to related party transactions and 

outstanding balances, including commitments, available under IAS 24 Related Party Disclosures, for the 

Government-related entities. However, the Center identified related party transactions and balances and 

disclosed them as follows:  

 December 31, 2023  December 31, 2022 

 Transactions with 

related parties 

According to 

financial 

statement 

 
Transactions with 

related parties 

According to 

financial 

statement 

Operating revenue 1,171,020 4,759,157  980,523 4,321,382 

- Central Bank of AR 3,323 -  8,306 - 

- Government agencies 1,167,697 -  972,217 - 

Financial revenue 33,388 274,864  238 91,874 

- Central Bank of AR 11,200 -  - - 

- Government agencies 22,188 -  238 - 

Other administrative expense 225,000 947,803  117,161 289,616 

- Central Bank of AR 38,211 -  33,608 - 

- Government agencies 186,789 -  83,553 - 

Finance expense 8,230 145,914  316 135,757 

- Central Bank of AR 7,967 -  - - 

- Government agencies 263 -  316 - 

Payroll expense 463,451 2,594,345  446,028 2,496,815 

-Board of directors 463,451 -  446,028 - 

 
 December 31, 2023  December 31, 2022 

 Transactions with 

related parties 

According to 

financial 

statement 

 
Transactions with 

related parties 

According to 

financial 

statement 

Other current assets 10,934 577,630  77,598 2,080,470 

- Central Bank of AR 860 -  1,020 - 

- Government agencies 10,074 -  76,578 - 

Trade and other payables 3 1,994  - - 

- Government agencies 3 -  - - 

 

As at December 31, 2023 and 2022, the Center had cash at bank, bank deposits, other liability and current asset 

balances with Government-related entities. 

 

20. MANAGING OF FINANCE RISKS 

Risk Management 

In its operations, the enterprise is exposed to various risks and manages these through continuous 

identification, measurement, and monitoring processes, as well as other internal control measures. Risk 

management constitutes a significant part of the operations of enterprice. Every employee of the enterprise is 

responsible for managing risks within their respective duties. The enterprise is primarily exposed to 

operational and market risks. Business risks, such as changes in the environment, technology, and industry, 

are not included in the independent risk control process. The enterprise is managed through its strategic 

planning process. 

Risk management structure 

Although the Supervisory Board holds overall responsibility for the identification and oversight of risks, the 

management and monitoring of risks are handled by separate independent bodies. 



NATIONAL DEPOSITORY CENTER OF THE REPUBLIC OF AZERBAIJAN 
Financial Statements for the year ended December 31, 2023 

In Azerbaijani manats 

 

35 

 

Supervisory Board 

The Supervisory Board is responsible for approving the overall approach to risk management, as well as the 

risk strategies and principles. 

 

Board of Directors 

The Board of Directors is responsible for overseeing the overall risk management process. 

 

Risk management 

The Risk Management Department is responsible for the implementation and support of risk-related 

procedures to ensure an independent oversight process. 

 

Internal audit 

The internal audit function conducts an annual audit of the risk management processes within the Center, 

examining both the appropriateness of procedures and the Center’s compliance with them. The internal audit 

discusses the results of all assessments with management and reports the findings and recommendations to the 

Audit Committee. 

 

a) Operational risk 

 

Operational risk is the risk arising from system failures, employee errors, fraud, or external events. 

 

When the control system fails, operational risks can lead to damage to reputation, legal consequences, or 

financial losses. The enterprise cannot assume the elimination of all operational risks, but it can manage these 

risks through a control system and by monitoring potential risks and implementing appropriate measures. The 

control system includes the effective segregation of duties, access controls, approval and reconciliation 

procedures, staff training and evaluation processes, as well as the use of internal audits. 

b) Currency risk 

The Center has international economic relations and, therefore, is prone to currency risk from the change of 

foreign exchange rates (mainly the US dollar, Euro, British pound, Russian ruble, etc.). Future commercial 

transactions, recognized assets and liabilities, as well as foreign companies are at risk of a change in net 

exchange rates. 

c) Price risk 

 
The prices are formed based on the tariff schedule approved by the Center's upper management body. The tariff 

schedule is determined by considering the existing factors affecting the economy. 

 

d) Credit risk 

 

The Center is not exposed to significant credit risk. The Center has developed procedures to ensure that the 

customers who are credited with a credit history are able to pay. Transactions with derivative instruments and 

transactions with cash are only limited to credit risk-limiting procedures for financial institutions with high 

solvency. 

e) Liquidity risk  

 

Careful management of liquidity risk involves the maintenance of sufficient amounts of cash and securities in 

circulation, adequate financing through opened credit lines, and operational management in case of 

discrepancy. Liquidity risk is the risk that the Center may not be able to meet its payment obligations when 

they fall due in normal or extraordinary circumstances. 

Liquidity risk management also involves identifying liquid assets and setting minimum liquidity limits for 

currency assets during the investment period. 
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f) The risk of interest rate fluctuations on cash flows 

 

Since the Center does not have significant interest bearing assets, operating cash flows do not depend on the 

change in market interest rates. 

Derivative financial instruments and hedging transactions 

Derivative financial instruments are initially recognized at the carrying value of the related arrangements: the 

fair value is subsequently re-evaluated. Revenues and losses that are settled in this manner depend on the 

classification of financial instruments as a hedging instrument. 

Fair value hedge  

Changes in the fair value of derivatives classified as available-for-sale by the Center are reflected in the 

statement of profit or loss together with the change in the fair value of the hedged financial assets and liabilities 

that relate to hedging risk. 

Cash flow hedges 

An effective portion of the fair value change of derivatives classified as a hedging instrument by the Center is 

recognized in the equity (an ineffective portion of that change is reflected in the statement of profit or loss). 

Derivative instruments that do not apply to specific hedging transactions 

Some financial instruments do not relate to specific hedging accounting records. The change in the fair value of 

financial instruments that does not hedge transactions is included in the statement of profit or loss. 

Management of risk is fundamental to the Center’s business and is an essential element of its operations. The 

main risks inherent to the Center operations are those related to: 
 

• Credit risk; 

• Liquidity risk; 

• Market risk. 
 

The Center's risk management function is related to financial risks (credit risk, market risk, geographical risk, 

currency risk, liquidity risk and interest rate risk), operational and legal risks. The main purpose of the Financial 

Risk Management function is to identify risk limits and adhere to these limits. The objective of operational and 

legal risk management is to ensure compliance with the internal rules and procedures for reducing these risks. 

 

Liquidity risk  

Liquidity risk is defined as the risk when the maturity of financial assets and liabilities does not match. Liquidity 

risk is managed by the Finance Department of the Center. The liquidity management of the Center requires 

considering 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 balance sheet liquidity ratio. 

 

 

The liquidity risk of the Center’s financial assets and liabilities as at December 31, 2023 and 2022 is set out 

below: 
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 Up to 1 month 
1 month to  

3 months 

3 months to  

1 year 
Over 1 year 

December 31, 

2023 

FINANCIAL ASSETS      

Cash and bank accounts - 699,112 - - 699,112 

Receivables from customers 404,905 - - - 404,905 

Held-to-maturity date financial assets - - 631,245 3,095,906 3,727,151 

TOTAL FINANCIAL ASSETS 404,905 699,112 631,245 3,095,906 4,831,168 
      

FINANCIAL LIABILITIES      

Lease liability - - 152,101 1,045,628 1,197,729 

Trade payables 1,994 - - - 1,994 

TOTAL FINANCIAL LIABILITIES 1,994 - 152,101 1,045,628 1,199,723 
      

NET POSITION 402,911 699,112 479,144 2,050,278 3,631,445 

CUMULATIVE LIQUIDITY GAP 402,911 1,102,023 1,581,167 3,631,445  

      

 
 
 

 Up to 1 month 
  1 month to  

   3 months 

3 months to  

    1 year 
Over 1 year 

December 31, 

2022 

FINANCIAL ASSETS      

Cash and bank accounts 1,770,070 22,573 700,000 - 2,492,643 

Receivables from customers 236,705 - - - 236,705 

Held-to-maturity date financial assets - - - 514,625 514,625 

TOTAL FINANCIAL ASSETS 2,006,775 22,573 700,000 514,625 3,243,973 
      

FINANCIAL LIABILITIES      

Lease liability - - 134,495 1,195,384 1,329,879 

Trade payables - - - - - 

TOTAL FINANCIAL LIABILITIES - - 134,495 1,195,384 1,329,879 
      

NET POSITION 2,006,775 22,573 565,505 (680,759) 1,914,094 

CUMULATIVE LIQUIDITY GAP 2,006,775 2,029,348 2,594,853 1,914,094  

 

 December 31, 2023  December 31, 2022 
 Residual value Fair value  Residual value Fair value 

Cash and cash equivalents 699,112 699,112  2,492,643 2,492,643 

Receivables from customers 404,905 404,905  236,705 236,705 

Held-to-maturity date financial assets 3,727,151 3,727,151  514,625 514,625 

Lease liability 1,197,729 1,197,729  1,329,879 1,329,879 

Trade payables 1,994 1,994  - - 
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 Level 1 Level 2 Level 3 
Total Fair 

Value 

Total Residual 

Value 

Financial assets      

Cash and cash equivalents - 2,492,643 - 2,492,643 2,492,643 

Receivables from customers - - 236,705 236,705 236,705 

Held-to-maturity date financial assets - 514,625 - 514,625 514,625 

Total financial assets - 3,007,268 236,705 3,243,973 3,243,973 

Financial liabilities      

Lease liability - - 1,329,879 1,329,879 1,329,879 

Trade payables - - - - - 

Total financial liabilities - - 1,329,879 1,329,879 1,329,879 

 

 

 Level 1 Level 2 Level 3 
Total Fair 

Value 

Total Residual 

Value 

Financial assets      

Cash and cash equivalents - 699,112 - 699,112 699,112 

Receivables from customers - - 404,905 404,905 404,905 

Held-to-maturity date financial assets - 3,727,151 - 3,727,151 3,727,151 

Total financial assets  -    4,426,263 404,905 4,831,168 4,831,168 

Financial liabilities      

Lease liability - - 1,197,729 1,197,729 1,197,729 

Trade payables - - 1,994 1,994 1,994 

Total financial liabilities  -     -     1,199,723   1,199,723  1,199,723  

 

Market risk 

 

The Center is exposed to market risk due to open positions on interest, currency and equity instruments subject 

to general and specific changes in the market. In case of more significant changes in the market, excessive losses 

will be prevented. The market value of long-term borrowings with accepted standards may change with their 

carrying value.  

 

Any analysis excludes the effect of retirement and other post-retirement obligations, the carrying amount of the 

provisions and the market movements of non-financial assets and liabilities of foreign operations. 

 

The following ideas were made when calculating sensitivity analyzes: 

 

➢ Accounting balance sensitivity is only related to derivatives and available for sale instruments 

➢ The sensitivity of the statement of income is the effect of changes in interest rates recognized in interest 

income during the year, non-financial assets and liabilities and hedging instruments held before 31 

December 2023. 

➢ As at 31 December 2023, it is calculated based on the sensitivity of the capital, the reclassification of 

available for sale financial assets, the determination of any hedging combination and the exchange of cash 

flow hedges and changes in interest rates. The sensitivity of the capital is analyzed on a timely basis on an 

active and exchange basis. 
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 AZN USA dollar Euro Turkish lira 
December 

31, 2023 

FINANCIAL ASSETS      

Cash and bank accounts 613,692 78,495 6,356 569 699,112 

Receivables from customers 404,905 - - - 404,905 

Held-to-maturity date financial assets 3,724,805 2,346 - - 3,727,151 

TOTAL FINANCIAL ASSETS 4,743,402 80,841 6,356 569 4,831,168 
      

Lease liability 1,197,729 - - - 1,197,729 

Trade payables 1,994 - - - 1,994 

TOTAL FINANCIAL LIABILITIES 1,199,723 - - - 1,199,723 

NET POSITION 3,543,679 80,841 6,356 569 3,631,445 

 
 

 AZN USA dollar Euro Turkish lira 
December 

31, 2022 

FINANCIAL ASSETS      

Cash and bank accounts 2,432,564 56,753 3,111 215 2,492,643 

Receivables from customers 236,705 - - - 236,705 

Held-to-maturity date financial assets 512,361 - 2,264 - 514,625 

TOTAL FINANCIAL ASSETS 3,181,630 56,753 5,375 215 3,243,973 

      

Lease liability 1,329,879 - - - 1,329,879 

Trade payables - - - - - 

TOTAL FINANCIAL LIABILITIES 1,329,879 - - - 1,329,879 

NET POSITION 1,851,751 56,753 5,375 215 1,914,094 

 

Foreign exchange risk 

The Center is exposed to currency risk in the process of purchases denominated in currencies other than its 

operational currency, which is the Azerbaijani Manat (AZN). The currency in which these transactions are 

carried out is mainly the turkish lira ,the euro and the US dollar.  

In relation to other monetary assets and liabilities denominated in foreign currencies, the policy of the Center is 

to maintain an appropriate level of net exposure to risk by buying or selling foreign currencies when it is 

necessary to eliminate short-term imbalances. 

Currency risk sensitivity 

The following table details the Center’s sensitivity to a 10% increase and decrease in the AZN against the 

relevant foreign currencies. 10% is the sensitivity rate used when reporting foreign currency risk internally to 

key management personnel and represents management’s assessment of the possible change in foreign currency 

exchange rates. The sensitivity analysis includes only outstanding foreign currency denominated monetary 

items and adjusts their translation at the end of the period for a 10% change in foreign currency rates. The 

sensitivity analysis includes amount due to related parties. 

 

 As at December 31, 2023 As at December 31, 2023 As at December 31, 2023 

 

                                               

USD/AZN 

+10% 

USD/AZN 

-10% 

EUR/AZN 

+10% 

EUR/AZN 

-10% 

TRY/AZN 

+10% 

TRY/AZN 

-10% 

       

Net impact on profit before tax 

xalis 

 8,084   (8,084)  636   (636)  57   (57) 
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 As at December 31, 2022 As at December 31, 2022 As at December 31, 2022 

 

                                                        

USD/AZN 

+10% 

USD/AZN 

-10% 

EUR/AZN 

+10% 

EUR/AZN 

-10% 

TRY/AZN 

+10% 

TRY/AZN 

-10% 
       

Net impact on profit before tax 5,675 (5,675) 538 (538) 22 (22) 

       

 

Credit risk 

Credit risk is the risk that the Center will suffer financial loss if a customer or counterparty on a financial 

instrument fails to fulfill its obligations under the contract, and it mainly arises from the Center's receivables 

from customers, short-term loans granted to related parties, and cash and cash equivalents. 

Financial assets that are potentially discussed for the center's credit risk concentration consist of cash and 

receivables. The money deposits of the center are placed in reputable financial offices. 

 

Maximum exposure 

The Center’s maximum exposure to credit risk varies significantly and is dependent on both individual risks 

and general market economy risks. 

 

Geographical concentration 

The operating environment in 2023 has been a challenging year for the global economy. The ongoing conflict 

between Russia and Ukraine has significantly impacted supply chains, accelerated inflation, and increased fears 

of a potential recession. Despite these challenges, some economies, including Azerbaijan, have demonstrated 

resilience and even achieved positive growth. The Republic of Azerbaijan General Overview Enterprise carries 

out all of its operations within the Republic of Azerbaijan. The economy of the Republic of Azerbaijan is 

particularly sensitive to hydrocarbon prices. However, in recent years, the government of Azerbaijan has 

initiated significant economic and social reforms to accelerate the transition to a more balanced economy and 

reduce dependence on the hydrocarbon sector, which currently accounts for more than half of the country's 

GDP. Economic indicators show that Azerbaijan's GDP grew by 4.6% in 2022, driven by strong growth in both 

the oil and non-oil sectors. This increase is primarily due to a rise in foreign currency inflows influenced by 

global sales revenues from hydrocarbons. As a result of these factors, the increased money supply led to higher 

liquidity and record-high profits in the enterprise sector during 2023, while also significantly reducing default 

rates. In the second half of 2022 and much of 2023, a decrease in global hydrocarbon prices was observed, 

although prices saw a slight increase during the September-October period of 2023. The country's GDP grew 

by only 1.8% in 2023. High average hydrocarbon prices in 2022 and 2023 had provided additional stability to 

the local currency. In 2022, a year marked by high inflation, the refinancing rate was increased from 7.5% to 

8.25%. However, during 2023, inflation significantly decreased from 13.9% in the previous year to 8.8% by the 

end of 2023. As of December 31, 2023, the Central Bank of Azerbaijan reduced the refinancing rate to 8.00%. 

In contrast, in response to a significant increase in excess liquidity within the enterprise sector in 2023, the 

Central Bank of Azerbaijan tightened the reserve requirements. Throughout 2022 and 2023, the the Central 

Bank of Azerbaijan continued to maintain the stability of the Azerbaijani manat at a fixed rate of 1.7000 AZN 

per 1 USD. Throughout 2023, global rating agencies assessed Azerbaijan's credit rating at "Ba1." This rating 

reflects the effectiveness of economic policies, which have resulted in improved fiscal management and an 

increased ability to withstand future shocks, despite the post-pandemic period. Amid economic recovery and 

high hydrocarbon prices, cautious fiscal management has kept budgetary indicators high and has led to growth 

that is faster than anticipated. The enterprise considers its current liquidity position to be sufficient for ongoing 

operations. It monitors its liquidity position on a daily basis. 

Assets, liabilities, and credit obligations are typically classified according to the country in which the 

counterparty operates. Balances related to transactions with counterparties’ offshore companies located in the 

Republic of Azerbaijan are shown as balances with those counterparties in the "Republic of Azerbaijan" column. 




