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STATEMENT OF MANAGEMENT'S RESPONSIBILITIES FOR THE PREPARATION AND
APPROVAL OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2O2O

The following statement, which should be read in conjunction with the independent auditors'
responsibilities stated in the independent auditors' repoft set out (on page 1 of repoft) is made with a view
to distinguishing the respective responsibilities of the management and those of the independent auditors
in relation to the financialstatements of "Ferum Capital" CJSC (the "Company").

Management is responsible for the preparation of the financial statements that present fairly the financial
position of the Company as at December 31,2020 the result so fits operations, cash flows and changes in
equity for the year ended, in accordance with International Financial Reporting Standards ("IFRS"),

In preparing the financial statements, management is responsible for:

e Selecting suitable accounting principles and applying them consistently;
o Making judgments and estimates that are reasonable and prudent;
o Stating whether IFRS have been followed, subject to any material departures disclosed and

explained in the financial statements; and
o Preparing the financial statement so on going concern basis, unless it is inappropriate to presume that

the Company will continue in business for the foreseeable future.

Management is also responsible for:

. Designing, implementing and maintaining an effective and sound system of internal controls,
throughout the Company;

o Maintaining proper accounting records that disclose, with reasonable accuracy at any time, the
financial position of the Company, and which enable them to ensure that the financial statements of
the Company comply with IFRS;

r Maintaining statutory accounting records incompliance with legislation and accounting standards of
the countries where Company's entities operate;

o Taking such steps as are reasonably available to them to safeguard the assets of the Company and;
o Detecting and preventing fraud, errors and other irregularities,

The financial statements for the year ended December 31,2020 were authorized for issue on April 01,
2021 by the Management of the Company,

On behalf of the Management:

t 1
Mr. Tural Agq
Director JointStrch C
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INDEPENDENT AUDITOR' S REPORT

To the Management and the Board of Trustees of "Ferum Capital" CJSC

Opinion

We have audited the financial statements of "Femum Capital" CJSC (the "Company"), which comprise the

statement of financial position atyear ended December 31,2020 and the statement of profit or loss and other

comprehensive income, statement of changes in equity and statement of cash flows for the year then ended, and

a summary of significant accounting policies and other explanatory notes in accordance with International
Financial Reporting Standards (IFRSs).

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Companyatyearended December 31,2020 and its financial performance and its cash flows

for the year then ended in accordance with International Financial Reporting Standards (IFRSs).

Basisfor Opinion

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

under those standards are fuilher described in the Auditors' Responsibilities for the audit of the Financial

Statements section of our report. We are independent of the Company 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 these requirements and the IESBA Code. We

believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion,

Other Mutter

The financial statements of the Company for the year ended December 31,2019, were audited by another

auditor who expressed unmodified opinion on those statements on May 31,2020.

Responsibilities of Management Board and the Board of Trustees for the Financial Stutements

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

accordance with IFRS, and for such internal control as Management Board 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 Board is responsible for assessing the Company's ability

to continue as a going concern, disclosing, as applicable, matters related to going concem and using the

going concern basis of accounting unless management either intends to liquidate the Company or to cease

operations, or have no realistic alternative but to do so.

The Management Board and Board of Trustees is responsible for overseeing the Company's financial

reporting process.

accountlngand consLrltlngfiflrl which practices in itsown right, The RSM network is not itself a sepaGte le8,al entlty in anyjurisdiction.
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Auditors' 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. Roasonablo assurango is a high level ofassurange, but is not a guarantee that an audit conduoted in

accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise

from fraud or effor and are considered material il 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

soepticism throughout the audit. We also:

o Identiff 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 eror, as fraud may involve collusion,

forgery, intentional omissions, misrepresentations, or the override of internal control.

o 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 Company's internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting

estimates and related disclosures made by management.

o Conclude on the appropriateness of Management Board'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 Company's ability to continue as a going conoern. If we

conclude that a mateiial 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 modiS our opinion.

Our conclusions are based on the audit evidence obtained up to the date of our auditors' report. However,

future events or conditions may cause the Company to cease to continue as a going concem.

o 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.

We oommunicate with the members of the Management Board regarding, among other matters, the planned

scope and timing of the audit and significant audit findings, including any significant deficiencies in internal

control that we identiff during our audit.

April1,2021

Baku, Azerbaijan Republic

R-sM AzeYha|frw



(FERRUM CAPITAL' CJSC
AS AT DECEMBER 31,2020
STATEMENT OF FINANCIAL POSITION
(Amounts presented are in Azerbaijani manots, unless otherwise stated)

December
December

31,2019
Note 31,2020 (restated*)

Assets
Cash and cash equivalents 6
Loans and advances to customers receivables on factoring operations 7

776,866
29,329,026
2,152,245
r,206,984

163,499
256,352

83.048

466,356
31,378,559

I,508,400
965,823

53,956_

Amounts due from related pafi
Deferred tax assets
Properties, equipment and intangible assets
Derivative financial assets

l7
t6
8

18
Other assets 9
Total assets 33,968,019 34,373,094

Liabilities
Term borrowings
Debt securities in issue
Shareholder bonds

10 23,305,618 21.517,369
I I 2,515,608
I I 1,008,973

Current profit tax liabiliw - 606,757
Other liabilities 12 49.983 2.120
Total liabilities 26,855,600 22,126,246

Equity
Share capital
Other capital

l3 2,000 1,000
16 5,563,454 11,995,412

Retained earnines 1"546.965 250.436
Total equity 7,1L2,4L9 L2,246,848
Total liabilities and equitv 33,968,019 34,373,094

*Certain amounts shown here are inconsistent with 2019 financial statements and reflect adjustments see note 25.

Approved for issue and signed on behalf of the Management on April 1,2021 .1,2021 .

Ater[6y63n eg

Mr. Tural Agayey

The notes set out on pages 5 to 41 form an integral part ofthese financial statements.

1
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(FERRUM CAPITAL" CJSC
FOR THE YEAR ENDED DECEMBER 3I,2O2O
STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

Year ended
December

Year ended
December

31,2019
Note 31,2020 (restated*)

Interest income 5,937,398
Interest expense 14 (2,228,282)

14 3,317,817
( 1,3 50,13 6)

Net margin on interest income 317091116 l,967,6gl

Credit loss allowance (119,326\ ( 1,095,928)
Net margin on interest income after credit loss
allowance impairment 3,5gg,7go 871,753

Other income
Administrative and other operating expenses
Loss/(gain) on foreign exchange translation

l5
151,787

(2,132,211)
(28,426)

22,886
(881,325)

205
Profit before income tax 1,580,940 13,519

Income tax (expense)iincome 19 (284,4t1)
Net profit for the year Lr296r529

13 I ,085
144,604

Total comprehensive income for the year 11296.529 144,604

*Certain amounts shown here are inconsistent with 2019 financial statements and reflect adjustments see note 25,

Approved for issue and signed on f of the Management on April 1,2021.ffi
Mr. Tural Agayev
Director

:, vrs. Leyla
Chief Accc

The notes set out on pages 5 to 4l form an integral part ofthese flnancial statements.

2



(FERRUMCAPITAL" CJSC
FORTHE YEAR ENDED DECEMBER 3I,2O2O
STATEMENT OF CIIANGES IN EQUITY
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

Share
capital

Other Retained
capital earnings

Total
equitv

January 1,2018 1,000 1,000

Net profit for the year 105,832 105,832

December 31,2018 1,000 105,832 106,832

Increase in other capital, net
(restatedx)
Net profit for the year (restated*)

11,995,412 - 11,995,412
144,604 144,604

December 31, 2019 (restated*) 1,000 11,995,412 250,436 12,246,848

Decrease in other capital, net
(restated*)
Net profit for the year
Increase in share capital

- (6,431,958) - (6,431,958)

1,00; -- l '296'529- ','"1"232
December 31,2020 2,000 5,563,454 1,546,965 7,112,419

Approved for issue and signed on behalf of the Management on April I , 2021 .

*Certain amounts shown here are inconsistent with 2019 financial statements and reflect adjustments see note 25.

)tlratCan Rc ,

f r {num
t(,trltlL

-

The notes set out on pages 5 to 41 fom an integral part ofthese financial statements.

J

Mr. Tural
Director



"FERRUMCAPITAL" CJSC
FOR THE YEAR ENDED DECEMBER 3I,2O2O
STATEMENT OF CASH FLOWS
(Amounts presented are in

Year ended
December

Year ended
December

3l,2ol9
3t,2020 (resta!q!l)

Cash flows from operating activities
Profit before income tax
Adjustmentfor:
Interest income
Interest expense
Credit loss allowance
Depreciation and amorlization expense

1,580,191

(5,937,398)
2,228,282

119,326
24,233

13,519

(3,317,817)
1,350,136
1,095,928

6,151

Loss/(eain) on foreign exchange translation 28,426 (205)

Net cash used in operating activities before changes in
operating assets and liabilities (11956,191) (852,288)

Loans and advances to customers and receivables on
factoring operations
Other assets
Other liabilities

2,052,515
(4,080)
47,863

(1,211,297)
(2,135,223)

(1 8,739, I 85)
( 195,915)

(1,092,755)

(1,2g3328;
Income tax paid
Interest paid
Interest received 5,786,664 3,262,402

N"t.*th g"r,.*t".t f*"i(r 1.936,406 (20,419.469\

Cash flows from investing activities
Acquisition of ible assets 133.77 s 51,9

Amounts due from related party (643,845) (1,508,400)

Nct cash used in operating activities
before tax and interests

I

Cash flows from financing activities
Proceeds from term borrowings
Repayment of term borrowings
Issue of debt securities
Issue of shareholder bonds
lnorease in share capital
(Decrease/increase in other capital

33,568,112
(31,872,923)

2,5oo,oo0
1,ooo,00o

1,000
(6,431,958)

24,563,900
(14,965,709)_

9,392,118

Payment for derivative financial assets (256,352) -

Net cash senerated from/(used in ) financing activities (L,492,121) 18,990,310

Net increase/(decrease) in cash and cash equivalents 310,510 (t,48lJ4q

Cash and cash equivalents at the beginning of the year 4661356 19frW
Cash and cash ivalents at the end of the

xCertain amounts shown here are inconsistent with 2019 financial statements and reflect adjustments see note 25

Approved for issue and signed on behalf of the Management on Aptil 1,2021 .

A:erbeycan Rc:
S"

;Mr. Tural
Director

The notes set out on pages 5 to 4l form an integral part ofthese financial statements.

4
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"FERRUMCAPITAL" CJSC
FOR THE YEAR ENDED DECEMBER 3I,2O2O
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

1. Introduction

These financial statements have been prepared in accordance with International Financial Reporting
Standards for the year ended December 31,2020 for "Ferrum Capital" CJSC ("the Company"),

The Company was incorporated and is domiciled in the Republic of Azerbaijan. The Company is an closed
joint stock company and was set up in accordance with Azerbaijani regulations.

The shareholders and ultimate controlling parties of the Company are "AQA Group of Companies" CJSC

4,5oh,"Yesta Consulting" LLC 4,50/o,Mr. Demirchi Qafar Aydin 68Yo and Mr. Habib Zadeh Mohammad
Reza (23Yo).

Principal activity

The Company's principal business activity is factoring of receivables and lending operations within the

Republic of Azerbaij an.

The Company had I 14 employees as at December 31,2020 (as at December 3 1, 2019: 79 employees),

Registered address and place of business

The Company's registered address is: Khatai district, Khocali 37, A21025, Baku, the Republic of
Azerbaijan.

The Company's place of business is: The Demirchi Tower, 17tr' floor, Khocali 37, AZ 1025, Baku, the

Republic of Azerbaijan.

Presentation currency

These financial statements are presented in Azerbaijani Manats ("AZN"), unless otherwise stated.

2. Operating environment of the company

The Republic of Azerbaijan

As an oil exporting country the economy of Azerbaijan is heavily dependent on oil being the largest

contributor to the state budget both in volume and value terms, therefore the price of oil is of critical
importance for the economy and abrupt changes in the price of oil have wide ranging effects on the macro

economic factors of the economy like depreciation in currency, slower economic and industrial expansions

and instability of monetary ramifications.

The Company's operations are primarily located in Azerbaijan and consequently is exposed to the economic

and financial markets of Azerbaijan which display characteristics of an emerging market.

From the mid of June 2014 the oil prices fell instantaneously and this sharp decline resulted in decrease in

revenue of oil industry, reduction in fiscal revenues, reduction in production of oil and shutting of their
progressive operations.

Continuously low level of the global oil prices as well as the binary devaluation of the Azerbaiiani Manat
incurred in 2015 have recently increased the level of unceftainty in the business environment.

Since January 12,2017 Azerbaijan's central bank has dropped the 4h exchange rate corridor it imposed on

commercial banks in order to allow the currency to float freely and during 2018 the value of manat began to
stabilize.



(FERRUMCAPITAL" CJSC
FORTHE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented are in Azerbaijani mqnats, unless otherwise stated)

2. Operating environment of the company (continued)

During 2019, CBAR reviewed the interest corridor eight times. It reduced the discount rate from 9.75 to
7.5o/o,the upper limit of the interest corridor from 11.75%to 9.25Yo, and the lower limit from7.75%oto
5.7 5%. The assets of State Oil Fund of Azerbaijan (SOFAZ) exceeded $40 billion for the first time, which
prompted an increase in Azerbaijan's currency reserves to over $50 billion after a four-year pause.

In 2019, there was no change in the minimum wage. According to the relevant Presidential Decree, the
insurance part of all types of labor ponsions was indexed and increasodby 16.6% by January 01,2020 in
accordance with the annual growth rate of the average monthly nominal wage set by the State Statistics
Committee for 2019. The increase applied to the pensions of all pensioners receiving pensions on the
principle of insurance, ie about I million 120 thousand people.

On January 30, 2020, the World Health Organization declared the spread of coronavirus (COVID-I9)
infection a "state of emergency of international importance in the field of public health." The spread of the
coronavirus pandemic to the global economy in the first half of 2020 had a negative impact.

In June and July 2020, many countries began to show signs of declining pandemic prevalence. Authorities
gradually began to raise or lower restrictions. This trend has led to a revival in global frnancial and

commodity markets. However, the peak of the pandemic in the countries occurred in June-July 2020, and as

a result, restrictive measures were tightened. Social distancing and quarantine measures resulted in the
closure of retail, transport, travel, catering, hotel, entertainment and many other businesses. International
trade was also significantly reduced. Finally, oil prices tumbled to historic lows but moderately recovered by
the end of the period. These measures have led to a gradual reduction in new coronavirus cases, and by
August 2020, many governments, including the Government of the Republic of Azerbaijan, began to reduce
restrictions. The next restrictions on the pandemic were tightened in December. Instability in financial and

commodity markets around the world and the country is growing, Management continues to monitor the
possible impact of the current situation on the Company's operations.

3. Significant accounting policies

Basis of preparation

These financial statements have been prepared in accordance with International Financial Reporting
Standards ("IFRS") under the historical cost convention, as modified by the initial recognition of financial
instruments based on fair value. The principal accounting policies applied in the preparation of these

financial statements are set out below:

Financial instruments - key measurement terms

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 best evidence of fair value is price in
an active market. An active market is one in which transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing information on an ongoing basis,

Fair value of financial instruments traded in an active market is measured as the product of the quoted price

for the individual asset or liability and the quantity held by the entity.

This is the case even if a market's normal daily trading volume is not sufficient to absorb the quantity held

and placing orders to sell the position in a single transaction might affect the quoted price.

6



(FERRUMCAPITAL" CJSC
FORTHE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCTAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

3. Significantaccountingpolicies(continued)

Financial instruments - key measurement terms (continued)

A poftfolio of other financial assets and liabilities that are not traded in an active market is measured at the

fair value of a group of financial assets and financial liabilities on the basis of the price that would be

received to sell a net long position (i,e. an asset) for a particular risk exposure or paid to transfer a net shoft
position (i.e. a liability) for a particular risk exposure in an orderly transaction between market participants at

the measurement date. This is applicable for assets camied at fair value on a recuming basis if the Company:
(a) manages the group of financial assets and financial liabilities on the basis of the entity's net exposure to a
particular market risk (or risks) or to the credit risk of a particular counterparty in accordance with the
entity's documented risk management or investment strategy; (b) it provides information on that basis about
the group of assets and liabilities to the entity's key management personnel; and (c) the market risks,
including duration of the entity's exposure to a parlicular market risk (or risks) arising from the financial
assets and financial liabilities are substantially the same.

Valuation techniques such as discounted cash flow models or models based on recent arm's length
transactions or consideration of financial data of the investees are used to fair value certain financial
instruments for which external market pricing information is not available. Fair value measurements are

analysed by level in the fair value hierarchy as follows:

(i) level one are measurements at quoted prices (unadjusted) in active markets for identical assets or
liabilities;

(ii) level two measurements are valuations techniques with all material inputs observable for the asset or
liability, either directly (that is, as prices) or indirectly (that is, derived from prices); and

(iii) level three measurements are valuations not based on solely observable market data (that is, the
measurement requires significant unobseruable inputs), Transfers between levels of the fair value
hierarcliy are deemed to have occurred at the end of the reporting period. Refer to Note 21 .

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a

financial instrument. An incremental cost is one that would not have been incurred if the transaction had not
taken place. Transaction costs include fees and commissions paid to agents (including employees acting as

selling agents), advisors, brokers and dealers, levies by regulatory agencies and securities exchanges, and
transfer taxes and duties, Transaction costs do not include debt premiums or discounts, financing costs or
internal administrative or holding costs.

Amortized cost (AC) is the amount at which the financial instrument was recognized at initial recognition
less any principal repayments, plus accrued interest, and for financial assets less any allowance for expected
credit losses. Accrued interest includes amortization of transaction costs deferred at initialrecognition and of
any premium or discount to maturity amount using the effective interest method.

Accrued interest income and accrued interest expense, including both accrued coupon and amortized
discount or premium (including fees deferred at origination, if any), are not presented separately and are

included in the carrying values of related items in the statement of financial position.

The ffictive interest method is a method of allocating interest income or interest expense over the relevant
period so as to achieve a constant periodic rate of interest (effective interest rate) on the carrying amount.

The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts
(excluding future credit losses) through the expected life of the financial instrument or a shorter period, if
appropriate, to the net carrying amount of the financial instrument.



(FERRUMCAPITAL" CJSC
FORTHE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented qre in Azerbaijani manats, unless otherwise stated)

3. Significantaccountingpolicies(continued)

Financial instruments initial recognition

Financial instruments at FVTPL are initially recorded at fair value. All other financial instruments are
initially recorded at fair value plus transaction costs. Fair value at initial recognition is best evidenced by the
transaction price, A gain or loss on initial recognition is only recorded if there is a difference between fair
value and transaction price which can be evidenced by other observable current market transactions in the
same instrument or by a valuation technique whose inputs include only data from observable markets.

After the initial recognition, an ECL allowance is recognised for financial assets measured at AC and
investments in debt instruments measured at FVOCI, resulting in an immediate accounting loss.

All purchases and sales of financial assets that require delivery within the timeframe established by
regulation or market convention ("regular way" purchases and sales) are recorded at trade date, which is the
date on which the Company commits to deliver a financial asset. All other purchases are recognised when
the entity becomes a paffy to the contractual provisions of the instrument.

Financial assets - classification and subsequent measurement - measurement categories

The Company classifies and measures financial assets at AC. The classification and subsequent
measurement of debt financial assets depends on: (i) the Company's business model for managing the
related assets portfolio and (ii) the cash flow characteristics ofthe asset.

Financial assets - classification and subsequent measurement - business model

The business model reflects how the Company manages the assets in order to generate cash flows - whether
the Company's objective is: (i) solely to collect the contractual cash flows from the assets ("hold to collect
contractual cash flows",) or (ii) to collect both the contractual cash flows and the cash flows arising from the
sale of assets ("hold to collect contractual cash flows and sell") or, if neither of (i) and (ii) is applicable, the
financial assets are classified as paft of o'other" business model and measured at FVTPL.

Business model is determined for a group of assets (on a portfolio level) based on allrelevant evidence about
the activities that the Company undeftakes to achieve the objective set out for the portfolio available at the
date of the assessment.

Factors considered by the Company in determining the business model include the purpose and composition
of a portfolio, past experience on how the cash flows for the respective assets were collected, how risks are
assessed and managed, how the assets' performance is assessed.

Refer to Note 4 for criticaljudgements applied by the Company in determining the business models for its
financial assets.

Financial assets - classification and subsequent measurement - cash flow characteristics

Where the business model is to hold assets to collect contractual cash flows or to hold contractual cash flows
and sell, the Company assesses whether the cash flows represent solely payments of principal and interest
("sPPr'),

Where the contractual terms introduce exposure to risk or volatility that is inconsistent with a basic lending
arrangement, the financial asset is classified and measured at FVTPL. The SPPI assessment is performed on
initial recognition of an asset and it is not subsequently reassessed. Refer to Note 4 for critical judgements
applied by the Company in performing the SPPI test for its financial assets.



(FERRUMCAPITAL" CJSC
FOR THE YEARENDED DECEMBER 3t,2020
NOTES TO FINAI\CIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

3. Significantaccounting policies(continued)

Financial assets -reclassification

Financial instruments are reclassified only when the business model for managing the portfolio as a whole
changes. The reclassification has a prospective effect and takes place from the beginning of the first
reporting period that follows after the change in the business model. The Company did not change its
business model during the current and comparative period and did not make any reclassifications.

Financial assets impairment - credit loss allowance for ECL

The Company assesses, on a forward-looking basis, the ECL for debt instruments measured at AC. The
Company measures ECL and recognises credit loss allowance at each reporting date. The measurement of
ECL reflects: (i) an unbiased and probability weighted amount that is determined by evaluating a range of
possible outcomes, (ii) time value of money and (iii) all reasonable and supportable information that is
available without undue cost and efforl at the end of each reporting period about past events, current
conditions and forecasts of future conditions. Debt instruments measured at AC are presented in the
statement of financial position net of the allowance for ECL.

The Company applies a three stage model for impairment, based on changes in credit quality since initial
recognition. A financial instrument that is not credit-impaired on initial recognition is classified in Stage 1.

Financial assets in Stage t have their ECL measured at an amount equal to the portion of lifetime ECL that
results from default events possible within the next 12 months or until contractual maturity, if shorter ("12
Months ECL"). If the Company identifies a significant increase in credit risk ("SICR") since initial
recognition, the asset is transferred to Stage 2 and its ECL is measured based on ECL on a lifetime basis, that
is, up until contractual maturity but considering expected prepayments, if any ("Lifetime ECL"). Refer to
Note 20 for a description of how the Company determines when a SICR has occurred. If the Company
determines that a financial asset is credit-irnpaired, the asset is transferred to Stage 3 and its ECL is

measured as a Lifetime ECL. The Company's definition of credit impaired assets and definition of default is

explained in Note 20. The Note provides information about inputs, assumptions and estimation techniques
used in measuring ECL, including an explanation of how the Company incorporates forward-looking
information in the ECL models,

Financial assets - derecognition

The Company derecognises financial assets when (a) the assets are redeemed or the rights to cash flows from
the assets otherwise expired or (b) the Company has transferred the rights to the cash flows from the
financial assets or entered into a qualifring pass-through arrangement while (i) also transferring substantially
all the risks and rewards of ownership of the assets or (ii) neither transferring nor retaining substantially all
risks and rewards of ownership but not retaining control.

Control is retained if the counterparry does not have the practical ability to sell the asset in its entirety to an

unrelated third parly without needing to impose restrictions on the sale.

Financial liabilities - measurement categories

Financial liabilities are classified as subsequently measured at AC.

Financial liabilities - derecognition

Financial liabilities are derecognised when they are extinguished (i.e. when the obligation specified in the
contract is discharged, cancelled or expires).

9



"FERRUM CAPITAL" CJSC
FOR THE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCTAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stoted)

J. Significantaccountingpolicies(continued)

Cash and cash equivalents

Cash and cash equivalents are items which are readily convertible to known amounts of cash and which are

subject to an insignificant risk of changes in value. Cash and cash equivalents include cash on hand and all
interbank placements with original maturities of less than three months. Funds restricted for a period of more
than three months on origination are excluded from cash and cash equivalents, both in the statement of
financial position and for the purposes of the statement of cash flows. Cash and cash equivalents are canied
at AC because: (i) they are held for collection of contractual cash flows and those cash flows represent SPPI,

and (ii) they are not designated at FVTPL.

Loans and advances to customers

Loans and advances to customers are recorded when the Company advances money to purchase or originate
a loan due from a customer. Based on the business model and the cash flow characteristics, the Company
classifies loans and advances to customers at amoftised cost.

Impairment allowances are determined based on the forward-looking ECL models. Note 20 provides
information about inputs, assumptions and estimation techniques used in measuring ECL, including an

explanation of how the Company incorporates forward-looking information in the ECL models.

Repossessed collateral

Repossessed collateral represents financial and non-financial assets acquired by the Company in sefflement
of overdue loans. The assets are initially recognised at fair value when acquired and included in premises

and equipment, other financial assets, investment properties or inventories within other assets depending on

their nature and the Company's intention in respect of recovery of these assets, and are subsequently
remeasured and accounted for in accordance with the accounting policies for these categories of assets.

Properties and equipment

Properties are stated at cost less accumulated depreciation and provision for impairment, where required.

Costs of minor repairs and day-to day maintenance are expensed when incurred, The cost of replacing major
parts or components of properlies and equipment items are capitalised and the replaced part is retired.

At the end of each reporting period management assesses whether there is any indication of impaitment of
propefties and equipment, 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. The carrying
amount is reduced to the recoverable amount and the impairment loss is recognised in profit or loss for the

year. An impairment loss recognised for an asset in prior years is reversed if there has been a change in the

estimates used to determine the asset's value in use or fair value less costs to sell.

Gains and losses on disposals determined by comparing proceeds with carrying amount are recognised in
profit or loss for the year (within other operating income or expenses),
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"FERRUM CAPITAL" CJSC
FOR THE YEAR ENDED DECEMBER 3I,2O2O
NOTES TO FINAI\CIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stoted)

J. SiE,nificantaccountingpolicics(cuutiuucd)

Depreciation

Depreciation of properties and equipment is calculated using the straight-line method to allocate their cost or
revalued amounts to their residual values over their estimated useful lives as follows:

Usefulliveqjnlgalq
Furniture, fixtures and other
Computers and communication equipment

5 years
5 years

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

Intangible assets

All of the Company's intangible assets have definite useful lives and primarily include capitalised computer
software.

Acquired computer software licences are capitalised based on the costs incurred to acquire and bring to use

the specific software. All other costs associated with computer software, e.g. its maintenance, are expensed

when incumed. Capitalised computer software is amortised on a straight line basis over expected useful lives
of5 to 10 years,

Leases

The Company assesses at contract inception whether a contract is, or contains, a lease. That is, if the contract
conveys the right to control the use of an identified asset for a period of tirne in exchange for consideration.

Company as a lessee

The Company applies a single recognition and measurement approach for all leases, except for short-term
leases and leases of low-value assets. The Company recognises lease liabilities to make lease payments and

right-of-use assets representing the right to use the underlying assets.

i) Right-of-use assets

The Company recognises right-of-use assets at the commencement date of the lease (i.e.,the date the

underlying asset is available for use), Right-of-use assets are measured at cost, less any accumulated
depreciation and impairment losses, and adjusted for any remeasurement of lease liabilities. The cost of
right-of-use assets includes the amount of lease liabilities recognised, initial direct costs incurred and lease

payments made at or before the commencement date less any lease incentives received. Right-of-use assets

are depreciated on a straight-line basis over the shorter of the lease term and the estimated useful lives of the

assets.

If ownership of the leased asset transfers to the Cornpany at the end of the lease term or the cost reflects the

exercise of a purchase option, depreciation is calculated using the estimated useful life of the asset.
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(FERRUMCAPITAL" CJSC
FORTHE YEAR ENDED DECEMBER 3I,2O2O
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

3. 3ig,r.ifir...t our...rti.g prlisioo (co.rtlnuod)

Leases (continued)

i, Lease liabilities

At the commencement date of the lease, the Company recognises lease liabilities measured at the present

value of lease payments to be made over the lease term. The lease payments include fixed payments
(including in- substance fixed payments) less any lease incentives receivable, variable lease payments that
depend on an index or a rate and amounts expected to be paid under residual value guarantees.

The lease payments also include the exercise price of a purchase option reasonably cefiain to be exercised by
the Company and payments of penalties for terminating the lease, if the lease term reflects the Company
exercising the option to terminate, Variable lease payments that do not depend on an index or a rate are

recognised as expenses (unless they are incurred to produce inventories) in the period in which the event or
condition that triggers the payrnent occurs.

In calculating the present value of lease payments, the Company uses its incremental borrowing rate at the

lease commencement date because the interest rate implicit in the lease is not readily determinable, After the

commencement date, the amount of lease liabilities is increased to reflect the accretion of interest and
reduced for the lease payments made. In addition, the carrying amount of lease liabilities is remeasured if
there is a modification, a change in the lease term, a change in the lease payments (e.g., changes to future
payments resulting from a change in an index or rate used to determine such lease payments) or a change in
the assessment of an option to purchase the underlying asset.

iii) Short-term leases and leases of low-value assets

The Company applies the short-term lease recognition exemption to its short-term leases of office spaces

(i.e., those leases that have a lease term of 12 months or less from the commencement date and do not
contain a purchase option). Lease payments on short-term leases and leases of low-value assets are

recognised as expense on a straight-line basis over the lease term. The Company applies the short-term lease

recognition exemptions to all lease agreements of the Company.

Company as a lessor

Leases in which the Company does not transfer substantially all the risks and rewards of ownership of an

asset are classified as operating leases, Initial direct costs incurred in negotiating and ananging an operating
lease are added to the carrying amount of the leased asset and recognised over the lease term on the same

basis as rental income. Contingent rents are recognised as revenue in the period in which they are earned.

Term borrowings

Borrowed funds include loans from resident and non-resident banks and other financial institutions with
fixed maturities and fixed interest rates. Bomowed funds are subsequently carried at amortised cost.

Debt securities in issue

Debt securities in issue include promissory notes and corporate bonds issued by the Company. Debt

securities are carried at amortised cost.

t:
l:

t2



"FERRUMCAPITAL" CJSC
FOR THE YEARENDED DECEMBER 31,2020
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

3. Signifrcantaccountingpolicies(continued)

Income taxes

lncome taxes have been provided for in the financial statements in accordance with Azerbaijani legislation
enacted or substantively enacted by the period end date. The income tax charge comprises curent tax and

deferred tax and is recognised in the income statement, except if it is recognised directly in equity because it
relates to transactions that are also recognised, in the same or a different period, directly in equity.

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of
taxable profits for the current and prior periods. Taxable profits are based on estimates if financial statements

are authorised prior to filing relevant tax returns. Taxes, other than on income, are recorded within
administrative and operating expenses.

Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and

temporary differences arising between the tax bases of assets and liabilities and their carrying amounts for
fi nancial reporting purposes.

In accordance with the initial recognition exemption, deferred taxes are not recorded for temporary
differences on initial recognition of an asset or a liability in a transaction other than a business combination
if the transaction, when initially recorded, affects neither accounting nor taxable profit. Deferred tax
balances are measured at tax rates enacted or substantively enacted at the date which are expected to apply to
the period when the temporary differences will reverse or the tax loss carry forwards will be utilised.

Deferred tax assets for deductible temporary differences and tax loss carry forwards are recorded only to the

extent that it is probable that future taxable profit will be available against which the deductions can be

utilised.

Uncertain tax positions

The Company's uncerlain tax positions are reassessed by management at the end of each repofting period.

Liabilities are recorded for income tax positions that are determined by management as more likely than not
to result in additional taxes being levied if the positions were to be challenged by the tax authorities. The

assessment is based on the interpretation of tax laws that have been enacted or substantively enacted by the

end of the reporting period, and any known couft or other rulings on such issues. Liabilities for penalties,

interest and taxes other than on income are recognised based on management's best estimate of the

expenditure required to settle the obligations at the end of the reporting period.

Income and expense recognition

Interest income and expense are recorded in profit or loss for all debt instruments on an accrual basis using

the effective interest method. This method defers, as part of interest income or expense, all fees paid or

received between the parlies to the contract that are an integral part ofthe effective interest rate, transaction

costs and all other premiums or discounts.

Fees integral to the effective interest rate include origination fees received or paid by the Company relating
to the creation or acquisition of a financial asset or issuance of a financial liability, for example fees for
evaluating creditworthiness, evaluating and recording guarantees or collateral, negotiating the terms of the

instrument and for processing transaction documents.

Commitment fees received by the Company to originate loans at market interest rates are integral to the

effective interest rate if it is probable that the Company will enter into a specific lending arangement and

does not expect to sell the resulting loan shortly after origination.
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"FERRUMCAPITAL" CJSC
FOR THE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCIAL STATITEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

J. Significantaccountingpolicies(continued)

Income and expense recognition (continued)

The Company does not designate loan commitments as financial liabilities at FVTPL, Interest income is

calculated by applying the effective interest rate to the gross carrying amount of financial assets, except for
(i) financial assets that have become credit impaired (Stage 3), for which interest revenue is calculated by
applying the effective interest rate to their AC, net of the ECL provision, and (ii) financial assets that are

purchased or originated credit impaired, for which the original creditadjusted effective interest rate is

applied to the AC.

Fee and commission income

Fee and commission income is recognised over time on a straight line basis as the services are rendered,
when the customer simultaneously receives and consumes the benefits provided by the Company's
performance. Such income includes fees and commissions on guarantee letters. Other fee and commission
income is recognised at a point in time when the Company satisfies its performance obligation, usually upon
execution of the underlying transaction. The amount of fee or commission received or receivable represents
the transaction price for the services identified as distinct performance obligations,

Foreign currency translation

The functional cumency of the Company is the curency of the primary economic environment in which the
entity operates, The functional currency of the Company and the Company's presentation curency is the
national currency of the Republic of Azerbaijan, Azerbaijani Manats ("AZN").

Monetary assets and liabilities are translated into Company's functional currency at the official exchange
rate of the CBAR at the end of the respective reporting period. Foreign exchange gains and losses resulting
frorn the settlement of transactions and from the translation of monetary assets and liabilities into
Company's functional currency at year-end official exchange rates of the CBAR are recognised in profit or
loss for the year (as foreign exchange translation gains less losses).Translation at year-end rates does not
apply to non-monetary items that are measured at historical cost. Non-monetary items measured at fair value
in a foreign currency, including equity investments, are translated using the exchange rates at the date when
the fair value was determined. Effects of exchange rate changes on the fair value of equity securities are

recorded as part ofthe fair value gain or loss,

At December 31,2020, the rate of exchange used for translating foreign currency balances denominated in
United States dollars ("USD") was USD I = AZN 1.7000 (2019: USD 1 : AZN 1.7000).

Offsetting

Financial assets and liabilities are offset and the net amount reported in the statement of financial position
only when there is a legally enforceable right to offset the recognised amounts, and there is an intention to
either settle on a net basis, or to realise the asset and settle the liability simultaneously. Such a right of set off
(a) must not be contingent on a future event and (b) must be legally enforceable in all of the following
circumstances: (i) in the normal course of business, (ii) in the event of default and (iii) in the event of
insolvency or bankruptcy.
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(FERRUMCAPITAL" CJSC
FOR THE YEAR ENDED DECEMBER 3I,2O2O
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

3. Significantaccountingpolicies(continued)

Staff costs and related contributions

Wages, salaries, contributions to the Republic of Azerbaijan state pension and social insurance funds, paid

annual leave and sick leave, bonuses, and non-monetary benefits are accrued in the year in which the

associated services are rendered by the employees of the Company. The Company has no legal or
constructive obligation to make pension or similar benefit payments beyond the payments to the statutory
defined contribution scheme,

Financial instruments - key measurement terms

Depending on their classification financial instruments are caried at fair value or AC.

Loans and advances to customers

Loans and advances to customers were carried at AC and impairment losses were recognised in profit or loss

for the year when incured as a result of one or more events ("loss events") that occured after the initial
recognition of the financial asset and which had an impact on the amount or timing of the estimated future
cash flows of the financial asset or group of financial assets that could be reliably estimated. If the Company
determined that no objective evidence exists that impairment was incurred for an individually assessed

financial asset, whether significant or not, it included the asset in a group of financial assets with similar
credit risk characteristics, and collectively assessed them for impairment.

The primary factors that the Company considered in determining whether a financial asset was impaired
were its overdue status and realisability of related collateral, if any. The following other principal criteria
were also used to determine whether there was objective evidence that a credit loss has occurred:

- any instalment was overdue and the late payment could not be attributed to a delay caused by the

settlement systems;

- the bomower experienced a significant financial difficulty as evidenced by the borrower's financial
information that the Company obtained;

- the borrower considered bankruptcy or a financial reorganisation;

- there was an adverse change in the payment status of the borrower as a result of changes in the

national or local economic conditions that impacted the borrower; or

- the value of collateral significantly decreased as a result of deteriorating market conditions,

For the purposes of a collective evaluation of credit loss, financial assets were grouped on the basis of
similar credit risk characteristics. Those characteristics were relevant to the estimation of future cash flows
for groups of such assets by being indicative of the debtors' ability to pay all amounts due according to the

contractual terms of the assets being evaluated.

Future cash flows in a group of financial assets that were collectively evaluated for credit loss, were

estimated on the basis of the contractual cash flows of the assets and the experience of management in
respect of the extent to which amounts would become overdue as a result of past loss events and the success

of recovery of overdue amounts. Past experience was adjusted on the basis of current observable data to
reflect the effects of current conditions that did not affect past periods, and to remove the effects of past

conditions that do not exist currently.
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.6FERRUM CAPITAL" CJSC
FORTHE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCIAL STAIITEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

3. Significantaccountingpolicies(continued)

Loans and advances to customers (continued)

If the terms of an irnpaired financial asset held at AC were renegotiated or othetwise modified because of
financial difficulties of the bomower or issuer, impairment were measured using the original effective
interest rate before the modification of tenns. The renegotiated asset were then derecognised and a new asset

were recognised at its fair value only if the risks and rewards of the asset substantially changed. This were
normally evidenced by a substantialdifference between the present values of the original cash flows and the
new expected cash flows.

Impairment losses are always recognised through an allowance account to write down the asset's carrying
amount to the present value of expected cash flows (which exclude future credit losses that have not been

incurred) discounted at the original effective interest rate of the asset. The calculation of the present value of
the estirnated future cash flows of a collateralised financial asset reflects the cash flows that may result from
foreclosure less costs for obtaining and selling the collateral, whether or not foreclosure is probable.

If, in a subsequent period, the amount of the credit loss decreases and the decrease could be related
objectively to an event occurring after the impairment was recognised (such as an improvement in the

debtor's credit rating), the previously recognised impairment loss was reversed by adjusting the allowance
account through profit or loss for the year.

Uncollectible assets were written off against the related credit loss allowance after all the necessary
procedures to recover the asset had been completed and the amount of the loss had been determined.
Subsequent recoveries of amounts previously written off were credited to credit loss account in profit or loss

for the year.

Income and expense recognition

Interest income and expense are recorded for all debt instruments on an accrual basis using the effective
interest method, This method defers, as paft of interest income or expense, all fees paid or received between

the parties to the contract that are an integral part ofthe effective interest rate, transaction costs and all other
premiums or discounts.

Fees integral to the effective interest rate include origination fees received or paid by the entity relating to

the creation or acquisition of a financial asset or issuance of a financial liability, for example fees for
evaluating creditwomhiness, evaluating and recording guarantees or collateral, negotiating the terms of the

instrument and for processing transaction documents. Commitment fees received by the Company to
originate loans at market interest rates are integral to the effective interest rate if it is probable that the

Company will enter into a specific lending arrangement and does not expect to sell the resulting loan shortly
after origination. The Company does not designate loan commitments as financial liabilities at fair value

through profit or loss.

When loans and other debt instruments become doubtful of collection, they are written down to the present

value of expected cash inflows and interest income is thereafter recorded for the unwinding of the present

value discount based on the asset's effective interest rate which was used to measure the impairment loss.

All other fees, commissions and other income and expense items are generally recorded on an accrual basis

by reference to completion of the specific transaction assessed on the basis of the actual service provided as

a proportion ofthe total services to be provided.
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6'FERRUM CAPITAL" CJSC
FOR THE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stoted)

4. Critical accounting estimates and judgements in applying accounting policies

The Company makes estimates and assumptions that affect the amounts recognised in the financial
statements, and the carrying amounts of assets and liabilities within the next financial year. Estimates and
judgements are continually evaluated and are based on management's experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances,
Management also makes ceftain judgements, apaft from those involving estimations, in the process of
applying the accounting policies. Judgements that have the most significant effect on the amounts recognised
in the financial statements and estimates that can cause a significant adjustment to the carrying amount of
assets and liabilities within the next financial year include:

ECL measurement

Measurement of ECLs is a significant estimate that involves determination of methodology, models and data
inputs. Details of ECL measurement methodology are disclosed in Note 20. The following components have
a major impact on credit loss allowance: definition of default, SICR, probability of default ("PD"), exposure
at default ("EAD"), and loss given default ("LGD"), as well as models of macro-economic scenarios. The
Company regularly reviews and validates the models and inputs to the models to reduce any differences
between expected credit loss estimates and actual credit loss experience.

Significant increase in credit risk ("SICR')

In order to determine whether there has been a significant increase in credit risk, the Company compares the
risk of a default occuring over the life of a financial instrument at the end of the reporting date with the risk
of default at the date of initial recognition. The assessment considers relative increase in credit risk rather
than achieving a specific level of credit risk at the end of the reporting period, The Company considers all
reasonable and supportable forward looking infonnation available without undue cost and effoft, which
includes a range of factors, including behavioural aspects of parlicular customer portfolios. The Company
identifies behavioural indicators of increases in credit risk prior to delinquency and incorporated appropriate
forward looking information into the credit risk assessment, either at an individual instrument, or on a
portfolio level. Refer to Note 20.

Business model assessment

The business model drives classification of financial assets. Management applied judgement in determining
the level of aggregation and portfolios of financial instruments when performing the business model
assessment. When assessing sales transactions, the Company considers their historical frequency, timing and
value, reasons for the sales and expectations about future sales activity. Sales transactions aimed at
minimising potential losses due to credit deterioration are considered consistent with the "hold to collect"
business model. Other sales before maturity, not related to credit risk management activities, are also

consistent with tlie o'hold to collect" business model, provided that they are infrequent or insignificant in
value, both individually and in aggregate.

The Company assesses significance of sales transactions by comparing the value of the sales to the value of
the portfolio subject to the business model assessment over the average life of the portfolio. In addition, sales

of financial asset expected only in stress case scenario, or in response to an isolated event that is beyond the
Company's control, is not recurring and could not have been anticipated by the Company, are regarded as

incidental to the business model objective and do not impact the classification of the respective financial
assets.
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FOR THE YEARENDED DECEMBER 31,2020
NOTES TO FINANCIAL STAIITEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

4. Critical accounting estimates and judgements in applying accounting policies (continued)

Business model assessment (continued)

The "hold to collect and sell" business model means that assets are held to collect the cash flows, but selling
is also integral to achieving the business model's objective, such as, managing liquidity needs, achieving a
particular yield, or matching the duration of the financial assets to the duration of the liabilities that fund
those assets.

The residual category includes those porlfolios of financial assets, which are managed with the objective of
realising cash flows primarily through sale, such as where a pattern of trading exists. Collecting contractual
cash flow is often incidental for this business model.

Assessment whether cash flows are solely payments of principal and interest ("SPPI")

Detennining whether a financial asset's cash flows are solely payments of principal and interest required
judgement.

The Company identified and considered contractual terms that change the timing or amount of contractual
cash flows.
The SPPI criterion is met if a loan allows early settlement and the prepayment amount substantially
represents principal and accrued interest, plus a reasonable additional compensation for the early termination
ofthe contract.

The asset's principal is the fair value at initial recognition less subsequent principal repayments, ie
instalments net of interest determined using the effective interest method. As an exception to this principle,
the standard also allows instruments with prepayment features that meet the following condition to meet
SPPI: (i) the asset is originated at a premium or discount, (ii) the prepayment amount represents contractual
par amount and accrued interest and a reasonable additional compensation for the early termination of the
contract, and (ii) the fair value of the prepayment feature is immaterial at initial recognition.

The Company's loan agreements allow adjusting interest rates in response to certain macro-economic or
regulatory changes. Management applied judgement and assessed that competition in the banking sector and
the practical ability of the borrowers to refinance the loans would prevent it from resetting the interest rates

at an above-market level and hence cash flows were assessed as being SPPI.

Deferred income tax asset recognition

The recognised deferred tax asset represents income taxes recoverable through future deductions from
taxable profits and is recorded in the statement of financial position. Deferred income tax assets are recorded
to the extent that realisation of the related tax benefit is probable. The future taxable profits and the amount
of tax benefits that are probable in the future are based on a medium term business plan prepared by
management and extrapolated results thereafter, The business plan is based on management expectations that
are believed to be reasonable under the circumstances.
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(FERRUMCAPITAL' CJSC
FOR THE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

5. Adoption of new or revised standards and interpretations

The accounting policies adopted in the preparation of financial statements are consistent with those followed
in the preparation of the Company's annual financial statements for the year ended December 31,2019.
Several other amendments effective since January 01,2020 were applied but do not have an impact on the
financial statements of the Company.

Standards and interpretations had been issued but were not mandatory

The following standards and interpretations had been issued but were not mandatory for annual period of
December 31,2020:

IFRS l7 Insurance Contracts (Effective date: January 1, 2021 (ikely to be extended to January 1, 2022)
IFRS 17 was issued in May 2017 as replacement for IFRS 4 Insurance Contracts. It requires a curent
measurement model where estimates are re-measured in each reporting period, Contracts are measured using
the building blocks of:

o discounted probability-weighted cash flows;
. an explicit risk adjustment; and
r a contractual service margin (CSM) representing the uneamed profit of the contract which is recognised as

revenue over the coverage period.

The standard allows a choice between recognising changes in discount rates either in the statement of profit
or loss or directly in other comprehensive income. The choice is likely to reflect how insurers account for
their financial assets under IFRS 9.

An optional, simplified premium allocation approach is permitted for the liability for the remaining coverage
for short duration contracts, which are often written by non-life insurers.

There is a modification of the general measurement model called the 'variable fee approach' for certain
contracts written by life insurers where policyholders share in the returns from underlying items. When
applying the variable fee approach, the entity's share of the fair value changes of the underlying items is

included in the CSM. The results of insurers using this model are therefore likely to be less volatile than
under the general model. The new rules will affect the financial statements and key performance indicators
of all entities that issue insurance contracts or investment contracts with discretionary participation features.
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FOR THE YEARENDED DECEMBER 31,2020
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

6. Cash and cash equivalents

December 31,
2020

December 31,
2019

Cash on hand
Bank balances payable on demand

Credit loss allowance

I
776,865_

I
468,643
(2,288)

Total cash and cash equivalents 776,866 466,356

7. Loans and advances to customers and receivables on factoring operations

December 31,
2020

December 31,
2019

Corporate loans

Receivables on factoring operations
Less credit loss allowance

5,771,029

24,917,999
(1,360,002)

6,056,425
26,562,810
0,240.676).

Total carrying amount of loans and advances to customers and

receivables on factoring operations at AC 29,329,026 31,378,559

Gross catrying amount and credit loss allowance amount for loans and advances to customers and
receivables on factoring operations at AC by classes at December 31,2020 and December 31, 2019 are
disclosed in the table below:

December 31,2020 December 31,2019
Gross

carrying Credit loss Carrying
amount allowance amount

Gross carrying
amount

Credit loss Carrying
allowance amount

Loans to corporate
customers

Corporate loans 5,771,029 (135,418) 5,635,61 1 6,056,425 (233,803) 5,822,622

Receivables on
factoring operations

Consumer loans 24,917 ,999 (1 ,224,584) 23,693 ,415 26,562,810 (1,006,873) 25,555,937

Total loans and
advances to customers
and receivables on
factoring operations
at AC 30,689,028 (1,360,002) 29,329,026 32,619,235 (1,240,676) 31,378,559
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"FERRUMCAPITAL" CJSC
FOR THE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCIAL STAIITEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

7, Loans and advances to customers and receivables on factoring operations (continued)

Movements in the loans credit loss allowance by classes of loans and advances for the year ended December
31,2020 are as follows:

Receivables
on factoring Corporate
operations loans Total

Balance at the beginning ofthe year (1,006,873) (233,803) (1,240,676)

Change in crgdit loss allowance for the year (217,711) 98,38s (119,326)
Balance at the end of the ye4r (1,224,584') (135,418) (1.360,002)

Movements in the loans credit loss allowance by classes of loans and advances for the year ended December
31,2019 are as follows:

Receivables
on factoring

operations
Corporate

loans Total

Balance at the beginning of the year - (147,036) (147,036)

Change in credit loss allowance for the year (1,006,873) (86,767) (1,093,640)
Balance at the end ofthe year (1,006,873) (233,803) (1,240,676)

The following table presents the credit loss allowance distribution based on IFRS 9 as of December 31,2020:

2020
Stage I Stage 2 Stage 3 Total

Not overdue nor impaired
Overdue, but not impaired
Individuqlly impaired (gross amount)

869,g4;
597,022

29,222,060
869,946
597,022

Less expected credit loss allowance (328,057) (434,923) (597,022) (1,360,002)
Total 28,894,003 435,023 29,329,026

The following table presents the credit loss allowance distribution based on IFRS 9 as of December 31,2019:

2019
Stage 1 Stage 2 Stage 3 Total

Not overdue nor impaired
Overdue, but not impaired
Individually impaired (gross amount)

30,965,356 

-
522,75;

1,131,120

30,965,356
522,759

1,131,120
Less expected credit loss allowance (402,546) (59,800) (778,330) (1,240,676)
Total 30,562,810 462,959 352,790 31,378,559
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7. Loans and advances to customers and receivables on factoring operations (continued)

The table below summarizes the quality assurance of loan portfolio at December 31, 2020:

Gross Credit Carrying
balance value loss allowance amount

Receivables on factoring operations
Loans without individual signs of impairment
Impaired loans or loans with potential impairment indicators:

- overdue 30-90 days
- overdue 90-180 days
- overdue 180-360 days

23,721,867

599,1 1 0

248,934
225,219

328,057 23,393,811

299,605 299,505
248,934
225,219
122,869- overdue than 360 days 122,869

Total impaired receivables or receivables with
potential impairment indicators 111961132 896,627 299,505
Total receivables on factorinq operations 24,917.999 1,224,584 23,693.415
Corporate loans

Loans without individual signs of impairment
Impaired loans or loans with potential impairment indicators:

- overdue than 90 days

5,500, I 93

270,836

- 5,500,193

135,418 l3 5,418
Total impaired loans or loans with
potential impairment indicators 270,836 135,418 135,418
Total corporate loans 5,771,029 135,418 5,635,611

Total loans and advances to customers and receivables
on factoring operations 30.689"028 1,360,002 29,329,026

The table below summarizes the quality assurance of loan portfolio at December 37,2019:

Gross
balance value

Credit Carrying
loss allowance amount

Receivables on factoring operations
Receivables without individual signs of impairment
Impaired receivables or receivables with potential
impairment indicators:

- overdue 30-90 days
- overdue than 90 days

25,376,537

522,759
663,514

402,546 24,9',13,991

59,800 462,959
544,527 1 19,987

Total impaired receivables or receivables with
potential impairment indicators 1,186,273 604,327 581,946

Total receivables on factoring operations 26,562,810 1,006,873 25,555,937
Corporate Loans
Loans without individual signs of impairment
Impaired loans or loans with potential impairment indicators:

- overdue than 90 days

5,588,819

467,606 233,803

5,588,819

233,803
Total impaired loans or loans with
potential impairment indicators 467,606 233,803 233,803

Total corporate loans 6,056.425 233,803 5,822,622

Total loans and advances to customers and receivables
on factoring operations 32,619,235 1,240,676 31,378,559
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7. Loans and advances to customers and receivables on factoring operations (continued)

The Company's policy on collateral for loans and receivables has not changed significantly during the reporting
period and there has been no significant change in the overallquality of collateralmaintained by the Company since

the previous period.

Description of collateral held for loans to corporate customers and individuals carried at amortised cost is as

follows as at December 31 ,2020:

Corporate loans Consumer loans

Receivables on factoring operations collateralised by:
-Immovable properties 5,490,850
-movable properties 4,264 1g,418,47;
Total 5,495,tL4 19,418,473

Unsecured loans 275,915 5,499,526

Total gross value loans and advances to customers and
receivables on factoring operations
at AC (amount representing exposure to credit risk
for each class of loans at AC) 517711029 24,917,999

Description of collateral held for
individuals carried at amortised cost
follows as at December 31, 2019:

loans
is as

and receivables on factoring operations to corporate customers and

Corporate loans Consumer Ioans

Loans and receivables collateralised by:
-Immovable properties 4,926,065
-movable propefties - 20,858,503

Total 4,826,065 20,858,503

Unsecured loans and receivables 7,230,360 5,704,307

Total gross value loans and advances to customers and
receivables on factoring operations at AC (amount
representing exposure to credit risk for each class of
loans at
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FOR THE YEAR ENDED DECEMBER 31,2020
NOTES TO FINANCIAL STANTEMENTS
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9. Other assets

December 31,
2020

December 31,
2019

Non-financial assets:
Income tax asset
Other

78,968
4,090

Total other assets 83,048

10. Term borrowings

December 31,
2020

December 31,
2019

-t

]-

l-

"Pasha Bank" OJSC

"AFB Bank" OJSC

"Expressbank" OJSC
"Rabitabank" OJSC

"lntemational Bank of Azerbaijan" OJSC

13,500,994
2,600,711
5,987,310
1,192,021_

10,014,589
2,975,000
3,427,780
l,7oo,ooo
3,400,000

l:

Total term borrowings 23,281,036 21,517,369

These borrowings include principal amounts and accrued interest payables as at December 31, 2020 and
December 31,2019.

On March 2,2020, "AFB Bank" OJSC provided AZN 2,000,000 to the Company for a 12 months period,
with 10% annual interest rate. The Company signed another loan agreement with AFB Bank OJSC to obtain
AZN 900,000 on July 28,2020,with 12% annual interest rate for a 12 months period. All loans were current
portions of term borrowings and as at 31 December 2020 were AAn 2,600,711.

Loans borrowed from'oPasha Bank" OJSC on January 7,2020 (K2339108136, AZN 365,440, 12 months,
annual rate 9Yo), on May 2,2020 (K2339108137, An'l 500,000, 12 months, annual rute 9Yo, K2339108138,
AZN 369,000, 12 months, annual rate 9o/o), on February 24,2020 (K2339108139, AZN 238,400, 12 months ,
annual rate 9Yo), on February 25,2020 (K2339108140, AZN 272,400, 12 months, annual rate 9Yo), on March
16,2020 (1<2339108/41, AZN 719,800, 12 months, annual rate9Yo), on March 78,2020 (K2339108142, AZll
64,500, 12 months, annual rate9%o), on March 30,2020 (K2339108143, AZN 677,500,12 months, annual rate
9%o), on April 7, 2020 (K2339108144, AZN 389,600, 12 months, annual rate 9%o), on April 30, 2020
(K2339/08145, AZN 501,897, 12 months, annual rute l3%o), on August 10, 2020 (K2339/08153, AZN
600,000, 12 months, annual rate l4Yo) on August 13,2020 (K23339108/54, A 500,000, 12 months, annual
rate l4%o), on August 17,2020 (K2339108155, AZN 600,000, 12 months, annual rate l4%o), on August 19,

2020 (I<2339108156, AZN 595,000, 12 months, annual rute l4%o) on August 21,2020 (K2339108/57, An:l
600,000, 12 months, annual rate l4oh), on August 24,2020 (K2339108158, AZN 600,000, 12 months, annual
rate l4%o), on August 25,2020 (K2339108159, AZN 950,000, 12 months, annual rate l4o/o), on August 27,
2020 (K2339108160, AZN 860,000, 12 months, annual rate l4%o), on September 3,2020 (K2339108/61, AZN
415,000, 12 months, annual rate l4o/o), on September 7,2020 (K2339108162, An{ 217,000, 12 months,
annual rate l4o/o), on September 18, 2020 (K2339108163, AZN 139,500, 12 months, annual rate l4o/o), on
September 29, 2020 (K2339108164, AZN 350,000, 12 months, annual rate l4Yo), on October 2, 2020
(K2339108165, AZN 118,700, 12 months, annual rate l4Yo), on October 6,2020 (K2339/08166, AZN 151,600,

12 months, annual rate l4Yo), on October 26,2020 (K2339108167, An{ 577,800, 12 months, annual rate
l[Yo), on November 2,2020 (K2339108168, AZN 213,800, 12 months, annual rate l4%o), on November 25,
2020 (K2339115101, AZN 1,700,000, l2 months, annual rate l4Yo), onNovember 30,2020 (K2339108/69,
A 647,000, 12 months, annual rate l|Yo), on December 17,2020 (K2339115/02, AZN 300,000, 12 months,
annual rate l4o/o), on December2l,2020 (K2339115103, AZN 600,000, l2 months, annual rate l4Yo),
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10. Term borrowings (continued)

o,, Dooo,,,t',,23,2020 (l<2339115104, AZN 500,000, 12 rnonths, annual rate l4o/o), on December 24,2020
(K2339115/05, AZN 1,500,000, 12 months, annual rate 14oh) and duringthe period from January 1,2020to
December 31,2020 (total amount of AZN 17,916,005) have maturity period of 1 year and bear an interest
rate of gyo, 130h, l4oh according to various agreement and term borrowings as at December 31, 2020 were
AZN 13,500,994,

Loans borrowed from "Expressbank" OJSC on January 13,2020 USD 1,350,000 (LD2002009525, AZN
2,295,00,24 months, annual rate 4,So/o),on February 13,2020 USD 1,287,000 (LD2004218754, AZN
2,187,900,24 months, annual rate 4,5%o), on May 15,2020 USD 1,520,000 (LD2013669128, AZN 2,584,000,
12 months, annual rate 5Yo), on September 18,2020 AZN 2,174,837 (LD2026272207,16 months, annual rate
l5%), on December 8, 2020 AZN 1,000,000 (LD203 4329071,24 months, annual rate 15o/o). USD equivalent
and Azerbaijani manat porlions of term borrowings as at December 3 1, 2020 were AZN 1,450,697 and AZN
4,53 6,613 respectively.

Loans borrowed from the "Rabitabank" OJSC on June 5,2020 USD 300,000 (RB/KM-l298, AZN 510,030,
12 months, annual rate 5,5o/o), on December 29,2020 USD 500,000 (RB/KM-1357, AZN 851,250, 12

months, annual rate 5 .5Yo) , The tenn borrowings were AZN 1 ,192,021 as at December 31, 2020 .

11. Debt secutiries in issue and Shareholder bonds

December 31, December 31,
2020 2019

Bonds issued in domestic market
Bonds issued in domestic market which relates to shareholder
Accrued interest for bonds issued in domestic market

2,500,000
l,ooo,ooo

15,608
Accrued interest for shareholder bonds received by shareholder 8,973 -

Total debt securities in issue 3,524,581

Bonds have 1 and 3 years of maturity with an annual coupon rate of 12.5% and 20o/o respevtively, payable
quarterly.

12. Other liabilities

December 31, December 31,
2020 2019

Tax payables other than income tax
Payables to employees
Other liabilities

25,814
22,001
2,168 2,120

Total other liabilities 49,983 2,120

13. Share capital

As at December 31,2020 total authorized number of ordinary shares is 2 (two) thousand shares (as at
December 31,2019: 1 (one) thousand shares with a par value of AZN 1) with a par value of AZN 1 per share.
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14. Interest income and expense

Year ended Year ended
December 31.2020 December 31, 2019

Interest income calculated using the effective interest method
-Loans and advances to customers and receivables on factoring

operations at amortized cost 5,968,056 3,856,805
Total interest income calculated using the effective interest method 5,968,056 3,856,805

Interest expense
-Term borrowings
-Debt securities in inssue
-Sahereholder bonds

(2,097,021)
(67,708)
(46,473)

( 1,350,136)

Total interest expense (2,211,202\ (1,350,136)
Net interest income 3.7s6.854 2,506,669

15. Administrative and other operating expenses

Year ended
December 31,2020

Year ended
December 31,2019

Staff costs
Rent expenses
Credit analysis expense
Integration service expense
Communication expense
Phone mortgage cost
Service fee

Legal service expenses
Audit and accounting service costs
Repair and maintenance expenses
Depreciation and amoftization expenses on

properties, equipment and intangible assets

Software cost
Consulting service expense
Human resources service expense
Evaluation service expense

(1,042,056)
(484,3 80)
(136,983)
(1 1 1,534)

(72,766)
(40,898)
(37,642)
(33,280)
(32,600)
(26,196)

(24,233)
( 13,959)

(9,016)
(3,300)
(1,200)

(291,789)
(212,747)
(66,785)

(9,974)
(1 5,303)
(12,207)
(7 4,698)
(1 9,500)
(3 8,356)
(13,46t)

(6,151)
(11,756)
( 10,800)
( 13,200)
(12,577)
(72,021)Other expense (62,168)

Total administrative and other operatins expenses O,l32.2lll (881.325)

16. Other capital

Other capital represents amounts contributed by Company's parent company "AGA Group of Companies"
CJSC in order to increase the operating capacity.

17. Amounts due from related party

According to the agreement of February 26,2019, amounts were provided to Company's related party "City
Finance NBCO" LLC for business activities
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18. Derivative financial assets

Agreement on Option transactions to the Master Agreement on derivatives transactions No 001 on December
3, 2020, signed two Trade Confirmation between "Pasha Bank" Open Joint Stock Company and "Ferrum
Kapital" CJSC. According for the Trade confirmation Na 1, to buy USD 3,201,000 amount with 1 USD =
1.8000 AZN exchange rate from Bank on December 30, 2021,and to sell AZN 5,761,800 to Bank on the

same transaction and to the agreement the commission fee is 4,5 o/o (USD 144,045 or AZN 244,876.500).
According to the Trade confinnation i\b 2, to buy USD 150,000 amount with 1 USD = 1.8000 AZN exchange
rate from Bank on February 15,2022, and to sell AZN 210,000 to Bank on the same transaction and to the
agreement the commission fee is 4,5 Yo (USD 6,750 or AZN 11,475).

19. Income taxes

(a) Components of income tax expense

Income tax expense comprises the following:

Year ended Year ended
December 31,2020 December 31,2019

Current income tax asset
Deferred income tax benefit

(525,572) (802,672)
241,16t 933,757

Income tax (expense)/benefit for the year Q84,4lll 131,085

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

The income tax rate applicable to the Company's income in 2020 and 2019 income is 20%. A reconciliation

between the expected and the actual taxation charge is provided below.

Year ended Year ended
December 31,2020 December 31,2019

Profit before tax 1,580,940 13,519

Theoretical tax charge at statutory rate of20%o

Tax effect of items which are not deductible or assessable for
taxation purposes:
- Unrecognised other potential deferred tax assets

- Other

(316,188)

31,777

(2,704)

w,78;
Income tax expense/(benefit) for the year (284,411) 131,085

(c) Deferred taxes analysed by fype of temporary difference

Differences between IFRS and Azerbaijani statutory taxation regulations give rise to temporary differences

between the carrying amount of assets and liabilities for financialreporting purposes and their tax bases,
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19. Income taxes (continued)

The tax effect of the movements in these temporary differences is detailed below and is recorded at the rate of
20% (2019:20%).

December Recognized in December 31,
202031,2019 profit or loss

Tax effect of taxable or
deductible temporaty differences
Loans and advances to customers and

receivables on factoring operations
Properties, equipment and intangible assets
Term borrowings
Debt securities in issue
Other liabilities
Derivative financial assets

954,291
170

11,362_

280,363
445

2,333
4,916
4,374

(5t,270)

1,234,654
615

13,695
4,916
4,374

(51,270)
Net deferred tax asset 965,823 24t,t6t l120619g4

l-
l_

Recognised deferred tax asset 965,823 292,431 7,259,254
Recognised deferred tax liability - (51,270) (51,270)

Net deferred tax asset 965,823 24l,t6l 1,206,984

The tax effect of the movements in the temporary differences for the year ended December 31,2019 are:

December Recognized in December 31,
202031,2019 profit or loss

Tax effect of deductible temporary
differences
Loans and advances to customers and

receivables on factoring operations
Properties, equipment and intangible assets

Term borrowings

,r,ouu:_ q)) ))\
170

11,362

954,291
170

11,362

Net deferred tax asset 32,066 933,757 965,823
Recognised defered tax asset 32,066 933,757 965,823
Net deferred tax asset 32,066 933,757 965.823

20. Financial risk management

The risk management is carried out in respect of financial risks (credit, market, geographical, currency,
liquidity and interest rate), operational risks and legal risks. The primary objectives of the financial risk
management are to establish risk limits, and then ensure that exposure to risks stays within these limits. The
operational and legal risk management are intended to ensure proper functioning of intemal policies and
procedures, in order to minimise operational and legal risks.

Credit risk

The Company exposes itself to credit risk which is the risk that one party to a financial instrument will cause

a financial loss for the other pafty by failing to meet an obligation.

Exposure to credit risk arises as a result of the Company's lending and other transactions with counterparties
giving rise to financial assets.

The Company's maximum exposure to credit risk is reflected in the carrying amounts of financial assets in
the statement of financial position, For finanoial guarantees issued, the maximum exposure to credit risk is the
amount of the commitment.
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20. Financial risk management (continued)

Credit risk management

Credit risk is the single largest risk for the Company's business; management therefore carefully manages its
exposure to credit risk,

The estimation of credit risk for risk management purposes is complex and involves the use of models, as the
risk varies depending on market conditions, expected cash flows and the passage of time. The assessment of
credit risk for a portfolio of assets entails further estimations of the likelihood of defaults occurring, the
associated loss ratios and default correlations between counterpafties.

Limits

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

Loan applications originating with the relevant client relationship managers are passed on to the relevant
credit committee for the approval of the credit limit, Exposure to credit risk is also managed, in part, by
obtaining collateral as well as corporate and personal guarantees. In order to monitor exposure to credit risk,
regular reporls are produced by the credit department's officers based on a structured analysis focusing on the
customer's business and financial performance. Any significant interaction with customers with deteriorating
creditworthiness are reporled to and reviewed by Management.

Expected credit loss (ECL) measurement

ECL is a probability-weighted estimate of the present value of future cash shorlfalls (i.e., the weighted
average of credit losses, with the respective risks of default occuring in a given time period used as weights).
An ECL measurement is unbiased and is determined by evaluating a range of possible outcomes. ECL
measurement is based on four components used by the Company: Probability of Default ("PD"), Exposure at
Default ("EAD"), Loss Given Default ("LGD") and Discount Rate,

EAD is an estimate of exposure at a future default date, taking into account expected changes in the exposure
after the reporting period, including repayments of principal and interest, and expected drawdowns on
committed facilities. PD an estimate of the likelihood of default to occur over a given time period.

LGD is an estimate of the loss arising on default, It is based on the difference between the contractual cash
flows due and those that the lender would expect to receive, including from any collateral. It is usually
expressed as a percentage of the EAD. The expected losses are discounted to present value at the end of the
reporting period. The discount rate represents the effective interest rate ("EIR") for the financial instrument or
an approximation thereof.

In order to calculate ECL an institution has to be able to determine the probability of default in a lifetime
horizon (Lifetime ECL) for exposures in stage 2 and in a one-year horizon (12-month ECL ) for those in stage
1. For the purpose of the IFRS 9 implernentation, the estimation approach was applied, Migration matrices
were used for the entire portfolio to model transitions between loans with a delay of up to 30 days, loans with
a delay of 30-60 days, loans with a delay of 61-90 days, final rating groups and default (overdue days rating>
e0).

One of the key requirements of IFRS 9 is inclusion of forward looking components. Usually, this is
interpreted as necessity to adjust the estimates along with expected evolution of economy (so called
macroeconomic overlay). The comparatively easy and convenient way to include such adjustment to PD
lifetime estimates is usage of regression models that explain behaviour of historical defaults rates versus
selected macroeconomic variables. Such relationship (if statistically relevant for a given portfolio) should be
used to adjust marginal PD curves thus making it more point-in-time (up to possible extent).
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20. Financial risk management (continued)

Expected credit loss (ECL) measurement (continued)

For purposes of measuring PD, the Company defines default as a situation when the exposure meets one or
more of the following criteria:

o the borrower is more than 90 days past due on its contractual payments;

o the borrower meets the unlikeliness-to-pay criteria listed below:

- the Company was forced to restructure the debt;

- the borrower is deceased;

- the borrower is insolvent or it is becoming likely that the borrower will be insolvent;

- the loans originated at a deep discount that reflects the incurred credit losses.

For purposes of disclosure, the Company fully aligned the definition of default with the definition of credit-
impaired assets, The default definition stated above is applied to all types of financial assets of the Company.

The assessment whether or not there has been a significant increase in credit risk ("SICR") since initial
recognition is performed on an individual basis and on a portfolio basis, For loans issued to corporate, to
individuals and other financial assets, SICR is assessed either on a portfolio basis or an individual basis,
depending on the existence of scoring models. The criteria used to identiS, an SICR are monitored and
reviewed periodically for appropriateness by the management. The presumption, being that there have been

significant increases in credit risk since initial recognition when financial assets are more than 30 days past
due, has not been rebutted.

The Company considers a financial instrument to have experienced an SICR when one or more of the
following quantitative, qualitative or backstop criteria have been met:

For purposes of measuring PD, the Company defines default as a situation when the exposure meets one or
more of the following criteria (continued):

o 30 days past due;

award of risk grade "Specialmonitoring";

SICR based on relative threshold based on internal ratings;

inclusion of loan into a watch list according to the internal credit risk monitoring process;

. Relative threshold defined on the basis of a portfolio for products without existing scoring models:
the Company regularly monitors segments with increased credit risk (regions of higher credit risk,
failed products, products on which issuing was stopped) and considers such portfolios to have a
SICR.

Level of ECL that is recognised in these financial statements depends on whether the credit risk of the
borrower has increased significantly since initial recognition. This is a three-stage model for ECL
measurement. A financial instrument that is not credit-impaired on initial recognition and its credit risk has

not increased significantly since initial recognition has a credit loss allowance based on l2-month ECLs
(Stage 1). If a SICR since initial recognition is identified, the financial instrument is moved to Stage 2 but is
not yet deemed to be credit-impaired and the loss allowance is based on lifetime ECLs.

If a financial instrument is credit-impaired, the financial instrument is moved to Stage 3 and loss allowance is
based on lifetime ECLs. The consequence of an asset being in Stage 3 is that the entity ceases to recognise
interest income based on gross carrying value and applies the asset's effective interest rate to the carrying
amount, net of ECL, when calculating interest income.

If there is evidence that the SICR criteria are no longer met, the instrument is transferred back to Stage 1. If
an exposure has been transferred to Stage 2 based on a qualitative indicator, the Company monitors whether
that indicator continues to exist or has changed.

a

a

a
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20. Financial risk management (continued)

The Company measures ECL on a portfolio basis: internal ratings are estimated on an individual basis but the
same credit risk parameters (e.g. PD, LGD) will be applied during the process of ECL calculations for the
same credit risk ratings and homogeneous segments of the loan portfolio. This approach stratifies the loan
pool into homogeneous segments based on borrower-specific information, such as delinquency status, the
historical data on losses, location and other predictive information.

When assessment is performed on a portfolio basis, the Company determines the staging of the exposures and
measures the loss allowance on a collective basis. The Company analyses its exposures by segments
determined on the basis of shared credit risk characteristics, such that exposures within a group have
homogeneous or similar risks. The key shared credit characteristics considered are: type of customer (such as
wholesale or retail), product type, credit risk rating, date of initial recognition, term to maturity, the quality of
collateral and loan to value (LTV) ratio. The different segments also reflect differences in credit risk
parameters such as PD and LGD. The appropriateness of groupings is monitored and reviewed on a periodic
basis by the Risk Management Department.

In general, ECL is the sum of the multiplications of the following credit risk parameters: EAD, PD and LGD,
that are defined as explained above, and discounted to present value using the instrument's effestive interest
rate. The ECL is determined by predicting credit risk parameters (EAD, PD and LGD) for eaoh future year
during the lifetime period for each individual exposure or collective segment. These three components are
multiplied together and adjusted for the likelihood of survival (i.e. the exposure has been repaid or defaulted
in an earlier month).

This effectively calculates an ECL for each future period, that is then discounted back to the reporting date
and summed up. The discount rate used in the ECL calculation is the original effective interest rate or an

approximation thereof.

The key principles of calculating the credit risk parameters

The EADs are determined based on the expected payment profile, that varies by product type. EAD is based
on the contraotual repayments owed by the borrower over a 12-month or lifetime basis for amortising
products and bullet repayment loans. This will also be adjusted for any expected overpayments made by a

bonower. Early repayment or refinancing assumptions are also incorporated into the calculation.

Two types of PDs are used for calculating ECLs: l2-month and lifetime PD. An assessment of a l2-month
PD is based on the latest available historic default data and adjusted for supportable forward-looking
information when appropriate. Lifetime PDs represent the estimated probability of a default occurring over
the remaining life of the financial instrument and it is a sum of the 12 months PDs over the life of the
instrument. The Company uses different statistical approaches depending on the segment and product type to
calculated lifetime PDs, such as the extrapolation of l2-month PDs based on migration matrixes, developing
lifetime PD curves based on the historical default data.

LGD represents the Company's expectation of the extent of loss on a defaulted exposure. LGD varies by the
type of counterparty, type and seniority of the claim, and the availability of collateral or other credit support.
The l2-month and lifetime LGDs are determined based on the factors that impact the expected recoveries
after a default event, The approach to LGD measurement is calculation of LGD on a portfolio basis based on
recovery statistics; with details below:
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20. Financial risk management (continued)

Forward-looking information incorporated in the ECL models

The assessment of SICR and the calculation of ECL's both incorporate supportable forward-looking
information. The Company identified certain key economic variables that correlate with developments in
credit risk and ECL's, Forecasts of economic variables (the "base economic scenario") are provided by the
Company's economics team on a quarterly basis and provide the best estimate of the expected macro-
economic development over the next four years, Refer to the Note 0.

Market risk

The Company takes on exposure to market risks. Market risks arise from open positions in (a) foreign
currencies, (b) interest bearing assets and liabilities, all of which are exposed to general and specific market
movements. The goal of the Company's market risk management is to limit and reduce the amount of
possible losses on open market positions that may be incurred by the Company due to negative changes in
currency exchange rates and interest rates. The Management sets limits on the value of risk that may be
accepted, which is monitored on a daily basis. However, the use of this approach does not prevent losses
outside of these limits in the event of more significant market movements.

Currency risk

The Company takes on exposure to effects of fluctuations in the prevailing foreign curency exchange rates
on its financial position and cash flows. In respect of currency risk, management sets limits on the level of
exposure by currency and in total for both overnight and intra-day positions, which are monitored daily. The
Company does not deal in any derivative instruments for speculative or hedging purposes.

The table below summarises the Company's exposure to foreign currency exchange rate risk at the end of the

reporting period:

At December 31 At December 31 20192020
Monetary

financial
assets

Monetary
financial
liabilities Netposition

Monetary
financial
liabilities Netposition

Monetary
financial

assets

AZN 32,510,713 (24,187,067) 8,323,646 33,351,785 (9,328,873) 24,022,912
USDollars 3,116 (2,642,718) (2,638,942) 1,530 (12,190,616) (12,189,086))

Total 32,514,489 (26,829,785) 5,684,704 33,353,315 (21,519,489) 1I,833,826

The following table presents sensitivities of profit and loss to reasonably possible changes in exchange rates

applied at the period end date, with all other variables held constant:

At December 31 At December 31 20192020

Impact on
profit or loss

Impact on
p{Sfit!4S!s

US Dollar strengthening by 20% (527,788) (2,437,817)

US Dollar weakening by 20% 527,788 2,437,817

Other than as a result of any impact on the Company's profit or loss, there is no other impact on

Company's equity as a result of such change in exchange rates. The exposure was calculated only
monetary balances denominated in currencies other than the functional currency of the Company.

the
for
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20. Financial risk management (continued)

Currency risk (continued)

The Company makes the following assumptions when carrying out its sensitivity analysis:

o The sensitivity analysis shows the effects of changes that are considered to be reasonably possible
over the period until the Company will next present these disclosures, which is usually its next annual
reporting period;

The Company discloses only the effects of the changes at the limits of the reasonably possible range of the
relevant risk variable, rather than all reasonably possible changes.

Interest rate risk

The Company takes on exposure to the effects of fluctuations in the prevailing levels of market interest rates
on its financial position and cash flows. Interest margins may increase as a result of such changes, but may
reduce or create losses in the event that unexpected movements arise. The Management monitors on a daily
basis and set limits on the level of mismatch of interest rate repricing that may be undertaken.

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

Demand and
less than From 1 to From 6 to
I month 6 months 12 months

More than
I vear Total

December 31,2020
Total financial assets 5,769,406 13,324,554 7,257,457 6,164,072 32,514,489
Totalfinancialliabilities (3,717,515) (12,105,968) (9,125,590) (1,880,712) (26,829,785)
Net interest sensitivity gap at
December 31,2020 2,050,891 1,218,586 (1,868,133) 4,283,360 5,684,704
December 31, 2019

Total financial assets

Total financial liabilities
466,356 7,516,522 12,962,112 12,408,325 33,353,315

(572,775) (1,247,344) (12,131,146) (7,568,224) (21,519,489)
Net interest sensitivity gap at
December 31,2019 (106,4211 6,269,178 830,966 4,840,101 11,833,826

The Company's profit is not exposed to AZN market interest rate changes because the Company does not
have variable interest assets or liabilities denominated in AZN.

The Company monitors interest rates for its financial instruments. The table below summarizes interest rates

based on reports reviewed by key management personnel:

December 31 December 3l 2019
Inok p.a. AZN USD AZN USD

2020

Assets
Loans and advances to customers and

receivables on factoring operations 4%-34% 4%-34%

Liabilities
Term borrowings
Bonds issued on domestic market

9%-15%
12%-20%

5o/o-6Yo 9%-15% 5%o-6Yo

The sign "-"in the table above means that the Company does not have the respective assets or liabilities in the

corresponding currency.

All other financial assets and financial liabilities are non-interest bearing.
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20. Financial risk management (continued)

Geographical risk concentrations

The geographicalconcentration of the Cornpany's financial assets and liabilities at December 31,2020 is set

out below:

Azerbaiian Non-OECD Total
Financial assets
Cash and cash equivalents

Loans and advances to customers and receivables on
factoring operations
Amount due from related party
Derivative financial assets

776,866

29,329,026
2,152,245

256,352

776,866

29,329,026
2,152,245

2s6,352
Total financial assets 32,514,489 32.514.489

Financial liabilities
Term borrowings
Bonds
Sahreholder Bonds
Other liabilities

(23,281,036)
(2,515,608)
(1,008,973)

(24,168)

(23,281,036)
(2,515,608)
(1,008,973)

(24.168)
Total financial liabilities (26.829.785\ (26.812.7061

Net position on-balance sheet financial instruments 5.684.704 5,684.704

Assets and liabilities have generally been based on the country in which the counterparty is located.

The geographical concentration of the Company's financial assets and liabilities at December 31, 2019 is

set out below:

Azerbaiian Non-OECD Total

Financial assets

Cash and cash equivalents

Loans and advances to customers and receivables on
factoring operations

466,356

3 1,378,559

466,356

31,378,559
1,508,400Amount due from related party 1,508,400

Total financial assets 33,353,315 33.353.31s

Financial liabilities
Term borrowings
Other liabilities

(21,517,369) - (21,517,369)
(2,120) - (2,120)

Total financial liabilities (21,519,489) (21,519,489)

Net position on-balance sheet financial instruments I 1,833,826 11,833,826

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations arising from its
financial liabilities. It refers to the availability of sufficient funds to meet financial commitments associated

with financial instruments as they actually fall due. Liquidity risk exists when the maturities of assets and

liabilities do not match. The matching and/or controlled mismatching of the maturities and interest rates of
assets and liabilities is fundamental to the management of financial institutions.
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20. Financial risk management (continued)

Liquidity risk (continued)

In order to manage liquidity risk, the Company performs daily monitoring of future expected cash flows on
clients' and banking operations, which is part of the assets/liabilities management process. They also set
parameters for the risk diversification of the liability base,

The Company's liquidity policy is comprised of the following:

;ffi1i,-r::;[fr:*t 
and maintaining the level of liquid assets necessary to ensure liquidify in

Maintaining u frnairg plan commensurate with the Company's strategic goals;

Maintaining a diverse range of funding sources thereby increasing the Company's bomowing
capacity, domestically as well as from foreign sources;

- HlffiT#j::lil trJ;:::T-,",i;."i,ab,e funding sources; and

Constant monitoring of asset and liability structures by time-bands.

The following tables show carrying amounts of liabilities of the Company including potential future non-
accrued interest ranked on the basis of the remaining period from the period end date to their contractual
maturity date,

: 
The undiscounted maturity analysis of financial liabilities at Decembe r 31,2020 is as follows:

Demand and From
less than From I to From 6 to 12 months to
1 month 6 months 12 months 5 vears Total

Liabilities
Term borrowings (3,957,376) (13,136,555) (7,402,764) (916,934) (25,413,629)
Bonds issued on domestic market (295,564) (1 ,477 ,818) (1,092,502) (642,113) (3,507 ,997)
Other liabilities (24,168) - (24,168)
Total potential future payments
for financial obligations (4,277,108) (14,614,373) (8,495,266) (1,559,047) (28,945,794)

The undiscounted maturity analysis of financial liabilities at December 31,2019 is as follows:

Demand and From
less than From I to From 6 to 12 months to
I month 6 months 12 months 5 years Total

Liabilities
Term borrowings (570,655) (1,247,344) (12,131,146) (7,568,224) (21,517,369)
Other liabilities (2,120) - (2,120)

Total potential future payments
for financial obligations (572,775\ (1,247,344) (12,131,146) (7,568,224) (21,519,489)

36



6'FERRUM CAPITAL'' CJSC
FORTHE YEAR ENDED DECEMBER 3I,2O2O
NOTES TO FINANCIAL STANTEMENTS
(Amounts presented are in Azerbaijani manats, unless otherwise stated)

20. Financial risk management (continued)

Liquidity risk (continued)

The Company does not use the above maturity analysis based on undiscounted contractual maturities of
liabilities to manage liquidify. Instead, the Company monitors expected maturities and the resulting expected
liquidity gap as follows:

Demand and
less than

From
From 6 to 12 months toFrom I to

I month 6 months 12 months 5 vears Total

l

l

I 
-

At December 31,2020
Financial assets 5,768,406
Financial liabilities (3,7 11 ,515)

13,324,554
( 12,10s,968)

7,257,457
(9, l 25,590)

6,164,072 32,514,499
(1,880,712) (26,829,785)

Net liquidity gap based on
expected maturities 2,050,891 1,219,596 (1,868,133) 4,283.360 5,684.704

l- At December 31, 2019
Financial assets 466,356
Financialliabilities (572,715)

7,576,522
(1,247,344)

12,962,112
(12,131,146)

12,408,325 33,353,315
(7,568,224) (2l,5lg,4gg)

Net liquidity gap based on
qpgqted maturities (106,421') 6,269,178 830,966 4,840,101 11,833.826

The matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities is
fundamental to the management of the Company's liquidity risk. It is unusual for financial corporations ever
to be completely matched since business transacted is often of an uncertain term and of different types. An
unmatched position potentially enhances profitability, but can also increase the risk of losses,

The maturities of assets and liabilities and the abilify to replace, at an acceptable cost, interest-bearing
liabilities as they mature, are impoftant factors in assessing the liquidity of the Company and its exposure to
changes in interest and exchange rates.

Management considers that the current favorable macroeconomic environment for financial institutions
operating in Azerbaijan, positive cash flows, the profitability of operations and access to foreign financial
resources as required significantly decrease the risk of losses arising from current liquidity mismatches.

21. Management of capital

The Company's objectives when managing capital are (i) to comply with the minimum capital requirements
set by Financial Market Supervisory Authority (FIMSA), (ii) to safeguard the Company's ability to continue
as a going concern and (iii) to maintain a sufficient capital base ratios in order to support its business and to
maximize shareholders' value.

There are no financial covenants stipulated by borrowing agreements in respect of capital adequacy
requirements.

22. Contingencies and commitments

Legal proceedings

From time to time and in the normal course of business, claims against the Company may be received. On the
basis of its own estimates and both internal and extemal professional advice the Company's management is of
the opinion that no material losses will be incurred in respect of claims and accordingly no provision has been

made in these financial statements.
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22. Contingencies and commitments (continued)

Tax contingencies

Azerbaijani tax, currency and customs legislation is subject to varying interpretations, and changes, which
can occur frequently. Management's interpretation of such legislation, as applied to the transactions and
activity of the Company, may be challenged by the relevant state authorities. Recent events within the
Republic of Azerbaijan suggest that the tax authorities may be taking a more assertive position in their
interpretation of the legislation and assessments, and it is possible that transactions and activiiies that have not
been challenged in the past may be challenged. As a result, significant additional taxes, penalties and interest
may be assessed, Fiscal periods remain open to review by the authorities in respect of taxes for three calendar
years preceding the year of review. Under certain circumstances reviews may cover longer periods.

23. Fair value disclosures

Fair value measurements are analysed by level in the fair value hierarchy as follows: (i) level one are
measurements at quoted prices (unadjusted) in active markets for identical assets or liabilities, (ii) level trvo
measurements are valuations teohniques with all material inputs observable for the asset or liability, either
directly (that is, as prices) or indirectly (that is, derived from prices), and (iii) level three measurements are
valuations not based on observable market data (that is, unobservable inputs). Management applies judgement
in categorising financial instruments using the fair value hierarchy. If a fah value measurement uses
observable inputs that require significant adjustment, that measurement is a Level 3 measurement. The
significance of a valuation input is assessed against the fair value measurement in its entirety.

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

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

December 31,2020 December 31. 2019
Level I

fair
value

Level2
fair

Value
Carrying

value

Level I
fair

value

Level2
fair

value
Carrying

value
Financial assets
Loans and advances to
customers and
receivables on factoring
operations
Cash and cash
equivalents
Amounts due from
related parly
Derivative financial
assets

- 29,329,026

776,866

2,152,245

256,352

29,329,026

776,866

2,152,245

256,352

466,356

31,378,559 31,378,559

- 466,356

1,508,400 1,508,400

Total 776,866 31,737,623 32,514,489 466,356 32,886,959 33,353,315
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23. Fair value disclosures (continued)

Fair values analysed by level in the fair value hierarchy and
value are as follows:

carrying value of liabilities not measured at fair

December 31,2020 December 31, 2019
Level I

fair
Value

Level2
fair

value
Carrying

value

Level I
fair

value

Level2
fair

value
Carrying

value
Financial liabilities
Term borrowings
Bonds
Shareholder Bonds

- (23,281,036) (23,291,036)
- (2,515,608) (2,515,608)
- (1,008,973) (1,008,973)

-_ (21,517 ,369)_ (21 ,517 ,369)_

- (2.120) (2.120\Other liabilities - (24,168) (24,168)
Total - (26,829,785) (26,829,7E5) - (21,519,489) (21,5t9,489)

24. Related party transactions

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

At December 31,2020, the outstanding balances with related parties were as follows:

Shareholder
Entities under

common control
Corporate bonds (contractual interest r ale : 20Yo)

Amount due Ilom related party
1,008,973

2,152,24;

At December 31,2019, the outstanding balances with related parties were as follows:

Entities under
common control

Amount due ffom related party I,508,,400

The income and expense items with related parties for the year 2020 were as follows:

Shareholder
Entities under

common control

Interest expense

Rent expense

Communication expenses

Audit fee

(46,473)-

(2603413;
(19,549)
(12,300)
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24. Related party transactions (continued)

The income and expense items with related parties for 2019 were as follows:

Entities under
common control

Rent expense

Communication expenses
(38,940)

(5,848)
Audit fee (15,700)

Key management compensation is presented below:

Year ended Year ended
December 31,2020 December 31,2019

Salaries
State pension and social security costs
Short-term bonuses

(96,297)
(14,296)

(46,985)
(7,530)

(139)
Total (110,593) (54,655)

25 Rectification/ reclassification of prior year errors/ figures

During the preparation of the financial statements for the year ended December 31, 2020, the Company
determined that certain amounts as of December 31, 2019 had not been properly reflected due to
mathematical errors,

To correct these errors, the Company has recalculated the comparative data for December 31,2020 and the
year ended on that date.

Effect on statement financial position as at December 31,2020:

Before

resstatement

Effect
of adiustments

After
resstatement

Amount due from related parly
Deferred tax asset

Other assets

Current income tax payable
Other capital
Retained earnings

$,47;

10,487,012
(25, l 58)

1,508,400
965,823
(83,472)
606,757

1,508,400
275,594

1,508,400
965,823

606,757
11,995,412

250,436
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25 Rectification/ reclassification of prior year errors/ figures (continued)

Effect on statement of profit or loss and other comprehensive income for the year ended December 31,2020:

Before Effect of
resstatement adiustments

After
resstatement

Interest income
Other income

General and administrative expense
Income tax expense
Deferred tax benefit

3,856,905
q 5q?

(8s8,323)
(112,443)_

(538,988)
13,293

(23,002)
(690,229)

3,317,817
22,886

(881,325)
(802,672)

933.757 933,757
Net profit for the year 449,773 (305,169) 144,604

Effect on statement of cash flows for the year ended December 31,2020:

Before
resstatement

Effect of
adiustments

After
resstatement

Profit before income tax
Interest income
Interest expense
Depreciation
Loans to customers and receivable on factoring operations
Other assets

Other liabilities
Amounts due from related party
Settlements with related parties
Tax settlements

562,2t6-

6,418
(19,386,573)

( I ,035,946)

(2,603,294;
( I 63,848)

(548,697)
(3,317,817)

1,350,136
(267)

647,388
(195,915)

(56,809)
(1,508,400)

2,603,294
163,848

I 3,5 l9
(3,317,917)

1,350,136
6,151

( 1 8,739,1 85)
( 195,915)

(1,092,7 55)
( 1,508,400)

(1,293,328)
3,262,402

Interest paid - (1,293,328)
Interest received - 3,262,402
Net cash used in operating activities before tax (21,525,304) 1,105,835 (200419,469)

Acquisition of properties and equipment (52,050) 63 (51,987)
Net cash from/(used in) investing activities (52,050) 63 (s1.987)

Proceeds Ilom term borrowings
Repayment of term borrowings
(Decrease)/increase in other capital

9,598,191 t4,96s,709
- (14,965,709)

24,563,900
(14,965,709)

10,487 ,012 (1,094,894) 9,392,118
Net cash from financing activities 20,085,203 (1,094,894) 18,990,310

26, Events after the reporting period

There is no significant event after reporling date.
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