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Independent auditor’s report

To the Management and Management Board of the
State Oil Company of the Azerbaijan Republic

Opinion

We have audited the accompanying consolidated financial statements of the State Oil Company
of the Azerbaijan Republic and its subsidiaries (the Group), which comprise the consolidated
statement of financial position as at 31 December 2018, and the consolidated statement of profit
or loss and other comprehensive income, consolidated statement of changes in equity and
consolidated statement of cash flows for the year then ended, and notes to the consolidated
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects the consolidated financial position of the Group as at 31 December 2018 and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s responsibilities for
the audit of the consolidated financial statements section of our report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountants’ Code of
Ethics for Professional Accountants (IESBA Code), and we have fulfilled our other ethical
responsibilities in accordance with the IESBA Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated financial statements of the current period. These
matters were addressed in the context of our audit of the consolidated financial statements as a
whole and in forming our opinion thereon, and we do not provide a separate opinion on these
matters. For each matter below, our description of how our audit addressed the matter is
provided in that context.
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We have fulfilled the responsibilities described in the Auditor’'s responsibilities for the audit of the
consolidated financial statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements. The
results of our audit procedures, including the procedures performed to address the matters below,
provide the basis for our audit opinion on the accompanying consolidated financial statements.

Impairment of oil and gas assets

We considered this matter to be one of most
significance in the audit due to the significance of
the Group's oil and gas assets, the high level of
subjectivity in respect of assumptions underlying
impairment analysis and significant judgements
made by management. In addition, volatility in oil
prices over the last few years impacts the Group's
operations and cash flows and triggers potential
impairment.

The key assumptions used by management and
results of impairment tests are disclosed in Notes 3,
16 and 29 to the consolidated financial statements.

Estimation of oil and gas reserves

The estimate of oil and gas reserves has a
significant impact on the impairment test and
depreciation and decommissioning provisions.
The Group involved internationally recognized
independent reserves engineers to evaluate its oil
and gas reserves,

Information on oil and gas reserves is disclosed in
Note 3 to the consolidated financial statements.

We evaluated the change in risk profile of the
Group's assets and assessed impairment indicators.
We involved our internal valuation experts and
compared assumptions used in impairment testing
such as oil prices forecast, reserves and resources
volumes and discount rates with available external
data. We checked mathematical accuracy of
impairment models and sensitivity analysis. We
compared calculated amounts of impairment charge
and unsuccessful exploration assets write offs to
amounts recorded in the Group's accounting
records. We analyzed significant judgement made
by management. We analyzed disclosure of
impairment in the notes to the consolidated
financial statements.

We compared the assumptions used by the reserve
engineers with the Group'’s approved budget and
historical data. We assessed the underlying
assumptions and compared estimates of reserves
and resources provided by reserves engineers to
the amounts included in the calculation of
impairment, depreciation, depletion and
amortization and decommissioning provisions.

We analyzed disclosure of oil and gas reserves in
the notes to the consolidated financial statements.

Other information included in the Group’s 2018 Annual Report

Other information consists of the information included in the Group’s 2018 Annual Report other
than the consolidated financial statements and our auditor’s report thereon. Management is
responsible for the other information. The Group’s 2018 Annual Report is expected to be made
available to us after the date of this auditor's report.

Our opinion on the consolidated financial statements does not cover the other information and
we will not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information identified above when it becomes available and, in doing so, consider
whether the other information is materially inconsistent with the consolidated financial
statements or our knowledge obtained in the audit or otherwise appears to be materially

misstated.
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Responsibilities of management and the Management Board for the consolidated financial
statements

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

In preparing the consolidated financial statements, management is responsible for assessing the
Group's ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liguidate the Group or to cease operations, or has no realistic alternative but to do so.

The Management Board is responsible for overseeing the Group's financial reporting process.
Auditor's responsibilities for the audit of the consolidated financial statements

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

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

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

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

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

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

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

We communicate with the 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 identify during our audit.

We also provide the Management Board with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships
and other matters that may reasonably be thought to bear on our independence, and where
applicable, related safequards.

From the matters communicated with the Management Board, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current
period and are therefore the key audit matters. We describe these matters in our auditor’s report
unless law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because
the adverse consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

The partner in charge of the audit resulting in this independent auditor’s report is Nargiz Karimova.

Ganet &MM (CIS) B.v~

31 May 2019

Baku, Azerbaijan

A member firm of Ernst & Young Global Limited



State Oil Company of the Azerbajjan Republic

Consaclidated financial statements

Consolidated statement of financial position

(Amounts presented are in millions of Azerbaijani Manats)

Assets

Current assets

Cash and cash equivalents
Restricted cash

Deposits

Avallable-for-sale investments
Trade and other receivables
Inventories

Other current assets

Total current assets

Non-cufrent assets

Property, plant and equipment
Goodwill '

[ntangible assets other than goodwill
Investmenits in joint ventures
Investments in associates

Deferred tax-assets

Other hon-current financial assets
Qther nen-current-assets

Total non-current assets

Total assets:

Equity

Charter capital _

Additional paid-in capital

Retained earnings

Other capital reserves

Put option en‘company’s shares

Gain on sale/purchase of subsidiary share
Cumulative translation differences

Equity attributable to equity holders of the Group

Non-controlling interests.
Total equity

The accomparying notes are an integral part of these consolidated financial statements.

31 December

31 December

Note 2018 2017

8 6,640 5,217
9 276 265
8 151 218
- 174

10 8,395 10,007
11 2,079 4,810
12 851 1,614
19,292 22,305

15 28,259 25,669
39 301 327
16 714 739
17 5,301 5,022
18 4,358 4,571
33 700 905
14 1,323 685
13 1,887 1,124
42,844 39,042

62,136 61,347

27 4,147 3,036
27 5,299 4,541
7,659 7,357
(51) (6)
_ (1,310) (1,310)
27 1,168 1,181
5,900 5,806

22,812 20,605

1,132 1,370

23,944 21,975




State Oil Company of the Azerbaijan Republic

Consolidated financial statements

Consolidated statement of financial position (continued)

(Amounts presented are in millions of Azerbaijani Manats)

31 December

31 December

Note 2018 2017

Liabilities
Current liabilities
Trade and other payables 19 11,780 12,450
Short-term and current portion of long-term borrowings 20 4,013 5,998
Taxes payable 21 690 487
Contract liabilities 19 305 =
Deferred acquisition consideration payable 26 167 147
Other provisions for liabilities and charges 23 56 70
Deferred income 24 11 41
Other current liabilities 25 355 653
Total current liabilities 17,367 19,846
Non-current liabilities
Long-term borrowings 20 9,659 9,513
Advances received for the sale of interest in PSA 34 4,313 4,076
Put option liabilities 35 2,713 2,719
Deferred tax liabilities 33 1,412 1,209
Asset retirement obligations 22 1,079 1,067
Deferred acquisition consideration payable 26 529 =
Other provisions for liabilities and charges 23 1562 94
Deferred income 24 58 63
Other non-current liabilities 25 910 785
Total non-current liabilities 20,825 19,526
Total liabilities 38,192 39,372
Total liabilities and equity 62,136 61,347
Approved for issue and signed on behalf of the Group on 31 May 2019.

&:‘_‘ﬁ\\ N _§’ e
MF, Rmmag Ahduliayev U Mr. Suleyman Gasymov
Pres:dent - Vice-President for Economic Affairs

&

The accompanying notes are an integral part of these consolidated financial statements.



State Oil Gompany of the Azerbaijan Republic Consolidated financial statements

Consolidated statement of profit_'or- loss and other comprehensive income

(Amounts présented are in miliions Of Azerbaijani Manats}

Note 2018 2017

Revenue 28 111,198 92,571
Cost of sales 29 (105,468) {87.352)
Gross profit 5,730 5,219
Distribution expenses 29 (1,196) (864}
General and admiinistrative expenses 29 (1,348) (1,267)
Loss on disposal of property, plant and equipment and _

intangible assets (15) (26)
Social expenses {105) (125)
Exploration and evaluation expenses 28 (69) (38)
Credit loss reversed 29 85 =
Other operating expenses 29 {403) (1,326)
QOther operating income 30 916 249
Operating profit 3,595 2,522
Finance income 31 212 117
Finance costs 32 {1,126) (890)
Foreign exchange gains and losses, het - (698) 110
Share of result of jeint ventures 17 213 523
Share of result of associates 18 24 134
Profit before income tax 2,220 2,516
Income tax expenses 33 (886) {424)
Profit for the year 1,224 2,092

Other comprehensive loss o
Other comprehensive loss.to be reclassified to profit or loss _

in‘subsequént periods ~ curreéncy translation differences (241) {620)
Other comprehensive (loss)/gain not te be reclassified '

to profit or 10s§ in subsequent periods - loss on investments

-at FYOCI (74) 44
Other comprehensive loss for the year, net of tax _ (315) {576}
Total comprehensive income for the year 909 1,516
Profit is attributable to:

Equity holders of the Group 1,109 1,748
Non-controlling interests 115 344
1,224 2,092

Total comprehensive (loss)/income attributable.to: _
Equity holders of the Group 1,160 1,318
Nen-controlling interests | (251) 198
809 1,516

The accompanying notes are an integral part of these consolidated financial statements.
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State Gil Company of the Azerbaijan Republic Notes to the consolidated financial statements for 2018

{Amounts presented are in millions of Azerbaifjani Manals, tinfess otherwise stated)

Note 2018 2017
Cash flows from operating activities _ _
Profit-before income tax 2,220 2,516
Adjusiments for: _ _
Depreciation of property, plant and equipment 29 1,391 1,065
Amortisation of intangible assets. 16 43 41
Impairment of property, plant and equipment 15 161 468
Impairment af trade and other receivables and other financial assets (25) 239
Loss on disposals of property, plant and equipment and intangible '

-assets _ ' 15 26
Finance income. 31 (212) (117
Finance costs 32 1,126 8g0
Foreign exchange rate differences _ o 1,002 26
Share of result of associates and joint ventures 17,18 (237). (657}
Other non-¢ash {ransactions {601) (408}
Operating cash flows before working capital changes 4,883 4,089
Decrease/(increase) intrads-and other receivables 1,027 {1,660}
Decrease in inventories 1,700 o222
(Decrease)fincrease in trade and other payables and contract

liahilities _ ' ' (402) 2,665
Change in‘cther assets and fiabilities (5) - 51
Change in provisions N (50
Cash generated from operations. 7,184 5,317
Income taxes paid (590) {635)
Interest paid N {885) (647)
Net cash flows from operating activities 5,708 4,035
Cash flows from investing activities
Acquisitions of subsidiary (net of cash. acquired) (1) 13
Additional contribution in associgtes and joint ventures {201} - {830)
Purchase of property, ptant and equipment (4 872} 4,271)
Puschase of intangible assets (323 (29)
Withdrawal of deposits. 108 813
Interest received: _ 171 147
Dividends received from associates and joint ventures 160 221
Proceeds from sale.of property, plant arid eguipment _ 112 58
Advances received for sale of interest in PSA 34. 237 1,310
Purchase of available-for-sale assets: - 51)
Change i restricted cash felated to construction - (129)
Loang received from/{issued 10) joint ventures/associates 170 (313)
Loan issued to related parties {34) -
Prdceeds from. sale of disposal group 80 -
Purchase of financial instrument from related parties’ 7 (161)

Loans issuedto third parties - (8)
Net cash flows used in investing activities _ (4,033) {3,097}
Cash flows from financing activities N

Proceeds from: borrowings 5,601 9,480
Repaymerit of borrowings (6 634) (8,559)
Contribution in subsidiary by non-cantrolling shareholder 98 28
Praceeds from sale of non-controlling interests 27 23 87
Increase in charter capital and additional paid-in capital 27 1,190 243
Dividends paid6 nop-controlling interests _ (122) (252y
Distribution to the Gavernment 27 (680} (656)
Contribution from the Goverriment 578 -
Acquisition of share from non-controlling shareholder - 1)
Change in restricted cash related to borrowings = (8)
‘Net cash flows from financing activities 54 290
Net foreign exchange'diﬁerenc_e' on-¢ash-and cash equivalents (290) {174)
Expected credit losées ("ECL") for cash and cash equivalents 8 {17 -
Net increase in cash and cash equivalents 1,423 1,054
Cash-and cash equivalents at the beginning of the year 8 5,217 4,163
Cash and cash equivalents at the end of the year 8 5,640 5,217




State Qil Company of the Azerbaijan Republic Notes to the consblidated financial statements for 20118

(Amounts presented are in millions of Azerbaifani Manats, unless otherwise stated)

1. The Group and its operations

The State Qil Company of the Azerbaijan Republic {‘-‘SOCAR"’) was established by the Presidential Decree on
13 September 1992 in accordance with Azerbaijani legislation and is domiciled in the Azetbaijan Republic,
SOCAR is involved in upstream, midstream and downstream operations. SOCAR’s main functions pertain to
the extraction, refining, transportation of oll, gas and gas condensates, and sale of gas and oil and gas
produicts. SOCAR is 100 pet cent owned by the Government of the Azerbauan Republic (the “Government”).
SOCAR'’s fegistered address is 121 Heydar Aliyev Avenue, AZ 1029 Baku, Azerbaijan Republic.
Information about subsidiaries

The ¢consolidated finaricial statements: of the Group incltide: the following material subsidiaries:

Principal Country of % equity interest

Name activities ‘incorporation 2018 2017

SOCAR Turkey Enerji'A.$. Refinery Turkey 100% 100%
Azerbdijan (ACG) Ltd Qil production Cayman. Islands 100% 100%
Azerbaijan (Shah Deniz) Lid Gas production Cayman Islands 100% 100%
Caspian Driling Company (CDC} Drilling cperations Azerbaijan 92% 92%
SQOCAR Energy Georgia LLC Sales and Distribution Georgia 76% 76%
SCOCAR Overseas LLC Sales and Distribution UAE 100%. 100%
SOCAR Trading Holding Sates and Distribution Malta 100% 100%
Azerbaijan (BTC) Lid Sales and Distribution  Cayman Islands 100% 100%
Cooperative Menkent U.A. Sales and Distributicn  Netherlands 100% 100%
SOCAR Energy Holdings AG Sales and Distribution Switzerland 100% “100%
SOCAR Energy Ukraine Sales and Distribution Ukraing 100%. 100%
Azerbaijan (SCP) LTD ‘Sales and Distribution  Cayman Islands. 100% 100%
SOCAR Petroleum ("CJSCY Sales and Distribution Azerbaijan 100% 100%
Baku Shipyard ELC Construction Azerbaijan 70% 65%
SOCAR Polymer Investments LLE  Chemicals production Azerbaijan 52% 57%
BOS Shelf LLGC Construction Azerbaijan 90% 90%

On 28 February 2018 the Group acquired 100 per cent control over four business units, A{, Futura, Pronto-
and W&G (Austrian business) (Note 39).

2.  Basis of preparation and significant accounting policies
Basis of preparation

These consolidated financial statements of SOCAR and its subsidiaries, associates; joint ventures and joint,
operations (collectively referred to as “the Group”) have been prepared in accordance with International
Financial Reporting Standards (“IFRS") as issued by the International Accountmg Standards Board (“IASB").

The principal accounting policies appiied in the preparation of these consolidated financial staternents are set
out below. These policies have been consistently applied to all the pericds presented,

Basis of consolidation

The consolidated financial statements comprise the financial statements of the Group and its subsidiaries as.
at 31 December.2018.

Subsidiaries are all entities. (including special-purpose entities) over which the Group has control, Confrol is
achieved when the Group is exptsed, or has rights, to variable returns from its involvement with-the investee
and has the ability to affect those returns through: its power over the irivestee. Specifically, the. Group controls
an investee if and. ¢nly if the Group has:

> Power overthe investee (.., existing rights that give it the current ability to direct the relevant activities
of the investee);

> Exposure, or rights, to variable réturns from its involvement with the investee; and
»  The ability.to use its power over the investee to affect its returns.
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(Amounts-__prese'nted are in millions of Azerbaijani Manats, unless otherwise stated).

2. Basis of preparation and significant accounting policies (continued)
Basis of consolidation (continued)

When the Greup has less than a majority of the voting or simitar rights of an investee, the Group considers all
relevant facts and circumstances in.assessing whether it has power over-an investee, including:

> The contractual arrangement(s) with the other vote holders of the investee;
. Rights arising_ from other contractual arrangeme‘nts;
> The Group's veting rights and potential voting rights..

The Group re-assesses whether or not it controls .an investee if facts and circumistances indicate that there
are changes to one or more of the: three elerments of control. Consolidation of a subsidiary begins when the
Group abtains contral over the subsidiary and ceases when the Group loses control of the subsidiary. Assets,
lizbilities, income and éxpenses of a subsidiary acquired or disposed of during the year are included in the
consolidated financial statements from the date the Group gains control until the: date the Group ceases to
control the subsidiary. '

Profit or loss zind each component of other comprehensive income (*OCI") are attributed to the equity holders
ofthe parent of the Group and to the nen-controlling interests, even if this results it the non-controlling interests
having ‘a deficit balance. When necessary, adjustments are made to the financial statements of subsidiaries.
to. bring their accounting policies in line with the Group’s accounting policies. Inter-company transactions,
balances and unrealized gains o transactions between group companies are eliminated. Unfealized losses
are also eliminated but considered an impairment indicator of the asset transferred. Accounting, policies. of
subsidiaries have been ¢changed where necessary to ensure consistency with the policies adopted by the-

A change in the ownership interest of a subsidiary, without a less. of control, is accounted for as an equity
transaction. If the Group loses control over a subsidiary, it derecognises the related assets (including goodwilly,
liabilities, non-controlling interest and other components of equity, while any resultant gain orloss is fecognised
in profit or loss. Any investment retained is recognised at fair value. Total comprehensive income within a
subsidiary is attributed to the non- controlling interests even if that results in a deficit balance.

Business combinations

Business-combinations-are accounted for using the acquisition method. The cost of an acquisition is measured
as the aggregate of the consideration transferred, which is measured at acquisition date fair value, and the’
amount of any non-centralling interests in the acquiree. For each business combination, the acquirer measures.
the non-controlling initerests in'the acquiree at the proportlonate share of the dcquiree’s identifiable net-assets.

Acquisition costs incurred are -expensed and inciuded in administrative expenses.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for-appropriate
classification and designation in accordance with the contractual terms, economic circumstances and pertinent
conditions as at the acquisition date, This includes the separation of embedded deyivatives in host contracts:
by the acqu'lree If the husiness combination is achieved in stages, the acquisition date fair value of the
acquirer's previously held equity interest in the acquiree is re-measured to fair value at the acqmsmon date
through profit or Joss.

Transactions with non-controffing interests

Changes in the Group's ownership interest in a subsidiary that do not result'in a loss of control are accounted
for as equity transactions.{i.e. transactions with awners in their capacity as owners), In such circumstances
the carrying amounts of the controlling and non-controlling interests: shall be adjusted to reflect the changes in
their relative interests in the subsidiary. Any difference between the amount by which the non-controlling
interests are adjusted and the fair value of the consideration paid or received is recognized directly in equity
and attributed to the.owners of the Group.

Business combinations with enfities under common control

The Group applies acquisition method of accounting for business combinations with entities under the common
control,
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(Amounts presented are in millions of Azerbajjani Manats, unless otherwise stated)

2. 'Basis of preparation and significant accounting policies (continued)
Investments in associates and joint ventures.

An agsociate is an entity over which the Group has significant influence. Slgnlflcant influence is the power to
participate in the financial and operating policy decisions of the investee; but is nat.control or joint contro! over
those policies.

A joint venture {*JV"} is a type of joint arrangement whereby the parties that have joint control of the
arrangement have rights to the net assets of the joint venture. Joint control is the contractually agreed shanng
of contral of an arrangement, which exists only when decisions about the retevant activities require unanimous
consent of the parties sharing control.

The considerations ‘made in-determining significant influence or joint control is similar to those- necessary to
determine control over subsidiaries.

The Group's investments in its-associate and joint venture are accounted for using the equity method. Under
the equity method, the investment in an associate or a joint venture is initially recognized at cost. The carrying
amount of the investment is adjusted to recognize changes in the Group’s share of net assets of the associate
or joint venture since the acquisition date. Goodwill relating to the associate or joint venture is included in the
carrying amount of the investment and is neither amortised nor individually tested -for impairment.

The statement of profit or loss reflects the Group’s share of the results of operations.of the associate or joirit-
venture.. Any change'in OCI of those investees is presented as part of the Group's OCI, Any gain or loss on
sale of share that was recognized directly in the equity of the associate or joint venture is reflected as a. gain
or loss within the Group share of associate’s or joint venture's profit or loss. Unrealised gains and losses
resulting from fransactions between the Group and the associate or joint veriture are eliminated to the extent
of the-interest in the associate or joint venture.

The aggregate of the Group’s share of profit or loss of an -associate and a joint venture is shown on the face’
of the staternent of profit or loss outside operating’ profit and represents profit or loss after tax and non-
contralling interests in the subsidiaries of the assoctate or joint venture.

The finaneial statements of the associate or joint venture are prepared for the same reporting period as the
Group. When necessary, adjustments are made to bring the accounting palicies in line with those of the Group.

After application of the equity method, the Group determines whether it'is necessary to recognize an
impairment charge on its investment in its associate or joint venture. At each reporting date, the Group
determines whéthér there is objective evidence that the investment in the associate or joint venture is impaired.
If there is stch evidence, the Group calculates the amount of impairment as the difference. between the
recoverable amount of the associate or joint venture and its carrying vaiue, and then recognizes the loss as
‘Share of profit of an associate and a’jaint venture’ in the statement of profit or loss,

Upori lossof significant influence over the associate or joint cantrol aver the joint venture, the Group measures:
and recognizes-any retained investment at its fair value. Any difference between the cartying amount of the
associate or joint venture upon loss of significant influence or jeint controt and the fair value of the retained
investment:and proceeds from disposal is recognized in profit or loss.

Investments in Production Sharing Agreements (“PSAs”)

Certaiin of the Group's upstream activities .are governed by the PSAs. According to the terms of PSAs,
the Group owns the portion of project’'s assets and liable for its portion of project's liabilities, At the same time
the Group is entitled to its. portion of expenses incurred and revenues earned by the whole project. Therefore,
the Group accounts for its investment in PSA’s by recognizing the portlon of underlying assets, liabilities,
expenses incurred and income earned by the- prOJects using undivided interest methad.
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(Amounts presented are in millions of Azerbaijani Manats, unless otherwise stated)

2. Basis of preparation and significant accounting policies (continued)
Investments in Production Sharing Agreements (“PSAs”) (continued)

PSA is the method to execute exploitation of mineral resources by taking advantage of the expertise of a
commercial oif and gas entity. The Government retains fifle to the mineral resources {whatever the guantity
that is ultimately extracted) and often-the legal title to all fixed assets constructed to exploit the resources.
The Government takes a percentage share of the output which may be delivered iri product or paid in cash
under an agreed pricing formula, The contracting pasties may only be entitled to recover specified costs plus
an agreed profit margin. It may have the right to ‘extract resources over a. specified period of time. Operating
compiany is a legal entity created by eng or more contracting parties-to operate PSA.

Asa contracting party to various PSAs the Group evaluates and accounts for the PSAs in accordance with the
substarice of the arrangement. 1t records only its own share of oil and gas under a PSA as revenuée. Neither
révenue nor cost is recorded by the Group for the oil and gas extracted and sold on. behalf of the Government.
The Group acts as the Government's agent to extract; deliver or seli the oil and gas and remit the proceeds.

Costs that meet the recognition. criteria as intangible or fixed assets in accordance with 1AS 38 and IAS 18,
respectively, are recognized where the entity is exposed to the majority of the economic risks and has access
to the probable future economic benefits of the assets. Acquisition, development and exploration costs are
accounted for in accordance with policies stated herein. h '

Assets subject to depreciation, depletion or amortization are expensed using the appropriate depletion or
depreciation method stipulated’ by the present accounting policies over the shorter of the PSA validity period.
or the expected useful life of the related assets.

Foreign currency translation

All'amounts in these consolidated statements are presented in millions of Azerbaijani Manats (“AZN"), unless
otherwise stated.

The: functional currencies of the Group’s consolidated enfities are the currencies of the primary economic
environments in which the entities operate. The functional currency of SOCAR and its 22 business units and
the Group's presentation currency is the national currency of the Azerbauan Republic, AZN. However,

US Dollar (FUSD"), Swiss Franc (“CHF") Georglan Lari {(*"GEL"}, Ukrainian Hryvnia (‘UAH") and Turkish’ Lira
(“TRY") are considered the functional currency of the Groups certain subsidiaries, associates and joint
ventures as majority of these investments’ receivables, revenues, costs and debt liabilities are either priced,

incurred, payable or otherwise measured in these currencies.

The fransactions executed in foreign currencies are initially recorded in the functional currencies of respective
Group entities by applying the appropriate rates of exchanges prevailing at the date of transaction.

Monetary assets -and liabilities denominated in foreign currencies other than functional currency of respective
Group entity are transiated into the functional eurrency of that entity at the appropriate exchange rates
prevailing -at the reporting date. Foreign. exchange gains and losses resultlng from the re-measurement into
the functional currencies of respective Group’s. entities are recognized.in profit or loss.

The results and financial position of the Group entities which functional currency differ from the presentation
currency of the Group-and not already meastred in the Group's presentation currency (functional currency of
none of these entities is a currency of a hyperinflationary economy) are translated into the presentation
currency of the Group as follows:

{i} Assets and liabilities for each statement of fi nancial posmon are translated at the closing rate at the date:
of that statement of financial position;

{iy Income and expenses for gach statement of profit or loss and other comprehensive income are:

' translated at average exchange rates (unless this average is not a reasonable approximation -of the
cumutlative effect of the rates. prevailing on the transaction dates, in which case income and expenses
are franslated at the dates of the transactions); and

(i) Al resulting exchange differences are recognized as a-separate component of equity - currency
translation difference.
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(Amounts presented are in millions ofAzerbaQ’ani"Manats, unless otherwise stated)

2. Basis of preparation and significant accounting policies (continued)
Foreign currency translation {continued)

At 31.December 2018, the principal rate of exchange used for translating foreign currency balances was USD 1 =
AZN 1.7000, EUR 1.= AZN. 1,9468, CHF 1'= AZN 1.7258, GEL 1 = AZN 0.6367, UAH 1= AZN 0.0617, TRY 1 =
AZN 0.3212, JPY 100 = AZN 1,5366 (2017 USD 1= AZN 1.7001, EUR 1.= AZN 2.0307, CHF 1 = AZN 1.7374,
GEL 1= AZN 0.6514, UAH 1 = AZN 0,0605, TRY 1 = AZN 0.4499, JPY 100 = AZN 1.5079).

Financial instruments - key measurement terms

Depending on their. classification financial instruments are subsequently carried at fair value, or amortized cost
as described below. Since the Group started to apply IFRS 9 Financial Instruments after 1 January 2018, the
comparative information has not been restated and continues to be reported under |IAS 39 Financial
Instruments: Recognition and Measurement. Therefore, accouriting policy under 1AS 39 Financial Instruments:
Recognition and Measurement which was disclosed in the Group's consolidated financial statements as of
31 December 2017 is not repeated here.

Fair value is the price that would be received to sell an asset or paid to. transfer a liability in- an- orderly
transaction between market participants. at the measurement date. The fair value measurement is based on’
the presumption that the transaction to seli the asset or transfer the liability takes place either in the principal
market for the asset or liability, or in the absence of a principal market, in the most advantageous market for
the asset or liability. The principal orthe most advantageous market must be accessible to by the Group,
Thefair value of an asset or a liability is measured using the assumptions that market participants would use-
when ‘pricing the asset or liability, assuming that market participants act in their economic best interest.

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient data:
dre available to measure fair value, maximising the use of relevant observable mputs and minimising the use
of unobservable mputs

All assets and liabilities for which fair value js measured or disclosed in the financial statements are categorised
withiiy the fair value hierarchy, described as follows, based on the lowest level input that is significant to the
fair value measurement as a whole:

Level 1 — quoted {unadjusted) market pricesin active markets for identical assets or liabilities;

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

Level 3 — valuation techniques for which the lowest level input that is significant to tHie fair value measurement
is unobservable:

For assets and liabilities that are recognized in the financial statements at fair value on a recurring basis, the
Group determines whether fransfers' have occurred between Levels in the hierarchy by re-assessing
categorisation (based on the towest level input that is significant to the fair value measurement as a whole) at
the end of each reporting period.

Transaction costs are incremental costs that-are directly attributable to the acquisition, issue or disposal of a
finangial instrument. An moremental cost is ene that would not have been incurred if the: transactlon had not
taken place. Transaction.costs include fees and commissions paid to agents (including. employees acling as
selling agents), advisors, brokers and dealers, |evies by regulatory agencies and securities exchanges, and
transfer taxes and duties, Transa_ctlon costs do not include debt premiums or discounts, financing costs or
internal administrative or holding costs.

Amortised cost 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 amortisation of transaction costs deferred at initial recognition and of any
prernium or discount to maturity amount using the effective interest rate method. Accrued interest income and
accrued interest expense, including both accrued coupon and amortised discount or premium (including fees
deferred at origination, if any}, are not presented separately and are included in the carrying values of related
statement-of financial position.
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{Amounts presented are in mitlions of Azerbaijani Manats, unless otherwise stated)

2. Basis of preparation and significant accounting policies {continued)
Financial instruments ~ key measurement terms {Continued)

The effective interest rate 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 (efféctive 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,

The effective interest rate discounts cash flows of variable interest instruments to the next interest re-pricing
date except for the premium or discount which reflects the credit spread. over the floating rate specified in the:
instrument, or other variables that are not reset to market rates. Such premiums or discounts are amortised
over the whole expected life of the instrument. The present value calculation includes ali fees paid or received
between parties to the contract that are an integral part of the effective interest rate.

Financial asset
Initial recognition and measurement

Financial assets are classified, at initial recognition, as subsequently measured at amortised cost, fair value
through other comprehensive income {QCI), and fair value through profit or loss:

The classification of financial assets at initial recagnition depends on the financial asset's contractual cash flow
characteristics and the Group’s business model for managing them.

With the exception of trade receivables that do not contain a significant finaneing component or for which the
Group has applied the practical expedient, the Group initialiy measures a financial asset at its fair value plus;
in the case of a financial asset not at fair vajue through profit or loss;, transaction costs. Trade receivables that
do not contain a significant financing component or for which the Group has applied the practical expedient
are measured at the transaction price determined under IFRS 15.

In order for a financial assetto.be ciassified and measured at amortised cost or fair value through OC/, it needs
to give rise to cash flows that are ‘salely payments. of principal and interest (SPPIY on the principal amount
outstanding. This assessment is referred to as the SPPI test and is performed at an instrument level.

The: Group's busingss mode! for managing financial assets-refers to how it manages its financial assets in
order to genérate cash flows. The business model determines whether cash flows will result from cailecting
contractual cash flows, selling the financial assets, or both.

Purchases or sales of financial asseis that require delivery of assets within a time frame established by
regulation or convention in the market place (regular way trades) are récognised on the frade date, i.e., the
date that the Group commits to purchase or sell the asset.

Subsequent meastrement

For purposes of subsequent measurement, financial assets.are classified in four categories:
3 Finariciat assets at amortised cost (debt instruments);
- Financial assets atfair value through OCI with reeycling of cumulative gains and losses {debt instruments);

> Financial assets designated at fair value through OCI with no recycling of cumiulative gains and losses
upon de-recognition (equity instruments);

> Financial assets at fair vaiue throught profit-or loss.

1
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(Amounts presented are in millions of Azerbaijani Manats; unless otherwise stated)

2. Basis of preparation and significant accounting policies {continued)
Financial asset {(continued)
Financial assets at amortised cost (debt instruments)

This category i is the most relevant to the Group. The. Group measures fi financial assets at amortised.costif both
of the following conditions are met:.

» The financial asset is held within a business mode! with the objective o hold financial assets in order to
collect contractual cash flows;

> The contractual terms of the financial asset-give rise on specified dates to cash flows that are soleiy
payments of principal and interest on the principal amount outstanding.

Financial assets at amortised cost are subsequently measured using the effective interest (EIR) method and
are subject to impairment. Gains and losses are recognised in profit-or loss when the asset is derecognised,
modified or impaired.

The Group's financial assets at amortised cost includes current and deposit accounts as well as restricted
accounts' at several local and international banks, trade and loan receivables from third parties; joan
receivables from asseciates and long-term deposit accounts classified as other non-current fi nancial assets,

Financial assets at fair value through OCI (debt instrumenis)
The Group measures debt instruments at fair value through QCif both of the following conditions are met:

> The financial asset is held within @ business model with the objective of both holding to collect
contractuai cash flows and seliing;

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

For debt instruments at fair value through OC!, interest income, foreign exchange revaluation and impairment.
chaige or reversals are recognised in the statement of profit or. loss and computed in the same manner as for
financial assets meastured at amortised cost. The remaining fair valug changes are recognised in OGI. Upon
de-recognition; the cumulative fair value change recognised in OCI| is recycled to profit or loss.

The Group's debt instruments at fair value through OCI includes group of trade and other receivables that are
hold for both collecting contractual cash flows and selling to manage short-term liquidity needs.

Financial assets designated at fair value through OCI (equity instruments)

Upon initial recognition, the Group can elect to classify- irrevocably its equity investments &s equity instruments
designated at fair value through QCI when they meet the definition of equity under 1AS 32 Financial
Instruments: Presentation and are not held for trading. The classification is determined on an- instrument-by-
instrurment basis.

Galns and losses on these financial assets are never recycled to profit or loss. Dividends are recognised as
other income in the statement of profit or loss when the right of payment has been established, except when
the. Group benefits from such proceeds as a recovery of part of the cost of the financial asset, in which case,
such gains are recorded in OCL.. Equiity instruments designated at fair value through OCI are not subject to
impairment assessment. The Group elected to classify irrevocably its equity investments previously classified
as available for-sale investments under this. category.
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2. Basis of preparation and significant accounting policies {continued)
Financial asset (continued)
Financial assets at fair value through profit or foss

Financial ‘assets at fair value threugh profit or loss include financiat assets held for frading, financial assets
designated upon initial re¢ognition at fair value through profit or loss; or financial assets mandatorily required
to be measured at fair value. Financial assets are classified as held for frading if they are acquired for the
purpese. of selling or repurchasinig in the near term. Defivatives, including separated embedded derivatives,
are also classified as held for trading unless they are designated as effective hedging instruments. Financial
assets with cash flows that are not solély payments of principal and interest are classified and measured at
fair value through profit or loss, irrespective of the business model. Notwithstanding the criteria for debt
instruments to be: classified at amortised cost or at fair value through OC), as described above, debt
instruments may be designated at fair value through profit or loss on initial recagnition if doing so eliminates,
or significantly reduces, an accounting mismatch. '

Financial assets at fair Value'thr'ou"g_h profit or'loss are carried in the statement of financial position at fair vaiue:
with net chianges in fair value recognised in the statement of profit or loss.

This category includes derivative instruments.and listed equity investments which the Group had not
irrevocably elected to classify at fair value through OCI. Dividends on listed equity investments are also’
recognised as other income in the statement of profit or Joss when the right of payment has been established.

Derecognition

A financial asset {or, where applicable, a. part of a financiat asset or part of a group of similar financial assets)
is primarily derecognised (i.e., removed from the Group's consolidated statement of financial position) when:

> The rights to receive cash flows from the assét have expired; ‘or

> The Group has transferred its rights to.receive cash flows from the asset or has _as_sumed-an obligation
to pay the received cash flows in full without material delay to a third party under.a ‘pass-through’
arrangement; and either (a) the Group has transferred substantlally all the risks and rewards of the
asset, or (b) the Group has neither transferred norretained substantially all the risks and rewards of the
-asset, but has transferred control of the asset.

When the Group has transferred its rights to receive cash flows from an asset or has entered into a pass-
through arrangement, it evaluates if, and to what extent, it has retained the risks. arid rewards of ownership.

When it has neither transferred nor retained substantlally all of the risks and rewards of the asset, nor
transferred control of the assét, the Group continues to recognise the transferred. assét to the extent of its-
continuing involvement. In that case, the Group also recegnises an associated liability. The transferred assét
and the associated fiability are measured on a basis that reflects the rights and obligations that the Group has
retained.

Continuing invoivement that takes the form of @ guarantee aver the transferred asset is measured at the lower
of the original carrying amount of the asset and the maximum amoatint of consideration that the Group could
be required 1o repay.

Impairmenit of findricial assets

Further disclosures relating to impairment of financial assets are also provided in the following notes:

»  Critical accounting estimates. and judgments (Note 3);

> Debt instruments at fair value through OCI and trade and other recsivables, including contract assets.
{Note 10}

The Group recognises an allowance for ECLs for all debt instruments not held at fair value through profit or
Joss. ECLs are based on the difference between the contractual cash flows due in accordance with the contract
and all the cash flows that the Group expects to receive, discounted at an apprommahon of the original effective
interest rate. The expected cash flows will include cash flows from the sale of colfateral held or other credit
enhancements that are integral to the contractual terms.
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2. Basis of preparation and significant accounting p'oﬁcies '('cc‘mtinued_}
Financial asset (continued)

ECLs are recognised in two stages: For credit exposures for which there has not been a significant increase
in credit risk since initial recoghition, ECLs are provided for credit losses that result from defauit events that
are possible within the next 12-months (a 12-month ECL). For those credit exposures for which there has been
a sighificant increase in eredit risk since initial recognition, a loss allowance is required for credit losses
expected over the remaining life of the exposure, irrespective of the timing of the default (a lifetime ECL).

For financial assets other than trade receivables and contract assets, the Group applies general approach in
calculating ECLs.

For trade and other receivablés and coniract assets, the Group applies a simplified approach in calculating
ECLs. Therefore; the Group does not track changes in credit risk, but instead recognises a loss allowance
based on lifetime ECLs. at each reporting date. The Group has established a-provision matrix that is based on
its histerical credit loss experience, adjusted for forward-looking factors. specific to' the debtors and the
economic environment. ' '

The Group’s debt instruments at fair value through OC| comprise solely of trade and other receivables that are
held for both collecting contractual cash flows and selling to- manage its everyday liquidity needs. For debt
instruments at fair value through OCI, the Group applies the same methedology thatis applied to financial
assets measured at amortized cost.

Financial liabilities -

Initial recognition and measurement

Financial fiabilities are classified, at initial recognition, as financial liabilities at.fair value through profit ar loss,
loans and’ borrowings, payables, or as derivatives designated as hedging instruments in an effective hedge,
as appropriate.

All financial liabilities are recognised initially at fair value and, in the case of loans and borrowings and
payables, nét of directly atiributable transaction costs.

The Group’s financial liabilities include trade and other ‘payables, loans and borrowings: including bank
overdrafts, and derivative finangial instruments,

Subsequent measurement
The measurement of financial liabilities depends on their classification, as.'.descfibed_ below:
Financial liabilities at fair value 'through proﬁt- orloss

Financial liabilities at fair value through profit or joss include financial fiabilities held for trading and financial
liabilities designated.upon initial recognition as at fair value- through profit or loss.

Financial liabilities are classified as held for trading if they are incurred for the purpose-of repurchasing in the
near term. This category also includes derivative financial instruments entered into by the Group. that are not
designated -as hedging instruments. in’ hedge relationships as defined by IFRS 9. Separated embedded
derivatives are also classified as held for trading unless they are desighated as effective hedging instruments.

Gains or losses on liabifities held for trading are recognised in the statement of profit or loss.
Financial liabilities designated. upon initial recognition at fair value through profit or loss are designated at the

initial date of recognition, and only if the criteria-in IFRS @ are satisfied. The Group has not designated any
financial liability as &t fair value thraugh profit or loss.
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2.  Basis of preparation and significant accounting policies {continued)
Financial liabilities (continued)
Loans, borrowings and payabi_‘es-

This is the category most relevant to the Group. Afterinitial recognition, interest-bearing loans arid borrowings
and: payables are subseguently measured at amortised cost using the EIR method taking into account any
discount or premium on acquisition and fees ‘or costs that are an-integral part of the EIR. Gains and losses are:
recognised In profit or loss when the liabilities are derecognised as well as through the EIR amortisation
process. The EIR amortisation is included as finance costs in the statement of profit or loss.

Derecognition

Afinancial lizbility is derecognised when the obligation under the liability is dlscharged or cancelled or expires.

When an existing financial liability is replaced by anothar from the same lender on substantially different terms,

or the terms of an emstmg liability are substantially modified, such an exchange or modification is treated as.
the derecogniition of the criginal liability and the recognition of anew liability. The difference in the respéctive
carrying amounts is recognised in thig statement of profit or loss.

Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount'is reported in the consolidated statement:
of financial position if there is a currently enforceable legal right to offsét the recognised amounts and there is
an intention to setile on a net'basis, to realise the assets and settle the liabilities simultaneousiy..

Financial guarantee contracts

Financial guarantee contracts issued by the Group are those contracts that require a payment to be made to
reimburse the holder for-a loss it incurs because the specified debtor fails to make a payment when due in
accordance with the terms of a debt instrument. Financial guarantee contracts are recognized initially as a
liability at fair value, adjusted for tranisaction costs that are directly attributable to the issuance of the guarantee.
Subsequently the liability is measured at the higher of the.amount of the loss allowance and the amount initially
recognized less, when appropriate, the cumulative amount of income recognized in accordance with IFRS 15.

Derivative financial instruments and hedge accounting

Oit and Gas dérivative financial instruments, inciuding paper and physical contracts, afe initially measured at
fair vaiue on. the date on which a derivative contract is entered into- and.subsequently accounted for -at fair
value through prcf;t or loss. Derivatives are carried as financial assets when the fair value.is positive and as
financial liabilitigs when the fair value is negative.

For the purpose of hedge accounting, hedges are classified as;

> Fair value hedges when hedging the exposure to changes of-a recognized asset or liability. or an.
unrecognized firm commitment.

> Cash flow hedges when hedging the-exposure to va_r_iabifi_ty"in_cash.fl_ow.s that.is either attributable to a
particular risk associated with a recognized asset or liability or a highly probable forecast-transaction or
the foreign currency risk in an.unrecognized firm commitment.

At the inception of a hedge relationship, the Group formally designates and documents the:hedge relationship
to which the Group wishes to. apply hedge accounting and the risk management objective and strategy for
undertaking the hedge.

Before 1 January 2018, the documentation includes identification of the bedging instrument; the hedged. item
or transaction, the nature of the risk being hedged and how the entity will assess the effectweness of changes
in the hedgmg instrument’s fair value in offsetting the- exposure to changes in the hedged item's fair value.
Such hedges are expected to be highly effective in achieving offsetting changes in fair value: and are assessed
on an ongoing basis to deterine that they actually have been highly effective throughout the financiat
reporting periods for which they were designated. ' '
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{(Amounts presented are in-millions of Azerbaijani Manats, unless otherwise. stated)

2 Basis of preparation and significant accounting policies (continued)
Derivative financial instruments and hedge accounting {continued})

Beginning 1. January 2018, the documentation includes identification of the hedging instrument, the hedged
item, the nature of the Tisk being hedged and how the Group will assess whether the hedging refationship
meets the hedge effectiveness requifements. (including the analysis of sources of hedge ineffectiveness and
how the hedge ratio is determined). A hedging relationship qualifies for hedge accounting if it ieets all of the
fellowing effectiveness reguirements:

> There is ‘an econemic relationship' between the hedged item and the hedging instrument.

- The -effect of credit risk does not *dominate the value changes’ that result from that economic.
relationship.

»  The hedge ratio of the hedging relationship is the same as.that resulting from the quantity of the hedged
item that the Group actually hedges and the quantity of the hedging instrument that the Group actually
uses to hedge that quantity of hedged item.

Hedges that meet all the qualifying ‘criteria for hedge accounting are accounted for, as.described below:

Fair vajue hedges

The change in the fair value of a hedging instrument is recognised in the statement of profit or loss as. other
expense. The change in the fair value of the hedged item attributable to the risk hedged is recorded as part of
the carrying value of the hedged item and is also recognised in the statement of profit or loss as other expense.
For fair value hedges relating fo items carried at amortised cost, any adjustment to.carrying value is amortised
through profit or loss over the remaining term of the hedge using the EIR method. The EIR amortisation may
begin as soon as an -adjustment exists and no later than when the hedged item ceases to be adjusted for
changes in its fair value attributable to the risk being hedged.

If the hedged item is derscognised, the unamortised fair value is recognised immediately in profit o loss.
When an unrecognised firm commitment is designated as a hedged item, the subsequent cumulative change
in the fair value of the firm commitment.attributable to the hedged risk is recognlsed as an-asset or liability with
a corresponding gain or less recognised in profit or foss,

Cash flow hedges

The effective portion of the gain-or loss on the - hedging instrument is recognized in OCI in the cash flow hedge
reserve, while any ineffective portion is recognized immediately in the statement of profit or logs as other
operating expenses. Amounts recognized as OC] are transferred to profit or loss when the hedged transaction
affects profit or loss, such as when the hedged financial income er financial expense is recognized or when
the forecast sale or expense accurs.

Cash and cash equivalents

Cash and cash equivalents.include cash in hand, deposits held at call with banks,-and other short-term highly
liquid investments with. original maturities of three months or less.

Restricted cash

Restricted cash is presented separately from cash and cash equivalents. Restricted balances are excluded
from cash.and cash equivalents for the purposes.of cash flow statement.

Trade payables
Trade payables are accrued when the counterparty p_erform'ed its obligations urider ‘the. contract. Trade

payables are recognized initially atfair value and subseguently measured at amortised cost using thé effective
interest rate method. '
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(Amounts presented are in millions of Azerbajjani Manats, unless otherwise stated)

2. Basis of preparation and significant accounting policies {continued)
Borrowings

All borrowings are initially recognized at fair value of the proceeds received net of issue costs associated with.
the borrowing: Borrowings are ¢arried at amortised cost using the effective interest rate method.

Interest costs on borrowings to finance the construction of qualifying property, plant and equipment are
capitalised, during the period of time that is required to complete and prepare the asset for its intended use,
All othier borrowing costs are expénsed.

Property, plant and equipment

The initial cost of an asset purchased comprises its purchase price or construction cost, any costs. directly
attributable fo brlngmg the asset into operation, the initial estimate of decommissmnlng obligation; if any, and,

for quallfymg assets, borrowing costs. The assets held under finance lease are also included within property,
plant and equipmerit. Non-recoverableé value-added tax related with acqmsmon of property, plant and
equipment is capitalized by the Group, Non-recoverable value-added tax related with operational activities is.
¢harged to profit or foss, Subsequently, roperty plant and equipment are stated at cost as described below,

less accumulated depreciation and provision for impairment, where required.

Exploration and evaluation costs

Property leasehold acquisition costs are capitalised until the determination of reserves is evaluated. If a
commercial discovery. has not been achieved, these costs are -cha_rg_ed' to expense. ‘Capitalisation is made
within property, plant and equipment or intangible assets according to the nature of the expenditure,

The Group accounts for exploration and evaluation activities, capitalizing exploration and evaluation costs untif
such time as the economic viability of producing the undertying resources is determined.

Exploration and evaluation costs refated to resources determined to be not economically viable are expensed
through operating expenses in the-consolidated statement of profit or loss and other comprehensive income.

Development tangible and intangible assets

Expenditure on the construction, installation or completion of infrastructure facilities such as platforms;,
pipelines and the drilling of commercially proven developmentwells is capitalised within tangible:and intangible
assets according fo nature. When development is-completed on a specific field, it is. transferred to production
assets {oil and gas properties}.

The present value of the estimated costs of dismantiing eil .and gas production facilities, including
‘abandonment and site restoration costs, are recognized when the: obllgatlon is'incurred and are included within
the carrying value of property, plant and-equipment, subject to depletion using unit-of-production method.

Al minor repairand maintenance costs are expensed asincured. Cost of replacing miajor parts or companents
of property, plant.and equipment items-are capitalized and the replaced part is retired.

At each reporting date management assesses whether there is any indication of impairment of property, plant.
and equipment. If any such indication exists, management estimates the recoverable améunt, which is
determined as the higher of an asset's or cash generating unit’s fair value less costs to sell and its value in
use. The carrying amount is reduced to the recoverable amount and the impairment charge, if any, is
recognized in the. statement of profit of loss and other comprehensive income, An irmnpairment charge
tecognized for an asset or cash generating unit in prior years is reversed if there are. indicators that impairment
charge may no longer exist or may have decreased.

Gains and losses on disposals are determined by comparing praceeds with the carrying amount. Gains and
losses are recognized in. profit or loss.
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2, Basis of preparation and significant accounting policies (continued)
Depreciation
Property, plant and equipment related to oil and natural gas properties -are depreciated using a unit-of-

production methad.

Depretiation of oil and gas assets is computed on a field-by-field basis over proved developed reserves or
over total proved reserves, as appropriate. Shared oil and gas properties and equipment (e.g. internal delivery
systems, processing units, etc.) are depleted over total praved reserves.

Land is not depreciated. Property, plant and equipment other than oil and gas properties and equipment, are:
depreciated on a straight-line basis over their estimated useful lives. Assets under constructicn are not
depreciated.

The estimated useful lives of the Group's property, plant and equipment (other than oil and gas properties) are
as follows:

Buildings and constructions 12 to 40 years’
Plant and machinery 3'to 50 years:
Vessels 25 years

The expected useful lives of property, plant-and equipment are reviewed on an annual basis and, if necessary,
changes in useful lives are accounted for prospectively.

The residual value of an asset is the estimated-amount that the Group would currently-obtain from disposal of
the asset less the estimated costsof disposal, if the asset were already of the age and in the condition expected
at the end of its useful life. The residual value of an asset is nil if the Group expects to use the ‘asset until
the end of its physical life unless scrap value is significant. The assets' residual vallies are reviewed, and
-adjusted if appropriate, at each reporiing date.

Operating leases.

Where the Grouplls a lessee in a lease which does nottransfer substantially all the risks and rewards incidental
to ownership from the lessor to the Group, the total lease payments are charged to profit orloss.on a straight-
line basis over thé lease term.

The lease term is the non-cancéllable period for which the lessee has contracted fo lease the asset together
with any further terms for which the lessee has the option to continue to lease the asset, with or withouit further
payment, when at the inception of the'lease it is reasonably certain that the lessee will exercise the-option.

When assets are leased out under an operating lease, the lease payments receivable are recognized as rental
income on a straight-ling basis over the. lease term,

Goodwill

Goodwili is initially measured at cost being (the excess of the aggregate of the consideration transferred and
the amount recognized for non-controlling interests) over the net identifiable assets acquired and liabilities
assumed. If this consideration is lower than the fair value of the net assets of the subsidiary acauired, the
difference is recognized in profit. or loss. After initial recognltlon goodwill is measured at cost less any
accumulated impairment charge,

For the purpese of impairment testing, goodwill-acquired in a business combination is, from the acquisition
date, allocated to-each of the Group's cash-generating units that are expected to.benefit from the combination,

irrespective of whether other assets or liabilities of the acquiree are assigned to those units. Where goodwill
forms part of a cash-generating unit and part of the operation within that unit is disposed of; the goodwill
associated with the operation disposed of is included in the carrying amount of the operation when determining
the gain or loss on disposal of the operation. Goodwill disposed of in this circumstance is measured based on
the relative values of the operation disposed of and the portion of the cash-generating unit retained,
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2. Basis of preparation and significant accounting policies (continued_)_
Intangible assets.

Intangible assets are stated at cost, less accumulated amortization and accumulated impairment charge.
Intangible assets include rights and computer software, patents, licences, customer relationships, trade neme,
water rights-and development projects.

The useful lives of intangible assets are assessed as either finite or indefinite, Intangible assets with finite lives
are amortised on a straight-line basis over the useful ‘gconomic life and assessed for impairment whenever
there is an indication that the intangible asset may be impaired. The amortisation period and the-amortisation
methed fer an intangible asset with a finite useful life is reviewed at least at the end'of each reporting period.
Changes in the expected useful life or the expected pattern of consumption of future econoniic benefits
embodied in the asset is accounted for by changing the.amortisation period. or method, as appropriate, and.
are treated as changes in accounting estimates: The amortisation expense on intangible assets with finite lives
is recognized in the statement. of profit or loss and other comprehensive income in the expense category
consistent with the function of the intangible assets.

Intangible assets with indefinite useful lives are not amortised, but are tested for impairment annually, either
individually or at the cash-generating unit level. The assessment of indefinite. life is reviewed annually to
determine whether the indefinite life continues to be supportabie If not, the change in useful life from indefinite
to finite is made-on a prospective basis.

(a}' ngh_ts and computer software.

Software is carried at cost less accumulated amortisation. Amortisation is calculated using the straight-ling
rmethod over the estimated usefui lives of such assets. Land property rights consist of the rights over the dam,
factory site, port site, site development, site and the water transmission line: Land property rights obtained &t
the acquisition of Petkim Petrokirmya Holding A.S. (‘Petkim") {Note 16} were initially recognized at their fair
values in -accordarice with IFRS 3 as at 30 May 2008 and amortised over their rer'na'in‘ing useful fives
commencing from the date of acquisition, except for the water transmission line which is not amortised as it is
deemed to have an indefinite useful lifg.

(b}  Customer relationships

‘Customer relationships acquired as part of net assets of Petkim were initially recognized at their fair values in
accordance with IFRS 3 as at 30 May 2008 and amortised over their remaining useful lives of 22 years.
commencing from the date of the acquisition {Note186).

Customer relationships acquired as partof net assets of SQCAR Switzerland were initially recognized at their
fair values in accordance with IFRS 3 as at 30 June 2012 and ameortised over their remaining useful lives
commencing from the date of acquisition. The estimated useful life of retail card customers is 18 years, retail
distribution network and fuel customers-are 30 years.

(c)  Petkim trade name

Petkim trade name acquired at the Petkim acquisition was initially recognized at its fair value in accordance:
with IFRS 3-as at 30 May 2008. Petkim trade name is not-amortised as it is-deemed to have an indefinite useful
life (Note 16).

(d)  Water rights

Water rights acquired with the Petkim acquisition were.initially recognized at their fair value in accordance with

IFRS 3 as at 30 May 2008 and amortised over their remaining useful lives of 47 years commencing from the
date-of the acquisition {Note 18).
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2. Basis of preparation and significant accounting policies (continued)
intangible assets (continued)
() Develepment projects

Cost incurred on development projects {relating. to the design and testing of new or improved products) are
recognized as intangible assets when it is probable that the project will be operational considering its
commercial and technological feasibility, and only if the cost.can be measured reliably. Other expenditures on
research and development activities are recognized as an expense in the period in which they incurred. When
there is an impairment, the carrying values of the intangible assets are written down 1o théir recoverable.
amounts. Intangible assets with indefinite useful lives are not amortized, however are tested for impairment
annually.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each reporting date.
Corporate income faxes

Carporate income taxes have been provided for in the consolidated financial statements in accordance with.
the applicable legislation -enacted or substantively enacted by the reporting date. The income tax' charge
comprises current tax and deferred tax and is recognized on the profit or loss Unless it relates to transactions
that are recognized, in the same or a different period, in other comprehensive income or directly in equity.

Current tax is the-amount expected to be-paid to or recovered from the taxation authorities in respect of taxable.
profits or losses for the current and prior periods.

Deferred income tax is provided in full, using the liability method, on temporary differences arising between
the tax bases of assets and liabilities-and their carrying ametnts in the consolidated firancial statements.
Deferred income tax is determined using tax rates (and laws) that have been enacted or substantially enacted
by the reporting date and are expected to apply when the related deferred income tax asset is realized or the
deferred income tax liability is seftled.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset current
tax assets. against current tax liabilities and when the deferred income taxes assets and liabilities relate to
income taxes fevied by the same taxation.authority on either the same taxable entity or different taxable entities:
where there is an intention to settle the: balances en a net basis, Deferred income tax assets are recognized
tothe extentthat it is probable that future taxable profit will be available against which the temporary differences
can be utilised.

Deferred income tax_liability is. provided on taxable temporary differences. arising on investments in
_.sub5|d|ar|es joint ventures and associates, except where the timing of the reversal of the temporary difference
'is controlled by the Group and-it is prebable that the temporary difference will not reverse in the foreseeable
future.

Deferred tax relating-to items recognized outside profit or loss is recognized either in OC| or directly in equity.
Deferred income taxes are provided in full on temporary differences arising on recognition and subsequent
‘measurernent of provision for asset retirement obligation-and related adjustments to costof property, plant and
equipment.

Taxes other than corporate income tax’

Taxes, other than on income, are recorded within operating expenses.

Inventories

Inventoriés are statéd at the lower of cost and net realizable value, Cost'is assighed by the weighted average

method. Cost comprises direct purchase costs, cost of production, transpartation and manufacturing expenses
({based on normal operating capacity).
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2.  Basis of preparation and significant accounting policies (continued)
Government grants

Grants from the Governiment are recognized at their fair value where there is a reasonable assurance that the
grant will be received and the Group will comply- with all attached conditions. Gavernment grants relating to
the purchase of property, plant and equipmeént are included in hon-current liabilities as deferred income and
are credited to profit or loss on a straight-line basis ovér the expected lives of the related assets.

‘When the grant relates to-an expense item, it is recognized as income on a systematic basis over the periods
that: the related costs, for which it is‘intended fo compensate, are expensed.

Asset retirement obligations

Liabilities for-asset retirement obligation costs are recognized when the 'Graup has an obligation to dismantle
and remove a facility or an item of plant and to restare the site on which it is located, and when a reasonable
estimate of that liability. can be made. Where an obligation- exists for a new facility, such as oil and natural gas
productlon or transportation facilifies, this will be on construction or installation. An obligation for asset
retirement may also crystallize during the period of operatlon of a facility through a change in legislation. The
amount recognized is the present value of the estimated future -expenditure determined in accordance with
local conditions and requirements.

The cost of property, plant and equipment is also adjusted for amounts of estimated liabilities for asset
retirement obligations.

Any change in the present vaiue of the obligation resuiting from: changes in estimates.of the amounts or timing
of future expenditures is reflected as an adjustment. to the provision and the corresponding capitalized costs
within property, plant and equipment. Changes in estimates of the amounts or timing of future expenditures to
dismantle and remove fully depreciated plant-or facility is recognized in the statement of profit or {oss and other
comprehensive income, Changes in the present value of the obligation resulting from unwinding of the discount
are recognized as finance costs in the statement of profit or loss and other comprehensive incorme,

Provisions for liabilities and charges

Provisions for liabilities and charges are liabifities of uncertain timing or amouiit. They are accrued when the
Group has a present legal or constructive cbiigation as a result of past events, it is probable that an cutflow of
resources embaodying economit benefits will ba required to seftle the obligation, and a reliable estimate of the
amount of the obligation can be made. Provisions are not recognized for future operating losses.

Where there are a number of similar obligations, the likelihcod that an outflow will be required in settliement is
determined by considering the class of cbligations as a whole: A provision is recognized even if the likelihood
of an outflow with respect to any one item included in the same class of obligations may be-small.

Provisions are measured at the present value of the expenditures expected. o be. required to settle the
obligation using a pre-tax rate that reflects current market assessments of the time value of money and the
risks specific to the obligation. The increase in the prowsmn due t6 passage of time is recognized as interest
expense.

Distribution to the Government

Distribution to the Government represent cash distributions or financing which the Group may be required to
make to the state budget, various government agencies and projects administered by the Governiment based
on the particular decisions of the Government. Such distributions are recorded as a rediction of equity. .
Distributions in the form of transfers of non- monetary assets are recognized at the carrying value of transferred
assets.

Contributions by the Government.

Contributions by the Government are made in the form of cash contributions, transfer of other state-owned
entities or transfer of all'or part of the Government's share in other entities. Transfer of the state-owried entities .
to'the Group is recognized as contribution through equity statement in the amount being the fair valus of the
transferred entity.
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2. Basis of preparation and significant accounting policies {continued)

Value-added tax

The tax authorities permit the settlement of sales and pu_rch_ases value-added tax (*VAT") on a net basis.
VAT payable

VAT payable represents VAT related to sales that is payable to tax autherities upon recognition of sales to
customers, net of VAT on purchases which have been settled at the reporting date. VAT related to sales which
have not been settled at the reporting date (VAT deferral) is also included in VAT payable. Where provision
has been made for impairment of receivables, impairment charge is. recorded for the gross amount of the
debtor, including VAT where applicable. The related VAT payahle is mainizined until the debtor is.written off
fortax.purposes.

VAT recoverable

VAT recoverable relates to purchases which have not been settled at the reporting date. VAT recoverable is
rectaimable against- VAT on sales upon payment for the purchases.

[n accordance with ACG, Shah Deniz and Absheron PSA provisions, Azerbaijan ACG Limited {"AzACG"),
Azerbaijan Shah Deniz Limited (*AzSD") and- SOCAR Absheron LLC are charged with zero per cent
VAT effective in the Azerbaijan Republic for a@ contractor party under the respective PSAs. according. to a
VAT certification issued by tax authorities and effective until 19 September 2019, 3 June 2026 and 22 May
2034, respectively. '

Revenue from contracts with customers

The Group started to apply IFRS 15 Revenue from Conltracts with Customers. after 1 January 2018.
The comparative information has not been restated and continues to be reported under IAS 11 Construction’
Contracts and IAS 18 Revenie. Therefore, accounting policy under previous standards which was disclosed
in the Group's consolidated financial statements as of 31 December 2017 is not repeated here,

The Group is in the business. of selling ranges of oil and oil products, petroleum products and natural gas as.
well as providing mainly construction services. Revenue from contracts with ctistomers is recognised when
controt of the goods or servicés aré transferred 1o the customer at an: amount that reflects the consideration to.
which the Group expects fo be-entitled in exchange for those goods of services.

Revenues from sales of ¢rude oil are recognized normally when the.oil is loaded into the oil tanker or other
transportation facilities, Revenues from sales of petroleun products are recoghized when the products are
shipped. Revenue from sales of natural gas are recorded on the basis of regular meter readings (monitored
oh a monthly basis) and estimates of customer usage from the last meter reading to the end of the reporting
period. Natural gas prices and-gas transportation tariffs to the final consumers in the Azerbauan Republic are
established by the Tariff Council of the Azerbaijan Republic. Revenues from construction activities are
recognized either at the point of time or overtime basis depending on terms of the contracts with customers,

Interest income is recognized on a time-proportion basis using the effective-interest rate method.
Variable consideration
If the consideration promised in a contract includes a variable amount, the Group shall estimate the amount of

consideration-to which the Group wiil be entitled in.exchange-for transferring the promised goods or services
to a customer.
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2. Basis of preparation and significant accounting policies (continued)
Variable consideration (continued)

T_he Group is required to estimate an amount of variable cons_ideraﬁon_ by using either of the follbwi_ng method's,
depending on which method the Group expects to better predict the amount of consideration to which it will be
‘entitled:

> The expected value — the expected value is the sum of probability-weighted amounts in & range of
possible consideration amounts, An expected value may be an appropriate estimate of the amount of
variable conSIderation if the Group has a large number of contracts with similar characteristics:

> The most fikely amount — the most Ilkely amgunt is the single most likely amourit in a range of possible
consideration amounts (i.e. the single most likely outcome of the contract), The most likely amount may
be an appropriate estimate of the amount of variable consideration if the contract has only two possible
outcomes (e.g. the Group either achieves a performance bonus or does not).

The Group selects the method that is best suited, based on the specific facts and circumstances of the contract.

The Group applies the selected method consistently to each type of variable cansideration throughout the.
contract term and updates the estimated variable consideration at the end of each reporting period. It may also
be appropriate for the Group to-use different methods (i.e. expected value ormost likely amount) for estimating
different types of variable consideration within a single contract.

Rights of return:

Certain contracts provide a customer with a right to return the goods within a specified period. The Group uses
the expected value method to estimate the goods that wilt not be returned because this method best predzcts
the amount of variable consideration fo which the Group wili be entitled. The requirements in IFRS 15 on
constraining esttmates of variable consideration are also applied in order to determine the amount of variable
consideration that can be included in the transaction price. For goods that are expected to be returned, instead
of revenue, the Group recognises a refund liability. A right of return asset (and correspondlng adjustment to
cost of sales) is also recognised for the right to recover products from a customer.

Volume rebates

The Group provides retrospective volume rebates to certain customers once the quantity of products
purchased during the period exceeds a threshold specified in the contract, Rebates are offset against amounts.
payable by the customer. To estimate the variable consideration for the expected future rebates, the Group
applies the most likely amount method for contracts with a single-volume: threshold ‘and the expected value
method for contracts with more than one volume threshold. The selected method that best predicts the amount
of variable consideration is primarily driven by the number of volume thresholds contained in the contract: The:
Group then applies the requirements on constraining estimates of variable consideration and. recognises:
Contract liabilities for the expected future rebates.

Significant financing component

For some transactions, the receipt of the consideration does not match the timing of the transfer of goads or
services to the-customer (e.g. the consideration is-prepaid or is paid after the services are provided). When
the customer pays in arrears, the Group is effectively providing financing to the customer, Coriversely, when
the customer pays.in: advance the Group has effectively received financing from the customer.

IFRS 15 states: that in determining the transaction price, the Group shall adjust the promised amount of
consideration for the effects of the time value of money if the timing of payments agreed to by the parties to
the contract {either explicitly: or implicitly} provides the customer or the Group with & significant benefit of
financing the transfér of goods or services to the customer. In thosé circumstances, the contract-contains &
significant finaricing component. A significant financing component may exist regardless of whether the
promise of financing is-explicitly stated in the contract or implied by the payment terms agreed to by the parties
to'the contract. ' ' '
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2. Basis of preparation and significant accounting policies (continued)
Contract balances
Contract assets

The Group’s right to consideration in exchange for goods. or services that the Group has transferred to a
customer when that right is conditioned on something other than the passage of time (for example, the Group's'
future performance).

Contract liabifities

The Group’s obligation fo transfer-goods or services to a customer for which the Group has received
consideration (or the amount is due) from the customer.

Assets and liabilities arising from rights of return
Right of return asset

Right of return asset represerits the Group's right to recover the goods expected to be returned by customers.
The asset is measured at the former carrying amount of the inventory, less any expected costs to.recover the.
goods, including any potentiai decreases in the value of the returned goods. The Group updates the.
measurement of the asset recorded for any revisions to its expected level of returns, as well as-any additional
decreases.in the value of the returned products.

Refund liabilities

A refund liability is the obligation to refund some or all of the consideration received (or receivable} from the
customer and is measured at the amount the Group ultimately expects it will have to return to the customer.
The Group updates its estimates of refund liabilities (and the corresponding change in the tranisaction price)
at the end of each reporting period. ' '

Principal versus agent.considerations

Thke determination of whether the Group is acting as a principal or-an agent affects the amount of revenue the
Group recognizes. The Group is a principal (and, therefore, records revenue on a gross basis) if it controls a
promised good or service before transferring that good or service to the customer. The Group is an agent (and,.
therefare, records as révenue the net @2mount that it retains for its. agency services) if its role-is to arrange for
-another entity to provide the goods or services:

Accounting for underlift and overlift positions

The Group has s_har_eh'oldin'g interests in the joint operations. The Group may be in the overlift and underlift
position in the mentioned joint arrangements. The Group is in the overlift position, when the Group lifted and
sold to a customier more product than its proportionate entitlement based on its share in the joint operation.
The Group is in the underlift positioh, wheh the Group lifted and sold less product than its proportionate.
éntitlement based on its share in. the joint operation.

The Group recognizes revenue from contracts with customers under IFRS 15 based on its actual salés to
customers in that period. No adjustments are recorded in revenue to account for any variance between the
actual share of predudtion volumes sold.to date and the share of production which the Group has been entitled
to sell to date.

The Group adjusts production costs to align volumes for which production costs are recognized with volumes
sold (for which revenue has been recognized in accordance with IFRS 15).

The Group applies the physical settlement, In caseé of physical séttlement:

> An overlift liability is recorded in accordance with the provisions under IAS 37 Provisions, Contingent
Liabilities and Contingent Assets. The overlift liability is recorded at cost.

> An underlift asset gives the Group the right to receive a quantity of product from anather participant.
This right is eguivalent to. a prepaid forward commaodity purchase or represents a right to additional
physical inventory and therefore, IAS 2 Inventories is applied. The underlift asset is measured at the
lower of costor net realisable value.
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2. Basis of preparation and significant accounting policies (continued)
Employee benefits

Wages, salaries, contributions to the Social Protection Fund of the Azerbaijan Republi'c paid annual leave and
sick leave, bonuses, and non-monetary benefits (e.g. heaith services and kindergarten services) are accrued
in the year in which the associated services are rendered by the employees of the Group.

Segment reporting

Operating segments are reported in.a manner consistent with the internal reporting pro_vid_ed to the Group's
chief operating decision maker. Segments whase revenue; result or assets are 10 per cent or niore of all the
segments are reported separately.

Related parties
Related parties are defined in IAS 24 Related Party Disclosures.

Governmental economic and social policies affect the Group's financial position, results of operations and cash
flows. The Government imposed an obligation on the Group fo provide an uninterrupted supply of oil and gas
to customers in the Azerbaijan Republic at governmient controlled prices. Transactions with the state include
taxes which are detailed in Note 21.

Related parties may -enter into transactions which unrelated parties might riet, and transactions between
related parties may not be effected on the same terms, conditions and amounts as transactions between
unrelated parties.

It is the nature of transactions with telated parties that they cannot be presumed to'be carried out on an arm's
length basis.

Carried interest arrangements

A carried interest arrangement where the. Group participate as carried party is an agreement under which the-
carrying party agrees to pay for a portion or all of the pre-production costs of the carried party on a project in
which both parties own participating interest. If the project is unsuccessful then the carrying party will not be
reimbursed for the costs that it hias incurred on behalf of the carried party. If the project is successful then the
carrying party will be reimbursed either in cash aut of proceeds of the share of pradiction attributable to the
carried party, or by receiving a disproportionately high share of the production until the carried costs are fuily
recovered,

Depending on the terms of the carried interest agreements the Group recognizes them either as financing-
type arrangement or purchase/sale-type arrangement.

The finance-type arrangements presume that carrying party provides funding to the carried party and receives
alender’s return on the funds provided, while the right to additional production acts as a security that underpins
the arrangement;

In the purchase/sale-type arrangement, the carried party effectively sells-an interest or a partial interest in a
project to the carrying party. The carrying party will be required to fund the projectin exchange for anincreased
share of any proceeds If the project succeeds, while the carried party retains a2 much reduced share.of any
preceeds. The Group does not have any purchase/sale-type arrangement recognized. in these consalidated
financial statements,

During exploration stage of projects when the outcome’ of projects and 'pro'bab'ility of the carrying party to

recover costs incurred on-behalf of the carried party. are not certain the Group doés not recognize any carry’
related transactions and balances. in the consolidated financial statements.
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2. Basis of preparation and significant accounting policies (continued)
Acquisition of an entity that is not a business

When the Group acquires an entity that is not a business, it allocates the cost of acquisition between the
individual identifiable assets and liabilities of the acquired entity as following:

> For-identifiable asset and fiability initially measured at an amount other than cost, an entity initialiy
‘measures that asset or liability at the amount specified in the applicable IFRS Standard;

- The entity decducts from the transaction price of the acquired entity the ameunts allocated to the asseis
and liabifities initially méasured at an amount other than cost, and then allocates the residual transaction
price to the remaining identifiable assets and liabilities based on théir relative fair values at the date of
the acquisition.

Step-acquisition of subsidiagry that is not a business:

Step-acquisition of subsidiary which has.been previously accounted for as investment i associates and joint
ventures {(“the investee”) are récognized in the: amount being the carrying value under the equity methiod
related to the original interest in the investee plus. cost of additional investments made-by the Group in order
o obtain control ever the. investee (“deemed cost"). Upon obtaining control over the investee it becomes
subsidiary of the Group and deemed cost is allocated to the individual identifiable assets and liabilities of the
subsidiary-applying the samé approach used for acquisition of an entity that is not a business.

Non-curient assets held for sale or for distribition to equity holders of the parent and discontinued
operations

The Group classifies non-current assets and disposat groups as held for sale or for distribution to equity holders
of the parent if their carrying amounits will be recovered principally throyugh a sale or distribution rather than.
through continuing use. Such non-current assets and disposal groups classified as held for sale or as held for
distribution are méasured at the lower.of their carrying amount and fair value less costs to seil.

The criteria for held for distribution classification is regarded as met only when the distribution is highly probable
and the asset or disposal group is available for immediate distribution in its present condition. Actions required.
to complete the distribution should indicate that it is unlikely that significant changes to the distribution will be
made or that the decision to distribution will be withdrawn. Management must be committed to the distribution
expected within one year from the date of the classification. Similar considerations apply to assets or a disposal
group held for sale.

Property, plant:and equipment and intangible assets are not depreciated or. amortised once classified as held
for sale ar as held for distribution. Assets and liabilities classified as held for sale-or for distribution are
presented separately as current items in the statement of financial position.

A disposal group qualifies as discontinued operation if it is:
- Represents a separate major line of business or geagraphical area of operations;

- Is part of a single co-ordinated plan.to dispose of a separate major line of business-or geographical area
of operations; or.

- Is a subsidiary acquired exclusively with a view to resale..

Discontinued operations are excluded from the results.of continuing operations and are presented as a single
amount as profit or loss after tax from discontinued operations in the statement of profit or loss. All notes to
the consolidated financial statements include amounts for-continuing operations,
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3.  Critical accounting estimates and judgments

The preparation of the Group's consolidated financial statements requires management to make judgements,
estimates and assumptions that affect the reported amourits of revenues, expenses, assets and liabilifies, and
the accompanying disclosures, and the disclosure of contingent liabilities. Uncertainty about these
assumptions and estimates could result in outcomes that require a material adjustment to the carrying amount
of assets or liabilities affected in future periods. In the process of applying the Group's accounting policies,
management has made judgements, which have the mast significant effect on.the amounts recognised in the
consolidated financial stafements.

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting
date, that have a significant. risk of causing a material adjustment to the carrying amounts. of assets and
liabilities within the next financial year, are described below. The Group based its assumptions and estimates
on parameters. available- when the consolidated financial statements were prepared. Existing circumstances
and assumptions about future developments, however, may change due to market changes or circumstances’
arising that are beyond the control of the Group. Such changes are reflected in the assumptions when.they
goeur.

Estimation of oil and gas reserves

Oiland gas reserves are key elements in the Group’s investment decision-making process. Changes in proved
oil and gas reserves, particularly proved developed reserves, will affect unit-of-production depreciation charges
in the statement of profit or loss and other comprehensive income.

Proved il and gas reserves are the estimated guantitiés of crude oil and natural gas which geclogical and
engineering data derhonstrate with reasonable certainty to be recoverable in future years from known
reservoirs under existing economic and operating conditions, i.e. prices and costs as of the date the estimate
is. made. Proved developed réserves are reserves that can be expected to be recovered through existing wells
with existing equipment and operating methods. Estimates-of cil and gas reserves are inherently imprecise,
require the application of judgment and are subject to future revision.

Accordingly, financial and accounting measures (such as depletion and amortization charges and provision for
asset retirement obligations) that are based on proved developed or proved reserves are alsa subject te-
change, Proved reserves are estimated by reference to available reservoir and welt information. All proved.
reserves estimates are subject to revision, eijther upward or downward, based on new information, such as
from drllllng and production activities or from changes in economic factors, including product prices, contract
tarms or development plans. In. general, changes. in the technical maturity of hydrocarbon reserves resulting
from new information becoming available from development and production activities have ténded to be the
most significant cause of apnual revisions,

In. general, estimates of reserves for undeveloped or partially developed fields: are subject to greater
uncertainty over their future life than estimates. of reserves for figids that are developed and being depleted..
As a field goes into production, the amount of preved reserves will be subject to future revision once additional
information becomes. available through, for example, the drilling of additional wells or-the observation of long-
term reservoir performance under producing. conditions. As those fields are further developed, new information
may lead {o revisions.

'I'_n-'e'ddi'tion oil and gas reserves-are.eignificant component of testing for impairment of respective CGUs. It is
estimated that, if all production were to be reduced by 10 per cent for the next 20 years, this would result in
additional. i_mpa_irme‘nt charge:of AZN 226.

Proved reserves of the SOCAR as of 31 December 2018 were based on reports prepared by independent

reservoir engineers in accordance with Petroleum Resources Management System rules. For certain assets
proved reserves are based on estimation of internal engineers..
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3. Critical accounting estimates -and.jddgments {(continued)
Asset retirement ob'lig_at_ions

The management makes provision in respect of the Group's legal and constructive obligations for the future.
costs' of decommissioning il and gas production and- storage facilities, plpellnes and related support
equipment and- site restaration based ‘on the estimates of future cost and economic lives of those assets.
Estimating future asset retirement obligations is complex and requires management to make estimates ahd
judgments with respect to removal obligations that will occur in the future. Changes in the measurement of
existing obligations can resuit from changes in estimated timing, future costs or discount rates used in
valuation. These costs are expected to be incurred aver the useful life of the fields and propertles ranging
between 9 and 64 years from the reporting date.

The Group assesses its-asset retirement obligation liabilities in -accordance with the guidefines of International
Financial Reporting Interpretations Committee ("IFRIC") 1 Changes in Existing Decommissioning, Restoration
and Similar Liabilities, The.amount recognized as a provision is the best-estimate of the expenditures required to.
settle the present obligation at the reporting date based on current appllcable legislation and regulations, and is.
subject to changes because of maodifications, revisions and changes in laws and regulations and respective
interpretations thereof. Governmental authorities are continually considering applicable regulations and their
enforcement. Consequently, the Group's ultimate asset retirement liabilities may differ from the recorded
amounts. Considering subjectivity of these provisions, thefe is uncertainty regarding both the’ amount and
estimated timing of incurring such costs. The key assumptions used to measure the amount of the estimated
asset retirement obligations and sensitivity analysis, are disclosed in Note 22.

Etrivironmentai obligations

The Group records a provision in respect of constructive obligations related to costs of remediation of the
damage histerically caused to the natural environment prirnarily in the Abshercn area both by the activities of
the Group and its legacy cperations in periods preceding the formation of the Group.

The amount recognized as a provision is the best estimate of the expenditures required to settie the present
obligation at the reporting date based on current applicable tegislation and regulations, and is also subjectto
changes because of modifications, revisions and changes in laws and regulations. and respective
interpretations thereof, Governmental authorities are continually considering applicable regulations and their
enforcemerit, ‘Consequently, the Group's ultimate liability. for -environmental remediation may differ from the
recorded am_ounts

‘Considering subjecti\nty of these provisions, there is uncertainty 'regardmg both the ameunt and estimated
timing of incurring such costs. The key asstmptions used to measure the amount of the estimated
environmental obligations and sensitivity analysis, are disclosed in Note 23.

Disability provision

The Group records a provision in accordance with Azerbaijan Labour Code and has an obligation to pay
compensation for employees. damaged at wark, The amount recognized as a provisionis the best estimate of
the expenditures required to settle the present obligation at the reporting date based on current applicable
legislation and regulations, and is-also subject to changes because of modifications, revisions and.changes in
laws and regulations .and respective interpretations thereof. Govermmental authorities are continually
conmdermg applicable regulations and their enforcement. Considering subjectivity of these provisions, there
is uncertainty regarding both the amount and estimated timing of incurring such costs, The key assumptions
used to measure the amount of the estimated disability obligations and senSitwlty analysis, are disclosed in’
Note 23,

Useful lives of property, plant and equipment and intangible assets

Management determines the estimated usefui lives and related depreciation and amortisation charges for its
property, plant and equipment and'intangible assets. This estimate is based on projected period over which
the Group expects to- consume economic benefits from the asset. Management increases the depreciation:
charge where useful lives are less than previously estimated fives. The useful lives are reviewed at least at
each financial year-end. Changes in any of the above conditions or estimates may result in- adjustments to
future depreciation rates.
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3. ‘Critical accounting estimates and judgments {continued)
Deferred income tax assets recoghition

The net deferred tax assets represent income taxes recoverable through future deductions from taxable profits
and is recorded on the. statement of financial position: Deferred income. tax assets are recorded to the extent
that realisation of the related tax benefit is probable. In determining future faxable profits and the amount of
tax benefits that are probable in the future managemernt makes judgments and applies estimation based on
last three years taxable profits and expectations of future income that are believed ta be reasonable under the
circumstances.

Impairment of non-financial assets

Management assesses whether there are any indicators of possible impairment of all non-financial assets
each reporting date based on events or circumstances that indicaté the carrying value of assets may not be
fecoverable. Such indicators include changes in the Group’s business plans, changes in commoedity prices
leadinng to unprefitable. performances, changes in product mixes, and for oil and gas properties, significant
downward revisions of estimated proved reserves. Goodwill and intangible assets with indéfinite useful life are
tested for impairment annually and at othér times when impairment indicators exist. Other hon-financial assets
are tésted. for impairment wiien there are indicators that the carrying amounts may not be recoverable.

Impai_rment exists-when the carrying value of an asset or cash generating u_n'it exceeds its recoverable ameunt,
which is the higher of its fair vailue less costs. of disposal and ifs value in use. The fair value less costs of.
dispesal calcuiation is based on available data from binding sales transactions, conducted at arm's Iength for
similar assets or obhservable market prices fess incremental costs of- disposing of the asset. The valué in use
calculation is based on-a DCF model. The cash flows are derived from the budget for the next five years and
do not include restructuring activities that the Group is not yet committed to or significant future investments
that will enhance. the performance of the assets of the CGU being tested. The key assumptions used to
determine the recoverable amolint for the different CGUs and sensitivity analysis are disclosed in Note 15.

Provision for expected credit losses of financial assets
Trade receivables including confract assels

The Group uses a provision matrix to calculate ECLs for trade receivables and contract assets. The provision
rates are based on days past due for groupings of various customer segments that-have similar loss patterns
(i.e., by geography, product type, customer type and rating, and coverage by letters of credit and other forms
of credlt insurance).

The provision matrix is initially based on-the Group's historical observed default rates, The Group calibrates.
the matrix to adjust the historical credit loss experience with forward-looking information. For instance, if-
forecast economic conditions (i.e.; gross. domestic product) are expected to deteriorate over the next year
which can lead to an increased- number of defaults in the manufaciuring sector, the historical défault rates are
adjusted. At every reporting date, the historical observed default rates are updated and changes in the forward-
fooking estimates are analysed.

The assessment of the. correlation between historical observed default rates, forecast economic conditions:
and ECLsis a significant estimate. The amount of ECLS is sénsitive to changes in circunistances and forecast
economic conditioris. The Group's historical gredit loss experience and forecast of economic conditions may
also not be representative of custorner's aciual default in-the future. The information about the ECLs on the
Group's trade réceivables and coniract assets is disclosed in Nate 10,

Other financial assets recognized at amortized cost

The Group caiculated ECL for other financial assets such as cash and deposit-accounts as well as restricted,
accounts in several local and international banks using the general approach as disclosed in Note 2.

The assessment of ECLs is significant estimate considering that it is sensitivé to changes in cifcumstances of
counteTparties and econamic conditiohs. The infarmation about the ECLs on the Group's bank accounts are
disclosed in Note 8 for cash and cash equivalents and Note. 9 for restricted cash.
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4.  Adoption of new or revised standards and interpretations and new accounting pronouncements

The accounting policies adopted are consistent with those of thé previous financial year, except for the
following amendments to IFRS effective beginning on or after 1 January 2018 '

The Group -applied IFRS ¢ and IFRS 15 for the first time. The naturé and effect of the ¢hanges as a result of
adoption of these new accounting standards are described below.

Several other amendments and intérpretations apply for the first time in 2018, but do not have an impact on
the consclidated financial statements of the Group. The Group has not early adopted any standards,
interpretatiens.or amendments that have beéen issued, but are not yet effective.

IFRS 9 Financial Instruments

IFRS 9 Financial Instruments replaces 1AS 39 Financial Instrumerits: Recognition and Measurement for
reporting periods beginning on or after 1 January 2018, bringing together all three aspects of the accounting
for financial instruments: classification and measurerent; impairment; and hedge accounting.

The Group applied IFRS:9 retrospectively choosing nét to restate prior year figures. Prior year figures for the
assets, which are now within theé scope of IFRS 9, were presented in accordance with IAS 39 and will hot be
comparable to the information related to 2018. Differences arising from the adoption of IFRS 9, have been
recognized directly in retained earnings and non-controlling interests (NCI) as.of 1 January 2018 and are
disclosed below.

(a)  Classification and measurement

Under IFRS 9, all debt financial assets that do riot meet 2 “solely payment-of principal and interest” (SPPI)
criterion, are classified at initial recognition as financial.assets at fair value through profit or loss (FVPL): Debt
fi nanC|aI assets that meet the SPP) criterion are meastired either at fair value through profit or loss, amortized
cost or at fair value through other comprehensive income (FVOCI). The classification for the debt financial
assets that meets the 8PP criterion is based on the Group’s business model for managing these assets;

> Financial assets that are managed under “hold to collect” basis that are measured at amortized cost,
> Financial assets that are-managed under “hold to collect and sell” basis that are measured at FVQC!;
> Financial assets that are managed under “held for trading” basis that are measured at FVPL.

The assessiment of the Group's business models is made as of the date of initial application, 1 January 2018
and then applies retrospectively to those financial assets that were not derecogmsed before 1 January 2018.
The asséssment of whether contractual cash flows on debt instruments- are solely comprised of principal and
interest is made based on the facts and circumstances not only as at the-date of the initial recognition of the
assets, but also as at the date of substantial modification.

Upon adoption of IFRS 9, following changes to classification and measurement of financial assets were made:

. Trade and loans receivables and other financial assets (i.e., cash and deposit balances) previcusly
classified as Loans and receivables are held to collect contraciual cash flows and give rise to cash flows
representing solely payments of principal and interest. These are now classified and measured as Debt
instruments at amortised cost,

> Group of trade receivables that were previously classified as Loans and receivables are- held both to
coliect contractual cash flows and sell to meet liquidity needs for the day-to-day trading activities and
giverrise fo cash flows representing solely payments of principal and interest are now classified as Debt
instruments at fair value though OCI.

> Equity instruments. that were previously classified as AFS financial assets are now classified as Equity
instruments at FVOGI upen initial recognition: or transition to.IFRS 8 since the Group intends to hoid
such assets for the foreseeable future and irrevocably elected to classify them to be measured at OcCl.
Equity instruments at FVOCGI are not subject to an impairment assessment under IFRS 8. There were.
no impairment losses recognised in profit or loss for these investments-in prior periods.
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4, Adoption of new or revised standards and interpretations and new accounting pronouncements
(continued)

IFRS 9 Financial Instruments (continued)

The classification and measurement of financial liabilities remains largely unchanged from requirements -of
TAS 39 regquirements, Derivatives will continue to be measured at FVPL. However, embedded derivatives are
no longer separated from :a host financial asset.

(b)  Impairment

The adoption of IFRS'@ has fundamenitally changed the Group's aceounting for impairment charge for financial
assets by replacing. incurred loss-approach of IAS 39 with a forward-looking ECL approach. From 1 January
2018, the Group has been recording the allowance for ECLs for all loans.and other debt financial assets not
held at FVPL.

The ECL allowance. is based on the credit losses expected to arise over the life of the asset (the lifetime
expected credit loss or LTECL), unless there has been no significant.increase in credit risk since origination,
in which case, the allowance is based on the 12 months’ expected credit loss {12mECL). The 12mECL is the'
portion of LTECL_ that represent the ECLs- that result from ‘default events on a finaneial instrument that are
‘possible within the 12 months after the reporting date.

The Group has established a policy to perform an assessment, at the-end of each reporting period; of whether
a financial instrument's credit risk has increased significantly since initial recognition, by considering the
change in the risk of defautt occurring over the remaining life of the financial-instrument. Based on the above
process, the Group groups its financial instrument into Stage 1, Stags 2, Stage 3 and POCI, as described
helow:

Stage 1. When financial instrument is first recognised, the Group recognises an allowance hased on
12mECL. Stage 1 financial instrument also include facilities where the credit risk.has improved
and the financial instrument has been reclassified from Stage 2.

Stage 2 When a financial instrument has shown a significant increase in credit risk since crigination, the
Group records-an aflowance for the LTECL. Stage 2 financial instrument also include facilities,
where. the credit risk has improved and the financial instrument has been reclassified. from

Stage 3.

Stage 3: ‘Financial instrument considered credit-impaired. The Group. records -an allowance for the
LTECL.

POCI: Purchased or originated credit impaired (POCI) assets are financial assets that are credit

impaired on initial recognition. POC! assets are recorded at fair value at original recognition and
interest income. is subsequently recogniséd based on a credit-adjusted EIR. ECL are only
recognised or refeased to the extent that there is a:subsequent change in the expected credit
losses.

The mechanics of the ECL calculations are outlined below and the key elements dre as follows:

PD The Probability of Defauit is an estimate -of the likelihood of default over-a given time horizon,
A default may only happen at:a certain time over the assessed period, if the facility has not been’
previously derecogmsed and is-still in the. portfolio.

EAD The Exposure at Default is an estimate of the exposure at a future default date.

LGD The Loss Given Default is an estimate of the loss arising in the case where a default occurs at
a given time. It is based on the dlfference between the contractual cash flows due and those
that the lender would expect to receive, including from the realisation of any collateral: It is
usually expressed as a percentage of the EAD.

31



State Oil Company of the Azerbaijan Republic ‘Notés to the consdlidated financial statements for 2018

{Amounts presented are in millions of Azerbaijani Manats, unfess otheywise stated)

4.  Adoption of new or revised standards and interpretations and new accounting pronouncements
(continued)

IFRS 9 Financial Instruments (continued)

Effect of transition to IFRS.9

The following tables set out the impact of adopting IFRS @ on the statement of financial position and retained
earnings as at 1 January. 2018 including the effect of replacing 1AS. 39 incurred credit loss calcutations with
IFRS 8 ECL:

The effect of adopting IFRS 9 as at 1 January 2018 was as follows:

_ Remeasu-
IAS 39 measurement Reclas- _ tement IFRS 9 measurement
Notes Category Amount  sification ‘ECL- Amount. Category

Financial assets

Cash and cash.equivalents 8 L&R 5217 - 1) 5,196  Amortized cost
Reastricted cash’ L&R 229 e m 228 .Amortizéd cost
Deposits 8 L&R 218 - (4) 214 Amortized cost
Available-for-sale investments AFS 174 (174) - - FvOCI
Trade and-other receivables _ L&R 8,015 (1,580} (38) 6400  Amortized cost:
Trade and other receivables at FVOCI L&R - 1,580 - 1,580 FvOCI

QOtter- current financial assets, including:

~ lodn receivablés from third parties L&R 23 - - 23 Amortized cost
- recelvables from PSA parties - L&R 578 - - 578  Amortized cost
~ loan receivable from joint venture L&R: 6 - - 6  Amortized cost
- derivatives FVPL 927 - - 927 FveL
- othier FVOCr - 174 - 174 FVoCI
Othier long-ferm financial assets, including:.
- lodn receivables from third parties and related
parties L&R 281 - - 281 Amortlzed cost
- long-tem depaosit L&R. 51 - (3) 48 Amortized cost
~ derivative instrumerits FVPL 353 = ~ 353 _ FWPL
Total financial assets 16,072 - (64} 16,008
Retained
earnings
and NCI
Closing balance of retained earnings. under |AS 39 {31 December 2017) 7,357
IFRS 9 ECL effect on retairied earnings. B . (62)
Restated opening balance under IFRS 9 (1 January 2018) 7,295
Closing balance of NCI under 1AS 38 (31 December 2017) 1,370
IFRS 9 ECL effect on NCI _ _ {2)
Restated opening balance under IFRS 9 (1 January 2018} 1,368
Total change in equity (64)
Movement of provision as at 1 January 2018:
Provision under ECLs under
IAS 39 at IFRS 9 at
31 December 1 Jahuary
2017 Re-measurement 2018
Impairment alfowance for:
Cash and cash equivalents - 21 21
Restricted cash - 1 T
Deposits - 4 4
Trade ahd other receivables 816 35 851
Other non-current financial assets: - 3 3
Total :provision on financial assets 816 64 280
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4.  Adoption of new or revised standards and interpretations and new accounting pronouncements
{continued)

IFRS 15 Revenue from Contracts with Customers.

IFRS 15 supersedes tAS 11 Construction Cortracts, IAS 18 Revenue and related Interpretations and it applies,
with limited exceptions, to all revenue arising from contracts with customiers, IFRS 15 establishes a five-step
model to account for revenue arising from contracts with customers and requires that revenue be recognised
at an amount that reflects the corsideration fo which an entity expects to be entitled in exchange for fransferring
goods or services o a customer.

IFRS 15 requires éntities to exercise judgement, taking into consideration all of the relévant facts and
circumstances Wwhen applying each step of the modet to. contracts with their customers. The standard also
specifies the accountirig for the incremental costs .of obtaining a contract and the costs direcily refated to
fulfiliing a confract. In addition, the standard requires. exterisive disclosures,

The Group adopted IFRS 15 using the medified retrospective method of adoption with the date of initial
application of 1 January 2018. Under this /method, the standard can be applied either to ali contracts at the.
date of initial application or only to contracts that are not.completed at this date. The Group elected to apply
the standard to new and not completed contracts as at 1 January 2018.

The cumulative. effect of initially applying IFRS 15 is recognised at the date of initial- application -as an
adjustment to the opening balance of ‘retained éarnings. Therefore, the. comparative information was: not
restated and continues to be reported under IAS 11, IAS 18 and related Interpretations.

Effect of transition o [FRS 15

Transition to IFRS 15 resulted in decrease in retained earnings of the Group by AZN 60 lncluding deferred tax
benefit of AZN 20 at 1 January 2018; which is mainly due to change in accounting for overlift [abilities and
underiift assets.

Set out below, are the amounts by which each financial statement line item is affected as at-and for the year
ended 31 December 2018 as a result of the adoption of IFRS 15, The adoption of IFRS 15 did not.have a
material impact on OCI or the Group's operating, investing and fi inancing cash flows.

Consdlidated statements of Profit or Loss for the period ended on 31 Decemiber 2018:

Amounts prepared under Increasef

Notes IFRS 15 _ Previous IFRS {decrease)
Revenues (a) 111,198 141,229 31N
Cost of sales (@ . (105,468) (105.490) (22)
Gross profit 5,730 5,739 (9)
Profit before tax 2,220 2,229 {9)
Income tax expense (a) (596) (998} {2)
Profit for the period 1,224 1,231 {7}
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4.  Adoption of new or revised standards and interpretations and new accounting pronouncements
{continued)

IFRS 15 Revenué from Contracts with Customers {continued)

Consalidated statements of Financial Position for the period ended. on 31 December 2018:

Amounts prepared-under Increase/
Notes IFRS 15  Previous IFRS {decrease)
Trade and other receivables (@) 8,395 8,493 (98)
Remaining-current assets 10,897 10,897 ~
Total current assets 19,292 19,390 {98)
Tofal non-current assets 42,844 42,844 -
Total assets 62,136 62,234 {98)
Total equity 23,944 24,011 (67)
Trade and other payables (a), {b) 11,780 12,108 (328)
Contract liabilities () 305 - 305
Other provisions for liabilities and. '
charges (©) 56 41 15
Remaining current liabilities 5,226 5,226 -
Total current liabilities 17,367 17,375 (8)
Deferred tax liability (a) 1,412 1,435 (23)
Remaining hon-current liabilities 19,413 19,413 -
Total non-current fiabilities 20,825 20,848 (23)
Totai liabilities 38,192 38,223 (31)
Totat liabilities and equity 62,136 62,234 (98)

The nature of the adjustments and the reasons for the significant changes in the statement of financial position
as at 31 Decemiber 2018 and the statement of profit or loss for the year ended 31 December 2018 are
described below:

(éf) Accounting for overlitt liability and underlift assets

Before adoption of IFRS. 15 Group used entitlements methiod and recognized net revenue reflecting its share
in production regardiess of actual sales made and invoices issued by PSA participants to customers. This.was
achieved by adjusting actual sold volume for the production imbalances which is any variance between actual
share of production volume sold to date and the share of production which the party has been entitled to-sell
to dafe.

However, under IFRS 15, revenue.shall be recognized based on actually sold volume of products. Therefore,
the Group adjusted its cost of sales for production imbalances in order to align with the actuaily sold volumes.

Under previous standard the Group measured the overlift liability and underlift asset using the market price of
crude oil at the date of jifting at initial recognition. Subsequent measurement of overlift/underlift liabilities and
assets depended on the seftlement terms of the related operating agreements. If such terms allowed for a
cash settlement between parties, the balances were re-measured at fair value at reporting dates subsequent
to initial recognition. Production m_balanc_es that are _se_ttl_ed through. delivery of physical quantities of crude oil
were measured at the: lower of carrying amount-and faif value.
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4.  Adoption of new or revised standards and interpretations and new accounting pronouncements
(continued)

IFRS 15 Revenue from Contracts with Customers (continued)

The Group genérally applies physical setilement for the production im_balancesa. Thus, upon transition. to

IFRS 15 physical settlement terms of the operating agreements of PSAs resulted in following changes in

measurement of overlift liabilities and underlift assets::

> Overlift liabilities meets the definition of a prowsmn under IAS 37 Provisions, Conlingent Liabilities and
Contingent Assets, which requires the provision amount t6 be the best estimate of the: management.

Thus the Group applied cost methed for measuring its overlift liabilities and adjusted its Cost.of Sales
figures for the imbalance amount.

‘Underlift assets give the joint operation participant the right to receive a quantity of product from ancther
participant. This. right would be equivalent tc a prepaid forward commodity purchase or may be
considered to represent a right to additional physical inventory and therefore, IAS 2. Inventories should
be applied by analogy. The underlift asset is measured at the lower af cost or net realisable value.

(b)  Conract liabilities

A contract liability is the obligation to transfer goods of services 1o a customer for which the Group has received
consideration (er an amount of cansideration is due) from the customer. If & customer pays consideration
before the Group transfers goods or services to the customer, a contract liability is recognized when the
payment is made or the payment is due (whichever is eariier). '

Upon adaption of IFRS 15, the. Group reclassified amounts received from customers of AZN 305 from Trade-
and Other Payables to Contract Liabilities line.

(¢}  Onerous Contracts Presentation

IFRS 15 contains no specific requirements to address contracts: with customers that are, or fave become,
onerous, except for presentation requirements for contract assets and liabilities, The fequirements of 1AS 37
Provisions, Contingent Liabilities and Contingent Assets stilt applies to identification and measurement of
onerous customer contracts.

IFRS 18 Revenue from Contracts with Customers

In order to follow the identification and measurement requirements of 1AS 37 and presentation requirements of
IFRS 15, loss in the amount of AZN 15 was recorded and presented in other provisions for liabilities and charges.

IFRIC 22 Foreign Currenicy Transactions and Advance Consideration

The Interpretation clarifies.that, in determining the: spot exchange rate to use on initial recognition of the related
asset, expense of income (or part of it) on the de-recognition of @ non-monetary asset-or non-monetary liability
relating to advance consideration, the date of the transaction is the date on 'which an entily initially recognizes
the non-maonetary asset or non-monetary liability arising from the advance consideration. If there are multiple
payments or receipts in advance, then the entity must determine the date of the transactions for each payment.
or réceipt.of advance consideration. This Interpretation does not have any- 1mpact on the Group’s consclidated
financial statements.

Transfeis of Investment Property — Amendments (o IAS 40

The amendments clarify when an entity should transfer property, including property under construction or
development into, or out of investment property. The amendments state that a change in use occurs when the:
property meets, or ceases to meet, the definition of investment property and there is evidence of the change-
in use. A mere change in management’s intentions for the use of a property does not provide evidence of a
change in use: These amendments do not have any impact on the Group’s consolidated financial statements.
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4. Adoption of new or revised standards and interpretations and new accounting pronouncements
{continued)

IFRS 2 Classification and Measurement of Share-based Payment Transactions — Amendments fo IFRS 2

The 1ASB issued amendments to [FRS 2 Share-based Payment that address three main areas: the effects of
vesting conditions on the measurement of a cash-settied share-based payment fransaction; the ciassification
of a share-based payment {ransaction with net settlement features for withholding tax obligations; and.
accounting where a modification to the terms-and conditions of a share-based payment transaction changes
its classification from cash settled to equity settled. On adoption, entities are required to apply the amendments
without restating prior periods, but retrospective application is permitted if elected for all three amendments
and other criteria-are met. The Group’s accounting policy for cash-settled share based payments is consistent.
with the approach clarified in the amendments. 1n addition, the Group has no share-based payment transaction
with net settlement features for withholding tax abligations. and had not made any modifications to the terms
and conditions of its share-based payment transaction. Therefore, these amendments da not have any impact
on the-Group's consolidated financial statements.

IFRS 4 Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts - Amendments to-IFRS 4

The amendments address concerns arising from implementing the new financial instruments standard, IFRS 9,
before implementing IFRS 17 Insurance Contracts, which replaces IFRS 4. The amendments introduce two
oplions for entities issuing insurance contracts: a temporary exemption from applying IFRS 9 and an overlay
approach. These amendments do not have any. 'impac_t on the Group’s consolidated financial statements.

IAS 28 Investments in Associates and Joint Ventures — Clarification that measuring investees at fair value.
through profit or loss is an investment-by-invesiment choice

The amendments: clanfy that an entity that is a venture capital organisation, or other qual;fylng entity, may
elect, at initial récognition on-an investment-by-investment basis, t¢ measure its investments in associates and
joint ventares at-fair value through profit or loss. If an entity, that is not itself an investment entity, has an
interest in an associate of joint venture that is an investment entity, the entity. may, when applying the.equity
method, elect to retain the fair value' measurement applied by that investment entity associate or joint venture
to the invéstient entity associate’s or joint venture's interests in subsidiaries. This election is made separately
for each investmeant entity associate or joint venture, at the later of the date on which: (a) the investment entity
associate or joint venture is initially recognised; (b) the associate or joint venture becomes an investent entity;
and (c) the investment entity associate or joint venture first becomes a parent. These amendments’do not have:
any impact on the Group's consolidated financial statements.

Annual improvements 2015-2017 cycle
These improvements. include:-

IFRS 1 First-time Adoption of international Financial Reporting Standards — Deletion of short-term exemptions
for first-time adopters

Short-termn exemptions siated in IFRS 1 were deleted because they have now served their intended purpose.
The amendment is effective from 1 January 2018. This amendment is.not applicable to the Group.

IFRS 3 Business Combinations.

The amendments. clarify that, when an entity obtains contro} of a business that is a JDInt operation, it applies
the reqwrements for a business combination achieved in stages, including remeasuring prevlouslyr held
interests in the assets and tiabilities of the joint operation at fair value. In doing so, the-acquirer remeasures its
entire previously held interest in'the joint operation.

An entity applies those amendments fo business combinations for which the acquisition date is on or after

the beginning of the first annual reporting period beginning on or after 1 January 2019, with early application
permitted. These amendments. will apply on future fransactions of the. Group.
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4, -Adoption of new or fevised standards-and interpretations and new accounting pronouncements
{continued)

Annual improvements 2015-2017 cycle (continued)
IFRS 11 Joint Arrangements

A party that participates in, but does not have joint control of, a joint operation might obtain joint-coritrol of the
joint operation in which the activity of the joint-operation consiitutes -a business as defined in IFRS 3.
The:amendments clarify that the previously held interest in that joint operation are not remeasured.

An entity applies those amendments to transactions in which it obtains joint contrel on or after the ‘beginning
of the first ahnual reporting period beginning on or after't January 2019, with early application permitted. These
amendments are currently not applicable to the Group but may apply to future transactions.

IAS 12 Income Taxes

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

An entity applies those amendments for annual reporting periods beginning on or after 1 January 2018, with
early application is perm;tted When an entity first applies those amendments, it applies theni to the income
tax consequences of dividends recognised on or after the beginring of the earliest comparative period. Since:
the Group's current practises is in line with these amendments, the Group does not expect any effect on its
consolidated financial statements,

JAS 23 Borrowing Costs

The amendments clarify that an entity treats as part of general borrowings-any borrowing ofiginally made to
develop qualifying asset when substantlally all of the activities necessary to prepare that asset for its intended
use cr sale are complete.

An entity applies those amendments to borrowing costs incurred on or after the beginning of the annual
reporting period in which the entity first applies those amendments. An-entity applies those amendments for
annual reporting period beglnnmg on or after 1 January 2018, with early appiication permitted. Since the
Group's current practice is-in line with these amendments, the Group does not expect any effect on its
consolidated financial statements.

IFRS 3 Business Combinations — Definition of a.business

The amendmients clarify that to be .considered a business, an integrated set of activities and assets must
include, at-a minimum, an input and a substantive process that together significantly contribute to the ability fo
create output. They also clarify that a business can exist without in¢luding all of the inputs and processes
needed to create outputs. That is, the inputs and processes applied to those inputs must have ‘the ability to
contribute to the creation of gutputs’ rather than ‘the ability to create ouipuis’,

The amendments specify that if a set of activities and assets does not have outputs at the acquisition date, an
acquired process must be considered substantive only if: (a) it is c¢ritical to the ability to develop or convert
acquired inputs into ‘outputs; and (b) the inputs acquired include both an organized workforce with the
necessary skills, knowledge; or experience ta perform that process, and other inputs that the organized
workforce could develop or convett into outputs. In contrast, if a-set of activities and assets has outputs at that
date, an‘acquired process must be considered substantive if: (a} it is critical to the ability to continue pradicing.
outputs and the acquired inputs include an organized workforce with thie necessary skills, knowledge, or
experience to perform that process; or (b) it significantly contributas td the ability to continue producmg outputs
and either is considered unique or scarce; or tannot be replaced without significant cost, effort or delay in the
ability to continue preducing outputs, The amendments narrowed the definition of outputs to focus on goods
or sefvices provided to customers, investment income (such as dividenids or interest) or other income from
ordinary activities,
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4. Adoption of new or revised standards and interpretations and new accounting pronouncements
{continued)

Annual improvements 2015-2017 cycle (continued)

The amendments introduced. an opticnal fair value concentration test to permit a simplified assessment of
whether an acquired set of activities and assets is not a business. Entities may elect to apply the concentration
test on a transaction-by-transaction basis. The test is met if substantially all of the fair value of the gross assets
acquired is concentrated in a single identifiable asset or-group of similar identifiable assets. If the test is met,
the set of activities and assets is determined not to be a business and no further-assessment is needed. Ifthe
test is not met; or if an entity elects not to apply the test, a detailed assessment must be performed applying
the normal requirements in IFRS 3. The amendments must be applied to transactions that are either business
combinations or asset acquisitions for which the acquisition date is on or after the beginning of the first annual
reporting period. béginning on or after 1 January 2020: Consequently, entities do not have'to revisit such
transactions that occurred in prior periods. Earlier application is permitted and must be disclosed. The Group’
will apply amendment form its effective date.

Amendments to IAS 1 and IAS 8

In Qctober 2018, the JASB issued amendments fo |1AS 1 Presentation of Financial Statemerits and IAS 8 to
align the definition of ‘material” across the standards and to clarify certain aspects of the definition. The new
definition states that, “Information is material if omitting, misstating or obscuring it could reasonably be
expected to influence decisions that the primary users of general purpose financial statements make on the
basis of those financial statements, which provide financial information about a specific reporting entity.’ The-
amendments clarify that materiality will depend on the riature or magnitude of information, or both. An entlty
will need to assess whether the information, -either individually or in combination with other information, is
material in the context of the financial statements, The amendments must be applied prospectively. Early.
application is permitted and must be disciosed. Although the amendments to the definition of material is not
expected to have a significarnt impact on the Group’s consolidated financial statements, the introduction of the
term ‘abscuring information’ in the definition. could potentially impact how materiality Judgements are made in
practlce by elevating the importance of how information is communicated and organised in the censolidated
financial statements.

Standards issued but not yet effective

The standards and int_erpr_etati‘ons that are issued, but not yet effective, up to the date of issuance of the
Group's consolidated financial statements are disclosed below, The Group intends to adopt these standards;,
if applicable, when they become effective.

IFRS 16 Leases

I[FRS 16 was issued in January 2016 and it replaces |AS 17 Leases, IFRIC 4 Defermining whether an
Arrangement Contains a Lease, SIC-15 Operating Leases — Incentives and 31C-27 Evaluating the Substance
of Transactions invoiving the Legs;‘ Form of a Lease. IFRS 16 sets out:the principles for the recegnition,
measurement, presentation and disclosure of leases and requires lessees to account for all leases under a
singte an-batance sheet madel similar to the accounting for finance leases under IAS 17. The standard includes
two recognition exemptions for lessees - Iea_ses of ‘low-value’ assets (e.g., personal computers) and short-
term leases (i.¢., leases with a lease term of 12 months or less). At the commencement date of a lease, a
lessee will recognise a liability to make lease paymenis {i.e., the lease liability) and an asset representing the
right to use the underlying asset during the lease term (i.e., the right-of-use asset). Lessees will be required to
separately recognise the interést expense on the lease liability and the depreciation expense on the
right-of-use asset.

Lessaes will be also required io remeasure the lease liabilily upon the occurrénce of -cerfain events
(e.g., a change in the lease term, a change in future lease payments resuiting from a change in an index or
rate used to determine those payments). The lessee wilt generally recognise the amount of the remeasurement
of the lease liability as an adjustment to:the right-of-use asset.

Lessor accounting under [FRS 16 is substantially unchanged from today's accounting under IAS 17. Lessors'
will confinue to classify all leases using the same classification principle as in tAS 17 and distinguish between
two types of leases: operating and finance leases
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4. Adoption of new or revised standards and interpretations and new accounting prenouncements
(continued)

Standards issued but not yet effective (continued)

[FRS 16, which is effective for annual periods beginning on or after 1 Janvary 2019, requires lessees and
lessors to make more extensive disclosures than underlAS 17.

Transition to IFRS 16

The Group plans to-adapt IFRS 16 from effective date applying the modified retrospective transition method
and will elect to apply the practical expedient that permits the entity not to reassess whether & contract is, or-
contains, a lease at the date of initial application, In.addition, the Group will elect to use the exemptions
applicablé to the standard on ledse contracis for which the lease terms end within 12 ronths as of the date of
initial-application, and lease ¢onfracts for which the undérlying asset is of low value. The-Group is in the process
of impact assessment of IFRS 16. '

IFRS 17 Insurance Contracts

In May 2017, the IASB issued IFRS 17 insurance Confracts (IFRS 17), a comprehensive new accounting
standard for insurance coritracts covering recognition and measurement; presentation and disclosure. Once
effective, [FRS. 17 will replace IFRS 4 instirance Contracts (IFRS 4) that was {ssued in 2005. [FRS 17 applies
to all types of insurance contracts (i-e., life; non-ife, direct insurance.and re-insurance), regardiess of the type
of entities that issue them, as well as to certain guarantees and financial instruments with discretionary
participation features: A few scope exceptions will apply. The-overall objective of [FRS 17 is to provide.an
aceounting model for insurance contracts that is more useful and consistent for insurers. In contrast to the
requirements in IFRS4, which.are largely based on grandfathering previous local accounting policies, IFRS 17
provides a comprehenswe model for insurance contracts, covering ali relevant accounting aspests. The core
of IFRS 17 is the general model, supplemented by:

> A specific-adaptation.for contracts with direct participation features (the vatiable fee approach);
> A simplified approach (the premium allocation approach) mainly for shori-duration contracts,
IFRS 17 is effective for reporting periods beginning on or after 1 January 2021, with comparative figures

required. Early appllcatton is permitted, provided the éntity also applies IFRS & and IFRS 15 on or before the-
date it first _appl_les IFRS 17. This standard is not applicable to the Group.

IFRIC Interpretation 23 Uncertainty over income Tax Treatment

The Interpretation addresses the accounting for income taxes when tax treatments involve uncertainty that
affects the application of IAS 12 and does not apply fo taxes or levies-outside the scope of IAS 12, nor does it
specifically include requirements relating to interest and penalties associated with uncertain tax treatments.

The Interpretation specifically addresses the following:
- Whether an entity considers uncertain tax treatments separately;
- The assumptions an entity makes.about the examination of tax treatmerits by taxation authorities;

> How an _entity_det‘e'rmine_s taxable proﬁt (tax loss), tax bases, unused tax losses, unused tax credits and
tax rates;

. How an entity considers changes in facts and circumstances.

An entity must determine whether to consider each uncertain tax treatment separately or together with ane or
mare. other uncertain tax treatments, The approach that better predicts the resolution of the uncertainty should
be followed. T_he__--interpretatibn is effective for annual reporting periods beginning on.or after 1 January 2019,
but certain transition reliefs are available.. The Group will apply interpretation from its effective date. Since the
Group operates in & complex multinational tax environment, applying the Interpretation may affect its
consolidated financial statements and the required disclosures. In addition, the Group may need to establish
processes and procedures to obtain infarmation that is necessary to apply the Interpretation on a timely basis.
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4. Adoption of néw or revised standards and interpretations and new accounting pronouncements
{continued)

Standards issued but not yet effective {Continued)
Amendments o IFRS 9: Prepayment Features with Negative Compensation

Under IFRS 8, a debt instfrument can ‘be measured at amortised cost or -at fair value through other
comprehensive income, provided that the contractuat cash flows are 'solely payments of principal and interest
on the principal amount cutstanding’ (the SPPI critérion) and the instrumerit is held within the appropriate
business. model for that classification. The amendments to IFRS 9 clarify that-a financial asset passes the
SPPRI criterion regardiess of the event or circumstance that causes the early termination of the confract and
irrespective of which party pays or receives.reasonable compensation for the early termination of the contract:

The basis for conglusions to the amendments ¢larified that the early termination can result from a contractual
term or from an event cutside the control of the parties to the'coniract, such &s a change in law or reguiation
leading to the early termination of the contract. The amendments are effective for annual pericds beginning on
or after 1 January 2019. The Group does not expect any effect of this amendment on its-consolidated financial
statements.

Amendments to IFRS 10 and IAS 28: Sale or Contribution of Assets between an Investor and its Associate of
Joint Venture

The amendments-address the conflict between IFRS 10 and IAS 28 in dealing with the loss of control of a
subsidiary that is sold or contributed to an. associaté or joint venture, The amendments. clarify that the gain or
loss resulting from the sale or contribution of assets that constitute a business, as defined in IFRS 3, between
an investor and its associate or joint venture, is recognised in full. Any gain or loss resulting from the sale or
contribution of assets that do not constitute a business, however, is recognised only 10 the extent of unrefated
investors’ interests in the associate or joint venture, The IASB has. deferred the effective date of these
amendments indefinitely, but an entity that early adopts the amendments must apply them prospectively. The
Group will apply these amendments when they become effectlve

Amendments to IAS 28: Long-term Interésts in Associates and Joint Ventures

The amendments clarify that-an entity applies IFRS 9 to long-term interests in associate or joint venture to
which the equity method is not appiied but that, in substance, from part of the net investment in the associate
or joint venture (long-term interests). This clarification is relevant because it implies that the ECL model in.
[FRS 9 applies to such long-term interest.

The amendments also clarified that, in applying IFRS 9, an entity does not:take account.of any josses of the
associate or joint venture, or any impairment.charge on the net investment, recognised as adjustments to the-
net investrment in the associate or joint venture that arise from applying 1AS 28 Investment in Associates.and
Joint Ventures.

The amendments should be applied retrospectively and are effective from -1 January 2019, with early
application permitted. Since. the Group does not-have such leng-term interests in its associate and. joint
venture, the amendments will not have an impakct on its consolidated financial statements..

Amendments to IAS 19 Pian.Amendment, Curtailment or Settiement

The amendments to IAS 19 address the accounting when a plan amendment, curtailment or settlement occurs
during a reporting period. The amendments specify that when' a plan. amendment, curtailment or.settlement
-occurs during the annuatl reporting period, an entity is required to:

- Determine current'_s_ervice cost for-the remainder of the period after the.plan-amendment, curt_a'iiment"qr
settlement, using the actuarial assumptions used to remeasure the net defined benefit lability (asset)
reflecting the benefits offered under the plan and the plan assets after that event.

> Determine net inferest for the remainder of the pericd after the plan amendment, curtailment or
settlement using: the net defined benefit liability (asset) reflecting the: benefits offered under the plan
and the plan assets after that event; and the discount rate used to remeasure that net defined benefit
liability (asset).
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4. Adoption of new or revised standards and interpretations and new accounting pronouncements
{continued)

Standards issued but not yét effective (continued)

The amendments alsa clarify. that an entity first determines any past service. cost, or. & gain-or loss on
settlement, without consideririg the effect of the asset ceiling. This amount is recognised in profit or loss. An
entity then determines the effect of the asset ceiling after the plan amendment, curtaiiment or settlement. Any
change in that effect, excluding amounts included in thie-net interest, is recognised in ather comprehenswe :
ihncome. The amehdments apply to plan amendments, curtaiiments, or setilements occurring on or after the
beginning of the first anniial reporting period that. begins ‘cn or after 1 January 2019, with early application
permitted. '

5, Segment Information

Operating segments are components that engage in business activities that may earn revenues or incur
expeénses, whose operating résults are regularly reviewed by the managemient of the Group and for which
discrete financial information is available:

The Group is organised into business units and subsidiaries based on their products and services and has
four reportable segiments as follows:

> Oil and-gas — re'presenﬁn_g extraction of il and gas products;

- Refining — representing refining of crude oil and gas condensate;

» Construction — representing construction of administrative premises and assets for extraction of oif and
gas condensate;

> Sales and distribution — representing transportation and marketing of crude oil, natural gas, oil products
and gas condensate.

No operating segments have been aggregated to form the above reportable operating segments.
Management m_ohitors the pperating results of its.business units and subsidiaries separately for the purpose
of making decisions about resource allocation and performance assessment. Transfer prices between
operating ségments are either on an arm's length basis or non-arm's length basis.

Management evajuates performance of each segment based on profit after tax.
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5 Segment information (continued)
Information about reportable segment profit or loss, assets and liabilities

Segment information for the reportable segments forthe year ended 31 December 2018 is 'set out beiow:

Adjust:
_ ments and
il Construc- Salesand Unalloca-  elimina-
‘and gas  Refinery tion  distribution ted ()} tions (**) Total

2018
Revenues
Extemnal customers 3,120 5,021 779 102,135 143 = 111198
Inter-segment 2,495 822 795 27,278 450 (31,838 -
Total revenue 5,615 5,643 1,574 129,411 583 {31,638) 111,198
‘Other operating income 164 403 26 F77 13, {57 916
Finarice income. 5 148 2 185 1,227 {1,325) 212
Foreign exchange{losses)/:

gains (nef) (31) 311y # 15 13 (380) (698)
Raw materfals and N o _ o _ o _ _

consumables used (1,008) (4,118) (294)  (126,883) (84 30,560 (101,827)
Wages, salaries and social

security costs (248}, (320) (267) {533) {(267) 123 {(1.510)
Depreciation of property, plant _ B o _ ' _

and equipment @93) (1549 (123 (228)  (108) 12 (1,39
Transportation and vehicle : _ §

mairtenance (446) {209 (153) (803) (32) 271 (1,183)
Expected credit (loss)reversal {153) - {5) 4 80 5] 153 85
Impairment of preperty, plant

and equipmerit {155) - =+ (7} 1 - {161}
Mining tax {128) - - - = - (1286}
Taxes other than on income (74) (18) 3 )] (78) 1 (199
Amortizatioh expense - (13) (1) 21y {9} 1 (43}
Repairs.and mainténance _ o _ _ _

EXPENSes, (301} (32) (131) (44 {5) 182 (331}
Utiiities expense (16} (276} @) (82 (3) 5 (374}
Change in athier provisions for o _

liabilities and charges- @ {52) 1) (6) - - (83
Other (518) (227) (280) (437) (384) 500 {1,256)
Loss on disposal of property,

plant and equipment and _ -

intangible assets 2 (11 3) (2) 3 = {15)
Finance costs {104) (482) (26) (260} (570} 316 (1,126)
‘Social expenses (©) %) 2) (5) (82) - {105)
“Share of result of joint véntures 13 124 65 - 11 = 213
Share of result of associates - - - 7 41 - 24.
Income tax expenses (612) (110) {118) (82) {74 - {996)
Net profit/{loss) for the year 1,229 162. 243 597 209 {1,216} 1,224

{*) These figures include unallocated révenues and expenses related to research.and development, {T, security and other functions
that are not managed &t the group levek

{(*) Inter-segment revenues and expensés aie eliminated on consolidation. Amiounts shown as eliminations. include intercompany
transactions, '
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5.  Segment information {continued)

Information about reportable segment profit or loss, assets and liabilities {continued)

Adjust-
menits and
Oit Construc- Salesand Unalloca-  eliming-
andgas _ Refining tion distribution  ted (%) tions {**) Total
Invesiments in associates - B - 4,328 3t - ‘4,359
Investmints in joint ventures 38 4.978 237 4 44 - 5,301
Other reportable segment o N _ _
_ ‘assets _ 23,595 11,826 2,650 19,887 19,468 (24,950) 52,476
Total reportable segment. _ _
‘assets 23,633 16,804 2,887 24,219 19,543 {24,950 62,136
Total reportable segment
fiabilities (10,372)  (8368)  (1,792)  {19,896) {15030) 17,266  (38,192)
Capital expenditure (***)
Additions — Business units; _
JV and.associates 1,414 1,540 76 207 59 {18) 2,978
Additions — subsidiaries 1.359 1,352 (9) 217 2 {102} 2,819

Acquisitiorrthrough business

comibination {APMT business} _

(Note 39) - - - 156 - - 156
Acquisition through business
_combination {Austrian

business) (Note 39) ~ - = 112 - - 112

Total capital expenditures 2,473 2,892 67 692 61 {120) 6,065

{*)  These figures include unallocated. assets and liabilities related to research and development, IT, security and other functions that
are not managed at the group level. ' '

{**) Inter-segment balances are eliminated on consol'ic_!aticn; Amounts-shown as eliminations include intercompany balances.

(***} Capital expenditure _represents. additions to nen-current assets other than financial instrurnents, deférred tax assets. and post-
employment berefit assets,
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5. Segment information (continued)
Information about reportable segmerit profit or loss, assets and liabilities (continued)

Segment information for'the-re_portable‘ segments for the year-ended 371 December 2017 is set. out below:

_ Adjust-
Sales and _ ments and
il Construc- distribu- Unalloca-  elimina-
_andgas _ Refining tion ‘tion ted {*) tions {*) Total

2017
Reveriues _
Extemal'customers 2,052 4,978 1,000 84,523 17 - 82,571
inter-segment 2,260 583 581 18,815 450 (22,689) -
Total revenue. 4,312 5,562 1,581 103,338 467 (22,689) 92,571
Other operating income. 472 49 17 359 167 {115) 949
Finance income 11 126 - 118 1467  (1,605) 117
Fa;es'ggs‘;’g‘g:ﬁg%ﬁ o 37) (66) 22 106 187 (102) 110
Rca;“;;f]ﬁ’é?; . 876)  (3.896)  (205) (100,797) 87) 21575 (84,376)
D:ﬁ&egﬁ:g;grlf“’Peﬁy plant (515 (77) (116) (216) 75) 34 (1,05)
V‘;igcisn t:i'g;zs and social 211) (313) (250) (469) (241) 13 (1,371)
Tﬁ;;ﬁg::}:gg and vehicle 377 (26) (133) (887) (@4) 411 (1,046)
| ntanERC (257) 12y @8 43) () 174 (278)
Impairmient of property, plant i ;. rrrq . _

and squipment (431} (1) 31) & : (468}
Mining tax (123} - - - - - {(f23)
Utilities' expense: _ (17) (229) (2) 81y {3) 1 {341)
Taxes other than on'income (63) {27) (3) (27) (79) 1 (198}
Amortization expense- (1) {15) = {18) {8) 1 {41)
Impairment of trade and other

receivables and other (2) (3) {1) (232) 1) - (239)

financial assets ' '

Change.in other provisions for 4 _ _
ligbilities and charges 1. 3 3 v (13) H
Other _ (323) (183) (581) (467) (180) 422 (1,312)

Loss an disposal of property, _ S _ _ '
plant and squipment and 427 a1 ) (12) (43) - {26)
intangible assets _
Finance costs (@) (155) (26) (231) (636) 249, (890)
Social expenses {13} an (3 {6) (92) = (125)
Share of result of joint ventures g 388 90 3 33 - 523
Share of res.ilt of assaciates - - 135 (1) - 134
Income tax expenses’ (221) {1 25} 21) (85) 28 - {424}
Net profiti{luss) for the year 1,307 878 118 472 847 (1,530) 2,092

("} These figures include unallocated revenues and expenses related to research and development, IT, security and other functions
that are not managed at the. group lével.

(") Inter-segment revenues and expenses are eliminatéd on consolidation: Amiounts shown as eliminations. include mtercompany
transactions.
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5.  Segment information (continued)

Information about reportable segment profit or loss, assets and iiabilities {continued)

Adjust-
-ments and
oil Construc- Sales and Unallocated elimina-
and gas __ Refining tion  distribufion *) tions (**} Total
Investments in-associates - - - 4,555 16 ~ 4.5
Investments in joint ventures 33 4,697 238 4 50 - 5,022
Other reportable segment
‘assets 21,582 10,436 2,290 21,837 16,559 {20,750 51,754
Totai reportable segment ' '

assets 21,615 15,133 2,528 26,196 16,625 {20,750) 61,347
Total reportable segment _ o _ _ _ _

liabilities {9,092) (7.437) {1,523} {22,523) {12,840} 14,043 {39,372)
Capital expenditure ()

Additions — business units,

JV and associates 716 1,030 37 339 170 (43) 2,249
Additions:- subsidiafies _ 1,062 1,816 58 534 3 - 3,267
Acquisition of additional interest _

in ACG PSA 3,059 - - - - - 3,059
Acguisition of 80 per cent

-intefest in UBEP 506 = - - - = 506
Total capital expenditures 5,343 2,640 95 873 173 {43) 9,081

"y These figures include unallacated assets and liabilities relaied to research and development, IT, security and othér functions that
are not managed at the group level,

*) Inter-segrientbalances are eliminated on.consalidation: Ameunts shown as eliminations include intercompany balances.

{(***} Capital expenditure feépresents additions 10 non-curfent assets othér than financial instruments, defered tax assets and post-
empioyment benefit assels.

Geographical information

Revenues for-each individual country are reported separately as follows:

_ 2018 2017
Switzerland 94,503 78,633
Azerbaijan 6,626 5,382
Turkey 4,972 4,925
UAE 2,352 1,324
Georgia 1,124 4,188
Giher 1,621 1,122
Total consolidated revenues 114,198 92,571

The analysis is based dn the country of incorporation of thé selling entity.
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5. Segment information (continued)

Set out below is the disaggregation of the Group's revenue from contracts with customers:

Oil Sales and  Unallotated

Segments ‘and gas Refining  Construction distribution {*) Total
Sale of crude oil, net 2186 - ~ 56,275 1 58,462
Sale of oit products, net 473 1,459 - 38,161 - 40,093
Sale of petrochemicals - 3,441 - 453 - 3,894
Sale of natural gas 227 3 - 2,961 - 3,191
Other revenug 234 118 779 4,285 142 5,558
Total 3,120 5,021 779 102,135 143 114,198
Switzerland - - - 94,503 - 94,503
Azerbaijan 3,120 50 779 2,536 141 6,626
Turkey - 4,874 - 1 - 4,972
UAE - - - 2,352 - 2,352
Georgia - - - 1,122 2 1,124
Other’ — - - 1,621 - 1,621
Total 2,120 5,021 778 102,135 143 111,198
Good transferred at a

‘point in fime 3,917 4,993 607 101,509 136 110,362
Setvices transferred over _
dime. 3 28 172 626 7 B36
Total revenue from

contracts with _ _ _

customers 3,120 5,021 779 102,135 143 111,198
Revenue .
External customer 3,120 5,021 779 102,135 143 1111 9'8
Inter-segment. 2,495 622 795 27,276 450 31,638
Total 5,615 5,643 1,574 129,411 593 142,836
Adjustment and

eliminations (2,495) (622) (795) (27,276) {450) {31,638)
Total revenue from

contracts ‘with

customers 3,120 5,021 779 102,135 143 111,198

Non-ctrrent assets other than financial instruments, deferred tax assets, post-employment benefit assets and
rights-arising under insurance contracts for each individual country is reperted separately as follows:

2018 2017
Azerbaijan 30,659 27,883
Turkey- 8,010 7,595
Switzeriand 770 1,030
UAE 555 141
Georgia 524 598
Other 294 204
Total 40,812 37,452

The analysis is based on location: of assets.
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6. Financial risk management
Financial risk factors:

In the ordinary course of business, the Group is exposed to credit; liquidity and market risks. Market risk arises.
from fluctuatlng prices on commodltles purchased -and sald, prices of other raw materials, currency exchange
rates and interest rates. Depending on degree of price volatility, such fluctuations in'market prices may create
volatility in'the: Group's. financial position. The. Group s overall risk management programme focuses on the
unpredictability of financial markets and seeks to minimise potentiat adverse effects on the ‘Group's financial
performance. To effectively manage the variety of exposures that may. impact financial results, the Group’s
overriding strategy is to maintain -a strong financial position. Although there are ne structured formal
management procedures, management of the Group identifies and evaluates financial risks with reference to
the current market position,

(i) Foreign-exchange risk.

The Group is exposed to foreign exchange risk arising from various exposures in the normai course of
business, primarily with respect to USD. Foreign exchange risk arises primarily from future commercial
transactions, recognized assets and liabilities when assets and liabilities are denominated in a currency other
than the functional currency.

The majority of the Group's. borrowings and sales as well as receivables from foreign customers are
denominated in USD.

The follewing table demonstrates the sensitivity to a reasonably possible change in the USD, JPY, EUR, TRY,
GEL, CHF, UAH exchange rates, with all other variables heid constant, .of the Group’s post-tax profit:

Change in rates. Effecton
2018 {+{-) profit before tax
USD/AZN. 14%1-3% (510)1109
‘USD/TRY 10.00%/-10.00% (170)1170
EUR/AZN 14%/-3% (151)/32
USD/GEL 11.00%/-11.00% (28)/28.
EUR/TRY 10.00%/-10.00% (16)/15
USD/CHF 7%/-7% B/(8)

Change in rates  Eiffect on profit

2017 (+/-} before tak
USD/AZN 11,30%/-11.30% (438)/438
USD(TRY 10.00%/-10.00% (155)1155
EUR/AZN 13.50%/-13.50% 11111
EURUSD -12.50%/-7.50% (50)/30
USD/GEL 13.50%/-9.50% (38)/27
EUR/TRY 10.00%/-10.00% (18)/18.

Group's exposure to foreign currency changes for all other currencies is not material.
(i)  Commodity price risk

The Group is exposed. to certain price risk due to volatility of oil market prices. Due fo the risk the Group’s
management has developed and enacted a risk management strategy regarding oil price risk and its mitigation.

Based on forécasts about oil purchases ahd sales, the Group hedgeés the price using futures anhd sales
‘cantracts, options and contracts for difference.
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6.. Financial risk management {continued)

Financial risk factors {continued)

The. fo'liowin_g sensitivity analysis is based upon derivative price exposures that existed at 31 December 2018,
whereby if oil future prices had moved, as illustrated in the table below, with all other variables held constant,
pre-tax profit-after the impact of hedge accounting and equity would have been as follows:

Change in Effect on profit Effect on

year-end price before tax equity
2018 5%/{5%) H11(111) 11H(141)
2017 5%/{5%) 1261(128) 126/(126)

(i) Interestrate risk

The Group is subject to interest rate risk on financial liabilities and assets with variable interest rates. To
mitigate this risk, the Group’s management performs peficdic analysis of the current interest rate environment
and depending on that analysis management makes decisions whether it would be more beneficial to obtain
financing on-a fixed-rate or variable-rate basis. In case where the change in the current market fixed or variable
interest rates is considered significant. management may consider refinancing & particular debt on more
favourable interest rate terms.

Changes.in interest rates impact primarily debt by changing eithier their fair value (fixed rate debt) or their futiure
cash flows (variable rate debt). Management does not have a formal policy of determlnlng how much .of the
Group's expasure should be to fixed or variable rates. However, at the time of raising new debts management
uses its judgment to decide whether it believes that a fixed or variable rate would be more favourable over the
expected period until maturity.

The floating rate for majority of interest bearing liabilities and assets exposes the Group to fluctuation in interest
payments and receipts mainly due to changes in LIBOR and EURIBOR.

The follewing table demonstrates the sensitivity to a reasonably possible change in intérest ratés on leans and
borrowings, net of {6ans feceivable;

Increase/

decrease Effect on profit
2018 in basis points. before tax
Loans and borrowings, net of loans receivable
sD +50/-15 25/(7)
EUR +20/-1 2/(1)

Increasef

decrease Effect on profit
2017 in basis points before tax
Loans and borrowings, net of loans receivable o _
usph +70/-8 34/(4)
EUR +25/-1 21(1)

Credit risk and concentration of credit risk-

Credit risk refers to the. risk exposure that a potential financial ioss to the Group may occur if counterparty
defaults on its contractual oblig_ations,

The Greup's financial instruments that are exposed to concentrations of credit risk cansist primarily of cash
and cash equivalents; including restricted cash, trade receivables and loans receivable.
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6. Financial risk management (continued)
Credit risk and concentration of credit risk

The Group's maximum exposure to credit risk is represented by gross carrying amount of financial assets and
is presented by class of assets as shown in the table below:

_ 2018 2017
Cash and cash equivalerits excluding cash on hand (Note 8) 6,651 5,205
Restricted cash 201 229
Depesits (Note 8) 155 218
Trade and other receivables 7.372 8,831
Available-for-sale invesiments - 174
Other current assets 197 1,175
Other non-current financial assets 485 333
Financial guarantees given (Note 38) 1,105 1,279
Total maximum exposure to credit risk 16,166 17,444
Financial guarantees - amounts of guarantees of indebtedness of
others {Note 38) (1,044) (976)

Total exposure to credit risk net-of guarantees received 15,122 16,468

The Group places its cash with reputable financial institutions in the Azerbaijan Republic. The Group's cash is
mainly placed with the Interhational Bank of Azerbaijan (“IBA”) which is controlled by the Azerbaijani
Government. The balance of cash and cash equivalents and deposit held with the IBA at 31 December 2018
was AZN 1,263 (31 December 2017: AZN 1,529). The Group continually monitors the status of the: banks
where ifs accounts are maintained. jn-addition, the Group’s restricted cash balance in the amount of AZN 75
{31 December 2017: AZN 36) is placed in Government treasury account,

Trade receivables consist primarily of balances with local and foreign customers,.including related parties, for
crude oil, oil products and natural gas sold. SOCAR has-an obligation o secure uninterrupted.supply of crude-
oil, oil prodiicts and natural gas to certain custemers under control of the Azérbaijani Government, including
such companies as Azerenergy OJSC and Azal CJSC which operate important pubiic infrastructure facilities
in the Azerbaijan Republic. Actuai settlement terms applicable to the Group’s refationships with these.
customers are affected to a large extent by the social and economic policies of the Government of the
Azerbaijan Republic. The Group_’s credit risk arising from its trade balance with private sector and other third-
party unrelated customers is mitigated by continuous monitoring of their creditworthiness. Management of the
Group believes that the Group is not exposed to high credit risk as the impairment provision has already been
accrued in the accompanying consolidated financial statements for all debtors which are not expected to be
recovered in afuture.’

As at 31 December 2018, letters of guarantee and bank: guarantees in total amount of AZN 1 044
(TRY 3,252 million) (2017: AZN 976 (TRY 2,169 million)) were received from certain domestic and forelgn
customers and suppliers of SOCAR Turkey Energy A.$ (* STEAS").

The Group categorized its financial assets as follows:

Past due but

31 December 2018 Standard Sub-standard not in default In default
Cash and cash equivalents excluding cash _

on hand 5,388 1,263 - -
Restricted cash 201 - - -
Deposits (Note 8) 185 - - -
Trade and other receivables. 6,143 483 633 133
Other current assets: - 197 - -
Other non-current financial assets - 485, - -
Total 11,887 2,408 £33 433
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6. Financial fisk-management {continued)
Credit risk and concentration of credit risk (continued)

Past due but  Individually

31 December 2017 Standard  Sub-standard notimpaired impaired
Cash and cash equivalents excluding cash

on hand 3,676 1,529 - ~
Restricted cash 229 - - -
Deposits (Note 8} 218 - - -
Trade .and other receivables 5,865 170 980 ‘BB
Available-for-sale investments - 174 - -
Other current assets - 1,175 - -
Other non-current financial assets - 333 - -
Total _ 10,988 3,381 980 816

For 2018 standard grade includes counterparties with good financial position and good debt service. In addition
those financial assets normally have a credit rating on or close to the sovereign credit rating or sufficiently
collateralized. Sub-standard grade represented by receivables from other borrowers with geod financial
‘position and good debt service which are neither past due nor in default. The Group, generally, considers a
financial receivables in default when contractual payments.are 90 days past due.

For 2017 standard grade includes counterparties with good financial position and good debt service. |n addition
those financial assets normally have a credit rating on or close to the sovereign credit rating or sufficiently
collateralized. Sub-standard grade represented by receivables from other borrowers: with good financial
position and good debt service which-are neither past due nor impaired.

Liguidity risk

Liquidity risk is the risk that the Group will not be. able to meet its financial obligations as they fall due..
The Group's approach to managing liquidity is to ensure that it will always have sufficient liquidity to meet its
liabilities when due, under both normal and stressed conditions, without ineurring unacceptable losses or
risking damage to the Group's reputation. tn managing llqmdlty risk, the. Group maintains adequate cash
reserves and debt facilities, contihuously monitors foretast and actual cash flows.

Prudent liquidity risk management inciudes maintaining sufficient workinig capital and the ability to close out
market positions.- Management monitors rolling forecasts of the Group’s liquidity reserve on the basis of
éxpected cash fiows,

The Group's financial liabilities représent both derivative and nen-derivative fihancial instruments. The table
below analyses the Group's financial liabitities into relevant maturity groupings based on the remairiing period
from the reporting date to the contractual maturity date: The amounts disclosed in the table are the. contractual
undiscounted cash flows,

The maturity analysis of financial liabilities as of 31 December 2018 and 2017 is as follows:

Less than More than

At 31 December 2018 3months 312 months _ 1-5 years 5 years Total
Trade and other financial _

payables 11,642 - - - 11,642
Deferred acquisition

consideration payable - 157 - 827 084
Other current liabilities - 355 - - 355
Interest bearing barrowings 2,659 1,694 7,086 3,565 15,004
Other non-current liabilities - - 614 77 691
Put option liabilities - - 2,713 - 2,713
Finaricial guarantees given - - 1,105 - 1,105
Total undiscounted

financial liabilities _ 14,301 2,208 11,518 4,469 32,494
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6. Finang¢ial risk management {continued)
Liguidity risk (continued)
At 31 December 2017 Less than Moare than
(reclassified) 3 months 3-12 months 1-5 years 5 vears Total
Trade and other financial
payables 11,974 - - - 11,974,
Deferred acquisition _
consideration payable - 147 - - 147
Other current liabifities - 653 - 653
(nterest bearing borrowings 4,517 1,884 6,496 5, 642 18,539
Qther non-current liabilities - - 492 13 505
Put option liabilities - - 2,719 - 2,719
Financial guarantees given - - 1,279 - 1,279

Total undiscounted. . o _ _
financial liabilities 16,491 2,684 10,986 5,655 35,816

Capital management

The primary objective of the Group’s capital management policy is to ensure a strong capital base to fund and
sustain its business operations through prudent investment decisions and to maintain government, investor
and creditor confidence to support its business activities.

The Group considers total capital under management to be as follows:

2018 2017
Tofal borrowings (Note 20) 13,672 15,5171
Total equity 23,944 21,975
Less: cash and cash equivalents (Note 8) (6,640) (5,217)
Total capital under management 30,976 32,269

The Group is periodically mandated to contribute fo the state budget-and finance various projects undertaken
by the Government of the Azerbaijan Republic. There- were no changes: to the Group’s approach to capital
management during the year.

Fair value of financial instruments

The fair value of the financial assets and liabilities is included at the amount 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 estimated fair values of financial instruments. have been determined by the Group using available-
market information, where it exists, and appropriate valuation methodologies. However, judgment is:
‘necessarily required o lnterpret market data ic determine the estimated fair value. Managerient has used all
available: market information in estimating the fair value of financial instruments.
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6. Financial risk management {continued)

Fair value of financial instruments '(cor'lti'nued-)

Set out below is a comparison by class of the carrying amounts and fair value of the Group's financial

instruments that are carried in the consolidated financial statements,

Cash and cash equivalents {Note 8)
Deposits (Note 8)

Restricted cash

Trade and other receivables

Other current assets

:Other non-current financial assets

Total financial assets

Trade and other payables (Note 19)

‘Other current liabilities {(Note 25)

Short-term. barrowings and current portion of long-term borrowings
(Note 20)

Long-term borrowings (Note 20)

Current portion-of deferred acquisition consideration payable

Non-currenit portion of deferred acqmsmon consideration payable

Dther non-current liabilities

Put option liabilities (Note 35)

Total financial liabilities

Cash and cash equivalents (Note 8)
Deposits {Note 8)

Restricted cash

Trade and other receivables
Available-for-sale investments
Other current assets

Other non-current-financial assets

Total financial assets

Trade and other payables (Note 19}

Other current liabilities (Note 25)

Short-term borrowings and current portion of long-term borrowings
(Note 20)

Long-term borrowings (Note 20}

Deferred acquisition consideration payable-

Othernon-current liabilities

Put option liabilities (Note 35)

Total financial Habilities

31 December 2018

Carrying Fair
amounts values
6,640. 6,640
181 151
201 201
6,606 6,606
851 851
1,323 1,282
15,772 15,731
{11,642) {1-1‘,_642)
(3585) (358)
(4,013) (4,013)
(9,659) (9;629)
(157) (157)
(529) (529)
(781) (871)
(2,71 3) (2,713)
{29,849) (29,708)
31 December 2017
Carrying Fair
amounts. values
5,217 5217
218 218
"'2-29 229
8,015 8,015
174 174
1,634 1,534
635 618
16,072 416,005
(11,974) {11,974)
{653) (653)
(5,998) (5,998)
{9,513} (8,27%)
{147} (147)
(647) (543)
{(2.719) (2,719)
(31,651) (31,313)

The following methods and assumptions were used to estimate the fair values;

(|) ‘Current financial assets and liabilities fair values approximate their ¢arrying amounts largely due to the

current maturities of thesa instrumenis;.

(i)  Long-term fixed-rate and variable-rate receivables/borrowings are evaluated by the Group using Levet 3
inputs' ‘based on- parameters such as interest rates, specific country risk factors,

creditworthiness of customers and the risk characteristics.of the financed project.
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] Financial risk management {continued)
Fair value hierarchy

31 December-2018:

Quoted prices  Significant  Significant

in active observable unobservable
markets inputs inputs

Total {Level 1) {Level 2) {Level 3)
Assets measured at fair value
Other current assets at FYPL 654 241 413 -
Other non-current-financial assets at FVPL. 805 57 167 581
Liabilities measured at fair value
Other current liabilities.at FVPL (355) - (355) -
Other nor-current liabilities at FVPL {97} (5) (92) -
Trade receivables at FVOCI 1,211 - 1,211 -
Assets for which fair value are disclosed _ _
Cash and cash equivalents 6,640 6,640 - -
Restricted cash 201 201 - -
Deposits _ 151 - 151 -
Trade and other receivables 5,385 - - 5:395:
Other current assets 197 - - 197
Othér non-current finandial assets 477 — - 477
Liabilities for which.fair values are

disclosed _

Trade and other payables _ {11,642) - - (11,642)
Short-term borrowings and current portion of o _
~long-term borrowings: {4,013) - - {4,013)
Long-term borrowings _ {9,629) (356) - (9,273)
Deferred acquisition consideration payable (686) = - (686)
Other non-current liabilities. ~ {574) - - (574)
Put option liabilities {2,713) = - {2,713)
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6  Financial risk management {continued)
Fair value hierarchy {continusd)

The f_ollowing table provides the fair value measurement hierarchy of the Group's assets and liabilities as at
31 December 2017: '

Quoted prices Significant  Significant

in dactive observable unobservable
_ markets inputs inputs
Total {l.evel 1) (Level 2) (Level 3)

Assets measured atfair value N
Other current assets 689 8 681 -
Available-for-sale investments 174 174 - -
Liabilities measured at fair value
Other current liabilities {593) (200} {393} -
Other non-currént liabilities (138) - {138) -
Assets for which fair value are disclosed B _
Cash and cash equivalents 5,217 5,217 - -
Restricted-cash 229 229 = -
Ceposits 218 - 218 -
Trade and other receivables 8,015 - - 8,015
Other current assets 845 - - 845.
Other non=current financial assets. 618 - = B618.
Liabilities for which fair values are

disclosed.
Trade and other payables (11,874) - - (11,974)
Other current liabilities (60) -~ - (60)
Short-term borrewings and cutrent portion.of

long-term borrowings (5,998) - - {5,998y
Long-term borrowings {9,279) (318) - {8,961)
Deferred acquisition consideration payable {(147) ~ - {147)
Other non-current liabilities (405) - - (408)
Pt option liabilities {2,719) - - 2,719)

The Group started to factor its trade and other receivabies in arder to maintain healthy liquidity position. Thus
observable, either directly or indirectly, inputs were available at reporting date for estimating fair vaiues of debt.
instruments at FVOCI. Accardingly, these instruments were transferred from Level 3 as at 31 December 2017
to. Level 2.as at 31 December 2018 in the amount of AZN 1,211.

Financial assets classified under IFRS 9 as of 31 December 2018 as follow:

Amortized cost FVOC! FVPL
Cash and cash equivalents 6,640 - -
Restricted cash 201 - -
Deposits 151 - -
Trade and other receivables 5,395 1,211 -
Other current financial assets 27 100 724
Other long-term financial assets 485 - 838
Total financial assets after ECL 12,899 1,311 1,562
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{Amounts 'prese'nted'are i milfions of Azerbaijani Manats, upless otherwise stafed)

7. Balances and transactions with related parties
Transactions outside the entity’s normal course of business

On 9 February 2018 the: Group entered into sale'and purchase agreement (“SPA") with its associate, Southern
Gas Corridor ("SGC?) to acquire 7 per cent equity interest in TANAP Dogalgaz [letim A.S. Pursuant to' SPA,

the Group also acquired 7 per cent of loan receivable by SGC due from TANAP Dogalgaz lfetim A.S, Fair
value of total consideration for the purchase of financial assets amounted to-AZN 665. (JSD 392 million) out
of which AZN 161 (USD 95 million) was paid on 22 February 2018. Remaining consideration in-the amount of
AZN 505 (USD-297 million) was recognized as an interest bearing long-term deferred acquisition consideration
payable at the rate of 5.74 per-cent per annum. During the period ended 31 December 2018 the Group incurred
interest charge in the amount of AZN 24 in respect of long-term deferred acqmsmon cansideration payable.

Onvthe transaction date the Group recognized acquired financial assets at fair value in accordance with [FRS 9
which amounted to AZN 909 (USD 535 million). The Group treated this: acquisition as transaction under
common-contrel since both parties are ultimately controlled by the Azerbaijan. Government. Acquisition of
financial assets represents upstream transaction between SQCAR and SGC. Thus unrealized gain'amounting
to AZN 124 was recognized to the extent of unrelated shareholder’s portion within equity as'a contribution from
ultimate controlling party (Note 27).

At 31 December 2018 the Group accounted for equity interest at fair value and loan receivable at amortised
cost in-fotal amount of AZN 969 as other non-current financial assets (Note 14),

Key management.compensation

Key management of the Group includes the President of SOCAR and its twelve Vice-Presidents. All of the
Group's key ranagement are appointed by the President of the Azerbaijan Republic. Key management
individuals are entitled to salaries. and benefits of SOCAR in accordance with the approved payroll matrix as
well as to compensation for serving as members of the Boards of directors for certain Group companies. During
2018, compensation of key management personnel totalled to AZN 1.282(2017: AZN1.153).

The nature of the related party relationships for those related parties with whom the Group entered into
significant transactions or had significant balancés oufstanding are detailed below.

/At 31 December 2018, the outstanding balances with related parties were as follows:

Governmentand
entities under
government Associates,

Note control joint ventures
Gross amotint of frade receivables _ 113 86
Impairment provisions for trade and other receivables (41) {7
‘Other receivables, 44 62
Other non-current financial assets - 467
Cash and-cash equivalenis 1,227 -
Restricted cash 182 -
Peposit 36 -
Advances received (11)
‘Advances received for the sale of interest in PSA 34 - (4,313)
Borrowings from IBA (at fixed rates varying from 3 to 4 per cent) (451) '
Borrowings from the Ministry of Finafice of Azerbaijan Republic (315) -
Deferred consideration payable for Methano) Plant {62) -
Bond payable to Azerbaijan Investment Company (“AIC") {163)
Trade and other payzbles (280) (851)
Deferred consideration payable to SGC - {529)
Taxes payable to State Qil Fund of Azerbaijan Republic

(“SOFAZ") 21 (255) -

Bond payable to SOFAZ {(1,128) -
Other payables to SOFAZ (2,870) -
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7. Balances and transactions with related parties (_continued)

The-transactions with related parties forthe year ended 31 December 2018 were as follows:.

Government
and entities
under
government Associates,
control joint ventures
Sales of natural gas 640 261
Sales of oil products 396 6
Service rendered 3 55
Interest on loans from related parties (59) -
Utitities costs. (67) {5}
Other operating expenses (40) {10}
Other operating income 206 -
Social expenses (19) -
Transportation expenses. {111) (336)
Security expenses (10) -
Purchases of PPE and inventory {17,275} (874)
Dividends received from joint ventures - 106
Dividends received from associates - 84
At:31 December 2017, the outstanding. balances with related parties were as follows:
Government
and entities
under
_ government Associates,
Note control joint ventures
Gross amount of trade receivables 181 68
tmpairment provisions for trade and other receivables {99) (2)
Other receivablés - 13
Other non-curent finahcial assets - 250
‘Cash and cash equivalents 1,529 -
Restiicted cash 234 -
Advances received (100) -
Advances received for thé sale of interest in PSA 34 - (4,076)
Borrowings from IBA (at fixed rates varying from 3'to.4 percent) - (326) -
Borrowings from the Ministry of Finance of Azerbaijan Republic (1,194) -
Deferred consideration payable for Methanc| Plant (62) -
Bond payable to Azerbaijan Investment Company. (“AlC") (157 -
Trade and other payables (248) (777)
Taxes payable to State Oil Fund of Azerbaijan Republic
(“SOFAZ") _ 21 (255) -
Bond payable to SOFAZ (784) -
Other payables to SOFAZ (1,902) -
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7. Balances and transactions with related parties (continued)

The transactions with related parties for the year ended 31 December 2017 were as follows:

Government
and entities
ander
government Associates,
control joint ventures
Sales of naturai gas: 673 180
Sales of oil products 479 9
Service rendered _ 3 120
Interest on loans from related parties {67)
Utilities costs' {64) (3)
‘Other operating expenses (28) {(15)
Other operating income 250 -
Social expenses (29) -
'Transportatlon expenses (104) (292)
Ecology service and environmental security = (1)
Security expenses. (10) =
Purchases of PPE and inventory (9,069) (691)
Dividends received from joint ventures - 132
Dividends received from associates - 89

Terms and conditions. of transactions with related parties

The sales td and purchases from thie Government and entities urder government control are-made at prices
regulated by the Azerbaijani Government. Outstanding balances &t the year-end are unsecured and settlement
occurs incash. There have been no guarantees provided for any related party receivables or payables.

As at 31 December 2018 and 2017, outstanding bonds payable balances with related parties were as follows:

Bond Hoider Coupon rate Maturity date 2018 2017

Azerbaijjan Investment Company ~ LIBOR+1% 30 December 2027 163 157
SOFAZ LIBOR + 1% 1 December 2024 430 484
SOFAZ LIBOR + 1.335% 30 December 2027 286 209
SOFAZ LIBOR # 4%. 31 December 2028 412 -
Total bends payable 1,291 940.

8. Cash and cash equivalents and short-term deposits

2018. 2017
USD denonminated bank balances 5,139 4,167
AZN denominated bank balarices 1,076 461
EUR denominated bank balances 273 100
TRY denominated bank balances 48 213
CHF denominated bank batances 45 129
Other denominated bank balances 70 135
‘Cash on hand 6 12
ECL _ (17) Z
Total cash and cash equivalents 6,640 5,217

Included in AZN denominated bark balances as at 31 Decembeér 2018 and 2017 are call deposits. in. tofal
amount of AZN 35 and AZN 34, respectively, placed with Xalq Bank. Interest rate on these deposits for the
year ended 31 December 2018 equalled 3 per cent. Call deposits have original maturity of less than
$ix months.
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8.  Cash and cash equivalents and short-term deposits (continued)
Deposits

At 31 December 2018, term deposits included placements in the total amount.of AZN 155 with maturity of one.
year, under fixed contractual interest rates ranging from 1 per cent to 1.6 per cent per annum.

At 31 December 2017, term deposits included placements in the total amount of AZN 218 with maturity ranging
from six months to one year, under fixed contractual interest rates ranging fram 1 per cent to-6 per cent per annum.

At 1 January 2018 and ‘31 December 2018 the Group. récognized ECL on deposits in the'amount of AZN 4.

8. Restricted cash

At 31 December 2018 restricted cash was mainly represented by fwo cash collateral accounts. The Group has
restricted cash in the amount of AZN 93'in International Bank of Azerbaijan (31 December 2017: AZN 129) as
an irrevocable letter of credits for the. foreign purchases related to modernization process of Azerkimya plant.
At 31 December 2018 the Group had VAT deposit account in the amount of AZN 75 (31 December 2017;
AZN 386} on which the operations are performed associated with receipt, registration and movements of
VAT and its payment to state budget. In addition, the Group has restricted. cash in the amount of AZN 63
(USD 37 miltion) in Deutsche Bank (31 December2017: AZN 63) as-a guarantee of minimum.return payments
payable to Goldman Sachs International (“GSI") according to the Put Option” Agreement: in relation to
13 percent shares of STEAS {Note 35)..

10. Trade and otherreceivables

2018 2017
Trade receivables 7,204 8,647
Other receivables 168 184
Less; ECL {(7686) (816)
Total financial receivahles 6,606 8,015
VAT recoverable 885 967
Prepayments 623 771
Taxes receivable 151 119
Underlift oil balance ao 127
QOther 40 B
Total trade and other receivables 8,395 10,007

Trade receivables are mainly represented by receivables from sales of crude oil, oil products and natural gas
sold to customers of the Group. At 31 December 2018 financial receivables of 7,016 (31 December 2017:
AZN 7,370) were denominated in foreign currencies, mainly in USD.

Trade receivables in the amount'of AZN 44 represents governmeént grant as a compensation of lossés incurred
from 'saiés of natural gas and heating oil for the purpose of méeting local demand.

VAT recoverable relates io purchases which have not been settied at the reporting date. VAT recoverable is
reclaimable. against VAT on sales upon payment for the purchases.
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10. Trade and other receivables (continued)

Set out below is the movement in the allowance for ECLAincuired loss allowance of tradé receivables:

2018 2017
At 31 December 2017 816 588
I_mp__ac't of adopting IFRS.@ 35 -
At 1January 2018 ' 851 588
ECL/incurred loss allowarice for current year 19 262
Credit loss/impairment allowance reversed (64) (23)
Write-off (24) -
Currency translation différence (26) amn
At 31 December 766 816

At 31 December 2018 financial receivables of AZN 133 were in default under IFRS 9. At 31 December 2017
trade receivables of AZN 980 were past due, but not impaired under |IAS 39.

11. Inventories

2018 2017
Goods in transit 1,045 2,626
Finished goods 725 1,128
‘Raw materials and spare parts 594 547
Crude oll 408 453
Work in progress 142 125
Other 65 30
Total inventories 2,979 4,810

12.  Other current assets
Other current financial assets

At 31 December2018 and 2017; other current financial assets mainly comptised of loan receivables, derivative
instruments and equity investments at FYOCI,

At 31 December 2018, the Group: had' balances related 1o margin deposits and financial derivatives in
the amount of AZN 691 (31 December 2017: AZN 917).

At 31 December 2018, the Group had equity investments at FVOC! in the amount of AZN 100,

13. Other non-current assets

At 31 December 2018, other non-currént. assets were mainly represented by long-term prepayments for
purchase of property, plant.and equipment in the amount of AZN 1,705 (31 December 2017: AZN 1,033),
long-term prepaid expenses in the amount of AZN 22 (31 December 2017, AZN 34) and non-current VAT
receivable in the amount of AZN 113 (31 December 2017: AZN 3}.
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14.  Other non-current financial assets

At 31 December 2018 and 2017, other non-current financial assets mainly comprised of ioan receivables from
related parties; equity investment at FVPL and derivative instruments.

At 31 December 2018, other no_n—cur_re__nt'ﬁnan_c'ia_l assets are represented by fair value---of_."?_’ per cent equity
interest and loan receivable from: TANAP Dogalgaz lletim A.S in the amount of AZN 581 and AZN 388,
respectively {(Note 7).

At 31 December 2018; the Group's loan receivable from its associates is equalled to AZN 70 (31 December
2017: AZN 71).

The Group has enterad intc a series of commodity swaps, commodity futures and foreign exchange futures to
hedge risks. At 31 December 2018 the Group recognized unrealized fair value gains on physical positions in
the amaount of AZN 224 (2017: AZN 345), which is result.of the asset on.fair vaiue hedge accounting. The fair
value was determined based on the difference between the market vaiue and contracted fixed value of buy
and sell contracts,
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State Oil Company of the Azerbaijan Republic Notes to the consolidated financial statements for 2018

(Amounits presented are in millions of Azerbaijani Manats, unless otherwise stated)

15. Property, plant and equipment {continued)

During 2018, the Group capitalized finance costs in.the amount of AZN 117 which was mainly atiributable to
the construction of assets (31 December 2017: AZN 77).

During 2018, the Group acquired assets in the amount of AZN 4,582 (2017: AZN 4,372) excluding property,

plant and equipment acquired thirough business combinations in the amount of AZN 199 (31 December 2017:
3,460).

As at 31 December 2018, the Group's impairment charge s mainly represented by write-down of oil & gas
properties and equipment:and construction in progress in the amount of AZN 129 (2017: AZN 391) related to
investments in the non-profitable oil fields located in the Républic of Azerbaijan. Impairment loss related ta oil
and gas segment: of Group and was recognised within other operating expenses. The Group does not expect
future economic: benefits, from non-profitable fields and recoverable amounts of oil fields were nil as at
31 December 2018.(31 De_cemb_er 2047 nil).

As at 31 December 2018, the reversal of impairment foss of AZN 187 recognized in the oil and gas field located
in the Republic of Azerbaijan related to oil and gas segment of the Group. Factors: that led to. reversal of
impairment arg-increased reserves and improvement in overall economic environment. The Group recognized
the reversal of impairment within other operating income. The calculation. of value-in-use for the mentioned
CGU js most sensitive to the following assumptions:

Discount rate: The pre-tax discount rate applied to the cash flow projections was 16.06 per cent. The discount.
rate calculation is based on the specific circumstances of the Group and its operating segments and derived
from its- weighted average cest of capital (WACC). In calculating WACC the cost of equity was estimated using
peer group data and the cost of debt is based on interest.bearing borrowings, the Group is. obliged to service.
Specific risks are incorporated by applying individual beta factors, market risk and size.of the Group. The beta-
factors are evaluated annually based on publicly available market data. If the estimated WACC used in the
calculation had been 1 per cent higherlower than management's estimate; this would result in decrease of
current impairment reversal amount of AZN 57 and an-additional impairment reversal of impairment-of AZN 57
respectively.

Natural gas and crude oil prices: Natural gas prices are calculated based on the provisions of long-term sales
contracts which are either fixed or variable depending on crudé cil prices and other inputs. If the natural gas
prices had been 10 per cent highet/lower thah management's current éstimate, recoverable amount would be
AZN 193 higherflower respectively. Change in recoverable amount would result an additional reversal of
impairment by AZN. 183 in case of 10 per cent higher prices and impairment charge of AZN 183 in case of
10 per cent lower prices.

Capital expenditures. Capital expenditures necessary to maintain estimated production volumes are based on.
long-term development plans for particular.gas field. If the capital expendifures had been 10 per cent
higher/lower than management's current estimate, recoverable amount would be AZN 162 lower/higher
respectively. Change in recoverable amount result in an additional reversal of |mpa|rment by AZN 182 in case
of 10 per cent lower capital expenditures and impairment charge of AZN 162 in case of 10 per cent higher
capital expenditures.
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16. Intangible assets other than goodwill

Movement of intangible assets other than g_oodWilI and reiated accumulated amortization was as follows:

Land and Customer Other
property Water Trade relation- intangible
rights rights name ship. Licence _ assets Total
Cost )
At 1 January 2017 183 191 37 341 - 177 929
Additions - - - - - 29 29
Licence related to 80 per cent-
irterest in UBEP (Note 39). - - - - 105 - 108
Disposal - - - - - (3) 3)
Translation to presentation . . ' -
currency o (18) {20) 4) {14) - (1) {57)
At 31 DecemberZO’I? 166 471 33 327 105 202 1,003
Additions - - - - - 48 48

Acquisitions through business

‘cambinations (Austrian

Business) (Note 39) - - [ 1 - 1 1
Acquisifions through business

comibinations (APMT

Business) (Note39) - - - - - 58 58
Disposal - = - - - (2) (2)
Translation to presentation

currency ' (38) {49) (10) {26) - (8) (131}
‘At 31 December 2018 127 122 32 302 105 299 987
Amortization and impairment
At 1 January 2017 (40) {36) = (87) = (77} (240)
Amortization charge for the o _

year (Note 29) (5) (5) - (14) - (7 (41)
Disposals amortization - - = = - 1 1
Translation to presentation _

currency 4 4. - 4 - 4 16
At 31 December 2017 (41) (37) - {97) - {89) (264)
Amortization charge for _ _ .

the year {Note 29) (3) (3) {2) (13) - (22) {43)
Translation to presentation

cufrency: _ 9 11 = 11 = 3 34
At 31 December 2018 {35) {29) {2) (99} - (108) (273)
Net book value
At1 January 2017 143 155 37 254 - 100 689
At 31 December 2017 124 134 33 230 105 113 739
At 31 December 2018 92 93 30 203 105 191 714

At 31 December 2018 carrying value of intangible assets included licence of “Umid Babek Exploration and
Production Company” ("UBEP"} in the-amount of AZN 105 (31 December 2017: AZN 105).and trade name of
Petkim in the amount of AZN 23 {31 December 2017: AZN 33) acquired through business. comblnatlon in
August 2017 and May 2008, respectively. These infangible assetshas indefinite useful life and were tested for
impairment as part of recoverability analysis of related CGUs: (Note 39).

During 2018, the Group acquired intangible assets through acquisition of 100 per cent interest in APM Terminalleri
Liman |§|etmet:|ltg| Anonim Sirketi ("APMT") business and Austrian business units in the amount of AZN 58 and
AZN 11, respectively.

During 2018, total amortization expense amounting to AZN 43 {2017: AZN41) 'h‘ave.been allocated to general

administrative and research and development expenses by AZN 22 (2017; AZN 21), costof sales by AZN 18
(2017. AZN 15) and distribution expenses by AZN 5.(2017: AZN 5).
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17.  Investments in joint ventures

The table below summarizes movements in the carrying amount of the Group’s investment in joint ventures:

2018 2017
Carrying amount at 1 January 5,022 4,555
Additions.to investments in joint ventures 194 582
Share of after tax results of joint ventures 213 523
Dividends received from joint ventures. (117} (147)
Derecognition of joint ventures - (385)
Exchange differences (30) (163)
Other 19 47
Car’r_yin_'g amount at 31 December 5,301 5,022

At 31 December 2018, the summarized financial information of the Group’s principal joint ventures, based on
their IFRS financial statements, and reconciliation with the carrying amount of the investment-in consolidated
financial staterents are set out below:

Azeritl o _
Azgerneft Drilling SOCAR Azerbaijan SOCAR :
LLC AZFEN Fluids AQS Rigs CAPE STYAS

Country of incorporation Azerbaijan Azerbaijan Azerbaijan Azerbaijan Azerbaijan Azerbaijan Turkey
Currént assets B4 178 74 379 109 25 904
incliiding cash and cash egquivalents G 28 3 -4 3 18 405
Non-current assets 62 20 11 227 1,029 16 12,281
Cutrent liabilitias _ (36) 7n {63) (241) (3) {16) {704)
including current financial liabilities ' ' '

(except trade and other payables

and provisions) - ~ - (29) (8) {n {356)
Non-currerit ligbilities - - - {B8) (8) - (4,456)
incfuding non-current financial

fiabilities {except other payabi’es and _ _

provisions} - - - {44) - - (4,454)
Net assets a0 124 22 297 1,127 25 8,025
Propartion of the Group's: ownership 40% 80% 51% 13.4%. 10% 51% B0%
Interestin the net assets 36 T4 11 40 113 13 4,815
Adjustments. 2. - 2 - (1) - 154"
Carrying value 38 T4 13 40 112 13 4,969

L4

The ad_:ustment includes additional cantributions in share capifal of Group'’s joint veniures which is. represen!ed by inception-to-date:
commission pajd on lefter’ of credit in-the améunt of AZN- 136. Remaining amourit of AZN 18 représents overfinancing by the Group
since other shareho!der did not nake capital injections in line with its proportionate shareholding interast.

Azeri M| . o
Azgerneft Drilling SOCAR  Azerbaijan SOCAR

LLG AZFEN __ Fluids AQS Rigs CAPE __ STYAS
Revenie &7 512 175 576 89 89 -
Cost of sales (2 (397) {141) (339) 41y (V1) -
inclutling depreciatiorr (5 (11} (1} (18) (3D - -
eneral and administrative expenses - (8) (4} (15) - {5) (65)
Other income 1 - - - - - 10
Qther expense - {1} {13} {2} - - -
Forex gain {loss) - - - 1 - - (25)
Finance income - i - - - - 61
Finance costs - - - {36) - {15). (12}
Profit/{loss) before tax 39 109 17 185 48 (2) (31)
Income tax (expense)/benefit {8) {11}, (8) {38} 9 (1) 235
Profit/{loss) for the year. 31 98 g 147 39 (3) 204
Group’s share of profit for the year 12 59 5 20 4 (2) 122
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17.  Investments in joint ventures {continued)

At 31 December 2018, the Group's interests in other joint ventures that are not significant both individually and
in aggregate and their summarised aggregate financial information, including total assets, liabilities, revenues

and profit or loss, were as follows:

Non- Non-

_ Currert  current  Current  current Profitt  Interest Country of
Name assets agsets liabilities liabilities Reévenue (loss) held incorporation
Qil and Gas Proserve LLC 18 - (6} {3) 2 = 30% Azerbaijan
Caspian Shipyard ' )

Comparny 2 - - - - 2 20% Azerbaijan
Sarmatia LL.C' _ 1 - (1) - - 4] 27% Poland
SOCAR Baglan LLC 1 14 (13) (6) - - 51%  Azerbaijan
SOCAR Foster Wheeler ) o B _

-Engineering 2 2 4 - 12 1 65% Azerbaijan
‘SOCAR KBR _ 56 - {50) - 121 6 51% Azerbaijan
SOCAR Dalgic LLC 5 13 (2) (18) 9 - 51% Azerbaijan
AAS — Ekol 4 = (1) - 9 3 48%. Azerbaljan
SOGAR Uniper 20 9 ®) - 40 4 51%  Azeérbaijan
SOCAR Fugro 13 1 (8) 33 8 51%  Azerbaijan
SOCAR Construction LLC 1 9 (k)] - (1 97%. Azerbaijan
Caspian Innovation
Ceniter 12 - {10) - 13 1 90%  Switzerland
-SOCAR Turkey UNG 18 15 {14) (2) 26 1 45% Turkey
Total 150 63 {118} {27) 265 18

At:31 December 2017, thé summarized financial information of the Group's principal joint ventures, based on
their IFRS financial statements, and reconciliation with the: carrying amount of the investment in consolidated
financial statements are set out below:

Azeri Ml
Azgerneft Crilling SOCAR Azerbaijan SOGAR
LLC. AZFEN Fluids AQS Rigs CAPE. STYAS

Country of incorporation Azerbaijan Azerbdijan Azerbaijan Azerbaijan Azerbaijan Azerbaijan Turkey.
Current assefs 51 235 81 295 205 42 1,011
including cash and cash

‘equivalents - 69 - 5 54 5 936
‘Non-current assets 57 30 & 2Mm 81 124 11,208
Current liabilities (30) {125) (45) (228) %) (20) (250)
including current financial

liahilities (except trade and

other payables and

provisions) - - - 12) - (5) {138)
Non-current liabilities - - - (8) - (8) (4,121)
including non-current finarcial ' h

liabilifies (except other

payables and provisions) - - - {5) - = (3.927)
Net assets 78. 140 42 263 1,089 38 7,848
Propartion of the Group's

ownership 40% 50% 51% 13.4% 10% 51% 60%
Iriterest in the net assets 31 84 21 35 109 19 4,709
Adjustments 2 - 2 - ) 1 (12)
Carrying value 33 84 23 35 108 20 4,697
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17. Investments in joint ventures {continued)

Azeri Mi )
Azgerneft Drilling SOCAR Azerbaijan SOCAR
LLC AZFEN Fluids AQS Rigs CAPE STYAS
Revsnue 51 796 201 288 - 141 -
Cost of sales (23) (545) (156) (200) - (100) =
including depreciation {6 @ (1) - (6) (1) - @
General and-administrative
‘EXPENSES - (6) {3) (10 - 4) (35)
Other income - - = - - - 10
Other expense: -~ (10} - (8Y - = -
Forex loss = (17) {2) - {1} - -
Finance income - - - 5 - - 28
Finance costs - - - - - (1 (40)
Profit/(loss) before tax 28 218 40 77 ™ 36 (37
Income tax (expense) benefit {6) @1 (8) (5) = {10Q) 685
Profit/(loss) for the year 22 177 32 72 {1) 26 648
Group’s share of profit for _
-the year 9 1086 16 37 - 13 389

At:31 December 2017, the Group’s interests in other joint ventures thatare not significant both individually and
in aggregate and their summarised aggregate-financial information, including total assets, liabilities, revenues
and profit or loss, were as follows: '

Non- Non-
Current current Current current Profit!  Interest Country of

Name assefs  assets liabilities liabilities Revenue (loss) held ‘incorporation
Ol and Gas Proserve: 17 - (6) (3) 1 (1 30% Azerbaijan
Caspian Shipyard _

Company 4 - - - - (59) 20% Azerbaijan
SOCAR Construction LLC - 11 N - - (1 97% -Azerbaijan
SOCAR Baglari LLC 1 14. {13} (6) - - 51% Azerbaijan
SOCAR Foster Wheeler ' : '

Engineering A - (1} - 4 [ 65% . Azerbaijan
Sarmatia LL.C. 1 - (2) - - 1) 27% Poland
‘SOCAR Dalgic LLC. 3 18 (7 {7, 7 - 51% -Azerbaijan
SOCAR KBR 25 - (25) - 44 1 51% Azérbaijan
AAS — Ekot 4 1 ) - 10 3 48%  Azerbaijan
SOCAR Fugro 18 1 (14) - 30 5 51%.  Azetbaijan
SOCAR Uniper 1 - - - - - 51%. - Azerbaijjan
Total 75 43 (64) (28) 96 (54).

During 2018, the Group has made additional contributions in-share capital of its joint ventures, SOCAR Turkey
Yatinm A.$. ("STYAS") and SOCAR Uniper in the amount AZN 152 (2017: AZN 542) and AZN 8 {2017 hil),
respactively.

In 2015, the Group signed letters of credit agreements in relation to the construction of Star Refinery complex

(subsidiary of STYAS). Commisgion and interest expenses paid by the Group in total amount of AZN 26 (2017:
AZN 28) were recognized as additional investment in STYAS.
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18. Investment in associates

The table below summarizes movements in the cafrying amount of the Group’s invesiment in associates.

2018 2017
Carrying amount at 1 January 4,571 4,442
Additions to investments.in associates 15 238
Share of after tax results of associates 24 134
Dividends received from associates (99) (104)
Exchange diferences (32) {139)
Other. (120) =
Carrying amount at 31 December 4,359 4,571

At'31 December 2018, the summarized financial information of the. Group‘s principal associates, based on
their IFRS finaricial statements, and reconciliation with the carrying amount of the investment in consolidated.
financial statemenis are set aut below:

2018 SCPC BTC Co SGC
Country of incorporation Cayman Islands Gayman Islands  Azerbaijan
Current asséts 228 198 1,438
Noh-current asseis 9,060 8,770 20,485
Current liabitities: (2158) (941 (804)
Non-current Fabilities’ (409) (752) (15,293)
Net assets attributable to the Group 8,664 7,275 3,523
Net assets attributable to the NCI - - 2,283
Proportion of the Group's ownership 10% 25% 45%
Interest in the net assets 866 1,819 1,726
Adjustments (15) - (77)*
Carrying value 851 1,819 1,649

L]

At 31 December 2018, the adjustmént includes the amount of AZN 34 which represents over financing to SGC by the.
Group and AZN 16 represénts the Group's share in Joss on sale of its additional interests-iri Shahi Deniz PSA to SGC
in 2014. In addition, amount of AZN 127 represents efimination of SOCAR's portiorr of unrealised gain arase from
sale of SGC’s 7 per cent equily interest in TANAP Dogalgaz fletim A.S.

2018 SCPC BTCCo SGC
Revenue 750 1,513 435
Cost of sales (240) (859) (226)
General and administrative expenses L= - (78)
Distribution expenses - = (7)
Othier income - - 34
Finance income. 1 1 58
Finance costs - (86) (596)
Forex loss = - (6)
Share .of results of associates - = (8)
Profit/{loss) before tax 51 569 (389)
Income iax expense. f(?T') = {(10)
Profit/{loss) for the year 434 569 (399)
Loss attributable to NCI _ _ - - (72)
Group’s share of profit/{loss) for the year 43 142 (160)
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18. Investments in @ssociates (continued)

At 31 December 2018, the Group's interests in other associates that are not significant both individuzlly and
in aggregate and their summarised aggregate financial information; including total assets, liabilities, revenues
and profit or loss, were-as follows: '

Total ~ Total Profit/ Interest.  Country of
Name assets liabilities Revenue {loss) held incorporation
Caspian Geophysical Company 9 (1} - (3) 45% Azerbaijan
AzLab _ _ 5 4 4 = 50% Azerbaijan
Cross Caspian Qil and Gas _

Logistics LLC 3 (@) 4 - .34% Azerbaijan
Ateshgah Insurance Company 42 30 41 (1 10% Azesbaitan
Caspian Pipe Coatings LLC- 17. {2) 7 1 50% Azerbaijan
Tankanlagen Mellingen AG

{*'TAMAG") 13 (3 - - 33% ‘Switzerland
Tanklager Taegerschen AG _
(TLT) 2 - - - 21% Switzerland
SOGEP AG 8 (8). - - 34% Switzerland
UBAG AG 7 (5) - - 24% ‘Switzerland
SAPPRO SA 20 {20) - - 13% Switzerland
SARACOSA 38 (32) - - 20% Switzetland
Azerbaijan Gas Supply Company 572 {572) 3,899 - 28%  Cayman Islands
Electrogas Malta 1,128 (1,245) 380 {32) 33% Malta
Octogone 50 (53) 5 4 20% Benin
Cl GNL 2 {31) - {10) 26% Ivory Coast
Total 1,914 {2,005) 4,340 {49)

During 2018, the Group-has made -additional contributions in share capital of its asseciates, South Caucasus
Pipeline Company (SCPC) in the amount of AZN.15 (2017: AZN 98).

At 31 December-2017, the summarized fihancial information of the Group's principal asscciates, baséed on.
their IFRS financial statements, and reconciliation with the carrying amount of the investrent in consalidatéd
financial statements are set out below:

2017 SCPC BTC Co SGC
Country of incorporation Cayman Islands Cayman Istands  Azerbaijan
Current assets 212 191 323
Non-current assets 8,450 9,149 18,525
Current liabilities (299) (978) (763)
Non-current liabilities: (389) (1,258) (12,446)
Net assets attributable to the Group 7,974 7,106 3,886
Net assets attributable to the NCI - - 1,753
Proportion of the-Group's ownership 10% 25% 49%
Interest in the net assets 797 1,777 1,904
Adjustments = (1) 50"
Carrying value 797 1,776, 1,954

'

?—‘-_t 31 December 2017 the adjustment includes the amount of AZN 34 which represents over financing to SGC by
the Group and the rest.of the amount represents-the Group's share in Joss on sale of its additional interests in
Shah Deniz PSA to SGC in 2014.
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18. Investments in associates (continued)

2017 SCPC BTC Cao SGC
Revenue’ 633 1,595 218,
Cost of sales {172) {756) (129)
General and administrative expenses - - (29)
Distribution expenses - - (6)
Other income - - 35
Finance income 1 1 34
Finance costs {n (86) (269)
Forex loss - - (10)y
Share of resuls of associates - - 7y
Profit/{loss) before tax 451 754 {163)
Income tax expense {106) - (19)
Profit/(loss} for the year 355 754 (182)
Group’s share of profit/{loss) for the year 36 189 (89)
Adjustments 1 - (1)
Total 37 189 (90).

At 31 December 2017, the Group’s interests in other associates that are not significant both individually and

in aggregate and their summarised aggregate financial infarmation, including total assets, liabilities, revenues

and profit or loss, were-as follows:

Total Total Profit/ Interest.  Country of

Name assets  liabilities Revenue (loss) held incorporation
Ateshgah Insurance Company 43 (30) 41 (2) 10% Azerbaljan
Azerbajjan Gas Supply Company 501 (500) 2,719 - 28%  Cayman Islands
Azlab 5 - 2 - 50% Azerhaijan
Caspian Geophysical 12 - - (6} 45% Azerbaijan
Caspian Pipe Coatings LLC 22 (6) 15 3 50% Azerbaijan
Cross Caspian QOil and Gas _ '

Logistics LLG 3 (2 4 - 34%  Azerbaijan
SCPC Hold Co. 136 (N - - 10%  Cayman Islands
TAMAG 13 (3) 5 - 33%  Switzerland
T 2 - 2 - 21% Switzerland
SOGEP AG & (5 & - "34% Switzerland
UBAG AG 38 (32) 26, 3 24% Switzerland
SAPPRO SA 5 (3) 19 ~ 13%  Switzerland
SARACO SA 19 (186) 22 1 20%, Switzerland
Electrogas Malta 1,279 (1,364) 251 (83} 33% Malta
Octogone 53 (31) 2 (1} 20% Benin
CI GNL 15 (30) - (14) 26% Ivory Coast
Total 2,152 {2,023) 3,114 -(99)
19. Trade and other payables

2018 2017

Trade payables 7,242 5,337
Accrued ligbilities 3,062 4,607
Other payables 1,348 1,030
Total financial payables 11,642 11,974
Advances from customers - 358
Payable to employees 124 108
Liabilities for overlift.of oil 14 10
Total trade and other payables 11,780 12,450
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19. Trade and other payables (continue_d)_

Financial payables in the amount of AZN 7,601 {31 December 2017:- AZN 7,909) are dencminated in foreign
currencies, mainly in USD. Trade payables mainly represent payables for crude oif, oil products, gas,
construction, drilling, transportation and-utilities prowded by vendors of the Group.

Accrued ||ab1I|tzes of the Group represent obligations occurred for purchase of crude il and oil products, for
which inveices have not been received yet.

Liabilities for overlift relate to the ofl lifted by the Group in-excess Df.ItS participating interest in ACG PSA and
Shah Deniz PSA and thus, represent the Group s obligation to deliver physical quantities of oil aut of its share
of future production.

The Group acquired trade and other payables-with fair value of AZN 47 and AZN 29-as part of acquisition-of
180 per cent interest in APMT and retail service chain network in Austria, respectively {Note 39).

Contract liabilities

As. men_tion_ed"in Note. 4, upon transition to IFRS 15, the Group made reclassifications from “Advances from
customer” to “Contract liabilities” as at 31 December 2018. Conlract liabilities are mainly represented by
advances for sale of goods and services and construction projects in the ameunt of AZN 155 and AZN 142,
respectively.

20. -Bcrrowings

At 31 December 2018, short-term borrowings and current portion of leng-term berrowings of the Group were
represented by the following facilities:

Total borrowed Balance as at

nterest in original 31 December
Facilities rate Maturity currency 2018
Short-term facilities in USD 2.48-8% January 2019 - _
- December 2019 2,174 2,502

Short-term facilities in TRY 16.5-28.5%  January-2019 -

_ _ December 2019 126 42
Short-term facilities in GEL 12-14% January 2019 —

_ _ December 2019 136 76
Short-term facilties in‘other 4.9%-18% January 2019 -

currencies December 2019 531 149
Current portion of long-term

horrowings _ - 1,244
Total short-term borrowings

and current portion of long-

term borrowings - 4,013
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20. Borrowings (continued)

At 31 December 2018, long-term borrowings of the Group were represented by the following facilities:

Balance as at 31 December 2018

(%) LIBOR and EURIBOR vary from 3 t6 12 months.

Facilities. interest rate™ Maturity Non-current portion  Currerit portion
USD 1000 miliion 4.75% March 2023 1,660 22
USD 750 million B.95% March 2030 "809. 27
LISD 500 million 5.88%. January 2023 845 21
USD 489 million LIBOR + 6.95%: July 2025 652 133
USD 238 miillion BM LIBOR + 4% Becember 2029 412 -
EUR 251 milliot EURIBOR +3.03% June 2028 434 55
USD 260 million LIBOR +4.3% + 1.25% Cecember 2022 399 34
EUR 249 million EURIBOR + 0.95% June 2028 392 54
AZN 600 million 4% July 2022 380 71
USD 300 million LIBOR + 3.25% March 2022 361 153
USD 212 million LIBOR +4.675% March 2028 321 4
USD 250 million LIBOR +2.2% November 2023 317 2
USD 485 million LIBOR + 1% Décember 2024 294 135
LUSD 200 million LIBOR + 1.335% December 2027 272 14
UsD 100 million 5% October 20271 170 2
USD 78 milion 4% December 2027 183 -
JPY 15,398 million 1.5% April 2039 157 8
USD 100 million HIBOR + 3.25% April 2022 141 30
USD 77 million 48% Decermnber 2023 131 -
USD 100 million LIBOR + 3,25%- February 2022 122 53
LSD .88 million LIBOR + 3% January 2026 106 9
USD 101 miilion LIBOR + 2.8% April 2022 104 34
AZN 350 millien 3% June 2023 100 50
Usp 50 miltion 4.81% September 2020 85 -
USD &5 millien LIBOR + 4.95% December. 2024 66 18
USsD 29 miilion 4% December 2027 61 -
EUR 35 mitlicn LiBOR + 0.063% ‘December 2026 B9 g
JSD 100 million LIBOR + 2.33% June 2020 57 57
AZN 144 million 0.18% (0:15% + 0.01%) _ January 2045 56 ‘6
LISD 55 million LIBOR + 5,25% September 2024 55 18
EUR 35 milfion LIBOR + 0.072% November 2025 51 8
USD 38 miliion 4.01% December 2023 a4 10
CHF 22 milllion LIBOR +0.0714% or 0%  July 2020 34 -
EUR 40 million EURIBOR + 2.25% December 2020 26 26
S0 100 milion LIBOR + 2.4% ‘May 2020 25 49
USD 50 million LIBOR +2.2% July 2020 24 25
USD 24 million 4.26% ‘December 2022 24 8
EUR:2¢ million . 1.64% October 2023 24 6
EUR 20-million LIBOR + 0.872% September 2023 24 6
UsD 52 million 8%:. Janbary 2020 21 -
CHF 10 million 3% October 2027 17 -
8D 18 million 5% ‘October 2020 17 -
USD 20 miliion LIBOR +2% April 2023 10 -
GEL 46 millian 14% July 2020 8 18
USD 5 millioh 5% June 2020 9 -
'EU'_R' 12 million LIBOR + 3% March 2022 8 3
GEL 81 million 11% SJuly 2020 8 12
GEL 11 million 11.5% February 2020 T -
EUR.7 million EURIBOR +1,75% November 2028 & 1
USD 5 million 4.26% December 2022 6 2
USD & million 4.26% December 2022 5 2
EUR 7 million LIBOR + 3% March 2022 4 2
USD:35 mitlion LIBOR + 2.35%  April 2020 4 ]
USD 4 million 4.26% December 2022 4 1
GEL 35 million- 11.25% ~ April 2020 4 11
USD 4 million 4.26% December-2022 4 1
EUR 5 million. LIBOR + 3% March 2022 3 1
GEL 10-million 5%  ref. rate November 2020 3 3
GEL 15 niiflion 11.25% July 2020 3 5
GEL 10 million 14% October 2020 3 3
Other long-term borrowings. 17 18
Total long-term borfowings 9,659 1,244
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20. Borrowings {continued)

At 31 December 2017, short-term borrowings and long-term borrowings of the Group were represented by the

following facilities:

Total borrowed

Balance as at

Interest Maturity in original 31 December
Facilities rate currency 2017
Short-term facilities in USD 1.7%14%  January 2018 -
December 2018 2,280 3,864
Short-term facilities in TRY 9.66%-15.35% January 2018 - _
December 2018 617 275
Short-term facilities in GEL 10.25%-15.5% January 2018 -~
_ _ December 2018 108 58
Short-term facilities in other 0.7%-20%  January 2018 —
currencies September 2018 381 481
Current portion of fong-term
borrowings _ - 1,320
Total short-term borrowings and
-current-portion of long-term
borrowings - 5,998
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20. Borrowings {continued)

At .31 December 2017, long-term borrowings of the Group were represented by the following facilities:

‘Balance as.at 31'December 2047

(") LIBOR and EURIBOR vary-from 3 to 12 tonths.

) Interest Maturity Non-current Current
Facilities rate* portion portion
tUSD 1000 million 4.75% March 2023 1,663 20
USD 750 million 6.95% March 2030 1,224 27
USD 489 million LIBOR +6.85% July 2025 758 15
USH 300 rillion - LIBOR +3.25% March 2022 502 7
USD 260 million LIBOR +4.3% +1.25% December 2022 431 -
USEH 485 million LIBOR + 1% December 2024 353 134
EUR 251 milfion EURIBOR *+ 3.03% June 2028 308 1
USD 200 million LIBOR + 1.335% December 2027 286 14
AZN 378 nillion 3.5% ) Octoher 2024 283 107
EUR 248 million EURIBOR + 0.95% June 2028 265 1
AZN 800 million ' 4% July 2022 260 66
AZN 350 million 3% June 2023 250 110
UsD 100 miliion 5% QOctaber 2021 170 2
USD 100 million LIBOR + 3.25% February 2022 168 4
USD 100 mittion LIBOR-+3.25% April 2022 187 2
USD 212 million LIBOR * 4.675% March-2028 326 34
JPY 15,398 miliion 1.5% April 2039 161 8
USD 78 million &% December 2027 157 -
USD 101 miliion 'LIBOR +2.8% April 2022 138 34
USD 100 million LIBOR .+ 2.33% June 2020 114 57
AZN 98 million 3.5% December 2028 98 -
USD 5C miltion 4:81% Decermber 2019 85 -
AZN 100 miftion 3.5% January 2026 80 23
USD 65 miiltion LIBOR + 4.95% December 2024 80 19
USD 150 mifiion 'LIBOR + 1.8% MNoveimber 2019 74 73
USD 150 million LIBOR +1.8% December 2019 74 73
USD 100 million LIBOR +2.4% May 2020 73 48
USD-55 millien LIBOR + 5.25%: September 2024 71 14
EUR 35 million LIBOR + 0,063% December 2026 71 -
AZN 70.million 4% _ January 2027 63 10
EUR 35 million LIBOR +0.072% Nevember 2025 62 ]
USD 29 miflich 4% ) December 2027 59 -
AZN 144 millicn 0.16% (0.15% + 0.01%) Janyary 2045 55 8
USD 38 million A4.01% ‘December 2023 54 10
EUR 40 million EURIBOR + 2.25% December 2020 54 27
USDB-50 miliion LIBOR + 2.2% July 2020 48 25
CHF 22 million LIBOR + 0:0714% or 0% Janttary 2019 38 -
USD 150 million LIBOR + 2,5% March 2019 37 4
USD 150 million LIBOR + 2.2% May 2019 7 73
USD 24 millien 4.26% December 2022 32 8
EUR 20 million; 1.64% Qctober 2023 31 8
EUR 20 million LIBOR + 0.872% September 2023 31 G
USD 52 million 5% January 2020 30 -
USD 50 milliori LIBOR + 1.8% November 2019 29 29
USD 50 million LIBOR + 1.8% December 2019 25 24
GEL 51 million 1% July 2020 20 13
USD 10 million 5% Cctober 2020 17 -
USD 35 million LIBOR + 2.35% April 2020 43 g
EUR 12 million LIBOR + 8% March 2022 11 3
USD 26 mitlien LIBOR + 2% April 2023 10 -
USD 5 million - 5% Jun 2020 9 -
USD 6 million 4.26% December 2022 7 2
USD 5 million 4.26% Decernber 2022 7 2
EUR 7 million LIBOR + 3% March 2022 7 2
USD 4 million 4.28% December 2022 6. 1
USD 6 million 4.01%. February 2020 5 5
USD.4 miliion 4.26%: Dacember 2022 ‘5 1
EUR 5 million LIBOR + 3% March 2022 5 1
USD 150 million LIBOR.+ 2.5% November 2018 - 73
Other lorig-term borrowings 16 8
Total long-term borrowings 9,513 1,320
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21. Taxes payable

2018 2017
Payable to SOFAZ 255 255
Corporate income tax payable 218 98
Social security contributions. 3 2
Cther taxes payable 213 132
Total taxes payable 690 487

tn 2008 apart from regular export tax the Grotp was liable to transfer a certain share of proceeds from sales
of crude ail priced at the level exceeding the price determined by the government (USD 5Q per barrel for 2008)
to SOFAZ. No such taxes were imposed on the Group in 2009-2018.

Taxpayers campenents of the Group operating under the Azerbaijani tax legislation are eligible for offsetting
their taxes payable with taxes receivable and tax prepayments. Other taxes payable balance consists of VAT,
property tax, excise tax, personal income tax, price margin tax liabilites offset with {ax receivables and
prepayments.

22, Asset retirement obligations
The Group has a legal and constructive obligation with respect to decommissioning of oil and gas production

and storage facilities and environmental clean-up. Movements in provisions for the related asset retirement”
obligations are as fellows:

Note 2018 2017
Carrying amount at 1 January 1,067 968
Additions _ 87 77
Acguisition of additional interest in ACG PSA - 293
Unwinding of the present value discount 32 65 61
Effect of change in estimates (140) (306}
Exchange differences - (26
Carrying amount at 31 December 1,079 1,067

Asset retirement .obligations related to the PSAs are determined with reference to capital costs. incurred by
contractor parties.and they are limited to the maturities of respective PSAs,

The maximum costs in respect of asset retirement obligations of the Group malhly représented by the following
oil and gas exploration, evaluation and development fields in the Azérbaijan Republic.

The maximum estimated cost to Azneft PU to abandon thé production facilities employed was AZN.1,913-as
at 31 December2018 (31 December 2077: AZN 1,924). The Company used 8.47 per cent rate to dlscount this
obligation {2017: 8.02 per cent).

The maximum estimated cost to AzACG to abandon the production facilities employed in ACG project was
AZN 1,629 as at 31 December 2018 (31 December 2017: AZN 1,582). The Company used 6.41 per cent rate
to dlscount this obligation (2017; 5.66 per cent).

The maximum estimated cost to AzSD to abandon the production facilities ernployed in Shah Deniz project
was AZN 500 as at 31 December 2018 (31 Decernber 201 7: AZN 489), The Company used 8.26 per cent rate
1o discount this obligation (2017: 5.66 per cent).

The maximum estimated cost to the Group te abandon the production facilities employed in Absheron PSA

project was AZN 147 as-at 31 December 2018 {31 December 2017: AZN 89). The Company used 6.26 per cent
rate to discount this obligation (2017:-5.66 per-cent).
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22. Assef retirement obligati_ons__(continued)

The maximum estimated cost to the Group to abandon the production facilities employed in SOCAR Umid
RSA project was AZN 90 as at 31 December 2018 {31 December 2017 nil). The Company. used-6.26 per cent
rate to discount this obligation.

Estimated costs of dismantling -0il and gas production facilities, pipelines and related processing and storage
facilities, including abandonment and site restoration. costs amounting to AZN 461 at-31 December 2018
(31 December 2017: AZN 477) are.inciuded in the cost of-oil and gas properties and eguipment:

Asset retirement obligations.are measured by the Group using the presentvalue of the estimated future costs.
of decommissioning of the assets. Management determines discount rates that reflect current market
assessments of the time value of money.and where appropriate, the risks specific to the liability. Discount rates
are reviewed at each reporting date and used for discounting abandonment and site restoration costs. The.
discount rate used as at 31 December 2018 was in range of 6,26-8.47 per cent (31 December 2017: 5.66-8.02
per cent).

If the estimated discount rate used in -the_calculatibn had been 1 per cent higher/lower than management's
estimate, the carrying-amount of the provision would have been AZN 138 lower f AZN 201 higher, respectively.

The following. inflation rates were applied in calculation of discounted cash flows in respect of abandonment
and site resteration cosis;

| | ) » 2024
Year 2019 2020 2051 2022 2023 and later
Inflation rate 3.82% 4.20% 3.90% 3.80% 3.75% 4.00%

If the estimated inflation rates used in the calculation had been 1 per cent higher/lower than management’s
estimate, the carrying amount of the provision would have been AZN 128 higher / 75 AZN lower, respectively,

23. Other provisions forliabilities and charges.

Movements in other p_rovis_ions-fcr liabilities and charges are as follows:

Environmental Disability
Note obligations payments Total

Carrying amount at.1 January 2017 76 117 193
Effect of change in utilization date {7 - (7}
Disposals - (8) (6}
LHilisation o (17) {18) (33)
Unwinding of the present value discount 32 8 a 15
‘Effect of change in estimates - 2 2
Carrying amount at 31 December 2017 58 106 164
of which:

Current 55 15 70
Non-current 3 g1 94
Carrying amount at 1 January 2018 58 106 164
Additions/(Disposals) 99 3 102
Unused amount reversed (29) - {29)
Utilisation _ (24) {18} (40)
Unwinding of the present value discount 32 4 8 12
Effect.of change in estimates - (1) L)
Carrying amount at 31 December 2018 108 100 208
of which:

Current 41 15 56
Non-current 67 85 152
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23. Other proviSi_ons-'for.lia'l:iilities-and" charges '(continued)
Environmental obligation

Subsequent to the Presidential Decree numibered 1697 dated 28 Septernber 2006, the Group started to
récognize constructive obligaticns, prepared and approved Action Plans (2014-2018} for Environmental
Restoration with respect to the damage and contamihation caused to thie environment as a result of the Group’s
activities within Absheron area.

In 2018, the Management approved new Action Plan (2019-2023) to estimate the Group's obligations in respect’
of environmental restoration related to expected damage and contamination caused to the environment'as a
result of activities. within Absheron area. The management estimated the Group's environmentat abligations
based on historic trend of respective expenses and estimated production profile of the: Group.

Environmental obligations are measured by the Group using the present value of the estimated future costs of
environmental restorations, Management determines discount rate that reflects current market assessments’
of the time value of money and where appropriate, the risks specific to the liability as of the reporting date.
Discount rates used for discounting environmental remediation costs. The Group calculated the present value
of the environmental obligation using a discount rate of 7.97 per cent (2017: 8.27 per-cent).

Ifthe estimated discount rate used in the calculation had been 1 per cent higher/lower than management's estimate,
the carrying amount of the environmental provision would have been AZN 2 lower / AZN 2 higher, respectively.

Disability. payment

The Group has an obfigation to.compensate its employees for the damage caused to their healih at workplace
up to January 2012 (payments to employees injured after January 2012 are made by insurance company,
based on insurance contract), as well as to compensate dependants of died employees. The compensations
provided are linked to the salaries paid to the affected empioyees and salaries paid to current similar positiens..
The Group calculated the present value of the disability payments te employees using a discount rate of
8.32 per cent (2017: 7.94 per cent). For the purpose of calculation of the lifetime payments fo injured
employees, the Group estimated a life expectancy as 71 and 76 for men and women, respectively.

If the estimated discount rate used in the calculation had been 1 per cent higher/lower than management's
estimate, the carrying amount.of the provision would have been AZN 8 lower / AZN 7 higher, respectively.

The inflation rates in Note 22 were applied to reflect the escalation in average salaries.

24, Deferred income.

2018 2017

Carrying amount at 1 January 104 172
Offset with tax overpayments _ (29) -
Released to the consolidated statement of profit-orloss (8) (68)
Carrying amount at 31 December 69 104
of which:

Current 11 41
Non-current 58 63
Gurrent

As at 31 December 2018, current porion of _deférred' income. represents government grants. for the
compensation of losses expected to be incurred from sale of natural gas and heating oit for the purpose of
meeting local demand in the country.

Non:current

As at 31 December 2018, non-current portlon of deferred income mainly comprised of government grants
obtained for the purpose of gasification of Baku sub-urban area-and regions of the Azerbaijan Republic in
2008.
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25, Other current and non-current liabilities

Other liabilities comprise the foliowing:

_ _ 2018 2017
Liabilities under carried interest arrangements ‘566 479
Derivative liabilities 445 781
Long-term payables to related party 83 -
Othet liabilities _ 56 41
Total other financial liabilities 1,150 1,311
of which: _
Current 355 653
Non-current 795 658
Provision for employment termination benefits 57 66
Othier liabilities _ 58 61
Total other nen-current non-financial liabilities 115 127
Total other liabilities 1,265 1,438

Derivative liahilities

The Group has financial ligbilities relatéd to. margin alls and funds heéld on trading in the amount of AZN 47
(31 December 2017: AZN 50), unrealized losses on paper positions in the amount of AZN 228 (2017: AZN 565)
and.unrealized losses on physical posmons in the amount of AZN 170 (2017: AZN 178). Current portion of
these liabilities as of 31 December 2018 was AZN 355 (31 December 2017: AZN 653).

Liabilities under carried interest arrangements

In-February 2017, exploration and evaluation stage of Absheron PSA was completed successfully and the
Group started to recognize liability with respect to its participating interest Abshefon Offshore 2 PSA
(“Absheron PSA") which was carried by other parties under the carried arrangement until the commencement
of development stage Pursuant to Absheron’ PSA, at 31 December 2018 the Group’s carried Ilabmty under
Absheron PSA was AZN 412 (31 December 2017: AZN 334).

Provision for employment termination benefits

Under Turkish Labour Law, the Group is required to pay termination benefits to each employee who has:
completed one year of service and whose employment is terminated without due cause, is called up for military
service, dies or who retires after completing 25 years of service {20 years for women). The provision is
calculated by estimating the present value of the future probable obligation of the Group arising from the
retirement of the employees. 1AS 19 requires. actuarial valuation methods to be developed to estimate the'
enterprises’ obligation under defined benefit plans. Accordingly, the following actuarial assumptions-were used
in the ealculation.of the total liability;

2018 2017
Discount rate. (per cent) 5.00 4.39
Probability of retirement (per cent) 100 100
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25, Other-current and non-citrrent liabilities (continued)

Provision for employment termination benefits (Continued)

The principal assumption is.that the maximum liability for each year of service will increase in line with inflation.
Thus the discount rate-applied represents the expected real rate after adjusting for the anticipated effects of
fiiture mﬂatlon

Movement of the provision for employment termination benefits were as follows:

2018 2017
Carrying amount at 1 January 66 76
Actuarial loss and service cost 13 12
Payments during the year (10) (13)
Return on plan assets (4) (10)
Other 3 5
Translation to _pre'sentation curréncy (11) (4)
Carrying amount at 31 December 57 66

26, Deferred acquisition consideration payable

At 31 December 2018, the Group has deferred consideration payable in the amount of AZN 529 (31 December
2017 nil) for the -acquisifion of 7 per cent equity interest and 7 per cent of SGC’s loan receivable from:
TANAP Dogjalgaz lletim A.S. (Note 7).

Additionally, the Group has deferred consideration payable in the amount of AZN 65 (31 December 2017:
AZN 68) and AZN 65 {31 December 2017; AZN 65) for the purchase of remaining 4% per cent shares of
SOCAR Petroleum CJSC and acquisition of SOCAR Trading, respectively.

27.  Charter capital, additional paid-in capital, retained earnings and gain on sale of subsidiary share
Charter capital

SOCAR as a holding company of the: Group has a Ieg_al.status_-_of a state enterprise, Increase ih the amoéunt of
AZN 1,111 in charter capital was registered during 2018 and. accordingly the amount was reclassified from
additional paid in capital to charter capital (2017: AZN 1,234).

Additional paid-in capital (*APIC”)

During 2018 the Government contributed to the charter capital of the Group in the.amount of AZN 1,190
(31 December 2017: AZN 243).

During 2018 the Government transferred PPE to the Group for free-amounting to AZN 20. Transferred PPE
was recognized at fair value within APIC.

As a result of acquisition of 7 per cent equity intérest in TANAP Dogalgaz lletim A.S and 7 per cent of SGC
loan receivable from TANAP Dogalgaz lletim A.$, the Group recognized AZN 124.within APIC as a contribution
from ultiméate controlling party. (Note 7).

In 2018, APIC decreased by AZN 145 is represented by income tax reiated to settlement of receivable from
ACG PSA contractor parties as peramended and restatéd ACG PSA Agreement in 2017 {Note 33),

In 2018 according to the order of Cabinet of Ministers of Azerbaijan Republic, borrowing amounting to AZN 880

due to Ministry of Finance was converted to. the charter of the Group {31 December 2017: nil). As of
31 December 2018, AZN 680 was registered as charter capital.
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27.  Charter capital, additional paid-in capital, retained earnings and gain on sale of subsidiary share
(continued)

Distribution to the Government

Based on decisions of the Government, the Group is periodically mandated to make direct cash contributiens.
or finance construction and repair works for the Government (including transfer of assets), various gavernment
agencies and projects administered by the Gavernment. During 2018 such direct cash transfers to the
Government, financing (made in the foffn of payments to sub-contractors of governmental entities) and
distribution of property, plant' and equipment amounted to AZN 675, AZN 5 and AZN 5 respectively
(31 December 2017: AZN 567, AZN 89 and nil, respectively), mainly for repair and recenstruction of existing,
as well as construction of new recreational, transport, educational and medical infrastructure of the Azerbaijan
Republic.

Sale of shares to non-controlling shaireholder

On 10 August 2018, the Group sold its 4.42 per cent shares of SOCAR Pelymer Investments LLC for
consideration in the amount of AZN 23 (USD 43) to.non- controlling shareholder and recognized gain directly
in equity in the amount of AZN 1. As a result, the Group’s controlling ownership in SOCAR. Polymer
Investments LLC decreased ffom 56.57 per cent to 52.15 per cent,

Acquisition of non-controlling interest in subsidiary

On 8 January 2018 the Group increased its ownership in Baku Shipyard LLC by 5.21 per cent through injection

of capital and recognized loss in the amount of AZN 14 directly in equity. As a‘result, the Group's controlling
ownership in Baku Shipyard LLC increased from 65 per centto 70.21 per cent,

28. Analysis of revenue by categories

2018 2017
Crude oil, riet 58,462 56,692
Oil products, net 40,093 24,808
Petrochemicals 3,894 3,881
Natural gas 3,191 2,670
Rent income 249 124
Other revenue 5,309 4,496
Total revenue 111,198 92,571

Revenue from crude oil sales is stated net of price margin tax: which. is fevied in the’ Azerbauan Republic on
the margins. between the international market price and internal state»regulated price .on crude oil. The
difference between the market price and the internal state-regulated price is taxed at the rate-of 30 per cent
and the levied amount is transferred to the State Budget.

Revenue-from oil product sales i stated net.of excise tax of AZN 456 {2017 AZN 440).

Revenue from sales of crude oil producéd under ACG PSA and conidensate produced under Shah Deniz PSA
is not subject to excise and price margin faxes mentioned above.
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28,  Analysis of expenses by nature

Note 2018 2017

Raw materials and consumables used 101,827 84,376
Wages, salaries-and social security costs 1,510 1,371
Depreciation of property, plant and equipment 1,391 1,065
Transportation and vehicle: maintenance 1,183 1,048
Utilities expense 374 341
Repairs and maintenance expenses 331 278
Taxes other than on income _ 199 198
Impairment of property, plant and.equipment 15 161 468
Mining tax ' _ 126 123
Change in other provisions for liabilities and charges 83 (11)
Amartization expense _ _ 16° 43 a1
Expected credit loss (reversal)/impairment under IAS 39 {85} 239
Other 1,258 1,312
Total cost of sales, exploration and evaluation, '

distribution, general and administrative, ECL and other

operatiiig expenses 108,399 90,847

In 2018, the Group recovered written off cash balance in bahk which was declared insolvent in 2016.
Accordingly, the Group recelved cash in the amount of AZN 60 from respective liguidator of the bank.

30. Cther aperating income

Note 2018 2017
Government grant 214 88
Gain on reversal of impairment charge 187 23
Gain on termination of operation agreement 39 170 -
Fair value gain on equity instrument at-FVPL 142 -
Seitlement of pre-existing relationship 39 51 -
Subsidy received from the Goveinment - 250
Gain. on re-measurement to fair value of investment in JV 39 - 257
Gain on release of liabilities under carry-arrangements - 54
‘Sales of other goods &nd services rendered - 35
Other 152 262
Total other operating income 916 949
31. Finance income
2018 2017
Interest income on time deposits'and bank accounts 126 71
Other 86 48
Total finance income. 212 117
‘32, Finance costs
Note 2018 2017
Interest expenses 1,045 814
Provisions for asset retirement ghligations: unwinding of the
present value discount 22 65 81
Environmental provision: uriwinding of the present value discount .23 4 6
Provision for disability payments: unwinding .of the preésent
value discount 23 8 9
Total finance costs 1,126 -890
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33. Income taxes

income tax expense compriseas the following:

2018 2017
Current fax expense 612 500
Deferred tax (benefity/charge’ 384 (76)
Ihcome taX expense reported in the statement of profit or loss 996 424
Deferred tax charged to OCI - (10}

Reconciliation between the expected and the actual taxation charge is provided below:

2018 2017

Profit before tax 2,220 2,516
Theoretical tax charge at statutory rate of 20 per cent 444 503
Effects of different tax rates for certain subsidiaries (25 and 27 per cent) 65 35
Tax effect of items which are not deductible or assessable for taxation

purpases: _
- Income which is exempt from taxation 81y (255)
- Non-deductible expenses 189 111
Deferred tax asset not recognized 172 k! 04
Current income tax on non-resident dividends {overseas subsidiaries) 19 6
Recognition of previously unrecognized deferred tax asset (2) (45)
Unused investment incentives on which deferred income tax assets

recognized _ (19) (25)
Potential income tax on retained profit of subsidiaries, associates and

joint ventures 3 (38)
Other 186 28
Income tax expense reported in the statement of profit or loss: 996 424

Non-deductibie expenses are mainly comprised of the social and employee-related expenses, as well as the
provision for impaired receivables which are not expécted: to be deductible from taxable income in future:
Deferred tax asset not recognized mainly refates o the current year tax losses of the Group’s subsidiaries
which are not-expected to utilize these losses.

At-31 December 2018, cumulative balance of unrecognized deferred tax asset is AZN 1,435 (31 December
2017:. AZN 1,265).

At 31 December 2018, the Group recognized deferred income tax asset on the portioh of unused investment
incentive for which the realization of the related tax benefit through the future taxable. profit has deemed
probable with respect ta its projections.

At 31 December 2018, benefits arising from previeusly unrecegnized deferred tax assets were used during
the year-16 reduce current tax and deferred tax expenses by the amount of AZN 2 (2017: AZN 26) and nit
(2017 AZN 19), respectively.

As at 31 December 2018, the Group has not recognised deferred tax liability in the amount. of AZN 58
(31 December 2017: AZN. 56) in respect of taxable temporary differences associated with investments in
subsidiaries as the Group is able to control the timing of the reversal of those temporary differences and it is
not expected to reverse them in the foreseeable future.
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33. Income taxes (continued)

Differences between IFRS and applicable domestic tax regulations give rise to temporary differences between
the carrying amount of assets and liabilities for financial reporting purposes and their tax bases. The tax effect
of the movemants in these temporaty differences is detailed below:

Credited/ Credited!
1 January (charged) to {charged)to 31 Desember
2018 profit.or loss OcCl 2018
Tax effect of deductible/{taxable) temporary
differences

Carry forward tax losses a8 (3%} {8) 51
Investmerits in associates and }cunt veniures W) = - (9
Trade -and other payables 27 {15} = 12
Trade and cther receivables 33 {11}, 22
Inventory 9 (4) (1 ) 4
Property, plant and equipment 520 (66) 1) 443
Provisions for liabilities @nd charges 75 (8) 1 68
Unused Investment incentives 113 (33} (5) 75
Employiment termination benefits 9 L {2) 7
Other 2 3} _ 19
Deférred tax assets 905 (179} {26) 700

-Acquisition-
through
Credited! ‘Credited/ business Effect of
1 January (charged)to (charged)to. combination transitionto 31 December

2018 profit or loss OCl (Note 39} IFRS 15 2018

Tax effect of deductible/

(taxable)} temporary

differences '
Accruals _ 4) 21 - - - 17
Investments in associates

and joint ventures (101) 3 4 - - {102)
Intangible assets 41) 2 - (3) - (42
Trade and other payables 13 (7 - - - 6
Trade and other

feceivables. (53 (47) 1 - 20 (79}
Inventory 22y (18) - - - (38}
Property, plant and ' ' )

equipment (903) (166) 10 (25) - (1,084)
Provisions for liabilities

and charges 133 - 3 o - 136
Other {231) 5 - - - {228)
Deferred tax liabilities {1,209} (205) 10 {28) 20 {1,412)

Credited/ Credited/
1 January {charged)to  (charged)to 31 December
27 profit or loss QCI 2017

Tax effect of deductible/(taxabie) temporary

differences
Carty forward tax losses 80 23 (5 28
Investments in associates and joint ventures 1 2 - (1)
Trade and other payables {a) 16 16 Z
Trade and other receivables 60 (23) 4@ 33
Inventary 16 N - ]
Property, piant and équipment 443 73 4 520
Provisicns for liabilities and charges 73 2 - 75
Unused investment incentives 129 @) (14) 113,
Employnient termination benefits. & - 1 9
Other 36. (14) - 22
Deferred tax assets 841 66 {2) 05
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33. ‘Incometaxes (continued)

Credited/ Credited/
1 January {charged) to (charged)to. 31 December
2017 profit or loss QcCl 2017
Tax effect of deductible/{taxable) temporary
differences '

Accruals (2) (4) 2 4
Investments in associates and joint ventures (101} (3} 3 101)
Intangible assets ' (43) - 41)
Trade. and other payables 7 - 13
Trade-and other receivables (38) (16) 1 (863)
Inveritory (25) 2 1 {22}
Property, plant and equipment (895) (52) 44 (903)
Provisions for liabilities-and charges 137 8 {(12) 138
Other (311). 86 14 {231)
Peferred tax liabilities (1,272) 10 53 {1,209}

The Group does not file & consolidated tax return. In the context of the Group's current structure, tax losses
and current tax assets of different Group companies may not be offset against current tax fiabilities and taxable
profits of other Group companies and, accordingly, taxes may accrue even where there is a consolidated tax
loss. Therefore, deférred tax assets and liabilities are-offset only when they reiate to the same taxable entity.

In accordance with Azerbaijarii tax legislation, tax losses arising ih one geriad can be carried forward for
five years.

The Group is a participant to ACG PSA through. its subsidiary AzACG. However, AzZACG was not expliciily
defined as a.contractor party in the ACG PSA. As a result, its tax-payer status was ot clearly determinable..
During 2018, AzACG accrued and paid its income tax at the rate of 25 per cent in accordance with ACG PSA
provisions. This assumption was based on communication with. relevant tax. authorities according to which
management concluded that AzZACG carries 2 tax-payer status under the provision of ACG PSA.
On. 14 September 2017, AzACG, SOCAR and ACG PSA Contractor parties amended and restated ACG PSA.
As part of this agreement, ACG PSA Gontracter parties alse amended ACG PSA Joirit Operation Agreement
according which AzZACG is defined as @ new contractor party staiting from effective date of amended
ACG PSA, 1 January 2018,

The governments of the Azerbaijan Republic, Turkey and Georgia together with the Group's subsidiary AzBTC
‘and other BTC. Project participants entered into Host Government Agreements ({HGAs"). The HGAs set out
the legal and fiscal regime for the BTC Project and the mutual rights and obligations of the parties, including
grants of rights and guarantees from the respective Countries to the investors in respect of matters necessary
to'ensure the success of the BTC Project. In -accordance with the provisions of the HGAs, the BTC Project
participants are individually liable for income taxes in Georgia and theé Azerbaljan Republic and are responsible’
for fifing returns for each taxable period. Accordingly, the Company is liable for Azerbaijani iIncometaxes arising
from participation in the BTC Project. In accordance with the provisions of the HGA, Azerbaijani income tax
rate is twenty-seven per cent (27 per cent) which was effective at 31 December 204 8 and 2017,

In. addition, the Group'is a participant to- Shah Deniz PSA through its. subsidiary: AzSD. According to the
provisions of Shah Deniz PSA, AZSD is liable for corporate income tax payments. However, in accordance
with PSA, the Government makes profit tax payments on behalf of contractor parties from the proceeds from
sales of profit petroleum attributable to the Government. AzSD was i joss position in 2018 and 2017, therefore,
'no corporate income tax related.to. Shah Deniz project was recognized for 2018 and 2017. At 31 December
2018 and 2017, deferred tax balance of AzSD was nil. AzSD is also exempt from certain ordinary operational
taxes in the Azerbaifan Republic.

The Group operates in the tax environment of Turkey through its subsidiary, STEAS. Income: tax rate in Turkey
is 22 per cent as.of 31 December 2018. According to.new amendments on tax legislation of Turkey, 22 per cent
‘corporate tax rate is applled 1o the profits of the companies related to 2018 and wili be.applied to 2019 and
2020 tax periods. Corporate income taxes are payable quarterly. Besides that there are many exemptions in
Corporate Tax Law of Turkey regarding corporations including investment incentives which give right to the
corporations to deduct some portion (22.2%-5 0%} of capital expenditures against taxabte profit. In accordance
with the tax legistation of Turkey dividends paid to overseas corporations located ‘outside’ Turkey, which have
a place of business in Turkey-are not subject to withholding tax that'is 15 per cent.
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33. Income taxes (continued)

The Group’s subsidiaries — SOCAR. Overseas LLC, Azerbaijan (SCP) LTD, Baku Shipyard LLC, Sermaye
Investment Lirmited, SOCAR Polymernvestment LLC SOCAR Absheron |.L.C and SOCAR Karabakh LLGC are
exempt from taxation.

Deferred tax effect of transition to IFRS. 15 was AZN 20 that was recognized directly in opening balance of
retained earmnings.

1n 2017, as a result of increase of Group's participating interest in ACG PSA from 11.65 per cent to 25 per cent,
the Group recognized receivables from AGCG PSA Contracter Parties in the amount of AZN 578
(USD 339 miillion) as confribution from government within -equity. In 2018, the Group received ‘cash frem
contractor parties that was subject to statutory tax charge amounting to AZN 145 (Note 27) and it was
recognized within equity. ' '

34. Advances received for sale of interest in PSA

In July 2014, the Group signed a Deferred Sales Purchase Agreement (‘DSPA”) tosell SOCAR's 10 per cerit
interest in Shah Deniz PSA and 10 per cent interest in SCPC. (together i referred as "Interest’). According to the.
terms of this agreement SGC shall pay advance for these acquisitions to SOCAR while control will pass to
SGC in 2023 upon meeting .of conditions preceding sale. In addition, DSPA specifies certain progress
payments related to acquisition censideration payable annually till the end of 2020. As of 31 December 2018,
total cons;deratlon received for the interest in Shah Deniz PSA and SCPC amounted AZN 4,313 (USD 2,537
million) (2017:-AZN 4,076 (USD 2,398 million)).

35. Put option liabilities

On 12 August 2015, 891 million newly issued shares, representing 13 per cent of capital of STEAS, a
subsidiary of the Group, were purchased by GS| in exchange for AZN 1,364 (USD 1,300 miltion).

At the same time, the Group entered into a put option agreement with GSI, whereby the Group has committed
to purchase back the shares held by GSI, at a specified price, in case if the planned initial public offering of
STEAS does not-oceur or to settle the put option in case if certain conc_i_ltlons_provnded by the put option
agreement are not met. Put option prowd’ed by the Group to GSI will be valid for 6 years foliowing the signing
of the put option agreement and represents non-current financial liability. As at 31 December 2018, carrying
value of put option liability over 13 per cent STEAS shares equals to AZN 2,205. (31 December 2017:
AZN 2:209).

The Group also has put option liability in the amount of AZN 508 (USD 300 million) (31 December 2017:

AZN 510 (USD 300 million)) related to the put option agreement signed between STEAS and GSI in 2014
regarding 30 per-cent shares of Petlim Limancilik Ticaret A.S.
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36. Significant non-cash investing and financing activities

'Investing and financing transactions that do not require.the use of cash and cash equivalents and were
exclided from the cash flow statement are as follows:

Note 2018 2017

Non-cash investing and financing activities
Transfer of loan to the charter of the Group 27 B8O -
Offsetting of Group's loan with tax overpayments 220 -
Investment addition to TANAP Dogalgaz lletim A.S. by

SGC on behalf of the Group 81 -
Capital expenditures under carried interest arrangement 46 A785
Capitalized decommissioning costs, - 70
Purchase of PPE through long-term loans - 60
Transfer of loan fo charter by NCI - 27
Purchase of PPE through finance lease = 16
Other non-cash capital expenditures 58 -
Non-cash investing and financing acfivities 1,065 648

37. Changes in liabilities arising-from financing activities

Foreign  Acquisition

1 January Eash Finance  .exchange of new 31 December
2018 flows cost imovement  business Other 2018

Short-term interest _

_bearing borrowings: 5,008 (1,853) 232 (138) - (226) 4013
Non-current inerest '

bearing borrowings 9,513 -89 600 99 32 (674) 9,659
Puf-aption liabilities- 2,719 - - (B) - Lo~ 2713
Dividend payable {0 _

NGI 22 (122} - - - 121 21
Total liabifities from

financing _ _

activities 18,252 (1,886) 832 {45) 32 {779) 16,406

The “Other” ¢olumn of borrowings. includes effect of conversion of loan to charter transaction executed by
Ministry of Finance in the amount AZN 680 (Note 27). Remaining amount of AZN 220 represents utilization of
loan payable against Group's tax overpayments.

The "Other” column of dividend payable includes dividend declared amount to. non-controlling shareholders
during 2018,

Changes in fiabilities arising from financing activities as-at 31 December 2017 were as follows:

Foreign
1 January Cash Finance -exchange 31 December
2017 flows ‘cost movement Other 2017

Short-term interest bearing o B o _

borrowings 6,717 (666) 197. (145) (105} 5,998
Non-current interest

bearing borrowings 8,210 1,083 462 {275) 33 9,513
Put option liabilities 2,832 - = (113). - 2,719
Dividend payable to NG - (252) - - D74 22
Total liabilities from

financing activities 17,759 165 659 {533) 202 18,252

85



State Qil Company of the Azerbaijan Republic Notes to the consolidated financial statements for 2018

(Amoiirits presented are in millions-of Azerbaijani Manats, unless otherwise stated)

38. Contingences, commitments and operating risks
Operating environment
-Azerbaifan

The Group's operations are mainly conducted in the Azerbaijan Republic. Azerbaijan continues economic
reforms and development of its legal, tax and regulatory frameworks, The future stablllty of the Azerbaijan
-econemy is largely dependent upan these reforms and the effectlveness of economig; financial and monetary:
measures undertaken by the government as well as crude oil prices and stability of Azerbaijani Manat.

The Azerbaijan economy has been negatively impacted by decline of oil prices and devaluation of Azerbaijani
Manat during 2015. This resulted in reduced access to-capital, a higher cost.of capital, inflation and uncertainty
regarding -economic-growth. In response 1o these challenges, Azerbaijani govérnment announced plans to
accelerate reforms and support financial system. On 6 December 2016 President of the Azerbaijan Republic
approved “Strategic road maps for the national econemy and main economic sectors of ‘Azerbaijan’. The road
maps cover 2016-2020 development strategy, long-term outlook up to 2025 and vision beyond.

Furthermore, during 2018 the goverament continued its. monetary policy with. respect to stablllty of Azerbaijani
Manat as well as allocated foreign currency tesources: which stabilized Azerbaijani Manat. This policy is
expected to continue in 2019 with the aim of maintaining macroecenomic stability.

The Group's management is monitoring changes in macroeconomic e__nx)ir_onment-*an_d taking_ precautionary
measures it considers necessary in order to support the sustainabllity and development of the Group's
business in the foreseeable future.

International credit rating agencies regularly evaluate credit rating of the Azerbaijan Republic and the Group.
Fitch evaluated rating of the Group and rating of the Azerbaijan Republic as “BB+", however, S&P evaluated
the Azerbaijan.Republic with “BB+" and the Group with "BB-". Moody's Invéstors Serwce set “Ba2” credit rating
for Azerbaijan and-for the Group.

Turkey

The: Group’s activities in Turkey were affected by the instability of Turkish economy during 2018, Such
instability was followed by significant inflation and devaluation of local currency against major foreign
currencies, such as, USD and EUR by 40 per cent and 33 per cent, respectively.

While management believes itis taking appropriate measures to support the sustainability of Group’s business
in the current circumstances, uhexpected further deterioration in the areas described above could negatively
affect the Group's results and financiai position in a manner not curréntly determinable,

Ukraine

The Group's ‘activities in Ukraine are exposed to, amongst others, low levels of liquidity in the capital markets
and the existence of currency controls which cause the natienal currency to be lliguid outside of Ukraine. The'
stability of the Ukrainian ecohomy will be. mgmﬁcantfy impacted by the Government's pO]ICies and actions with
régard to administrative, fiscal, legal, and economic reforms. As a result, operations in Ukraine involve risks
that.are not typical for developed markets. The Ukraihian economy is vulnerable to market downturns and
economic slowdowns elsewhére in the world,

The Ukrainian economy while deemed to be of market status continues to display characteristics consistent.
with that of an econemy in transition. These characteristics include, but are not limited to, certain structural
imbalances, low capital market liquidity, relatively high inflation and a significant level of domestic and: forelgn
state debt.

Following the significant decline in 2014-2016, the Ukrainian economy started to demonstrate certain signs of
recovery and growth. Main risks affecting the sustainability of the emerging economic trends are represented
by the continuing tensions in geopolitical relations with the Russian Federation; lack of the clear consensus as
to the directions of the institutional. reforms, including public administration, judiciary system and reforms in
core sectors of the economy;.acceleration of labor emigration and low level of capital inflow.
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38. -Contingences, commitments and operating risks {continued)
Operating environment {continued)

These consolidated financiat statements do not include ary adjustments that may result from the future
clarffication of these uncertainties. Such adjustments, if any, will be reported in the period when they become:
known and estimable,

Legal proceedings

From time to time and in the normal course of business, claims against the Group are received. On the basis
of its own estimates and both infernal and -external professional advice management is of the opinion that no
material losses will-be incurred in réspect of claims in excess of provisions that have been made in thése
consolidated financial statements..

Tax legisiation

Azerbaijan tax, currency and customns legislation is subject to varying interpretations. and changes, which may
occur frequently. Management's interpretation of such legislation as applied to the transactions and activity. of
the Group may be challénged by the relevant authorities.:

Fiscal periods remain open to review by the tax authorities in respect of taxes for three calendar years.
preceding the year of tax audit. Under certain mrcumstances such reviews may caver longer periods.

The Group's management believes that its interpretation of the relevant legislation is appropriaie and the
Group's tax, currency legislation and customs positions will be sustained and potential tax liabilities of the
Group will not exceed the: amounts recorded in these consolidated financial statements. Accordingly, at
31 December 2018 and 2017 no provision for potential tax liabilities had been recorded.

Environmental matters

The enforcement of environmental regulation in the Azerbaijan Republic is evolving and the enforcement
posture of government authorities is continually being reconsidered. The Group periodically evaluates its
obligations under environmental regulations. As obligations are determined, they are recognized immediately.

Patential liabilities, which might arise as a result-of changes in existing regulations civil litigation cr legislation,

cannot be estimated but could be material. In the current enforcement climate under existing legislation,

‘management believes that there are no significant liabilities for enviranmental damage above environmental
obligation provision currenily made by the Group (Note 23_)_

The Group is subject to numerous national and jocal environmental laws. and regulations concerning its
products, operations and other activities, These laws and regulations may reguire the Group 6 take future
action to remediate the effects on the environment of prior disposal or release of chemicals or petroleum
substances by the Group or other parties. Such contingencies may exist for various sites including refineries,

chemical plants, oil fields, service stations, terminals and waste disposal sites. In addition, the Group may have
obligations relating to prior asset sales.or closed facilities. The ultimate requirement for remediation and its.
cost are inherently difficult to. estimate. However, the estimated cost of known environmeéntal obligations has
‘been provided in the consclidated financial statements in accordance with the Group's accounting policies.
While the amounts of future costs could be significantand could be material to the Group's results of operations
in the-period in which they are recognized, it is hot practical to estimate the amounts invoived. The Group does
not expect these costs to have a material effect on the Group’s financial position or liguidity.

The Group‘also has obligations to decommission oil and natural gas productlon facilities and related pipelines.
Pravision is made for the estimated costs of these activities, however there is uncertainty regarding both the:
amount and timing of these costs, given the: long-term nature of these obligations.

The Group believes thatthe impact of any reasonably foreseeable changes to these provisiohs on the Group's
results of operations, financial position or liquidity will nat be material.
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38. Contingences, commitments and operating risks (_continue_d)

Compliance with financial covenants

At 31 December 2018, the Group had loans payable in-total amount of AZN 13,672 which were received for
financing its investing and operating activities. The Group is subject to certain financial covenants related to
these borrowings. Non-compliance with such covenants may.result in negative consequences for the Group
including growth in the cost of borrowings and declaration of default. Management: believes that, as of
31 December 2018 and 2017 the Group was in compliance with all applicable financial covenants..
Guarantees received and given by STEAS

The foliowing table demanstrates guarantees received and given by the Group at 31 December 2018:

2018 2017

Guarantees received
Bank guarantees within the context of direct order coliection system

(DOCS} 304 285
Receivable Insurance 258 142
Letters of guarantee received from customers. 182 203
Letters of credit received 130 173
Letters of guarantee received from suppliers 127 94
Other 43 79
Total guarantees received 1,044 976
‘Guarantees. given _
Letters of guarantee given _ 175 268
Total guarantees given 175 268
Collaterals, pleddes and mortgages (CPMs) given by Petkim
CPMs given by Petkim on Petiim loan* 324 -361
CPMSs given for Petkim 665 542
Total CPMs given by Petkim 989 903

Ed

During 2015, Petiim Limancilk Ticaret A.§, where the Group sub‘sidiary Petkim owns 70 per cent shares, has signed
a project finance credit agreement with- a financial institution in the amount of USD 212 million (AZN 360) which has:
13 years of maturity with no repayment during first 3 ‘years period, for the. external funding of the container port project.
Petkim has pledged its shares in Petlim amounting-to TRY 105 ‘million (AZN 47} and a mortgage .amounting to’
USD 350 million (AZN 595) as a guarantee for the loan repayment. The project. hias financial covenants thatare valid
during the operating period.

Ongoing cases against Petkim

On 25 August 2017, Petkim was notified by Turkish Tax: Authonty about the additional VAT charge and fine
which was calculated based on Special Consumption Tax ("SCT") regime as a result of the investigation related
to pyrolysis gasoline (“pygas’) consumption during 2014. Three ongoing legal cases with respect to the
application of SCT regime for pygas, have been recently resulted in favour of the Petkim. Accordingly the
management and its legal consultants believe the base for noted fine will be deemed as.invalid, and so no.
financial exposure is deemed probable.

Black Sea Terminal tax case

In 2018 Black Sea Terminal = subsidiary of the Group was inspected by the Revenue Service {"RS") which:
covered the period starting from 1 January 2015 up to 1 January 2018 for corporate income tax and personne!
income tax / withholding tax. As a result of mspection RS accrued additional WHT and respective fines and
sanctions in fotal amount of AZN 106 (GEL 158 million). The Group did not agree with results of the inspection
and appealed to Ministry of Finance for further investigation. The management.believes that there will be no
material outfiow in this regard. '
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38, Contingences, commitments and operating risks (continued)
Bank guarantees of Azfen

At 31 December 2018 Azfen had bank guarantees given in favour of third parties in the aggregate amount of
USD 155 million (AZN 264) {31 December2017: USD 130 million {AZN 221)). The Group's share of commitments
as of 31 December 2018 was USD 93 million {AZN 158) (31 December 2017: USD 78 million (AZN 137))..

Commitment of Azerigas PU

Based on Presidential Decree number 118 dated 27 February 2014, directed to social-economic development
of Baku area and regions of the Azerbauan Republic, Azerigas PU has certain commitments with respect to
improvement of gasification options in mentioned areas for years 2014-2018. According to this decree,
Azerigas PU would be engaged in restoration of old local gas pipelines, continue gasification of new residential
communitiesiregions/far locations, and renewal of old industrial and persona¥ meters for physical customers.
Management believes that expenditures related to remaining gasification in the .country will continue to be
financed by the Government through contribuitions into capital.

As at 31 December 2018 gasification was completed by .95.7 per cent and management believes that
remaining: portion will be: completed by the end of 2019.

Gas purchase commitment

Based. on the Gas Sales and Purchase Agreement signed on 27 February 2003 between Azerbaijan Gas
Supply Company (*AGSC"} and the Ministry of Energy of the Azerbaijan Republic (currently purchase rights
under this agreement are executed by the Group}, the Group has obligation to purchase seller’'s minifnum
annual quantity as indicated in the agreement for the period beglnmng from signing of the contract up to the
termination daté of Shah Deniz PSA.

SOCAR - AGSC Gas salés agreement

‘Trie Group is ‘obliged under the agreemént signed with AGSC. to purchase minimum anfiual quantity of gas
during the period September 2019 - Jurie 2020 (with earlier termination.or possible extension of the:agreement
in accordance with provisions of the agreément} at a priceé which is stipulated in the contract.

Participating interest in ACG PSA

Azerbaijan International Operating Company, the Operator of the ACG PSA has entered into a number of
capital commitments as at 31 December 2018. The Group estimated its 25. per cent (31 December 2017
25 per cent) share of these commitments to be USD 373 milion (AZN 634) (31 December 2017:
USD 411 million (AZN 898)).

Commitments related to participating interest in Shah Deniz

BP Exploration Shah Deniz Limited, the Operator of the Shah Deniz PSA has entered into'a number of capital
commitments as at 31 December 2017. The Group estimated its 13.27 per cent share of these capital
commitments through its subsidiary and associate to he USD 516 million {AZN 877) (31 December 2017:
USD 764 million {(AZN 1,299))..

Commitments related to participating interest in AGSC

The Group holds 28 per cent difect interest in" AGSC and ‘indirect 2.62 per cent through its assaciate. In
accordance with the agreements of AGSC the Group has 13.27 per cent share of the following commitments
relating to AGSC's activity:

BOTAS SPA 1

AGSG is obliged under the gas contract signed with BOTAS to make available a maximum of approximately

5.8 billion Contract Cubic Meters ("BCem”) of gas annually until the expiry of the contract at a price calculated
hased on a formula established by the gas contract. Agreement will be terminated in 2019,
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38. Contingences, comnitments and operating risks {continued)
Commitments related to participating interest in AGSC {continued)
BOTAS SPA 2

On 25 October 2011 the Group and BOTAS executed a gas Sale and Purchase Agreement ("BOTAS SPA 27)
with respect to the sale by the Group to BOTAS of certain volumes of Shah Deniz Stage 2 Gas {2 BCcm first
year, 4 BCcm second year, 6 BCcm plateau perlod) In December 2012 the Group transferred and assigned
the rights and obligations under the Stage 2 SPA to AGSC. The commencement date under BOTAS SPA2
was 30 June 2018.

BOTAS contract for BTC fuel gas {BIL GSA)

AGSC is obliged under the agreement with BOTAS to make available 0.15 BCcm of gas annually at a_price
which is calculated based on a formula established in the confract.

Georgian Supplemental Gas SPA with GOGC

AGSC is obfiged under the agreement signed with Georgian Qil-and Gas Corporation (“GOGC”) and the
government of Georgia fo make available 0.5 bem of gas annually in 2019 and onwards, at a price which is
caleulated based on a formula established in the contract. Agreement will be terminated by the.end of 2023,

Sale and purchase agreement with OptionCo

AGSC is obliged under the agreement signed with OptionCo to make available-gas during each contract year
a:maximum of five percent of the volumes transported in the previous calendar years by AGSC via the SCP
pipeline through territory of Georgia, at a price which is calculated based on a formula established in the
contract.

Shah Deniz Stage 2 EU Long term Gas Sales Agreements {“GSA”)

In September 2013, ten EU GSA were signed by the Group with nine EU Buyers (DEPA, -Bulgargaz Shell,
Uniper, Axpd;, ENGIE; Gas Natural Feniosa, Enel, Hera) and in December 2013 the GSA were assigned to
AGSC untii Shah Deniz PSA expiry with re-assignment to the Group. The commencement date will be firmed
up through funnelling mechanism as defined in the GSA,

Transportation agreement with SCPC

AGSC. is party to SCPC Gas Transportation Agreement (“GTA"), dated 27 February 2003 which was:
subseguently amended and re-stated ("SCP GTA") with effect from 17 December 2013 in order to provide
additional transportation services.in respect of Shah Deniz Stage 2 volumes: AGSC is obliged to pay certain
tariffs, as calculated in accordance with thé-agreement, to SCPC starting fromm the commencement date, which
is 1 October 2006. AGSC is-abliged to provide SCPC, free of charge, the natural gas necéssary to fill and
pressurize the pipeline fo its designed operating pressure and used as fue! gas.

Framework agreement

A fully-termed Framework Agreement related to the novation of long-term GSAs and transfer of GTA capacity
from AGSC to SOCAR after 2036 was executed on 19 October 2015 and further amended and restated on
28 September 2018,

Trans Anatolian Pipeline Gas Transportation Agreement (TANAP GTA})

AGSC is a-party to TANAP GTA with annual reserved capacity as defined in the contract. The start date will
be set threugh a funnelling mechanism..

Trans Adriatic Pipeline Gas Transportation Agreement (TAP GTA)

AGSC and SOCAR is a party to TAP GTA with annual capacity as defined in the contract The planned
commencement date is between 1 January 2020 ~ 31 December 2020.
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38. Contingences, commitments and operating risks (continued)
BOTAS: Gas Transportation Agreement (BOTAS GTA)

TANAP is a party to BOTAS GTA with annual reserved capacity during the build-up period, as defined in the
contract, of 1.9 BCem (12-month period commencing. on start date}, 3.8 BCom {next 12-month period) arid
plateau of 5.7 BCcm 24 months:after the start date. The: start date was 30 June 2018.

Societa Nazionale Metanodotti GTA (SNAM GTA)

AGSC is a party to SNAM GTA with ‘annual reserved capacity as defined in the contract. The planned
commencement date will be.set through a funnelling mechanism.

Sale and purchase agreement with Baku-Thilisi-Ceyhan Pipeline Company (*BTC Co”)

AGSC is obliged under an agreement sighed with BTC-Co to make avaitable 0.16 bem in 2019 and during the
following years unti! the termination of the contract subject to the right of BTC Co to reduce annual off-take, at
a price which is calcuiated baséd an the formula established in the contract.

Deferred Sale and Purchase Agreement with SGC.

According o Deferred Sale and Purchase Agreement (“DSPA”) signed with 8GC Upstream LLC and
SGC Midstream LLC the Group agrees to. sell its whole interest in Shah Dehiz. PSA, AGSC and SCPC in
March 2023 upon meeting of the followirig conditions preceding sale:

> The full ahd unconditional repaymernt of the notes and fulfilment of other obligations under the
Eurobonds agreerments by SOCAR; and

» Confirmation of the payment of full consideration amount in accordance with agreement terms.
Oil shipment commitment

On 1 August 2002 the Group and other- participants under the ACG PSA (the "Shipper Group®) have entered
into the ACG Field Production Transportation Agreement (*ACG TA") with the BTC Co which was amended
on 3 February 2004. Under this Agreement, the Shipper Group have committed to ship through the
BTC Pipeline. all of their crude oil entittement from the ACG field, other than any production which each
participant may ship through the Western Export Route. The Group has agreed not to transport its crude oil by
rail uniess BTC Co is operating at its full capacity. In accordance with ACG TA the Group has agreed not to
use othertransportation options if capacity of the BTC Co is sufficient. The BTC Pipeline was put into operation
in May 2008.

The BTC Pipeling, with.a throughput capacity of more than 1,200,000 barrels per day, is used as the Shipper’
Greup's main expoeit route. In accordance with the Transportatlcm Agreement, the Shipper Group, the Group
representative, the lenders and security trustee o BTC Co, and the lenders and security frustee to-certain
participants of the ACG Shipper Group have agréed that payment of BTC Co tariff has a first priority claim on
ail sale proceeds.

Commitments of Baku Shipyard LLC

As-at 31 December 2018, the Group had capital comimitments to third parties in the amount of AZN 50
(31 December 2017: AZN 48) in respect of construction contracts.
Commitments of SOCAR Switzerland

The Group has number capital commitments.for the next years. The Group estimated its capital commitments
to be CHF 42 million {AZN 72) {31 December 2017: CHF 9 million (AZN 15)).

Commitments of SOCAR Head Office

According to Equity Subseéription Support and Retention Agreemen't (“ESSRA") which had been signed as part
of STAR Project Finance deal, the Group concluded letter of credit (“L.C”) facility agreements in total amount
of USD 1,429 million (AZN 2,228) with certain barks (The Lenders).
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38. Contingences, commitments and operating risks (continued)
Commitments of SOCAR Head Office

The LCs are intended to provide secwity to the Lenders for the unpaid portion and to sefve as the credit’
support of the Project in case there would be cost overruns exceeding the comlngencyr amount designated in
the Project budget. The outstandmg amount of LCs as of 31 December 2018 was USD 454 mitlion (AZN 772)
(31 December 2017: USD 514 million (AZN 874)).

Commi{ment related to SCP Expansion

Shah Deniz PSA Contractor ‘Parties made the final investment decision on SCP Expansion project on
17 December 2013, SGP Expansion project objective isto expand the existing SCP pipeline system capacity.
Due to SCP expansion.additional facilities will. be constructed in Georgia for the purpeses of interconnection
with TANAP, The Group has the commitment to fund the. SCP Expansion project throughout the construction
and initial operationai phase.

The Group's share in the SCP. Expansion remaining construction budget through its subsidiary and associate
at 31 December 2018 was USD 20 million (AZN 34) {31 December2017: USD 103 million (AZN 175)).

Construction of TANAP

At the financial statement date, the Group has capital commitment to fund the construction of TANAP system.
The Group's share in the remaining budget for construction of TANAP system through its associate at
31 December 2018 was. USD 240 million (AZN 408) (31 December 2017: USD 795 miiflion (AZN 1,351)).

Construction of TAP

At the financial statement date, the Group has capital commitment to fund the construction of TAP system.
In jate 2018. TAP AG reached financial close underthe project financing, provided by a large group of financial
institutions. The Group acts as one of the guarantors.of the loan facilities for the 8.8% shares that it holds in
TAP AG and continues to provide required equity financing to TAP AG pro-ratato its equity share. The:Group's.
share in the remaining; budget for construction of TAP system through its associate at 31 December 2018 was
USD 25 million {AZN-42) (31 December 2017: USD 242 million (AZN 412)).

Commitment under the funding agreement with BOTAS (the “Funding Agreement”)

On26 May 2014 SOCAR and BOTAS signed Funding Agreement for financing BOTAS's 5 per cent shares in
TANAP A.S., upon acquisition of shares in TANAP A.$. by BOTAS. Following the sale of TANAP io SGC, on
13 March 2015, the Group signed novation agreement with SGC and BOTAS, where all rights and obligations-
under the Funding Agreement were transferréd from SOCAR to the SGC. Acceording to agreeameént with
BOTAS, the SGC has:cammitment for providing interest free loan to BOTAS for financing its § per cent share
in TANAP A:§’s future cash call requirements throughout-the Carry Period (as defined in the Funding
Agreement). '

SOCAR Gas Transportation Agreement (SOCAR GTA)
Based on this GTA, from gnd including the start date-SOCAR shall pay ta TAP AG thie amount of actual monthty

charge in relation of each booking of reserved capacity at each entry point ancl exit point at a price which is
calcuiated based on the formula established in the contract.
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38. Contingences, commitments and operating risks {continued)
Operating lease commitments

The Group's-certain joint operations and subsidiaries have entered.into.number of operating lease-agreements
which created commitments. At 31 December-2018, The Group has following operating lease commitments:

After one year

o Within but no later- More than
31 December 2018 one-year than five years five years
Shah Deniz PSA 58 101 2
ACG PSA 45 39 -
SOCAR Switzerland 23 59 123
SOCAR Trading 20 36 12
CDC _ 46 - -
Total 192 235 137

At 31 December 2017, The Group has following operating lease commitments;

After one year

_ Within but no later More than
31 December 2017 oneyear than five years five years
Shah Deniz PSA 30 39 -
ACG PSA 55 39 -
SOCAR Switzerland 21 48 106
SOCAR Trading 84 50 12
Total 190 176 118

39. Business combination, acquisition of non-controlling interests, acquisition of subsidiary which
is not.a business, goodwill and intangible asset with indefinite useful life

Acquisition of 100 per cent interest in APMT

According- to “Cperation Agreement signed between the Group and APM Terminalleri Liman Isletmeciligi
Anonim Sirketi (*"APMT") in 2043, the latter was appointed as the operator of Petlim port. APMT was
responsible for providing services in accordance with the terms and conditions set out in the operation.
agreement. The agreement provided APMT with the right to-use the infrastructure and maintain, manage and
repair the port. __On 27 December 2018, APMT terminated Operation Agreement which triggered penalty
payment to the Group by ultimate shareholder of APMT. The Group and former owner (*Owner”} of APMT
negotiated exit route and potential settlement options of penalty amount. ‘As.a result, parties agreed to
determine penalty amount as fair value of APMT business -and settle penalty by transferring APMT to the
Group. Thus, the Group recognized penalty receivable of AZN 170 (Note 30) at transaction date.
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39. Business combination, acquisition of non-controlling interests, acquisition of subsidiary which
is not a business, goodwill and intangible asset with indefinite usefut life {Continued)

Acquisition of 100 per cent interest in APMT {continued)

This transaction was recognized as an acquisition of new business in accordance with IFRS 3. At the date of

acquisition, the Group applied provisional accounting and the fair values of identifiable assets and liabilities

arising from the acquisition were identified as following:

Provisional fair
value recognized

for transferred
asset and
Note liabilities
AZN
Assets
Property, plant-and equipment 15 98
Intangible assets 16 58
Cash _ 55
Trade and other receivables 23
234
Liabilities _
Trade and other payables 19 {47)
Deferred tax liabitities 33 {17)
(64)
Total net assets at fair value 170
Purchase consideration transferred (170}

The transactions resulted in net cashiinflow in the:amount of AZN 55. The cash outflow as a result of acquisition
was nil.

Prior to acquisition, the Group recognized deferred income balance of AZN 51 with APMT regarding the right
of use of the port for the future years, At the date of acquisition, deferred income was released to profit or ioss
statement of the Group as a settlement of pre-existing relationship {Note 30).

Acquisition of 160 per cent shares in retail service chain networkin Austria

On 28 February 2018 the Group acquired 100-per cent control over four business units which are network -of
gas and petrol stores located in Austria. The Group considered this acquisition as an opperiunity te expand its
petrel station network into'an adjacent geography at an attractive raté of return.

This transaction was recognized as acquisition of new business in accordance with IFRS 3. As a résult of

purchase price allocation fair value of net identifiable assets of acquired business units was determined as
equal to the consideration transferred for this acquisition of AZN 56,

a4



State. Qil Company of the Azerbaijan Republic Notes to the consalidated financial statements for 2018

(Amounts presented are in millions:of Azerbaijani Manats, unless otherwise stated)

38. Business combination, acquisition of non-controlling interests, acquisition of subsidiary which
is not a business, goodwnl and intangible asset with indefinite useful fife {continued)

Acquisition of 100 per cent shares in retail service chain network in Austria {continued)
The fair values of the assets and liabilities as at'the date of acquiSitic_n;.are-pr_esenfed helow:

Fair value.
recognized
on acquisition of
control over new
Notes business units _

Assets

Property, plant and eguipment 15 101
Intangible assets 16 1
Inventcries 7
Trade and ather receivables 15
Other current financial assets 3
Total assets’ 137
Liabilities

Long-term borrowings _ (32)
Deferred tax liabilities 33 (11)
Trade and other payables 19 (29)
Other current financial liabilities (9)
Total liabilities 81)
Total net assets at fair value 56
Purchase consideration transferred {56)*

i

There was cash outflow in the amount of AZN 56-as.a result of acquisition.

From the date.of acquisition, newly acquired business units have contributed AZN 303 of revenue and AZN 2
loss ta the net profit before tax from the continuing operatlons of the Group If the acquisition had taken place
at the beginning of the year, the Group's revenue from continuing operations would have been AZN 111,255
and the profit before tax from continuing operations for the period would have been AZN 2,219.

Acquisitions in 2017
Acquisition of 10 per cent interest in Absheron PSA

On 23 June 2017, contractor parties to. Absheron PSA, the Group, TOTAL Absheron and Engie signed Deed
of Assignment whereby Engie withdrew from PSA and assigned its.20 per cent participating. interest to other
parties for free of charge. As a result of transaction the Group s participating interest increased to 50 per gent.

The Group applied acquisition method to accounting for the increase in partlmpatmg interest in Absheron PSA
which constitutes a business. As a result of provisional purchase price allceation, the Group recognized
acquired oil and gas property at fair value of AZN 48 and respective gain within other operating income.

On Cctober 2018, the valuation was completed and the acquisition date fair value of acquired oil and gas’
property did not differ-from provisional value which was.used in financial statements as of 31 Decemiber 2017.

Accounting of 80 per cent shares in UBEP

SOCAR Umid LLC (*Umid" or “JV”) was joint venture between the Group and Nobel Oit with ownership interest
of 80 per cent and 20 per cent, respectively. Main objective of Umid was. exploration, development and
production of Umid field. Despite of the commencement of production phase, Umid did not have licence for
sale of gas and condénsate. o

Shareholders of Umid decided to restructure joint venture and establish joint operation that would be party to
Risk Service Agreement ("RSA”) dated oh 12 January 2017, which was ratified by the Parliament on 2 May
2017.
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39. Business combination, acquisition of non-controlling interests, acquisition of subsidiary which
is not a business, goodwill and intangible asset with. indefinite useful life: {continued)

Accounting of 80 per cent shares in UBEP {continued)

QOn 7 August 2017, based on. Share Swap Agreement, parties transferred all assets and liabitities of Umid
(except for property, plant and equipment) to the Group. PPE of JV was transferred for use of UBEP. SOCAR
and Nobel Oil continued their operations in UBEP with ownership interest 80 per cent and 20 per cent,
respectively.

This transaction was recognized as “acquisition of joint aperation that is business” in accordance with. [FRS 3
and IFRS 11. Excess amount of fair vallie of net identifiablé assets of UBEP over fair value of assets
transferred was recerded as a'gain on bargain transaction in the amount of AZN 84. _
Fair value of
80 per cent
Note shares in UBEP

Assets _

Group’s share-in property, plant and-equipment 15 401
Group's share in intangible asset ~ licence 16 1056
Total identifiable net assets at fair value 506
Fair value of assets transferred _ _
Fair value-of acquirer's previously held-equity interest in JV 561
Less: fair value of assets and liabilities of JV transferred to the Group {139)
Total transferred assets at fair value 422
Gain on bargain transaction 84

There were no cash outflows as a result mentioned transactions and the transactions fesulted in cash inflow
in the armount of AZN 13.

As mentioned above, according to the Share Swap Agreement, all assets and liabilities of Umid, except for
property plant and equipment, transferred to the Group. The Group accounted for this transfer af fair value as
an adjustment to transferred assels,

The Group re-measured previously held equity interest in Umid to fair value and recognized it as part of assets
transferred:

Note:
Fair value of investment in JV at transaction date 561
Carrying value of investment in JV at transaction date _ 304
Gain on re-measurement to fair value of investment in JV 30 257

Acquisition of additional shares in ACG PSA

Up to 20 November 2017, AzACG managed SOCAR's-11.65 per cent participating interest in the Agreement
on the Joint Deveiopment and Production Sharing forthe:Azefi and Chirag Fields-and the Deep Water Portion
of the Gunashli Field in the Azerbaijan Sector of the Caspian Sea (the "ACG PSA", which was enactedby the
legislature of the Azerbaijan Republic giving it the full force of law in the Azerbaijan Republic and which became
effective on 12 December 1984 with a 30-year validity.

On 20 November 2017, ACG PSA was amended and restated whereby AzZACG's interest in the PSA increased
by 13.35 per cent which became effective from 1 January 2018: No consideration was paid by the Group for
the acquired shares.

ACG PSA Contractor Parties signed ATD on 14 September 2017 and agreed fo compensate the Group forthe.
difference between its initial participating interests of 11.65 per cent and adjusted participating interests of
25 per cent related fo 2017 activities. As a result, the Group has a right to 25 per cent share of revenué and'is
liable for 25 per cent of expenses for the period from 1 January 2017 to 31 Decerber 2017. The Group
recognized receivables from ACG PSA Contractor Partigs in the amount-of AZN 578 (USD 339 million).
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39. Business combination, acquisition of non-controlling interests, acquisition of subsidiary which
is not a business, goodwill and intangible asset with indefinite’ usefu! life (continued)

Acquisition of additional shares in ACG PSA (continued)

As per-amended and restated ACG PSA agreement, increase in participation interest of the Group to
25 per-cent was to the detriment of partfmpatlon interest of ACG PSA Contractor Parties. The right to extension
of the PSA was granted to ACG PSA Contractor Parties by the Government and effectively, the Group's
interest in PSA increased. Ultimately the Group acquired additional interest in ACG PSA in the transaction
under common control 6f the Governmiernt without transfer of any consideration. The Group’s accounting policy
is to accaunt for such transactions at fair value with difference between consideration amount and fair value
of acquired asset recognized within eqmty as APIC.

Fair values of the assets and liabilities related to, acquired 13.35 per cent interest in ACG PSA are presented
batow:
Fair value.
recognized
on acquisition
of additional
interest.in
Note ACG PSA

Assets _
Property, plant and equipment 15. 3,059
Receivable from contractor parties. 578
Inventory 84
Trade and other receivables 2
3,723
Liabilities
Trade ard other payables (57)
Asset retirement obligations (293)
{350)
Total net assets at fair value 3,373

Goodwill and intangible assets with indefinite useful lives

For impairment testing goodwill acquired through.business combinations and intangible assets with indefinite
useful lives were allocated to CGUs at 31 Decembei 2018 and 2017 as following:

SOCAR. SOCAR _
Trading. Switzerland Petkim UBEP Other
2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
Goodwill 106 106 115 116 83 88 - - 17 17
Trade name - - 7 - 23 33 - - - -
Licence’ - - - - - - 105 105 - -
Movement in the carrying amount of:goodwill was as follows: _
2018 2017

Carrying amount at 1 January 327 342
Translation difference (28) (15)
Carrying amount at 31 December 301. 327

The carrying amounts of goodwill -as of 31 December 2018.and 2017 include an accumulated goodwilt
impairment of AZN 3.
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39. Business combination, acquisition of non-controlling interests, acquisition of subsidiary which
is not a business, goodwill and intangible asset with indefinite useful life (continued)

Testing of the carrying value of goodwill and trade name related to Petkim

The carrying value of the goodwill and Petkim trade name at 31 December 2018 has been tested for
impairment through comparison with its recoverable amotuint, Recoverable @mount has been determined in the
amount of AZN 3,539 based on the value-in-use Galculations of Petkim, Pre-tax cash flows projections used
for this purposé are based on financial budgets approved by management covering 10-year period. Cash flows
for 10-year period are based on existing long-term contracts with duration until 2028. Cash flow projections
beyond 10-year period are extrapolated by the terminal growth rates of 2 per cent.and then discounted to their
net present value, The followmg key assumptions were used for impairment test of the goodwill:

The valuation exercises are highly sensitive to the WACC, which was takén into account by the Group as
11.4 per cent during forecasted period of 10 years.

As arésult of the test performed, no-ithpairment-has beén identified.

A sensitivity analysis is condueted by changing the assumptions used'in the estimation of Petkim carrying

armodunt of the value in use in refationr-to the key parameters that are described below:

> if the estimated discount rate used in the calculation had been 0.4 per cent higherlower than
management's estimate; the value in use would have been AZN 175 lower / AZN 192 higher, respectwe[y,

> [f the terminal growth rate Used in the calculation had been 1 per cent highér/lower than management's
estimate, the value in use would have been AZN 151 higher 7 AZN 134 lower, respectively.

As a result of the sensitivity analysis, no impairment charge was identified.
Testing of the carrying value of goodwill related to acquisition of SOCAR Switzerland

The carrying value of the goodwill at 31 December 2018 has been tested for |mpa|rment through comparison
with its recoverable amount. Recoverable amount has been determined based on the value-in-use calculations
of SOCAR Energy Switzerland GmBH and its subsidiaries as AZN 853 as of 31 December 2018. Pre-tax cash
flows projections used for this purpose are based on-annua! business plan approved by management covering

5-year period. Management believes that the underlying cash flows projections represent agcurate and reliable
forecast. Gash flow projections beyond 5 year period are extrapolated by terminal growth rates of 1.5 per cent
and.then discounted to their net present valug, applying WACC, used as a discount rate of 6 per cent. As a
result of the test performed, no.impairment has. been identified. Valuation exercise is highly sensitive to WACC.
and terminal growth rate:

If the estimated discount rate used in the calculation had been 1 per cent higher/lower than management's
estimate, the value in use would have been AZN 155 lower / AZN 245 higher, respectwely

If the terminal growth rate used in the calculation had been 0.25 per cent higher/lower than management's.
estimate, the value in use would have been AZN 42 higher / AZN 37 lower, respectively.

As aresult of the sensi't?vit_y-analysis.: ne impaifment charge was identified.
Testing of the carrying value of goodwill related to acquisition of SOCAR Trading

The carrying value of theé goodwil! attributable to the-acquisition of SOCAR Trading at 31 December 2018 has
been tested for impairment through comparison with its recoverable amolint. Recoverable amount has begn
determined based on the value-in-use calculations of SOCAR Trading and its subsidiaries as AZN 1,050 as.of
31 December 2018. Cash flow projections used for this purpose are based on financial forecast approved by
management covering 5-year period. Cash flows for that period are based on existing.and riew ‘projects and
discounted to their net present value. Management believes that these. cash flow projections represent
accurate and realistic forecast. Cash flow projections beyond 5-year pericd have terminal growth rate of
1 per cent. The foliowing key assumptions were used for impairment test of the goodwill:

S Valuation exerciseis sensitive to the WACG, which was taken into account by the Group, as 12 pér cent;
. Valuation is also sensitive to terminal growth-rate which is taken into acgount by the Group as 1 per cent.
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39. Business combination, acquisition of non-controlling interests, acquisition of subsidiary which
is not a business, goodwill and intangible asset with indefinite useful life {continued)

Testing of the carrying value of goodwill related to acquisition of SOCAR Trading {continued)

As a result of the test performed, ne impairment has been identified.

If the estimated discount rate used in the calculation had been 0.25 per cent higherflower than management's
estimate, the value in Use would have been AZN 23 lower [ AZN 24 higher, respectively.

If the terminal growth rate used in the calcuiation had been 0.25 pér cent higherflower than management's
gstimate, the value in use would have been AZN 10 higher / AZN 10 lower, respectively.

As a result of the sensitivity analysis, no impairment charge was identified.

Testing of the licence related to UBEP

The license of UBEP-gives right to the Group to produce and sell natural gas and condensate of Umiid field
and expioit Babek field. Carrying value of license at 31 December 2018 has been tested for impairment through
comparison with its recoverable amount. Recoverable amount has been determined based on the value-in-
use calculations.of UBEP as AZN 828 as of 31 December 2018. Cash flow projections used for this purpose
are based on production profile of thefield which is 24 years. As a result-of the test performed, no impairment
was identified.

The valuation exercises are sensitive to the change in WACC, which was taken into account by the Group, ‘as
14.24 per cent throughout the projection period.

If WACC used in the calculation had been 1 per cent higher/iower than management's estimate, the value in
use would have been AZN 28 Jower / AZN 30 higher, respectively. As a resuit of the sensitivity analysis, no
impairment was identified. '

40.  Material partly-owned subsidiaries

Financial information of subsidiaries that have material non-controlling interesis is provided below:

Proportion of equity interest heid by non-controlling interests;

Country of Country of
Name incorporation operation 2018 2017
Petkim 3 Turkey Turkey 49% 49%
Star GuIf FZCO UAE Azerbaijan 20% 20%

Accumulated balances of material non=controliing interests:

Name 2018 2017
Petkim 927 1,258
Star Gulf FZCO 18 33

Profit allocated to material non-controlling interests:

Name 2018 2017
Petkim _ 132 299
Star Gulf FZCO 11 49

The summarised financial information of these subsidiaries. is provided below. This information is based on
amounts before inter-company eliminations:
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40, Material partly-owned subsidiaries {continued)

Sumimarised statement of profit or loss and other comprehensive income for 2018:

Petkim Star Gulf FZCO

Revenue 3,358 110
Cost of Sales _ (2,815) (58)
‘General and administrative expenses (93) &)
Distribution expenses (28) -
Other operating income 169 10
Other operating expense (189) -
Firance income 868 -
Finance costs (941) -
Foreign exchange loss - (4)
Profit before tax 329 57
Income tax expense {60) {4)
Profit for the year from continuing operations 269 53
Other comprehensive loss to be reclassified to profit or loss in

subsequent periods - currency translation differences (743) (26)
Total comprehensive (foss)income {474) 27
Attributable to nion-contralling interests (233) 5
Dividends declared to noi-controlling interests. 85 20

Summarised statement of profit or loss and other comprehensive income for 2017

Petkim Star.Guli FZCO

Revenue 3474 223
Costof Sales (2,636} (69}
Gengral and administrative expenses (101} {1
Distribution expenses (28) -
Other operating income 131 91
Other operating expense (84) -
Finance income 3086 -
Finance costs (322) -
Foreigh exchange gain - &
Profit before tax 740 250
Income tax expense- (128) (7).
Profit for the year from contiiiuing operations 612 243
Other comprehensive ioss to be reclassified to profit or loss in .

subsequent periods — currency translation differences (279) {10}
Total comprehensive income 333 233
Attributable to non-controlling interests- 162 47
Dividends declared to non-controlling interests 138 101
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40. Material partly-owned subsidiaries (continued)

Summarised statement of financial position as at 31 December 2018

Current assets

including:

Cash and.cash equivalents
Tratle and othér receivables
lnaventories

Other current assels

Non-current assets
including:

Property, plant and equipment
intangible assets '
Other non-current assefs

Current liabilities

including: _

Short-term borrowings and current portion of iong-term borrewings
Trade and other payahles

Non-current liabilities

including:

Lang-term borrowings

Deferred income:

Other provisions for liabifities and charges
Deferred tax liabilities

Total equity

Attributable to:
Equity holders. of parent
Non-controlling interests

Summarised statement of financial position as-at 31 December 2017:

Current assets

including:

Cash and cash equivalents
Trade and other receivables
inventories

Qther current assets

Non-current assets
including:

FPropery, plant and edquipment
Intangiblg-assels

Other non-current assets

Current liabilities

including:

Short-term borrowings and current portion of long-term borrowings
Trade and other payables

‘Non-current liabilities -

including:

Long-term bofrowings

Deferred income

Other provisions for liabilities and charges:
Deferred tax habilities

Total equity

Attributable to:
Equity holders’of parent
Non-controlling interests

Petkim Star Gulf FZCO
2,571 226
967 130.
385 49
366 2
853 45
2,145 7
1,759 8
232 1
{1,240) (145)
{480) -
(760) {145)
{1,582) -
(1,383) -
(57) -
(34) -
(108) -
1,894 88
966 70
928 18
Petkim Star Guif FZCO
1,895 336
857 226
790 48
404 2
44 60
2,588 8
2,083 7
333 "
172 -
{1,056} (181)
(362) -
(694) (181)
(866) -
(607) -
(61) -
(46) -
{152) -
2,561 163
1,306 130
1,255 33
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40. Material partly-owned subsidiaries {continued)

Sumimarised.cash flow information for year ended 31 December 2018:

Petkim Star Guilf FZCO

Operating 478 80
Investing (888) {3)
‘Financing 832 (168)
Net foreign exchange differerice on cash and cash equivalents 137 -
Net increase/{decrease) in cash and cash equivalents 559 {(91)
‘Summarised cash flow information for year ended 31 December 2017:

. Petkim Star Gulf FZCO
Operating 553 304
Investing (361) 39
Financing. _ (95) (394}
Net foreign exchange difference on cash and cash equivalents (5) -
Net increase/{decrease) in cash and cash equivalents 92 {51)

41. Events after reporting date
New loans

Subsequent to reperting pericd, the Group obtained new long-term and short-term loans in the amount of AZN
726 {USD 427 million) and AZN 60 {(GEL 97 million), respectively from international banks.

Loan repayments

During subsequent period, the Group repaid its outstanding loans in the amount of AZN 150 (USD 88 million)
and AZN 88 (GEL 142 million) to several international banks.

Additional Paid in Capital

During subsequent period, additional paid in capital was increased in the amount of AZN 254 of which AZN 80
was registered to charter capital.

Change in tariff

According to the decree of Tariff Committee, of the Azerbaijan Republic dated 30 April 2019, gas limit for
population group was raised from 1700 m3 to 2200 m3.

Letter of Credit

During subsequent- period, the Group acquired a new letter of credit in the arhount of AZN 213 (USD 1286
million).

Business acquisition

On 29 January 2019, share and purchase agreement was signed between STEAS and EWE
Aktiengesellschaft in relation to the acquisition of 100 per cent shares in EWE Turkey Holding Anonim Sirketi.
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