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Managing Director’s statement 
 
The Bank’s financial year can be split into two distinct phases.   
 
During the first nine months of the year the Bank pursued its strategy of organic growth, building on the 
solid foundations achieved in the previous year and I am pleased to report that the 41.5% increase in 
the full year’s pre tax profit is testament to the success of these efforts. The Bank was able to benefit 
from the sustained growth in the Iranian economy buoyed by high oil and gas prices. At the same time 
the Bank is on course to fully implement the European Union Capital Requirements Directive, also 
known as Basel II, on 1 October 2007. This project has further enhanced the Bank’s risk recognition 
and capital management processes. 
 
It is therefore with great regret that I have to report that during the fourth quarter of the financial year 
the operating environment for the Bank became increasingly difficult due to external political actions 
completely outside its control.   
 
On 9th January 2007 the US Treasury designated Bank Sepah, Iran as a supporter of weapons of 
mass destruction.  At the same time the Bank was similarly designated as a related party.  The 
immediate effect was that the Bank was no longer able to remit or receive US Dollars.  With the support 
of its correspondents and customers the Bank was able to manage this unexpected unilateral action 
without compromising at any time its regulatory requirements for liquidity or capital adequacy.  
Following this announcement there was intense press speculation that there was a strong probability of 
the Bank being similarly designated by the UN Security Council under a new resolution.  Therefore 
during March 2007 a decision was taken to liquidate certain assets and to repay certain liabilities of the 
Bank.  This decision was purely aimed at protecting the interests of as many of the Bank’s customers 
as possible and in turn led to a material decrease in the balance sheet footings. 
 
On 24th March 2007, the United Nations Security Council adopted Resolution 1747 in relation to Iran. A 
number of individuals and entities were designated under Resolution 1747, including Bank Sepah 
International Plc and Bank Sepah, Iran. 
 
In the United Kingdom financial sanctions in relation to Iran, including any new designations by the 
Security Council, are given effect by the Iran (Financial Sanctions) Order 2007 (Iran Order). The 
financial restrictions in the Iran Order have applied to the Bank from 24 March. Subject to certain 
exceptions and any licence granted by H.M. Treasury, all funds and economic resources owned, held 
or controlled by a designated person such as the Bank are frozen and it is prohibited to make funds or 
economic resources available, directly or indirectly, to or for the benefit of the designated person.  
 
The Treasury has granted a licence to allow any person to make payments due under any contract, 
agreement or obligation with the Bank provided that:  
 

• the contract, agreement or obligation was concluded or arose before 24 March 2007, and; 
• payment is made into a frozen account.  

 
A “frozen account” means an account held or controlled by a designated person. 
 
Since this time HM Treasury has been considering licensing arrangements in relation to payments due 
from the Bank.  On 17 April 2007 a licence was issued authorising the Bank to make payments in 
accordance with UN Security Council Resolution 1747, including payments to its staff, its suppliers and 
to depositors holding accounts with the Bank.  The terms of this licence are limited and depositors and 
suppliers should contact the Bank for further details.  The licence applies appropriate safeguards, 
including independent supervision and control of payments, to ensure that only permitted payments are 
made.   
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On 20 April 2007 HM Treasury issued a notice to the effect that a third-party is not in breach of the 
prohibitions in the Iran Order if it presents Bank Sepah International Plc with a letter of credit, bill of 
lading, bill of sale, document providing evidence of an interest in funds or financial resources or any 
other instrument of export financing provided that the document in question relates to a contract 
entered into before 24 March 2007. 
 
The Bank’s conservative risk policies and the extremely strong capital base have allowed it to continue 
operating under the limited licences available. However, the above mentioned actions have severely 
disrupted its ongoing operations and every effort is being made to minimise the effect of these 
disruptions on the Bank’s customers and suppliers. The Bank is working closely with its regulator, the 
FSA, and HM Treasury to achieve these aims. 
 
The Bank strongly disagrees with the basis on which it has been designated by the UN Security 
Council and, with the assistance of its advisers, is petitioning to seek a de-listing and all efforts are 
being made to return the Bank to its previous status and commercial success as soon as possible. 
 
The timing of sanctions being lifted is unknown, however the Bank will continue to operate under the 
licences granted by HM Treasury. 
 
I would like to take this opportunity to express my gratitude for the extraordinary support provided to the 
Bank by the board of Bank Sepah, Iran and Bank Markazi without which it would not have been 
possible to continue operations in such extreme circumstances. 
 
Finally, I would like to recognise the efforts of the management and staff of the Bank for their diligence, 
hard work and adaptability in achieving such commendable results in a period of such uncertainty. 
 
 
Mohammed Reza Fatemi 
Managing Director 
23rd May 2007 
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Financial highlights 
 
 
In the year ended 31 March 2007, the Bank’s profit before tax amounted to US$30.7m, a 41.5% 
increase over the year ended 31 March 2006.   

 
 

 2007  2006 

 US$ ‘000  US$ ‘000 

Net interest income 31,396 
 

 19,784 
Net fees and commission income 9,035   6,052 
Foreign currency profit and other income  1,768  5,619 
Operating income 42,199  31,455 

Administrative expenses (11,483)  (9,749) 
Profit before tax 
 

30,716  21,706 

 
 
 
Net interest income increased by 58.7% compared with last year, mainly due to the increased activities 
of our discount book. An injection of new capital funds of $33 million in May 2006, as part of the $48 
million increase in share capital, enabled us to book record levels of discounting during the year. This 
was complemented by an increased level of discount sales which in turn allowed an additional increase 
in our discount book. 
 
The Bank continued to focus on developing its loan and trade-related business, resulting in a 49.3% 
increase in net fees and commission income. This increase was primarily in respect of commitment and 
participation fees. 
 
Foreign exchange profits were significantly less than the exceptional result of the previous year. 
 
Administrative expenses increased by 17.8%, due largely to the effect of the continued weakening of 
the US Dollar against Sterling throughout the year. 
        
There were no further impairment losses during the year on loans and advances as a result of a 
concentrated effort by the Bank to improve its asset quality and to reduce its exposure to unsecured 
corporate counterparties. 
  
    
Capital ratio 
    
The Bank continues to focus on maintaining a robust capital ratio and accordingly increased the equity 
share capital to $150 million in May 2006. This increase allowed the Bank to continue to expand its 
asset base during the year and build on the excellent performance achieved during the previous year. 
In view of an anticipated United Nations resolution the Bank liquidated certain assets during March 
2007, as referred to in the Managing Director’s statement , and this had the effect of further enhancing 
the Bank’s risk asset ratio as at 31 March 2007 which stood at 67.9% ,compared to 39.6% at 31 March 
2006. 
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Financial highlights (continued) 
 
Performance summary 
 
           IFRS         UK GAAP 

 2007 2006 2005 2004 2003 

 US$m US$m US$m US$m US$m 

 Total income 
 

42 31 22 21 15 
  Costs (11) (9) (10) (8) (5) 

 Provision for bad and doubtful debts    (11) (13) 
 Profit before taxation 31 22 12 

 
2 (3) 

 Taxation (10) (7) (4) (1) 1 
 Profit after taxation 21 15 8 1 (2) 
       
 Subordinated loan  60  60  60  60 

 
 60 

 Shareholders’ funds                        171  117  101  61  59 
 Total capital resources   
  

231  177  161  121  119 
      
 Deposits by banks 297 1,168 893 684 670 
 Customers’ accounts 12 151 148 272 273 
 Debt securities 123 298 

 
185 179 105 

 Loan and advances to banks 146 1,043 909 784 805 
 Loans and advances to customers 152 135 77 88 122 
 Total assets 
 

563 1,512 1,210 1,082 1,067 
      
 Capital ratios                                       
    total capital to total risk- weighted assets 67.9% 39.6% 33.2% 31.2% 30.6% 
    Tier 1 capital to total risk- weighted assets 44.1% 22.8% 17.8% 15.6% 15.3% 

    total equity to total assets 26.6% 6.6% 5.6% 5.6% 5.6% 
      
 Return on average equity                    
    profit before taxation 21.4% 22.1% 20.8% 3.4% (5.0)% 
      
 Return on average total assets      
    profit before taxation 
 

2.1% 2.0% 1.3% 0.2% (0.3)% 
 Cost / income ratio 27.2% 31.0% 43.8% 38.5% 34.0% 
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Business review  
   
Credit operations 
 
The Bank’s credit risk policies and its credit risk appetite are set by the Board and are monitored and 
implemented through the Bank’s credit committee.  During the year the Bank continued its policy of 
taking a conservative approach to credit risk by concentrating on lending to high quality financial 
institutions and fully secured lending. Between February and March 2007 there was considerable 
press speculation (both in the United Kingdom and overseas) as to whether the United Nations 
would add the Bank to its list of entities under resolution 1747.  In order to protect the interests of all 
of its depositors a decision was taken to realise a significant proportion of the Bank’s assets and to 
settle certain obligations.  At the same time the Bank sought to maintain adequate liquidity and to 
maintain the exposure to credit risk within its credit risk appetite.  As a result the year-end asset 
portfolio was not reflective of the average asset portfolio over the year.   
 
 

 
 

Asset Portfolio by Sector 31 March 2006 
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Business review (continued) 
 
During the period up to 24 March 2007 the Bank’s core business continued to comprise of Iranian 
banks and parastatals.  During this period overall country exposures were controlled and diversified, 
with the emphasis on maintaining the majority of non-Iran exposures in lower risk regions.  However 
following the material reduction in the level of assets during the period immediately prior to the adoption 
by the UN Security Council of Resolution 1747 the level of diversification of country risk reduced but the 
concentration levels remained acceptable with no exposure to any one country exceeding 35% of the 
asset portfolio. 
    

 

 
 
 
No new specific provisions were raised during the year.   
 
Since 24 March 2007 no new long-term loans have been granted and the Bank will continue to collect 
payments from its debtors as they fall due in line with HM Treasury licences. 
 
 

Asset Exposure by Region 31 March 2007 
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Business review (continued) 
 
Loans and Trade Finance 
 
A significant increase in revenue of 73% was achieved by the department during the year. All business 
activities increased and as a result of developing relationships with new counterparties, sales of risk 
increased greatly, which in turn allowed a corresponding increase in our discounting. Our syndicated 
loan book was on average 72% up from the previous year. 
 
The higher level of turnover in the discount market and the greater participation in syndicated loans 
made possible through an increase in share capital resulted in large increases in commitment and 
participation fees and were also the main factor in the increase in net interest. 
 
 
Documentary credits 
 
Business volumes within this sector of the Bank continued to grow during the year and produced an 
increase of 36% in revenue over the prior year.  
 
 
Treasury operations 
 
The treasury department continued to fulfil its key responsibility of managing the Bank’s funding and 
liquidity.  In doing so it ensured that on a daily basis the bank had sufficient liquidity to meet its 
payments as they fell due. 
 
 
Risk management 
 
In the normal course of business the Bank assumes a variety of risks.  During the year, and until 24 
March 2007, these risks were identified, assessed and managed within the control environment of 
the Bank.  Ultimate responsibility for risk management and control lies with the Board of Directors. 
      
The Board of Directors defines the overall risk appetite, risk policies and authority limits.  The day-to-
day responsibilities of risk management are undertaken by three operating committees : the Credit 
Committee, the Asset and Liability Committee (“ALCO”) and the Executive Management Committee.  
These committees are responsible for managing risks and policies as well as for monitoring 
delegated authorities. 
 
Following the designation of the Bank by the UN Security Council on 24 March 2007 the assets of 
the Bank have been frozen and it has operated under limited licences issued by HM Treasury after 
consultation with the UN.  This action has severely curtailed the Bank’s ability to effectively manage 
a variety of day-to-day risks although every effort continues to be made to mitigate as far as possible 
exposures to adverse risks.  The Bank’s solid capital base and its previous policy of conservative 
risk management has allowed it to continue operating under the limited licences despite the extreme 
circumstances in which it finds itself. 
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Business review (continued) 
 
Compliance and Anti-money laundering 
 
The Bank carefully monitors that all its activities are compliant. All staff joining the Bank undertake 
compliance induction training and attend, with existing staff, frequent compliance training, as part of the 
Bank’s strong compliance culture.  
 
Compliance and controls are regularly audited by the Bank’s internal audit function which is outsourced 
to Deloitte & Touche LLP. The Audit Committee reviews compliance within the Bank and seeks 
confirmation that compliance is of a high standard. 
 
Money laundering prevention is taken very seriously by the Bank. Measures to combat money 
laundering are enforced in effective policies and procedures throughout the Bank. In line with the 
Money Laundering Regulations staff are regularly trained in anti-money laundering techniques.  
 
Through the customer due diligence procedures and by regular monitoring of transactions and 
documentation, staff are vigilant in the fight against money laundering. Suspicions of money laundering 
are reported, as soon as practicable, to the Serious Organised Crime Agency. 
 
The Bank is continually reviewing and evolving its anti-money laundering policies, procedures and staff 
training. Emphasis is placed on a risk-based approach whereby the Bank manages its risks and 
maximises the effectiveness of its internal system of controls.  
 
 
Capital Requirements Directive ( Basel II ) 
 
The Bank’s regulator, the UK Financial Services Authority (“FSA”), is implementing the EU’s Capital 
Requirements Directive (“CRD”) for all FSA regulated banks. The provisions were implemented on 1 
January 2007 although there are transitional rules that allow banks to defer some aspects of the new 
rules until 1 January 2008. Banks will have to implement CRD in full on or before 1st January 2008 on a 
timetable agreed with the FSA.  The Bank has applied to the FSA for approval to adopt CRD in full with 
effect from 1st October 2007 to coincide with the Bank’s half year. 
 
The Bank views CRD (Basel II) as an opportunity to improve the way in which it carries out its business 
rather than just being a matter of regulatory compliance.  The implementation project is well advanced.  
These activities will enhance the Bank’s ability to measure and monitor the risks that it is facing and 
provide a focus on improving its allocation of resources to its most valuable activities.  As part of the 
project the Bank has invested in additional information technology software to assist in meeting its 
objectives. 
 
An Internal Capital Adequacy Assessment Procedure has been drafted as part of the CRD 
requirements.  This revised risk framework will be adopted by the Bank and will promote a prudent and 
responsible approach to the management of its capital within a risk sensitive environment. 
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Corporate governance 
 
The Bank is committed to high standards of corporate governance and business integrity in all its 
activities. 
 
 
Board of directors 
 
The Board is the principal decision-making forum for the Bank. It has overall responsibility for 
leading and controlling the Bank and is accountable to its shareholders for financial and operational 
performance. The Board approves strategy and monitors performance. 
 
All directors participate in discussing strategy, performance and the financial and risk management 
of the Bank. Meetings of the Board are structured to allow open discussions. 
 
 
Board balance and independence 
 
The Board currently comprises three executive directors and three non-executive directors. The 
directors provide the company with the knowledge, mix of skills, experience and network of contacts 
required. The Board committees consist of directors and senior management with a variety of 
relevant skills and experience to ensure no undue reliance is placed on any individual. 
 
 

Information 
 
All directors receive complete and timely information on all relevant matters. Any requests for further 
information or clarification are co-ordinated by the Company Secretary. New directors receive a 
formal induction, including meetings with senior management. 
 
 
Audit Committee 
 
The members of the Audit Committee are the three independent non-executive directors. The Audit 
Committee holds at least four meetings each year. 
 
The Audit Committee is responsible for: 
 

• assisting the Board in discharging its responsibilities and in making all relevant disclosures in 
relation to the financial affairs of the company; 

 
• reviewing accounting and financial reporting and regulatory compliance; 

 
• reviewing the systems of internal control, and 

 
• monitoring the processes for internal audit, risk management and the external audit. 

 
The Audit Committee undertakes an annual evaluation of the independence and objectivity of the 
external auditors and the effectiveness of the audit process, taking into consideration relevant 
professional and regulatory requirements.  

 
The Audit Committee makes recommendations to the Board in relation to the remuneration and the 
terms of engagement and the re-appointment by the shareholders at the Annual General Meeting of 
the external auditors, RSM Robson Rhodes LLP. 
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Directors’ report 
         
The directors present their annual report and the audited financial statements of Bank Sepah 
International plc for the year ended 31 March 2007. 
   
   
Principal activities and business review 
   
The company is a commercial bank and a wholly-owned subsidiary of Bank Sepah. The company is 
authorised and regulated by the Financial Services Authority under the Financial Services and Markets 
Act 2000. The principal activity of the company is the provision of banking and related services.   
 
On 24 March 2007 the United Nations Security Council adopted Resolution 1747 in relation to Iran.  
Under this resolution the Bank was listed as a designated entity.  Since that time the Bank has been 
operating under limited licences granted by HM Treasury. 
   
In the normal course of business the focus of the Bank is on providing banking and financial services to 
customers with extensive business interests in the Islamic Republic of Iran and the Middle East. With 
the emergence of increased trade between Iran and other countries in the Middle East, the Bank 
provides finance to a range of businesses in the region. The Bank has access to Bank Sepah’s 
extensive network of over 1,700 branches in Iran and its branches in major European cities, giving its 
customers outside of Iran access to Iranian contacts.  
 
A review of business is provided under Financial highlights and Business review on pages 4 to 9. The 
directors measure the Bank’s performance against benchmarks set by the Board at a challenging yet 
realistic level. These key performance indicators include return on assets, return on capital employed 
and cost/income ratios and are given on Page 5.  
 
The main risks faced by the Bank are credit, currency, interest rate, liquidity and operational risk. The 
Bank’s approach to the management of these risks and indicative exposures are given in Note 27. 
 
 
Results and dividends 
    
The results for the year are set out in the Income statement on page 16.  The profit after tax for the 
year ended 31 March 2007 amounted to US$21,061,000 (2006: US$15,073,000).  
 
The directors do not propose payment of a dividend. 
 
 
Directors and directors’ interests 
   
The Directors who held office during the year were as follows: 
 
Mr A Derakhshandeh Chairman (resigned on 26 March 2007) 
Mr M R Fatemi Managing Director 
Mr G R Taheri Executive Director 
Mr M Homayouni Executive Director 
Mr R England Non-executive 
Mr B Constant Non-executive 
Mr D Swanney Non-executive 
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Directors’ report (continued) 
 
None of the directors who held office at the financial year end had any beneficial interest in the share 
capital of the company. No rights to subscribe for shares in the company has been granted to, or 
exercised by, any director or member of his immediate family during the year. No director had a 
material interest at any time during the year in any contract of significance, other than a service 
contract, with the company. 
 
Future developments 
   
The Bank is petitioning to be de-listed from UN Resolution 1747 in order that it can resume its activities 
as a commercial bank.  Until the result of the petition is known, the Bank will continue to operate in 
terms of the limited licences granted by HM Treasury. 
 
Political and charitable contributions 
   
The Bank made no political or charitable contributions during the year.  
 
Employment 
   
The Bank follows an Equal Opportunity Policy.  
   
Payment of suppliers 
   
Whilst the company does not follow any external code or standard on payment practice, the policy for 
the year ending 31 March 2008 for all suppliers is to agree terms of payment and to abide by the 
agreed terms of payment subject to any licensing restrictions following the designation of the Bank 
under UN Security Council Resolution 1747. 
 

Disclosure of information to auditors 
 

The directors who held office at the date of approval of this report confirm that, so far as they are each 
aware, there is no relevant audit information of which the Bank’s auditors are unaware. In addition, 
each director has taken all steps that he ought to have taken as a director to make himself aware of 
any relevant audit information and to establish that the Bank’s auditors are aware of that information.  
 
Auditors 
   
RSM Robson Rhodes LLP have expressed their willingness to continue in office as auditors. A 
resolution proposing their reappointment will be submitted at the Annual General Meeting.  
         
    
   
 
 
 
 

  BY ORDER OF THE BOARD 
  Mohammad Reza Fatemi 
  Managing Director 
  23rd May 2007 
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Statement of Directors’ responsibilities  
   
   
Company law in the United Kingdom requires the directors to prepare financial statements for each 
financial year which give a fair presentation of the state of affairs of the company and of the profit or 
loss of the company for that period.  In preparing these financial statements, the directors have: 

 
 

•   selected suitable accounting policies and applied them consistently; 
 
 

•   made judgements and estimates that are reasonable and prudent; 
 
 
•   followed applicable International Financial Reporting Standards as adopted by the European        

Union ; 
 
 
•   prepared the financial statements on a going concern basis. 
 

 
The directors are responsible for keeping proper accounting records which disclose with reasonable 
accuracy at any time the financial position of the company and enable them to ensure that the 
financial statements comply with the Companies Act 1985.  They are also responsible for 
safeguarding the assets of the company and hence for taking reasonable steps for the prevention and 
detection of fraud and other irregularities. 
 
The directors are responsible for ensuring that the directors’ report and other information included in 
the Annual Report is prepared in accordance with company law in the United Kingdom. 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 14  

Independent auditors’ report to the shareholders of BANK SEPAH 
INTERNATIONAL plc   
    
We have audited the financial statements on pages 16 to 42. These financial statements have been 
prepared under the accounting policies set out therein. 

This report is made solely to the company’s shareholders, as a body, in accordance with Section 235 of 
the Companies Act 1985.  Our audit work has been undertaken so that we might state to the 
company’s shareholders those matters we are required to state to them in an auditors' report and for no 
other purpose.  To the fullest extent permitted by law, we do not accept or assume responsibility to 
anyone other than the company and the company’s shareholders as a body, for our audit work, for this 
report, or for the opinions we have formed. 

 
Respective responsibilities of directors and auditors 

The directors’ responsibilities for preparing the Annual Report and the financial statements in 
accordance with applicable law and International Financial Reporting Standards (IFRSs) as adopted by 
the EU are set out in the Statement of Directors' Responsibilities.  

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory 
requirements and International Standards on Auditing (UK and Ireland). 

We report to you our opinion as to whether the financial statements give a true and fair view and 
whether the financial statements have been properly prepared in accordance with the Companies Act 
1985.  We also report to you whether in our opinion the information given in the Directors’ Report is 
consistent with the financial statements. The information given in the Directors’ Report includes that 
specific information presented in the Financial Highlights and Business Review cross referenced from 
the Principal Activities and Business Review section of the Directors’ Report. 

In addition we report to you if the company has not kept proper accounting records, if we have not 
received all the information and explanations we require for our audit, or if information specified by law 
regarding directors’ remuneration and other transactions is not disclosed. 

We read other information contained in the Annual Report, and consider whether it is consistent with 
the audited financial statements.  The other information comprises only the Managing Director’s 
statement, the Financial highlights, the Business review, the Corporate governance statement and the 
Directors’ report. We consider the implications for our report if we become aware of any apparent 
misstatements or material inconsistencies with the financial statements.  Our responsibilities do not 
extend to any other information. 

 

Basis of audit opinion 

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 
issued by the Auditing Practices Board.  An audit includes examination, on a test basis, of evidence 
relevant to the amounts and disclosures in the financial statements.  It also includes an assessment of 
the significant estimates and judgments made by the directors in the preparation of the financial 
statements, and of whether the accounting policies are appropriate to the company's circumstances, 
consistently applied and adequately disclosed. 

We planned and performed our audit so as to obtain all the information and explanations which we 
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that 
the financial statements are free from material misstatement, whether caused by fraud or other 
irregularity or error.   
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Independent auditors’ report to the shareholders of BANK SEPAH 
INTERNATIONAL plc (continued) 
 

In forming our opinion we also evaluated the overall adequacy of the presentation of information in the 
financial statements. 

 
 
Opinion 

In our opinion: 

• the financial statements give a true and fair view, in accordance with IFRSs as adopted by the 
European Union, of the state of affairs of the company as at 31 March 2007 and of its profit for 
the year then ended; 

• the financial statements have been properly prepared in accordance with the Companies Act 
1985; and 

• the information given in the Directors' Report is consistent with the financial statements. 
 
 
 
 
 
RSM Robson Rhodes LLP 
Chartered Accountants and Registered Auditors 
London, England 
25th May 2007 
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Income statement 
For the year ended 31 March 2007 
 
 
  2007  2006 

 Notes US$ ‘000  US$ ‘000 

     
 

Interest and similar income   87,335 
 

 51,574 
Interest expense and similar charges 
 

3 (55,939) 
 

 (31,790) 
     
Net interest income  31,396 

 
 19,784 

     

Fee and commission income  11,093 
 

 7,735 
Fee and commission expense  (2,058)  (1,683) 
     

Net fee and commission income  9,035 
 

 6,052 

     
Gains less losses arising from dealing in foreign exchange  1,768  5,619 
General administrative expenses 4 (11,032)  (9,294) 
Depreciation 11 (451)  (455) 
     

Profit before taxation 
 

5 30,716  21,706 

Tax expense  7 (9,655)  (6,633) 
     

Profit for the year  21,061  15,073 
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Balance sheet 
As at 31 March 2007 
 
  2007  2006 

 Notes US$ ‘000  US$ ‘000 

     
 
 

Assets     
Cash and balances at central banks  123,414  20,049 
Eligible bills  8 123,056  271,847 
Placements with and loans and advances to other banks 9 146,288  1,043,404 
Loans and advances to customers     10(a) 152,166  135,153 
Investment securities – held to maturity  -  26,365 
Property, plant and equipment 11 4,845  4,776 
Other assets 12 5,160  1,736 
Prepayments and accrued income 13 7,697  8,401 
 
 

    

Total assets  562,626  1,511,731 

     
Liabilities     

Deposits from other banks 14 296,906  1,168,474 
Amounts owed to other depositors  15 11,556  151,390 
Other liabilities 16 5,920 

 
 6,240 

Accruals and deferred income 17 16,984  9,049 
Promissory notes evidenced by paper 19 60,000  60,000 

     

Total liabilities  391,366 
 

 1,395,153 

     
Equity     

Capital and reserves attributable to the company’s equity holders 
reserves attributable to shareholders Called up share capital 20 150,000  101,812 
Retained earnings 21 21,260  14,766 
     

Total equity  171,260  116,578 

     

Total liabilities and equity  562,626  1,511,731 

     
Contingent and memorandum items     

Contingent liabilities 22(a) 60,449  93,878 
Memorandum Items  22(b) 5,354,962  4,632,231 
Financial  instruments   22(c) -  5,000 
  5,415,411  4,731,109 

 
These accounts were approved by the board of Directors on 23rd May 2007 and signed on its behalf by: 
 
 
 
Mohammad Reza Fatemi 
Managing Director 
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Cash flow statement  
For the year ended 31 March 2007 
 
 
  2007  2006 

  US$ ‘000  US$ ‘000 

Cash flows from operating activities     
Interest and commission received  87,335  51,574 
Interest paid  (52,330)  (29,022) 
Fee and commission received  11,093  7,735 
Net trading and other income  1,768  5,618 
Cash payments to employees and suppliers  (13,121)  (10,978) 
Cash flows from operating profits before changes in  -  - 
operating assets and liabilities  34,745  24,927 
Changes in operating assets and liabilities     
- net decrease/(increase) in loans and advances to banks  1,072,272  (247,095) 
 - net(increase)/decrease in loans and advances to   
customers 

 
(17,013)  (57,357) 

 - net (increase)/decrease in other asset  (2,720)  (3,309) 
 - net (decrease)/increase in deposits from other banks  (871,567)  275,889 
 - net (decrease)/increase in other deposits  (139,834)  3,383 
 - net increase in accruals and deferred income  7,935  4,189 
 - net (decrease)/increase in other liabilities  (1,752)  763 
 - taxation paid  (8,223)  (4,604) 
 Net Cash from operating activities  73,843  (3,214) 
     
Cash flows from investing activities     
Purchase of property and equipment  (520)  (121) 
Proceeds from sale of equipment  31  - 
Cash used in investing activities  (489)  (121) 
     
Cash flows from financing activities     
Repayments of borrowed funds and debt securities  (3,610)  (2,766) 
Issue of ordinary shares  33,621  - 
Net cash from financing activities  30,011  (2,766) 
     

Net increase in cash and cash equivalents  103,365  (6,101) 

Exchange difference  -  261 
Cash and cash equivalents as at 1 April   20,049  25,889 

Cash and cash equivalents as at 31 March   123,414  20,049 
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Statement of changes in equity 
For the year ended 31 March 2007 
 
 
  Share 

capital 
 Other 

reserves 
 Retained 

earnings 
  

Total 
  US$ ‘000  US$ ‘000  US$ ‘000  US$ ‘000 
         
As at 1 April 2005   60,094  31,683  9,728  101,505 

         
 Profit for the year  -  -  15,073  15,073 
Total recognised income during the year  -  -  15,073  15,073 
         
Additional shares issued on 
redenomination of £ share capital 

 
1,718 

 
- 

 
(1,718) 

 
- 

Capitalisation of retained earnings  8,317  -  (8,317)  - 
Consideration for issuance of shares  31,683  (31,683)  -  - 
         
As at 31 March 2006  101,812  -  14,766  116,578 

         
         
Profit for the year  -  -  21,061  21,061 
Total recognised income during the year  -  -  21,061  21,061 
         
Additional shares issued on 
redenomination of £ share capital 

 
 

 
 

 
 

 
 

Capitalisation of retained earnings  14,567  -  (14,567)  - 
Consideration for issuance of shares  33,621  -  -  33,621 
         
As at 31 March 2007  150,000  -  21,260  171,260 
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Notes to the accounts  
For the year ended 31 March 2007  
 
 

1. Iran (Financial Sanctions) Order 2007 
 
On 24 March 2007 the United Nations Security Council adopted resolution 1747 in relation to Iran, 
that required Member States to take action to impose financial sanctions on a number of designated 
individual and entities, including Bank Sepah International Plc and its ultimate parent Bank Sepah in 
Iran. 
 
Financial sanctions in relation to Iran are given effect in the United Kingdom by the Iran (Financial 
Sanctions) Order 2007 (“The Order”) and the financial restrictions in the Order were applied to Bank 
Sepah International Plc (“The Bank”) from 24 March 2007. 
 
The impact of the Iran Order was to freeze all the assets of the Bank subject to certain exceptions and 
licences granted by HM Treasury. 
 
Since 24 March 2007 the Treasury has granted a number of licences to the Bank. These allow for the 
following: 
 

• Payments due to the bank under contracts, agreements or obligations concluded before 24                
March 2007 to be paid into a frozen bank account; 

• Payments to be made to staff, suppliers and depositors holding accounts with the bank; 
• A third party to present to the bank a letter of credit, bill of lading, document providing evidence 

of an interest in funds or financial resources or any other instrument of export financing, provided the 
document in question related to a contract entered into before 24 March 2007. 
 
The Bank expects to continue to collect amounts to due to it and pay liabilities as they fall due, subject 
to permission from HM Treasury. 
 
 

2. Significant accounting policies 
 
 
(a) Basis of preparation  
The financial statements have been prepared in accordance with International Financial Reporting 
Standards (“IFRS”), which comprise standards and interpretations approved by the IASB, and 
International Accounting Standards (“IAS”) and Standing Interpretations Committee interpretations 
approved by the IASC that remain in effect, and to the extent that they have been adopted by the 
European Union. 
 
The financial statements have been prepared on an historical cost basis except for the measurement 
at fair value of derivative financial instruments. 
 
Where presentational recommendations set out in the Statements of Recommended Practice 
(“SORPs”) issued by the British Bankers’ Association do not conflict with the requirements of IFRS, 
the directors have prepared the financial statements on a basis consistent with the recommendations 
in the SORPs. 
 
It is the view of the Bank that changes in accounting policies are made only where required by 
standard   or where the policy change results in more reliable and relevant information. 
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  Notes (continued) 
 

2. Significant Accounting policies (continued) 
 

Several Standards and Interpretations to Standards have been issued, but are not yet effective and 
have not been early adopted by the Bank. These Standards and Interpretations are not expected to 
have any significant impact on the Bank’s financial statements, in their periods of initial application, 
except for the disclosures about financial instruments required by IFRS 7, Financial Instruments: 
Disclosures, and the additional disclosures about capital required by the amendment to IAS 1, 
Presentation of Financial Statements, when the relevant Standard and amendment come into effect 
for periods commencing on or after 1 January 2007. 
 
 
(b) Interest income and expense  
Interest income and expense for all interest bearing instruments are recognised in the income 
statement on an accrual basis using the effective interest method. When a financial asset is written 
down as a result of impairment, interest income is recognised at the rate used to discount the future 
cash flows. 
 
 
(c) Fees and commission income 
Fees and commissions are generally recognised as earned. Commitment fees for loans are deferred 
and recognised on drawdown. Commissions arising from trade finance related business such as 
advising and payments under letters of credit are recognised at the transaction date. 

 
 
(d) Financial assets 
The Bank’s management determine the classification of its investment assets at initial recognition. 
 
Held-to-maturity  
Held-to-maturity investments are non-derivative financial assets with fixed determinable payments 
and fixed maturities that the Bank has the positive intention and ability to hold to maturity. These 
assets are accounted for on an amortised cost basis. 
 
Derivatives 
A derivative is a financial instrument whose value changes in response to an underlying variable, that 
requires little or no initial investment and that is settled at a future date. Derivatives are initially 
recognised at fair value on the date they are entered into and subsequent to initial recognition are re-
measured at fair value.  
 
 
(e) Impairment of financial assets 
Financial assets are reviewed on an annual basis to determine whether there is objective evidence of 
impairment. A financial asset is impaired and impairment losses are incurred if there is objective 
evidence of impairment, resulting from one or more loss events that occurred after the initial 
recognition but before the balance sheet date, that indicates it is probable that the Bank will be unable 
to collect all amounts due. Impaired assets are stated at the recoverable amount, which is the fair 
value less costs to sell.  
 
 
(f) Cash and cash equivalents 
Cash and cash equivalents disclosed in the cash flow statement consist of cash and balances with 
banks. Cash flows arising from operating funds are stated after excluding the impact of foreign 
currency translation differences on assets and liability classes. 
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Notes (continued) 
 
2. Significant Accounting policies (continued) 
  
(g) Foreign currencies 
The functional currency of the Bank is the US Dollar (US$) 
  
Assets and liabilities denominated in foreign currencies are translated into US$ at the exchange rates 
ruling at the balance sheet date. Exchange differences on balance sheet items due to the application 
of the closing rate method are processed through the profit and loss account. Exchange differences 
arising from normal trading activities are also included in the profit and loss account. Trading 
transactions denominated in foreign currencies are translated into US$ at the exchange rate ruling on 
the date of the transaction.  
 
Income and expenses are translated into USD by applying the month end closing rate to the foreign 
income and expenditure for the respective month. 
 
The closing rate of USD:GBP exchange at 31st March 2007 was 1.9576 (2006: 1.7362). 
 
  
(h) Property, plant and equipment  
 
Depreciation commences when an asset is available for use. Depreciation is charged so as to write 
off the depreciable amount of assets, other than freehold land, to their residual values, over their 
estimated useful lives, using a method that reflects the pattern in which the assets’ future economic 
benefits are expected to be consumed by the Bank. 
 
Estimated useful lives are as follows:  
  
 Freehold buildings        - 50 Years 
 Equipment, fittings and vehicles  - 4 Years 
 Computer system    - 5 Years  
 
(i) Pension costs  
  
Defined Contribution Pension scheme 
The Bank operates a Defined Contribution pension scheme, with benefits accruing from 1 January 
2002. Contributions are charged to the income statement as they become payable in accordance with 
the rules of the scheme on an accruals basis.  
 
Defined Benefit Pension scheme 
On 22 June 2005, the Bank became the principal employer of the former Bank Sepah London branch 
Defined Benefit pension scheme. The scheme was closed to new entrants on 31 December 2001. 
The majority of the scheme’s members are current employees of the Bank.  
  
Where the actuarial gains and losses are outside a 10% corridor they are shown in the income 
statement over the average remaining working life of employees. Unrealised scheme surpluses are 
not recognised in the assets of the Bank. Details of the defined benefit pension scheme can be found 
in Note 25 and it has been accounted for in accordance with IAS 19 “Employee benefits”.  
   
(j) Deferred taxation 
The payment of taxation is deferred or accelerated because of timing differences between the 
treatment of certain items for accounting and taxation purposes. Full provision for deferred taxation is 
made under the liability method, without discounting, on all timing differences that have arisen but not 
reversed by the balance sheet date, unless such provision is not permitted by IAS12. 
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Notes (continued) 

 
2. Significant Accounting policies (continued) 
 
(k) Operating lease policy 
Rentals payable under operating leases are accounted for on a straight line basis over the period of 
the lease. Details of leases are shown in Note 22.  
 
 
(l) Letters of credit 
The amount outstanding on reimbursed and advised Letters of credit issued to third parties by the 
parent bank on behalf of its customers is recognised as a memorandum amount to the balance sheet 
as the Bank is under no obligation to remit funds to the beneficiary of such letters of credit until it has 
received the relevant funds from Bank Sepah. 
 
Financial assets and liabilities are recognised on a trade date basis. 
 
 
(m) Critical accounting judgements and key accounting estimates and assumptions 
 
Income taxes 
The determination of the bank’s tax liabilities requires the interpretation of tax law. The bank obtains 
appropriate professional advice from its tax advisers in relation to all significant tax matters. The 
directors believe that the judgements made in determining the Bank’s tax liabilities are reasonable and 
appropriate, however actual experience may differ and materially affect future tax charges. 
 
Defined benefit pension scheme 
The key assumptions in determining the pension benefit obligations include future salary increases, 
rates of increase in pension benefits, inflation and mortality rates. These assumptions relate to future 
events and actual outcomes may differ. Changes in these assumptions can have a significant effect 
on the value of the pension benefit obligation and they are therefore determined based on the advice 
of a qualified independent actuary. 
 

    
3. Interest payable 

 

 Interest payable includes US$3,608,610 (2006: US$2,766,087) in respect of interest due on 
subordinated liabilities. 
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  Notes (continued) 

 
 

4. General Administrative expenses 
 2007  2006 
 US$ ‘000  US$ ‘000 
Salaries 6,221  5,345 
Social security costs 690  600 
Defined contribution pension scheme costs  500  402 

 7,411  6,347 
Other staff costs 290  324 
Other administrative costs 3,331  2,623 
 11,032  9,294 

    
Average number of employees for specified period 63  62 

    
The average number of persons employed by the company during the year was made up as 
follows: 
                                                                                                                           2007                               2006 
Directors 7  7 
Managerial staff 13  13 
Operational staff 43  42 

 63  62 
 
The Bank operates a defined contribution pension scheme whereby the Bank contributes 11.5% of 
qualifying emoluments. Employees are free to contribute additional amounts to their schemes 
subject to HMRC limits in force. The pension cost for the year was US$500,235 (2006: 
US$402,255). 

 
5. Profit before taxation  
 2007  2006 
 US$ ‘000  US$ ‘000 
Profit before taxation is arrived at after charging:    
Interest with respect due to subordinated liabilities  3609  2,766 
Fees payable to the Bank’s auditors for audit of financial 
statements 

 
126 

  
127 

Fees payable to the Bank’s auditors for other services:    
   Regulatory returns 10  - 

Review of transactions re UN Security Council and US       
Treasury Sanctions 

 
17 

  
- 

Depreciation of property, plant and equipment 451  455 
and after crediting: 
Profit on sale of equipment 

 
31 

  
- 

 
6. Emoluments of directors 

 2007  2006 
 US$ ‘000  US$ ‘000 
Directors’ fees 191  191 
Salaries and other emoluments 820  770 
Discretionary bonuses 112  51 

 1,123  1,012 

    
Remuneration of the highest paid director 348  303 

     There were no pension contributions made in respect of directors during the period (2006: nil). 
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Notes (continued) 
 
7. Taxation 
 2007  2006 
 US$ ‘000  US$ ‘000 
Current taxation:    

UK corporation tax on income for the period  9,654  6,626 
Adjustment in respect of prior years -  - 

 9,654  6,626 
Deferred taxation:(Note 18)    
Origination and reversal of timing differences  1  7 
Adjustment in respect of prior years -  - 

 9,655  6,633 

Tax reconciliation:    
The taxation charge for the year differs from the standard rate of corporation tax in the UK of 30%. 
The differences are explained below.  

 
 2007  2006 
 US$ ‘000  US$ ‘000 
    

Profit  before taxation  30,716  21,706 
    

Theoretical tax at UK corporation tax rate of 30%. 9,215  6,512 
Effects:    
Expenses not deductible   18  9 
Capital allowances in excess of depreciation  (5)  18 
Increase/(reduction) in pension provision not taxable 4  8 
Revaluation of property not taxable -  79 
Foreign exchange movement 422  - 
Actual current tax charge 9,654  6,626 

 

8. Eligible bills 
 

 2007  2006 
 US$ ‘000  US$ ‘000 
Securities:    
- Eligible bills 138,878  289,019 
- Unamortised discount interest (8,822)  (10,172) 

 130,056  278,847 
    

Less: Impairment losses (Note 10(b)) (7,000)  (7,000) 
 Total 123,056  271,847 

Amounts include:     
- due from group undertakings 50,305  33,460 
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Notes (continued) 
 
 

 9. Placements with, and loans and advances to, other banks 
 2007  2006 

  US$ ‘000  US$ ‘000 

Repayable on demand or at short notice 15,022  - 
Other loans and advances remaining maturity:    
- 3 months or less, excluding on demand or at short notice 44,919  826,146 
- 1 year or less, but over 3 months 49,308  170,978 
- 5 years or less, but over 1 year 37,039  46,280 
- over 5 years -  - 

 146,288  1,043,404 

Amounts include:    
- due from connected parties 7,772  3,687 
    

 
10(a). Loans and advances to customers 

   

 2007  2006 
 US$‘000  US$’000 

 

Repayable on demand or at short notice 66,444  34,723 
Remaining maturity:    
- 3 months or less, excluding on demand or at short notice 8,523  26,512 
- 1 year or less, but over 3 months 31,870  37,723 
- 5 years or less, but over 1 year 62,692  51,663 
- Over 5 years -  1,895 

 169,529  152,516 

Less: Impairment losses (Note 10(b)) (17,363)  (17,363) 

Total 152,166  135,153 

    

 
 
 10(b). Impairment losses on loans and advances 

 2007  2006 
 US$ ‘000  US$ ‘000 

As at 1 April 2006 24,363  24,363 
Movement -  - 
As  at 31 March 2007 24,363  24,363 

    
Held against loans and advances re:    
Eligible bills (Note 8) 7,000  7,000 
Customers  (Note 10(a)) 17,363  17,363 
 24,363  24,363 
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Notes (continued) 
 
11. Property, plant and equipment     

Freehold Land/ 
  Buildings   

US$ ‘000 

Furniture/ 
Equipment 

US$ ‘000 

  
Total  

US$ ‘000 
Cost       
As at 1 April 2005 3,804  2,243  6,047 
      
Additions -  121  121 
FX movements (256)  (31)  (287) 
At 31 March 2006 3,548  2,333  5,881 

      
Accumulated depreciation      
As at 1 April 2005 76  600  676 
Charge for year 22  433  455 
FX movements (5)  (21)  (26) 
At 31 March 2006 93  1,012  1,105 

      
  Net book amount at 31 March 2006 3,455     1,321  4,776 

      
      

Cost       
    As at 1 April 2006 3,548  2,333  5,881 
    Disposals -  (180)  (180) 
    Additions -  520  520 

At 31 March 2007 3,548  2,673  6,221 

      
      

Accumulated depreciation      
As at 1 April 2006 93  1,012  1,105 
Disposals -  (180)  (180) 
Charge for year 22  429  451 
At 31 March 2007 115  1,261  1,376 

      
   Net book value at 31 March 2007 3,433  1,412  4,845 

      
      
12. Other assets   

 2007 2006 
 US$ ‘000 US$ ‘000 

   
VAT recoverable 111  70 
Sundry debtors 5,049  1,394 
Bonds’ premium -  272 

    
 5,160  1,736 
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Notes (continued) 
 

13.  Prepayments and accrued income                

 2007   2006  
 US$ ‘000   US$ ‘000  
    
Interest receivable 7,144  7,945 
Expense prepayments 553  421 
Unrealised profits on forward exchange contracts -  35 
 7,697  8,401 
    
14. Deposits from other banks    
 2007  2006 
 US$ ‘000  US$ ‘000 
    
Repayable on demand or at short notice 51,206  321,124 

    
With agreed maturity dates of periods of notice, by 
remaining maturity: 

   

- 3 months or less, excluding on demand or at short notice 76,726  570,927 
- 1 year or less, but over 3 months 168,974  276,423 
- 5 years or less, but over 1 year -  - 
- over 5 years -  - 

 296,906  1,168,474 

Amounts include:    
  -due to connected parties 291,475  754,394 

    
15. Amounts owed to other depositors    

 2007  2006 
 US$ ‘000  US$ ‘000 
    

Repayable on demand or at short notice 6,315  10,143 
With agreed maturity dates of periods of notice, by remaining 
maturity: 

   

- 3 months or less, excluding on demand or at short notice 4,455  120,277 
- 1 year or less, but over 3 months 786  20,970 
- 5 years or less, but over 1 year -  - 
- over 5 years -  - 

 11,556  151,390 

 
 
 

16. Other liabilities    
 2007   2006  
  US$ ‘000    US$ ‘000  
    

Corporation taxation 5,019  3,909 
Deferred taxation (Note 18) 248  247 
Other sundry creditors 653  2,084 
    
 5,920  6,240 
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Notes (continued) 
 
17. Accruals and deferred income    

 2007   2006  
  US$ ‘000    US$ ‘000  
    

Interest payable on subordinated loan notes 1,312  1,187 
Interest payable 10,784  6,299 
Expense accruals 2,838  695 
Fees received in advance 974  868 
Unrealised losses on forward exchange contracts 1,076  - 

 16,984  9,049 

    
    

18. Deferred taxation liability 
Deferred tax is calculated in full on temporary differences under the liability method using a tax rate of 
30% (2006:30%).The balance at the year end is comprised as follows: 
 

 

 2007   2006  
  US$ ‘000    US$ ‘000  

    
Accelerated capital allowances (46)  (41) 
Accrued pension liabilities 15  11 
Gain on foreign exchange revaluation of fixed assets (217)  (217) 
Deferred tax liability at 31 March (248)  (247) 

        
The movement on the deferred tax account is as follows :            
 

 
Opening balance (247)  (240) 
Write back of general provision into reserves -  (112) 
Credit/(charge) for the year (1)  105 
Deferred tax liability at 31 March (248)  (247) 

 
The UK corporation tax rate will be reduced from 30% to 28% with effect from 1 April 2008. As at 31 
March 2007 the tax rate change was not substantively enacted. 

 
 

    
19. Promissory notes evidenced by paper    

 2007   2006  
  US$ ‘000    US$ ‘000  

    
Undated Floating Rate Notes 60,000  60,000 

 
The US$60,000,000 Undated Subordinated Floating Rate Notes were issued by the Bank on 26 
November 2001. The Bank may, having given prior notice of not less than 5 years and one day to the 
Note holders, repay the Notes on or after the 26 November 2016 (subject to Financial Services 
Authority approval). Interest is charged at LIBOR, as quoted for US$ deposits for 12 months, plus a 
margin of 1.00%. The Notes are listed on the Luxembourg Stock Exchange.  
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Notes (continued) 
 
   
20. Share capital    

 2007  2006 
Authorised    
    
5,000,000 ordinary shares of £1 each £5,000,000  £5,000,000 
200,000,000 ordinary shares of $1 each $200,000,000  $120,000,000 
200,000,000 ordinary shares of €1 each €200,000,000  - 
    
The authorised share capital was increased by US$80,000,000 and €200,000,000 during the year.  

 

 2007  2006 
Allotted and fully paid US$ ‘000  US$ ‘000 
    
    
150,000,000 (2006:101,811,500) ordinary shares of $1 each 150,000  101,812 
 150,000   101,812 
    
The Bank issued $48,188,500 new shares in May 2006.    
 
21. Retained earnings 

   

 2007  2006 
 US$ ‘000  US$ ‘000 
    
Opening balance 14,766  9,728 
    
Capitalisation on re-denomination of £ share capital -  (1,718) 
Capitalisation of retained earnings  (14,567)  (8,317) 
Profit for the year 21,061  15,073 
Closing balance 21,260  14,766 

 
     

22. Contingent and memorandum items     

   2007  2006 
   US$ ‘000   US$ ‘000  
(a)Contingent liabilities:      
Letters of credit issued   54,884  87,413 
Guarantees issued   1,484  5,436 
Confirmed letters of credit   4,081  923 
Refinanced letters of credit   -  106 

   60,449  93,878 
      
          

                 2007               2006 
    US$ ‘000    US$ ‘000  
(b)Memorandum Items:      
Unutilised credit facilities   46,399  114,176 
Liability deferred payments   226,059  119,843 
Letters of credit reimbursements   4,493,821  4,108,755 
Advised letters of credit   475,566  217,369 
Collections   113,117  72,088 

   5,354,962  4,632,231 
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Notes (continued) 
 
 
22. Contingent and memorandum items (continued) 
 
   2007  2006 

   US$ ‘000  US$ ‘000 

(c)Financial Instruments:      
Non-deliverable forwards   -  5,000 
      
   -  5,000 

 
(a) Contingent liabilities 
 
In the normal course of business the Bank is party to financial instruments with off-balance sheet 
risk in order to meet the needs of its customers.  These instruments involve varying degrees of 
credit risk and are not reflected in the balance sheet. 
 
Confirmed and refinanced letters of credit involve transactions where the Bank assumes the credit 
risk of the bank issuing the letter of credit.  

 
(b) Memorandum items 
 
For further explanation on these items see note 27. 
 
(c) Non-deliverable forwards 
 
These relate to contracts where the Bank agrees to sell or purchase currencies at a future date.  On 
the settlement date the parties agree to exchange the net settlement value of the contracts in a pre-
specified currency rather than the physical delivery of the currencies in the underlying contracts. 
Settlement values are marked-to-market on a monthly basis.  Potential losses are capped at a 
maximum percentage of the notional underlying contracts agreed by the Board.  In the event that 
the settlement amount due from the Bank reaches this percentage the contracts will be closed out 
and the losses crystallised. 
 
(d) Commitment under lease 
 
 The Bank has entered into a five year property operating lease expiring on 8th December 2008 at 
an annual rent excluding VAT of $86,843 (2006: $75,629) 
 
Total future minimum lease payments are: 

 2007  2006 

 US$ ‘000  US$ ‘000 
Within one year 86  75 
After one year and less than five years 65  131 
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Notes (continued) 

 
 

     

23. Related party disclosure      
      

During the course of the year the Bank entered into transactions with Bank Sepah, its ultimate 
parent company. Details of Bank Sepah’s country of incorporation, address and its relationship with 
the Bank are disclosed in Note 24. 
 
The transactions entered into for the year ended 31 March 2007 were as follows. Commissions of 
$4,234,525 (2006: $4,432,058) were received, of which $1,499,244 (2006: $1,626,302) were 
reimbursed to Bank Sepah.  
 
At 31 March 2007 Bank Sepah had deposits of $45,708,312 (2006: $233,873,176) available on 
demand and $76,726,400 (2006: $370,521,229) term deposits, and collateral deposits of 
$169,040,726 (2006: $150,000,000).The interest paid on these deposits was $16,785,088 
(2006:$12,545,121)  
 
A subordinated loan of $60,000,000 (2006: $60,000,000) was held by Bank Sepah on which 
interest of $3,608,610 (2006: $2,766,087) was paid out. 
 
 A Nostro balance of $286,368 (2006: $82,039) and other advances of $7,771,824 (2006: 
$3,687,009) were outstanding at year end. Bank Sepah holds 100% of the share capital 
$150,000,000 (2006: $101,811,500) which was increased in the year by further issues of shares as 
set out in note 20. 
 
Details of key management remuneration are set out in Note 6. 
 
24. Ultimate parent undertaking 

     

      
The Bank’s ultimate parent undertaking is Bank Sepah, 122 East Mirdamad Blvd, Tehran 15489, 
Iran.  
 
The Bank’s results are consolidated in the accounts of Bank Sepah Iran. The group accounts may 
be obtained from the above address. 
 
25. Pension disclosures 
 

     

A full actuarial valuation of the defined benefit scheme was carried out at 1 February 2006 and 
updated to 31 March 2007 by an independent professionally qualified actuary. 
 
The major assumptions in assessing the defined benefit plan were as follows: 
    2007 2006 
    
Rate of increase in pension payments where Limited Price Index (LPI) applies 3.4% 3.1% 
Discount rate  5.3% 5.0% 
Inflation assumption  3.4% 3.1% 
Loading for mortality improvements  0.0% 5.0% 
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Notes (continued) 
 

25. Pension disclosures (continued) 
 
The assets in the scheme and the expected rates of return were: 
 
 2007 2006 
 
 
 

Long term 
expected rate of 
return 

Fair value 
 
US$’000 

Long term 
expected rate 
of return 

Fair value 
 
US$’000 

Bonds 3.9% 7,950 3.4% 6,544 
 
 
 
A reconciliation of assets/liabilities of the plan: 

   

           2007 2006 
    US$ ‘000 US$ ‘000 
Total market value of assets     7,950     6,544 
Present value of scheme liabilities    (7,143)  (6,311) 
Surplus in the scheme        807                     233 
 
Changes in the present value of the defined benefit scheme liabilities are as follows: 
                                                                                                                                                   2007 
                                                                                                                                                  US$ ‘000 
At 1 April 2006 6,311 
Interest cost 356 
Past service cost - 
Benefits paid - 
Actuarial gain (329) 
Foreign exchange movement 805 
At 31 March 2007  7,143 
 
Changes in the fair value of the plan assets are as follows: 

 
 

2007                                                                                                                              
US$ ‘000 

At 1 April 2006 6,544 
Current service costs (2) 
Contributions paid by employer 172 
Expected return on plan assets 254 
Actuarial gain 149 
Foreign exchange movement 833 
At 31 March 2007  7,950 
 
As the actuarial gains are within the 10% corridor allowed under IAS19 they are not accounted for in 
the profit and loss account. The scheme surplus is not considered a recognised gain and therefore 
has not been included in the assets of the Bank. 
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25. Pension disclosures (continued) 
 
Amounts recognised in the income statement are as follows:   
  2007 

US$ ‘000 
Current service costs  2 
Past service costs  - 
Curtailments and settlements  - 
Interest cost on pension scheme assets   347 
Expected return on pension scheme assets  (248) 
Total amount charged to finance expense  99 
Total charged to profit and loss statement  101 
 
These amounts are included in other administrative costs as shown in Note 4. 
 
History of experience gains and losses: 

  

  2007 
US$ ‘000 

Experience gain on scheme assets  145 
Percentage of scheme assets  2% 
Experience gain on scheme liabilities  294 
Percentage of scheme liabilities  4% 
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Notes (continued) 
 
26. Business Segments 

 Loans & 
Trade 

Finance 

 
Documentary 
Credits 

 
Treasury 

 
Bonds 

 
Total 

 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 US$ ‘000 
      
Interest and similar income 57,907 - 27,302 2,126 87,335 
Interest expense and similar 
charges 

 
(29,569) 

 
- 

 
(25,316) 

 
(1,054) 

 
(55,939) 

Net Interest Income 28,338 - 1,986 1,072 31,396 
Fee and commission income 3,176 7,444 473  11,093 
Fee and commission expense (210) (1,512) (230) (106) (2,058) 
Gains(loss) arising from foreign 
exchange 

 
- 

 
- 

 
1,768 

 
 - 

 
1,768 

      
 

Operating income 31,304 5,932 3,997 966 42,199 
General administrative expenses (1,517) (1,910) (1,533) - (4,960) 
Unallocated costs     (6,523) 
Profit before tax 29,787 4,022 2,464 966 30,716 
Tax on profit      9,655 
 
Profit for the year 

     
21,061 

      
      
Asset base 422,550 - 122,374 - 544,924 
Unallocated assets     17,702 
Total Assets     562,626 

 
Loans & Trade Finance  
The Loans & Trade Finance Department is involved in a range of products and services to beneficiaries 
of letters of credit and customers. Services offered include discounting of receivables, confirmation of 
letters of credit, facilities to issue letters of credit and guarantee, pre-shipment finance of letters of 
credit and participation in syndicated loans. The department is also active in the secondary market 
buying and selling bank risk. 

Documentary Credits 
The Documentary Credits Department offers a variety of services, acting as advising bank and 
reimbursing agent for Iranian commercial and private banks, as well as other banks worldwide. It also 
issues letters of credit and back-to-back letters of credit under facilities granted to account holders by 
the Bank’s Loans & Trade Finance Department. 
 
Treasury  
The Treasury Department is primarily involved in managing the Bank’s liquidity profile, interest rate risk 
and foreign exchange risk.  It also offers foreign exchange services in a variety of currencies to meet 
customer requirements. 
 
Bonds 
These are held-to-maturity investments which are identified as a separate business stream falling 
outside the Bank’s normal day-to-day operations. 
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Notes (continued) 

27.  Financial risk management 
 
Strategy in using financial instruments 
 
By its nature, the Bank’s activities are principally related to the use of financial instruments.  The Bank 
accepts deposits from customers at both fixed and floating rates, and for various periods, and seeks to 
earn above-average interest margins by investing these funds in high quality assets.  The Bank seeks 
to increase these margins by consolidating short-term funds and lending for longer periods at higher 
rates, while maintaining sufficient liquidity to meet all claims that might fall due.  The Bank also seeks to 
raise its interest margins by obtaining above-average margins, through lending to commercial 
borrowers with a range of credit standings.  Such exposures involve not just on-balance sheet loans 
and advances; the Bank also enters into guarantees and other commitments such as letters of credit 
and performance, and other bonds.  The Bank is also exposed to movements in currency prices.  The 
Board places strict limits on the level of currency exposure that can be taken in relation to both 
overnight and intra-day market positions.  
 
 
Credit risk 
 
The Bank takes on exposure to credit risk, which is the risk that a counterparty will be unable to pay 
amounts in full when due.  Impairment provisions are provided for losses that have been incurred at the 
balance sheet date.  There have been no losses for the current year.  Significant changes in the 
economy, or in a particular industry segment that represents a concentration in the Bank’s portfolio, 
could result in losses that are different from those provided for at the balance sheet date.  As well as 
the risk of a counterparty being unable to meet its individual obligations, the Bank also takes into 
consideration the cross-border economic and political implications of the country in which the 
counterparty is situated or where it derives its main source of revenue. The Bank therefore carefully 
manages its exposure to credit risk.  The Bank structures the levels of credit risk it undertakes by 
placing limits on the amount of risk accepted in relation to one borrower, or group of borrowers, and to 
geographical segments. Such risks are monitored on a regular basis and are subject to an annual or 
more frequent review.  The Bank follows a conservative policy in granting credit.  A structured approval 
process takes place with segregation of origination, credit risk analysis and credit approval 
responsibilities.  The Board approves credit policy and all credit proposals in excess of the authority 
delegated to the credit committee require Board approval. 
 
Exposure to credit risk is managed through regular analysis of the ability of borrowers to meet interest 
and capital repayment obligations and by changing these lending limits where appropriate.  Exposure 
to credit risk is also managed, in part, by obtaining collateral and third party guarantees. 

 
(a)       Collateral agreements 
The Bank further reduces its credit risk exposure by entering collateral agreements with certain 
counterparties with whom it undertakes a significant volume of transactions including its ultimate parent, 
Bank Sepah.  Under the collateral agreements, cash deposits are charged to the Bank as collateral for 
counterparty exposures.  These arrangements do not result in an offset of balance sheet assets and 
liabilities.  However, for regulatory reporting purposes the risk weighted assets are reduced by the 
amount of collateral held. 
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Notes (continued) 
 
27.  Financial risk management (continued) 
 

(b)       Credit-related commitments 
The primary purpose of these instruments is to ensure that funds are available to a customer as 
required.  Guarantees and standby letters of credit – which represent irrevocable assurances that the 
Bank will make payments in the event that a customer cannot meet its obligations to third parties - carry 
the same risk as loans.  Documentary and commercial letters of credit  - which are written undertakings 
by the Bank on behalf of a customer authorising a third party to draw drafts on the Bank up to a 
stipulated amount under specific terms and conditions – are collateralised by the underlying shipment 
of goods to which they relate and therefore carry less risk than direct borrowing. 
 
Commitments to extend credit represent unused portions of authorisations to extend credit in the form 
of loans, guarantees or letters of credit and commitments to purchase assets at a discount to the value 
at maturity.  With respect to credit risk on commitments to extend credit, the Bank is potentially 
exposed to loss in the amount equal to the total unused commitments.  However, the likely amount of 
loss is less than the total unused commitments, as most commitments to extend credit are contingent 
upon customers maintaining specific credit standards.  The Bank monitors the term to maturity of credit 
commitments because longer-term commitments generally have a greater degree of credit risk than 
shorter-term commitments. 
 
 
Geographical concentrations of assets liabilities and off balance sheet items 
 
The following note incorporates IAS 32 credit risk disclosures, IAS 30 geographical concentrations of 
assets, liabilities and off balance sheet items disclosures and a public enterprise’s IAS 14 (revised) 
secondary segment disclosures. 

 
The United Kingdom is the home country of the Bank and the geographic concentrations represent the 
ultimate country of risk in respect of assets, liabilities and off-balance sheet items owed by or owing to 
counterparties. 
 
As an active participant in the international banking markets, the Bank has a significant concentration of 
credit risk with other financial institutions.  In total, credit risk exposure to financial institutions is 
estimated to have amounted to US$392,759 at 31 March 2007 (2006: US$1,344,813). 
 
The Bank reduces certain credit exposures by arranging collateral agreements with certain 
counterparties including its ultimate parent, Bank Sepah.  As at 31 March 2007 the collateral 
agreements reduced the credit risk by approximately US$119,570 (2006: US$139,147). With the 
exception of the United Kingdom and Iran no other individual country comprised more than 10% of 
assets. 
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Notes (continued) 
 
27. Financial risk management (continued) 
 

 
 
 
All figures in US$ ‘000 Total assets Total liabilities Credit commitments 
At 31 March 2006    

    
United Kingdom 407,980 180,342 - 
Other European countries 173,000 10 - 
CIS countries 423,156 1,852 12,780 
Iran 360,146 1,136,145 83,396 
Asia and Australia - 10 13,000 
Middle East and Africa 79,122 615 5,000 
Americas 7,000 890 - 
 1,450,404 1,319,864 114,176 
Unallocated assets / liabilities 61,327 191,867 - 
    
Total 1,511,731 1,511,731 114,176 
    

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

All figures in US$ ‘000 Total assets Total liabilities Credit commitments 
At 31 March 2007    

    
United Kingdom 145,368 4,432 - 
Other European countries 116,015 1,119 - 
CIS countries 44,861 - - 
Iran 194,433 301,847 46,399 
Asia and Australia 1,889 10 - 
Middle East and Africa 42,290 91 - 
Americas 68 214 - 
 544,924 307,713 46,399 
Unallocated assets / liabilities 17,702 254913 - 
    
Total 562,626 562,626 46,399 
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Notes (continued) 

27.  Financial risk management (continued) 

 
Market risk 
 
The Bank takes on exposure to market risks.  Market risks arise from open positions in interest rate and 
currency both of which are exposed to general and specific market movements. The Bank’s treasury 
function has the responsibility for managing liquidity, interest rate and foreign exchange risks.  
 
Currency risk 
 
The Bank takes on exposure to the effects of fluctuations in the prevailing foreign currency exchange 
rates on its financial position and cash flows.  The Board sets limits on the level of exposure for both 
overnight and intra-day positions, which are monitored daily.  The table below summarises the Bank’s 
exposure to foreign currency exchange risk at 31 March 2007.  Included in the table are the Bank’s 
assets and liabilities at carrying amounts. 
 
Concentrations of assets, liabilities and off-balance sheet items. 
 
All figure in US$ ‘000 equivalent 

€ 
‘000 

USD 
‘000 

SwF 
‘000 

£ 
‘000 

Other 
‘000 

Total 
‘000 

At 31 March 2007       

Assets       

Cash and balances with central 
banks  

34,873 4,797 10 77,751 5,983 123,414 

Eligible bills 56,214 24,193 11,116 710 30,823 123,056 
Due from other banks 25,979 112,325 4,396 304 3,284 146,288 
Loans and advances to customers 60,624 85,013 - 2,773 3,756 152,166 
Plant, property and equipment - 4,845 - - - 4,845 
Other assets 2,122 9,731  952 52 12,586 
Total assets 179,812 240,904 15,522 82,490 43,898 562,626 
       
Liabilities       
Deposits from banks 171,790 25,305 26 66,315 33,470 296,906 
Due to customers 2,088 4,445 353 4,478 192 11,556 
 
Subordinated liabilities 

 
- 

 
60,000 

 
- 

 
- 

 
- 

 
60,000 

Other liabilities 47 312 - 5,545 16 5,920 
Accruals and deferred income 2,382 12,605 176 1,508 313 16,984 
Share capital and reserves 795 171,578 89 (1,534) 

 
332 171,260 

       
Total liabilities 177,102 274,245 644 76,312 34,323 562,626 
       
Net on-balance sheet position 2,710 (33,341) 14,878 6,178 9,575 - 
Credit commitments off-balance 
sheet 

 
44,196 

 
1,157 

 
- 

 
- 

 
1,046 

 
46,399 

       
At 31 March 2006       
Total Assets 312,936 1,104,959 8,131 73,046 13,659 1,511,731 
Total Liabilities 312,547 1,097,986 8,052 80,506 12,640 1,511,731 
Net on-balance sheet position 389 6,973 79 (7,460) 19 - 
Credit commitments off-balance 
sheet 14,386 98,661 - 301 828 114,176 
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Notes (continued) 

27.  Financial risk management (continued) 

 
Interest rate risk 
 
 
Interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate because of 
changes in market interest rates.  The Bank takes on exposure to the effects of fluctuations in the 
prevailing levels of market interest rates on cash flow risks.  Interest margins may increase as a result 
of such changes but may reduce or create losses in the event that unexpected movements arise. 
The table below summarises the Bank’s exposure to interest rate risks.  Included in the table are the 
Bank’s assets and liabilities at carrying amounts, categorised by the earlier of contractual repricing or 
maturity dates. 
 
 
 
 
All figure in US$ ‘000 

Up to 1 
month 

1 to 3 
months 

3 to 12 
months 

1 to 5 
years 

Over 5 
years 

Non-
interest 
bearing 

Total 

At 31 March 2007        
Assets        
Cash and central bank 
balances 

 
123,357 

 
- 

 
- 

 
- 

 
- 

 
57 

 
123,414 

Eligible bills 2,951 34,533 94,395 - - (8,823) 123,056 
Due from other banks 84,815 43,745 17,728 - - - 146,288 
Loans to customers 112,600 33,580 5,942 - - 44 152,166 
Other assets - - - - - 17,702 17,702 
Total assets 323,723 111,858 118,065 - - 8,980 562,626 
        
Liabilities        
Due to other banks 51,206 245,700 - - - - 296,906 
Due to customers 5,647 4,374 786 - - 749 11,556 
Subordinated liabilities - - 60,000 - - -      60,000 
Other liabilities - - - - - 5,920 5,920 
Accruals and deferred 
income 

 
- 

 
- 

 
- 

 
- 

 
- 

 
16,984 

 
16,984 

Share capital and reserves - - - - - 171,260 171,260 

Total liabilities 56,853 250,074 60,786 - - 194,913 562,626 
Interest sensitivity gap 266,870 (138,216) 57,279 - - (185,933)  
Cumulative interest 
sensitivity gap 266,870 128,654 185,933 185,933 185,933 -  
        
As 31 March 2006        
Total asset 729,676 381,655 353,870 41,788 - 4,742 1,511,731 
Total liabilities 618,313 599,158 162,393 - - 131,867 1,511,731 
Interest sensitivity gap 111,363 (217,503) 191,477 41,788 - (127,125)  
Cumulative interest 
sensitivity gap 111,363 (106,140) 85,377 

 
127,125 127,125 -  

The negative non-interest bearing category of the eligible bills refers entirely to the unamortised portion 
of the discount received on bills. 
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Notes (continued) 

27.  Financial risk management (continued) 

Liquidity risk 
 
The Bank is exposed to daily calls on its available cash resources from overnight deposits, current 
accounts, maturing deposits, loan draw-downs and guarantees.  The Bank’s policy has been to cover, 
at the minimum, the liabilities falling within one month. 
The following table analyses the Bank’s assets and liabilities into relevant maturity groupings based on 
the remaining period at balance sheet date to contractual maturity date. 
 
At 31 March 2007 Demand Up to 3 

months 
3-12 

months 
1-5 

years 
Over 5 
years 

Non-
interest 
bearing 

Total 

        
Assets        
Cash and central 
bank balances 

 
123,356 

 
- 

 
- 

 
- 

 
- 

 
57 

 
123,413 

Eligible bills 823 30,249 100,806 - - (8,823) 123,055 
Due from other banks 15,023 44,919 49,307 37,040 - - 146,288 
Loans to customers 49,038 8,523 31,869 62,691 - 44 152,166 
Other assets - - - - - 17,704 17,704 
        
Total assets 188,240 83,691 181,982 99,731 - 8,982 562,626 
        
Liabilities        
Due to other banks 51,207 76,726 168,973 - - - 296,906 
Due to customers 5,566 4,455 786 - - 749 11,556 
Subordinated 
liabilities 

 
- 

 
- 

 
- 

 
- 

 
60,000 

 
- 

 
60,000 

Other liabilities - - - - - 5,920 5,920 
Accruals and deferred 
income 

 
- 

 
- 

 
- 

 
- 

 
- 

 
16,984 

 
16,984 

Share capital and 
reserves 

 
- 

 
- 

 
- 

 
- 

 
- 

 
171,260 

 
     171,260 

Total liabilities 56,773 81,181 169,759 - 60,000 194,913 562,626 
        
Net liquidity gap 131,467 2,510 12,223 99,731 (60,000) (185,931)  
        
Cumulative liquidity 
gap 

 
131,467 

 
133,977 

 
146,200 

 
245,931 

 
185,931 - 

 

        
        
At 31 March 2006        
        
Total assets 417,757 543,387 419,220 124,731 1,894 4,742 1,511,731 
        
Total liabilities 331,266 691,205 297,393 - 60,000 131,867 1,511,731 
        
Net liquidity gap 86,491 (147,818) 121,827 124,731 (58,106) (127,125)  
        
Cumulative liquidity 
gap 

 
86,491 

 
(61,327) 

 
60,500 

 
185,231 

 
127,125 

 
- 
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Notes (continued) 

 
27.  Financial risk management (continued) 
 
The matching and controlled mismatching of the maturities and interest rates of assets and liabilities is 
fundamental to the management of the Bank.  It is unusual for banks to be completely matched, as 
transacted business is often of uncertain term and of different types.  An unmatched position potentially 
enhances profitability, but also increases the risk of losses. 
 
The maturities of assets and liabilities and the ability to replace, at an acceptable cost, interest-bearing 
liabilities as they mature are important factors in assessing the liquidity of the Bank and its exposure to 
changes in interest rates and exchange rates. 
 
Liquidity requirements to support calls under guarantees and standby letters of credit are considerably 
less than the amount of the commitment because the Bank does not generally expect the third party to 
draw funds under the agreement.  The total outstanding contractual amount of commitments to extend 
credit does not necessarily represent future cash requirements, as many of theses commitments will 
expire or be terminated without being funded. 

Fair values analysis 

 
 2007  2006 
 Carrying Fair value  Carrying Fair value 
 amount   amount  
 US$ ‘000 US$ ‘000  US$ ‘000 US$ ‘000 
Assets      
      
Eligible bills 123,056 123,056  271,847 271,847 
Loans and advances to banks 146,288 146,288  1,043,404 1,043,404 
Investment securities: Held to maturity - - 

 
 26,365 28,150 

Loans and advance to customers 152,166 152,166  135,153 135,153 
      
      
      
      
Liabilities      
      
Deposits by banks 296,906 296,906 

 
 1,168,474 1,168,474 

Customer accounts 11,556 11,556  151,390 151,390 
Subordinated liabilities 60,000 60,000  60,000 60,000 
      
 

Operational risk management 

 
Operational risk is the risk that the Bank will incur direct or indirect losses resulting from inadequate or 
failed internal processes, people and systems, or from external events. 
 
The Bank has an established operational risk framework to identify measure and mitigate its 
operational risks.  Operational risk exposures are regularly monitored by Risk and Assets Liability 
Management Department and reported to the Executive Management Committee for strategic and 
tactical review.  Any changes to operational risk policies require Board approval. 
 


