
ANNUAL REPORT 2006 www.mellibank.co.uk1

Melli Bank Plc, 
One London Wall, London EC2Y 5EA

T: ++44 (0)20 7600 3636  F: ++44 (0)20 7796 2104

E: info@mellibank.com  www.mellibank.com

Melli Bank plc incorporated in England, registration no: 4152338.

Registered Of�ce: One London Wall London EC2Y 5EA

Authorised and regulated by the Financial Services Authority



1ANNUAL REPORT 2006 www.mellibank.com

Annual Report 2006







25	 Statement of Directors� Responsibilities
27	 Report of the Independent Auditors to the Members of Melli Bank plc
28	 Pro�t and Loss Account
29	 Balance Sheet
30	 Statement of Total Recognised Gains and Losses
31	 Notes to the Accounts

07	 Management Team
09	 Chairman�s Statement 
11	 Managing Director�s Statement 
12	 Financial Highlights
16	 Business Review 
24	 Directors� Report

Contents:

ANNUAL REPORT 2006



www.mellibank.com



ANNUAL REPORT 2006 www.mellibank.co.uk�

Artwork by Mohammad Ehsaee



7ANNUAL REPORT 2006 www.mellibank.com

Management Team
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David Livett
Finance and Risk
Tel: +44 (0) 20 7397 1604
Fax: +44 (0) 20 7601 1030
E-mail: d.livett@mellibank.com
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Fax: +44 (0)20 7601 1015
E-mail: m.cilia@mellibank.com

Faiza Khan
Compliance
Tel: +44 (0) 20 7397 1661
Fax: +44 (0) 20 7601 1013
E-mail: f.khan@mellibank.com

General Contact Details 
London 
Address:
One London Wall
London
EC2Y 5EA
Tel: +44 (0) 20 76003636
Fax: +44 (0) 20 77962104
SWIFT address: MELIGB2L
E-mail: info@mellibank.com

Board of Directors
Mr. A. Sedghi
Chairman and 
Non-executive Director

Dr. A. Azizi
Deputy Chairman and 
Managing Director

Mr. B. Ataii
Executive Director 

Mr. J. Pearson
Non-executive Director 

Mr. J. Thompson
Non-executive Director 

Mr. H. Zaferani
Non-executive Director 

Mr. A. Zand
Executive Director
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Mohammad Madjdpour
Address:
4th �oor
9 Khaled Eslamboli Ave.
Tehran, Iran
Tel: +98 (0) 21 8722188
Fax: +98 (0) 21 8721864
E-mail: tehranrepresentativeof�ce 
@mellibank.com

Hong Kong Branch
Abbas Mallaei
Address:
Unit 1703-04, 
Hong Kong Club Building
3A Chater Road
Central, Hong Kong
Tel: +852 25 25 3017
Fax: +852 28 68 4692
SWIFT address: MELIHKHH
E-mail: info@hk.mellibank.com
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Melli Bank continued to make excellent progress in 2006. 

In 2006 the Bank�s balance sheet was increased  
in size by almost 60% whilst the pro�t improved  
by over 40% to $71 million.

Chairman�s Statement 

Last year�s report highlighted 
the Bank�s strategy of expansion 
and geographic diversi�cation 
whilst maintaining year on year 
improvement in performance. 
Melli Bank has continued to be 
successful in implementing this 
strategy. In 2006 the Bank�s 
balance sheet was increased in 
size by almost 60% whilst the  
pro�t improved by over 40% to 
reach $71 million. 

Notwithstanding the strategy of 
diversi�cation that brought the 
Bank�s balance sheet to re�ect 
28% Iranian risk, down from 48% 
in 2005, our 2006 performance  
was greatly impacted by the  
strong performance of the  
Iranian economy.

The 2006 results include a revenue 
contribution of some $1.4 million 
from our Hong Kong branch, 
which was brought into the Bank�s 
operation on 3 April 2006. The 
Bank is working hard to improve 
branch performance by the 
integration of the processes and 
systems with those of London.

The outlook for the economy in  
Iran is mainly positive, albeit with 
lower forecast for growth rate of 
between 4% and 5%. The cloud 
on the horizon is of a politically 

motivated nature as unwarranted  
pressures have resulted in a shift  
in Iran away from the US Dollar  
as a currency of international 
trade. Melli Bank and its parent, 
Bank Melli Iran, have long 
and distinguished records of 
service to a large number of 
commercial entities, both within 
and outside Iran, and have built 
strong correspondent banking 
relationships based on deep 
understanding and respect for 
international banking norms and 
rules. Utilising such experience  
and resources, I am glad to say  
that we have adjusted well to the 
shift in currency. 

The Bank, through the effort of  
its executive management team 
under the leadership of Dr. Azizi  
and the direction of the Board,  
has achieved �ve years of 
outstanding success since the 
start of its operations. Throughout 
this period the Bank has bene�ted 
from the Chairmanship of Dr. Seif 
who retired on 29 January 2007. 
We are greatly indebted to Dr. Seif 
and thank him for his valuable 
contribution, most particularly 
through his coordination of the 
policies and strategies of Melli 
Bank with those of Bank Melli 
Iran and his promotion of Melli 
Bank�s objectives within the Iranian 

banking system. His exceptional 
foresight and experience have  
been invaluable.

On behalf of the board, I recognise 
and thank all the staff in London 
and Hong Kong for their valuable 
contribution and put on record  
our appreciation of the loyalty  
and support given to the Bank  
by our correspondent banks  
and by the management and  
staff of our parent�s international 
banking network, whose continued 
cooperation contributed greatly 
to our success. This cooperation 
has laid the groundwork for closer 
integration of our strategies with 
those of our parent so that we 
achieve further improvement in  
our service to the group customers.  

I am sure the solid business 
foundation the Bank has created 
will enable it to continue its 
excellent progress in the coming 
years as we seek to expand the 
businesses conducted in London 
and Hong Kong and pursue plans 
to set up a presence in the Dubai 
International Financial Centre. 

I look to the future with con�dence 
in the continuation of our success.

Ali Sedghi
Chairman
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It gives me great pleasure to report a performance for 2006 that far  
exceeded our targets. The year witnessed the dramatic impact of our 
objective of balance sheet expansion and diversi�cation as total assets  
rose from $2,249 million to $3,575 million at the end of 2006, an increase  
of 59%. The Bank funded this expansion by successfully issuing certi�cates 
of deposit, denominated in both Euro and US Dollars, of $1,177 million. 
These deposits were invested mainly in high quality, geographically 
diversi�ed assets, reducing Iran asset risk, net of regulatory approved 
collateral, to 28% from the previous �gure of 48%. Iranian risk concentration 
including off balance sheet items was reduced to 33% (2005: 50%).

Managing Director�s Statement 

In each of the last �ve years the 
Bank�s parent has reinvested 
earnings, providing a strong 
and growing capital base. This 
commitment has been rewarded 
by increasing pro�ts: the pro�t 
for 2006 rose to $70.8million from 
$49million in 2005 and the return 
on average equity exceeded 26% 
in 2006, an improvement of 56% 
over the previous year. The 2006 
return on capital was in excess  
of 31%.

The year saw strong  
underlying performance in all 
business areas, with margins  
from corporate bilateral and  
syndicated lending, re�nancing  
and discounting businesses 
posting strong results. The fee 
based income from documentary 
credit, reimbursements and 
commercial payments again 
improved on the levels achieved  
in the previous year. 

A one-off gain of $11.1 million 
was achieved from the sale of the 
Bank�s former leasehold premises 
in Moorgate. The gain represented 
a combination of exchange gain 
due to strengthening of Pound 
Sterling and the recently favourable 
conditions in the London 
commercial property market.

On 3 April 2006, our 14 Hong  
Kong branch colleagues joined  
the Melli Bank team. The Hong 
Kong branch contributed some 
$1.4 million to the 2006 pro�t 
but, whilst this was a welcome 
contribution to the Bank�s results, 
much work needs to be done 
to realise the full potential of 
the branch. In March 2007 the 
Hong Kong branch will relocate 
to new premises �tted out to a 
high standard and the system 
integration work planned for the 
�rst half of 2007 will enable the 
branch to handle higher volumes  
of business to better standards  
of service. 

I anticipate a dif�cult operating 
environment in 2007 but, like  
our Chairman, given the strength  
of our underlying business,  
I look forward to the future  
with con�dence. The consistent  
year on year improvement in  
the Bank�s performance testi�es  
to the Bank�s competency in its  
areas of activity and to the 
effectiveness of its extensive 
network of global contacts and 
banking correspondents. During 
2006 we witnessed increasing  
and unjusti�able political pressures 
upon our correspondents in 
London and around the globe, 

with the objective of disrupting US 
Dollar clearing services. We express 
our gratitude to our correspondents 
who have continued their loyal and 
valued services in recognition of our 
long and professional relationships 
and the integrity of our banking 
transactions. We are pleased to 
report that the Bank has been able 
to engineer a wholesale shift in the 
currency of transactions. Active 
marketing of our services in other 
major currencies is protecting 
business volumes and pro�tability.

I welcome our new Chairman, Mr. 
Sedghi, to the Board of Melli Bank 
and join him in thanking Dr. Seif 
whose outstanding services and 
lasting contribution to the Bank and 
Bank Melli Iran group we will always 
appreciate. I wish Dr. Seif every 
success for the future.

I thank every member of staff for their 
contribution to a record performance. 
Finally, as ever, I am grateful to the 
support of Melli Bank�s board, the 
board and management of Bank Melli 
Iran, our shareholder, from whose 
assistance and guidance the Bank 
has bene�ted enormously. 

Ahmad Azizi
Deputy Chairman  
and Managing Director
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Interest margin
Once again the prime driver of 
the year on year increase in the 
Bank�s pro�t was growth in the net 
interest margin earned. The net 
margin was increased to $58.2m in 
2006, up over 30% against 2005, 
notwithstanding the increased 
interest cost of the subordinated 
debt issued during the year.

The 2006 margin income bene�ted 
from the issue of certi�cates of  

The Bank earned a pro�t of $70.8m in the year to 31 December  
2006, maintaining the growth established in previous years and so  
exceeding the 2005 result by $21.8m (44%). The 2006 return on  
capital was 31.5%.

Whilst both 2006 and 2005 bene�ted from signi�cant transactions that 
will not be repeated in future years, the performance of the Bank before 
such transactions, shown by the dotted lines on the graphs below, has 
been consistently strong. It is this strong underlying performance that 
the Bank will look to sustain.

Financial Highlights 

deposit during the year but good 
performances were recorded in all 
areas as the Bank continued its 
established policy of developing 
its lending services. Commercial 
loan income was increased by over 
50% year on year and discounting 
income by 80% whilst the Bank�s 
increased activity in the syndicated 
lending market, where the Bank led 
more offerings, brought an increase 
of 110% in the interest earned and 
over 40% in syndicated lending 
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balances outstanding at the year 
end. Notwithstanding the lending  
income growth achieved, the  
Bank was able to sustain lending  
margins earned.

The continuing change in asset 
mix was achieved without any 
signi�cant reduction in asset  
quality and, after applying the 
impairment tests of accounting 
standard FRS 26, the Bank made 
no provisions against its assets.
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Fees and commissions
The acquisition of the Hong Kong 
branch made a notable contribution  
to the growth in fees and 
commissions receivable achieved  
in 2006 (up from $11.3m in 2005  
to $14.9m in 2006) with the growth  
consolidated  by increased income 
earned from loan commitment  
fees and transaction charges. 

Dealing pro�ts 
During 2006 the Bank maintained the 
level of trading activity undertaken 
so that the pro�ts matched those 
achieved in 2005 at $1.6m. 

Other pro�t sources
In June 2006 the Bank sold the  
lease of its of�ce building at 4 
Moorgate and so bene�ted from 
both the movements in exchange 
rates that have taken place since 
acquisition of the premises in 

Capital ratio
Continued reinvestment of pro�ts 
has enabled the Bank to maintain 
the high capital base necessary  
to meet regulatory limits on  
country concentration. 

The Bank has sought to exploit its 
capital base and increase the return 
on equity by the expansion of the  
size and scope of its balance sheet. 
Investment of the proceeds of the 
issue of the certi�cates of deposit 
and expansion of lending brought 
the 2006 year end risk asset ratio to 
28.8% (2005: 44.2%), comfortably 
above the Bank�s regulatory limit.
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December 2002 and the recent 
growth in City of�ce values.  
The Moorgate premises had been 
valued for existing use at $10.9m  
in December 2004 but were sold  
for $20.2m. The sale brought  
a pro�t of $11.1m.

Income for 2005 included the 
release of a provision for interest 
charges arising from an earlier 
disputed transaction ($5.2m). 

Administration expenses
Costs continued to be well 
controlled in 2006 with cost 
increases driven primarily by  
the acquisition of the Hong  
Kong branch in April 2006.  
The acquisition of the Hong  
Kong branch was also the major 
driver of the increase in average 
staff numbers during the year,  
up from 72 in 2005 to 88 in 2006.
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Performance summary

Pro�t before taxation
Taxation
Retained pro�t 

Subordinated debt 
Shareholders� funds 
Regulatory Capital Base

Deposits by banks
Certi�cates of deposit
Customer accounts

Loans and advances to banks - money market
Loans and advances to banks - other
Loans and advances to customers
Debt securities
Total assets

Capital ratio
Total capital to total weighted risk assets

Return on capital
Pro�t before taxation

Return on average shareholders� funds (equity)
Pro�t before taxation

Return on average assets
Pro�t before taxation

Average 12mth US $ LIBOR 

2005
$m

49.0
14.7
34.3

75
306
381

1,457
-

372

592
1,129

252
233

2,249

44.2%

21.8%

16.9%

2.3%

4.0%

2004
$m

32.6
10.4
22.2

75
271
346

1,289
-

429

843
805
182
222

2,082

41.4%

14.5%

12.4%

1.5%

2.1%

2003
$m

25.5
7.7

17.8

75
252
327

1,540
-

263

1,301
430
215
173

2,140

45.3%

11.3%

10.5%

1.3%

1.4%

2002
$m

12.7
3.6
9.1

75
235
310

1,082
-

436

1,481
163
112

63
1,834

58.7%

5.6%

5.5%

0.5%

2.4%

The policies under which these accounts were prepared are set out in the notes to the accounts.

2006
$m

70.8
19.8
51.0

156
275
431

1,765
1,177

158

1,128
1,256

379
747

3,575

28.8%

31.5%

26.3%

2.4%

5.3%

Continued reinvestment of pro�ts has enabled the 
Bank to maintain a high capital base.
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Business Review

The Bank �rst acted as mandated 
lead arranger for corporate 
syndicated lending in 2005. The 
business developed in 2006 and 
we led syndicated term loans to 
a total value of just under $320m. 
The bene�ciaries were Iranian 
and other corporates engaged in 
various economic sectors including 
cement, automobile and general 
trade and services sectors.  

In 2006 the Bank was also 
successful in issuing a series of 
three year certi�cates of deposit 
in two currencies, amounting to 
$1.177 billion. The issues expanded 
and diversi�ed the Bank�s asset 
base so that Iran asset risk, net 
of regulatory approved collateral, 
comprised 28% of on-balance 
sheet risk, down from 48% at 
December 2005 (�gure 1).

Regional Sectors 
Iran
Iran remains the focal market for 
Melli Bank because of our strategic 
�t with the needs of this market and 
the tremendous growth potential it 
represents. Our aim is to position 
Melli Bank as the commercial bank 
of choice for all relevant sectors 
of the Iranian economy: a goal we 
seek to achieve by understanding 

Once again 2006 was a record year for Melli Bank, with the 44% growth  
in pro�t to $70.8m re�ecting the continuation of a success story that began  
in 2002.   

Our 2006 pro�t was enhanced by the $11.1m pro�t from the disposal of  
our old of�ce premises in Moorgate but the underlying pro�t growth was 
again very strong, driven by a clear and focused strategy that is based on our 
knowledge of our markets, carefully selected business portfolios, the talents 
and skills of our people and meticulous implementation of our business plans.

our customer needs and delivering 
customised solutions to meet their 
speci�c business and investment 
requirements.

We hold a signi�cant competitive 
advantage in the Iranian market 
through our cultural knowledge and 
linguistic capabilities, our relationship 
networks within Iran and its global 
trading partners, our reach through 
our Representative Of�ce in Tehran 
and the synergies provided by the 
wide branch network of our parent, 
Bank Melli Iran. Our new Hong Kong 
Branch provides us with access to the 
trade and business markets between 
Iran and the Asia Paci�c region. 

Our Iranian portfolio comprises  
bi-lateral and syndicated loans 
covering pre-export trade �nance, 
capital investment projects, shipping 
and aircraft �nance. Credit terms to 
banks typically remain under one year, 
whilst corporates are allowed slightly 
longer terms of up to three years. The 
2006 year end exposure against limits 
stood at $1.3 billion of which 82% 
was to state sector banks and the 
remainder to well known corporate 
names against collateralisation.

The overall credit quality of our Iranian 
investments remains good and, as in 

2005, no impairment provisions  
were required at the year end.

Non-Iran
We have a two pronged, 
conservative approach to the 
development of the non-Iranian 
business market. In the �rst 
instance, we facilitate the  
�nancing of trade �ows between  
Iran and the rest of the world. 
Secondly, we have developed  
a well diversi�ed portfolio of 
investments mainly in Russia, 
Kazakhstan, Turkey and a  
select number of emerging  
market countries. 

As at 31st December 2006, the 
Bank�s non-Iran exposure stood  
at $2,350 million (72% of asset  
risk concentration) with money 
market balances comprising  
$1,128 million. The debt securities 
portfolio amounted to $650 million 
with the remainder of the exposure 
made up of participations in 
syndicated loans, forfaiting  
assets and bi-lateral facilities. 

The non Iranian exposure was 
very signi�cantly increased from 
the position at the end of 2005 
($905 million) by investment in a 
diversi�ed portfolio of highly rated 
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Asset Concentration 2006

Figure 1

Asset Concentration 2005

Non Iran 52%

BB 9.2%

AAA 5.7%

BBB 2.2%

AA 26.3%

Asset Credit Risk Profile

Figure 2

A 22.9%

B 5.3%

Not Rated 28.4%

Asia Pacific 2.18%

Middle East & 
Africa 22.55%

Non Iranian Business Mix

Figure 3

Eastern Europe 7.57%

Western 
Europe 
59.94%

North America 2.99%

Multinational 
4.77%

Iran 28%

Non Iran 72%

Iran 48%
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debt securities, corporate loans 
and interbank placements. Interest 
rate swaps were used to eliminate 
interest rate risk arising from the 
purchase of these assets. 

Excluding the money market 
balances, the credit quality of the 
non-Iran portfolio has improved 
with 57% rated as �investment 
grade� or above. Many of the 
assets below investment grade or 
unrated were either prime Middle 
Eastern credits or equivalent in 
structure to triple-A rated assets 
(�gure 2).

Whilst the US Dollar assets 
comprised 50.6% of total assets 
at the year end, 2006 saw a 
signi�cant increase in Euro 
denominated assets (44.8%). 
The change re�ected the Bank�s 
policy of currency diversi�cation 
away from the US Dollar. This 
policy of diversi�cation has been 
accelerated in 2007.

The non Iranian portfolio remained 
geographically very well diversi�ed: 
whilst the UK represented 29% of 
the portfolio the next highest single 
country risk was 7.3% (�gure 3).

Documentary credit
Business volumes in the important 
documentary credit area of our 
business maintained consistent 
growth in 2006. Advising of letters 
of credit (LC) issued by the Iranian 
banking sector grew by 3% to 
$1.9 billion whilst the aggregate 
value of letters of credit payment 
settlements made against the 
value of documents negotiated 
by us exceeded $1.4 billion. The 
aggregate value of reimbursement 
claims paid, $1.8 billion, was 

38% higher year on the year whilst 
reimbursement authorities, whereby 
Melli is instructed by LC Issuing 
Banks to honour reimbursement 
claims by LC bene�ciaries� banks, 
more than doubled (�gure 4).

The contribution from this business 
segment, including letter of credit 
re�nancing activities, was in excess 
of 20% of net income. 

Treasury operations 
The primary duties of the Treasury 
Department are the management 
of the Bank�s liquidity together with 
the interest and foreign exchange 
rate risk arising from the Bank�s core 
business activities. In addition, the 
Treasury Department endeavours to 
meet the requirements of the Bank�s 
commercial client base in terms of 
providing access to the full range  
of �nancial market products. 

In terms of liquidity, the Treasury 
Department continued to develop 
and diversify the Bank�s sources of 
funds, in particular focusing on non-
US Dollar currencies. The expansion 
of the balance sheet resulted in 
a signi�cant strengthening of the 
Bank�s liquidity ratio. 

Credit operations 
The purpose of credit risk 
management is to monitor and 
measure the Bank�s exposure to 
the risk of counterparty default. 
The Board speci�es the Bank�s 
risk policies and de�nes the limits 
delegated to the Credit Committee. 
Responsibility for monitoring credit 
risk lies with the Credit Department, 
which follows stringent guidelines 
set by the Credit Committee.  
This strict credit risk management 
process ensures a broadly 

diversi�ed credit portfolio with  
low credit risk exposure. 

As indicated previously, the  
Bank has no bad loans within its 
credit portfolio. This re�ects both  
the excellent long term credit  
history of its core customer  
base, comprising mainly Iranian 
government owned entities and  
other high quality non Iranian  
assets, and the Bank�s operation  
of a rigorous credit approval  
process. All existing credits are 
subject to regular interim reviews  
and close monitoring. 

In line with FRS 26, the Board 
believes that the quality of the  
credit portfolio is such that no 
impairment provisions are required.

Risk management
The purpose of risk management  
is to measure and monitor regularly 
the various risk categories of the 
Bank�s operations, to ensure its risk 
pro�le conforms to overall strategy. 
The Bank operates internationally 
and is exposed to �uctuations in 
prices, interest rates and foreign 
exchange rates. Various investment 
strategies and derivatives are used 
to mitigate these risks and optimise 
investment performance. 

Interest rate risk 
The Bank is exposed to various  
risks associated with the effects  
of �uctuations in the prevailing  
levels of market interest rates on  
its assets, liabilities and cash  
�ows. Matching of assets and 
liabilities is employed as the main 
method for hedging risk associated 
with interest-sensitive liabilities. 
Where this is not practicable,  
swap contracts are used (�gure 5).
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Investment Type

Figure 5

Zero Coupon 3.6%

Fixed 52.0%
Floating 44.4%

Currency

Figure 6

USD 50.6%

GBP 4.6%

EUR 44.8%
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Foreign exchange risk 
The Bank is also exposed to  
risks associated with changes  
in foreign exchange rates as a  
result of operating internationally.  
It is Melli Bank�s strategy to 
eliminate gains and losses from 
foreign exchange on long term 
assets and liabilities through its 
policy of hedging using the spot and 
forward currency markets. However, 
in the short-term there may be 
positive returns due to the slow 
pace of mean reversion in exchange 
rates, and the Bank is satis�ed with 
its exposure to currency �uctuations 
against its base currency of US 
Dollars (�gure 6).

Operational risk
Operational risk is considered to 
be the risk of unanticipated losses 
resulting from inadequate or failed 
internal processes, people and  
systems, or from external events. 
Melli Bank has policies and 
procedures in place to maintain 
a system of internal controls and 
an operational risk framework 
to identify, monitor and manage 
operational risk.

Marketing strategy
We have continued to build on  
our established position as a  
leading Iranian-owned bank  
in London with the primary  
aim of developing the business 
opportunities in our core market  
in Iran. Underpinning our  
business development strategy  
is our desire to ensure that we  
are well positioned, both in  
terms of portfolio composition 
and currency, to meet all of the 
challenges that will undoubtedly 
confront us in 2007. 

In 2006, in keeping with our 
established practice, priority was 
given to development of business 
opportunities and leads emanating 
from Iran within the maximum 
capacity of the prudential country 
limit set in consultation with our 
regulators. Our rigorous screening 
and analysis procedures and our 
market knowledge enabled us to 
bene�t from higher returns without 
sacri�cing credit quality. Whilst the 
attractiveness of their inherent risk 
mitigating features meant our main 
target companies were government 
owned enterprises, we have 
also engaged the private sector 
corporations on a selective basis. 

Outside Iran, we sought to  
develop a well diversi�ed 
portfolio of assets re�ecting a 
geographic and industrial spread. 
We continued to reduce the bias 
towards money market placements 
by expanding the bilateral loan  
and syndications market. 

Corporate pro�le
Melli Bank moved into a state  
of the art new building at One  
London Wall in 2005 that re�ects  
a corporate image in keeping  
with our clients� expectations.  
Our distinctive new brand logo 
has since become well recognised 
within the banking, legal and  
wider corporate sectors with  
whom we continue to work to 
develop our business.   

Information technology
The Bank uses fully supported 
information technology (IT)  
systems to process its transactions 
and monitor its risks. The Board 
considers IT to be a key resource 

in the Bank�s strategy of improving 
services and enhancing its 
competitive position. As the Bank 
expands, the ef�ciency, stability 
and security of critical systems 
are maintained at the highest 
levels and updated accordingly. 
To ensure seamless continuity of 
the Bank�s operations, specialist 
disaster recovery facilities are 
available should they be needed. 
The Bank monitors and maintains 
such arrangements, as well as the 
stability and security of its systems, 
on a continuous basis.   

Human resources
Melli Bank maintained an  
average of 88 employees during 
2006, with the increase over  
2005 being a result of the 
acquisition of our branch in 
Hong Kong, and will continue 
building this resource to meet 
its business needs. The Bank 
views its employees as valuable 
stakeholders in the business  
and encourages individuals to 
make contribution towards growth. 
The Bank believes that motivated 
employees are vital to its success 
and in 2006 measured employee 
engagement through a survey.

The Bank operates a policy of 
internal promotion whenever 
possible to motivate and support 
its employees. It also encourages 
diversity and advocates a culture 
of learning, professionalism and 
respect for individuals and monitors 
and rewards qualitative as well 
as quantitative improvements in 
performance. The Bank continued 
to make signi�cant investments in 
the training and development of 
its staff in 2006 in order to develop 



21ANNUAL REPORT 2006 www.mellibank.com

talented and dedicated employees 
and hopes to maintain this trend  
in 2007.

Compliance and money laundering
The Bank has developed an 
effective compliance team with  
the aim of continuing full 
compliance with the regulatory 
demands throughout the Bank, 
as well as providing timely and 
accurate guidance to business 
areas. Strict adherence to the rules 
of the Bank�s regulators, with whom 
the Bank continues to endorse an 
open and honest relationship, is 
enforced at all times.  
 
The Bank is fully cognisant of the 
seriousness and importance of  
the �ght against money laundering 
and the �nancing of terrorism 
and endeavours to take its 
responsibilities seriously and 
earnestly by enforcing strict 
compliance and adherence to  
both the letter and spirit of the 
United Kingdom�s regulations 
for �ghting �nancial crime. 
Relevant members of staff receive 
specialised in-house training and 
external training to remain fully 
familiar and conversant with the 
guidelines and regulations.  
The Bank remains alert to any 
activity or transaction that might 
give rise to suspicion, and would 
immediately report any instance  
of suspicious activity to the  

UK Financial Intelligence Unit 
(�FIU�), the Serious Organised 
Crime Agency and, where 
applicable, to the FIU in 
jurisdictions of the Bank�s overseas 
branch. As the compliance team 
continues to strengthen to meet  
the growing changes in regulation, 
the Bank will bene�t from a 
stronger and well informed 
management team. 

Internal Audit 
The Bank�s internal audit  
function is outsourced to Ernst  
and Young which reports to the 
Bank�s Audit Committee. The  
Audit Committee performs 
an active role in monitoring 
compliance and controls.

Corporate responsibility 
Corporate responsibility for Melli 
Bank is embodied by the concept 
of �Responsible Banking� which 
is an integral part of the way 
we do business and a central 
element of our overall strategy. 
Responsible Banking means 
making informed, reasoned and 
ethical decisions about how we 
conduct our business, how we 
treat our employees and how we 
behave towards our customers 
and clients, our employees and 
their dependents. Our commitment 
to responsible lending includes 
providing straightforward 
information, and applying strict, 

Responsible Banking means making informed, 
reasoned and ethical decisions about how we 
conduct our business.

sensible lending criteria.  
As a responsible bank, our  
aim is to be accountable to our 
stakeholders and to discharge  
our social responsibility to them,  
by focusing on the following  
key areas:   

� �  �Customer service
� �  Employee welfare

Customer Service
Melli Bank is committed to  
treating our customers fairly 
and has principles that guide 
employees in understanding  
how they can help the Bank  
deliver on that commitment.  
A great deal of effort has gone 
into improving our products 
and services and we are giving 
customers more and better 
information to help them make 
more informed decisions  
and take more responsibility for 
their �nances. This commitment 
remains a priority for the Bank.

Employee Welfare
Melli Bank is committed to 
the health and safety of its 
employees throughout all areas 
of its worldwide operations. 
This commitment has been 
demonstrated through various 
employee support initiatives  
to aid the well-being of its  
employees and the enhancement 
of their experience with the Bank.
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Principal activities
The company is a commercial bank based in London 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 services.

Business review
The activities of the Bank have achieved a substantial increase in  
net interest with growth in commercial lending income and balances.  
The pro�t before taxation amounted to $70,773,000 (2005: $49,024,000) 
and the pro�t after tax was $50,967,000 (2005: $34,261,000). A review  
of the business is provided in the Financial and Business Reviews on 
pages 12 to 21.

Details of the company�s �nancial risk management objectives and policies 
and details of the company�s indicative exposure to �nancial risk are given 
in note 20.

Proposed dividend
The directors do not propose payment of a dividend.

Directors and directors� interest
Directors who held of�ce during the year were as follows:

Chairman 					     Mr. A. Sedghi 
						      Dr. V. Seif	

Deputy Chairman and Managing Director		  Dr. A. Azizi	

Executive Directors				    Mr. B. Ataii 
						      Mr. M. Tahouri	
						      Mr. A. Zand

Company Secretary				    Mr. A. Zand

Non Executive Directors				    Mr. J. Pearson	
						      Mr. J. Thompson
						      Mr. G. Zaferani	

Mr. A. Sedghi was appointed to the Board on 29 January 2007.
Dr. V. Seif resigned from the Board on 29 January 2007. 
Mr. M. Tahouri resigned from the Board on 31 January 2006.

None of the directors who held of�ce at the end of the �nancial  
year had any disclosable interest in the shares of the company.

The directors present their annual report and the audited �nancial 
statements for the year ended 31 December 2006.

Directors� Report

Political and  
charitable contributions
The Bank made no political 
contributions during 2006  
(2005: nil) but did donate  
$14,000 to charity (2005: nil).

Creditor payment period
The Bank seeks to settle trade 
invoices promptly upon receipt.  
The creditor payment period of 
invoices outstanding at the year  
end, largely determined by the  
timing of receipt of those  
invoices, was twenty days.

By the order of the Board

Ahmad Azizi
Deputy Chairman  
and Managing Director

8 March 2007  
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Company law requires the directors 
to prepare �nancial statements for 
each �nancial year. Under that law 
they have elected to prepare the 
�nancial statements in accordance 
with UK Accounting Standards.  

The �nancial statements are 
required by law to give a true and 
fair view of the state of affairs of the 
company and of the pro�t or loss of 
the company for that period.  

The directors are responsible for preparing the Directors� Report and the 
�nancial statements in accordance with applicable law and regulations.  

Statement of Directors� Responsibilities

In preparing these �nancial statements, the directors are required to:  

� �	� select suitable accounting policies and then apply them consistently;  
� �	� make judgments and estimates that are reasonable and prudent;  
� �	� state whether applicable UK Accounting Standards have been followed, 

subject to any material departures disclosed and explained in the 
�nancial statements; 

� �	� prepare the �nancial statements on the going concern basis unless  
it is inappropriate to presume that the company will continue in 
business; and  

� �	prepare a directors� report that complies with applicable UK law. 

The directors are responsible for keeping proper accounting records that 
disclose with reasonable accuracy at any time the �nancial position of the 
company and enable them to ensure that its �nancial statements comply 
with the Companies Act 1985. They have general responsibility for taking 
such steps as are reasonably open to them to safeguard the assets of the 
company and to prevent and detect fraud and other irregularities.  

The directors are responsible for the maintenance and integrity of the 
corporate and �nancial information included on the company�s website. 
Legislation in the UK governing the preparation and dissemination of 
�nancial statements may differ from legislation in other jurisdictions. 

The directors who held of�ce at the date of approval of this directors� 
report con�rm that, so far as they are each aware, there is no relevant audit 
information of which the Bank�s auditors are unaware; and each director 
has taken all the 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.
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Report of the Independent Auditors  
to the Members of Melli Bank plc

This report is made solely to the 
company�s members, 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 members 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 members 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 �nancial 
statements in accordance with 
applicable law and UK Accounting 
Standards (UK Generally Accepted 
Accounting Practice) are set out 
in the Statement of Directors� 
Responsibilities on page 25. 

Our responsibility is to audit  
the �nancial 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 �nancial statements 
give a true and fair view and are 
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 �nancial statements.

In addition we report to you if,  
in our opinion, 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 speci�ed by law 
regarding directors� remuneration 
and other transactions is  
not disclosed.

We read the other information 
accompanying the �nancial 
statements and consider the 
implications for our report if we 
become aware of any apparent 
misstatements within it.

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 �nancial 
statements. It also includes an 
assessment of the signi�cant 
estimates and judgments made 
by the directors in the preparation 
of the �nancial statements, and of 
whether the accounting policies 
are appropriate to the company�s 
circumstances, consistently  
applied and adequately disclosed.

We have audited the �nancial statements of Melli Bank plc for the year 
ended 31 December 2006 which comprise the Pro�t and Loss Account, 
the Balance Sheet, the Statement of Total Recognised Gains and 
Losses and the related notes. These �nancial statements have been 
prepared under the accounting policies set out therein.    

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 suf�cient 
evidence to give reasonable 
assurance that the �nancial 
statements are free from material 
misstatement, whether caused by 
fraud or other irregularity or error. 
In forming our opinion we also 
evaluated the overall adequacy  
of the presentation of information  
in the �nancial statements.

Opinion  
In our opinion 
� �	� the �nancial statements give a 

true and fair view, in accordance 
with UK Generally Accepted 
Accounting Practice, of the state 
of the company�s affairs as at 31 
December 2006 and of its pro�t 
for the year then ended;  

� �	� the �nancial statements have 
been properly prepared in 
accordance with the Companies 
Act 1985; and

� �	� the information given in the 
Directors� Report is consistent 
with the �nancial statements.

KPMG Audit Plc
Chartered Accountants 
Registered Auditor
8 Salisbury Square, 
London 
EC4Y 8BB

8 March 2007



ANNUAL REPORT 2006 www.mellibank.com28

All the company�s income is derived from continuing operations.

The notes on pages 31 to 45 form part of these �nancial statements.

Note

2

3
10
10
13

4

17

2006
$�000

152,212
28,232

180,444

(122,264)
              

58,180

14,901
(314)

1,657

74,424

(13,866)
(860)

11,075
-

70,773

(19,806)

50,967

Pro�t and Loss Account

Interest receivable
Interest receivable, excluding that arising from debt securities
Interest receivable from debt securities

Interest payable
Interest payable on deposits

Net interest income

Fees and commissions receivable
Fees and commissions payable
Dealing pro�ts

Operating income

Administration expenses
Depreciation and amortisation
Pro�t on disposal of long leasehold property
Release of provision for interest payable

Pro�t on ordinary activities before taxation

Tax on pro�t from ordinary activities

Retained pro�t on ordinary activities after taxation

For the year ended 31 December 2006

2005
$�000

82,614
13,112

95,726

(51,366)
              

44,360

11,307
(424)

1,640

56,883

(12,351)
(741)

-
5,233

49,024

(14,763)

34,261
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Balance Sheet
As at 31 December 2006

These �nancial statements were approved by the Board of Directors  
on 8 March 2007 and were signed on its behalf by:

Ahmad Azizi
Deputy Chairman and Managing Director

The notes on pages 31 to 45 form part of these �nancial statements

Note

6
7
8

10

12
12
13
14

15

19

16
17

18
18

2006
$�000

2,383,820
379,105
747,123

5,438
60,293

3,575,779

1,765,477
1,177,048

158,443
10,020
30,402

156,230

3,297,620

3,320

3,300,940

225,098
49,741

274,839

3,575,779

91,449
313,496

404,945

Assets  
Loans and receivables - banks
Loans and receivables - customers
Debt securities
Tangible �xed assets
Prepayments and accrued income

Total assets

Liabilities
Deposits by banks
Certi�cates of deposit issued
Customer accounts
Other liabilities
Accruals and deferred income
Subordinated liability

Total liabilities excluding pension liabilities

Net liabilities of de�ned bene�t pension scheme 

Total liabilities including pension liabilities

Share capital
Reserves

Shareholders� funds

Total liabilities and shareholders� funds

Memorandum items
Contingent liabilities
Commitments

2005
$�000

1,721,560
252,306
233,126

14,795
27,522

2,249,309

1,456,618
-

372,361
8,065

28,049
75,000

1,940,093

2,900

1,942,993

225,086
81,230

306,316

2,249,309

109,009
98,887

207,896
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Note

19

17

2006
$�000

50,967

(544)
(556)
330

(770)

(651)
195

(456)

49,741

Statement of Total Recognised   
Gains and Losses

Retained pro�t after taxation 

Reserve restatements to re�ect Financial Reporting Standard 17.
Exchange rate impact on de�cit brought forward 
Actuarial loss 
Deferred tax impact at 30%

Net movement through pro�t and loss account

Movements through available for sale reserve
Movement in fair value during year
Deferred tax impact at 30%

Net movement through available for sale reserve

Total movement in reserves re�ected in the balance sheet

For the year ended 31 December 2006

2005
$�000

34,261

468
(1,162)

210

(484)

(3,460)
1,038

(2,422)

31,355

The notes on pages 31 to 45 form part of these �nancial statements
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Notes to the Accounts
Forming part of the �nancial statements

1. Accounting policies

The following accounting policies have been applied consistently in dealing 
with items which are considered material in relation to the �nancial statements, 
except if noted below.

Basis of preparation
The �nancial statements have been prepared under the historical cost 
convention and in accordance with the special provisions of Part VII, Chapter 
II of the Companies Act 1985 relating to banking companies, applicable 
accounting standards and the relevant British Bankers� Association Statements 
of Recommended Accounting Practice. 

As the company is a wholly owned subsidiary of Bank Melli Iran which 
produces publicly available accounts the company has taken advantage of 
the exemption available in FRS 8 and not disclosed transactions or balances 
with entities which form part of the Group. Similarly the Company has taken 
advantage of the exemption within FRS 1 (revised), �Cash Flow Statement�, 
and does not produce a cash �ow statement.

The company has one class of business and all other services provided are 
ancillary to this. Business is conducted from the United Kingdom and from  
a branch in Hong Kong.

a) Interest receivable and payable
Interest receivable and payable is accrued over the period of the related  
loans, securities and deposits using the effective interest method.

b) Fees and commissions receivable and payable
Fees and commissions are taken to pro�t when received, except when those 
fees are an adjustment to the yield on the related asset, in which case they 
are deferred over the period of the asset. Fees and commissions payable on 
borrowings are expensed to the pro�t and loss account over the life of the 
borrowing. In both cases the transfer of fees and commissions to pro�t is  
made using the effective interest method. 

c) Loans and receivables
Loans and receivables are stated at amortised cost after deduction of amounts 
which are required as impairment provisions. Where loans have been acquired 
at a premium or discount, these premiums and discounts are amortised 
through the pro�t and loss account from the date of acquisition to the date  
of maturity using the effective interest method.

d) Instruments at fair value through the pro�t and loss account
Financial assets, including derivatives that are assets, are measured at their 
fair values, without any deduction for transaction costs that may be incurred 
on sale or other disposal. Fair value is determined by reference to published 
price quotations in an active market or is estimated using valuation techniques. 
Movements in the fair value of these assets are taken through the pro�t and 
loss account. 

e) Securities
Securities intended for use on a 
continuing basis in the company�s 
activities are treated as available for 
sale assets and initially recognised at 
fair value. Subsequent changes in fair 
value are included as a movement of 
equity until sale when the cumulative 
gain or loss is transferred to the pro�t 
and loss account.  

Where the Bank has the positive 
intent and ability to hold securities to 
maturity they are stated at amortised 
cost less, if relevant, any impairment 
losses (see accounting policy  
note g overleaf). 

Where dated investment securities 
have been purchased at a premium 
or discount, these premiums and 
discounts are amortised through the 
pro�t and loss account from the date 
of acquisition to the date of maturity 
using the effective interest method.

Securities held for trading purposes 
are initially recognised at cost and 
subsequently stated at fair value with 
changes in value being recognised 
through the pro�t and loss account.
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f) Fixed assets and depreciation
Depreciation is provided to write off the cost less the estimated residual 
value of tangible �xed assets by equal instalments over their estimated useful 
economic lives as follows:

Leasehold buildings	 -	 over the remaining period of the lease
Leasehold improvements	 -	 12.5% per annum
Fixtures, �ttings and equipment	 -	 20% per annum
Motor vehicles	 - 	 20% per annum

No depreciation is charged on assets in course of construction.

g) Impairment provisions
Impairment provisions are made where there is objective evidence of 
impairment as a result of one or more events that occurred after the initial 
recognition of the asset and that loss event (or events) has an impact on  
the estimated future cash �ows from the asset that can be reliably estimated. 
Losses expected as a result of future events are not recognised. Evidence  
of impairment is considered on both individual and portfolio bases.

h) Foreign currencies
The company�s reporting currency is the US dollar which, being the currency in 
which the majority of its transactions are denominated and in which it primarily 
generates income and expenditures of cash, is also the functional currency of 
the company.

Transactions in foreign currencies are recorded using the rate of exchange 
ruling at the date of the transaction. Monetary assets and liabilities 
denominated in foreign currencies are translated using the rate of exchange 
ruling at the balance sheet date and the gains or losses on translations are 
included in the pro�t and loss account. Non monetary items that are measured 
in terms of historical cost in a foreign currency are translated at the exchange 
rate at the date of the transaction.

i) Taxation
The charge for taxation is based on the pro�t for the year and takes into 
account taxation deferred because of timing differences between the treatment 
of certain items for taxation and accounting purposes. Deferred tax is 
recognised, without discounting, in respect of all timing differences between 
the treatment of certain items for taxation and accounting purposes which have 
arisen but not reversed at the balance sheet date.

j) Pensions and other post  
retirement bene�ts
The company operates a de�ned 
contribution pension scheme.  
The assets of the scheme are held 
separately from those of the company 
in an independently administered 
fund. The amounts charged to the 
pro�t and loss account represent the 
contributions payable to the scheme  
in respect of the accounting period.

The company also operates a de�ned 
bene�t pension scheme based on �nal 
pensionable pay that was closed to 
future accrual from 31 July 2004 and 
replaced by the de�ned contribution 
scheme. De�ned bene�t pension 
scheme liabilities are measured using 
the projected unit credit method and 
discounted at the current rate of  
return on a high quality corporate  
bond of equivalent term and currency 
to the liability. 
 
k) Operating lease rentals
Operating lease rentals are charged 
to the pro�t and loss account on a 
straight line basis over the period of 
the lease.
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a) Analysis of charge for the year
2006

$�000

19,951
(8)

19,943

-
(11)

(126)

19,806

Current taxation :
UK corporation tax  at 30% (2005: 30%) on income for the year
UK corporation tax  adjustment in relation to prior year

Total current tax (Note 4(b))

Deferred taxation  (Note 11):
Pension costs taken through pension de�cit
Adjustment in respect of prior years
Origination and reversal of timing differences

Tax on pro�t on ordinary activities

2005
$�000

14,448
(54)

14,394

155
-

214

14,763

4. Taxation

2. Dealing pro�ts
2006

$�000

1,665
(8)

1,657

Dealing pro�ts arose from:
Dealing in foreign exchange
Dealing in trading securities

Turnover in the securities trading book was $68m (2005: $67m) in the year. 

3. Administration expenses
2006

$�000

6,283
706
677

180
100

1,018
4,902

13,866

Staff costs
	 Salaries and wages
	 Social security costs
	 Other pension costs

Auditor�s remuneration
	 Audit services
	 Non audit services

Operating lease rentals in respect of leasehold premises
Other administration expenses

The average number of employees employed by the Bank during the  
year was 88 (2005:72).

2005
$�000

1,873
(233)

1,640

2005
$�000

6,402
599
312

135
3

644
4,256

12,351
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b) Factors affecting the tax charge 
The current tax charge for the year is lower than (2005: lower than) the standard rate of corporation tax in the  
UK of 30% (2005: 30%). The differences are explained below:

Pro�t on ordinary activities before taxation 
 
Pro�t on ordinary activities multiplied by UK standard  
rate of corporation tax of 30%
Effects of: 
	 Expenses not deductible for tax purposes
	 Pension contributions taken through pension de�cit
	 Impact of foreign exchange movements
	 Difference between pro�t on disposal and chargeable gain
	�� Depreciation in excess of capital allowances/(Capital allowances
  	 in excess of depreciation)
	 Adjustment in relation to prior years

Current tax charge for the year (Note 4(a)) 

2006
$�000

70,773

21,232

7
(149)
200

(1,465)

126
(8)

19,943

2005
$�000

49,024

14,707

(80)
(155)

-
-

(24)
(54)

14,394

c) Factors that may affect the future tax charges 
The directors of the company are not aware of any factors which will have a material effect upon future tax charges.

Directors� emoluments

Highest paid director�s emoluments:
   Salary and bonus
   Remuneration in relation to prior years

Bene�ts:
	 Arising from rent paid to Bank Melli Iran
	 Arising from use of company car
	 Arising from membership of medical scheme

UK income tax and national insurance

2006
$�000

1,170

243
52

52
23

6

242

618

2005
$�000

893

181
-

47
21

5

159

413

The directors are remunerated in sterling.

Three directors at 31 December 2006 (four at 31 December 2005) were members 
of the Bank�s pension scheme that provided bene�ts based on �nal pensionable 
pay. The scheme closed and bene�ts were frozen on 31 July 2004.

5. Remuneration and interests of directors
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6. Loans and receivables - banks
2006

$�000

696,902

395,388
810,167
481,363

-

2,383,820

377,312

1,127,533
1,256,287

2,383,820

Cash and balances at banks
	 Repayable on demand
Remaining maturity:
	 3 months or less
	 1 year or less but over 3 months
	 5 years or less but over 1 year
	 Over 5 years

Of the above amount 23% (2005: 36%) represents exposure to Iranian banks 
other than Group undertakings.

Due from Group undertakings

Loans and receivables - banks comprises:
	 Loans and receivables money market counterparties 
	 Loans and receivables other banks

2005
$�000

420,714

280,299
894,050
124,831

1,666   

1,721,560

352,530

592,103
1,129,457

1,721,560

All loans and receivables - banks have been classi�ed as loans and receivables 
and reported at amortised cost under the requirements of FRS 26.

At 31 December 2006 the effective interest rate earned on loans and 
receivables � banks was 6.04% (2005 5.65%).

7. Loans and receivables - customers

Repayable on demand or at short notice
Remaining maturity:
	 3 months or less
	 1 year or less but over 3 months
	 5 years or less but over 1 year
	 Over 5 years

Of the above amount 53% (2005: 81%) are exposures to Iranian corporate  
and government owned entities.

All loans and receivables - customers have been classi�ed as loans and 
receivables and reported at amortised cost under the requirements of FRS 26.

At 31 December 2006 the effective interest rate earned on loans and 
receivables � customers was 8.28% (2005 7.96%).

2005
$�000

6,915

41,858
97,063
99,467
7,003

252,306

2006
$�000

4,244

79,679
133,046
156,772

5,364

379,105
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8. Debt securities

Investments Held to Maturity
Available for Sale
Trading Portfolio

At 31 December 2006 the effective interest rate earned  
on debt securities was 5.22% (2005 6.75%).

Investments Held to Maturity

Investment securities - listed 
	 non �nancial corporations 
	 �nancial corporations
	 government

Investment securities � listed all due one year or over

Available for sale

Investment securities - listed
	 non �nancial corporations 
	 �nancial corporations
	 government

Investment securities - unlisted
Issued by public bodies:
	 government bonds 
Issued by other issuers:
	 �nancial corporations
	 non �nancial corporations

Securities due within one year
Securities due one year or over

Movements in debt securities are analysed as follows:

Cost at start of year
  Exchange rate impact
  Additions during the year
  Disposals during the year
  Maturities during the year

Net book cost at end of year

2006
$�000

329,932
413,895

3,296

747,123

222,825
70,794
36,313

329,932

21,643
116,189
90,510

11,706

150,236
23,611

413,895

49,520
364,375

413,895

2006
$�000

231,539
21,611

579,635
(71,688)
(14,910)

746,187

221,885
70,583
35,719

328,187

21,642
116,614

90,468

11,706

149,381
23,148

412,959

49,191
363,768

412,959

2005
$�000

-
233,126

-

233,126

-
-
-

-

21,817
79,369

5,927

82,870

43,143
-

233,126

67,831
165,295

233,126

2005
$�000

222,237
(19,999)
77,387
(7,273)

(40,813)

231,539

-
-
-

-

22,011
79,639
5,875

80,801

43,213
-

231,539

67,887
163,652

231,539

Balance Sheet
Amortised Cost

2006 
$�000

Market 
Value
2006

$�000

Balance Sheet
Amortised Cost

2005 
$�000

Market 
Value
2005

$�000

Balance Sheet
Fair Value

2006 
$�000

Adjusted
Cost
2006

$�000

Balance Sheet
Fair Value

2005 
$�000

Adjusted
Cost
2005

$�000
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9. �Impairment and general and speci�c debt provisions

Following the adoption of FRS 26 the Bank makes impairment provisions only where there is objective evidence of 
impairment as a result of one or more events that occurred after the initial recognition of the asset and that loss event  
(or events) has an impact on the estimated future cash �ows from the asset that can be reliably estimated. 

The Bank made no impairment provisions at either 31 December 2006 or 31 December 2005.

10. Tangible �xed assets

Cost
At 31/12/05
Additions
Disposal

At 31/12/06

Depreciation
At 31/12/05
Charge
Disposal

At 31/12/06

Net book value
At 31/12/06

At 31/12/05

$�000

10,880
-

(10,880)

0

1,786
-

(1,786)

0

0

9,094

Leasehold
building

$�000

1,991
-
-

1,991

-
-
-

0

1,991

1,991

Assets in  
course of 

construction

The Bank sold its interest in the long leasehold premises 
at 4, Moorgate, London during 2006.

Net sale proceeds
Less: Balance sheet carrying value

Pro�t on disposal

$�000

2,810
171

-

2,981

350
380

-

730

2,251

2,460

$�000

3,798
426

-

4,224

2,571
469

-

3,040

1,184

1,227

$�000

56
-
-

56

33
11

-

44

12

23

Motor
vehicle

Fixtures, 
�ttings, 

and  
equipment

Leasehold
improve-

ments

Total

$�000

19,535
597

(10,880)

9,252

4,740
860

(1,786)

3,814

5,438

14,795

$�000

20,169
9,094

11,075
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11. Deferred tax 

Balance brought forward
Opening adjustments to re�ect FRS 26 
Adjustment in respect of fair value of investments
Accelerated capital allowances
Adjustment in respect of capital allowances in prior years
General provision for bad debts
Recognition of contribution to closed pension scheme

Deferred tax liability

2006
$�000

(525)
-

195
126
(11)

-
-

(215)

2006
$�000

66
(281)

(215)

The company recognised the deferred tax asset as being receivable at 31 
December 2006 as the directors were of the opinion that, on the basis of all 
available evidence, it was more likely than not that there would be suitable 
future tax pro�ts from which the future reversal of the underlying timing 
differences could be deducted. Recognition was in accordance with the 
provisions of FRS 19.

Accelerated capital allowances
Recognition of fair value of investments

Deferred tax liability

The deferred tax liability comprises the following amounts

12. Deposits by banks

Repayable on demand
With agreed maturity dates or periods of notice, by remaining maturity:
	 3 months or less but not repayable on demand
	 1 year or less but over 3 months
	 5 years or less but over 1 year

Amounts include:
	 Due to Group undertaking

2006
$�000

439,949

1,168,536
49

156,943

1,765,477

1,244,554

2005
$�000

383,717

863,028
59,873

150,000

1,456,618

1,061,566

2005
$�000

605
(1,514)
1,038

(103)
(54)

(441)
(56)

(525)

2005
$�000

(49)
(476)

(525)

In 2006 the Bank issued three year certi�cates of deposit, denominated in 
euros and US dollars, equivalent to $1,177,048,000. 

At 31 December 2006 the effective interest rate paid on deposits by banks and 
certi�cates of deposit was 4.43% (2005 3.72%).
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13. Customer accounts
2006

$�000

124,176

15,471
18,796

158,443

Repayable on demand
With agreed maturity dates or periods of notice,  by remaining maturity:
	 3 months or less but not repayable on demand
	 1 year or less but over 3 months

2005
$�000

89,614

216,366
66,381

372,361

In December 2006 customer accounts of Bank Melli Iran London branches were 
novated to the Bank by court order under the provisions of the Financial Services 
and Markets Act 2000. Customer accounts that had not been novated at 31 
December 2005 comprised $812,000 of the balances shown above for 2005.

At 31 December 2006 the effective interest rate paid on customer accounts was 
3.55% (2005 3.85%).

Included within the balances brought forward to 2005 was a provision of 
$5,233,000 relating to interest charges. This provision was released during 2005.

14. Other liabilities
2006

$�000

10,020Corporation Tax

2005
$�000

8,065

15. Subordinated loan
On 15 November 2001 Melli Bank plc issued unsecured subordinated �oating rate loan notes to Bank Melli Iran of 
$75,000,000. The interest on the loan notes is based on US dollar Libor plus a margin and is repayable in full on 15 
November 2050 or at �ve years notice from the loan note holder.

On 16 March 2006 Melli Bank plc issued Class A unsecured subordinated �oating rate loan notes to Bank Melli Iran  
of $37,543,000. Interest on the loan notes is based on US dollar Libor plus a margin and the loan notes are repayable  
in full on 16 September 2050 or in whole at thirty days notice from Melli Bank plc or in whole or in part at �ve years  
notice from the loan note holder. 

On 16 March 2006 Melli Bank plc issued Class B perpetual subordinated �oating rate loan notes to Bank Melli Iran of 
$43,687,000. Interest on the loans is based on US dollar Libor plus a margin and the loan notes are repayable in whole  
at thirty days notice from Melli Bank plc. Melli Bank plc is under no obligation to redeem the Class B notes at any time  
and the Class B note holders have no right to call for redemption of the notes. 

At 31 December 2006 the effective interest rate paid on subordinated loans was 6.12% (2005 4.78%).

2006
$�000

98
225,000

225,098

98
225,000

225,098

Authorised
50,000 Ordinary shares of £1 each
225,000,000 Ordinary shares of $1 each

Allotted, called up and fully paid
50,000 Ordinary shares of £1 each
225,000,000 Ordinary shares of $1 each

16. Called up share capital
2005

$�000

86
225,000

225,086

86
225,000

225,086



ANNUAL REPORT 2006 www.mellibank.com40

2006
$�000

80,119
50,967

(770)
(81,230)

49,086

1,111
(456)

655

49,741

Pro�t and loss account

Balance brought forward
Retained pro�t after taxation 
Movements recognised through the statement of total recognised gains and losses
Dividend paid on 16 March 2006

Pro�t and loss account balance carried forward

Available for sale reserve

Balance brought forward
Movements recognised through the statement of total recognised gains and losses

Available for sale reserve carried forward

Total reserves

17. Reserves
2005

$�000

45,404
34,261

454
-

80,119

-
1,111

1,111

81,230

18. Contingent liabilities and commitments
Included in the contingent liabilities is $44,416,400 (2005: $28,157,533) in respect of acceptances and letters of credit 
issued or con�rmed by the Bank. Of this amount, letters of credit amounting to $4,638,241 (2005: $2,537,491) have 
been issued by the branches of the parent company.

Other contingent liabilities in existence at 31 December 2006 amounted to $47,033,194 (2005: $80,851,384) in respect 
of letters of guarantee issued by the Bank, of which $32,984,756 (2005: $66,104,589) related to our parent company.

Undrawn commitments at 31 December 2006 amounted to $313,496,424 (2005: $98,887,068).

The annual commitment under a �fteen year, non-cancellable, property operating lease was $1.2million  
(2005: $1.2 million).

The dividend paid on 16 March 2006 was immediately reinvested in 
subordinated debt issued by the Bank (see note 15) so maintaining the  
Bank�s regulatory capital base. 
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19. Pension scheme
Until 31 July 2004 the company operated a pension scheme providing bene�ts based on �nal pensionable pay.  
The scheme was closed on 31 July 2004 and replaced by a de�ned contribution plan. Bene�ts were frozen at the  
date of closure. The company has agreed to contribute £254,000, equivalent to $496,000 at the 31 December 2006 
exchange rate, to the scheme in each of the next twelve years.

The assets in the scheme 
and the expected rate of return were:

Equities 
Bonds 
Property 
Cash including Trustees Bank Account
Secured pensions in payment

Total market value of assets
Present value of scheme liabilities

De�cit in scheme before tax
Related deferred tax asset at 30%

De�cit in scheme

Long term 
rate of return 

expected at
31 Dec 2006

Long term 
rate of return 

expected at
31 Dec 2005

Value of 
assets at

31 Dec 2005
$�000

Value of 
assets at

31 Dec 2006
$�000

   7,657 
      2,638 
      1,884 
        396 

     11,065 
      

23,640 
     28,383 

(4,743) 
1,423

 
(3,320) 

7.6%
5.1%
7.6%
4.6%
5.1%

7.1%
4.7%
7.1%
4.1%
4.7%

Analysis of the amount charged to operating pro�t:

Current service cost including expenses

Total operating charge

24

24

23

23

Year ending
31 Dec 2006 

$�000

Year ending
31 Dec 2005 

$�000

Discount rate
In�ation 
Increases to deferred pensions before retirement.
Increases to pension in payment at 5% or RPI if less,  
subject to a minimum of 3% p.a.

As at
31 Dec 2006

Assumptions As at
31 Dec 2005

5.1%
3.2%
3.2%

3.4%

4.7%
2.9%
2.9%

3.4%

An actuarial valuation was carried out as at 1 August 2006 and updated to 31 December 2006.  
The major assumptions used in valuing the liabilities are given below with earlier year comparatives:

The assets of the scheme are not intended to be realised in the short term and may be subject to signi�cant change 
before they are realised. The present values of the liabilities of the scheme are derived from cash �ow projections over 
long periods and are inherently uncertain.

7,685
3,048
2,120

398
7,293

20,544
24,689

(4,145)
1,245

(2,900)
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Commentary
The valuation at 31 December 2006 showed an increase in the de�cit from $4,145,000 at 31 December 2005  
to $4,743,000 at 31 December 2006.

Over the year ending 31 December 2006 the employer paid pension contributions of $1,173,000 in total (2005: $827,000) 
to two pension schemes operated by the Bank: $496,000 to the de�ned bene�t scheme and $677,000 to a de�ned 
contribution scheme.

Analysis of the amount credited to other �nance income:

Expected return on assets
Interest cost

Net return

1,243
(1,141)

102

1,318
(1,289)

29

Analysis of amount recognised in statement  
of total recognised gains and losses 

Actual return less expected return on assets
Experience gains and losses arising on the scheme liabilities
Change in basis

Actuarial gain recognised in statement of total recognised gains and losses

1,738
(616) 

(2,284)

(1,162)

321
(507)
(370)

(556)

Movement in de�cit during the year

De�cit in scheme at beginning of year
Movement in year:
	 Exchange rate impact on de�cit brought forward
	 Current service cost 
	 Employer�s contributions
	 Other �nance income
	 Actuarial loss

De�cit in scheme at end of year

(3,966)

468
(24)

437
102

(1,162)

(4,145)

(4,145)

(544)
(23)

496
29

(556)

(4,743)

Year ending
31 Dec 2006 

$�000

Year ending
31 Dec 2005 

$�000

Year ending
31 Dec 2006 

$�000

Year ending
31 Dec 2005 

$�000

Year ending
31 Dec 2006 

$�000

Year ending
31 Dec 2005 

$�000

Current service cost includes the pension scheme expenses.
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History of experience gains and losses
Year ending
31 Dec 2003

Year ending
31 Dec 2002 

Year ending
31 Dec 2005 

$�000

Year ending
31 Dec 2004

Year ending
31 Dec 2005 

$�000

Year ending
31 Dec 2005

1,738
8.5

(616)
(2.5)

(1,162)
(4.7)

150
0.8

298
1.5

(306)
(1.6)

(2,898)
(15.8)

997
4.2

(4,883)
(20.6)

(25)
(0.1)

433
1.8

(125)
(0.5)

20. Risk management and the role of �nancial instruments
Melli Bank plc holds �nancial instruments for the purpose of �nancing its operations and managing investments, liquidity, 
interest rate and currency risks. Such instruments are made up of cash products. The exposures arising from the Banks� 
�nancial instruments are held in the non-trading book. These exposures include interest rate risk, liquidity risk and 
foreign currency risk.

Managing risks

Credit risk
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 policy and all credit 
proposals in excess of the authority delegated to the Bank�s credit committee.

The Bank has a master netting arrangement with its parent, Bank Melli Iran, 
under which �nancial liabilities due to Bank Melli Iran will be settled after the 
assets covered by the arrangement are realised.

Operational risk
The Bank considers operational risks to be any potential losses that might 
arise from failed systems or processes. Operational procedures are reviewed 
regularly by senior management and are largely the responsibility of individual 
business or functional units. Operational procedures are audited regularly with 
the frequency determined by the level of risk involved.

Foreign currency risk
Melli Bank�s currency exposures arise 
from monetary assets and liabilities 
held in the non-trading book. The 
main operating currencies are US 
dollar, euro and sterling. 

The treasury function has the 
responsibility for managing any 
resultant liquidity, interest rate and 
foreign exchange risks.

Liquidity risk
Melli Bank�s policy has been to cover, 
at the minimum, the liabilities falling 
due within a month. Lending with 
maturity over one year is matched by 
the Certi�cates of Deposit issued and 
the Bank�s capital and subordinated 
loan funds.

Year ending
31 Dec 2006

(247)
(1.0)

61
(0.2)

(556)
(2.1)

Difference between the expected  
and actual return on scheme assets:
	� Amount ($�000)
	 % of scheme assets
Experience gains and losses on  
scheme liabilities:
	 Amount ( $�000)
	 % of scheme liabilities
Total amount recognised in statement  
of total recognised gains and losses:
	 Amount ( £�000)
	 % of scheme liabilities



ANNUAL REPORT 2006 www.mellibank.com44

Interest rate risk:  
31 December 2006

Assets:
Loans and receivables banks
Loans and receivables customers
Debt securities
Other assets

Total Assets

Liabilities:
Deposits by banks
Certi�cates of Deposit
Customer accounts
Other liabilities
Loan capital and shareholders� funds

Total liabilities

Interest sensitivity gap

Cumulative interest sensitivity gap

Not more 
than three 

months

$�000

1,147,575
273,590
145,174

-

1,566,339

1,742,701
-

120,314
-

81,230

1,944,245

(377,906)

(377,906)

More than 
three  

but not 
more than 

six months 

$�000

649,202
53,048
16,324

-

718,574

33
-

14,092
-

75,000

89,125

629,449

251,543

More than
six months

but not
more than

one year

$�000

401,122
39,082
19,597

-

459,801

15
-

4,436
-
-

4,451

455,350

706,893

More than
one year

but not 
more

than �ve
years
$�000

166,394
13,346

559,376
-

739,116

6,944
1,177,048

-
-
-

1,183,992

(444,876)

262,017

More than
�ve years

$�000

-
9

6,652
-

6,661

-
-
-
-
-

-

6,661

268,678

Total

$�000

2,383,820
379,105
747,123
65,731

3,575,779

1,765,477
1,177,048

158,443
43,742

431,069

3,575,779

-

-

Not more
than three

months

$�000

Interest rate risk:  
31 December 2005

Assets:
Loans and receivables banks
Loans and receivables customers
Debt securities
Other assets

Total Assets

Liabilities:
Deposits by banks
Customer accounts
Other liabilities
Loan capital and shareholders� funds

Total liabilities

Interest sensitivity gap

Cumulative interest sensitivity gap

877,809
184,642
107,680

-

1,170,131

1,394,738
274,024

-
-

1,668,762

(498,631)

(498,631)

More than 
three  

but not 
more than 

six months

$�000

247,286
56,794
21,936

-

326,016

59,060
62,532

-
75,000

196,592

129,424

(369,207)

More than
six months

but not
more than

one year

$�000

582,369
6,672

13,010
-

602,051

813
3,849

-
-

4,662

597,389

228,182

More than
one year

but not 
more

than �ve
years
$�000

13,928
4,144

83,815
-

101,887

-
-
-
-

-

101,887

330,069

More than
�ve years

$�000

-
-

5,903
-

5,903

-
-
-
-

-

5,903

335,972

Non-
interest
bearing

$�000

168
54

782
42,317

43,321

2,007
31,956
39,014

306,316

379,293

(335,972)

-

Total

$�000

1,721,560
252,306
233,126
42,317

2,249,309

1,456,618
372,361

39,014
381,316

2,249,309

-

-

Non-
interest
bearing

$�000

19,527
30

-
65,731

85,288

15,784
-

19,601
43,742

274,839

353,966

(268,678)

-

At 31 December 2006 $153m (2005: $44m) of available for sale debt securities had interest applied at �xed rates, all other 
available for sale debt securities and loans and receivables were at variable rates. The overall net effective interest sensitivity 
was 1.78% (2005: 2.63%).

Deposits by banks, customer accounts and loans and receivables are �oating rate and the majority re-price within three 
months: the fair value is considered to be the carrying value. Certi�cates of deposit were issued at discount: the fair value  
is considered to be the carrying value.

Fair values are determined by reference to published price quotations in an active market or are estimated using  
valuation techniques. 
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2006
$�m

2,111
1,292

117
55

3,575

2,123
1,315

121
16

3,575

The total assets of the company by currency are as follows:
Denominated in:

US Dollars
Euro
Sterling
Other

The total liabilities of the company by currency are as follows:
Denominated in:

US Dollars
Euro
Sterling
Other

21. Assets & liabilities denominated in foreign currency
2005
$�m

1,741
359
122
27

2,249

1,763
364
122

-

2,249

22. Related party disclosures
As at 31 December 2006 there were two loans to of�cers of the company amounting to $13,300 (2005: two loans 
amounting to $13,400).

23. Ultimate parent undertaking
The company is a subsidiary undertaking of Bank Melli Iran, Ferdowsi Avenue, Tehran, Iran.

The Bank�s results are consolidated in the accounts of Bank Melli Iran. The consolidated accounts of this company are 
available to the public and may be obtained from the company�s head of�ce at Bank Melli Iran, Head Of�ce, Ferdowsi 
Avenue, Tehran, Iran.




