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Chairman’s Statement
Melli Bank operated under challenging conditions in 2007.
The outstanding underlying result
for the year at €46.7m is testimony
to the strength and resilience of the
Bank’s core business, its strategy
and the quality of its management.
The Bank has been successful
in achieving a performance
comparable to the extraordinary
achievement of 2006 (€47.4m
before exceptional items).
In 2007 the Bank overcame
significant operational difficulties
resulting from US government
pressures and actions and still
managed to increase profitability
in the core area of trade finance.
The politically motivated actions
of the US government took the
form of intense pressure by the US
Treasury on international banks and
institutions to refrain from dealing
with Iranian banks. Melli Bank
considers such extra-territorial
actions unfair, unjustified and often
against the local rules regarding the
implementation of other countries’
sanctions. In addition the US
government made allegations
regarding the financing of the
proliferation of nuclear technology
which also included Melli Bank.
The US government has not
produced any evidence to
substantiate its allegations which
is in keeping with its publicised
policy of running a campaign of
disinformation against Iranian
institutions. I am confident that
these allegations are entirely
baseless and Melli Bank has
fully complied with the laws and
regulations of the countries in
which it operates.
Melli Bank took the deliberate
decision of putting its expansion
strategy, such as setting up a
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branch in the Dubai International
Financial Centre, on hold in 2007
in order to concentrate on its core
business and the management
of potential and real operational
difficulties caused by the pressures
of the US government. As part of
these efforts the Bank discontinued
new US Dollar transactions and
scaled down the US Dollar element
of its balance sheet. The Bank also
redenominated its share capital
and reserves from US Dollars into
Euros. These policies resulted in
a reduction in total assets from
€2.7billion at the end of 2006 to
€1.8billion at the end of 2007.
The expansion strategy will be
pursued again when the political
environment in which the Bank
operates is more favourable.

I am pleased to be able to add
that the Bank continued to
benefit from the leadership of
Dr. Ahmad Azizi and his executive
management team as well as the
valuable contributions of the nonexecutive directors. The Board of
Directors has been strengthened
by the appointment of Mr. Seyed
Mohammad Vahidi and the
continued thoughtful contribution
and positive direction of the Board
has been invaluable in 2007.
Although the growth of the activities
of the Bank was constrained in the
interest of minimizing the possible
impact of operational risks, I am
hopeful, as I have mentioned
before, that with the easing of the
political climate the Bank will be
able to resume its growth strategy.

The Bank experienced its first full
year of operation in Hong Kong.
Although the branch, which was
set up in April 2006, provided a
relatively small contribution to the
overall profit in 2007, valuable
progress was made in integrating
the branch with the Bank’s banking
systems and the improvement of
processes and human resources.
It is expected that the Hong Kong
branch will make a more significant
contribution to the performance of
Melli Bank in the years to come.

On behalf of the board, I take
this opportunity to thank all the
members of staff in London and
Hong Kong for their loyalty and
contribution to the excellent
profitability of Melli Bank during
2007 which could otherwise have
proven to be a more difficult year.
Melli Bank owes a great debt of
gratitude to its parent, Bank Melli
Iran, without whose support our
success would not have been
possible. I should also like to
convey our appreciation to our
correspondent banks who have
adopted a commercial, supportive
and independent position in the
face of adverse political pressure.
Their continued loyalty and support
will not be forgotten.

The Bank’s core business benefited
from the strength of the Iranian
economy in 2007. The outlook
for the Iranian economy remains
positive. Iran, blessed with one of
the largest proven energy reserves
of the world, will continue to be
the niche market of the Bank.
Melli Bank is intent upon
continuing to take a leading role
in the international trade of Iran.

Ali Sedghi
Chairman
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Managing Director’s Statement
It gives me great pleasure to report that, in the face of challenging
operating conditions, a strong performance was achieved in 2007.
Melli Bank successfully met those challenges and earned an underlying
profit of €46.7m, very much in line with 2006 once non operational
income is eliminated (2006 €47.4m). The total profit for 2007 was €47.4m
against €56.6m in 2006 which benefited significantly from an exceptional
profit on property disposal. This performance is beyond expectations
given the environment in which the Bank has had to operate during 2007.
The core business of trade finance
performed strongly, increasing
both interest margin and fee
income earned by the Bank. The
changing mix of products, with
a sharper focus on wider margin
business, did not result in any
adverse debt experience and the
Bank again found it unnecessary
to make any provision for non
performing lending, a reflection of
the prudent credit risk management
of the Bank. The operating
income at €59.9m (2006, €59.1m)
reached a record level. Whilst the
contribution from interest margin
was slightly below the 2006 level,
the contribution from fees and
commissions showed growth of
34%. The excellent performance
in this area of the business more
than compensated for the modest
dealing losses that arose following
the decision to rebase the currency
of the balance sheet from US Dollar

into Euro and the wind down of US
Dollar assets.
The Hong Kong branch posted a
full year profit despite continued
significant investment in systems
and premises. The Bank is excited
about the prospects for the branch
where the business is underpinned
by an expanding trade between
Iran and Asia Pacific countries.
The Bank is extending full support
in all areas to the branch to ensure
it is fully integrated with the
London office.
Administration costs continued
to be well controlled but were
adversely affected by the strength
of Sterling against Euro when
compared with 2006 as such costs
are mainly incurred in Sterling.
The Bank’s success was achieved
during a period in which the

US government increased its
unprecedented pressure on banks
internationally to discontinue their
dealings with Iranian banks. Formal
and informal US pressures exerted
in commercial arenas outside the
US jurisdiction brought unjustified
and unfair barriers against the
Bank’s operations in the UK and
Hong Kong: the Bank’s efforts to
retain the loyalty and support of
its correspondent banks mitigated
the effects of the US pressures
significantly. The Bank took steps
to scale down US Dollar operations
and these steps, together with
the wholesale shift of the Iranian
banking system away from the
US Dollar, changed the functional
currency of the Bank to the Euro.
The capital and reserves of the
Bank were redenominated in Euro
and the financial statements,
including the comparatives, are
now reported in Euro. Melli Bank

Since incorporation the Bank has undertaken a
successful commercial banking operation with an
unblemished record with its regulators: a track
record that we intend to maintain.
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capitalised its 2006 retained profits
in Euros during the year.
On 25 October 2007, the US
government extended its unilateral
sanctions under Executive Order
13382 and designated Bank Melli
Iran and its subsidiaries, including
Melli Bank plc. This designation was
wholly unwarranted. No evidence
was produced to substantiate
the basis of the designation,
which unfairly denied the Bank
the opportunity to respond and
defend its reputation. The Bank will
continue to comply with the laws
and regulations of the jurisdictions
in which it operates.
Since incorporation the Bank
has undertaken a successful
commercial banking operation
with an unblemished record with
its regulators: a track record
that we intend to maintain.
The Bank is aware of the UK
government’s stated policy of
supporting UN sanctions on Iran
but is of the opinion that it is wholly
inappropriate, discriminatory and
unfair to subject UK incorporated
and regulated banks to UN
sanctions by virtue alone of
Iranian ownership.

The risk of further UN sanctions
against Iranian banks has
receded recently and the outlook
for the Bank’s performance in
2008 has been enhanced by a
very strong performance in the
first quarter. During 2007 the
flow of trade between Iran and
other countries stood up well to
adverse political developments:
Iran’s non-oil exports amounted
to over 21 billion US Dollars in
the Iranian year ending 20 March
2007. It is expected that with the
strong performance of the Iranian
economy and the strength of the
price of oil, trade between Iran
and the rest of the world will
continue to flourish.
The Bank has managed to navigate
safely the troubled waters of the
credit crunch and other difficulties
touched upon earlier. In this regard
the Bank was aided by its strong
capital adequacy position which
at the end of 2007 amounted to
41.7% (2006, 28.8%)
Despite the political risk of
sanctions, the Bank continued
to receive outstanding support
from its parent, Bank Melli Iran,
in all areas of business in 2007,

as it has since the start of its
operations. In particular the parent
has provided both considerable
deposit funding and granted the
Bank a substantial capital base.
All profits earned by the Bank
since its incorporation have been
capitalised, with the €34.4million
of reserves brought forward from
2006 capitalised during 2007. Bank
Melli Iran continues to underpin
the Bank’s ability to fully fund all
its commitments on an ongoing
basis. I am grateful for this and
thank the Board and management
of Bank Melli Iran for their support,
assistance and advice. The leading
position of Bank Melli Iran within
the economy of the country, as the
largest bank in Iran, remains an
invaluable asset for Melli Bank.
I thank every member of staff for
their contribution to an excellent
performance under challenging
conditions. I recognise and
appreciate the value of my
excellent management team which
has shown outstanding resilience
and commitment to steering Melli
Bank through the operational
difficulties it has faced in 2007.
With their support I am confident
of overcoming the challenges the
Bank is likely to encounter in 2008.
Ahmad Azizi
Managing Director
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Financial Highlights
The Bank’s response to the changes in its operating environment
throughout 2007 resulted in the recognition on 31 October 2007 of a
change in the functional currency from US Dollars to Euros. The Bank
redenominated its share capital and changed its reporting currency
accordingly at the same date.
The Bank witnessed enormous change to its operations during 2007.
The planned transition to a Euro based business was completed by the
year end when US Dollar denominated liabilities comprised syndicated
borrowing and subordinated debt balances that represented only 12%
of the balance sheet.
Underlying Profit Before Tax (@m)

Underlying Return on Capital (%)
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Notwithstanding the necessity to
redefine its business model, the
Bank had a successful year in
2007. At €46.7m the underlying
profit earned in the year, being the
profit earned before any profits
from property sales (€0.7m in 2007
and €9.2m in 2006) was much
in line with that achieved in 2006
(€47.4m). This comparability in
profit performance was achieved
despite an adverse movement of
some 11% in the Euro/US Dollar
exchange rates.
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Interest margin
The primary source of the Bank’s
income is the interest margin, more
specifically the lending margin.
In 2007 the Bank pulled back from
markets that are predominantly
denominated in US Dollars and
focused on its core market of Iran,
seeing growth in lending to this
market despite the reduction in
balances that followed the sale of
high margin US Dollar denominated
lending in March 2007.

2004

2005

2006

2007

The need to refocus the lending
business and to replace the
business lost as a result of
sanctions on Bank Sepah set a
challenge to the achievement of
targeted margins. The move from
US Dollar to Euro denominated
business created an additional
challenge because it required
the Bank to manage even more
carefully its currency and interest
rate exposure risks during
the transformation.
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In these circumstances the Bank
was pleased to achieve an interest
margin of €45.7m, in line with that
achieved in 2006 (€46.2m). The
revised product mix established
in 2007 should allow the Bank
to sustain future margins and
will provide a platform for the
development of the business.
The change in asset mix during
2007 was achieved without any
reduction in asset quality and after
applying the impairment tests
of accounting standard FRS 26
the Bank, as in 2006, made no
provisions against its assets.
The move away from US Dollar
denominated transactions included
the prepayment of the certificates
of deposit that had been issued
during 2006. Certificates of deposit
that had been denominated in
US Dollars, nominal value $500m,
were redeemed in May 2007.
In addition to the prepayment of
the US Dollar liabilities the Bank
redeemed a nominal €150m of
Euro denominated certificates
of deposits in December 2007.
Fees and commissions
The changes in the Bank business
mix, allied to a high quality of

service and customer attention,
brought a significant benefit in the
level of fees earned from loan and
discount commitment fees. Overall
fee and commission income was
increased by a third between 2006
and 2007 from €11.7m to €15.7m.
Dealing profits and losses
The loss on dealing in securities
in 2007 resulted from the need
to liquidate the portfolio of
investments that had been
purchased to back the issue of
certificates of deposits as well as
from the disposal of longer term
investments undertaken to address
the political pressure exerted
upon the Bank’s custodians.
The investments backing the
certificates of deposit had been
bought with the intention of being
held to redemption and the asset
sales had to be undertaken when
market conditions were less than
favourable. The losses sustained
reflect market conditions rather
than the quality of the assets sold.
Other profit sources
In September 2007 the Bank sold
premises it had bought in Tehran
with the intention of redevelopment
to provide accommodation for
the Tehran representative office.

Regulatory Capital Base (@m)

Instead, in October 2007 the
Tehran representative office took
an existing office space. The sale
brought a profit of €0.7m.
Income for 2006 included a profit of
€9.2m from the sale of the Bank’s
premises in the City of London.
Administration expenses
Underlying costs in Sterling,
the currency in which most costs
are incurred, continued to be well
controlled in 2007. The movement
in exchange rates between
2006 and 2007 has contributed
significantly to the apparent
increase in administration expenses
(up from €11.0m in 2006 to
€12.6m in 2007). Comparisons
of costs have also been distorted
by the inclusion of a full year of
costs for the Hong Kong branch
(2006 included only nine months)
and other smaller, one off revisions
to the cost accruals.
Capital ratio
Continued capitalisation of profits
has enabled the Bank to maintain
the high capital base necessary to
meet regulatory limits on country
concentration. The commitment
of the Bank’s parent to the
development of the Bank was
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demonstrated by the conversion of
the reserves brought forward from
2006 (€34.4m) to share capital on
13 December 2007.
The improvement in the capital
ratio in 2007 to 41.7% reflects the
reduction in the balance sheet size
following the redemption of the
certificates of deposit issued and
concomitant sale of assets during
the year.
Until 31 October 2007 the capital of
the Bank was denominated in US
Dollars, the reported growth in the
regulatory capital base has been
impacted by the volatility of the
Euro/US Dollar exchange rate but
has maintained a favourable trend
despite the exchange volatility.
Management of risks and
uncertainties
The Bank carries all financial assets
and financial liabilities at fair value
and reports the fair value of each
class of asset or liability either on
the face of the balance sheet or
within the notes to the accounts.
The size and structure of Melli
Bank plc enables the direct
involvement and contribution of
senior managers in the day to day
activities of the bank and provides
short and effective channels of
communication that readily identify
and address threats and allow
the Bank to take advantage
of opportunities.
In parallel to such routine
operational controls, the bank
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operates a committee structure
to review activities formally.
• The

Audit Committee, a
Committee of the Board of
Directors provides independent
oversight of the activities of
executive management. The Audit
Committee meets at least four
times a year.

• The

Management Committee
provides an integrated focus to
the identification and management
of all risk. The Management
Committee meets at least monthly.

• The

Credit Committee focuses on
transactional approvals. The Credit
Committee meets at least weekly.

The risks to which the Bank is
exposed and the approach to the
management of those risks, are
as follows:
i) Credit risk
Melli Bank is exposed to credit risk
in both its on and off-balance sheet
activities and in its daily settlements.
Bank policies require the clear
identification and management of
credit risk not only individually, but
also at a sector/industry level and at
an overall portfolio level. By closely
monitoring its portfolio, the Bank is
able to gauge the quality of credit
risk taken onto its books and the
movement of the portfolio over time.
The Bank has a conservative
approach to its credit business
usually providing credit facilities to
large corporations and Banks with

whose business it has familiarised
itself thoroughly before making
a decision to lend. Advances to
unrated counterparties are made
only on a selective basis.
The Bank employs an internal
corporate credit rating system
to facilitate the monitoring of the
portfolio. The monitoring system
can identify individual portfolio
segments and movements in the
portfolio over time. Customer,
issuer and industry risk is reviewed
at the inception of each particular
deal, and regularly thereafter.
In instances of concern a more
frequent review schedule may
be applied.
Inter-bank limits are reviewed
annually by a matrix approved by
the Board of the Bank. The matrix
is driven by the level of credit
agency ratings for each bank,
and the net worth of each bank.
Occasionally the Bank may take
a view that it would be appropriate
to increase or decrease a limit, in
which case a specific individual
assessment is produced.
Country risk is analysed using a
matrix based upon the level of
the credit agency rating for each
country. The matrix is approved
by the Credit Committee and the
Board of the Directors annually.
Changes in the status of any
country during the year receive
individual reassessment.

www.mellibank.com

Asset Concentration 2006

Asset Concentration 2007

Iran 52%

Iran 35%

Non Iran 48%

Loans and receivables - banks
Loans and receivables - customers
Debt securities

The change in asset mix reflects
the Bank’s response to the
operational challenges confronted.
The Bank will usually look to take
collateral or security in support of
corporate loan facilities. The type
and level of collateral is determined
on a case by case basis but
normally takes the form of one or
more of the following:
• A

pledge of shares in listed
companies.
• A mortgage of property.
• Bank, corporate or personal
guarantees.
• Cash.
The collateral typically covers a
sum in excess of the exposure of
the Bank.
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Non Iran 65%

Iran
2007

Non Iran
2007

Total
2007

Iran
2006

Non Iran
2006

Total
2006

$’000

$’000

$’000

$’000

$’000

$’000

669,468
219,395
49,000

536,666
119,780
196,044

1,206,134
339,175
245,044

698,385 1,109,594
151,044
136,484
75,598
491,048

1,807,979
287,528
566,646

937,863

852,490

1,790,353

925,027 1,737,126

2,662,153

Melli Bank has no loans that it
considers will give rise to loss and
therefore makes no provision for
loss under Financial Reporting
Standard 26.
ii) Liquidity risk
The Bank maintains an overall flat
mismatch in the period up to one
month for all currencies combined
with no behavioural adjustment
to reduce the level of withdrawals
from deposits reflected in that
mismatch. This is a far more
conservative approach to liquidity
than that adopted in many other
financial institutions and insulates
the Bank from any lack of liquidity
within the wholesale markets.
The Bank’s management has
significant and successful

experience of managing liquidity
in unfavourable market conditions
and has put in place procedures
for constant monitoring of its
position. The Bank’s management
monitors liquidity daily, by means
of liquidity analyses by product,
maturity and branch. The Bank’s
assets are arranged to include
a sizeable level of short term
assets as well as highly liquid debt
securities. Management Committee
of the Bank reviews investment
policy through scheduled and ad
hoc meetings so that the Bank’s
position matches the prevailing
conditions and the Bank maintains
the appropriate degree of liquidity.
The Bank is fully matched to one
month and does not foresee any
loss arising from liquidity risk even

www.mellibank.com
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in an illiquid wholesale market. An
analysis of the maturities of assets
and liabilities at 31 December 2007
is given in note 20 to the accounts.
iii) Interest rate risk
The Bank operates mismatches in
the maturities and repricing of its
assets and liabilities. The resulting
interest rate risk is monitored
using the “one-year equivalent”
methodology, essentially a maturity
adjusted gap calculation. Each
interest bearing asset or liability
in the re-pricing gap analysis is
multiplied by its remaining repricing maturity (in years) and
added (assets positive; liabilities
negative) to produce a one-year
equivalent position for all assets
and liabilities.
Interest rate risk is managed by
means of daily interest gap reports.
The measure of risk is set in
terms of a maximum impact of a
movement in interest rates applied
to the one-year equivalent figure.
At 31 December 2007 the impact
of a one percent downward parallel
shift in market rates would have
been a cost of €0.3m. An upward
shift in rates would have an equal
but opposite effect.

iv) Currency risk
The Bank operates across
currencies but maintains small
open currency positions that are
monitored daily. Foreign exchange
transactions undertaken on behalf
of customers are on a matched
basis so that the intra day exposure
is tightly controlled. Exposure at
31 December 2007 is set out in
note 21 to the accounts.
At 31 December 2007 sensitivity
to a five percent appreciation in the
Euro against all other currencies
would have been a cost of €2m.
Depreciation would have an equal
but opposite effect.

procedure in 2006 and any
process failures identified as
near losses have been addressed.
The Bank has full disaster recovery
procedures in place and these
are tested to ensure operational
effectiveness. The procedures
include a fully functional back up
site with necessary IT systems
and communication capabilities.
IT hardware is operated with full
back up capabilities and third
party software.

v) Operational risk
The Bank considers Operational
Risk to be the risk of loss resulting
from inadequate or failed internal
processes, people and systems
or from external events.
The Bank monitors Operational
Risk through the assessment of
losses or near losses, the review
of new products and procedures
and reporting to the Management
Committee and Board of Directors.
The Bank has identified no material
losses since implementation of this

The Bank’s management has significant and
successful experience of managing liquidity
in unfavourable market conditions and has put
in place procedures for constant monitoring of
its position.
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Performance summary

2007
$m

2006
$m

2005
$m

2004
$m

2003
$m

2002
$m

Profit before taxation
Taxation
Retained profit

47.4
12.9
34.5

56.6
15.0
41.6

41.4
12.4
29.0

24.1
7.7
16.4

20.3
6.1
14.2

12.1
3.4
8.7

Subordinated debt
Shareholders’ funds
Regulatory Capital Base

106
227
333

118
208
326

63
259
322

55
200
255

60
200
260

72
224
296

Deposits by banks
Certificates of deposit
Customer accounts

1,025
362
52

1,339
893
110

1,232
314

953
317

1,224
209

1,033
416

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

368
838
339
245
1,820

855
953
288
567
2,712

500
954
213
197
1,901

623
595
135
164
1,539

1,034
342
171
137
1,700

1,414
156
107
60
1,751

Capital ratio
Total capital to total weighted risk assets

41.7%

28.8%

44.2%

41.4%

45.3%

58.7%

Return on capital
Profit before taxation
underlying profit before taxation

28.3%
27.9%

31.5%
26.4%

21.8%
19.0%

14.5%
14.5%

11.3%
11.3%

5.6%
5.6%

Return on average shareholders’ funds (equity)
Profit before taxation

22.0%

26.3%

16.9%

12.4%

10.5%

5.5%

Return on average assets
Profit before taxation

2.1%

2.4%

2.3%

1.50%

1.3%

0.5%

Average 12month US LIBOR

5.1%

5.3%

4.0%

2.1%

1.4%

2.4%

USD/Euro year end conversion exchange rates

1.459

1.319

1.183

1.353

1.295

1.047

The results for 2006 and earlier years were previously reported in US Dollars, then the functional currency of the
Bank. The monetary values of the results of these earlier years have been converted to Euro at the relevant rates.
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Business Review
Given the difficult external circumstances faced by the Iranian banking
community in 2007, the Bank performed well to achieve a pre-tax profit
before property sales of €46.7m, very close to the figure achieved in 2006
(€47.4m). This excellent performance continues to be driven by a clear and
focused strategy based upon sound business plans, in-depth knowledge
of Melli Bank’s markets and carefully selected business portfolios.
The Bank adopted a cautious
business strategy in 2007. As a
matter of prudence, activity in the
international forfaiting and primary
and secondary syndications
market, which are predominantly
US Dollar driven, was reduced early
in the year to mitigate possible
risks linked to the flows of US
Dollar denominated transactions.
The Bank also divested itself of US
Dollar denominated investments.
However, mindful of the need to
avoid undue country concentration
risk, the Bank continued to book
international assets in suitable
currencies on a selective basis.
Iran
Iran is the focal market of the Bank
and at the end of the year, Iranian
assets represented some 52% of
Bank total assets of €1.82 billion.
The Bank continues to strive to be
the commercial bank of choice for
all relevant sectors of the Iranian
economy: a goal the Bank seeks
to achieve by understanding its
customer needs and delivering
customised solutions to meet their
specific business and investment
requirements.
The Bank’s significant competitive
advantage in the Iranian market
is reinforced through cultural
knowledge and linguistic capabilities,
well established relationships within
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Iran and its global trading partners,
reach through its Representative
Office in Tehran and also the
synergies provided by the wide
branch network of Bank Melli Iran,
its parent. Through its Hong Kong
Branch the Bank is provided with
access to the trade flows between
Iran and the vibrant business
markets of the Asia Pacific region.
The Iranian portfolio is biased
towards the Iranian banking sector
where the Bank saw significant
growth in all areas but most
particularly in its letter of credit
discounting portfolio (up 135% in
the year to €407 million). Demand
from the Iranian corporate sector
for large and small foreign currency
loans remained robust but due to the
prevailing environment the Bank took
a very prudent approach to facilities
it would entertain; as a result there
was modest growth in this
sub-sector of its business. Melli
Bank’s Iranian corporate portfolio
is well diversified and consists of
bi-lateral and syndicated loans
covering pre-export trade finance
and capital investment projects in
a number of sectors. Credit terms
to banks typically remain under
one year, whilst corporate facilities
usually have longer repayment
periods of up to three years. The
2007 year end exposure against
limits stood at €0.9 billion of which

77% was to state and private
sector banks and the remainder
to well known corporate names
against collateral.
The prospects of the Bank are
enhanced by the tremendous
growth potential that Iran presents.
Non-Iran
Non-Iran exposure at the year
end consisted of forfaiting assets,
bilateral and syndicated pre-export
finance facilities, primary and
secondary loan syndications,
inter-bank deposits and investments
in a diversified portfolio of highly
rated debt securities. During 2007
the level of political uncertainty
resulted in the Bank carefully
reviewing its strategy in this sector
of business.
The decision was taken early in the
year to sell, or convert into Euro,
all US Dollar denominated assets
and by the year end the Bank
had very limited exposure to that
currency. To protect the Bank’s
position in the event of a further
hardening in the external operating
environment, it was decided to be
more selective and adopt a much
more conservative policy towards
the acquisition of any further nonIran assets. Overall, and excluding
inter-bank deposits, the portfolio
contracted by around 65% to €0.6
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billion between the two year end
dates. At the end of the year nonIran assets, including inter bank
deposits, represented some 48%
of total assets of €1.82 billion.
Documentary credits
The documentary credits area
of the Bank’s business has
registered excellent growth over a
number of years and 2007 was no
exception, not least because the
Bank benefited from a full year of
activity in the Hong Kong branch
it acquired in April 2006. The
advising by Melli Bank of letters
of credit issued by the Iranian
banking sector rose in value terms
by 66% to €2.71 billion whilst the
payment of documents negotiated
by ourselves against Iranian bank
letters of credit rose by 42% to
€1.73 billion.
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 a range of
financial market products.
In terms of liquidity, the Treasury
Department continued to develop
and diversify the Bank’s sources
of funds, in particular focussing on
major non-US Dollar currencies.
In 2007 the Bank saw a dramatic
change in its business and funding
mix as, in a process started well
before the credit market upheaval,
it re-profiled its balance sheet
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converting assets and liabilities
(including its capital) from US
Dollars into Euros. In line with the
disposal of dollar denominated
assets, the Bank also prepaid the
bulk of its outstanding US Dollar
liabilities that had funded its dollar
assets. Funding was re-focused in
Euro and Sterling.
The Bank’s securities portfolio
was gradually unwound in 2007,
as the Bank considered the credit
market would be facing continuing
pressures in 2008 and also to
address operational challenges.
The Bank focus was directed onto
Iran related trade business, its core
area of expertise and profitability.
Liquidity remained sound
throughout 2007.
Marketing strategy
Historically the marketing strategy
of the Bank has revolved around
maximising the potential of
its Iranian core market within
the restraints imposed by the
prudential country limit set in
consultation with the Bank’s
regulator, whilst at the same time
working to diversify the overall
portfolio risk by booking other
assets on a very selective basis
with a wide geographical and
industrial spread. Credit quality
is maintained through rigorous
credit screening and sound
analytical procedures.
The marketing strategy of the
Bank had to be adapted this
year to take account of the many
external challenges in its operating
environment. In Iran, Melli Bank
became more selective, with
priority being given to supporting
its existing customer base. New
business has been biased towards

the banking sector where the Bank
provides letter of credit discounting
services and refinancing facilities
to support Iran’s international trade.
This part of the portfolio consists
mainly of Iranian government-owned
enterprises with limited risk from
the private sector. Outside Iran,
the Bank maintained its excellent
personal contacts in the various
credit markets but, of necessity,
was required to adopt a cautious
approach to new business.
Internal Audit
Melli Bank’s internal audit function
is outsourced to Ernst & Young
LLP and reports directly to the
Bank’s Audit Committee. The
Bank considers that Ernst & Young
bring a degree of expertise and
independence to the internal
audit function that would be
difficult to achieve through internal
appointments. The Audit Committee
performs an active role in monitoring
the effectiveness of the Bank’s
compliance, systems and controls.
The Audit Committee, which meets
at least four times every year,
comprises three non-executive
directors and is chaired by a nonexecutive director in order to give it
a greater degree of independence.
Compliance
Melli Bank allocates significant
resources to its Compliance
functions in its London, Hong Kong
and Tehran operations. The Bank
views compliance with the laws
and regulations of the jurisdictions
in which it operates, including UN
sanctions affecting Iranian entities,
very seriously.
For the purposes of fighting financial
crime, as new business relationships
are being established, customer
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Figure 1
Letters of Credit Processed 2002-2007
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Figure 2
Investment Credit Ratings
A 24%
B 20%

Other 4%
AA 52%

Figure 3
Geographic Analysis of Investment

UAE 23%

UK 25%

Iran 20%

Germany 8%
Norway 7%
Kuwait 4%

Others 9%
Holland 4%
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due diligence is carried out for
individual and corporate customers
as well as underlying beneficial
owners. Identification and
verification documents are retained
for a minimum of five years. The
Compliance Department reviews
and oversees the establishment
and maintenance of new and
existing relationships. The Hong
Kong branch is supervised by the
Compliance Department in London
through transaction monitoring,
management Information and
random testing.

Bank conducts its business, how
it treats its employees and their
dependents and how it behaves
towards its customers and
clients. Melli Bank’s commitment
to responsible lending includes
providing straightforward
information, and applying strict
and sensible lending criteria.
As a Responsible Bank, Melli
Bank aims to be accountable to
its stakeholders and to discharge
its social responsibility to them,
by focusing on the following
key areas:

Written policies and procedures
are in place to combat money
laundering and the financing of
terrorism which are independently
monitored and audited on an
annual basis. All staff within Melli
Bank receive training on at least
an annual basis, to ensure their
awareness of the risks of money
laundering and terrorist financing
remains up to date and at the
forefront of their minds when
conducting business activities.

Customers
Melli Bank is committed to
treating customers fairly and has
principles that guide employees
in understanding how they can
help the Bank deliver on that
commitment. The Bank has in
place a robust complaints
procedure for customers should
service fall short of the high
standards expected. A great deal
of effort has gone into improving
products and services and the
Bank is giving customers more
and better information to help them
make more informed decisions and
take more responsibility for their
finances. This commitment
remains a priority for the Bank.

The Money Laundering Reporting
Officer (“MLRO”) appointed by
Melli Bank is a Deputy Managing
Director and reports directly to the
Managing Director of the Bank.
In addition, the MLRO reports to
the Bank’s Audit Committee on a
regular basis.
Corporate responsibility
Corporate responsibility for Melli
Bank is embodied by the concept
of ‘Responsible Banking’ which
is an integral part of the way the
Bank does business and a central
element of its overall strategy.
Responsible Banking means
making informed, reasoned and
ethical decisions about how the
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Employees
The 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.
The Bank extends its support
to employees during periods of

difficulty such as bereavement
or illness.
Human resources
Melli Bank increased the average
number of employees to 100
during 2007, to meet the growth
in complexity of work together
with a deliberate investment in
learning. A number of student
trainees were accommodated
throughout 2007 and were offered
meaningful opportunities to gain
knowledge of the banking sector
and some have been retained
and developed into valuable
members of the team at Melli
Bank. The Bank also successfully
completed a management training
programme for Bank Melli Iran
employees from Iran who stayed
in the UK for three months. This
programme will be a model for
future development programmes
and is expected to strengthen the
ties and understanding between the
Bank and its parent and principal
customer, Bank Melli Iran.
Melli Bank has continued its policy
of internal promotion whenever
possible and has provided
opportunities for interdepartmental
transfers to increase employees’
knowledge and motivation. It also
encourages diversity and advocates
a culture of professionalism,
respect for individuals and monitors
and rewards qualitative as well
as quantitative improvements in
performance. The use of technology
applied to human resources has
fostered better communication
amongst staff through the
implementation of an online
intranet platform and the inception
of a programme of automation
of benefits.
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Directors’ Report
The directors present their annual report and the audited financial
statements for the year ended 31 December 2007.
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.
The primary economic environment in which the Bank operates was
changed during the year and that environment change was recognised
by a change in functional currency from US Dollars to Euro.
Business review
The range of the Bank activities has sustained income levels with
growth in commercial lending income and balances. The profit before
taxation amounted to €47,409,000 (2006: €56,616,000) and the profit
after tax was €34,507,000 (2006: €41,594,000). A review of the
business and description of the management performance indicators
is provided in the Financial Highlights and Business Reviews on pages
14 and 20 respectively.
Details of the company’s financial risk management objectives and
policies and details of the company’s indicative exposure to financial
risk are given in the Financial Highlights and in note 20.

Dr. A. Azizi held one £1 ordinary
share of the company at the year
end. None of the other directors who
held office at the end of the financial
year had any disclosable interest in
the shares of the company.
Political and
charitable contributions
The Bank made no political
contributions during 2007 (2006: nil)
but did donate €18,000 to charity
(2006: €10,000).
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

Share capital
The share capital of the Bank was redenominated from US Dollars
to Euro on 31 October 2007.

Ahmad Azizi
Deputy Chairman
and Managing Director

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

25 April 2008
Directors and directors’ interest
Directors who held office during the year were as follows:
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Chairman 					
						

Mr. A. Sedghi
Dr. V. Seif

Deputy Chairman and Managing Director		

Dr. A. Azizi

Executive Directors				
						
						

Mr. B. Ataii
Mr. M. Vahidi
Mr. A. Zand

Non Executive Directors				
						
						

Mr. J. Pearson
Mr. J. Thompson
Mr. G. Zaferani
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(Appointed 29 January 2007)
(Resigned 29 January 2007)

(Appointed 24 September 2007)			
(Company Secretary)
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Statement of Directors’ Responsibilities
The directors are responsible for preparing the Directors’ Report and the
financial statements in accordance with applicable law and regulations.
Company law requires the directors
to prepare financial statements for
each financial year. Under that law
they have elected to prepare the
financial statements in accordance
with UK Accounting Standards.
The financial statements are
required by law to give a true and
fair view 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 are required to:
• 	select

suitable accounting policies and then apply them consistently;
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
financial statements;
• 	prepare the financial 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.
• 	make

The directors are responsible for keeping proper accounting records that
disclose with reasonable accuracy at any time the financial position of the
company and enable them to ensure that its financial 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 financial information included on the company’s website.
Legislation in the UK governing the preparation and dissemination of
financial statements may differ from legislation in other jurisdictions.
The directors who held office at the date of approval of this directors’
report confirm 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
We have audited the financial statements of Melli Bank plc for the year
ended 31 December 2007 which comprise the principal accounting
policies, the profit and loss account, the balance sheet, the statement
of total recognised gains and losses, management of financial risks and
uncertainties and notes on pages 32 to 49. These financial statements
have been prepared under the accounting policies set out therein.
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 auditor’s 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.

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.

Respective responsibilities
of directors and auditors
The directors’ responsibilities for
preparing the Directors’ Report
and financial statements in
accordance with United Kingdom
law and Accounting Standards
(United Kingdom Generally
Accepted Accounting Practice)
are set out in the Statement of
Directors’ Responsibilities.

We read the Directors’ Report and
consider the implications for our
report if we become aware of any
apparent misstatements within it.

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 are
properly prepared in accordance
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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 specified by law
regarding directors’ remuneration
and other transactions is
not disclosed.

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 judgements 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.
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 United Kingdom Generally
Accepted Accounting Practice, of
the state of the company’s affairs
as at 31 December 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.
Grant Thornton UK LLP
Registered Auditor
Chartered Accountants
London
25 April 2008
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Profit and Loss Account
Year Ended 31 December 2007

Note

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

2007
$’000

2006
$’000

106,820
23,777

119,798
22,126

130,597

141,924

Interest payable
Interest payable on deposits

(84,848)

(95,688)

Net interest income

45,749

46,236

Fees and commissions receivable
Fees and commissions (payable)
Dealing profits and (losses)

15,710
(335)
(1,257)

11,732
(248)
1,335

59,867

59,055

(12,568)
(631)
741

(11,004)
(675)
9,240

47,409

56,616

2

Operating income
Administration expenses
Depreciation and amortisation
Profit on disposal of property

3
10
10

Profit on ordinary activities before taxation
Tax on profit from ordinary activities

4

(12,902)

(15,022)

Retained profit for the financial year

17

34,507

41,594

All profits are earned from continuing operations.
The notes on pages 35 to 49 form part of these financial statements.
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Balance Sheet
As at 31 December 2007

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

Note

2007
$’000

2006
$’000

6
7
8
10

1,206,134
339,175
245,044
3,004
26,921

1,807,979
287,528
566,646
4,124
45,729

1,820,278

2,712,006

1,025,257
361,587
52,274
13,107
35,217
106,279

1,339,004
892,717
110,416
17,354
23,058
118,491

1,593,721

2,501,040

0

2,519

1,593,721

2,503,559

192,785
33,772

170,722
37,725

226,557

208,447

1,820,278

2,712,006

32,764
197,106

69,359
237,767

229,870

307,126

Total assets
Liabilities
Deposits by banks
Certificates of deposit issued
Customer accounts
Other liabilities
Accruals and deferred income
Subordinated liability

12
12
13
14
15

Total liabilities excluding pension liabilities

Net liabilities of defined benefit pension scheme

19

Total liabilities including pension liabilities
Share capital
Reserves

16
17

Shareholders’ funds

Total liabilities and shareholders’ funds

Memorandum items
Contingent liabilities
Commitments

18
18

These financial statements were approved by the Board of Directors
on 25 April 2008 and were signed on its behalf by
Ahmad Azizi
Deputy Chairman and Managing Director

The notes on pages 35 to 49 form part of these financial statements.
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Statement of Total Recognised
Gains and Losses
For the year ended 31 December 2007
Note

Profit after taxation
Reserve movements to reflect Financial Reporting Standard 17.
Exchange rate impact on deficit brought forward
Actuarial loss
Deferred tax impact at 30%

19

Net movement through profit and loss account

17

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 gains and losses recognised for the year

17

2007
$’000

2006
$’000

34,507

41,594

292
(669)
113

(413)
(422)
251

(264)

(584)

(1,383)
415

(494)
148

(968)

(346)

33,275

40,664

The notes on pages 35 to 49 form part of these financial statements.
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Notes to the Accounts
Forming part of the financial statements

1. Accounting policies
The following accounting policies have been applied consistently in dealing
with items which are considered material in relation to the financial statements,
except if noted below.
Functional and reporting currencies
A change in functional currency from US Dollar to Euro was recognised on
31 October 2007 and the reporting currency was changed on that date.
Translation was made using the exchange rate at the date of change and the
resulting amounts for non monetary items have been treated as their historical
cost. Income and expenses in the income statement (including comparatives)
have been translated at average monthly rates that reflect the exchange rates
at the date of the transaction and all resulting exchange differences have been
recognised through the statement of total recognised gains and losses.
Basis of preparation
The financial 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 UK
generally accepted accounting principles 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 flow 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 profit 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 commission payable on
borrowings are expensed to the profit and loss account over the life of the
borrowing. In both cases the transfer of fees and commissions to profit is made
using the effective interest method.

d) Instruments at fair value through
the profit 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 profit 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 profit
and loss account. The Bank does
not classify any of the securities held
as held to maturity.
Where dated investment securities
have been purchased at a premium
or discount, these premiums and
discounts are amortised through the
profit 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 profit and loss account.

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 profit and loss account from the date of acquisition to the date of
maturity using the effective interest method.
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f) Fixed assets and depreciation
Depreciation is provided to write off the cost less the estimated residual
value of tangible fixed assets by equal instalments over their estimated useful
economic lives as follows:
Leasehold buildings
Leasehold improvements
Fixtures, fittings and equipment
Motor vehicles

-

over the remaining period of the lease
12.5% per annum
20% per annum
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 flows 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.

The company also operates a
defined benefit pension scheme
based on final pensionable pay that
was closed to future accrual from
31 July 2004 and replaced by the
defined contribution scheme. Defined
benefit 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 profit and loss account on a
straight line basis over the period of
the lease.

h) Foreign currencies
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 profit 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 profit 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 benefits
The company operates a defined 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 profit and
loss account represent the contributions payable to the scheme in respect
of the accounting period.
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2. Dealing profits

2007
$’000

2006
$’000

399
(1,656)

1,341
(6)

(1,257)

1,335

2007
$’000

2006
$’000

6,105
564
518

4,986
560
537

187
12

143
80

852
4,330

808
3,890

12,568

11,004

2007
$’000

2006
$’000

Current taxation :
UK corporation tax at 30% (2006: 30%) on income for the year
UK corporation tax adjustment in relation to prior year

13,842
1

15,132
(6)

Total current tax (Note 4(b))

13,843

15,126

(18)
(923)

(8)
(96)

12,902

15,022

Dealing profits arose from:
Dealing in foreign exchange
Dealing in securities

Turnover in the securities trading book of €20m (2006: €52m) in the year
earned a profit of €12k (2006: loss €6k). No securities trading assets were
held at the year end (2006: nil)

3. Administration expenses
Staff costs
Salaries and wages
Social security costs
Other pension costs
Auditor’s remuneration
Fees payable for the audit of the financial statements
All other 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 92 (2006:88).

4. Taxation
a) Analysis of charge for the year

Deferred taxation (Note 11):
Adjustment in respect of prior years
Origination and reversal of timing differences
Tax on profit on ordinary activities
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b) Factors affecting the tax charge
The current tax charge for the year is lower than (2006: lower than) the standard rate of
corporation tax in the UK of 30% (2006: 30%). The differences are explained below:

Profit on ordinary activities before taxation
Profit 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 deficit
Impact of foreign exchange movements
Difference between profit on disposal and chargeable gain
	Depreciation in excess of capital allowances
Adjustment in relation to prior years

2007
$’000

2006
$’000

47,409

56,616

14,222

16,985

5
(418)
0
(55)
90
(1)

5
(113)
(730)
(1,111)
96
(6)

13,843

15,126

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

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.

5. Remuneration and interests of directors

2007
$’000

2006
$’000

Directors’ emoluments

871

887

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

184
0

184
39

39
17
6
34

39
17
5
-

156

184

436

468

Benefits:
Arising from rent paid to Bank Melli Iran
Arising from use of company car
Arising from membership of medical scheme
Pension contributions
UK income tax and national insurance

The directors are remunerated in sterling.
Four directors at 31 December 2007 (three at 31 December 2006) were
members of the Bank’s pension scheme which provided benefits based on final
pensionable pay. The scheme closed and benefits were frozen on 31 July 2004.
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6. Loans and receivables – banks

2007
$’000

2006
$’000

273,018

528,557

202,319
502,442
228,355
-

299,877
614,461
365,084
-

1,206,134

1,807,979

Due from Group undertakings

304,090

286,168

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

368,216
837,918

855,163
952,816

1,206,134

1,807,979

2007
$’000

2006
$’000

7,671

3,219

53,932
104,464
156,220
16,888

60,432
100,907
118,902
4,068

339,175

287,528

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 33% (2006: 23%) represents exposure to Iranian banks
other than Group undertakings.

All loans and receivables – banks have been classified as loans and receivables
and reported at amortised cost under the requirements of FRS 26.
At 31 December 2007 the effective interest rate earned on loans and
receivables – banks was 6.37% (2006 6.04%).

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 65% (2006: 53%) are exposures to Iranian corporate
and government owned entities.
All loans and receivables – customers have been classified as loans and
receivables and reported at amortised cost under the requirements of FRS 26.
At 31 December 2007 the effective interest rate earned on loans and
receivables – customers was 9.28% (2006 8.28%).
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8. Debt securities

Investments Held to Maturity
Available for Sale
Trading Portfolio

2007
$’000

2006
$’000

0
245,044
0

250,233
313,913
2,500

245,044

566,646

At 31 December 2007 the effective interest rate
earned on debt securities was 4.88% (2006 5.22%).
Investments Held to Maturity
Investment securities - listed
non financial corporations
financial corporations
government
Investment securities – listed all due one year or over

Balance Sheet
Amortised Cost
2007 $’000

Market
Value
2007 $’000

Balance Sheet
Amortised Cost
2006 $’000

Market
Value
2006 $’000

-

-

168,999
53,693
27,541

168,286
53,533
27,091

-

-

250,233

248,910

Balance Sheet
Fair Value
2007 $’000

Adjusted
Cost
2007 $’000

Balance Sheet
Fair Value
2006 $’000

Adjusted
Cost
2006 $’000

42,370
57,929
49,000

42,799
58,923
48,995

16,415
88,122
68,646

16,414
88,444
68,614

-

-

8,878

8,878

95,745
-

95,000
-

113,945
17,907

113,296
17,556

245,044

245,717

313,913

313,202

53,076
191,968

53,087
192,630

37,558
276,355

37,308
275,894

245,044

245,717

313,913

313,202

During the year the Bank disposed of certain assets
that had been classified as Investments Held to
Maturity. In accordance with the requirements of
Accounting Standard FRS26 that asset categorisation
is no longer applied to any investments held.
Available for sale
Investment securities - listed
non financial corporations
financial corporations
government
Investment securities - unlisted
Issued by public bodies:
government bonds
Issued by other issuers:
financial corporations
non financial corporations

Securities due within one year
Securities due one year or over

(1,383)

(494)

2007
$’000

2006
$’000

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

565,937
(16,199)
94,041
(388,149)
(9,000)

175,608
16,391
439,617
(54,371)
(11,308)

Net book cost at end of year

246,630

565,937

Movement in available for sale reserve in year

Movements in debt securities are analysed as follows:
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9. Impairment 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 flows from the asset that can be reliably estimated.
The Bank made no impairment provisions at either 31 December 2007 or 31 December 2006.

10. Tangible fixed assets

Freehold
building

Assets in
course of
construction

Leasehold
improvements

Fixtures,
fittings,
and
equipment

Motor
vehicle

Total

$’000

$’000

$’000

$’000

$’000

$’000

Cost
At 31/12/06
Additions
Disposal
Fully depreciated assets written off
Impact of exchange rate movements

0
901
-

1,510
(1,510)
-

2,261
309
(200)

3,204
40
(83)
(284)

42
(4)

7,017
1,250
(1,510)
(83)
(488)

At 31/12/07

901

0

2,370

2,877

38

6,186

Depreciation
At 31/12/06
Charge
Disposal
Fully depreciated assets written off
Impact of exchange rate movements

0
-

0
-

554
296
(54)

2,306
328
(83)
(203)

33
7
(2)

2,893
631
0
(83)
(259)

At 31/12/07

0

0

796

2,348

38

3,182

901

0

1,574

529

0

3,004

0

1,510

1,707

898

9

4,124

Net book value
At 31/12/07
At 31/12/06

In August 2007 the Bank sold a property in Tehran bought in 2005 with the purpose of
accommodating the Tehran representative office. The sale brought a profit of €741,000.
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11. Deferred tax

2007
$’000

2006
$’000

(163)
415
67
17
857

(398)
148
95
(8)
-

Deferred tax asset/(liability)

1,193

(163)

The deferred tax liability comprises the following amounts

2007
$’000

2006
$’000

134
202
857

50
(213)
-

1,193

(163)

2007
$’000

2006
$’000

85,415

333,674

836,632
103,210
-

886,262
37
119,031

1,025,257

1,339,004

763,207

943,917

Balance brought forward
Adjustment in respect of fair value of investments
Accelerated capital allowances
Adjustment in respect of allowances in prior years
Prepayment to closed pension scheme

Accelerated capital allowances
Recognition of fair value of investments
Pension prepaid
Deferred tax asset/(liability)
The company recognised the deferred tax asset as being receivable at
31 December 2007 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 profits from which the future reversal of the underlying
timing differences could be deducted. Recognition was in accordance
with the provisions of FRS 19.

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

In May 2007 the Bank redeemed all $500m nominal of the three year
certificates of deposit denominated in US dollars that it had issued in
April 2006. The Bank redeemed a further €170m nominal of certificates
of deposit denominated in Euro during December 2007. In total, the cost
of these redemptions was €2,030k less than the amortised book value.
At 31 December 2007 the effective interest rate paid on deposits by
banks and certificates of deposit was 4.41% (2006 4.43%).

42

ANNUAL REPORT 2007

www.mellibank.com

13. Customer accounts

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

2007
$’000

2006
$’000

38,162

84,426

4,418
9,694

11,734
14,256

52,274

110,416

At 31 December 2007 the effective interest rate paid on customer accounts was 2.41% (2006 3.55%).

14. Other liabilities

Sundry creditors
Corporation Tax

2007
$’000

2006
$’000

7,218
5,889

9,754
7,600

13,107

17,354

15. Subordinated loan
On 15 November 2001 Melli Bank plc issued unsecured subordinated floating 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 five years notice from the loan note holder.
On 16 March 2006 Melli Bank plc issued Class A unsecured subordinated floating 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 five years notice from
the loan note holder. On 16 March 2006 Melli Bank plc issued Class B perpetual subordinated floating 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 2007 the effective interest rate paid on subordinated loans was 5.94% (2006 6.12%).

16. Called up share capital

Authorised
50,000 Ordinary shares of £1 each
225,000,000 Ordinary shares of $1 each
300,000,000 Ordinary shares of €1 each

Allotted, called up and fully paid
50,000 Ordinary shares of £1 each
192,717,499 Ordinary shares of €1 each
225,000,000 Ordinary shares of $1 each

2007
$’000

2006
$’000

68
153,061
300,000

74
170,648
-

453,129

170,722

68
192,717
-

74
170,648

192,785

170,722

On 31 October 2007 225,000,000 issued shares each of $1 nominal value were cancelled and replaced by the issue of
158,334,102 shares each of €1 nominal value. The conversion was carried out at the market exchange rate so as to
maintain the capital value of the Bank.
On 13 December 2007 reserves of the Bank amounting to €34,383,397 were utilised to issue 34,383,397 fully paid up
shares each of €1 nominal value.
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17. Reconciliation of Movements in Shareholders Funds

2007
$’000

2006
$’000

Balance brought forward
Impact of foreign exchange movements
Retained profit after taxation
Movements recognised through the statement of recognised gains and losses
Reserves capitalisation on 13 December 2007 (2006 Dividend paid)

37,228
(2,845)
34,507
(264)
(34,383)

60,765
(2,939)
41,594
(584)
(61,608)

Profit and loss account balance carried forward

34,243

37,228

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

497
(968)

843
(346)

Available for sale reserve carried forward

(471)

497

33,772

37,725

Profit and loss account

Available for sale reserve

Total reserves
On 13 December 2007 reserves of the Bank amounting to €34,383,397 were
utilised to issue 34,383,397 fully paid up shares each of €1 nominal value
(see note 15) so further strengthening the Bank’s capital base.
There were no movements in shareholders funds other than those detailed
above and set out in note 16.

18. Contingent liabilities and commitments
Included in the contingent liabilities is €12.3million (2006: €33.7million) in respect of acceptances and letters of credit
issued or confirmed by the Bank. Of this amount, letters of credit amounting to €1.8million (2006: €3.5million) have
been issued by the branches of the parent company.
Other contingent liabilities in existence at 31 December 2007 amounted to €20.5million (2006: €35.7million) in respect
of letters of guarantee issued by the Bank, of which €15.0million (2006: €25.0million) related to our parent company.
Undrawn commitments at 31 December 2007 amounted to €197.1million (2006: €237.8million).
The annual commitment under a fifteen year, non-cancellable, property operating lease was €0.9million
(2006: €0.9million).
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19. Pension scheme
Until 31 July 2004 the company operated a pension scheme providing benefits based on final pensionable pay.
The scheme was closed on 31 July 2004 and replaced by a defined contribution plan. Benefits were frozen at the
date of closure.
On 31 October 2007 the company contributed £2,701,000 to fund in full the deficit of the scheme that had been
identified by the statutory funding objective valuation. The valuation compared the scheme assets with the value
of the past service benefits at 1 August 2006.
In accordance with the requirements of Financial Reporting Standard 17, an actuarial valuation was carried out as at
1 August 2007 and updated to 31 December 2007. The major assumptions used in valuing the liabilities are given below
with earlier year comparatives:

Assumptions
Discount rate
Inflation
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.

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

Long term
rate of return
expected at
31 Dec 2007

7.60%
5.80%
7.60%
4.60%
5.80%

Value of
assets at
31 Dec 2007
$’000

As at
31 Dec 2007

As at
31 Dec 2006

5.80%
3.45%
3.45%

5.10%
3.20%
3.20%

3.45%

3.40%

Long term
rate of return
expected at
31 Dec 2006

Value of
assets at
31 Dec 2006
$’000

7.60%
5.10%
7.60%
4.60%
5.10%

5,807
2,001
1,429
300
8,392

3,979
1,776
1,066
4,015
7,626
18,462
(17,506)

17,929
(21,527)

956
(956)

(3,598)
-

Surplus/(Deficit) in scheme before tax
Related deferred tax asset at 30%

0
0

(3,598)
1,079

Surplus/(Deficit) in scheme

0

(2,519)

Surplus/(Deficit) in scheme
Unrecoverable surplus

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

Analysis of the amount charged to operating profit:
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Year ending
31 Dec 2007
$’000

Year ending
31 Dec 2006
$’000

Current service cost including expenses

13

17

Total operating charge

13

17
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Analysis of the amount credited to other finance income:

Expected return on assets
Interest cost
Net return

Year ending
31 Dec 2007
$’000

Year ending
31 Dec 2006
$’000

936
(923)

1,000
(978)

13

22

Year ending
31 Dec 2007
$’000

Year ending
31 Dec 2006
$’000

The expected return on assets in this table is restricted in accordance with
FRS17 so that the net return does not exceed the total operating charge above.
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
Change in restriction due to unrecoverable surplus
Actuarial loss recognised in statement of recognised gains and losses

Movement in surplus/deficit during the year

Deficit in scheme at beginning of year
Movement in year:
Exchange rate impact on deficit brought forward
Current service cost (includes the pension scheme expenses)
Employer’s contributions
Other finance income (unrestricted)
Actuarial loss
Surplus/deficit in scheme at end of year

(1,048)
(356)
1,677
(942)

(187)
46
(281)
-

(669)

(422)

Year ending
31 Dec 2007
$’000

Year ending
31 Dec 2006
$’000

(3,598)

(3,144)

292
(13)
3,974
29
273

(413)
(17)
376
22
(422)

957

(3,598)

Commentary
The valuation at 31 December 2007 showed an improvement in the scheme from a deficit from €3,598,000
at 31 December 2006 to a surplus of €957,000 at 31 December 2007, none of which was recoverable.
Over the year ending 31 December 2007 the employer paid pension contributions of €4,492,000 in total
(2006: €890,000) to two pension schemes operated by the Bank: €3,974,000 to the defined benefit scheme
and €518,000 to a defined contribution scheme.
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History of experience gains and losses:

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
Change in restriction due to
recoverable surplus:
Amount ( €’000)
% of scheme liabilities
Total amount recognised in statement
of total recognised gains and losses:
Amount ( €’000)
% of scheme liabilities

Year
ending
31 Dec
2007

Year
ending
31 Dec
2006

Year
ending
31 Dec
2005

Year
ending
31 Dec
2004

Year
ending
31 Dec
2003

Year
ending
31 Dec
2002

(1,048)
(5.7)

(187)
(1.0)

1,469
8.5

(18)
(0.1)

(2,303)
(15.8)

150
143
0.8

(356)
(2.0)

46
(0.2)

(521)
(2.5)

320
1.8

792
4.2

298
285
1.5

(306)
(1.6)

1,678
9.6

(669)
(3.8)

(422)
(2.1)

(982)
(4.7)

(92)
(0.5)

(3,880)
(20.6)

(292)
(1.6)

20. Risk management and the role of financial instruments
Interest rate risk
31 December 2007

Not more
than three
months

More than
three
but not
more than
six months

More than
six months
but not
more than
one year

More than
one year
but not
more
than five
years
$’000

More than
five years

Noninterest
bearing

$’000

$’000

$’000

$’000

$’000

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

403,416
106,821
99,195
-

258,602
208,900
49,819

296,134
12,212
-

-

159,014
3,402
96,030
-

35
-

88,968
7,805
29,925

-

Total Assets

609,432

517,321

308,346

258,446

35

126,698

Liabilities:
Deposits by banks
Certificates of Deposit
Customer accounts
Other liabilities
Loan capital and shareholders’ funds

141,638
26,807
55,259

881,352
9,427
-

11
268
-

51,020

-

361,587
13
-

-

2,256
22,977
41,106
226,557

Total liabilities

223,704

941,799

279

361,600

-

292,896

Interest sensitivity gap

385,728

(424,478)

308,067

(103,154)

35

(166,198)

Cumulative interest sensitivity gap

385,728

(38,750)

269,317

166,163

166,198

0

At 31 December 2007 €110m (2006: €116m) of debt securities had interest applied at fixed rates, all other debt securities
and loans and receivables were at variable rates. The overall net effective interest sensitivity was 2.82% (2006: 1.78%).
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Interest rate risk:
31 December 2006

Not more
than three
months

More than
three
but not
more than
six months

More than
six months
but not
more than
one year

$’000

$’000

870,364
207,500
110,105
-

Total Assets

More than
five years

Noninterest
bearing

$’000

More than
one year
but not
more
than five
years
$’000

$’000

$’000

492,379
40,234
12,381
-

304,226
29,641
14,863
-

126,199
10,122
424,252
-

7
5,045
-

14,811
23
49,853

1,187,969

544,994

348,730

560,573

5,052

64,687

Liabilities:
Deposits by banks
Certificates of Deposit
Customer accounts
Other liabilities
Loan capital and shareholders’ funds

1,321,730
91,251
61,608

25
10,688
56,883

11
3,364
-

5,267
892,717
-

-

11,971
14,866
33,176
208,448

Total liabilities

1,474,589

67,596

3,375

897,984

0

268,461

Interest sensitivity gap

(286,620)

477,398

345,355

(337,411)

5,052

(203,774)

Cumulative interest sensitivity gap

(286,620)

190,778

536,133

198,722

203,774

0

Not more
than three
months

More than
three
but not
more than
six months

More than
six months
but not
more than
one year

More than
five years

Noninterest
bearing

Total

$’000

$’000

$’000

1,206,134
339,175
245,044
29,925

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

Maturity analysis
31 December 2007
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$’000

$’000

$’000

More than
one year
but not
more
than five
years
$’000

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

475,337
61,606
-

219,749
44,223
49,000
-

282,693
60,218
4,093
-

228,355
156,240
191,951
-

16,888
-

29,925

Total Assets

536,943

312,972

347,004

576,546

16,888

29,925 1,820,278

Liabilities:
Deposits by banks
Certificates of Deposit
Customer accounts
Other liabilities
Loan capital and shareholders’ funds

143,894
49,784
-

779,311
9,427
-

102,052
268
-

361,587
13
-

106,279

41,106
226,557

Total liabilities

193,678

788,738

102,320

361,600

106,279

267,663 1,820,278
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21. Assets & liabilities denominated in foreign currency
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

2007
$’m

2006
$’m

224
1,463
74
59

1,601
980
89
42

1,820

2,712

224
1,503
75
18

1,611
997
92
12

1,820

2,712

22. Related party disclosures
As at 31 December 2007 there were two loans to officers of the company amounting to €12,733
(2006: two loans amounting to €10,087).

23. Ultimate parent undertaking
The company is a subsidiary undertaking of Bank Melli Iran, Ferdowsi Avenue, Tehran, Iran.
The company’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 office at Bank Melli Iran, Head Office,
Ferdowsi Avenue, Tehran, Iran.
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