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Formulation of the problem. Despite capital and liabilities serving as the primary sources of assets in
commercial banks, the current accounting methodology fails to provide a clear, comprehensive, and precise
reflection of their formation, classification, and settlement. The existing Chart of Accounts and related
regulatory guidelines do not sufficiently capture the nuances of short-term versus long-term liabilities or the
detailed recording of interest expenses, leading to an incomplete picture of a bank’s financial health. This
deficiency hampers the ability of both internal management and external stakeholders to accurately assess
the bank’s resource utilization, liquidity, and solvency. Consequently, there is a critical need to develop an
improved accounting framework that aligns more closely with the economic substance of banking transac-
tions and meets the evolving requirements of regulatory oversight and decision-making. The purpose of the
article is to critically examine the current accounting methodology for capital and liabilities in commercial
banks, identifying its deficiencies in accurately capturing and reporting financial operations. It aims to pro-
pose methodological improvements and revisions to the Chart of Accounts to enhance transparency, preci-
sion, and regulatory compliance in bank financial reporting. The object of the study is the accounting meth-
odology used in commercial banks for recording, classifying, and reporting capital and liabilities, including
the regulatory framework and the structure of the Chart of Accounts that underpins these practices. The
study’s methodological basis is grounded in established accounting principles and regulatory frameworks
(including the Civil Code, Law on Banks, and Central Bank guidelines), while its information base com-
prises financial statements, normative documents, and empirical data from commercial banks. The main
hypothesis of the study is that the current accounting methodology for capital and liabilities in commercial
banks inadequately reflects their true financial positions, and that targeted improvements in classification
and reporting can significantly enhance transparency and decision-making. Presentation of the material.
The main material of the article presents a thorough analysis of the accounting methodology for capital and
liabilities in commercial banks, focusing on the classification, recording, and reporting of these financial
elements based on existing regulatory frameworks in Azerbaijan. It highlights the role of capital and liabili-
ties in the formation of a bank's assets, with particular emphasis on the equity capital structure, the use of
share issuance, and the management of long-term and short-term liabilities. Additionally, the study identi-
fies deficiencies in the current system, including inadequate accounting for term and on-demand accounts
and generalized reporting of interest expenses, and proposes recommendations for improving the Chart of
Accounts and accounting practices to ensure the accurate representation of the financial health of commer-
cial banks. The originality of the article lies in its critical assessment of the existing accounting methodolo-
gy for capital and liabilities in commercial banks, highlighting deficiencies that impact financial transparen-
cy and decision-making. The practical significance of the study is its proposed improvements to the Chart
of Accounts and accounting practices, which can lead to enhanced reporting accuracy, regulatory compli-
ance, and more informed decision-making both internally for bank management and externally for stake-
holders. Conclusions. The study concludes that the current accounting methodology for capital and liabili-
ties in commercial banks does not adequately reflect the complexities of financial transactions, leading to
deficiencies in transparency and reporting accuracy. It demonstrates that refining the Chart of Accounts and
updating classification practices-especially regarding short-term versus long-term liabilities and interest
expenses-are essential to improve decision-making and regulatory oversight. These methodological en-
hancements are expected to support more precise financial analysis and contribute to greater stability and
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confidence in the banking sector.
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METOIOJIOT'TA OBJIKY KAIITAJY TA 3060B'SI3AHb Y KOMEPIIMHUX
BAHKAX

IHocmanoska npodremu. He3paxkaroun Ha Te, 10 KamiTaj 1 3000B'13aHHSI CIYTYIOTh OCHOBHHMU JKe-
penamMu aKTHBIB y KOMEpUiHHMX OaHKax, CydacHa METOAOJIOTISl OyXTanTepchKoro oOJiKy He 3abe3rneuye
YiTKOTO, BHYEPITHOTO Ta TOYHOTO BimoOpaskeHHs iX ¢opMyBaHHS, Kmacudikallii Ta po3paxyHKiB. [cHyroumit
[lmam paxyHKiB Ta BIiATIOBIAHI PETyISATOPHI peKOMEHMallii HeJOCTaTHhO BPAaXOBYIOTh HIOAHCH KOPOTKO-
CTPOKOBHUX Ta JIOBFOCTPOKOBHX 3000B's13aHb a00 AE€TAILHOTO OOJIKY MPOLEHTHUX BUTPAT, IO MPU3BOIUTH
710 HEMOBHOI KapTHHU (iHAHCOBOTO cTaHy OaHKy. Llel HemoMiK MepeKoaKae 3MaTHOCTI K BHYTPILIHBOTO
KEepIBHHUIITBA, TaK 1 30BHINIHIX 3alliKaBIEHUX CTOPIiH TOYHO OIIHIOBATH BHUKOPHUCTAHHS PECYpCiB OaHKY,
JKBIJHICTB Ta MJIATOCIIPOMOXKHICTh. OTXKe, iCHye KpUTHUHA MOTpeda B po3poOIli BAOCKOHATICHOI CUCTEMH
OyXrajTepchbKoro oOIiKy, sika O TICHIIIE Y3roKyBajiacs 3 eKOHOMIYHOI CYTHICTIO OaHKIBCHKUX OIeparlii
Ta BIANOBifaNia 0 BAMOTaM PETyJISTOPHOTO HATIISAY Ta MPUHHSTTS PIlleHb, IO MOCTIHHO 3MiHIOIOTHCS.
Memoro cmammi € KpUTHIHAN aHAII3 YUHHOI METOJIOJIOTIT OONIKY KaImiTary Ta 3000B's13aHb Y KOMEPIIiHHUX
OaHKkax, BUSBICHHA ii HEJONIKIB y TOYHOMY BimoOpakeHHI Ta 3BITHOCTI mpo (inaHcoBi omepauii. Bona
CIpsMOBaHa Ha MPOITOHYBAHHS METOJIONIOTIYHUX YAOCKOHAJEHbh Ta 3MiH A0 IlmaHy paxyHKIB A ImigBU-
IIEHHS TPO30POCTi, TOYHOCTI Ta BIAMOBITHOCTI HOPMATUBHUM BHMOTaM y (iHAHCOBIil 3BiTHOCTiI OaHKIB.
O6'exmom 0ocniddicenHs € METOAONOTIA OyXranTepchbKOro 00Ky, 10 BUKOPUCTOBYETHCS B KOMEPIIHHUX
OaHkax g 00JiKy, Kiacudikaiii Ta 3BITHOCTI MpO Kamitaid i 3000B'I3aHHS, BKJIFOYAOUYUd HOPMATHUBHO-
mpaBoBy 0a3y Ta cTpykTypy Ilmany paxyHKiB, 10 J€KUTh B OCHOBI Ili€1 mpakTuKu. Memooonoziuna ocHoga
docnioocennss 0a3y€eThCsl HA BCTAHOBIICHUX MPUHIUTIAX OYXTalTepChbKOTro O0JIiKY Ta HOpMAaTHBHO-TIPABOBHX
0a3ax (3okpeMa LluBinbHOMY KOJZIEKCi, 3aKOHi po GaHKH Ta KepiBHUX NpuHIHMNax LleHTpaapHOro 6aHky), a
rioro iHndopmariiiHa 6aza ckiIamaeTbes 3 (iIHAHCOBOI 3BITHOCTI, HOPMATUBHUX JOKYMEHTIB Ta €MITIPUIHHIX
JMaHNX KOMEPIIMHUX OaHKiB. OcHo8HA 2inomesa 00CHiodicenHs TONSATaE B TOMY, IO YAHHA METOIOJIOTISA
00JIiKy KamiTaiay Ta 3000B's3aHb y KOMEPIIHHUX OaHKaX HEaJeKBaTHO BioOpaxkae TXHE crpaBxkHE (iHaH-
COBE CTAaHOBHIIIE, a ILIECITPSIMOBaHi BAOCKOHAIICHHS Kitacu(ikaiii Ta 3BiTHOCTI MOXKXYTh 3HAYHO IiABUIIATH
MPO30PICTh Ta NPUHHATTS pilieHb. Buxnao mamepiany. OCHOBHUI MaTepian CTaTTi NPEACTaBIIsie IPYHTOB-
HUH aHaji3 METOJOJIOrIl 00JIIKY KamiTajly Ta 3000B'i3aHb y KOMEPIIMHUX OaHKaX, 30CEPEIKYHOUUCh Ha
knacugikarii, o0JiKy Ta 3BITHOCTI IIMX (hiHAHCOBHX €JIEMEHTIB HA OCHOBI iCHYI0401 HOPMaTHBHO-TIPAaBOBOT
0a3u B AzepOaiimkani. Y Hill BUCBITIIIOETBCS POJIb KalliTaly Ta 3000B's13aHb Y () OpMyBaHHI akTHBiB OaHKY,
3 OCOOJIMBAM aKI[EHTOM Ha CTPYKTYpi BIIACHOI'O KalliTally, BUKOPUCTAHHI eMicii aKkIliii Ta ynpaBiiHHI JOB-
FOCTPOKOBUMH Ta KOPOTKOCTPOKOBMMH 3000B'si3aHHSMH. KpiM TOTO, y JOCHIDKEHHI BUSBJICHO HEIONIKH
YUHHOI CHCTeMH, BKIIIOYAlOYH HEaJeKBaTHUH OOJIK CTPOKOBHX Ta paxyHKiB Ha BUMOTY, a TAKOXK y3araib-
HEeHy 3BITHICTh PO BiJICOTKOBI BUTPATH, a TaKOX 3aIPONOHOBAHO PEKOMEHAIii MO0 BIOCKOHAICHHS
[Tmany paxyHKiB Ta OyXraJlTepchbkoi MPaKTUKU JUIsl 3a0e3TeUeHHsT TOYHOTO BioOpakeHHsS (iHAHCOBOTO
CTaHy KOMEpLIHHUX OaHKiB. Opucinaibricme cmammi TOJSITae B KPUTHYHIN OIHIN ICHYI0YOi METOI0JIOT T
00JiKy Kamitany Ta 3000B'si3aHb Y KOMEPIMHUX OaHKaX, BUCBITIIOIOYU HEJOJIKU, IO BIUIMBAIOTH Ha
(iHAHCOBY MPO30PICTh Ta MPUHHATTS pillleHb. [Ipakmuyne 3HauenHs 00CAIONCEeHH s TIONSTAE B 3aIPOIIOHO-
BaHUX yAOCKOHaeHHsX [maHy paxyHKIB Ta OyXralTepchbKoi MPaKTHKH, IO MOXKE NMPHU3BECTH JO ITiJ[BU-
LIEHHS TOYHOCTI 3BITHOCTI, JOTPUMAaHHS HOPMAaTHBHHUX BHMOI Ta OiJbII OOIPYHTOBAHOTO TMPHAHATTA
pillieHb SIK BHYTPILIHBO ISl KEPiBHULTBA OaHKY, TaK i 30BHI [UIsl 3alliKaBIEHUX CTOpiH. Buchosku. Y no-
CJIIJDKEHHI 3p00JIEHO BUCHOBOK, IO YMHHA METOJIOJIOTISI O0JIiKY KariTally Ta 3000B'3aHb Y KOMEPIIHHUX
OaHKax HeaJeKBaTHO BifoOpakae CKJIaAHICTh (iHAHCOBUX OIEpaliil, 110 TPU3BOIUTH 0 HEIOJIKIB y Mpo-
30pOCTi Ta TOYHOCTI 3BiTHOCTi. BOoHO neMoHcTpye, mo BaockoHajeHHs llmaHy paxyHKIB Ta OHOBICHHS
MPaKTUKU Ki1acudikarlii, 0coOJIHBO 110/I0 KOPOTKOCTPOKOBHUX Ta JOBFOCTPOKOBUX 3000B'sI3aHB Ta BIJICOTKO-
BUX BHUTPAT, € BXKJIMBAMH JIJIsI TIOKPALICHHS MPOILECY NMPUHUHATTSA PIillleHh Ta PEryJIsSTOPHOTO HATIISTY.
OuiKy€eTbCsl, MO [i METOJOJOTIYHI BIOCKOHAJICHHS CHPUSTHMYTh TOUYHIIIOMY (iHAHCOBOMY aHami3y Ta
CIIPUATUMYTb OLIBINIH cTa0iILHOCTI Ta JOBIpi 10 OAHKIBCHKOTO CEKTOPY.

Kurouosi ciioBa:

CTPYKTypa KamiTaly, ynpaBJliHHI NacuBaMH, BIaCHUH KalliTall, CTaTyTHUH KalliTall, IJIaH paxyHKiB,
KOMEpLIHUI OaHKIHT.
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Formulation problem. Commercial
banks rely on capital and liabilities as the
primary sources of their assets, yet the current
accounting methodology fails to adequately
capture the economic substance of these
components. The existing Chart of Accounts and
regulatory frameworks do not provide sufficient
differentiation between short-term and long-term
liabilities, nor do they offer a detailed
breakdown of interest expenses and related
financial obligations. This lack of granularity
results in an incomplete representation of the
bank's financial position, ultimately hindering
accurate assessments of resource utilization,
liquidity, and overall solvency.

Moreover, the prevailing accounting prac-
tices fall short in addressing the dynamic nature
of capital formation, including the issuance and
adjustment of shares, as well as the proper inte-
gration of tangible, intangible, and financial as-
sets. These methodological deficiencies compli-
cate the recording of transactions related to de-
posit operations and customer liabilities, thereby
obscuring critical insights required by both in-
ternal management and external stakeholders. As
a result, there is an urgent need to re-examine
and refine the accounting framework to ensure
more transparent, precise, and reliable financial
reporting in the banking sector.

The purpose of the article. The article
aims to critically evaluate the current accounting
methodology for capital and liabilities in com-
mercial banks and to identify its inherent defi-
ciencies. It seeks to propose methodological im-
provements—including updates to the Chart of
Accounts and enhanced classification practic-
es—to achieve greater transparency and regula-
tory compliance in financial reporting.

Analysis of the research results. The
research results indicate that while the existing
accounting practices in commercial banks
generally reflect the nature of business
transactions, they are not without significant
shortcomings. Empirical data reveal that equity
capital typically constitutes only 10-12% of total
assets, with liabilities dominating the balance
sheets at approximately 85-90%, as evidenced in
cases such as Rabitobank ASC. The current
Chart of Accounts and related regulatory
frameworks lack the necessary granularity,
particularly in differentiating between short-term
and long-term liabilities and in providing a
detailed breakdown of interest expenses. This
deficiency in classification prevents a
comprehensive understanding of the banks’

financial positions, undermining the accuracy of
assessments regarding resource utilization and
overall solvency.

Moreover, the research highlights that the
prevailing methodology falls short in capturing
the full complexity of capital formation and the
dynamic nature of deposit operations. Specific
issues include the inadequate recording of term
versus on-demand accounts and the generalized
treatment of transactions related to deposit in-
flows and outflows. These methodological
weaknesses hinder both internal management
decisions and external evaluations by investors
and regulatory bodies, as they obscure critical
insights into the banks’ operational performance
and financial health. Consequently, the findings
underscore the urgent need for a revised ac-
counting framework that offers improved clarity
and precision in financial reporting.

Presentation of the main material. In
commercial banks, capital and liabilities are con-
sidered the sources of the assets under their con-
trol. The formation of these sources falls under
the passive operations of banks. It is known that
capital is determined as the remaining portion
after deducting the amount of liabilities from the
total assets of commercial banks. In other words,
equity capital represents the net assets that the
bank has ownership rights over [1; 2; 3].

A liability is an obligation (duty) that aris-
es as a result of past events, which, when settled,
will lead to the outflow of an economic resource
embodying economic benefits from the bank. A
liability is defined as the difference between as-
sets and equity capital.

The characteristic of bank capital or equity
capital is that its volume, on average, constitutes
10-12% of the total assets of a bank. In some
commercial banks, this ratio is below 15%. For
example, in «Rabitabank ASC» (Rabitabank
Open Joint Stock Company), a commercial bank
operating in Azerbaijan, the share of equity capi-
tal in the total liabilities (sources of bank re-
sources) is only 10% [12].

Although equity capital does not constitute
a significant portion of the total assets of banks,
it plays a crucial role in ensuring their normal
commercial operations by performing protective,
operational, and regulatory functions [14]. The
essence and content of these functions are wide-
ly explained in specialized literature.

The equity capital of any commercial bank
mainly consists of charter capital. Other compo-
nents of a commercial bank’s equity capital in-
clude: Additional funds obtained from the issu-



ance of shares, Revaluation reserves, Retained
earnings or undistributed profits from previous
years, Net profit for the reporting year.

The amount of each bank’s charter capital
is specified in its Charter, which is registered
with the Central Bank of the Republic of Azer-
baijan [1]. The bank’s Charter is prepared and
approved in accordance with the Civil Code of
the Republic of Azerbaijan [2].

According to the Law of the Republic of
Azerbaijan "On Banks", the minimum amount of
charter capital or total capital is determined by
the Central Bank of the Republic of Azerbaijan.
According to this law, the total capital of a bank
consists of its own funds [3]. It is used for pru-
dential calculations and is composed of Tier I
(core) capital and Tier II (supplementary) capi-
tal. The classification of total capital into core
and supplementary capital is carried out by the
Central Bank of the Republic of Azerbaijan.

According to the Law of the Republic of
Azerbaijan "On Banks", if the amount of a
bank’s or a foreign bank’s local branch’s charter
capital or total capital-or in the case of a foreign
bank, the amount of funds considered equivalent
to charter capital-falls below the required mini-
mum charter capital or total capital, the Central
Bank of the Republic of Azerbaijan revokes the
bank’s or the foreign bank's local branch’s bank-
ing license.

A bank’s charter capital is formed through
the issuance and sale of shares. Shares can be
classified into two types: common and preferred,
as well as registered and bearer shares [11].
However, all shares of Azerbaijani commercial
banks are registered shares. The owners of such
shares are recorded in the issuer’s accounting
book or, upon the shareholder’s request, in an
organization engaged in professional activities in
the field of securities. The transfer of registered
shares from one owner to another is carried out
by making appropriate changes to the accounting
and registry records.

A share grants its owners the right to re-
ceive a portion of the bank’s profit in the form of
dividends. In the event of a bank’s liquidation,
the owner of the issuing bank’s shares has the
right to claim a portion of the remaining assets
after the obligations to creditors and preferred
shareholders have been settled [6].

Common (ordinary) shareholders have
voting rights at the general meeting, participate
in the election of the bank’s governing bodies
and audit commission. Each common share
grants one vote during the decision-making pro-

cess at the shareholders' meeting. Additionally,
common shareholders participate in the distribu-
tion of net profit after allocations to reserves and
the payment of dividends on preferred shares.

Preferred shareholders, however, do not
have voting rights during the decision-making
process at shareholders' meetings. However, they
are entitled to fixed dividends based on the nom-
inal value of their preferred shares. These divi-
dends must be calculated at a fixed rate and paid
to shareholders regardless of the bank's profit
amount in the corresponding reporting period.

If the profit for the reporting year is insuf-
ficient, dividends on preferred shares are paid
from capital reserves. If this source is also insuf-
ficient, dividends are covered by profits from
previous years. If the bank does not have suffi-
cient funds in reserves or retained earnings from
previous years to pay dividends, the calculated
dividend amount is carried forward as a liability
to preferred shareholders for the next financial
year and is paid from the profit of that reporting
period.

According to the Civil Code of the Repub-
lic of Azerbaijan, as well as the regulations gov-
erning the issuance and circulation of securities
in joint-stock companies, including joint-stock
commercial banks, the nominal value of pre-
ferred shares placed in the bank’s charter capital
must not exceed 25% of the charter capital [2;
13].

In the Republic of Azerbaijan, including in
commercial banks, the participation limit of for-
eign bank capital in the banking system is de-
termined by the Central Bank of the Republic of
Azerbaijan [1; 5].

According to the Law of the Republic of
Azerbaijan "On Banks", a newly established
bank must pay the minimum initial charter capi-
tal and complete state registration in accordance
with the Civil Code of the Republic of Azerbai-
jan within 180 calendar days from the date of
approval of its initial application.

The Civil Code of the Republic of Azer-
baijan prohibits the sale of securities below their
nominal value during the initial issuance [1].
Therefore, the charter capital of a joint-stock
commercial bank is formed based on the total
nominal value of issued and placed (sold) shares.

According to the Civil Code of the Repub-
lic of Azerbaijan, the charter capital of a com-
mercial bank can be increased through:

1. Additional share issuance

2. Increasing the nominal value of already
placed shares
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However, the increase of charter capital
through additional share issuance is only possi-
ble after all previously issued shares have been
fully paid for by the founding shareholders.

The reduction of charter capital is carried
out in accordance with the procedures estab-
lished by the Civil Code of the Republic of
Azerbaijan. Specifically, according to the Civil
Code, charter capital may be reduced through:
Repurchase of previously issued shares (for sub-
sequent resale or cancellation); Reduction of the
nominal value of shares

The decision to increase and/or reduce the
charter capital is made at the general meeting of
the commercial bank. Any changes in the bank’s
charter capital must be officially documented
through new registration documents.

To reflect the existence and movement of
a commercial bank's charter capital in account-
ing, Class 50 "Charter Capital" and Group
5002 "Charter Capital of Credit Institutions"
are designated. This group includes both passive
(liability) and active (asset) accounts.

The charter capital of a commercial bank
can be formed from tangible, intangible, and
financial assets contributed by the founding
shareholders. However, at the time of the bank’s
charter registration, the share of tangible and
intangible assets in the structure of charter
capital must not exceed the limit set by the
Central Bank of the Republic of Azerbaijan.

When assets are contributed as a share in
the charter capital by the founders, the follow-
ing accounting entries are made [8]:

Entry for the receipt of fixed assets:

Debit:

28010 Land

28020 Buildings and structures

28030 Furniture and equipment

28040 Computers and communication
equipment

28050 Vehicles

28060 Other fixed assets

Credit:

50020 Common shares

50021 Preferred shares

If the value of contributed fixed assets
exceeds the nominal value of shares, an addi-
tional accounting entry is required:

Debit: Fixed asset accounts

Credit:

50030 Income from the issuance of com-
mon shares

50031 Income from the issuance of pre-
ferred shares

The accounting treatment for intangible
assets follows a similar structure.

The issuing commercial bank must ac-
count for the expenses related to the issuance
and placement of securities in its balance sheet
accounts. However, in the current Chart of Ac-
counts for accounting, there is no specific bal-
ance sheet account for recording expenses re-
lated to securities transactions. Therefore, these
costs are currently recorded under synthetic ac-
count 90119 "Other Expenses". However, the
creation of a dedicated account for these ex-
penses would be necessary and appropriate.

The accounting of securities issued but not
placed by a commercial bank is reflected in
memorandum account 99230 - "Securities issued
but not placed by the Central Bank of the Repub-
lic of Azerbaijan and credit institutions."

When such securities are received, the fol-
lowing accounting entry is recorded:

e Debit: 99230 - "Securities issued but not
placed by the Central Bank of the Republic of
Azerbaijan and credit institutions"

e Credit: 99990 - "Contra account for off-
balance sheet assets"

When the securities issued but not placed
by the Central Bank of the Republic of Azerbai-
jan and credit institutions are placed, the reverse
accounting entry is recorded.

The reduction of charter capital through
the repurchase and cancellation of previously
issued shares is documented through the relevant
accounting entries. If the charter capital is re-
duced by lowering the nominal value of previ-
ously issued shares, it is recorded as:

e Debit: 50020 (Common shares) and
50021 (Preferred shares)

e Credit: Accounts that record the bank’s
assets.

However, the accounting procedures for
increasing (or decreasing) the nominal value of
previously issued shares as a means of adjusting
the charter capital of shareholder banks are not
explicitly defined in either methodological
guidelines, the Chart of Accounts, or its imple-
mentation manual.

Our research shows that the existing ac-
counting methodology generally aligns with the
nature of business transactions related to the
formation and use of various components of cap-
ital. However, certain deficiencies have been



identified in the reviewed methodology, which
should be addressed and improved as necessary.

It is important to note that liabilities make
up a significant proportion of the structure of
commercial banks’ liabilities, averaging 85-90%.
For instance, in the accounting balance of Rabit-
abank ASC, liabilities account for almost 90% of
the total balance. Therefore, the accounting
methodology should be designed in such a way
that transactions are recorded based on their sub-
stance rather than just their form, adhering to the
principle of substance over form.

The main role of accounting in this area is
twofold:

1. To meet the internal needs of the bank,
including providing information for operational,
tactical, and strategic decision-making by bank
management.

2. To generate information for external
users, such as legal and individual investors who
have invested in the bank’s operations or intend
to invest in the future.

All transactions related to liabilities in
commercial banks are classified as passive oper-
ations. These liabilities include loans received
from the financial sector, deposits of legal enti-
ties and individuals, customer current and other
accounts, issued debt securities, and others.

Research indicates that in shareholder
commercial banks in the country, the largest
share of total liabilities belongs to customer ac-
count balances, accounting for approximately
50%. This is followed by term debt obligations

at 35%, and issued debt securities at around 10%
[15; 9; 10]. Additionally, liabilities include obli-
gations to the Central Bank of the Republic of
Azerbaijan, the state budget, international finan-
cial institutions, and other organizations, which
collectively make up 3-5% of total liabilities.

The credit liabilities group primarily con-
sists of short-term and long-term loans obtained
from the financial sector.

Liabilities related to customer accounts
play a critical role in ensuring the operation and
sustainability of Azerbaijan’s commercial banks.
These liabilities arise from funds held in cus-
tomer accounts, including deposits from state
and private enterprises, organizations, institu-
tions, municipalities, individuals, resident-bank
correspondents, and other entities.

This category also includes accounts of
foreign state institutions, enterprises, non-
resident individuals, and correspondent accounts
of foreign banks.

All liabilities in this group are accounted
for in national and foreign currencies, as well as
in precious metals. The Chart of Accounts pro-
vides for various classes, groups, and synthetic
account types to record the liability types dis-
cussed (Table 1). Note that the account classes
shown in Table 1 cover not only current and
short-term deposit accounts but also accounts
recording long-term deposits, while Class 37
covers accounts recording both short-term and
long-term loans and deposits.

Table 1 — Accounts designated for the accounting of current accounts and deposit liabilities

The obligations of the commercial bank towards Account Account Synthetic
entities and customers regarding current accounts classes groups accounts
Current account deposits of government agencies 36 3601-3636 36025-36360
C.ul.‘renjc _account deppsns of ;tat§ enterprises, mu- 38 3801-3895 38010-38395
nicipalities and public organizations
Currer_lt account deposits of foreign states' official 39 3901-3998 39010-39981
agencies
Obligations to the ﬁnancrfll sector on “loro” corre- 35 3501-3598 35010-35981
spondent accounts, deposits, and other accounts
Curren‘; account deposits of individuals and private 40-41 4001-4198 40010-41981
enterprises

Source: developed by the author

Obligations on clients' current accounts
are recorded in accordance with the requirements
of the relevant legislative documents, including
the Civil Code of the Republic of Azerbaijan, the
Rules, Guidelines, and other normative acts pre-
pared by the Central Bank of the Republic of

Azerbaijan. Payments on clients' current ac-
counts are carried out within the limits of the
available balance. Funds in clients' current ac-
counts may be used to fulfill the following obli-
gations: Payment of the value of domestic and
imported goods (works, services) to residents
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and non-residents; Payment of penalty sanctions
for breaches of contractual terms to other legal
entities, agencies, organizations, etc.; Payment
of taxes and fees to the state budget; Fulfillment
of obligations to social insurance organizations;
Payment of salaries, bonuses, allowances, divi-
dends, interest, and other obligations to employ-
ees, etc.

The commercial bank transfers funds from
clients' current (settlement) accounts and pays
their obligations to other legal entities and indi-
viduals, while also fulfilling its own obligations
to clients. Typically, all accounts recording the
commercial bank's obligations on clients' current
accounts are liabilities. The debit side of these
accounts reflects funds withdrawn from or ex-
pended from clients’ accounts, while the credit
side reflects funds credited to clients' current ac-
counts. Below are some accounting entries re-
flecting the receipt (inflow) and expenditure
(outflow) of funds on clients’ current accounts:

a) Inflow of funds into the client's current
account: When funds from government agencies
are credited to a client’s current account at a
commercial bank:

e Debit:

o 10010 Cash / 11010 Correspondent
Account — in national currency;

o 10020 Cash / 15020 and 15025 Cor-
respondent Account — in foreign currency;

o Credit:

o 36015 Ministries’ current accounts —
in national currency;

o 36045 Other state agencies’ current
accounts — in national currency; and/or

o 36025 Ministries’ current accounts —

in foreign currency;

o 36055 Other state bodies’
accounts — in foreign currency.

b) Expenditure (transfer) of funds from
clients' current accounts, i.e., payment of the
bank's obligations: Transfer of funds from gov-
ernment agencies’ current accounts to recipients’
accounts:

current

e Debit:

o 36015 Ministries’ current accounts —
in national currency;

o 36045 Other state agencies’ current
accounts — in national currency; and/or

o 36025 Ministries’ current accounts —

in foreign currency;

o 36055 Other state bodies’
accounts — in foreign currency;

e Debit:

current

o 10010 Cash / 11010 Correspondent
Account — in national currency;

o 10020 Cash / 15020 and 15025 Cor-
respondent Account — in foreign currency.

One of the important aspects of commer-
cial banks’ operations is the mobilization of
funds through deposit transactions. The account-
ing of deposit (savings) transactions is carried
out in accordance with the rules approved by the
Central Bank of the Republic of Azerbaijan on
April 3, 2001. These rules have been prepared in
compliance with the requirements of the Civil
Code of the Republic of Azerbaijan, the Law on
Banks of the Republic of Azerbaijan, the Tax
Code of the Republic of Azerbaijan, and other
legislative and normative documents [1; 4].

Conclusion and prospects for further
research. The study shows that, overall, the ex-
isting accounting methodology provides infor-
mation on the formation and settlement of the
commercial bank’s short-term and long-term
liabilities on current and deposit accounts of en-
terprises, organizations, and agencies operating
in various sectors of the economy with different
legal statuses, as well as of resident and non-
resident individuals. At the same time, the
aforementioned methodology has certain short-
comings. The primary shortcoming is the lack of
accounting for term and on-demand current ac-
counts, savings, and deposits. Another shortcom-
ing, in our opinion, is that in the area of the for-
mation and settlement of principal and additional
liabilities for interest expenses, the accounts are
not detailed but are instead presented in a gen-
eral manner—consolidating them as short-term
and long-term liabilities without a breakdown.
These and other shortcomings complicate the
accurate determination and classification of the
types of liabilities on current accounts and de-
posits, as well as the interest expenses on these
liabilities.

Overall, research shows that the existing
accounting and reporting system used for man-
aging and analyzing the operations of commer-
cial banks and for providing information to ex-
ternal users who make economic decisions does
not allow for an honest assessment of the effec-
tiveness of commercial banks’ operations, nor
does it enable an objective determination of their
resource utilization, liquidity, and solvency [11;
13]. For some operations, there is hardly any
corresponding accounting methodology, and the
methodological basis for recording the costs and
outcomes across various business lines and seg-
ments is weak. Therefore, there is a need to de-



velop methodological approaches and methods
that enhance the quality of managing the bank’s
asset and liability operations.

It is necessary to update and further devel-
op the content and structure of the Chart of Ac-
counts developed by the Central Bank and used
by commercial banks. In that Chart of Accounts,
as well as in the relevant reporting forms, the
classification of capital and liabilities must be re-
examined (Aliyeva, 2010). The balance sheet
should ensure a precise division of liabilities into
short-term and long-term liabilities, as well as
according to their liquidity levels.

It is proposed that the Chart of Accounts
be structured as follows:

1. Accounts that record assets;

Accounts that record own capital;
Accounts that record liabilities;
Accounts that record revenues;
Accounts that record expenses;

. Accounts that record financial results.

Within each group, there should be a suf-
ficient number of accounts to provide complete,
fair, and honest information about all asset and
liability operations of commercial banks and
their outcomes.

SRR
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