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AUDITORS’ REPORT TO THE BOARD OF DIRECTORS

We have audited the annexed balance sheet of Waseela Microfinance Bank Limited (“the Bank™) as at 31 December
2014 and the related profit and loss account, statement of comprehensive income, cash flow statement and
statement of changes in equity together with the notes forming part thereof, for the year then ended and we state
that we have obtained all the information and explanations which, to the best of our knowledge and belief, were
necessary for the purposes of our audit.

It is the responsibility of the Bank’s management to establish and maintain a system of internal control, and
prepare and present the above said statements in conformity with the approved accounting standards, the
requirements of the Companies Ordinance, 1984, Microfinance Institutions Ordinance, 2001 and the directives
issued by the State Bank of Pakistan. Our responsibility is to express an opinion on these statements based on our
audit.

We conducted our audit in accordance with the auditing standards as applicable in Pakistan. These standards
require that we plan and perform the audit to obtain reasonable assurance about whether the above said statements
are free of any material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the above said statements. An audit also includes assessing the accounting policies and
significant estimates made by management, as well as, evaluating the overall presentation of the above said
statements. We believe that our audit provides a reasonable basis for our opinion and, after due verification, we
report that:

a) in our opinion, proper books of account have been kept by the Bank as required by the Companies
Ordinance, 1984;
b) in our opinion-

i) the balance sheet and profit and loss account and statement of comprehensive income together with
the notes thereon have been drawn up in conformity with the Companies Ordinance, 1984, the
Microfinance Institutions Ordinance, 2001 and the directives issued by the State Bank of Pakistan,
and are in agreement with the books of account and are further in accordance with accounting
policies consistently applied;

ii) the expenditure incurred during the year was for the purpose of the Bank’s business; and

iii) the business conducted, investments made and the expenditure incurred during the year were in
accordance with the objects of the Bank;

¢) in our opinion and to the best of our information and according to the explanations given to us, the balance
sheet, profit and loss account and statement of comprehensive income, cash flow statement and statement of
changes in equity together with the notes forming part thereof conform with approved accounting standards as
applicable in Pakistan, and, give the information required by the Companies Ordinance, 1984, the
Microfinance Institutions Ordinance, 2001 and the directives issued by the State Bank of Pakistan, in the
manner so required and respectively give a true and fair view of the state of the Bank’s affairs as at 31
December 2014 and of the loss, its cash flows and changes in equity for the year then ended;

d) in our opinion Zakat deductible at source under the Zakat and Ushr Ordinance, 1980 (XVIII of 1980), was
deducted by the Bank and deposited in the Central Zakat Fund established under section 7 of that ordinance.

Mty Zor 4 %1/ -
Islamabad KPMG Taseer Hadi & Co.

20 March 2015 Chartered Accountants
FEngagement Partner: Riaz Pesnani

KPMG Taseer Hadi & Co., a Partnership firm registered in Pakistan
and a member firm of the KPMG network of independent member
firms affiliated with KPMG International Coaperative

("KPMG International), a Swiss entity.



WASEELA MICROFINANCE BANK LIMITED
BALANCE SHEET
AS AT 31 DECEMBER 2014

ASSETS Note
Cash and Balances with SBP and NBP 6
Balances With Other Banks/NBFIs/MFBs 7
Lending to financial Institutions

Investments — Net Of Provisions 8
Advances — Net Of Provisions 9
Operating Fixed Assets 10
Other Assets 11
Deferred Tax Asset 12
Total Assets

LIABILITIES

Deposits and other accounts 13
Borrowings

Subordinated Debt

Other Liabilities 14
Deferred Tax Liabilities

Total Liabilities

Net Assets

REPRESENTED BY:

Share Capital 15
Statutory & General Reserves

Advance Against Issue of Shares

Accumulated Loss

(Deficit)/Surplus on Revaluation of Assets 16
Deferred Grants

Total Capital

MEMORANDUM / OFF-BALANCE SHEET ITEMS 17

A

2014 2013
Rupees Rupees
121,820,231 73,018,742
1,154,463,355 1,001,762,510
326,779,758 409,516,889
497,812,466 177,320,855
220,961,347 180,221,154
180,895,567 71,557,454
38,114,338 -
2,540,847,062 1,913,397,604

1,287,918,740 645,369,212

216,597,967 123,983,802
1,504,516,707 769,353,014
1,036,330,355 1,144,044,590

1,451,753,600

(414,740,956)

1,137,503,600

320,250,000
(307,687,140)

1,037,012,644

(682,289)

1,150,066,460

(6,021,870)

1,144,044,590

1,036,330,355

exed notes from 1 to 35 form an integral part of these financial statements.
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WASEELA MICROFINANCE BANK LIMITED
PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2014

Mark-up/Return/Interest Earned
Mark-up/Return/Interest Expensed
Net Mark-up/ Interest Income

Provision against non-performing loans and advances
Provision for diminution in the value of investments
Bad debts written off directly

Net Mark-up/ Interest Income after provisions

NON MARK-UP/ NON INTEREST INCOME
Fee, Commission and Brokerage Income
Dividend Income

Other Income

Total non-markup/non interest Income

NON MARK-UP/ NON INTEREST EXPENSES
Administrative expenses

Other provisions/write offs

Commission

Other charges

Total non-markup/non interest expenses

Extra ordinary/unusual items
LOSS BEFORE TAXATION

Taxation - Current
- Prior years
- Deferred

LOSS AFTER TAXATION
Accumulated loss brought forward
Loss available for appropriation

APPROPRIATIONS:
Transfer To:
Statutory Reserve
Capital Reserve
Contribution to Depositors Protection Fund
Revenue Reserve
Dividend
Others

Chai rm\u

Note

18
19

20

21

22

23
24

25
25

29

2014 2013
Rupees Rupees
224,924,256 130,068,536
(30,188,348) (11,966,249)
194,735,908 118,102,287
(1,582,709) (1,000,646)
(1,582,709) (1,000,646)
193,153,199 117,101,641
1,403,344,263 188,009,101
1,511,011 -
1,404,855,274 188,009,101
1,598,008,473 305,110,742
(574,320,174) (352,233,848)
(1,172,466,882) (160,191,949)
(125,000) (5,463,876)
(1,746,912,056) (517,889,673)
(148,903,583) (212,778,931)
(148,903,583) (212,778,931)
- (3,180,776)
3,735,429 -
38,114,338 G
41,849,767 (3,180,776)
(107,053,816) (215,959,707)
(307,687,140) (91,727,433)
(414,740,956) (307,687,140)
(414,740,956) (307,687,140)

(0.75)

(1.90)

)

Director /

Digector



WASEELA MICROFINANCE BANK LIMITED
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2014

2014 2013
Note Rupees Rupees
Profit/(Loss) after taxation (107,053,816) (215,959,707)
Other comprehensive income % -
Comprehensive income transferred to equity (107,053,816) (215,959,707)
Components of comprehensive income not reflected in equity
Surplus / (Deficit) on Revaluation of Investments 8.2 5,339,581 (6,926,270)

(101,714235)  (222,885,977)

The annexed notdg from 1 to 35 form an integral part of these financial statements.
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WASEELA MICROFINANCE BANK LIMITED
CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2014

Note
CASH FLOWS FROM OPERATING ACTIVITIES
Loss before taxation
Less: Dividend income

Adjustments for non-cash charges
Depreciation
Amortization
Provision for gratuity
Provision Against Non-performing Advances
Provision for Diminution in the value of investments/ other assets
Loss/ (Gain) on sale of fixed assets
Loss/ (Gain) on revaluation of available for sale investments
Others - Expenses incurred on behalf of Parent

(Increase)/ Decrease in operating assets
Lending to financial institutions
Advances

Other assets {excluding advance taxation)

Increase/ (Decrease) in operating liabilities
Borrowings from financial institutions
Deposits

Other liabilities (excluding current taxation)

Gratuity paid
Payments against provisions held against off-balance sheet obligations
Income tax paid

Net cash inflow from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Net investment in available-for-sale securities
Net investment in held-to-maturity securities
Dividend income
Investments in operating fixed assets
Sale proceeds of property and equipment disposed—off
Net cash inflow / (outflow) from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Receipts/ Payments of Sub-ordinated loan
Receipts/ Payments of lease obligations

Advance against equity received

Issue of share capital

Dividend paid

inflow from financing activities
(Decrease) in cash and cash equivalents
ash equivalents at beginning of the year
Cash anll dash equivalents at end of the year

Net cas

The annexe

\

President/ \\\\ R0\

Chaﬁ'ma\

3

oles from 1 1o 35 form an integral part of these financial statements.

2014 2013
Rupees Rupees
(148,903,583) (212,778,931)
(148,903,583) (212,778,931)

54,481,294 35,026,520

11,259,986 4,567,365
2,409,207 1,335,232
1,582,709 1,000,646

(1,511,011) 109,410

- 6,926,270

(6,000,000) -

62,222,185 48,965,443

(86,681,398) (163,813,488)
(322,074,320) (177,679,163)

(92,634,393) (48,033,040)
(414,708,713) (225,712,203)

642,549,528 533,217,846

90,536,594 93,750,109

733,086,122 626,967,955

231,696,011 237,442,264
(331,640) (92,487)
(12,968,291) {2,598,365)

218,396,080 234,751,412
88,076,712 (124,622,647)

- 623,590,069
(109,264,871) (109,545,296)

4,294,413 -

(16,893,746) 389,422,126

- 320,250,000

- 320,250,000

201,502,334 944,423,538

1,074,781,252 130,357,714

1,276,283,586 1,074,781,252

L

P

Dircclor/

Hirector
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WASEELA MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2014

1 STATUS AND NATURE OF BUSINESS

Waseela Microfinance Bank Limited (the Bank) was incorporated in Pakistan on 29 November 2010 as a
public limited company under the Companies Ordinance, 1984. The Bank obtained Microfinance banking
license from the SBP on 12 September 2011 to operate on a nationwide basis and received the certificate of
commencement of business from Securities and Exchange Commission of Pakistan (SECP) on 13 Feb 2012
whereas certificate of commencement of business from SBP was received on 20 April 2012, The Bank has 41
business locations / touch points comprising of 30 branches and 11 booths / service centers (2013: 36 business
locations / touch points comprising of 30 branches and 6 service centers) in operation. The Bank is a
subsidiary of Global Telecom Holding S.A.E. ("the holding company") which owns 99.99% shareholding in
the Bank. The Bank's registered and principal office is situated at Plot No. 3-A/2, F-8 Markaz, Islamabad,
Pakistan. The Bank's principal business is to provide microfinance banking and related services to the poor and
under served segment of the society under the Microfinance Institution Ordinance, 2001. The Bank is also
offering Branchless Banking Services through agency agreement with Pakistan Mobile Communications
Limited (PMCL), a related party, under the Branchless Banking license from the SBP.

2 BASIS OF PRESENTATION

These financial statements have been presented in accordance with the Banking Supervision Department
(BSD) circular number 11 dated 30 December 2003 issued by the SBP.

3 STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with the approved accounting standards as
applicable in Pakistan. Approved accounting standards comprise of International Financial Reporting
Standards (JFRSs) issued by the International Accounting Standards Board (IASB) as are notified under the
Companies Ordinance, 1984, the requirements of the Companies Ordinance, 1984, the Microfinance
Institutions Ordinance, 2001, and the regulations/ directives issued by the SECP and the SBP. Wherever the
requirements of the Companies Ordinance, 1984, the Microfinance Institutions Ordinance, 2001, or
regulations/ directives issued by the SECP and SBP differ with the requirements of IFRSs, the requirements of
the Companies Ordinance, 1984, the Microfinance Institutions Ordinance, 2001, or the requirements of the
said regulations/ directives shall prevail.

The SBP vide BSD Circular No. 10, dated 26 August 2002 has deferred the applicability of International
Accounting Standard (IAS) 39, "Financial Instruments: Recognition and Measurement” and IAS 40,
"Investment Property” for Banking companies till further instructions. Accordingly, the requirements of these
standards have not been considered in the preparation of these financial statements. However, investments
have been measured in accordance with the Prudential Regulations ("the Regulations"} of the SBP and
presented in accordance with the requirements of SBP BSD circular number 11 dated 30 December 2003.
Further, the SECP vide its S.R.O No. 411 (1)/ 2008 dated 28 April 2008 has deferred the applicability of
International Financial Reporting Standard (IFRS) 7 "Financial Instruments: Disclosures”, which is applicable
for annual periods beginning on or after 01 July 2009, till further orders. [



WASEELA MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2014

4.1

4.2

4.2.1

422

4.2.3

BASIS OF MEASURMENT

These financial statements have been prepared under the historical cost basis except "available for sale”
investments which are measured at fair value.

Functional and presentation currency

These financial statements are presented in Pakistan Rupee (PKR), which is the Bank’s functional currency.
All financial information presented in PKR has been rounded to the nearest of PKR, unless otherwise stated.

Significant accounting estimates

The preparation of financial statements in conformity with approved accounting standards, as applicable in
Pakistan, requires management to make judgments/ estimates and associated assumptions that affect the
application of policies and reported amounts of assets and liabilities, income and expenses. These judgments/
estimates and associated assumptions are based on historical experience and various other factors that are
believed to be reasonable under the circumstances, the result of which form the basis of making the estimates
about carrying value of assets and liabilities that are not readily apparent from other sources. Actual results
may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimates are revised if the revision affects only that period,
or in the period of the revision and future periods if the revision affects both current and future periods.
Information about significant areas of estimation, uncertainty and critical judgments in applying accounting
policies that have significant effect on the amounts recognized in the financial statements relates to valuation
and impairment of investments, advances, provision for income taxes, determination of useful lives of
depreciable assets and intangible assets and other provisions which are discussed in following paragraphs:

Impairment of investments

Provision for impairment in the value of investments is made after considering objective evidence of
impairment. Provision for diminution in the value of investments is made as per the Regulations issued by
SBP.

Advances

The Bank reviews its micro credit loan portfolio to assess amount of non-performing advances and provision
required there against on regular basis. While assessing this requirement, the Regulations of SBP are taken into
consideration.

Operating fixed assets/ intangible assets

Estimates of residual values and useful lives of operating fixed assets and intangible assets are reassessed
annually and any change in estimate is taken into account in the determination of depreciation/ amortization
charge and impairment loss. Changes in estimates are accounted for over the estimated remaining useful life of
the assets. [



WASEELA MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2014

4.2.4

4.2.5

4.2.6

4.2.7

5.1

5.2

(a)

Taxation
The Bank takes into account the current income tax law and decisions taken by the taxation authorities.
Instances where the Bank's views differ from the views taken by the income tax department at the

assessment stage and where the Bank considers that its view on items of material nature is in accordance with
Jaw, the amounts are shown as contingent liabilities.

Provisions and contingencies

The Bank reviews the status of all the legal cases on a regular basis. Based on the expected outcome and
lawyers' judgments, appropriate disclosure or provision is made.

Impairment of financial assets

In making an estimates of future cash flows from the Bank's financial assets.

Other provisions

Estimates of the amount of provisions recognized are based on current legal and constructive requirements.
Because actual outflows can differ from estimates due to changes in Jaws, regulations, public expectations,

prices and conditions, and can take place many years in the future, the carrying amounts of provisions are
regularly reviewed and adjusted to take account of such changes.

SIGNIFICANT ACCOUNTING POLICIES

Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, balance with SBP and other banks.

Investment

All purchases and sale of investments are recognized using settlement date accounting. Settlement date is the
date on which investments are delivered to or by the Bank. All investments are derecognized when the right to

receive economic benefits from the investments has expired or has been transferred or the Bank has transferred
substantially all the risks and rewards of ownership.

Investments of the Bank are classified into the following categories:

Held to maturity

Investments with fixed maturity, where management has both the intention and the ability to hold to maturity,
are classified as held to maturity. Subsequent to initial recognition at cost, these investments are measured at
amortized cost, less provision for impairment in value, if any. Amortized cost is calculated taking into account
effective interest rate method. Profit on held to maturity investments is recognized on a time proportion basis
taking into account the effective yield on the investments.

Premium or discount on acquisition of held to maturity investments is amortized through profit and loss
account over the remaining period till maturity.



WASEELA MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2014

(b)

(c)

5.3

(a)

(b)

(©)

(d)

)
(i)
(iii)
(iv)

Held for trading

These represent securities acquired with the intention to trade by taking advantage of short-term market /
interest rate movements. These are marked to market and surplus / deficit arising on revaluation of ‘held for
trading’ investments is taken to profit and loss account in accordance with the requirements prescribed by the
SBP through various circulars.

Available-for-sale

Investments which may be sold in response to needs for liquidity or changes in interest rates, exchange rates or
equity prices are classified as available for sale. Available-for-sale investments are initially recognized at cost
and subsequently measured at fair value. Profit on available-for-sale investments is recognized on a time

proportion basis taking into account the effective yield on the investments.

The surplus / (deficit) arising on revaluation of available for sale investments is kept In "Surplus/(deficit) on
revaluation of assets” through statement of comprehensive income. The surplus/(deficit) arising on these
investments is taken to profit and loss account, when actually realized upon disposal.

Advances
These are stated net of provision for non-performing advances, if any. The outstanding principal of the

advances, payments against which are overdue for 60 days or more are classified as non-performing and
divided into following four categories:

Other Assets Especially Mentioned:

These are advances in arrears (payments/installments overdue) for 30 days or more but less than 60 days.
Substandard:

These are advances in arrears (payments/installments overdue) for 60 days or more but less than 90 days.
Doubtful:

These are advances in arrears (payments/installments overdue) for 90 days or more but less than 180 days.
Loss:

These are advances in arrears (payments/installments overdue) for 180 days or more.

In accordance with the Regulations, the Bank maintains specific provision for potential loan losses for all non-
performing advances as follows:

Other Assets Especially Mentioned Nil

Substandard 25% of outstanding principal net of cash collaterals
Doubtful 50% of outstanding principal net of cash collaterals
Loss 100% of outstanding principal net of cash collaterals

\



WASEELA MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2014

In addition to above, a general provision is made equivalent to 1% of the net outstanding balance (advances net
of specific provisions) ip accordance with the requirement of the Regulations.

General and specific provisions are charged to the profit and loss account in the period in which they occur.

Non-performing advances are written off one month after the loan is classified as “Loss”. However, the Bank
continues its efforts for recovery of the written off balances.

5.4 Operating fixed assets
(a) Capital work-in-progress

Capital work-in-progress is stated at cost less impairment losses, if any.
(b) Property and equipment

Property and equipment are stated at cost less accumulated depreciation and accumulated impairment losses, if
any. Cost includes expenditure that is directly attributable to the acquisition of the asset and the costs of
dismantling and removing the items and restoring the site on which they are located, if any.

Depreciation is charged on the straight line method at rates specified note 10.1 to the financial statements, so
as to write off the cost of assets over their estimated useful lives.

Full month's depreciation is charged in the month of addition while no depreciation is charged in the month of
deletion.

Subsequent costs are included in the assets carrying amount when it is probable that future econemic benefits
associated with the item will flow to the Bank and the cost of the item can be measured reliably. Carrying
amount of the replaced part is derecognized. All other repair and maintenance are charged to income during the
period.

Gains or losses on disposal of an item of property and equipment are determined by comparing the proceeds
from disposal with the carrying amounts of fixed asset. Gains are recognized within "other income" while
losses are recognized in administrative expenses in the profit and loss account.

(c) Intangible assets

An intangible asset is recognized if it is probable that the future economic benefits that are attributable to the
asset will flow to the Bank and that the cost of such asset can also be measured reliably. These are stated at
cost less accumulated amortization and impairment losses, if any.

Intangible assets comprise of computer software and related applications. Intangible assets are amortized over
their estimated useful lives at rate specified in note 10.2 to the financial statements. Subsequent expenditure is
capitalized only when it increases the future economic benefit embodied in the specific asset to which it
relates. All other expenditure is recognized in profit and loss account as incurred.

\



WASEELA MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2014

5.5

5.6

(a)

(b)

5,

Deposits

Deposits are initially recorded at the amount of proceeds received. Mark-up accrued on deposits, if any, is
recognized separately as part of other liabilities and is charged to the profit and loss account over the period.

Taxation

Income tax expense/income comprises current and deferred tax. Income tax expense/ income is recognized in
profit or loss except to the extent that it relates to items recognized directly in equity or below equity, in which
case it is recognized in equity or below equity.

The Bank takes into account the current income tax law and decisions taken by appellate authorities. Instances
where the Bank’s view differs from the view taken by the income tax department at the assessment stage and
where the Bank considers that its view on items of material nature is in accordance with law, the amounts are
shown as contingent liabilities.

Current

Current tax is the tax payable on the taxable income for the year, using tax rates enacted or substantively
enacted at the reporting date, taking into account tax credits, rebates and tax losses, if any, and any adjustment
to tax payable in respect of previous years.

Deferred

Deferred tax is accounted for on all major taxable temporary differences between the carrying amounts of
assets for financial reporting purposes and their taxation base. A deferred tax asset is recognized only to the
extent that it is probable that future taxable profits will be available against which the asset can be utilized.
Deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be
realized. At cach balance sheet date, the Bank reassesses the carrying and the unrecognized amount of deferred
tax assets.

Deferred tax assets and liabilities are calculated at the rate that are expected to apply to the period when the
asset is realized or the liability is settled, based on the tax rates (and tax laws) that have been enacted or
substantively enacted by the balance sheet date.

Staff retirement benefits
Defined contribution plan

The Bank operates a defined contribution provident fund scheme for its eligible employees. Monthly
contributions are made by the Bank and its employees at rate of 10% of basic salary. \



WASEELA MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2014

5.8

5.9

5.10

(@)

(b)

(c)

Reserves
Statutory reserve

The Bank is required to maintain a statutory reserve to which an appropriation equivalent to 20% of its annual
profit after tax is made till such time the reserve fund equals the paid-up capital of the Bank and thereafter, an
appropriation of a sum not less than 5% of its annual profit after taxes in accordance with statutory
requirements under the Microfinance Institutions Ordinance, 2001.

Provisions

A provision is recognized when, and only when, the Bank has a present obligation (legal or constructive) as a
result of a past event, it is probable that an outflow of resources embodying economic benefits will be required
to settle the obligation, and a reliable estimate can be made of the amount of the obligation.

Foreign currency transactions

The financial statements are presented in Pakistani Rupee, which is the Bank's functional currency.
Transactions in foreign currencies are translated into Pak Rupee at exchange rate on the date of transaction. All
monetary assets and liabilities in foreign currencies are translated into Pak Rupee at the rate of exchange
approximating those ruling at the balance sheet date. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at the year end exchange rates of monetary assets and
liabilities denominated in foreign currencies are recognized in profit and loss account.

Revenue recognition
Markup / income on advances

Markup / income / return / service charges on advances is recognized on accrual / time proportion basis using
effective interest rate method at the Bank's prevailing interest rates for the loan products. Markup/ income on
advances is collected with loan installments. Due but unpaid service charges / income are accrued on overdue
advances for period up to 30 days. After 30 days, overdue advances are classified as non-performing and
recognition of unpaid service charges / income ceases. Further, accrued markup on non-performing advances
are reversed and credited to suspense account. Subsequently, markup recoverable on non-performing advances
is recognized on a receipt basis in accordance with the requirements of the Regulations.

Income from investments
Markup / income on investments is recognized on accrual / time proportion basis using the effective interest

method. Where debt securities are purchased at premium or discount, those premiums / discounts are amortized
through profit and loss account over the remaining period of maturity.

Fee, commission and brokerage income

Fee, commission and brokerage income is recognized when the related services are rendered.

\
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Income from inter bank deposits

Income from inter bank deposits in saving accounts is recognized in the profit and loss account as it accrues
using the effective interest method .

Gain/ loss on sale of operating fixed assets
Gain on sale of operating fixed assets are recognized under other income in the profit and loss account.

Loss on sale of operating fixed assets are recognized under administrative expenses in the profit and loss
account.

Gain/ loss on sale of investments
Gains and losses on sale of investments are included in income.
Related party transactions

Transactions between the Bank and its related parties are carried out on arm's length basis using the
comparable uncontrolled price method.

Financial instruments

Financial assets and liabilities are recognized when the Bank becomes a party to the contractual provisions of
the instrument. These are derecognized when the Bank ceases to be the party to the contractual provisions of
the instrument.

All financial assets and liabilities are initially measured at cost which is the fair value of the consideration
given and received respectively. These financial assets and liabilities are subsequently measured at fair value,
amortized cost or historical cost, as the case may be.

Financial assets

Financial assets are cash and balances with SBP and NBP, balances with other banks/NBFls/MFBs, lending to
financial institutions, investments, advances and other receivables. Advances are stated at their nominal value
as reduced by appropriate provisions against non-performing advances, while other financial assets excluding
investments are stated at cost. Investments classified as available for sale are valued at year end prices and
investments classified as held to maturity are stated at amortized cost.

Finanpcial liabilities

Financial labilities are classified according to the substance of the contractual arrangement entered into.
Financial liabilities include deposit and other accounts and other liabilities which are stated at their nominal
value. Financial charges are accounted for on accrual basis.

Any gain or loss on the recognition and derecognition of the financial assets and liabilities is included in the
net profit and loss for the period in which it arises. \
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5.14 Off-setting

Financial assets and financial liabilities and tax assets and tax liabilities are only off-set and the net amount is
reported in the financial statements when there is a legally enforceable right to set off the recognized amount
and the Bank intends either to settle on net basis or to realize the assets and to settle the liabilities
simultaneously. Income and expense items of such assets and liabilities are also off-set and the net amount is
reported in the financial statements.

5.15 Borrowing costs

Borrowing costs are recognized as an expense in the period in which they are incurred except where such costs
relate to the acquisition, construction or production of a qualifying asset in which case such costs are
capitalized as part of the cost of that asset. Borrowing cost includes exchange differences arising from foreign
currency borrowings to the extent these are regarded as an adjustment to borrowing costs.

5.16 Mark-up bearing borrowings

Mark-up bearing borrowings are recognized initially at cost being the fair value of consideration received, less
attributable transaction costs. Subsequent to initial recognition mark-up bearing borrowings are stated at
original cost less subsequent repayments. l






