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HABIBMETRO

AUDITORS' REPORT TO THE MEMBERS

We have audited the annexed consolidated financial statements comprising consolidated statement of financial position of
Habib Metropolitan Bank Limited (the Bank) and its subsidiary company as at 31 December 2014 and the related consolidated profit
and loss account, consolidated statement of comprehensive income, consolidated cash flow statement and consolidated statement
of changes in equity together with the notes forming part thereof, for the year then ended. These financial statements include
unaudited certified returns from the branches, except for eighteen branches, which have been audited by us. We have also expressed
separate opinions on the financial statements of Habib Metropolitan Bank Limited and its subsidiary company namely Habib
Metropolitan Financial Services Limited. These financial statements are responsibility of the Holding Company's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

Our audit was conducted in accordance with the International Standards on Auditing and accordingly included such tests of
accounting records and such other auditing procedures as we considered necessary in the circumstances.

In our opinion, the consolidated financial statements present fairly the financial position of Habib Metropolitan Bank Limited and
its subsidiary company as at 31 December 2014 and the results of their operations for the year then ended.

KPMG Taseer Hadi & Co
Chartered Accountants
Karachi: 26 February 2015 Mazhar Saleem
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2014

ASSETS

Cash and balances with treasury banks
Balances with other banks

Lendings to financial institutions
Investments

Advances

Operating fixed assets

Deferred tax assets

Other assets

LIABILITIES

Bills payable

Borrowings

Deposits and other accounts

Sub-ordinated loans

Liabilities against assets subject to finance lease
Deferred tax liabilities

Other liabilities

NET ASSETS

REPRESENTED BY

Share capital
Reserves
Unappropriated profit

Surplus on revaluation of assets - net of tax

CONTINGENCIES AND COMMITMENTS

The annexed notes 1 to 45 and annexures | & Il form an integral part of these consolidated financial statements.

KASSIM PAREKH

114

SIRAJUDDIN AZIZ
Chairman President &
Chief Executive Officer

Note

10
11
12
13
14
15

16
17
18

19

20

21

22

MOHOMED BASHIR

2014 2013
Rupees in ‘000

18,640,853 21,208,774
1,870,331 3,552,694

3,408,776 -
221,644,817 142,327,147
134,175,636 129,833,937
3,025,426 3,035,526
1,268,457 2,947,155
13,640,521 8,490,404
397,674,817 311,395,637
5,201,482 3,982,213
24,883,982 23,057,002
319,948,274 247,507,718
12,871,948 8,863,421
362,905,686 283,410,354
34,769,131 27,985,283
10,478,315 10478315
11,178,823 10,193,511
8,559,839 6,693,745
30,216,977 27,365,571
4,552,154 619,712
34,769,131 27,985,283

TARIQ IKRAM
Director

Director




HABIBMETRO

CONSOLIDATED PROFIT & 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 / interest income
Fee, commission and brokerage income
Dividend income
Income from dealing in foreign currencies
Gain on sale / redemption of securities - net
Unrealized gain / (loss) on revaluation of investments
classified as held-for-trading
Other income

Total non mark-up / interest income

Non mark-up / interest expenses
Administrative expenses
Other provisions / write offs
Other charges
Total non mark-up / interest expenses

Extraordinary / unusual items
Profit before taxation

Taxation - Current
— Prior years
- Deferred

Profit after taxation
Unappropriated profit brought forward

Profit available for appropriation

Basic and diluted earnings per share (Rupees)

Note

24
25

26

27

28

29

30

31

2014

2013

Rupees in ‘000

32,288,259
(21,078,626)

11,209,633

1,767,199
11,380

(1,778,579)
9,431,054

2,458,011

51,889
1,039,545
1,875,712

341,063
5,766,220
15,197,274

7,406,393
299,000
155,742

(7,861,135)

7,336,139

7,336,139

(2,764,846)
(100)
370,957

(2,393,989)

4,942,150
6,693,745

11,635,895

4.72

The annexed notes 1 to 45 and annexures | & Il form an integral part of these consolidated financial statements.

KASSIM PAREKH SIRAJUDDIN AZIZ
Chairman President &
Chief Executive Officer

MOHOMED BASHIR

Director

24,641,671
(15,569,764)

9,071,907

2,111,110
(1,880)

(2,109,230)
6,962,677

2,266,951
44,594
864,966
1,338,894

304,320
4,819,725
11,782,402

6519316

145,792
(6,665,108)

5,117,294

5,117,294

(1,979,748)
574,692
(185/470)

(1,590,526)

3,526,768
6,035,765

9,562,533

3.37

TARIQ IKRAM
Director
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2014

Profit after taxation for the year

Other comprehensive income

ltems not to be reclassified to profit or loss in subsequent periods:
Actuarial gain / (loss) on defined benefit plan

Related deferred tax (charge) / reversal

Comprehensive income transferred to equity

[tems not to be reflected in equity:
Surplus / (deficit) arising on revaluation of available for sale securities

Related deferred tax (charge) / reversal

Total comprehensive income

The annexed notes 1 to 45 and annexures | & Il form an integral part of these consolidated financial statements.

KASSIM PAREKH SIRAJUDDIN AZIZ
Chairman President &
Chief Executive Officer
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Note

34.8

2014

2013

Rupees in ‘000

4,942,150

7,568
(2,649)

4,919

4,947,069

5,979,448
(2,047,006)

3,932,442

8,879,511

MOHOMED BASHIR

3,526,768

(104,448)

36,557
(67,891)
34583877

(2,350,722)

784,180

(1,566,542)
1,892,335

TARIQ IKRAM
Director




HABIBMETRO

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2014

2014 2013
Note — Rupees in ‘000
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before taxation 7,336,139 5,117,294
Less: Dividend income (51,889) (44,594)
7,284,250 5,072,700
Adjustments
Depreciation and amortization 28 526,188 470,578
Provision against non-performing loans and advances - net 126 1,767,199 2,111,110
Provision against other assets 15.2 299,000 -
Provision for diminution in the value of investments - net (30,804) (83,258)
Net gain on sale of fixed assets 27 (17,447) (56,698)
2,544,136 2,441,732
9,828,386 7514432
(Increase) / decrease in operating assets
Lendings to financial institutions (3,408,776) -
Advances (6,108,898) (21,500,849)
Other assets (excluding current taxation) (5,356,568) (2,740,473)
(14,874,242) (24,241,322)
Increase / (decrease) in operating liabilities
Bills payable 1,219,269 (110,055)
Borrowings 1,470,763 (21,926,525)
Deposits and other accounts 72,440,556 29,836,386
Other liabilities ( excluding dividend payable) 4,013,776 151,093
79,144,364 7,951,399
74,098,508 (8,775491)
Income tax paid (2,855,147) (2,055,360)
Net cash generated from / (used in) operating activities 71,243,361 (10,830,851)
CASH FLOWS FROM INVESTING ACTIVITIES
Net investments in available-for-sale securities (64,860,361) 25,763,677
Net investments in held-to-maturity securities (8,447,057) (9,624,973)
Dividend received 49,541 44,594
Investments in operating fixed assets (551,730) (559,052)
Proceeds from sale of fixed assets 53,089 110471
Net cash (used in) / generated from investing activities (73,756,518) 15,743,717
CASH FLOWS FROM FINANCING ACTIVITIES
Dividend paid (2,093,344) (2,093,214)
Net cash used in financing activities (2,093,344) (2,093,214)
(Decrease) / increase in cash and cash equivalents (4,606,501) 2,810,652
Cash and cash equivalents at the beginning of the year 23,673,692 20,585,253
Effect of exchange rate changes on cash and cash equivalents 568,478 846,265
Cash and cash equivalents at end of the year 32 19,635,669 24,242,170

The annexed notes 1 to 45 and annexures | & Il form an integral part of these consolidated financial statements.

KASSIM PAREKH SIRAJUDDIN AZIZ MOHOMED BASHIR TARIQ IKRAM
Chairman President & Director Director
Chief Executive Officer
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2014

Reserves
. Un-
Share Share Statutory Special Revenue )
Capital Premium Reserve Reserve Reserve apprﬁgfr;fted Total
Rupees in ‘000

Balance as at 1 January 2013 10,478,315 2,550,985 5,196,931 240,361 1,500,000 6,035,765 26,002,357
Changes in equity for the year

ended 31 December 2013
Total comprehensive income for

the year ended 31 December

2013 - profit for the year - - - - - 3,526,768 3,526,768
Other comprehensive income

- net of tax - - - - - (67,891) (67,891)
Transactions with owners,

recorded directly in equity
Cash dividend (Rs. 2.00 per share)

for year ended 31 December

2012 - - - - - (2,095,663) (2,095,663)
Transfer to statutory reserve - - 705,234 - - (705,234) -
Balance as at 31 December 2013 10,478,315 2,550,985 5,902,165 240,361 1,500,000 6,693,745 27,365,571
Changes in equity for the

year ended 31 December

2014
Total comprehensive income for

the year ended 31 December

2014 - profit for the year - - - - - 4,942,150 4,942,150
Other comprehensive income

- net of tax - - - - - 4919 4919
Transactions with owners,

recorded directly in equity
Cash dividend (Rs. 2.00 per share)

for year ended 31 December

2013 - - - - - (2,095,663)  (2,095,663)
Transfer to statutory reserve - - 985,312 - - (985,312) -

Balance as at 31 December 2014 10,478,315 2,550,985 6,887,477 240,361 1,500,000 8,559,839 30,216,977

The annexed notes 1 to 45 and annexures | & Il form an integral part of these consolidated financial statements.

KASSIM PAREKH SIRAJUDDIN AZIZ MOHOMED BASHIR TARIQ IKRAM
Chairman President & Director Director
Chief Executive Officer
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HABIBMETRO

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2014

1.

STATUS AND NATURE OF BUSINESS

The Group comprises of Habib Metropolitan Bank Limited (holding company) and Habib Metropolitan Financial Services Limited
(wholly owned subsidiary company). The Group is engaged in providing Commercial Banking and Brokerage Services.

Habib Metropolitan Bank Limited (the holding company) was incorporated in Pakistan on 3 August 1992, as a public limited
company, under the Companies Ordinance, 1984 and is engaged in commercial banking and related services. Its shares are
listed on all the three stock exchanges in Pakistan. the holding company operates 201 (2013: 174) branches, including 10 (2013:
6) Islamic banking branches and 39 (2013: 40) sub branches in Pakistan. The holding company is a subsidiary of Habib Bank
AG Zurich - Switzerland (the ultimate parent company with 51% shares in the Bank) which is incorporated in Switzerland. The
registered office of the holding company is situated at Spencer's Building, .I. Chundrigar Road, Karachi.

Habib Metropolitan Financial Services Limited (the subsidiary company) was incorporated in Pakistan on 28 September 2007
as a public limited company under the Companies Ordinance, 1984. The registered office of the subsidiary company is located
at 1st Floor, GPC 2, Block 5, Kehkashan Clifton, Karachi. The subsidiary company is a corporate member of the Karachi Stock
Exchange Limited and is engaged in Equity Brokerage Services.

BASIS OF PRESENTATION

2.1 These consolidated financial statements comprise the financial statements of the holding company and its subsidiary
company. The financial statements of the subsidiary company have been prepared for the same reporting year as the
holding company using consistent accounting policies. The assets, liabilities, income and expenses of the subsidiary
company have been consolidated on a line by line basis. Intra-group balances and transactions have been eliminated
for the purpose of consolidation.

2.2 Inaccordance with the directives of the Federal Government regarding shifting of the banking system to Islamic modes,
the State Bank of Pakistan (SBP) has issued various circulars from time to time. Permissible forms of trade related modes
of financing include purchase of goods by the Group from their customers and immediate resale to them at appropriate
mark-up in price on a deferred payment basis. The purchases and sales arising under these arrangements are not reflected
in these consolidated financial statements as such but are restricted to the amount of facility actually utilized and the
appropriate portion of mark-up thereon.

2.3 The financial results of the Islamic Banking branches of the holding company have been included in these consolidated
financial statements for reporting purposes, after eliminating material inter-branch transactions / balances. Key financial
figures of the Islamic Banking branches are disclosed in note 43 to these consolidated financial statements.

2.4 Basis of measurement
Accounting convention
These consolidated financial statements have been prepared under the historical cost convention except that certain
investments are stated at market value and derivative financial instruments are carried at fair values as disclosed in notes
5.3 and 5.6 respectively.

STATEMENT OF COMPLIANCE

3.1 These consolidated financial statements have been prepared in accordance with approved accounting standards as

applicable in Pakistan. Approved accounting standards comprise of such International Financial Reporting Standards
(IFRS) issued by the International Accounting Standards Board (IASB) and Islamic Financial Accounting Standard (IFAS)
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issued by the Institute of Chartered Accountants of Pakistan (ICAP) as are notified under the Companies Ordinance, 1984,
provisions of and directives issued under the Companies Ordinance, 1984 and the Banking Companies Ordinance, 1962
and the directives issued by the State Bank of Pakistan. In case the requirements differ, the provisions of and directives
issued under the Companies Ordinance, 1984 and the Banking Companies Ordinance, 1962 and the directives issued by
SBP shall prevail.

3.2 The SBP vide BSD Circular No. 10, dated August 26, 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. Further, according to a notification of the Securities and Exchange Commission of Pakistan (SECP)
through S.RO. No. 411 (1) / 2008 dated April 28, 2008, IFRS 7 "Financial Instruments: Disclosures" has not been made
applicable for banks. Accordingly, the requirements of these standards have not been considered in the preparation of
these consolidated financial statements. However, investments have been classified and valued in accordance with the
requirements of various circulars issued by the SBP.

CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINITY

The preparation of these consolidated financial statements in conformity with approved accounting standards requires
management to make judgments, estimates and assumptions that affect the reported amounts of assets and liabilities and
income and expenses. It also requires management to exercise judgment in the application of its accounting policies. The
estimates and assumptions are based on historical experience and various other factors that are believed to be reasonable
under the circumstances. These estimates and assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognized in the period in which the estimate is revised if the revision affects only that period, or in the period of revision
and future periods if the revision affects both current and future periods.

Significant accounting estimates and areas where judgments were made by management in the application of accounting
policies are as follows:

i)

Classification of investments

- Indassifying investments as "held-for-trading’, the Group has determined securities which are acquired with the
intention to trade by taking advantage of short term market / interest rate movements and are to be sold within
90 days.

- Indassifying investments as "held-to-maturity’, the Group follows the guidance provided in SBP circulars on classifying
non-derivative financial assets with fixed or determinable payments and fixed maturity. In making this judgment,
the Group evaluates its intention and ability to hold such investments to maturity.

- Theinvestments which are not classified as "held for trading" or held to maturity are classified as available for sale.
Provision against non performing loans and advances and debt securities classified as investments

The Group reviews its loan portfolio and debt securities classified as investments to assess amount of non-performing
loans and advances, debt securities and provision required there-against. While assessing this requirement various factors
including the delinquency in the account, financial position of the borrower and the forced sale value of the securities,
etc. as per the requirement of the Prudential Regulations are considered. For portfolio impairment provision on consumer
and small enterprise advances, the Group follows the general provision requirement set out in the Prudential Regulations.
In addition the Group also maintain a general provision against its loan portfolio discussed in note 5.4.
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i)

vi)

vii)

Valuation and impairment of available for sale equity investments

The Group determines that available-for-sale equity investments and held to maturity are impaired when there has been
a significant or prolonged decline in the fair value below its cost. This determination of what is significant or prolonged
requires judgment. In making this judgment, the Group evaluates among other factors, the normal volatility in share price.
In addition, impairment may be appropriate when there is an evidence of deterioration in the financial health of the
investee, industry and sector performance, changes in technology and operational and financing cash flows.

Impairment of non-financial assets (excluding deferred tax asset)

Non financial assets are subject to impairment review if there are events or changes in circumstances that indicate that
the carrying amount may not be recoverable. If any such indication exists, the Group estimates the recoverable amount
of the asset and the impairment loss, if any. The recoverable amount of an asset is the higher of its fair value less costs to
sell and its value in use. Value in use is the present value of future cash flows from the asset discounted at a rate that
reflects market interest rates adjusted for risks specific to the asset. If the recoverable amount of an intangible or tangible
asset is less than its carrying value, an impairment loss is recognized immediately in the profit and loss account and the
carrying value of the asset reduced by the amount of the loss. A reversal of an impairment loss on intangible assets is
recognized as it arises provided the increased carrying value does not exceed that which it would have been had no
impairment loss been recognized.

Income taxes

In making the estimates for income taxes currently payable by the Group, the management looks, at the current income
tax laws and the decisions of appellate authorities on certain issues in the past. In making the provision for deferred taxes,
estimates of the Group's future taxable profits are taken into account.

Fixed assets, depreciation and amortisation

In making estimates of the depreciation / amortization method, the management uses method which reflects the pattern
in which economic benefits are expected to be consumed by the Group. The method applied is reviewed at each financial
year end and if there is a change in the expected pattern of consumption of the future economic benefits embodied in
the assets, the method would be changed to reflect the change in pattern. Such change is accounted for as change in
accounting estimates in accordance with International Accounting Standard - 8, "Accounting Policies, Changes in
Accounting Estimates and Errors".

Defined benefits plan

Liability is determined on the basis of actuarial advice using the Projected Unit Credit Actuarial Cost Method, as fully
disclosed in note 34 to these consolidated financial statements.

viii) Compensated Absences

The Group uses actuarial valuation for the determination of its compensated absences liability. This method makes certain
assumptions, which may change, thereby effecting the profit and loss account of future period.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The summary of significant accounting policies of the Group are as follows:

5.1

5.2

5.3

Cash and cash equivalents

For the purpose of cash flow statement, cash and cash equivalents include cash and balances with treasury banks and
balances with other banks less overdrawn nostros and local bank accounts.

Lendings to / borrowings from financial institutions

The holding company enters into transactions of borrowing (re-purchase) from and lending (reverse re-purchase) to
financial institutions, at contracted rates for a specified period of time. These are recorded as under:

Sale under repurchase obligation

Securities sold with a simultaneous commitment to repurchase at a specified future date (repos) continue to be recognized
in the statement of financial position and are measured in accordance with accounting policies for investments and
counter party liability is included in borrowing from financial institutions. The difference between sale and repurchase
price is amortized as an expense over the term of the repo agreement.

Purchase under resale obligation

Securities purchased with a corresponding commitment to resell at a specified future date (reverse repos) are not
recognized in the statement of financial position and instead amounts paid under these arrangements are included in
lendings to financial institutions. The difference between purchase and resale price is accrued as income over the term
of the agreement.

Other borrowings including borrowings from SBP are recorded at the proceeds received. Mark up on such borrowing is
charged to the profit and loss account on a time proportion basis.

Investments

5.3.1 Investment in a subsidiary is stated at cost less provision for impairment, if any.

5.3.2 Other investments are classified as follows:
Held-for-trading
These are securities, which are either acquired for generating profit from short-term fluctuation in market prices,
interest rate movements, dealers margin or are securities included in a portfolio in which a pattern of short-term
trading exists.

Held-to-maturity

These are securities with fixed or determinable payments and fixed maturities that are held with the positive
intention and ability to hold till maturity.
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5.3.3

Available-for-sale
These are investments that do not fall under the held-for-trading or held-to-maturity categories.

Investments (other than held-for-trading) include transaction costs associated with the investments. In case of
held for trading investments transaction costs are charged to profit and loss account.

In accordance with the requirements of the SBP, quoted securities, other than those classified as held to maturity
and investment in a subsidiary, are carried at market value. Investments classified as held to maturity are carried
at amortized cost whereas investment in a subsidiary is carried at cost less impairment losses, if any.

Unrealized surplus / deficit arising on the revaluation of the Group’s held for trading investment portfolio is taken
to the profit and loss account. Surplus / deficit arising on revaluation of quoted securities classified as available
for sale is kept in a separate account shown in the Statement of Financial Position below equity. Surplus / deficit
arising on these securities is taken to the profit and loss account when actually realised upon disposal or when
the investment is considered to be impaired.

Unquoted equity securities are valued at the lower of cost and break-up value. Subsequent decreases in the
carrying value are charged to profit and loss account. Break-up value of equity securities is calculated with reference
to the net assets of the investee company as per the latest available audited financial statements. Investments
in other unquoted securities are valued at cost less impairment losses, if any.

Provision for diminution in the value of term finance and Sukuk certificates are made as per the criteria prescribed
under prudential regulation issued by State Bank of Pakistan.

Provision for impairment in the value of available for sale and held to maturity securities (other than bonds and
term finance and Sukuk certificates) is made after considering objective evidence of impairment, if any, in their
value (as a result of one or more events that may have an impact on the estimated future cash flows of the
investments). A significant or prolonged decline in the fair value of an equity investment below its cost is also
considered an objective evidence of impairment. Impairment losses are taken to profit and loss account.

All“regular way” purchases and sales of investments are recognized on the trade date, i.e, the date that the Group
commits the purchase or sell the asset. Regular way purchases or sales are purchases or sales of investments that require
delivery of assets within the time frame generally established by regulation or convention in the market place.

5.4 Advances (including net investment in finance lease and ijarah arrangements)

Loans and advances

Loans and advances and net investments in finance lease are stated net of provision for loan losses against non-performing
advances. Provision for loan losses is made in accordance with the Prudential Regulations issued by the SBP and is charged
to profit and loss account. The holding company also maintains general provision in addition to the requirements of the
Prudential Regulations on the basis of management's assessment of credit risk characteristics and general banking risk
such as nature of credit, collateral type, industry sector and other relevant factors. Murabaha receivables are stated at gross
amount receivable less deferred income and provisions, if any.
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5.5

Finance lease receivables

Leases, where the Group transfers substantially all the risks and rewards incidental to ownership of an asset to the lessee
are classified as finance lease. A receivable is recognized at an amount equal to the present value of the minimum lease
payments including guaranteed residual value, if any. Finance lease receivables are included in advances to the customers.

ljarah

In accordance with the requirements of Islamic Financial Accounting Standard (IFAS) No. 2 for the accounting and financial
reporting of “ljarah’, ljarah arrangements by the Islamic Banking branches are accounted for as ‘Assets held under ljarah'
and are stated at cost less accumulated depreciation, residual value and impairment losses, if any. Accordingly assets
subject to ljarahs have been reflected in note 12 to these consolidated financial statements under "Advances”. Rental
income on these ljarahs is recognized in the Group's profit and loss account on a time proportion basis, while depreciation
is calculated on ljarah assets on a straight line basis over the period of ljarah from the date of delivery of respective assets
to mustajir (lessee) up to the date of maturity / termination of ljarah agreement and is charged to the profit and loss
account. The classification and provisioning of ljarah assets is done in line with the requirements laid down in the Prudential
Regulations and are recognized in the profit and loss account.

Advances are written off when there are no realistic prospects of recovery.
Fixed assets
Tangible - owned (operating)

These are stated at cost less accumulated depreciation and accumulated impairment losses, if any, except for freehold
land which are stated at cost less accumulated impairment losses, if any.

Depreciation is calculated on a straight-line basis over the estimated useful life of the asset at the rates specified in note
13.2. Depreciation on additions during the year is calculated from the date of addition. In case of disposals during the
year, the depreciation is charged up till the date of disposal. Depreciation on ijarah assets referred to in note 12.3 is
calculated on a straight line basis over the period of ljarah from the date of delivery of respective assets to the mustajir
(lessee) up to the date of maturity / termination of ijarah agreed.

Subsequent cost are included in the asset's carrying amount only when it is probable that future economic benefits
associated with the item will flow to the Bank and the cost of the item can be measured reliably. All other repairs and
maintenance are charged to the profit and loss account.

An item of property and equipment is derecognized upon disposal or when no future economic benefits are expected
from its use or disposal. Any gain or loss arising on derecognition of the asset is recognized in the profit and loss account
in the year the asset is derecognized.

The residual values, useful lives and depreciation methods are reviewed and changes, if any, are treated as change in
accounting estimates, at each Statement of Financial Position date.
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5.6

5.7

5.8

Intangible

These are stated at cost less accumulated amortization and impairment, if any. The cost of intangible assets are amortized
from the month when the assets are available for intended use, using the straight line method, whereby the cost of the
intangible asset is amortized over its estimated useful life over which economic benefits are expected to flow to the
Group. The useful life and amortization method is reviewed and adjusted, if appropriate, at each Statement of Financial
Position date.

Intangible includes Trading Rights Entitlement (TRE) Certificate acquired by subsidiary on surrender of stock exchange
membership card. Since the fair value of the certificate can not be determined with reasonable accuracy, the entire
carrying value of Stock Exchange Membership Card has been allocated to the shares of Karachi Stock Exchange Limited,
and TRE Certificate has been stated at Nil value. This certificate has indefinite life.

Capital work-in-progress

These are stated at cost less impairment losses, if any.

Derivative financial instruments

Derivative financial instruments are initially recognized at fair value at the date on which the derivative contract is entered
into and are subsequently remeasured at fair value. All derivative financial instruments are carried as asset when fair value
is positive and liabilities when fair value is negative. Any change in the value of derivative financial instruments is taken
to the profit and loss account.

Provisions

Provision against identified non-funded losses is recognized when intimated and reasonable certainty exists for the Group
to settle the obligation. The loss is charged to the profit and loss account net of expected recovery and is classified under
other liabilities.

Other provisions are recognized when the Group has a legal or constructive obligation as a result of past events and
it is probable that an outflow of resources will be required to settle the obligation and a reliable estimate of the
amount can be made. Provisions are reviewed at each Statement of Financial Position date and are adjusted to reflect
the current best estimate.

Taxation

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

Current
Provision for current taxation is based on taxable income for the year at the current rates of taxation after taking into

consideration available tax credits and rebates. The charge for the current tax also includes adjustments where considered
necessary, relating to prior years which arise from assessments framed / finalized during the year.

125




126

5.9

Deferred

Deferred tax is recognized using the balance sheet liability method on all major temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and amount used for taxation purposes. Deferred
tax is measured at the tax rate that are expected to be applied on the temporary differences when they reverse, based
on the tax rates that have been enacted or substantially enacted at the reporting date.

A deferred tax asset is recognized only to the extent that it is probable that the future taxable profit will be available
against which the asset can be utilised. Deferred tax assets are reduced to the extent that it is no longer probable that

the related tax benefit will be realised.

The Group also recognizes deferred tax asset / liability on deficit / surplus on revaluation of assets and actuarial gain /
losses recognized in 'Other Comprehensive Income’, which is adjusted against the related deficit / surplus.

Employees' benefits

5.9.1 Retirement benefits
Defined benefit plan
The holding company operates an approved funded gratuity scheme for all its permanent employees. Retirement
benefits are payable to the members of the scheme on the completion of prescribed qualifying period of service
under the scheme. Contribution is made in accordance with the actuarial recommendation. The actuarial valuation
is carried out annually as at the statement of financial position date using "Projected Unit Credit Actuarial Cost
Method"
All actuarial gains and losses are recognized in "Other Comprehensive Income" as they occur.
Past service cost resulting from changes to defined benefit plan is recognized in the profit and loss accounts.
Defined contribution plan
The holding company operates a recognized provident fund scheme for all its reqular employees, which is
administered by the Board of Trustees. Contributions are made by the Group and its employees, to the fund at
the rate of 10% of basic salary.

5.9.2 Compensated absences

A provision is made for estimated liability for annual leaves as a result of services rendered by the employees
against unavailed leaves, as per term of service contract, up to the statement of financial position date.

The actuarial valuation under the "Projected Unit Credit Actuarial Cost Method' has been carried out by the
Group for the determination of the liability for compensated absences. Liability so determined is fully recognized
by the Group.







