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Auditors’ report to the directors

We have audited the annexed statement of financial position of the Karachi Branch of The Bank
of Tokyo — Mitsubishi UFJ, Limited [incorporated in Japan with limited liability] (“the
Branch”) as at 31 December 2010 and the relatcd profit and loss aceount, statement of
comprehensive income, cash flow statement and statcment of changes in equity together with the
notes forming part thereof (here-in-after referred to as the *financial statements”) 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 Branch’s management to establish and maintain a system of internal
control, and prepare and present the finanetal statements in conformity with the approved

aceounting standards and the requirements of the Ranking Companies Ordinanee, 1962 (LVII of
1962), and the Companies Ordinance, 1984 (XLVII of 1984). Our responsibility is to express an

opinion on these financial statements based on our audit.

We conducted our audit in accordance with the International Standards on Auditing as applicable
in Pakistan. These standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of any material misstatement. An audit
includes examining, on a test basis, evidence supporting ainounts and disclosures in the financial
statements. An audit also includes assessing aecounting policies and significant estimates made
by management, as well as, evaluating the overall presentation of the financial statements. We
believe that our audit provides a reasonable basis for our opinion and after due verification,
which in case of loans and advances covered more than 60 pereent of the total loans and

advances of the Branch, we report that:

(a) in our opinion, proper books of account have been kept by the Branch as required by the
Companies Ordinance, 1984 (XL V1! of 1984);

(b) in our opmion:

(i) the statement of financial position and profit and loss account together with the notes
thereon have been drawn up in conformity with the Banking Companies Ordinance,
1962 (LVII of 1962), and the Companies Ordinance, 1984 (XLVII of 1984), and are
in agreement with the books of account and are further in aecordance with

accounting policies consistently applied;

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

(iif) the business conducted, investments made and the expenditure incurred during the
year were in accordance with the objects of the Branch and the transactions of the
Branch which have come to our notice have been within the powers of the Branch;
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(d)

Date:

Karachi

KPMG Taseer Hadi & Co.

in our opinion and to the best of our information and according to the explanations given
to us, the statement of financial position, profit and loss account, statement of
comprehensive income, cash flow statement and statement of ehanges in equity together
with the notes forming part thereof conform with approved aceounting standards as
applieable in Pakistan, and give the information required by the Banking Companies
Ordinance, 1962 (LVII of 1962), and the Companies Ordinance, 1984 (XLVII of [984), in
the manner so required and give a true and fair view of the state of the Branch’s affairs as
at 31 Decemnber 2010, and its true balance of the profit, its comprehensive income, its cash

flows and changes in equity for the year then ended; and

in our opinion, Zakat deductible at source under the Zakat and Ushr Ordinance, 1980
(XVIII of 1980), was deducted by the Branch and deposited in the Central Zakat Fund
established under section 7 of that Ordinanee.
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14 MAR 2011 KPMG Taseer Hadi & Co.
Chartered Accountants
Mohammad Mahmood Hussain
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The Bank of Tokyo - Mitsubishi UFJ, Limited - Karachi Branch

(Incorporated in Japan with limired liability)

Statement of Financial Position
As at 31 December 2010

ASSETS

Cash and balances with treasury banks
Balances with other banks

Lendings to financial institutions
Investments

Advances

Operating fixed assets

Deferred tax assets

QOther 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
Head office capital account
Reserves

Unremitted profit

Surplus / (deficit) on revaluation of assets

CONTINGENCIES AND COMMITMENTS

The annexed notes 1 to 35 form an integral part of these financial statements.
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General Manager

Note

N Ly

12
13
14

13

16

17

2010 2009
(Rupees in '000)

4,840,033 4,237,350
88,400 91,075
1,013,607 1,905,551
2,980,932 2,198,843
30,055 27,336
1,100 2,260
89,731 83,301
9,043,858 8,545,716
9,419 216,907
1,868,489 1,397,725
2,349,722 2,740,049
115,801 103,447
4,343,431 4,458,128
4,700,427 4,087,588
4,652,493 4,041,323
47,934 46,265
4,700,427 4,087,588
4,700,427 4,087,588

Deputy General Manager
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The Bank of Tokyo - Mitsubishi UFJ, Limited - Karachi Branch

(Incorporated in Japan with limited liability)

Profit and Loss Account

For the year ended 31 December 2010
MNote 2010 2009

{Rupees in ‘000)

Mark-up / return / interest earned 18 509,987 516,130
Mark-up / return / interest expensed 19 (406,928) (385.251)
Net mark-up / interest income 103,059 130,879
Provision against non-performing loans and advances - net - -
Provision for diminution in the value of investments - -
Bad debts written off directly - -
Net mark-up / interest income after provisions - net 103,059 130,879
NON MARK-UP /INTEREST INCOME

17,602 13,661

Fee, commission and brokerage income

Dividend income - -

Income from dealing in foreign currencies 62,116 35,384

Gain / (loss) on sale of securities

Unrealised gain / (1oss) on revalution of investments
elassified as held for trading

Other income 20 1,940 261
Total non-markup / interest income 81,658 49,306
184,717 180,185
NON MARK-UP / INTEREST EXPENSES
Administrative expenses 21 (113,080) (112,088)|
Other provisions / assets written-off - -
Other charges 22 __{1,463) (2,485)
Total non-markup / interest expenses (114,543) {114,573)
Exira ordinary / unusual items - -
PROFIT BEFORE TAXATION 70,174 65,612
Taxation - Current (23,525) (23,309)
- Prior years 2,111 3,291
- Deferred (1,160) 334
23 (22,574) (19,684)
PROFIT AFTER TAXATION 47,600 45,928
Unremitted profit brought forward 46,265 78,544
Profit available for remittance 93.865 124!472

The annexed notes 1 to 35 form an integral part of these financial statements.
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Deputy General Manager

General Manager
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The Bank of Tokyo - Mitsubishi UFJ, Limited - Karachi Branch

(Incorporated in Japan with limited liability)

Statement of Comprehensive Income
For the year ended 31 December 2010

2010 2009
(Rupees '000)

Profit aRter taxation for the year 47,600 45,928
Cther comprehensive income

Exchange adjustment on account of revaluation of eapital 611,170 162,625
Total comprehensive income for the year 658,770 208,553
The annexed notes 1 to 35 form an integral part of these financial statements.
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Deputy General Manager
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The Bank of Tokyo - Mitsubishi UFJ, Limited - Karachi Branch

{Incorporated in Japan with limited liability)

Cash Flow Statement
For the year ended 31 December 2010

CASH FLOW FROM OPERATING ACTIVITIES
Profit before taxation

Adjustments for:

Depreciation

Amortization

Provision for defined benefit plan

Gain on disposal of operating fixed assets

Decrease / (incrcase) in operating assets
Lendings to financial institutions

Advances
Others assets (excluding advance taxation)

(Decrease) / increase in operating liabilities
Bilis payable

Borrowings

Deposits and other aceounts

Other liabilities

Contribution made to defined benefit plan

Income tax paid
Net cash flow from operating activities

CASH FLOW FROM INVESTING ACTIVITIES
Net investments in available-for-sale seeurities
Investments in operating fixed assets

Proceeds from sale of operating fixed assets

Net cash used in investing activities

CASH FLOW FROM FINANCING ACTIVITIES
Remittances made to head office

Remittanees received from head office

Exchange adjustment on revaluation of head office capital

Net cash flow from financing activities
Increase in cash and cash equivalents

Cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of the year

The annexed notes 1 to 35 form an integral part of these financial statements.

General Manager

Note 2010 2009
(Rupees in *000)
70,174 65,612
9,495 7,719
1,023 882
1,609 977
(1,932) (163)
10,195 9,415
80,369 75,027
891,944 (307,854}
(782,089) 1,893,944
547 146,556
110,402 1,732,646
(207,488) 204,348
470,764 (2,860,626)
(390,327) 1,024,137
12,089 (14,640)
(114,962) (1,646,781)
{1,332) (2,080}
(28,403) (7,516)
46,074 151,296
(13,237) (16,672)
1,932 320
(11,305) (16,352)
{ (45,931) (78,207)
‘ 611,170 162,625
565,239 84,418
600,008 219,362
4,328,425 4,109,063
24 4,928,433 4,328,423
Deputy General Manager
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The Bank of Tokyo - Mitsubishi UFJ, Limited - Karachi Branch

(Incerparated in Japan with limited liability)

Statement of Changes in Equity
For the year ended 31 December 2010

Balance as at [ January 2009

Total comprehensive income for the year
Profit after tax for the year ended 31 December 2009

Other comprehensive income
Exchange adjustment on account of
revaluation of capital

Transactions with owners, recnrded directly in equity
Remittance to Head Office during the year

Balance as at 31 December 2009

Total comprehensive income for the year
Profit after tax for the year ended 31 December 2010

Other comprehensive income
Exchange adjustment on account of
revaluation of capital

Transactions with owners, recorded directly in equity
Remittance to Head Office during the year

Balance as at 31 December 2010

The annexed notes 1 to 35 form an integral part of these financial statements.
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General Manager
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Head Office Unremitted Total
eapital profits
account
- (Rupees in '000) —
3,878,698 78,544 3,957,242
N 45,928 45,928
162,625 - 162,625
162,625 45,928 208,553
- (78,207) (78,207)
4,041,323 46,265 4,087,588
- 47,600 47,600
611,170 - 611,170
611,170 47,600 658,770
- (45,931) (45,931)
4,652,493 47,934 4,700,427
’! F

Depufy General Manager
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The Bank of Tokyo - Mitsubishi UFJ, Limited - Karachi Branch
(Tncorporated in Japan with limited liability)

Notes to the Financial Statements

For the year ended 31 December 2010

21

2.2

STATUS AND NATURE OF BUSINESS

The Bank of Tokyo - Mitsubishi UFJ, Limited is incorporated in Japan with limited liability. Its
operations in Pakistan are carried out through a branch (“the Branch™) located at Shaheen Commercial

Complex, Karachi. It is engaged in commercial banking business as described in the Banking

Companies Ordinance, 1962.

The credit rating done by Standard & Poor's in March 2010 for The Bank of Tokyo - Mitsubishi UFJ,
Limited is A+ for the long term and A-1 for the short term, rating done by Moody's in March 2010 is
AaZ for the long term and P-1 for the short term (representing deposits rating only) and rating done

by Fitch in March 2010 is A for the long term and F1 for the short term.

BASIS OF PRESENTATION

In accordance with the directives of the Federal Government regarding the shifting of the banking
system to Islamic modes, the State Bank of Pakistan has issucd various circulars from time to time.
Permissible forms of trade-related modes of financing includes purchase of goods by banks from
their customers and immediate resale to thcm at appropriate mark-up in price on deferred payment
basis. The purchase and resale arising undcr these arrangements are not reflected in these financial
statements as such, but are restricted to the amount of facility actually utilized and the appropriate

portion of mark-up thereon.

Basis of measurement

Thesc financial statements have been prepared under the historical eost convention, except that
commitments in rcspect of forward foreign exchange contracts have been marked to market and are
carried at fair value.

These financial statements are presented in Pak Rupees, which is the Branch'’s functional and
presentation currency. The amounts are rounded to the nearest thousand.

Critical accounting estimates and judgments

The preparation of financial statements in conformity with the approved accounting standards requires
the use of certain critical accounting estimates. It also requircs the management to exereise its
Jjudgment in the process of applying the Branch's accounting policies. Estimates and judgments are
continually evaluated and are based on historical experience, including expeetations of future events
that are believed to be reasonable under the eireumstances. Revisions to accounting estimates are
recognized in the period in which the estimate is revised and in any future periods affected.

In particuiar, information about significant areas of estimation, uneertainty and critical judgment in
applying accounting policies that have the most significant effect on the amounts recognized in the

financial statements are described below:

ick_--
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3.1

Held to maturity investments

The Branch classiftes certain investments as held to maturity. In this regard, judgment is involved in
evaluating the intention and ability to hold these investments till their respective maturities.

Provision against non-performing loans and advances

The Branch reviews its loan portfolio, to assess the amount of non-performing loans and advances and
provision required there-against, on a quarterly basis. While assessing this requirement, various factors
including the delinquency in the account, financial position of the borrower, the forced sale value of

the securities and the requirement of the Prudential Regulations are considered.

Operating fixed assets, depreciation and amortization

The Branch carrics its properties and equipment / intangibles at cost less accumulated depreciation /
amortization and accumulated impairment losses, if any. In making estimates of the depreciation /
amortization, management uses the method which reflects the pattern in which economic benefits are
expected to be consumed by the Branch. The residual values and 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 pattem.
Such change is accounted for as change in aceounting estimates in accordance with Intemational
Accounting Standard - 8 "Accounting Policies, Changes in Accounting Estimates and Errors”.

Inconte taxes

In making the estimate for income tax currently payable by the Branch, management considers the
current income tax laws and the decisions of appellate authorities on certain issues in the past, In making

the provision for deferred tax, estimate of the Branch's future taxable profit is taken into account.

The Seventh Schedule of Income Tax Ordinance, 2001 govemns taxation of banks in Pakistan. Head
office administrative expenses are allowed on the basis that these expenses are determined as per

Seventh Sehedule of the Income Tax Ordinance, 2001 and eharged in books of aecounts of the
Branch and a certificate from external auditors has been received to the effect that the claim of such
expenses has been tnade in accordance with the provision of Rule 4 of Seventh Schedule of Income

Tax Ordinance, 2001 and is reasonable in relation to operations of the Branch.

Retirement benefits

The Branch contributes to the staff gratuity fund scheme on the basis of actuarial valuation which
takes into account certain assumptions regarding interest rate, increase in salary and inflation rate etc.
Any change in these estimates in future years might affect the Branch's liability with corresponding

effect on the charge for the retirement benefit plan.

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 such Intemational
Finaneial Reporting Standards issued by the International Accounting Standards Board, 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

Ki—
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3.2

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 the State Bank of Pakistan shall prevail.

The State Bank of Pakistan, vide its BSD Circular No. 10 dated August 26, 2002 has deferred the
applicability of International Accounting Standard 39, 'Financial Instruments Recognition and
Measurement' and Intemational Aecounting Standard 40, 'Investment Property' for banking

companies till further instructions. Further, according to a notification of Securities and Exchange
Commission of Pakistan (SECP) dated 28 Apri! 2008, IFRS 7, 'Financial Instruments: Disclosures' has
not been made applicable for banks. Accordingly, the requirements of these standards and their
relevant interpretations (issued by Standards Interpretation Committee - SICs and the Intemational
Financial Reporting Interpretation Committee - IFRICs) have not been considered in the preparation
of these financial statemcnts. However, investments are classified and valued in accordance with the

requircments prescribed by the State Bank of Pakistan through various circulars.

Standards, interpretations and amendments to published approved accounting
standards that are not yet effeetive

The following standards, amendments and interpretations of approved accounting standards are
effcctive for accounting periods beginning on or after January 1, 2011:

Amendment to IAS 32 Financial Instruments: Presentation — Classification of Rights Issues {(effective
for annual periods beginning on or after February 1, 2010). The IASB amended IAS 32 to allow
rights, options or warrants to acquirc a fixed number of the entity’s own equity instruments for a fixed
amount of any currency to be elassified as equity instruments provided the entity offers the rights,
options or warrants pro rata to all of its existing owners of the same class of its own non-derivative
equity instruments. This interpretation has no impact on the Branch’s financial statements.

IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments (effective for annual periods
beginning on or after July 1, 2010). This interpretation provides guidance on the accounting for debt
for equity swaps. This interpretation has no impact on the Branch's financial statements.

IAS 24 Related Party Disclosures (revised 2009} — effective for annual peniods beginning on or after
January 1, 2011. The revision amcnds the definition of a related party and modifies certain related
party disclosure requirements for government-related entities. The amendment might result in certain

changes in disclosures.

Amendments to IFRIC 14 IAS 19 — The Limit on a Defined Benefit Assets, Minimum Funding
Requirements and their Interaction (effective for annual periods beginning on or after January 1,
2011). These amendments remove unintended consequences arising from the treatment of

prepayments where there is a minimum funding requirement. These amendments result in
prepayments of contributions in certain circumstances being recognised as an asset rather than an
expense. These amendments are not likely to have any impact on the Branch's financial statements.

Improvements to IFRSs 2010 — In May 2010, the LASB issued improvements to IFRSs 2010, which
comprise of 11 amendments to 7 standards. Effective dates, early application and transitional
requirements are addressed on a standard by standard basis. The majority of amendments are
effective for annual periods beginning on or after January 1, 2011. The amendments include list of
events or transactions that require disclosure in the interim financial statements and fair value of

F__
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4.1

award credits under the customer loyalty programmes to take into account the amount of discounts or
incentives that otherwise would be offered to customers that have not earned the award credits.
Some of these amendments might result in additional disclosures in the financial statements,

Amendments to IAS 12 — deferred tax on investment property (effective for annual periods beginning
on or after Januacy [, 2012). The 2010 amendment provides an exception to the measurement
principle in respect of investment property measured using the fair value model in accordance with
IAS 40 Investment Property. The amendment has no impact on the financial statements of the

Branch.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Sale and repurchase agrcements

The Branch enters into purchase / (sale) of investments under agreements to resell / (repurchase)
investments at a certain date in the future at a fixed price. Securities sold subject to a repurchase
agreement (repo) are retained in the financial statements as investments and the counter party liability

is included in borrowings. Securities purchased under agreements to resell {reverse repo) are not
recognized in the financial statements as investments and the amount extended to the counter party is
included in lendings to financial institutions. The receivables are shown as collateralized by the

underlying security.

The difference betwcen the purchase / (sale) and resale / (repurchase) consideration is recognized
on a time proportion basis over the period of the transaction and is included in mark-up / retum /

interest eamed or expensed.
Investments

The Branch classifies its investment portfolic into the following categories:

Held for trading

These investments are either acquired for generating a profit from short-term fluctuations in prices or
are part of a portfolio for which there is an evidence of a recent actual pattern of short-term profit

taking.

These are measured at subsequent reporting dates at fair value. Net gain or loss on remeasurement
is included in the profit and loss aceount for the yrar.

Held to miaturity

These are investments with fixed or determinable payments and fixed maturities that the Branch has

the positive intent and ability to hold upto maturities.
These are measured at amortized cost using effective interest rate method, less impairment losses, if

any to reflect recoverable amount.

Available for sale

These are investments which do not fall under heid for trading or held to maturity categories.

(&_._.-
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4.3

4.4

Quoted securities classified as available for sale investments are measured at subsequent reporting
dates a1 fair value. Any surplus / deficit arising thereon is taken directly to ‘surplus/deficit on
revaluation of seeurities’ in the balance sheet. The surplus / deficit arising on these securities is taken
to the profit and loss account for the year when actually realized upon disposal.

Unquoted equity securities are valued at the lower of cost and break-up value. 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 seeurities are valued at

cost less impairment losses, if any.

Gain or loss on sale of investments is included in profit and loss account for the year.

Investments are reeognized on trade-date basis and are initially measured at fair value plus transaction
cost directly attributable except for investments classified as held for trading. In case of held for
trading investments, transaction costs are expensed in the profit and loss account for the year.

Advances

Advances are stated net of provision for non-performing loans and advances. The provision for
non-performing loans and advances is made in accordance with the requirements of the Prudential

Regulations issued by the State Bank of Pakistan. Advances are written-off when they are

considered irrecoverable.

Opcrating fixed assets, depreciation and amortization

Properties and equipment

Properties and equipment other than capital work in progress are stated at cost less aecumulated
depreciation and accumulated impairment losses, if any. Capital work in progress is stated at cost.

Depreciation is charged to profit and loss account applying the straight-line method over the estimated
useful lives while taking into account any residual values, at the rates given in Note 9.1 to the
financial statements. In respect of additions and deletions to properties and equipment, full month's
depreciation is charged on additions and no depreciation is charged in month of disposal.

Residual values, useful lives and depreciation methods are reviewed and adjusted, if required, at each
balance sheet date.

Normal maintenance and repairs are charged to profit and loss account as and when incurred. Major

repairs and improvements are capitalized.

Gain or loss on disposal of fixed assets is taken to profit and loss account for the year.

Intangible assets

Intangible assets are stated at cost less accumulated amortization and accumuiated impairment losses,
if any. Amortization is charged on straight-line method, by taking into consideration the estimated
useful lives of intangible assets, at the rates given in note 9.2 to the financial statements. These are
amortized on prorata basis i.e. full month's amortization is charged on additions and no amortization is

charged in the month of disposal.
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4.5

4.6

4.7

Impairment

At each balance sheet date, the Branch reviews the carrying amounts of its assets to determine
whether there is any indication of impairment. If such indication exists, the recoverable amount of
the relevant asset is estimated. Recoverable amount is the higher of fair value less costs to sell and

value in use. An impairment loss is recognized whenever the carrying amount of an asset exceeds its
recoverable amount. Impairment losses are recognized in profit and loss account for the year.

An impairment loss is reversed if the reversal can be objectively related to an event occurring after
the impairment loss was recognized. In case of reversal the carrying amount of such asset is
increased to the revised estimate of its recoverable amount, so that the increased carrying amount
does not excced the carrying amount that would have been determined had no impatrment loss been
recognized for the asset in prior years. A reversal of impairment loss is recognized immediately in

profit and loss account for the year.

Taxation

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

which casc it is recognized in equity or below equity, as the case may be.

Current

Current tax is the expectcd tax payable on the taxable income for the year using tax rates enacted or
substantively enacted at the balance sheet datc and, any adjustments to the tax payable relating to

prior years.

Deferred

Deferred tax is recognized using the balance sheet liability method on all material temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposcs and their tax
base. Deferred tax is recognized based on the expected manncr of realisation or settlement of the
carrying amounts of assets and liabilities using the tax rates cnacted at the balance sheet date,

expected to be applicable at the time of realization or settlement.

Deferred tax asset is recognized only to the extent that it is probable that future taxable profits would be
available against which the asset is utilised. Deferred tax assets are reviewcd at cach balance sheet date
and are reduced to the extent that it is no longer probable that the related tax benefits will be realised.

Staff retirement benefits

Defined benefit plan

The Branch operates an approved funded gratuity scheme, administered by the board of trustees, for
all its permanent employees who have completed 5 years of service. Provision is made in accordance
with the actuarial recommendations. Actuarial valuation is carried out periodically using "Projected

Unit Credit Method".
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4.8

4.9

4.10

Actuarial gain / loss is recognized using [0% corridor approach. The Branch recognizes portion of its
actuarial gains and losses as income or expense if the net cumulative unrecognized actuarial gains and
losses at the end of previous reporting period exceeds the greater of 10% of the present value of
defined benefit obligation and 10% of the fair value of plan assets at that date. The excess determined
is recognized as income or expense over the expeeted average remaining lives of the employees.

Defined contribution plan

The Branch also operates a recognized provident fund scheme, administered by the board of trustees,
for all its permanent employees to which equal monthly contributions are made by both the Braneh

and the employees at the rate of 12.5% of the basie salary.

Emplopees’ compensated absences

Employees® entitlement to annual leaves is recognized when they accrue to employees. A provision
is made for estimated liability for annual leaves as a result of serviee rendered by the employee

against un-availed leaves upto the balanee sheet date.

Pravisions

Provisions are recognized when the Branch 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 balance sheet date

and are adjusted to reflect the current best estimate.
Revenue recognition

Mark-up / retumn on advanees and investments is recognized on accrual basis vxcepl mark-up /
interest on non-performing advances which is recognized on receipt basis, in accordance with

Prudential Regulations issued by the State Bank of Pakistan.

Fee, commission on letters of credit and guarantees and brokerage income is recognized on time
proportion basis and / or when the services are rendered, as the case may be.

Dividend income is recorded when the right to receive dividend is established.

Foreign currencies

Foreign currency transactions are translated into Pak Rupees at the exchange rates prevailing on the
date of transaction, Monetary assets and liabilities denominated in foreign curreneies are translated

into Pak Rupees at the exchange ratcs prevailing at the balance sheet date.

Forward foreign exchange contracts are valued at farward rates applicable to their respective
maturities. Exchange gain or loss is included in profit and loss account for the year.
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4.11

4.12

4.13

4.14

4.16

Cash and cash equivalents

For the purpose of cash flow statement, cash and cash equivalents comprise of:
- Cash and balances with treasury banks
- Balances with other banks

Off setting

Financial assets and financial liabilities are set-off and the net amount is reported in the financial
statements when there is a legally enforceable right 1o set off and the Branch intends either to settle
on a net basis, or to realise the assets and settle the liabilities simultaneously.

Financial instruments

All financial assets and liabilities are recognized at the time when the Branch becomes a party to the
contractual provisions of the instrument. Financial assets are derecognized when the contractual right
to the cash flow from the financial assets expires or is transferred. Financial liabilities are derecognized
when thcy are extinguished i.e. when the obligation specified in the contract is discharged, cancelled
or expircd. Any loss on derecognition of the financial assets and financial liabilities is taken to profit
and loss account directly. Financial assets carried on the balance sheet include cash and bank

balances, lendings to financial institutions, advances and certain receivables; and financial liabilities
include bills payable, borrowings, deposits and other payables. The particular recognition methods
adopted for significant financial assets and financial liabilities are disclosed in the individual pol:cy

statements associated with them.

Derivative financial instruments

Derivative financial instruments are recognized at their fair value on the date at which a derivative
contract is entered into. These instruments are marked to market and changes in fair values are

taken to the profit and loss account for the year.

Acceptances and other contingent liabilities

Acceptances comprise undertakings by the Branch to pay bills of exchange drawn on customers.
The Branch expects most acceptances to be simultaneously scttled with the reimbursement from
custorners. Acceptances are accounted for as off-balance sheet transactions and are disclosed as

contingent liabilities and commitments.

Other contingencies are recognized and disclosed unless the probability of an outflow of resources

cmboddying benefits are remote.

Head offiee administrative expenses

The administrative expenscs allocated by the Head Office are charged to the profit and loss account.

co—
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4.17 Segment reporting

An operating segment is a component of an entity that engages in business activities, from which it
may earn revenues and incur expenses, whose operating results are regularly reviewed by the entity’s

chief operating decision maker to make decision about resources to be allocated to the segment and
assesses its performance and for which discrete financial information is available.

Business sepments

Trading and sales

It includes fixed income, foreign exchange transactions, fundings, own position securities, lendings and

borrowings.

Retail banking

It includes deposits and banking services.

Commercial banking

Commercial banking includes export finance, trade finance, short tenn and long term lendings, bills

discounting, letters of credit, acceptances and guarantees.

Payments and settlements

[t includes payments and collections, funds transfer, clearings and settlements.

Geographical segment

These financial statements represent operations of Karachi Branch only and all assets and liabilitics

represent transactions entered by Karachi Branch.

5. CASH AND BALANCES WITH
TREASURY BANKS

In hand:
Local currency
Foreign currencies

With State Bank of Pakistan in:
Local currency current account
Foreign eurrency current account
Foreign currency deposit account
Head office capital account

p—

5.7

5.2
16

2010 2009
(Rupces in '000)

7,915 8,668
7,905 7,377
126,677 121,404
10,705 13,479
34,338 45,099
4,652,493 4,041,323
4,840,033 4,237,350
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6. BALANCES WITH OTHER BANKS

This represents current account maintained with the State Bank of Pakistan under the Cash Reserve

5.1
Requirement in section 22 of the Banking Companies Ordinance, 1962.

52  These include Special Cash Reserve maintained against foreign currency deposits mobilized under FE
25 circular and the US Dollar settlement account opened in accordance with FE circular issued by the

State Bank of Pakistan. These are remunerated at nil (2009: nil) per annum,

2010 2009
(Rupees in "000)
In Pakistan - -
Qutside Pakistan
In deposit accounts 6.1 88,400 91,075 _
88.400 91,075

This represents balances with branches of the Bank of Tokyo-Mitsubishi UFJ, Limited outside

6.1
Pakistan. These carry markup at the rate of 0.06% to 1.50% (2009: 0.10% to 0.81%) per annum.

7. LENDINGS TO FINANCIAL INSTITUTIONS

Call money lendings 7.1 225,000 844,000
Repurchase agreement lendings 72& 7.4 788,607 1,061,551
1,013,607 1,905,551
7.1  These are unsecured lendings earrying mark-up at the rate of 12.25% (2009: 11.65% to 12.45%) per
annum having maturity period of upto one month (2009: one month). :
7.2 These carry mark-up at rates ranging from 12.60% to 13.40% (2009: 11.50% to 12.40%) per annum

having maturity period of upto one month,

7.3 Particulars of lendings

In local currency 1,013,607 1,905,551
In foreign currencies - . -
1,013,607 1,905,551
7.4  Securities held as collateral against lendings to {inancial institutions
2010 2009
Held by Further Total Held by Further Total
branch given as branch given as
collateral collateral
(Rupees in '000)
Market Treasury
Bills 788,607 ; 788,607 1,061,551 - 1,061,551

7.4.1 Market value of securities held as collateral against lendings to financial institutions amounted to Rs.
789 million (2009: Rs. 1,065 million).
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8.1

8.1.1

8.1.2

8.2

8.3

ADVANCES

Loans, cash credits, running finances, etc.
In Pakistan
Qutside Pakisian

Net investment in finance lease

In Pakistan
Qutside Pakistan

Bills discounted and purchased (excluding treasury bills)

Payable in Pakistan
Payable outside Pakistan

Advances - gross
Provision for non-performing advances
Advances - net of provision

82

Particulars of advances
In local currency

In foreign currencies

Short term (for upto one year)
Long term (for over one year)

Since there was no non-performing loan, no provision has been made.

Particulars of loans and advaaces to directors,
associated compaaies, etc.

2010

2009

(Rupees in "000)

2,980,932 2,198,843
2,980,932 2,198,843
2,980,932 2,198,843

2,980,932

2,198,843

2,980,932 2,198,843
2,980,932 2,198,843
2,344,433 1,592,516

636,499 606,327
2,980,932 - 2,198,843

Debts due from directors, executives or officers of the Branch or anyone of thein either severally

or jointly with any other person*

Balance as at §1 January
Loans granted during the year
Repayments during the year
Balanee as at 31 December

* Represent [oans given by the Branch to its executives and other employees as per the terms

of their employment.

OPERATING FIXED ASSETS

Properties and equipment 9.1
Intangible assets 9.2
9.3

Capital work in progress

fc:«__

7,310 8,420
7,570 2,298
(1,812) (3,408)
13,068 7310
27,725 23,173
2330 3,353

- 310
30,055 27,336




3.1

9.7

9.1.1

9.3

9.4

Properties and equipment
2010

Cosl Accumulated depreciation Net boak Rate of
Asat Additions / Asat Asat Charge for Az al valug as al depreciation
I January {dlsposals) 3 December | January the year/ 3) December 35 December (%)
FIRL: 2010 010 {on disposal) 010 1019
{Rupees in '000)——
Alterations in
leaschold premises 34,897 - 34,857 31,237 137 31,594 3303 10%
Building on leaschold premises ary - Bl1? 13 - &1y - 5%
Fumnirture and fixtures 5,600 - £,600 4,408 306 4,714 845 10%
Compuler equipment 18,160 7797 35,557 13,242 3,601 26,844 9.113 20%
El¢etrical equipment 16,884 151 11,638 11,820 1891 11,211 517 20%
{1,800) {2,800)
Vehicles 16,983 2,676 185,408 7544 3,339 9,732 8,676 20%
(1,251} (1.251)
103,343 14,047 113337 50,170 9,495 B5.614 17,715
(4,051) (4,0%1)
2009
Cosl Accumulaled depreciation Net book Ratc of
Asal Additions / At at As atl Charge for Asal value as al depretiation
1 lapuary  (dispesals) 3] December I January lhe year/ 31 December 3| December %
2009 1009 2009 {on disposal) 2009 2009
{Rupees in 000}
Alleralions in 31,844 a6z 34,897 31,076 $70 31,237 3.660 10%
leasehold premises (409) (109}
Building on lcaschold premises 519 - F1484 B9 - 11 . 5%
Fumiture and fixtures 3625 - 5,600 4,128 klix} 4,408 1.192 10%
(25) (23}
Computer equipment 15,3465 1,173 18,160 29036 2,684 23,242 4918 0%
(8.478) (8.478)
Eleclrical equipment 15,698 2005 16,884 12,276 1,207 12,820 4,064 10%
{818) (663)
Vehicles 9,959 7.014 156,983 4,689 2958 7,644 2,339 10%
99,318 13,755 103,343 82,024 7,719 80,170 23173
9,730) (9.573)
lataaglble assets
Cost Amortization Net bogk Rate of
Asat Additions f Asat As at Charge lor Asar value as at amorifzation
I January (dixpasais) 31 December 1 January the year / 31 December 3 December Yo
{on dlsposaly
{Rupces io "000)
Computer softwares 2010 5,781 - 5,783 2,43 1,0) 1453 1330 20%
Camputer softwares 2009 3.7 2,107 5.43 1,643 BE2 2410 335 20%
. (97) (a1
The intangible assety will be amortized over a period of four years,
Capltal work-in-progresy 2010 2009
{Rupees In "00D)

hd 310

Advance payment towards punchase of [ixed assers

Following ere the details o disposal of assels whose original cost or the book value exceeds Rs. § million or Rs. 256,000 respectively, whichever is less:

Coat Baok Sale Made of Particulars of purchasers
vzlue price disposal
——————{Rupees In ' )——nx—
Electrical equipment 1,800 - 1,158 Bid Sara Enterprisc
1151 - 718 Bid Suli Azam

Vehicle
Others (having a book value of less than
Rs. 250,000 or cost of less than Rs. 1,000,000) - - -

No asset has been sold to the General Manager, other exetutives or any related party,
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9.5  The fair values of properties and equipments as per the management estimate are not materially
different from the carrying amounts except for the building on leasehold premises in PECHS whose

value as per management's estimate is Rs. 70 million.

9.6  The costs of fully depreciated and amortized
assets that are still in use are as follows:

Alteration in leasehold premises
Building on leasehold premises
Furniture, fixture and office equipment
Computer equipment

Vehicles

Intangible assets

10. DEFERRED TAX ASSETS

Deferred debits arising in respect of:

Differences between accounting and tax depreciation
11. OTHER ASSETS

Income / mark-up accrued in local currency

Income / mark-up accrued in foreign currency

Current tax (payments less provision)
Advances, deposits, advance rent and other prepayments

Stationery and stamps in hand
Receivable from defined benefit plan

Others
12. BILLS PAYABLE

In Pakistan
Outside Pakistan

13. BORROWINGS

In Pakistan
Outside Pakistan

13.1 Particulars of borrowings with respect to curreneies

In local currency
In foreign currencies

r\..-—-—-

26.4

2010

2009

(Rupees in "000)

30,879 30,879
819 819
11,013 13,298
16,308 14,998
- 1,251
667 667
59,686 61,912
1,100 2,260
71,809 72,307
6’989 =
10,662 10,455
239 442
- 12
32 85
89,731 83,301
9,415 216,907
9,419 216,907
850,000 80,000
1,018,489 1,317,725
1,868,489 1,397,725
850,000 80,000
1,018,489 1,317,725
1,368,489 1,397,725




13.2

13.2.1

13.2.2

13.2.3

14.

14.1

14.2

Details of borrowings sceured / unsecured

Secured
Repurchase agreement borrowings

Export refinance scheme

Unsecured

Call borrowings
Overdrawn ngstro accounts
Inter office borrowings

13.2.1

1322

13.2.3

2010

2009

(Rupecs in '000)

The Branch has entered into agreements with the State Bank of Pakistan (SBP) for extending
export finance to customers. As per the terms of the agreement, the Branch has granted SBP the
right to recover the outstanding amount from the Branch at the date of maturity of finances by
directly debiting the currcnt account maintaired by the Branch with SBP. These barrowings are
repayable latest by March 201 1. The ratc of finance is 8.5% (2009: 6.5%) per annum.

This represents inter-bank call borrowings as at 31 Dccember 2010, carrying markup ranging from

12.80% to 13.13% per annum and have maturity of upto one month.

These borrowings carry mark-up at the rates ranging from 0.50% to 0.86% per annum having
maturity upto three months (2009: 0.51% to 1.07% per annum having maturity upto six months).

DEPOSITS AND OTHER ACCOUNTS

Customers

Fixed deposits

Savings deposits

Current accounts - remunerative
Current accounts - non-remunerative

Margin deposits
Financial Institutions

Remunerative deposits
Non-remunerative deposits

Particulars of deposits

In local currency
In foreign currencies

Deposits include deposits from related parties amounting to Rs.

Er e

50,000 80,000
50,000 80,000
800,000 -
7,976 3,977
1,010,513 1,313,748
1,818,489 1,317,725
1,868,489 1,397,725
1,364,025 1,360,100
125,567 115,642
570,897 1,014,421
281,114 239,157
2,341,603 2,729,320
8,119 10,729
8,119 10,729
2,349,722 2,740,049
2,216,995 2,596,085
132,727 143,964
2,349,722 2,740,049

36.42 million (2009: Rs. 33.07 million).
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15.

16.

16.1

17.

17.1

17.2

2010 2009

OTHER LIABILITIES
(Rupces in '000)

Mark-up / return / interest payable in local currency 25,328 24,908
Mark-up / return / interest payable in foreign currency 1,726 3,293
Uneamed commission 3,270 769
Accrued expenses 2,473 2,483
Unremitted head office expenses 38,753 48,879
Payable to defined benefit plan 26.4 265 -
Unrealized loss on forward foreign exchange contracts 34,059 14,845
Provision against collateral 3,632 3,632
Provision for employees' compensated absences 1,822 1,385
Provision for Workers' Welfare Fund 3,530 2,127
Others 943 1,126

115,801 103,447

HEAD OFFICE CAPITAL ACCOUNT

Capital held as:
Interest free deposit in approved foreign exchange with the State Bank of Pakistan.

Remitted from Hcad Office (Japanese Yen 4,419,160,968) 1,704,515 1,704,515

Revaluation surplus allowed by the State Bank of
2,947,978 2,336,808

Pakistan - cumulative
4,652,493 4,041,323

This represents deposit with State Bank of Pakistan in accordance with Section 13 of the Banking
Companies Ordinance, [962.

CONTINGENCIES AND COMMITMENTS

Direct credit substitutes

54,279 54,279

Guarantees

Transaction - related contingent liabilitics

Includes performance bonds, bid bonds, warranties, advance payment guarantees, shipping
guarantees and standby letters of credit related to particular transactions issucd in favour of:

Government 645,287 356,099

Banking companies and other financial institutions - -

Others 31,770 17,719
677,057 373,818
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17.3

17.4

17.5

17.6

18.

19.

Trade-related contingent liabilities 2010 2009
(Rupees in '000)
Letters of eredit 71,393 17,849
Acceplances 110,645 22,836
Other contingencies
Claims against the Branch not acknowledged as debt 9,366 9,366
Cammitments in respect of forward lending
Commitments to extend credit 798,803 1,931,800
Commitments in respect of forwvard exchange contracts
Purchase 1,045,892 1,357,031
Sale 13,463 14,363
1,059,355 1,371,354
The maturities of above eontracts are spread over a period vpto three months.
MARK-UP / RETURN / INTEREST EARNED
On loans and advances to:
~ Customers 317,422 349,006
- Financial institutions 12,329 15,079
On investments in:
- Held for trading securities - -
- Available for salc securities - -
On deposits with treasury banks and financial institutions 17 11
On seeurities purchased under resale agreements 148,035 - 85,636
On eall money lendings 32,184 66,398
509,987 516,130
MARK-UP / RETURN / INTEREST EXPENSED
Deposits 251,718 164,261
Seeurities sold under repurchase agreements 2,879 16,080
Exchange cost on funding arrangements 120,453 154,288
Inter office borrowings 6,392 37,771
Call borrowings 21,862 10,645
Bormowings from State Bank of Pakistan under
Export Refinanee Scheme 3,624 2,206
406,928 385,251

e




20,

21.

21.1

22.

OTHER INCOME

Net profit on sale of operating fixed assets
Others

ADMINISTRATIVE EXPENSES

Salaries, allowances, etc.
Charge for defined benefit plan

Contribution to defined contribution plan
Contribution to Employee Old Age Benefit Scheme
Provision for employees' compensated absences
Head office expenses

Rent, taxes, insurance, electricity, etc.

Legal and professional charges
Communications

Repairs and maintenance

Stationery and printing

Advertisement and publicity

Donations

Auditors’ remuneration

Depreciation

Amortization of intangible assets

Travelling and entertainment

Brokerage and commission

Others

Auditers' remuneration
Audit fee

Fee for interim review and other certifications
Qut-of-pocket expenses

OTHER CHARGES

Penalties imposed by the State Bank of Pakistan
Workers' Welfare Fund
Others

FL._—--

26.7

241
9.1
9.2

2010 2609
(Rupeces in '000)
1,932 163
§ 93
1,940 26l
— —
48,741 40,314
1,609 977
1,315 1,170
115 149
1,822 1,385
18,380 27,500
19,101 16,934
711 891
1,913 1,980
2,717 2,420
1,809 1,762
211 284
100 -
1,649 746
9,495 7,719
1,023 882
1,200 2,230
392 1,937
717 2,808
113,080 112,088
430 395
1,194 316
25 35
1,649 746
21 200
1,403 2,283
39 2
1,463 2,485
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23.

23.1

23.2

233

24.

25.

2010 2009

TAXATION
(Rupees in '000)
For the ycar
Current 23,525 23,309
Deferred 1,160 (334)
24,685 22,975
For the prior year
Current (z,111) (3,291)
Deferred - -
{2,111) (3,291)
22,574 19,684

Relationship between tax expense and accounting profit

Profit before taxation 70,174 65,612
Tax at the applicable tax rate of 35 percent (2009: 35 percent) 24,561 22,964
Tax effect of computational adjustments 124 11
Tax effect of prior year adjustments (2,111) (3,291
22,574 19,684

Tax expense for the year

The income tax authorities have finalised the income tax assessment of the Branch upto tax year
2003. In respect of tax year 2004, the taxation officer has made additions of Rs. 1,375,791 in the

order passed u/s 122 (5A) of ITO, 2001. Appeal against the order is pending with the
commissioner of Income Tax Appeals. The Branch is confident that no additional liability will arise.

The Income Tax Department has filed appeals in the High Court relating to assessment years
1691-92, 1992-93, 1997-98 and 1998-99. Tax liability of Rs. 0.919 million may arise on these. The
Branch has also filed reference application in High Court in respect of assessment years 2000-01,
2001-02 and 2002-03. The Branch is confident of a favourable outcome and expects that no

additional liability would arise.

The Branch has filed returns under self assessment scheme as envisaged under section 120 of the
Income Tax Ordinance 2001, for tax years 2005, 2006, 2007, 2008, 2009 and 2010. These returns are

deemed to have been assessed, unless selected for detailed audit.

CASH AND CASH EQUIVALENTS

Cash and balances with treasury banks 4,840,033 4,237,350
Balances with other banks ' 88,400 91,075
4,928,433 4,328,425

STAFF STRENGTH (Number)
Permanent ‘ 31 30
Others 1 2
Branch's own staff strength at the end of the year 32 32
Outsourced 25.1 10 10
42 42

Total staff strength
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25.1

26.

26.1

26.2

26.3

Qutsourced represents employees hired by an outside contractor / agency and posted in the Branch
to perform various tasks / aetivities of the Branch.

DEFINED BENEFIT PLAN

General description

The Branch operates an approved gratuity fund scheme for all its permanent employees, which is
administered by the Trustees. The Branch's costs and contributions are determined based on actuarial
valuation carried out at each year end by using Projected Unit Credit Method. The benefits under the

gratuity scheme are payable to employees on cessation of employment on the following grounds:

retirement upon attainment of the normal retirement age (58 years).

- his / her death in service of the Employer.
on voluntary retirement before normal retirement age.
termination of his / her service by the Employer other than for misconduct, negligence, or

incompetence.
The benefits under the scheme are payable as under:

Length of service Benefits

Less than 5 years Nil

Greater than or equal to 5 years Last drawn basic salary for each completed year of service

Principal actuarial assumptions

The actuarial valuation is carried out periodically. The actuarial valuation was carried out for the year
ended 31 December 2010 using the "Projected Unit Credit Method™. The main assumptions used for

actuarial valuation are as follows:
2010 2009
(Percent)
Discount rate 14.0% 14.0%
Expected rate of increase in salaries 13.0% 12.0%
5.0% 5.0%

Expected rate of return on plan assets

(Receivablc fram) / payable to defined benefit plan

(Rupees in "000)
Present value of defined benefit obligations 7,129 4,858
Fair value of plan assets (7,027) (5,431)
Net actuarial gains / (Iosses) not recognized 163 561
Net (receivable) / payable recognized as at the year-end 265 (12)
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264

26.5

26.6

26,7

26.10

Movement in balance (receivable) / payable

Opening balance of (receivable) / payable
Expense rccognized

Contribution - Branch

Closing balance of (receivable) / payable

Reconciliation of the present value of the defined
henefit obligations

Present value of obligation as at 01 January
Current service cost

Interest cost

Vested past service cost

Benefits paid

Actuarial (gain) / loss
Present value of obligation as at 31 December

Changes in fair values of plan assets

Fair value as at 01 January
Expected return on plan assets
Contribution - Branch
Benefits paid

Actuarial gain / (loss)

Fair value as at 3] December

Charge for defined benefit plan

Current service cost
Interest cost
Expected return on plan assets

Vested past service cost
Current year actoarial losses recognized as per Para 58(b)

Net actuarial loss reeognized

Actual returna on plan assets
Composition of fair value of plan assets
Cash and bank balances

Movement in actuarial loss / (gain)

Unrecognized actuarial (gains) / losses as at 01 January
Current year actuarial losses recognized as per Para 58(b)

Amount recognized during the year

Actuarial loss / (gain) during the year
Net unrecognized actuarial gains as at 31 December

e

2010 2009
(Rupees in '000)
(12) 1,091
1,609 977
(1,332) (2,080)
265 (12)
4,858 5,836
476 227
839 875
- 27
- (697)
956 (1,410)
7,129 4,858
5,431 3,841
272 192
1,332 2,080
- (697)
(8) 15
7,027 5,431
476 227
839 875
(272) (192)
- 27
569 -
3) 40
1,609 977
264 207
7,027 5,431
(561) 504
(569) -
3 (40)
(1,127) 864
904 (1,425)
(163) {561)




26.11 Other relevant details of above fund are as follows:

2010 2009 2008 2007 2006
(Rupees in '000)

Present value of defined
benefit obligation 7,129 4,858 5,836 6,430 4,880
Fair value of plan assets (7,027) (5,431) (3,841) (5,454) {4,699)
Deficit 102 (573) 1,995 976 181
Actuarial gain / (loss)
oa obligation
Experience adjustments (956) 1,410 157 (209) (147
Assumptions loss - - - (648) -
(956) 1,410 157 (857) (147
Actuarial gain / (loss)
on assets
Experience adjustments 8 15 (34) (37 G4
Assumptions gain / (loss) - - - - -
(8) 15 (34) 37) (34)

27. DEFINED CONTRIBUTION PLAN

The Branch has established a recognized provident fund scheme for all permanent empioyees. Equal
monthly contributions are made, both by the Branch and its employees, to the fund at the rate of

12.5 percent of the basic salary.

28, COMPENSATION OF GENERAL General Manager Executives
MANAGER AND EXECUTIVES 2010 2009 2010 2009
(Rupees in "000)

Managerial remuneration 1,491 1,032 10,381 6,693

Tax borne by the Branch 7,301 6,084 4,110 3,984

Contribution to defined contribution plan - - 527 466

Rent and house maintenance 598 499 1,700 1,048

Utilities 213 284 421 373

Medical - - 37 ' 37

Conveyance 367 110 565 431

Others : 980 982 2,246 1,721
: 10,950 8,991 19,987 14,753

(Numbers)
Number of persons 1 1 3 5
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The General Manager and some executives have been provided with free use of the Branch maintained

cars and household equipments in accordance with their terms of employment.

Executives mean employees, other then the General Manager, whose basic salary exceed five hundred

thousand rupees in a financial year.

FAIR VALUE OF FINANCIAL INSTRUMENTS

On-balance sheet financial instruments

Assets
Cash and balances with

{reasury banks
Balances with other banks
Lendings to financial institutions
Advances
Other assets

Liabilities

Bills payable

Borrowings

Deposits and other accounts
Other liabilities

Off-balance sheet financial instruments

Forward purchase of foreign
exchange

Forward sale of forcign cxchange

2010 2009
Book value Fair value Book value Fair value
(Rupees in "000)
4,840,033 4,840,033 4,237,350 4,237.350
88,400 88,400 91,075 91,075
1,013,607 1,013,607 1,905,551 1,905,551
2,980,932 2,980,932 2,198,843 2,198,843
71,809 71,809 73,737 73,737
8,994,781 8,994,781 8,506,556 8,506,556
9419 2,419 216,907 216,907
1,868,489 1,868,489 1,397,725 1,397,725
2,349,722 2,349,722 2,740,049 2,740,049
108,058 108,058 100,551 100,551
4,335,688 4,335,688 4,455,232 4,455,232
1,045,892 1,045,892 1,357,031 1,357,031
13,463 13,463 14,363 14,363

Fair value is the amount for which an asset could be exchanged, or a liability settled, between

knowledgeable willing parties in an arm's length transaction.

In the opinion of management, fair values of these assets and liabilities are not significantly different
from their carrying values since assets and liabilities are either short term in nature or are frequently
re-priced. In the opinion of management, the fair value of fixed term advances of over one year,
staff loans and fixed term deposits of over one year cannot be calculated with sufficient reliability

due to absence of relevant active market for similar assets and liabilities.
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30.

SEGMENT DETAILS WITH RESPECT TO BUSINESS ACTIVITIES

The scgmenl analysis with respect to business activity is as follows:

Interest income

MNon-funded Income

Interest and non mark-up
income

Total expenses
Wet income / (loss)

Segment assets {gross)
Segment non-performing loans
Segment provision required
Segmenl liabilities
Segment return on net

assels (ROA) (%)
Segment cost of funds (%)

Inlerest income

Non-funded Incomc

Inlerest and non mark-up
incomec

Tolal expenscs
Net profit afler tax

Segment assets (pross)
Segtnem non-performing loans
Segment provision required
Segment liabilities
Segment retumn or net

assels (ROA) (%)
Segment cost of funds (%)

[C—

1010

Trading Retail Commercial Payment Others Tatal
and banking banking and
salcs setilement
{Rupees in '000)
180,219 - 329,751 17 - 509,987
- - 79,718 - 1,940 81,658
180,219 - 409,469 17 1,940 591,645
66,062 251,718 224,353 4 1,908 544,045
114,157 (251,718) 185,116 13 3z 47,600
1,185,327 15,820 3,052,741 88,400 49,077 4,391,365
889,158 2,372,150 1,021,286 9,419 51,418 4,343,431
11.86% - 12.73% - - -
7.43% 10.61% 21.97% - 371 % -
2009
Trading Retail Commercial Paymeny Others Total
and banking banking and
sales seltlement
{Rupees in '000)
152,034 - 364,085 it - 516,130
- - 49,045 - 251 49,306
152,034 - 413,130 11 261 565,436
64,402 164,261 238,360 - 2,485 519,508
87,632 (164,261) 124,770 11 (2,224) 45,928
2,102,750 16,045 2,264,388 91,075 30,135 1,504,393
14,8435 2,753,127 1,399,007 231,517 59,632 4,458,128
12.18% - 15.48% - - -
11.67% 3.45% 11.26% - - -
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RELATED PARTY TRANSACTIONS

The Branch has related party transactions with its head office, other branehes, employees' benefit

plans and its executive officers,

Transactions with related parties are executed substantially on the same terms, as those prevailing
at the time for comparable transactions with unrelated partics.

Details of transactions with related parties, other than those disclosed elsewhere in these financial

statements, are as follows:

Deposits

Balance as at 01 January
Deposits during the year
Withdrawals during the year
Balance as at 31 December

Lendings to financial institutions

Balance as at 01 January
Given during the year
Repaid during the year
Balance as at 31 December

Borrowings from Branches

Balanec as at 01 January

Funds borrowed during the year
Repaid during the year

Balance as at 31 December

2010 2009
- Qverseas Branches Qverseas Branches
Nostro Vostro Nostro Vostro
account account account account
{Rupees '000)
87,098 (10,633} 35,983 (4,684)
18,820,056 (228,057) 24,595,269 (182,043)
(18,826,730) 230,571 (24,545,154) 176,094
80,424 (8,119) 87,098 (10,633)
2010 2009

Depaosit of provident fund as at 31 December
Deposit of gratuity fund as at 31 December

Markup earned
Markup expensed

Contributions to Provident Fund

Contribution to Gratuity Fund

Guarantees issued on behalf of related parties

(Rupees in '000)

2,133,260

814,570

(814,570)  (2,133,260)

- 1,313,748 3,141,792
2,198,186 2,679,294
(2,501,421)  (4,507,338)
1,010,513 1,313,748
21,278 17,007
7,027 5,431

429 372

8,439 39,525
1,315 1,170
1,332 2,030
386,129 286,294

The remuneration of General Manager and Executives has been given in note 28 to the financial

statements

CAPITAL - ASSESSMENT AND ADEQUACY BASEL Il SPECIFIC

Capital management

The Branch is subject 10 regulatory capital requirement promulgated by the State Bank of Pakistan.
It is therefore required to maintain regulatory capital for credit risk, market risk and operational risk.
Failure to meet minimum requirement will initiate certain actions by regulatory authorities.

4.
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Objeetives and goals of managing capital
The objectives and goals of managing capital of the Branch are as follows:

- To bc an appropriately capitalized institution, as defined by rcpulatory authorities

- To maintain strong ratings and protect the Branch against uncxpected events

- To ensurc the availability of adequate capital so as to enable the Branch to {inance its operations

Statutory minimum capital requirecmeat and management of capital

The State Bank of Pakistan (SBP), through its BSD circular No.7 dated 15 April 2009, requires the
minimum paid-up capital (net of losses) for Banks / Development Financial Institutions to be raised
to Rs. 7 billion by the year ended 31 December 2010. Branches of foreign banks operating in
Pakistan are also required to coinply with the above minimum capital requirement prescribed for the
locally incorporated banks / DFIs. However, those branches of foreign banks whose head offices
hold a minimum paid up capital of atleast equivalent to US $ 300 million {free of losses) and have a
Capital Adequacy Ratio (CAR) of at least 8% or minimum prescribed by their home regulator,
whichever is higher, will be allowed, with the prior approval of the State Bank of Pakislan, to raise
their assigned capital to Rs. 3 billion latest by 31 December 2010. In addition, banking companies
carrying business in Pakistan are required to maintain a CAR of 10% (2009: 10%) of risk weighted
exposures. The Branch's CAR, determined as per Basel-II accord, as at 31 December 2010 was

143.35% (2009: 146.75%) of its risk weighted assets.

Thc required capital adequacy ratio (10% of the risk weighted assets) is achieved by the Branch
through improvement in the assets quality at the existing volume level, ensuring better recovery
management and maintaining composition of assets with low risk. The total risk-weighted exposures

comprise the credit risk, inarket risk and operational risk. The Branch has complied with all
externally imposed capital requirements throughout the year. Further, there has been no material
change in the Branch’s management of capital during the year.

The risk-weighted assets are measured by means of a hierarchy of risk weights classified according
to the nature of and reflecting an estimate of credit, market and operational risks associated with
each asset and counterparty, taking into account any eligible collateral or guarantee. A similar
treatment is adopted for off-balance sheet exposure, with some adjustments to reflect the more

contingent nature of potential future exposure.

The Branch will continue to maintain the required regulatory capital either through its risk
management strategies or by increasing the capital requirements in line with the business and capital

needs.

The eligible regulatory capital consists of Tier | capital, which includes capital deposited with the
State Bank of Pakistan (SBP) and unremitted profit. Tier 2 and 3 are also prescribed by SBF but

the Branch has no such eligiblc capital. The Branch calculates capital requircment for credit, market
and operational risks using the methodology prescribed by SBP. Banking operations are categorized
as either trading book or banking book and risk weighted assets are determined according to specific
requirements of the State Bank of Pakistan that seek to reflect the varying levels of risk attached to

assets and off-balance sheet exposures.

himf"(
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32.2.1

32.2.2

The Branch calculates capital requirement as per Basel I regulalory framework, using the following

approaches:
Credit risk Standardized approach
Market risk Standardized approach

Operational risk Basic indicator approach

Capital adequacy

The risk-weighted assets to determine capital adequacy ratio, calculated in accordance with the
SBF's guidelines on capital edequacy, are as follows:

Repulatory capital base 2010 2009
(Rupees in '000)

Tier I Capital

Head office capital 4,652,493 4,041,323 \
Reserves - -
Unremitted profil 47,934 46,265
Less: Adjustiment for - intangible assets (2330) | 3,353
Tatal Tier I Capital 4,698,097 4,090,941

. Tier Il Capitail

Subordinated debt (upto 50% of 1otal Tier I Capital) - -
General provisions subjcct to 1.25% of total risk-weighted assets - -
Foreign exchange transiation reserves - -
Revaluation reserve (upto 50%) - -
Tatal Tier I Capital - -

. Efigible Tier III Capital - -

4,698,097 4,090,941

Totzal Regulatory Capital

Risk - weighted exposures Capital requirements Risk weighted assels
2010 2009 2010 2009

(Rupees in '000)

Credit risk
Sovereign - - - -
Public sector enterprises 2,045 8,973 90,451 89,728
Financial institutions 38,440 69,746 384,402 697,464
Corporates 240,319 160,062 2,403,192 1| 1,600,615
Retail 328 312 3,277 3,122
Residential mortgage 305 110 3,051 1,104
Other assets 4,675 4,142 46,747 41,424
293,112 243,345 2,931,120 2,433,457
Marker risk
Interest rate risk - - - -
Foreign exchange risk 442 L210 4421 12,100
442 1,210 4,421 12,100
QOpergtianal risk 34,186 _M 341,862 . 342,188
327,740 278,774 3,277,403 2,787,745

K



Iad
I
—

33,

331

Capital adequacy ratio 2010 2005
(Rupees in '000)

32214 4,698,097 4,050,%4 |

Total eligible regulatory capital held (a)
3,277,403 2,787,745

Total risk weighted assets (b)
143.35% 146.75%

Capital adequacy rativ [(z) / {b) x 100]

RISK MANAGEMENT

The Branch is primarily subject to credit risk, market risk, liquidity risk and operational risk. The
policies and procedures for managing (hese risks are outlined below. The basic premise of risk
control and management is to comprehcnsively control and manage the risks of the Branch using a
uniform standard approach as much as pessible. The objective of compretiensive risk control and
management is to provide the basis for the achievement of stable profit balanced with risk,
achicvement of an appropriate capital structure, appropriate allocation of resourccs, and other goals,
by identifying / recognizing, evaluating / calculating, controlling and monitoring / reporting all risks.

Credit risk

The risk of sustaining a loss due to reduction or termination of the value of assets {including
off-balance sheet assets), caused by an obligor's deteriorated credit standing or default of

agreement.

The Branch's credit evaluation system comprises of well designed credit appraisal, sanclioning and
conslant review pracedures for the purpose of emphiasizing prudence in its lending activities and
cnsuring quality of assets portfolio. The objectives of credit evaluation system are to keep credit risk
exposures within permissible level relevant to the Branch’s risk capital, to maintain the soundness of
assets and to ensure retums eommensurate with risk. Speeial attention is paid to the management of
non-performing (oans, which are closely monitored both at the Branch's level as well as ils head
office level. A "Close Watch” mechanism is in function which identifies early warning signals of

loans and advances becoming non-performing.

The Branch has implemented its own internal risk rating system for the credit portfolio, as per
guidelines of the State Bank of Pakistan, which are further approved by the Head Office. Credit

ratings by extemal rating agencies, if available, are also considered.

The Branch constantly examines its total credit exposures and considers analytical and systematic
approaches to its eredit structure categorised by group and industry.

33.1.1 Credit risk: General Disclosures - Basel X Specifie

All eredit risk expuswies of the Branch arc subject to the Standordized approach.

-



———

——rmy
B |

B

33.1.2 Credit risk: Disclosurcs on Portfolio Subject te Standardized Approach - Basel I1 Specific

3313

33,14

The Branch uses (he ratings issued by the Pakistan Credil Rating Agency Limited (PACRA) and JCR-VIS
Credit Rating Company Limited {JCR-Y1S) for its lacal currency exposures and ratings issued by Moody's,
S&P, and Fitch for its forcign currency exposures. These External Credit Assessments Institutions (ECAls)

have been approved by the State Bank of Pakistan.

Types of exposures and ECAIs Used — 2010
JCR-¥IS PACRA Moody's,

Typts of exposures
(Local (Local S&P, and
Currency) Currency) Fitch
(Forelgn
Currency}
- x

Public sector enlerprises
Financia! institutions
Corporalcs

Alphanumerical scate of each ECAY used has been aligned with risk buckets as determined by the State Bank of
Pakistan,

Credit cxposurcs sebjecl 1o standardized approach

2010 2009
Exposures Raling Amount  Dzduction Nel Amount  Deduction Netamount
Category Qutstanding CRM amount Qutstanding ~ CRM
Rupees in (00

Carporate AAHAAIAA- - - - - . -
Al+fA] - - 3,696 - 1696
A+ 519,624 - 519,624 519,31 - 519,301
Financial |nstitutions AAH Al+ 3,140 - 3,140 376,008 - 36,8
AATAAA [AA- 1,014,301 - 1,014,301 1,235,242 - 1,235,242

A2 - - - - -
BBB - - 351,723 - 351,723
F1 {fitch IBCA}) LERL - 58,400 91,075 - RL075

Sovereigns clc. - - - - - -
Unrated (Corporaie) 2,063,048 - 2,063,048 1,234,763 - 1,234,763

{Banks) - - - - -

Public Sectar
Enterprise AA ALY 452,156 - 452,256 448,641 - 448,641
Others 59,826 - 59.R26 1317 - 1317
Total 4,201,495 - 4,201,495 4,267,776 - 4,267,776
CRM= Credit Risk Mitigation

Scgmentz] information

Segmental information is presented in respect of the class of business and geographical distribution of advances,
deposits, contingencies and commitments.
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33.1.4.1

Segments by class of business

Fuel

Textile

Chemicals and
pharmaceuticals

Cement

Automgbile and
transportation equipment

Electronics and electrical
appliances

Construction

Pawer (electricity), gas,
waler and sanitary

Exports / imports

Finangial

Insurance

Individuals

Communication

Others

Fuel

Texlile

Chemicals and
pharmaceuticals

Cement

Autorobile and
ranspenation equipment

Electronics and electrical
appliances

Construction

Povwrer (electricity), gas,
water and sanitary

Exports / imports

Financial

Insurance

Individuals

Communication

Others

fe—

2010
Advances (gross) Deposits Contingencies and
Commitments
{Rupees Percent {Rupees Percent {Rupees Percent
in '000) in '000) in '000)
800,000 26.84 27 0.00 B -
141,612 4.75 502,141 2137 13,838 1.52
1,074,856 36.06 273,466 41.43 254,249 27.84
- - 111,023 472 - -
- - 35482 1.5] - -
450,000 15.10 224,254 9.54 - -
1,396 0.05 - - 645,287 70.64
- - 2,533 0.11 - -
13,068 0.44 168,476 7.7 - -
500,000 16.76 332,300 14.15 -
2,980,932 100,00 2,349,722 100:00 913,374 100.00
2009
Advances (gross) Deposits Contingencies and
Commitments
{Rupees Percent {Rupees Percent {Rupees Percent
in '000) in '000) in '000)
- - 22 0.00 - -
147,041 6.6% 452,854 16.53 43,758 9.34
1,045,889 47.57 814,130 29.72 138,112 2846
- - 2,318 0.08 - -
- - 80,069 292 - -
448,156 2038 908,234 33.15 - -
50,000 227 95 0.00 286,912 61.20
. - 1,159 0.04 - -
7,310 0.33 165,693 6.05 - -
500,447 22.76 315,435 11.51 - -
2,198,843 100,04 2,740,049 100.00 468,782 104.00
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33.1.4.2  Segment by sector

<

2010
Advances Deposits Contingencies and
commitmens
{Rupees Percent (Rupees Percent {Rupees Percent
in '000) in "000} in '000)
Public / government 13,008 D.44 7,766 0.33 - -
Privnte 2,967,864 99.56 2,341,956 99.67 913,374 100.00
2,980,932 100.00 2,349,722 100.00 913,374 100.00
2009
Advances Deposits Contingericies and
commilments
(Rupees Percent (Rupees Percent {Rupees Perent
in '000} in '000) in ‘000)
Public / government 448,157 20,38 - - - -
Privute 1,750,686 79.62 2,740,049 140.00 468,782 100.00
2,198,843 100.00 2,740,042 109.00 468,782 100.00
Geographical segment analysis
2010
Profit Total Net assets  Contingencics
belore asscts employed and
tazation employed comnilments
{Rupees in "000)
Pakistan 70,174 9.043,858 4,700,427 913,374
Asia-Pacific (including South Asia) - - - -
Eurcpe - - - -
United States of Aunerica and Canuda - - - -
Middle East - - - -
Others - - - -
70,174 9,043,858 4,700,427 913374
2009
Profit Totai Net assels Contingencies
before assels employed and
taxation employed commilmenis
{Rupees in '000)
Pakistan 65,612 8,545,716 4,087,588 468,782
Asia Pacific {including South Asia) - - - -
Europe - - - -
United Stares of America and Canada - - - -
Middle East - - - -
Others - - - -
65,612 8,545,716 4,087,588 468,782
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33.2

33.2.1

Market risk

Market risk is the risk of sustaining a loss due to a change in the price of assets or liabilities held
{including off-balance sheet assets and liabilities) resulting from changes of risk factors like interest
rates, exchange rates, equity prices, commodity prices and others. Market liquidity risk is that of
sustaining a loss due to inability to trade required quanities at a ressonable level, due to market

turmn oil or a lack of trade volume in the market.

With the full understanding Lthat market risk is unavoidable in the Branch's business aetivities and that
rapid handling of it is required, the Branch has a very effective sysiem to manage and control market
risks. In managing and controlling market liquidity risks, each product's market scale and market
liquidity has always been sufficiently considered, to prevent any inability 1o cancel or reduce positions

when necessary.

The Branch uses the Standardized Approach to calculate capital charge for market risk as per
Basel [I regulatory framework. Details of capital charge for market risk are given in note 32.2.2.

Forcign exchange risk

Foreign exchange risk represents exposures to changes in the values of current holdings and future
cash flows denominated in foreign currencies. The polential for Joss arises from the process of
revaluing foreign currency positions in rupee terms. The Branch's foreign exchange risk is limited to
future cash flows in foreign currencies arising from foreign exchange transactions and translation of
net open position in foreign currencies. Forward contracts are used to mitigate foreign exchange
risks, the Branch however remains exposed to such risk to the cxtent of nct open position.

2010
Assets Liabilities Olf-balanee  Net foreign
and head sheet currency
offiee capital items exposure
acecount
(Rupees in "000)
Pakistan rupee 4,250,017 3,235,153 {1,059,355) {44,491)
United States dollar 137,408 1,135,908 1,045,892 47392
Great Britain pound 72 - - 72
Singapore dollar 2 - - 2
Japanese yen 4,656,136 4,672,797 13,463 (2,998)
Euro 20 - - 20
Other currencies 3 - - 3
9,043,858 9,043,858 - -

e
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2009
Assels Liabilities Off-balance Net foreign
and head sheet currency
office capital items txposure

account
{Rupees in '000)

Pakistan rupcc 4,347,363 3,038,642 (1,342,668) (33,947)
United States dollar 155,989 1,452,998 1,331,431 34,422
Great Britain pound 96 - - 96
Singapore dollar 14 - - 14
Japanese yen 4,042,217 4,054,076 11,237 (622)
Euro 34 - 34
Other currencies 3 - 3
8,545,116 8,545,716 - -

Yield / interest rate risk

Interest rate risk is the risk of loss Irom adverse movements in interest rates. The Asset Liability
Management Committee (ALM) monilors and manages the interest rate risk with the objective of
iimiting the potential adverse effects on the profitability of the Branch arising from fluctuation in the
market interest mtes and mismatehing or gaps in the amount of financial assets and financial liagbilities

in different maturity time bands.

The Braneh's interest rate exposure is ealeulated by categorizing ils interest sensitive assets and
liabilities into various time bands based on the earlier of their conlractuat cepricing or maturity dates.

Yield / Interest Rate Risk in the Banking Book — Basel I Specilie

The Branch holds financial assets and financial liabilities with different materities or repricing dates
and linked to different benchmark rates, thus creating exposure to unexpected changes in the leve] of
interest rates. [nterest rate risk in the banking book refers to the risk assoeiated with interest-bearing

financial instruments that are not beld in the trading book of the Branch.

Repricing gap analysis presents the Braneh’s interest sensitive assets (ISA) and interest sensitive
liabilities (ISL), eategorized into various time bands based on the earlier of their contractuai repricing
or maturity dates. Deposits with no fixed maturity dates are included in the lowest, one-month time
band, but these are not expected to be payable within a one-month pertiod. The difference between
ISA and ISL for each titne band signiftes the gap in that time band, and provides a workable

framework for determining the impaet on net interest income.

The Branch reviews the repricing gap analysis periodically to monitor and manage interest rate risk

in the banking book.
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Maturirics of atseis and linbilitia

Aveels

Cuch and balances with
treadury banky

Halancey with other banky

Lending to firancial
inasirulions

Invesunenly

Advances

Other asscis

Dperaniag fixed awseis

Deloreed lax aacets

Liakilitiex

Dille payabic

Bomrowingt

Deepotita wnd other acesunt.

Lisbilitien againgt azscrs
subpeed b inance leare

Onher liabilities

Delenmd Iax lisbiTitics

Net azscn

Head office capinl actount
Unremnitied preht

Axieir
Canh wd balances with

kearury banks

Blalancey with acher banka

Lending to financlal
(nEututions

Invemenis

Advnca

Ovbar Losriy

Opertting fixed weecia

Defared Lax acsets

Lindifitier

Aills paysble

Bomowingy

Dreposite wrd of ey mecoumin

LisbaliLicy aghinet wescts
subjoct ta finarece o

Other liabiliiea

Deefored Lax Labiticics

Nrt anscta

Head plfice ¢apital mocount
Unwemiticd profit

(l‘-«___—-

inio

Talar Upie 1 Over | Ohver 3 Over Over I Gvar ] Overd Over S Abore
month 1ed ¥ & monthe w2 tad wi w10 10yenry
montht moo by e ] yenr FEArE yrard yean Yeara
{Ruprra In ‘000)
4,340,033 187540 . - - - - . - 4,652,493
83,400 nln - - - . - . - N
1,013,667 1,013,607 - - - - - - - .
2,980,932 | 1,951,225 156,095 5092 145,617 193,199 09,217 117572 1A74 1837
59,731 ¥ e .70 T.636 - - - 1T -
30,055 - - - L5 1,033 1155 19,913 3,030 -
1,160 - - Lo | - J__-_| - . . .
5,043,853 3277059 FALEEL] 19321 155477 195511 2173 147,845 6 A58 4,654230
9.419 9417 - - - - - - - .
LA4E 09 94,554 #4143 - - - - - - .
1359722 1115,697 12825 2,000 - - - - - .
11580 ‘ 54 .12 1M - 1432 (| 40578 - - 13
4,141,431 3275097 1,424,177 2,134 - 1,432 40,573 . - k]
4,700,437 2,002 (‘lw STIIiS! IS!ET ‘.I.!.l|0!9. 171,593 mlus 6,458 A.550117
4,552,473
47,934
4, 700417
e ——
- 2009
Towd Upta | Over | Chr 3 Drrer Qe | Ohver 2 Cherd Oner § Above
month ) el & nonily wl twl] af 1a 14 £D years
monthe months 1ol o YTArE yean b ] yran
{Rupees in D00)
4,237,310 196,027 - - - - - . - 4.H1.I1
91,075 91075 - - - - - - - .
L503.551 1,905,531 - - . - - - - .
2,195,843 285515 016 550246 75491 25,972 123,518 1807 1240 L£73
53301 34356 IB 478 5% | E-21) ¥4 - . . 1ML
17136 100 . 10 w 2057 344 13492 4612
2260 - - - 2260 - - - -l .
5545716 3105434 1[B,8402 3304325 B4, 746 231,015 1297 263,008 % 3] 4 044 137
216,907 216907 - - - - - - - -
1,397,725 115,702 1010899 130,124 - - - L - -
2,740,049 2,714 49 15,100 . . - - - - N
103,447 30433 15415 ¥ 41 114 45879 [Li+] - 4414
4,455,128 1128593 1. 045417 130,163 43 104 43 57% $:113 . 4414
4 0K7 SEK 014,35%5) _ {936.771) 410,262 14203 210,962 30300 G900 _SATL 401552
A ML
16,253
-IIOI?JSS



v
—e

D = o

1

=

.

LER:

LER |

Operational risk

Operational risk is the risk of direct or indirect lass (hat may arise due to an event or action resulting
from the failure of technology, processes, infrastructure, personnel and other risks having an
operational risk impact. The Branch ensurcs that key operational risks are managed in a timely and
effective manner through a framework of policies, proccdures and tools to identify, assess, monitor,

control and report such risks.

The key objectives of Operational Risk measurement and management include:

Ensuring continued solvency of the Branch through capital adequacy and enhanced understanding
and management of significant operational risk exposures.

Ensuring customer impaet is minimized through protective and focused risk managemcnt

practices.

Ensuring senior management attention on significant operational risk exposure areas and mitigating
risks is prioritised focused and adequale.

Ensuring staff is sufTiciently incentivised to perform their risk management roles and
responsibilities diligently.
The management of the Branch has the responsibility to supervisc and direct the management of

operational risks and exposures. Management is also responsible for ensuring that adequate and
appropriate polieies and proeedures are in piace for the identification, assessment, monitoring, control

and reporting of operational risks.

Linc management needs information to enable it to analyze operational risks, implement mitigating
measures and determine the effectiveness of these mitigating measures. The Branch has implemented

various tools to support the line management.

Compliance and Regulatory Risk Management (Control Self-Assessment (CSA) Framework)

Basel Il Risk Assets Management System BRAMPS - OP Framework Approach. All operations
incidences are reported to head office through web-based reporting system.

A structured approach has been adopted which helps the line managecment to identify and assess the
risk of non-compliance with regulatory requirements as well as internal policies. The Branch has
implemented a comprehensive Compliance Risk Menagement Framework whereby scif-assessment

is undertaken by each business / support unit to mitigatc the operational risk.

Operational risk disclosures — Basel I Specific

The Branch uses Dasie Indicator Approach to calculate capital charge for operational risk as per
Basel I regulatory framework, Qperational loss events are reviewed and appropriate corrective
aclions taken on an ongoing basis, including measures to improve security and control procedures.

[ A—



e
S =¥

]

-

34,

35,

351

DATE OF AUTHORIZATION

These financial statemenis were authorized for issue on by the management of

the Branch.

GENERAL

These financial statements have been prepered in accordance with the revised format for financial
statements of banks, issued by ihe State Bank of Pakistan through BSD Circular No. 4 dated

February 17, 2006.

ed / reclassified, where necessary, fr bater presentation.
L

— Kotia

Deputy General Manager

Comparatives have been re

eneral Manager



