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EMIRATES GLOBAL ISLAMIC BANK LIMITED
MOTES TO THE FIMAMCIAL STATEMENTS
FOR THE ¥YEAR EMDED DECEMBER 31, 2007

1, LEGAL STATUS AND MATURE OF BUSINESS

The bank was incorporaied in Pakistan on December 20, 2004 as a public limited campany ender the Companies
Ordinance, 1984,

The main objectve of the bank is to carry on lslamic banking business in and oulside Pakistan in accordance and in
canfarmity wilky Islamic Shariah. The bank was granted an Islamic Banking License BLG)-01{07), issued by ihe Banking
Policy and Regulations Depariment of the State Bank of Pakistan vide their letter no, BPRD {(LOGD-02p625-
TEMA2007/521 dated January 18, 2007 wnder section 27 of the Banking Companies Ordinance, 1962 read with Islamic
Banking Departmient circular no. 2 of 2004, Subsequently, the bank was also granied approval for commencement of
business as a scheduled bank with effect from February 13, 2007 by the State Bank of Pakisian wvide thair lefler no,
BPRD (LOCGD-02WE25-TE/IDVZ0OT7TM 262 dated February 12, 2007,

The Bank was aperating through ten branches as at December 31, 2007 {2006: zera), Its registered office is localed al
ihe Hotel Arcade, Sheraion Hatels and Towers, Karachi.

£ STATEMENT OF COMPLIANCE

Thase financial stalemenis have been prepared in accordance with approved accounting standards as applicable in
Fakisfan. Approved accouniing standards comprise of such International Financial Reporting Standands (IFRS) issued by
the International Accounting Standards Board and Islamic Financial Accounting Standards (IFAS) issued by the Instilute
of Chartered Accountants of Pakistan as are notified under the Companies Ordinance, 1284, the requirements of the
Companies Ordinance, 15884, Banking Companies Ordinence, 1982 or directives issued by the Secwrities and Exchangsa
Commission of Pakistan and the State Bank of Pakistan. Wheraver the requirements of the Companies Ordinance, 1984,
Banking Companies Ordinance, 1962 or direclives issued by the Securities and Exchange Commission of Pakistan and
the State Bank of Pakistan differ with the requirements of IFRS or IFAZ, the requirements of the Companies Ordinance,
1584, Banking Companies Chrdinance, 1962 or the reguirements of the said directives prevail.

The State Bank of Pakistan has defered the applicability of Intemational Accounting Standard (1AS) 39, "Financial
Instrumenis: Recognition and Measurement’ and International Accounting Standard (1AS) 40, ‘Investment Property’ for
Banking Companies throwgh B3D Circular Mo, 10 dated August 26, 2002. Accordingly, the requirements of these
standards have not been considered in the preparation of these financial stalements, However, investmenis have been
classified and wvalued in accordance with the requirements prescribed by the State Bank of Pakistan through warious
circulars.

2.1 Amendments to published standards and new interpretations effective in 2007

Amendment to 1AS 1 - "Presentation of financial stalements - Capilal Disclogures”, introduces cerfain new disclosures
about the level of the bank's capital and how i manages capital. Adoption of this amendment has only resulled in
additiomal disclosures which have been set out in note 39,1 of these financial statements.

Mher new standards, amendments and inlerpretations that were mandatory for accounting pericds beginning on or after
January 1, 2007 and are not considered relevant or have any significant effect on the bank’s operations, are not detailed

in these financial statements.

During the year the Securilies and Exchange Commission of Pakistan notified thal the Islamic Financial Accounting
Standard (IFAS 2) " ljarah" issued by the Institute of Chartered Accountants of Pakistan shall be followed while
accounting for (jarah transactions as defined by IFAS 2 for financial statements covering periods beginning on or after
July 1, 2007. Consequently, this standard will be applicable on the financial statements of the bank for the year ending
Decamber 31, 2008. This standard requires that the ‘ljarah’ fransactions should be accounted for as operating leases in
the books whereby assets leased oul by the bank under ljarah should be recorded as fixed assels in the books of the
bank and should be classified separately according to the nature of such assets distinguished from the assets in the use
of the bank. These assels should be depreciated over the term of the Tarah'. Remal income should be recognized on

accrual basis as and when the renfal becomes due.
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Currandly, ijarah ransachions arg accoundad for as a finance lease in the books of the bank whereby assets under ijarah
arrangemaents are presented as a receivable at an amount equal fo net investment in ijjarah. Unearmed income i.e. excess
of aggregate rentals over the oost of the assel is recorded at the inception of the ijarah and is amortized over the term of
the ijarah s as 1o produce a constant rate of refurn on net investrment in ijarab.

Standards, interpretations and amendments (o published approved accounting standards that are not
yat effective

In addition to the above, the fallowing standards, amendments and interpretations of approved accounting standards,
effective for accounting pericds beginning from fhe dates specified below are either not relevant to the bank's operations
or arg ol expecied o have significant impact on the bank’s financial siatements ciher than certain increased disclosures

in cerain cases:

IFRIC 11 - Group and Treasury Share Transaclions effective frorm March 1, 2007
IFRIC 12 - Service Concession Arrangements effective from January 1, 2003
IFRIC 13 - Customer Lovalty Programmes effective from July 1, 2008
IFEIC 14 - 1AS 19 - The limit an a Defined Benafit Asset, Minimum

Funding Raguireameanis and their Interaction effective from January 1, 2008
145 1 - Presentation of Financial Statements (Revised September 2007) effective from January 1, 2008
A5 23 - Borrowing Costs (Revised March Z007) effective from January 1, 2008
145 27 (Revised) - Consclidated and Separate Financial Statements effective from July 1, 2005
IFRS 3 (Revised) - Business Combinations aeffective from July 1, 2005

CRITIGAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The preparation of financial statements in conformity with approved accounting standards requires management to make
judgements, astimates and assumptions that affect the reported amounts of assels and liabilities and income and
expenses, |1 also requires management 1o exercise judgement in application of its accounting policies. The estimates and
assodaled assumplions are based on historical expenence and varicus other faclors that are believed to be reasonable
under the circumstances, These estimates and assumplions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the pericd in which the estimate is revised if the revision affects only that period, or in the
pariod of revision and future pericds if the revision affects both current and fulure pericds.

significant accounting estimates and areas where judgements were made by the mamagement in the application of
accounting policies ane as follows:

iy classification of investmenis (neles 5.2 and 9)
i)  provision against investments (nofes 5.2 and 9.3), financings (nofes 5.3 and 10.8) and amounts due from financial

ingtitutions (note 8.2.2)
ilij income taxes (nofes 5.7, 12 and 28)
iv)  staff retirement benefits (notes 5.8 and 32)

BASIS OF MEASUREMENT

Theze financial statemeants have been prepared under the histofical cost convention excepl for certain invesiments which
have bean carried &t fair value and certain siaff retirement benefits which are carried at present value.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies applied in the preparation of these financial stalements are set out below. Thase
policies have been consistently applied to all the years presented, unless olherwise stated,

Cash and cash equivalents

Cash and cash equivalents comprise of cash and balances with treasury banks and balances with other banks in current
and deposit accounis,
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Investments

The Bank classifies its investmenis as followsa:

{a) Held for trading

These are securities, which are either acguired for generating a profit from shor-term fluciuations in market prices,
inlerest rabe movements, dealers margin or are securities included in a portfalio in which a pattern of shart-term profit

Laking exesls.

(b}  Held to maturity

These are securities with fixed or deferminable paymenis and fixed maturily in respect of which the bank has the positive
inbent and aity to hold o maturily.

(e} Awvailable for sale

Thesze are invesimenis, ather than those in subsidiares and associales, thal do not fall under the held for frading or held
1o matwrily calegories.

Investments olher than those calegorized as held for trading are initially recognized at fair value which includes
transaction costs associaled with the investment. Investments classified as held for trading are initially recognized at fair
value, and transaction costs are expensed in the profit and loss account.

Al purchases and sales of invesiments that require delivery within the time frame established by regulations or market
comvention are recognized al the rade date. Trade date is the dale on which the bank commils to purchase or sell the

investment,

In accordance with the requirements of the State Bank of Pakistan, quoted securities other than those classified as 'held
to maturity’, invesiments in subsidiaries and investments in associates (which gqualify for accounting under International
Accounting Standard - 28), are subsequently re-measured lo markel value. Surplus f (deficit) arising on revaluation of
guated securities classified as ‘avallable for sale’, is taken to a separale account shown in the balance sheet below
equity. Surplue ! (deficit) arigimg on revaluation of quoted securities which are classified as 'held for frading’, is laken to
the profit and loss account. Investments classified as ‘held to maturity” are carried at amorized cosi.

Unguoted 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 investes company as per the latest available audited financial
statermnents. In cases where the break up value of such shares is less than the cost, the difference of the cost and break

up value is classified as loss and provided for accordingly by charging to the profit and loss account.

Investments in subsidiaries and associates (which gualify for accounting under Infernational Accounting Standard - 28)
are camed af cost. However, where the break-up value of invesiment in subsidiaries and associates is less than the cost,

the difference between the cost and the break-up value is provided for by changimg to the profit and loss account,

Provision for diminufion in the values of securities {except debentures, padicipation term cedificates and lerm finance
cerfificates) is made after considering impairment, if any, in their value. Provision for diminution in value of debentures,
participation term cedificates and term finance cerificates is made as per the requiremeants of the Prudential Regulations
issued by ihe State Bank of Pakistan.

Financing

Financings are stated net of specific and general provisions against non-parforming financings, if any, which are charged
i the profil and loss account,

Under murabaha financing, funds disbursed for purchase of goods are recorded as 'advance for murabaha’. On
culmination of murabaha i.e. sale of goods lo customers, murabaha financings are recorded at the dafarred sale price net
of profit. Goods purchased bul remaining unsold at the balance sheet date are recorded as inveniories.

ljarah financing is accounted for as a finance lease whereby assets under ijarah arrangemenis are presented as a
receivable at an amount equal to net investment in ijarah. Uneamed income ie. excess of aggregate rentals aver the cost
of the asset is recorded at the inception of the ijarah and is amorized over the term of the jarah so as 1o produce 8

constant rate of returm on net investment in ijarah, /’ay.'
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Gpecific provision against non-performing financing is determined in accordance with the Prudential Regulations and
other directives issued by the State Bank of Pakistan, Genéral provision against consumer financing is determined m
accordance with the Prudenfial Regulations issued by the State Bank of Pakistan.

Financings are written off when there is mo realistic prospect of recovery

5.4 Inventories

A5 slated i note 5.3 1o thesse financial statements, goods purchassad bul remaining wnseld at the balance sheet datle are
recorded as invenianes, The bank values ifs inventories al the lower of cost and net realizable valee. Cost af mventones
represents the aclual puerchase made by the customer as an agent on behall of the bank frorm the funds disbursed for the
purpose of culmination of murabaha

Tha net realizabla value is the estimated selling price in the ordinary course of business less the estimated cost
nacassany to make the sale.

5.5 Operating fixed assets and depreciation

Oriwricl

Froperly and equipment, odher than land, ara siated at cost less accumulated depreciation and accumulaled imparmeani
lesses (if any). Land and capital work-in-progress are stated at cost. All expendilures connected to the specific assels
incurred during installation and consiruclion period are carried wnder capital work-in-progress. These are fransferred (o
specific assels as and when assels are available for use.

Depreciation is changed using the siraight-line method in accordance wilh the rates specified in note 11.2 1o these
fimancial statements and after taking inlo account residual value, if any. The residual values, useful lives and deprecialion
methods are reviewed and adjusted, if appropriate al each balance sheel date. Depreciation on additions is charged from
the month the assets are available for use while no depreciation is charged in the manth in which the assets are disposed

off.

Gaing / losses on sale of fived assels are credited f charged 1o the profit and loss account.

Subsaguent costs are included in the asseis’ camying amount and recognized as a separate assel as appropriate, only
wihen it is probable that fulure 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 (o incoma as and whan incurrad.

Leaged

Assats held under finance lease are stated at lower of fair value or present value of minimum lease payments at inception
less accumulaled depreciation. The oulstanding obligation under lease is shown as a liability net of finance charges

allocable to future perods,

The financa charges are allocated to accounting perods in a8 manner 50 as {o provide a constant periodic rate of return
on the outstanding lizbility.

Depreciation on assets held under finance lease is charged in @ mannar consistent with that for depreciable assets which
are carved by the bank.

Intangible assets

Intangible assets having a finite useful life are stated at cost less accumulated amonization and accumulated impairment
losses, if any, Intangible assets are amorized from the month, when these assels are available for use, using the
siraight line method, whereby the cost of the intangible asset is amortized on the basis of the estimated useful life over
which economic benefits are expected to flow to the bank. The residual value, useful life and amodization method is
reviewed and adjusted, if appropriate, at each balance sheal date.

Intangible assels having an indefinite useful life are staled al acquisifion cost. Provisions are made for permanent
diminution in the value of assets, if any. Gains and losses on disposals, if any, are laken to the profit and loss account.
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Revenue recognition
Profit on murabaha transactions is recognized over the term of these transactions on & straight line basis

The bank fallows the finance method in recogrizing income on ijarab contracls, Under this methed the uneamed income
i the excess of aggregale ijarah renfals over the cost of the asset is deferred and then amorlized over the term of fhe
jarah, 0 as o produce a constamt rate of return on net investment in jjarah. Gainsfosses on fermination of ijarah
confracts are recognized as incoms on a receip! basis. Income on ijarah is récognized from the date of delivery of the

respactive assets 1o the mustajir.

Income earned from shariah non-compliant avenwes is nol recognized in the profit and loss account. This income is
classified as charity payable in accordance with the recommendation of the Shariah Board.

Profit on diminishing musharaka is recognized on accrual basis.

Commission on letters of credit, acceplances and letters of guaraniee is recognized on receipl basis.,
Diwvidend incoma is recognized when the bank’s right to receive the dividend is established,

Profit and loss on sale of investiments is included in income currently.

Taxation

Current

Frovigion for current faxation is based on faxable income at the current rates of taxation after taking info consideration fax
credils and rebales available, if any, or one half of one percent of turnowver, whichewver is higher. The charge for the
current fax also includes adjustments, where considered necessany relating {o prior years, arising from assessments

finalized during the year,

Deferred

Deferred tax is recognized using the balance sheet liability method on all major lemporary differences between the
amounts atlribuled 1o assets and liabilities for financial reporting purposes and amounis used for faxation purposes. In
addition, the Bank also records deferred fax asset on available tax losses, Deferred tax is calculated at the rales that are
expacied fo apply to the pericd when the differences are expected to reverse, based on tax rates that have been enacted
at the balance shest date.

A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will be available against
which the asset can be utilized.

The carrying amount of deferred tax asset is reviewed at each balance sheef date and reduced to the axtent that it is no
hanger probable that sufficiant taxable profits will be available to allow all or part of the daferred tax assat to be utihzed.

Staff retirement beneflts

Defined benefit plan

The bank cperates an approved funded gratuily scheme for all its permanent employees, Annual contributions are made
to the scheme in accordance with the actuanal recommendation. The actuanal valuation i% caried oul using the projected
unit credit method. Actuarial gains and losses al each valuation date in excess of the greater of 10% of the present value
of the defined benefil obligation or 10% of the fair value of the plan assels are amortized over the average remaining

warking lives of the employeas.

Defined contribution plan

The bank also operales a recognized confributory provident fund for all permanent employees, Equal monthly
contributions are made, both by the bank and the employees, to the fund at a rate of 10 percent of basic salarny.

Impairment

The carrying amount of assets are reviewed al each balance sheet date for impairment whenever events or changes in
circumstances indicate that the carrying amounts of the assets may not be recoverable, If such indication exists, and
where the carrying value exceeds the estimated recoverable amount, assets are written down lo their recoverable

amount. The resulting impairment loss is taken to the profit and loss acocount,
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210 Provisions, contingent assets and contingent liabilities

Frovisions are recognized when the bank has a present legal or constructive obligation ansing as a resull of past events
and it is probable that an outflow of resources embodying econamic benefits will be required 1o sefile the abligation and a
reliable estimate of the amount of the chligation can be made, Provisions are reviewed at each balance sheet date and

are adjusted to reflect the current best estimales,

Confingent assels are nol recognized and are also not disclosed unless an inflow of economic benefits is probable.
Contingent liabilities are not recognized and are disclosed unless the probabdity of an oulllow of resources embadying
economic benefits is remate,

511 Functional and presentation currency

ltams. included in the financial statemenls ase measured using the currency of the primary economic environment in
which ihe bank operates. The financial statements are presented in Pakistani Rupees, which is the bank's functional and
presentation currency.

512 Foreign currency transactions

Transactions in foreign currencies are translated to rupees al {he foreign exchange rates rufing on the transaction date.
Monetary assets and liabilities in foreign currencies are expressed in rupee lerms at the rates of exchange prevailing at

fthe balance sheet dale.

513 Finmancial azsets and financial liabilities

Financial assets carmied on the balance sheai include cash and balances with freasury banks, balances wilh olher banks,
due from financial institutions, financing and certain receivables.

Financial Habilties carmed on the balance shaet includes bills payable, due to financial instiutions, deposits and other
accounis, liabilities against assels subject to finance lease and cerlain other liabilities.

Fimancial assels and financial labiliies are recognized at the time when the bank becomes a parly to the condraciual
provigions of the instrument and de-recognized when the bank loses control of the contractual rights thal comprise the
financial assets and in the case of financial liabiities when the obligation specfied in the contract is discharged,

cancelled ar expired.

5.14 Off-setting

Financial assels and financial liabilities are offset and the net amount is reported in the financial statements when there is
a legally enforceable right 1o sed off the recognized amounts and there is an intention 1o setlle on a net basis, or 1o realize

the asset and sefile the lability simultaneously.

515 Segment Reporting
A segment is a distinguishable component of the bank that is engaged either in providing products or services (BUusSHess

segment), or in providing products or sarvices within a particular economic environment (geographical segment), which is
subject to nsks and rewards thal are differant from those of other segments.

Buziness segments
{a) Corporate finance

Corporate banking includes, sevices provided in conneclion with mergers and acquisition, underwriling, privatization,
securifization, research, debts (govermnment, high yield), equity, syndication, IPO and secondary private placemants.

(b) Trading and sales

It includes fixed income, equity, foreign exchanges, commaodities, credit, funding, own position securities, lending and
rapos, brokerage dabt and pime brokerage.
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(] Retail Banking

It includes retail lending and deposits, banking services, trus! and estates, private lending and deposits, banking senvice,
trust amd estates invesiment advice, merchant f commercial f corporate cards and private labels and retail.

id] Commercial banking

Commercial banking includes project finance, real estate, export finance, frade finance, facioring, leasing, lending,
guarantees, bills of exchange and deposils.

516 Geographical segmaents
Currently, the operations of the bank are carried out in Pakistan anly.

517 Dividend and appropriation to reserves

Dividends and approprialion to reserves approved after balance sheet date, excepl appropriations which are required by
the law, are recognized as liabilily in ihe Banks' financial statements in the year in which these are approved.

Note 2007 2005
G, CASH AND BALANCES WITH TREASURY BANKS Rupees in "000
Im hand
Local currency 76,566 34
Foreign curmency 20,5586 -
With Siate Bank of Pakistan in
Local currency current account 6.1 BES, 147
Foreign currency current accouwnt 6.2 4,654
Foregign currency deposit account 6.3 4,378 -
891,301 i

6.1 The local currency cument account is maintained with the State Bank of Pakistan (SBP) as per the requirements of
Section 36 of the State Bank of Pakistan Act, 1955, This section requires banking companies to maintain a local currency
cash reserve in current account opened with the SBF at a sum not less than such percentage of its time and demand
liabilities in Pakistan as may be prescribed by SBP,

6,2 This represents US Dallar Setibernent Account maintained with SBP.

8.3  Thiz represenis balance maintained with SBP in US Dollars in respect of cash reserve requirement and speclal cash
resarve reguirameant against the Bank's foreign curmrency deposits, The balance 1o be maintained in respect of the cash
resene requirement is 1o be kepi in a non - remunerative account and is equal io atleast 5 percent of the foreign curmency

depasits,

The balance to be maintained in respect of the special cash reserve requirement is equal to atleast 6 percent of the
Bank's foreign cumency deposits, This account is also maintained on a non - remunerative basis fill some shariah
compliant foreign curmency instruments are dewveloped.

Haote 2007 2006
7. BALAMCES WITH OTHER BANKS Rupeas in "000
Inside Pakisian
Om current accound 3228 1,568
On deposit accoun 7.1 413,005 A48 501
Outside Pakistan
3414

On current acoolnt -
419,737 51,069
[ ————} e ——

71 These carry a refurn ol rates ranging from 4,40% to 3.00% (2006, 4,40% to 8,63%) per annum. ;;?I."
y
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Mote 2007 2006
g, DUE FROM FINANCIAL INSTITUTIONS ' Rupees in 000
Call manay lendings .
Repurchase agreement lendings (Reverse Repa) . .
Receivable against commadity murabaha 828821 1,280,000 1,597 947

1,350,000 1,597 47

8.1 Farticulars of due from financial institutions

Im local currency 1,350,000 1,597 947
In foredgn currency

1,350,000 1,597,947
’ . ’ ] e
B.2 Receivable against commodity murabaha

Gross amount receivable against commaodity murabaha 1,289 043 1,650,191

Less: Profit for future pericds 4,524 24,502
Profil receivable as at Decamber 31, 2007 - shown

under other assets 5,219 2,262

1,575,000 1,622 947

Provision against commodity murabaha 822 25.000 25,000

1,350,000 1,597 947

8.21 This represents placements made with various financial institutions against commodity murabaha agreement and camry
refuim al rates ranging from 8 60% to 10.5% (2006: 11% to 13%) per annum, These placements are due to mature latest

by February 2008.
.22 This represents provision made by the bank in respect of commedity murabaha fransaction with a leasing company. The

amount due from the leasing company has been classified by the bank as "Loss" under the Prudential Regulations
issued by the State Bank of Pakistan.

9. INVESTMENTS

Mote 2007 2006
9.1 Investments 5 Hald by Givan as Hald Given as
by type Bank Collateral Total B~:ur'|:.:|r Caollateral Total
Rupees In "000
Available for sale securities
Sukuk certificatas 8.5 2,728 B1T E 2.FFR BT = = =
Assoclate
Takaful Pakistan Limied .4 52 200 - 52,200 - - -
22817 22817

Less: Provision for diminution in

value af Invesimenis 9.3 (5, 894) - (5, 8] - - -
Investments (net of provision) 2275123 - 2275123 - - =
Craficit ! surplus on revaluation of

‘available for sale’ secunties - - - - -
Total investrments at market value 2275123 2275123 = . =
Mota 2007 2006
8.2 Investments by segments Rupees in "000
Bonds
Sukuk certificates a5 2,228,817

Investment in an associate 9.4 22 200 -
Total Investments at cost 2281017 -
Lass: Provision for diminution in

value of Invesiments 9.3 (5.804) -
Investments (net of provision) 2275123 -
Deficit f surplus on revaluation of "available for sale’ securities = -
Total Investments at market value 2275123 -

= e ee———



Mot 2007 2006
9.3 Particulars of provision for diminution in value of investments ! Rupeaas in 000

8.3.1 Opening balance

Charged during 1he yvear 9.3.3 5,204 -
Reversed during the year = =
Closing balance 5,859
2.3.2 Particulars of provision in respect of type and segment
Investment in an associate
Takaful Pakistan Limited 5,804 =

8.3.3  This represents the excess of the cost of ordinary shares of the invesiee company over its break-up valus,

9.4 Investmant in an associated company - unlisted

Labest
2007 2008 2067 2006 Percentage Break up available Mama of the
of equity walue per audited chiel axmcitive
Mumber of shares Bupees in 000 halding % sharng fimancial
slaiemenis
De be Capdain M.
Takalul Pakistan Limited 5,100,000 . 52,200 - 17 80796 oot S amil Akthar
31, 2006 Khan

52,200 -

9.4.1 The above associated company is incorporated in Pakistan and the nominal value of these shares is Rs 10 each.

8.5 Sukuk certificates

2007 2006 2007 2006
Mame of the investes compa Cost
P Numbar of certificates ,
Rupeeas in '000
Sukuk certiflcates
Coastal Refinery Limitad* - - 24, 436 -
Wew Allied Elecironics Indusines Limited 80,000 - 25,000 =
Mational Industrial Paks Developrment and Managemenl Company 396,000 = 2.003 381 -
Engro Chemical Pakistan Limifed 10,000 - 50,000 -
Karachi Shipyard & Engineering Works 25,200 - 126,000 -
2,228 E17 .
- .-
9.5.1 Other particulars of sukuk bonds are as follows:
Caortificates
Farticulars denomination T TOTEL FALE per annum Profit payment Redampticn terms
Coastal Refinery Limilsd® « B month KIBOR & 376 % Sami annually Fayable im0 consecuse  semi annual
mstallments. commancing from the 18ih manth
fram thie date of Srsl deasw dovem
Mrw Allied Elecinonics W25 3 month KIBORE » 26 % Chuamarty Payable in 16 egual quarerty instalments
Industies Limited commencing from e 1 5th moenth o the dale o
el ciraaiioaT .
Hational Industrial Parks 8,000 & month KIBOR + 06 % Sermni annually Beultal pEyment on maturity,
Dewedopment and
Managemeni Company
Engro Chamical Pakitan 5,000 & manth KIBOR # 1.5 % Semi annuaily Payable in 2 condeculive aqual semi annual
Limited instalimants. tha Arst such instalimen) falling due
on e 90 mongh Gom the dabe of  Grsl
condributian.
Karachi Shiprpard & 5000 8 mocth EIBOR & 0.4 % Sami arniually Payable in 8 equal semi annual instalmans
Engirssaring Wdarks commEncing rom e S4th mendh dreem the date o
frul drswdoar.

* Dul of the iolal participation of R, 200 milion, the bank has made partial disborsement of B2 24 438 mdbion Gl December 39, 2007, henelone suksk
caflificales Panve nol Gesan isgwsd o date.
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Haote 2007 2006
Rupees in 000
0, FINANCING
Inside Pakistan
- Murabaha finance 10.1 1,152 289 -
- Mat investment in ljarah 102 861,670 2,284
= Advance against ijarah financing 0.3 204 557 .
- Diminishing musharaka financings 312,840 30,550
« Ovver due acceptance payment 8,351 -
- Salam financing 75,000 -
- Qarz-e-Hasna 10.4 7.581 G2
- Rahnuma Travel Services ars -
Financing-gross 2623663 32,906
Provision for non-performing financing - general 2,118 B
Financing-net of provision 2621525 32 804
10.1  Murabaha receivable - gross 10.1.1 1,215,756 -
Less: Deferred murabaha income 31,243 .
Praofit receivahle as at December 31, 2007 32,224 -
Murabaha financings 1,152 289
10.1.1 This includes advance against murabaha amounting o Rs 249413 milion (2006: nil).
10,2 Net Investment in ljarah
2007 J006
Later than Later than
Mok later Mt latgr
than one ons and lesg Crrar five Total thamn ong one and less Orvarr fiv yoars Todal
than five yEars than flve
yaar yRar
years yaars
Rupsees in MO0
ljarah rantals racaivakla 264307 S81ATS 4810  BEO202 an 1,887 474 2752
Residual value - 160242 3662 164,134 - - - -
Mimimurm ijarah payments 264 307 751,417 B02 1024426 &1 1,857 474 2,732
Prafil for fulure pariods B5.900 93,806 2,050 162,756 T 320 ¥5 463
Presant value of minimum
ijarah paymants 157 407 657 611 6 652 461,670 3035 1,577 384 2,284
I e e e

10,3 This represents advances to customers for purchase of assets o be leased out under ijarah financing arangement,

10.4  This represants markup free loans (o staff advanced under Bank's human resource palicies.

Hote 2007 2006
Rupees in "000

10.5 Particulars of financings
10.5.1 In local currency 2621525 42,806
In foraign currancy = =
2,621,525 32,806
10.5.2 Short-term 1,703 222 2,008
Lang term 218,303 30,858
2621525 22906
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Particulars of provision against non-performing financings
2007 2006
MNote  Specific General Total Specific General Total
........................................ = [Rupeas in "000) - -

Cpening balance . - . 2
Charge for the year 10.6.1 - 2,138 2,138 -
Reversals . . . .
Closing balance - 2,138 2138

This represents provision against consumer finance portfolio in accordance with the requirements of the Prudential
Regulations issued by the State Bank of Pakistan (SBF).

Particulars of provisions against non-performing financings
2007 20045
Specific Genearal Total Speacific General Total
[(Rupees in "000) ==
In local currency - 2,138 2,138 - -
In foreign currencies - - - - - -
= 2138 2,138 - = =
—_— . ]
2007 2006
Particulars of loans and financings to executives, directors, Rupees in "000
associated companies ete,
Debis due by directors, executives or officers of the bank
of any of them either severally or jointly with any other person®
Balance at ihe beginning of the year 52,905 =
Fimancings grarmed during the year 130,024 34,077
Repayments (12,147} (1,171}

Balance af the end of the year 150,783 32,906
Debts due by companies or firms in which the directors of the bank

are inlerested as directors, pariners of in the case of private

companias as members

Balance at beginning of the year . -
Loans grantad during the year - -
Repayments during the vear = -
Balance at end of the year - -

Debts due by associated and subsidiary companies, controlled firms,
managed modarabas and other relaled parties
Balance at the beginning of the vear

Financings granted during the yvear 9675 -
Repaymants {417) -
Balance at the end of the year 9,259 -
* Theze represent loans given by the bank to i3 employess as per the terms of thelr employment.
Mote 2007 2006
DPERATING FIXED ASSETS Rupeeas in "000
Capital work-in-progress 11.1 236,207 75,768
Property and equipment 11.2 GBGETS 566,048
Intangible assets 11.3 30,782 14,255
053,804 656,972
Capital work-in-progress
Advance against purchase of property 131,663 .
Adwvances to suppliers and contractors 104,544 75,768
236,207 75,768
|

Ay
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11.2 Property and equipment
2007
COET ACTUMULATED EPRECIATICN Wriken diowen
A at LEE 13 Al As at vl as at Rate o
Jarmuary 1, ;}iml;:f December  January 1, c_:::m "9 Docember  Decembor  depreciation
2007 Y, 2007 2007 a M, 2007 2, 2007
—— Rupaes in 00R == %
Leasehodd land 452 600 - 462 500 - 462 600 -
Building on leasehald land 22,277 61,811 B4, 084 1,188 240 1 568 80,459 Lkl
Fusmndune arnd fiatune 4 GED 13,023 17 8975 121 1.022 1,143 16 832 10%
Carmpuler equiprmen 2B, (00 26915 54,915 4773 13,886 18,638 36277 33%
Crffica aquiprmemnt 15,164 230950 9. 103 525 2,660 4,183 35,920 105
[20) (2]
Weahicles 270 1,365 1,635 17 213 230 1,405 205
533,263 127,073 BE0, 316 6,623 0,162 26.TB3 633,533
(20) (2
Assets hald under
finance lease;
Wehicles 45,229 24617 70,B48 5420 11,584 17,504 53,342 20%
December 31, 2007 £76.482 151 650 3 e2 12,543 31,746 44,287 Aa6, 875
E'J;I 2}
2006
COET ACCUMULATED DEPRECIATION Wiritten daown
LR R g at Ais at s at value a5 at Rate af
January 1, ﬁf::ﬂw December  January 1, Euh:.rg-l:r for  Decomber December depreciation
T S R T 2006 YR 34,2006 31,2006
L Ll [ LTI TTTRTSTSySPRISTRIRRTIRRIPSTRRSY & 117,11 ) T 1 i 1 e r— mmam -4
Leaze hold land 452600 452,600 - - - 462,600
Building an leaze hald land 22377 22,277 - 1,188 1188 21,089 5%
Fumiture and fixtune 225 4727 &£ 952 B 113 121 4,831 10%s
Compuier equipment 2625 25,375 28,000 110 4,662 4772 23,228 3%
Cifica equipment 426 14,738 15,164 f 516 525 14,638 10%
Wehiches - 2n 27a - 17 17 253 20%
3276 L2 987 533,263 127 G485 G623 526,640
Assets held under
finance laase:
‘Wahickas - 45,229 456,225 . 5,920 5920 40,305 20%
December 31, 2006 3276 516216 579,492 127 12,416 12543 666,649
11.3 Intangible assets
2007
COsT ACCUMULATED AMORTLIATION Writhen down
As at A% at As at A at whlue &5 af Rate of
January 3, DOOWeNS! g ember  Januarg1, SR ROr o omber  December  amortization
2007 (Delations) o, 2007 2007 the year 31, 2007 M, 2007
Rug in 000 %
Compider Sofwans 16,247 28,347 43 55y g9z 11,820 12,812 30,782 3%
2008
COST ACCUMULATED AMORTIZATION Viritten down
Az ai s gk Az mt Ag at value k8 ol Raty of
January 1, m":‘; Decembor  January 1, ES::H:F December  December  amonization
2006 31, 2006 2006 yed 31,2008 M, 2008
Fuapaes in 000 Y
Computer software - 15,247 15,247 - a292 52 14,255 3%
/ L
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2007 2006
12, DEFERRED TAX ASSETS - NET Rupees in "000
Deferred debits arising in respect of
Frovision agains non performing financings vaa -
Prosvision against diminution in wvalue of investments 2,063
Provision against commadity murabaha 8,750 8,750
Pre-commencement expenditung 51,512 G0, 365
Deferred tax assel in respect of minimum tax to be carried forward
and adjusted against tax liability of future years 2427
Tax lozs 233,064
Excess of tax writlen dewn value over accounting net
book value of cwnoed assets - 2665
208,564 1,7a0
Deferred credits arising due to
Fixed assels-leased 257
Tax effects of accalarated depreciation charged for
tax purposes on owned assels 27,408
Tax effect of fwed assels-subject (o djarah 180,566 -
188,631

109,533 71,780
_— s

121 Through the Finance Act 2007, a new seclion 1004 read with the Tth schedule (the Schedule) was insered in the Income
Tax Ordinance, 2001 for the taxation of banking companies. The schedule seeks o simplify the taxation of banking
companies and is applicable from the tax yvear 2008 (financial vear ending on December 31, 2008).

The Tth Schedule does nol confain transitory provisions 1o deal with the dizsallowances made uplo the yvear ended
December 31, 2007, This issue has been taken up with the fax authorities through Pakistan Banks Association for
formulation of transitory provisions 1o deal with the items which were previously treated differently under the then

applicable provisions,

The deferred tax asset on the deductible temporary differences disallowed as @ deduction in the past upto December 31,
2007 is being kept as an assef as the bank iz confident that franaitory provisions would be introdeced to sel out the
mechaniam of claiming where benefit of these allowances can be claimed,

2007 2008
13 OTHER ASSETS Rupees in "000
Frofit § return accrued in local currancy 150,797 3,547
Advances, deposits and prepayments 13.1 55,602 23,209
Advance taxation { paymenis less provision) 5,220 -
Unrealised gain on forwand foreign exchange contracis 4,373 -
Advance against purchase of shares . 10,000
Receivabla in respect of defined benefit plan A2.6 3,148 -
Statianery in hand a52 434

219,902 37.5890
e ————

131 This includes prepaid rent and prepaid insurance amounting to Rs 38.672 million(2006: Rs 17,64 million) and Rs 4. 458
mvillion (2006: Fs 0.527 million) respecinvaly.

14, CONTINGENT ASSETS

There were na contlingent assels as at the balance sheet date,

2007 2006
15, BILLS FAYABLE Rupees in "000
In Pakistan 84, 753 -
Ouside Pakistan - -
98,753 -

e
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16, DUE TO FINANCIAL INSTITUTIONS
In Pakisian .
Ouiside Pakistan GE, 508
55,908
16,1 Particulars of due to financial institutions with respect to currencies
I lacal currency 3
In foreign currency 58,508
58908
16.2  Details of due to financial institutions secured [ unsecured
Ungecimad
Chverdrawn nostio acoounts a8, 208
53,903
16.3 Particulars of due to financial institutions
Shart-term 68,908
Long-larm - -
&8, 508 -
17. DEPOSITS AMD OTHER ACCOLNTS
Customers
Fixed deposits 2,156,105
Savings deposits 1,628,083 -
Current Accounts-non-remunerative R2T B15 -
Margin deposits 5,806 -
4 321,618 -
Financial Institutions
Remunerative depaosgits 231,286 -
Mon-remunerative deposits 4 -
231,290 -
4,552 800
171 Particulars of deposits
In local currency 4 506,593 -
In fargign currancies 48,316 -
4 552 909
18. LIABILITIES AGAINST ASS5ETS SUBJECT TO FINAMCE LEASE
ity 2008
Finanecial Fimancial
Miinkmum leasae charges for Principal Mlinkmum lease charges for F'rlnl:lnfl
payments o e podods  CUDtnding [eyiThE e Sbam oarbods aislstanding
. =—= Rupeas in ")
Hod kater than one year 25 BEs 2316 20640 15,574 4379 11,205
Latar than one year bul
ol later than five years 14873 2804 M G 33810 3,840 25,970
Laler than five yoars - . - . . .
60,829 8220 52,509 48 354 g,118 41 285

The bank has entered into various finance lease arangements in respect of vehicles. The profit rates wsed as the
digocounting factor range between 11.15% 1o 16.32%{2006: 11.15% I 14%) per annum.
/’
g
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18, OTHER LIABILITIES
Foeturn an depasits and barrowings:
- payable in local currency 78,908 -
- payable in foreign currancy 38
Accrued expenses 18.1 20,258 G50
Fayabde to Ermirates Financial Holdings Limited 12,012 12,325
Fayabie to Emirates Global Investments Limited 17,353 18,408
Fayable io Emirates Infernational Heldings Limited 2 500 2 8500
Payable 1o Trust Securities Brokerage Limited 545 619
Fayable against softwars 4 328 -
Retention money 1,601 1,316
Taxation (Provision less payments) - 5443
Branch adjustment account 1,995 »
Security deposit against ifarah 164,134 -
Charity payable 15.2 34094 340
Othars 39,365 5,708

347,741 47,358

18.1  This incledes an accrual of Bs 18 million for the year ended December 31, 2007(2006: nil) in respect of employes bonus
scheme.

19.2 According to the instructions of the Shariah Advisor, any income earmed by ihe bank from Shanah non-compliant
avenues should be donated for charitable purposes direcly by the bank. Accordingly, an amount of Rg 3494 million has
been recognized as charity payvable.

20, SHARE CAPITAL

20,1 Awthorized Capital

2007 2008 2007 2006
Number of shares Rupees in "000
EEP:I!CIDI.'J:DDG 400,000,000 Ordinary shares of Rs 10 each E-.DDDIDI]D 4,000,000

20.2 Issued, subscribed and paid up capital

2007 2006 2007 2008
Number of shares Rupees in "000
Ordinary shares
300,000,000 25,053,300 Fully paid in cash 3,000,000 250,533
= . Issued as bonus shares . =

lzsued for consideration other ihan cash

300,000,000 25,053,300 3,000,000 250,533
I | =
203 The movement in the issued, subscribed and paid-up capital during the year is as follows:
Number of Arnount

shares Rupees in "000

Chpening balance at January 1 25083300 250,533
Right shares issued during the year 274,545, 700 2,749 467
Closing balance at December 31 300,000,00] 3,000,000

o
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Major shareholders as at December 31, 2007 are as follows:;
Name of sharcholder Number of Porcentage of
shares held  shareholding
Sheikh Tarig Bin Faizal Bin Khalid A Qassemi 103,600,000 34 .53%
Mal Alkhaleej Investment LLC 150,000,000 H0.00%
Emirales Fmancial Holding LLC 34,917,000 11 .E4%
mz-!iﬂ.ﬁﬂ 7000 9f.17%
Thee brgak-up of share subscription money as at Decamber 31, 2007 and as al December 31, 2006 is as follows:
2007 2008
Rupees in "(00
Syed Tang Husain 13,100 -
Ernirates Financial Haolding LLC 244 098 321,086
Mal Alkhalesj Investmeni LLC TE0 65T 1.523 764
Sheikh Tarig Bin Faisal Bin Khalid Al Cassami - A55 052
The Bank Of Punjab - 20,000
Cirix Leasing Pakistan Limited - 20,000
1,007 B55 2,238 842
CONTINGENCIES AND COMMITMENTS
Transaction-related contingent liabilities
Guarantess 1,181,066 -
Trade-related contingant liabilities
Letters of cradit 246 840 -
Acceptances 1,520,056 -
Commitments In respect of forward exchange contracts
Purchase S6:0,568 -
Sale 379,285 -
Commitments for the acguisition of operating fixed assets
Commitments in respect of lease of vehicle - 2,047
Te—
Commitments in respect of purchase of propery 400,056 -
Commitments for the acquisition of software license = 8,656
PROFIT ' RETURM EARMED OMN FINAMCINGS, INVESTMENTS AND PLACEMENTS
On financing o
Cuslomerg 115,032 .
Employees 1,836 630
On inestments in
Available for sale securities 83,593 84
On Deposils with banks 30,877 T.051
On placements against commodity murabaha 139,730 8573
O Wakalah transactions A0 -
381,172
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Rupses in 000
23, RETURN ON DEPOSITS AND OTHER DUES EXPENSED
Fedum on deposis and other accounts 120,763
Refurn on other short term borrowings 4,243 -
125,011 -
24, CAPITAL GAIN ON SALE OF SECURITIES
Giain on sale of sukuk certificates 23,147
23,147
25, OTHER IMCOME
Rent on properyf lockers Gz
Recoverny incoma 1,864
Financial advisory fee 18,069
20,400
26. ADMIMISTRATIVE EXFENSES
Salaries, allowances and other staff benefits 157,382 74,287
Caonfribution to defined confribution plan G130 -
Charge for defined benafil plan 327 6,542 -
Rent, taxes, insurance, electricily, elc. 58,028 30,538
Legal and professional charges 2B.1 22107 16,210
Licenze fes 5617 5,757
Communication 14,605 2,017
Brokerage & commission 5,034 1,548
Traveling and conveyance 12,408 2,116
Repairs and maintenance 4473 E7D
Training and developrment 1,366 788
Stationery and printing 4,525 286
Adverisement and publicity 32,34E 3,112
Auditers” remuneration 2B8.2 B38 351
Depreciation 11.2 31,746 12415
Amaodization 11.3 11.820 go2
Security charges 3,348 1,320
Newspaper and periodicals TET -
Financial charges on leased assets 4 554 2,485
Entertainmieznt 4, 324 1,857
Bank charges 1,461 -
Mizcellaneous expenses 2,652 1,444
395,534 159,104

261  Wincludes Shariah adwvisory fee amounting to Rs 1.815 milkon (2008: Bs 1.845 million).

26.2 Auditors' remuneration

Audit fes 400 200
Half yearly review fee 200 &0

Fee for audit of employess’ funds &0 -
Special cerifications 100 50
COut-of-pockel expanses i) 41
834 351

—— -
A,
%"
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27. OTHER. CHARGES Rupess in 000
Penalties imposed by the Stale Bank of Pakistan
- on shoriage of stalutony liquidity requirement &
- on shorage of cash reserve requirement and special cash
resenve requirement against foreign currency deposits 1
)
28. TAXATION
For the year
Curreni 281 (11,861) (6,067
Deferred 38,153 64,102
28,202 28,035
For prior year
curren [137)
Defarred .
{137) -
26,155 25,035

28.1  Provision for current fax includes current tax at the rate of 35 percent on the profit eamed by the bank before the
commeancement of banking business on placements and financing and minimum fax at the rate of 0.5 percent of turnover

of the bank after the commencemeant of banking business,

2007 2008
28.2 Relationship betwean tax expensea and accounting profit Rupeas in "000
Loss before taxation for the year (B3,654) {166,770)
Tax af the applicable lax rate of 35 percant (29,279) (55,369)
Tax effect of permanent differences 1,053 -
Current tax effect due to prior year change 137 -
Cithears 1,934 334

526. 1 55; (58,035)

23 BASIC LOSS PER SHARE

Loss afier taxation for the year sﬁ?:ﬂﬂﬁg {(108.735)
2007 2006
Mumber of shares
Weighted average number of ordinary shares 267,609,019 16,702 200
Rupeess
Basic loss per share iﬂ.21} (0.01)

28.1  There were no convertible dilwtive potential ordinary shares in issue as at December 31, 2006 and 2007,

2007 2008
Rupees in "000
li CASH AMD CASH EQUIVALENTS
Cash and balances with treasury banks 581,301 4
Balances with other banks 419,737 51,060
1,411,038 51,103
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STAFF STRENGTH

Permanent

Temparary / on confracieal basis

Daily wagers

Congultants

Bank's own staff strength at the end of the year
Outsourced

Total Staff Stremgth

DEFIMED BEHEFIT PLAN

General description

ek lant BB Fone|

2007 2006

Number

226 o7

d 2d

3 4

233 123

o8 -

331 123

Az mentioned in node 5.5 the bank operates funded gratuity scheme for all its permanent employees. The benefits under
the gratuity scheme are payvable on retirgment a1 the age of 60 or earlier cessation of service, in lump sum, The benefit is
equal 1o one moenth’s Fast drawn salary for each compleled yaar of service, subject o a minimum af three Yaars af

sendice,

Frincipal actuarial assumptions

The latest actuarial valuation was carried cut 8s at December 31, 2007 using the "Projected Unit Credit Actuarial Cost

hethod”. The main assumplions used for actuarial valuaticn were as follows:

Discownt rate
Expecled rate of increase in salaries

Expecied rate of refurn on plan assets

Recenciliation of [receivablelpayable to defined benefit plan

Present value of defined benefit obligations
Fair value of any plan assets

Met actuarial gains or losses not recognised
Fasl service cost nol recognised

Mowvement in defined benefit obligation

Obligation at the beginning of the yesr
Current service cost

Interast cost

Fasi service cost

Benefils paid

Actuarial (gain)f loss on obligation
Obligation at the end of the year

Movameant in fair value of plan assets

Fair value at the baginning of tha year
Expected return on plan assels
Contribution to the fund

Benefits paid

Actuarial gain/ (loss) on plan assels
Fair valua at the and of the year

2

2007 2008
Per annumm

1054 -
10% -
10% -

2007 2006
Rupeaes in 000

8,541 -
{10,167) .
(214) -
{1,603) -

(3,148)

5,156
321 .
3,207 -

157 -

8,841 -

1339
10,080

62)

10,167 -

2/
7%
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326 Movement in (receivablefpayable to defined benefit plan Rupees in '000
Opening balance -
Charge for the year &,042
Bank's contribution to the fund made during the year (10,090}
Closing balance {3, 148)
32.7 Charge for defined benefit plan
Current senvice cost 5156 -
Interesy cos 321 -
Expected return on plan assets (139) -
Fast servios cosi 1,604
6,942 -
J2.8  Actual return on plan assets
Expected refurmn on plan assels 135
Actuarial gain/ (lass) on plan assels 152)
7V =
329 Components of plan assets as a percentage
of total plan assats 2007 Yo 2005 Vo
Rupees in "000 Rupees in ‘000
Bank Balances 10,167 100 - .
10,167 -
—_—— [ . ]

Based on the recommendation of the actuary the bank intends 1o charge an amount of Rs 9,185 million in the financial
stataments for the year ending December 31, 2008,

33 DEFINED CONTRIBUTION PLAM

The bank also operates a recognised contribulory provident fund for all permanent employees. Equal monihly
contributions are made, both by the bank and the employees, 1o the fund at a rate of 10 percent of basic salary.

2007 2006
Rupees in "000
Contribution frem the Bank 6,130 -
Contribution from the employes 5,130 -
12,280
3. COMPENSATION OF DIRECTORS AND EXECUTIVES
President / Chief Executive Directors Executives
2007 2006 2007 2005 2007 2008
Rupees in ‘000

Manageral remunaration 8,835 4,047 - - 37,368 20,435

Charge for defined benafit pland 463 - 2,137 -

Feowsa rent allowance
Contribution fo defined

contribution plan a4 - - - 3,338 -

Rent and house maintenance 4,481 2414 = - 11,208 -
Litilities allowance Ba4 805 - . 3,737 2,043
Medical allowance 894 g0 - - aTar 2,043
Bonus 3047 4,382 . - 8,410 3,576
Caonveyance 230 367 . = 5,722 3,283
EDI'JE-‘H 16,520 = - 76,658 31,380
Mumber of persons i i 7 7 43 30

e
In addiion to the above, the bank also provides cars o certain employees for their own usa. ,-'r
/7
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38,

381

FAIR WVALUE OF FINANCIAL INSTRUMENTS

Fair wvalue is the amount for which an asset could be exchanged, or a hatulily selfled, between knowledgeable willing
parties in an arm's length fransaction,

In the opinion of the management, the fair value of the financial assets and liabilities are not significantly different from
their carrying values since assels and liabilities are gither shor ferm in nature or in the case of investment in sukuk
cerificales, customer financings and deposits are frequently repriced,

The repricing profile, effective rales and maturily are stated in note 40 to these financial statemenis

SEGMENT DETAILS WITH RESPECT TO BUSINESS ACTIVITIES

For the year ended December 31, 2007

Corporate
Finance/Ca Retail
mmercial Banking Treasury Others
Banking
- (Rupeas in "(00)
Tatal income 115,796 16,646 292,588 19,805
Tatal expenszes 156 BO0 107,284 28917 235,588
Het income [/ (loss) (41,004) (90,638) 26367 (215,633)
Segmeni return on assets (ROA) (38) 14.00% 13, 50% 14, 50% 5.50%
Segment cost of funds (50) B.20% 6.80% 10.50% 0.00%%
Asg at December 31, 2007
Corporate
Finance/Co Retail
mmarcial Banking Treasury Gthers
Banking
[(Rupeaas in "000) -
Segment aszets (gross of NPL provisions) 1,889 360 00,334 5 05E, TED 1,185,021
Segment non performing loans (MPL) - - - =
Segment provision required against MPL - = = -
Segment liabilies 2,630,072 2,300,168 65,508 122,772

Comparative information in respect of segment details is not relevant as the bank staried its operations in the curreni

Ve,

TRUST ACTIVITIES

The bank iz not engaged in any significant frust actiities. However, the bank acts as secunty agent for some of the
Sukuk issues and Syndicale 1slamic Structured Finances thal the bank had arranged andfor distributes on behalf of its

customers.
RELATED PARTY TRANSACTIONS

The bank has related parly relationship with is associaled undertaking (refer note 9.4), employee benefit plan {refer nate
32) and its directors and key managemen! personne.

Key management personnel are those persons having authority and responsibilily for planning, directing and controlling
the activities of the bank.

Confributions to and acoruals in respect of staff refirement benefit plan are made in accordance with the acluarial
valuations / terms of the confribution plan (refer nole 32 to these financial statemenis for the dedails of the plan).
Remuneration lo the exsculives, disclosed in note 34 (o these financial stalements are determined in accordance with the

terms of thair appaintment. %

/)
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38.2 Details of transactions with related parfies during the year, olher than those which have been disclosed elsewhere in

these financial statemenis, are as fallows:

Subseriplion money
Ab Jangary 1,
Received during tha yaar

Alatment of shares
Al Dacamber 31,

Financings

At January 1,
Disbursed during year
Repasd dwning the year
A% Decembar 31,

Deposits
Al January 1,

Disbursed during year
Ripakd during the year
Al Decambar 31,

QOther payable

AL January 1,
Desbursed during year
Fepaid during the year
At Decamber 31,

Mher Balancoes

Prafil receivable an financing

Irvestments

Provision for diminution in
value of investmant

Febwm payable an deposit

Transactions, Income and expenses
Prodit eamed on financing

Felurn aon deposils expenses

Salaries and allcwancas

39, CAPITAL ADEQUACY

39.1 Capital Managemeant

Total Associstes Kay managwmunt
personnel
2007 2006 2007 2006 2007 2006
—- Rupaes in ‘000
2,195 042 19903 1,844 850 19,103 J5E 092 -
1517380 2431347 abBR03s 1,825,747 518 285 G5 595
{2,709 467) (250,503) {1649 150) = (850, 287} (220,503
1,007855 2,199,942 od THE 1,844 850 13,100 55,092
[ ——— D —
22 ddad 1,600 - 22 444 1,600
ERG32 21 485 9,878 76 956 21,485
{3,489 (241} 417 (2072} 1841]
107 587 22 444 8,259 R 328 22,444
3658716 - 158 855 - 205 850 -
(288 3E1) - {114,243) {185,138) ]
E5 335 = 45813 20,722 =
33,852 33,564 33 B52 35,584 =
- 997 9497 -
(1,432) {708 {1432} (F0d) -
32420 33,852 32 4230 33,852 -
104 - 1049 -
52,200 - 52,200 - -
5 894 - 5,804 - : -
a1e B33 - 1ES
1,687 436 L] 1,108 456
1,746 . 1,308 438 -
42 Sl 1,503 - 42903 1,903

The objective of managing capital is to safeguard the bank's ability to continue as a going concem, so that it could
continue fo provide adequate returns to shareholders by pricing products and sernvices commensurately with the level of
risk. It is the policy of the bank to maintain a sirong capital base so0 as fo mainiain investor, creditor and market
confidence and to sustain future development of the business. The impact of the level of capital on sharehaldars’ return
is also recognized and the bank recognizes the need to mainiain a balance between the higher returns that might be
possible with grealer gearing and the advantages and security afforded by a sound capital positson,
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Goals of managing capital
The goals of managing capital of the bank are a3 follows:

= Tobean appropriately capitalized institution, as defined by regulatory authortes and comparable to the peers:

- Mainiain strang ratings and to protect the bank against urexpecioed events;

- Availabilly of adequate capifal st a reasonable cost so as o enable the bank {o expand; and achieve law overall
cost of capital with appropriate mix of capital elements.

Statutory minimum capital requirement and management of capital

The State Bank of Pakistan vide circular no, & dated Ociober 28, 2005 had raised the requirement of minimum paid up
capital of banks 1o Rs & billion (net of losses) to be achieved upte December 31, 2009 in a phased manner. The
requirement in respect of minimum paid up capital {net of losses) to be achieved by December 31, 2007 as per the
aforementionad circular is Fs 4 billion. However, as at December 31, 2007, the pald up capital (net of losses) of the bank
amounted to Rs 2,811.7 millien. The Board of Direciers in their meefing held on August 22, 2007 had approved to
increase the paid up capital of the bank from Rs 3 billion to Ra 4.5 billion through a right issue. Howewver, only an amouwni
of Rs 1,007 855 million had been recaived upto December 31, 2007 in respect of the right isswe.

The State Bank of Pakistan vide its leter no . BSDYSU-1/808/104/2008 dated January 16, 2008 advised the managerment
to meal the capital requirement of Rs 4 bilion nol later than January 31, 2008, Consequeantly, the Board of Directors in
their mesting held on January 29, 2008 had approved to allel shares to the members in respect of the share subscriplion
money amounting o Bs 1,239,428 milllon received upto the date of the mesting. Accondingly, the paid-up capital of the
bank subsequent 1o the year ended December 31, 2007 has been increased 1o Rs 4,239,428 million.

Bank's regulatory capital analyzed into two tiers.

Tier 1 capital, includes fully paid up capital (including the bonus shares), balance in share premiom account, general
reserves as per the financial statemenis and net un-appropriated profits, etc after deduciions for investmenis in the eguity
af subsidiary engaged in banking and financial activities and deficit on revaluation of available for sale invesiments.

Tier 2 capital, includes general provisions for lpan osses (up o a maximum of 1,253 nisk welghted asaeis), reserves on
the revaluation of fixed asseis and eguity investments (up 1o a maximum of 50% the balance in the related revaluation
resendes), foreign exchange translation reservas), etc.

The Capdtal of the bank is managed keeping in view the minimum “Capital Adequacy Ratio® required by SBPF through
BSD Circular No. & daled Oclober 28, 2006. The adequacy of the capital is tested with reference to the risk-weighted

assets of the Bank,

The required capital adequacy ratio (8% of the risk-weighted assels) is achieved by the bank through impraverent in the
asset guality at the existing velume level, ensuring beffer recovery management and siriking compromise proposal and
setiloment and compaosition of assat mix with low risk, Banking operations are calagorized as either trading book or
banking book and risk-weighted assets are determined according o specified requirements of the State Bank of Pakistan
that seek to reflect the varying levels of risk attached fo assets and off-balance sheet exposures. The total nsk-welghted
exposures comprise the credit risk and market risk.

The calculation of Capital Adequacy enables the bank to assess the long-term soundness. As the bank carrigs on the
business on a wide areas network basis, it is critical that it is able to continuously moniter the exposure across the entire
arganization and aggregate the risks so as to fake an integrated approach ! view.

The allocation of capital between specific operations and activities is, fo a large extent driven by the optimization of the
raturn achieved on the capital allocated. Although maximization of the return on risk-adjusted capital is the principal basis
wsed in determining how capital is allocated within the bank to particular operations or activities, it is not the sole basis
used for decision making. Account also is taken of synergies with other cperations and activities, etc. and the fit of the
activity with the bank's long lerm strategic objectives. The bank has complied with all externally imposed capital
requirements throughout the period. Further there has been no material change in the bank’s management of capital
during the period.
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The risk weighted assels to capial ratio, calculated in accordance with the State Bank's guidelines on capifal adequacy

was as follows:

Regulatery Capital Bage
Tier ! Capital
Shamehclders Capitallassigned Capital
Shafe subscriplion money
Rosarves
Unagprogriaed § unremitied profits (Mot of Losses)
Less: Adjustments
Totad Trer | Capifal

Tier N Capifal
Subordinated Debl (upte 507 of iolal Tier | Capital)
General Provisions subject 1o 1.25% of Tatal Risk Weighted Assets
Revaluation Resere jupta 5059%)

Total Tier ¥ Capital

Eligible Tier N Capital
Total Regulatory Capital

Risk-Weighted Expesures

Credif Risk
Balanca Sheat Hems:-
Cash and ather liquid Assets
Maney at call
Invasiments
Financing
Fioed Asgats
Ciher Assels

Of Balance Shesd ifems

Loan Repayment Guaraniess

Purchase and Resale Agreemanis

Perfomance Bonds etc

Revolving wndersriting Commameanls

Stand By Latters of Cradit

Apcaplances

CQutstanding Foreign Exchanga Contragcts
-Purchaze
Sala

Coredit risk-waighled exposures

Markat Risk

Gepneral marked risk

Spechic markel Risk

Capital charge for faresgn axchange risk
Market risk-seighled exposuras
Tastal 1)

Capifal Adeguacy Ratio [ {a} / (B) x 100)
Notes

Naole Falir)
Rupees in'000
2000000
1,007 B55
{188,300)
3,818,555
2.138
2,158
(a] 5,821,603
TR AT
2007
Book Value Risk Adjusted
Walue
Rupees im "000
1,411,028 83,5947
1,350,000 1,190,400
2275123 271,742
Z,621.525 2452 6GR2
B53. 864 951,864
329,925 324,705
8,641,475 5275940
1,178,566 BE1. 450
2,500 -
2i, B0 118,453
1,525,856 1,240,565
5E0 568 g5t
Jra.246 1,706
3 BO7 836 2,223,185

00,125

137 885
137,885
7538020

S0.04%

Weighlages as menfioned in BSD eircular na, 12 dated August 25, 2004 kave been applied bo their respective "book valee” to Brmive &l

“rigk values",

The amount of cash margine and deposils hald against pedormance bonds, accaplancas and standby letter of credit aggregates

A= 9.806 million has bean deductad.

Lien an depasit amaunting to Rs 609,035 milon held against guarantes, letter of credit and acceplances has been deducted.

Comparalive information in respect of risk weighted assets to capital ratio i nol relevani az the bank started its

operalions in the current year,
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RISK MANAGEMENT

This seclion prasants information about EGIBL s exposure to and its management and control of risks, in paricular the
primary fisks associatad with ils use of financial instrumeants:

- Credit risk is the risk of loss resulting from client or counterpary defaull

- Market risk is exposure lo markel variables such as interest rates, exchange rates and equily indices

- Leguickity risk s the nisk that EGIBL may be unable o mest itz payment obligations when due

- Crperational risk is the risk of loss resulling from inadequate or failed internal processes, people and systems or

from axternal events, and therefore includes legal risk

Fepresentations of nsk are for a given period and EGIBEL's risk management will consfanily evalve as ils business
acliviies change in respanse (o credit, marked, preduct and other develepments. The bank manages the risk throwgh a
framework of risk managemeant, pelicies and prnciples, organizational struclures and risk measusement and monitering
processes that are clogely aligned wilh the business activities of the bank.

Risk managament principles

- The board of directors {the Board) provides overall risk management supervision. The Board risk management

committes regularly monifors the bank's risk profile,
The bank has sel up objectives and policies 1o manage the risks that arise in connection with the bank's aclivities.
The risk management framework and policies of the bank are guided by specific objectives to ensure that
comprehensive and adequate risk management policies are eslablished to mitigate the salient risk elements in the
operations of the bank,

- The establishment of the overall financial risk management objectives is consistent and tandem with the siralegy
ta create and enhance shareholders value, whilst guided by a prudent and robust framework of risk management
policies.

- The struciure of risk managemeant function is closely aligned with the arganisational struciure of the bank.

Risk management organisation

The Board of Direclors through its sub-committee called '‘Board Risk Management Commiltes’ (ERMC) oversees the
overall risk of the bank. Tha Risk Management Depariment (RMD) is the organizational arm performing the functions of
identifiing, measuring, monitoring and controlling the various risk and assists the Apex level committes and the various
sub-committees in conversion of policies into action.

The Board Risk managemenl commilles comprises of three non executive directors and the Chiefl Risk Officer. One of
the non executive directors of the bank chairs the nsk management commilies, which s responsible for planning,
management and control of the aforementioned risks of the bank,

The Board Risk management committee has delegated some of its tasks of risk management to sub committees which
are as follows:

Hame of the committes Chaired by
Credil commitlees President & CEO
Asset and liability managemeani committee [ALCO) President & CEDQ
Audit commities Mon executive director

Credit commitlee is responsible for approving and monitoring all financing transactions and also the overall quality of
the financing portfolio, For this purpose it has formulated credit policy so as to effectively monitor the risk profile of the
bank's asset portfolio and to ensure strict adherence o the Slate Bank of Pakistan's Prudential Regulations, Banking
Companies Ordinance, 1962 and any other regulatory reguirement,

The Board has consfituted an audit commitiee. The audit committes works ta ensura that the best practices of the code
of corporate govermance and other policies and procedures are being complied with.

The bank's risk management, compliance and internal audit and legal depariments support the risk management
funcfion. The role of the risk management depariment is fo quantify the risk and the gquality and integrity of the bank's
risk-ralated data. The compliance depariment ensures that all the directives and guidelies issued by State Bank of
Pakistan (SBP} are being complied with in order to mitigate the compliance and operational risks. Intermal audit
department reviews the compliance of internal control procedures with internal and regulatory standards. ,-"

g
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40.1.1

40.1.1.1

Credit risk

Credil risk is he nsk of loss o EGIBL a5 a resull of failure by a chient or counterparty 1o meet ils confraciual obligations
Exposure 10 credil risks for the bank arises primarily from lending aclivilies,

The management of credil nsk is governed by credil palicies approved by the board. The procedures set gut the
relevant approval aulhorities, limit, risks, credit ratings and other matters involved in order to ensure sound credit
graniing sfandards.

The bank has a well defined credit struciure duly approved by the board under which delegated authorifies al various
levels are gperating and which crilically scrufinize and sancton credit, The emphasis is to provide shor to medium term
trade refated financings to reputable names, which are sell iguidating and sharlah compliani. The risk appraizal system
of the bank has emablad if to build 8 sound porfolio,

The bank classifies a claim as impaired if it considers it likely that it will suffer a loss on that claim as a result of the
abligor's inability to meet its commitments (including profit payments, principal repayments or other payments due) after
realizatron of any available collateral. Allowances of provisions are determmined in accordance with the requirements of
SBP. The authanty 1o establish allowances, provisions and credit valuation adjustments for imgaired claims, is vested in
Credit Adminisiration Depariment and is according 1o SBP regulations. Defails are given in note 10 io these financial
statements,

SEGMENTAL INFORMATION

Segments by class of business
2007

Contingencies and
Commitments

Rupeas Parcent Rupeeas Parcent Rupaas Percent

Advances [Gross) Deposits

ir "000 in 000 im "ooo
Agriculture, Foresiry, Huenling and Fishing 3,346 0.13% s02 0.01% - 0.00%
Mining and Quarrying 258,015 9.84% 823,326 18.08% 100,000 2.33%
Tedile 276,751 10.56% 40,703 0.B5% 22,651 0.53%
Chemical and Pharmaceulicals H2 GaA 2.39% 112,352 2.4T% 23,780 0.55%
Metal indusires 11,903 0.45% ] 0.00% 74,803 1.74%
Printing and stationery - 0.00%% G651 0.01% - 0.00%
Manufacturing - 0.00% 388 0.01% . 0.00%
Ceamant - 0.00% - 0.00% 2,500 0.06%
Sugar 202,146 T.71% - 0.00% - 0.00%
Footwear and Leather garments - 0.00% - 0, 00% - 0.00%
Automaobile and fransportation equipment - 0.00% 11,900 0.26% 14,020 0.33%
Electronics and electrical appliances - 000 %, - 0,00 %% - 0.00%
Consiruction 68,976 283%  6BO.TTO 14.95% 400,056 89.31%
Power [electricity), Gas, Waler, Sanitary 25 000 0.85%, - 0.00%% - 0.00%
Wholesale and Retail Trade 408,716 15.59% 1,616 0.04% 37.804 0.85%
Exponisfimports 341,374 13.02% 3,840 0.08% 2,364,202 55.01%
Transport, Storage and Communication 3,23 0.12% - 0.00% 43,838 1.02%
Financial 338,812 12.95% 231,290 5.DB% g39,854 21.87%
Insurance 817 0.03% . 0.00% - 0.00%
Senvices 20,960 D805 605,614 13.30% 3,032 0.07%
Individuals 331,886 12.66% 384,058 8.56% 164,975 3.84%
Staff 150,783 S.75% 153,630 3.37T% - 0.00¢%
COthers 115,321 4.40% 1.496.454 32.87T% 106,087 2.47T%

2,621,525 100.00% 4,552 5049 100.00% 4.287,712 100.00%

&
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40.1.1.2 Segment by sector

Publicd Governamenl
Private

40.1.2

2007
. Contingencies and
Advances Deposits Commitments
Rupeas Percent Rupeas Percent Rupees Parcent
in ‘000 in "000 in 000

- .00 GO0 - 0.00%
2,621,525 100.00% 4,552,900 100.00% 4207712 100.00%
2821525 100.00% 4, 852 009 100.00% 4287 712 100, 00%

Details of non-performing advances and specific provisions by class of business segment and sector

The bank does not have any non-perorming financings as al December 31, 2007 and accordingly no specific provision

is held,

40,12 GEOGRAPHICAL SEGMEMT AMALYSIS
The bank conducts is operation in Pakistan only,

40.2 Market Risk
Market risk is the risk of losses due to on and off balance sheet positions arsing out of changes in the market prices.
Market risk mainly arses from frading activities undertaken by the bank's treasury. It also includes investment and
structured positions in the banking book. Te manage and confrol market risk a well defined limits structure is in place.
These limils are reviewed, adjusted and approved periodically.
The bank has established a Treasury Middle Office 1o effectively monitor day-io-day frading activities of the dealing
reom. It has to ensure monitoring and implemeniation of market risk and olher policies, limits moniforing, escalation of
any deviation to senior management, and MIS reporling, elc.

40,21 Foreign Exchange Risk

007 2006 -
Assets  Llabllitles shoot CUFFENCY Assets  Liabilitles shoot currency
ttems eXpOSUne ltems EXEOSLne
FRupees in "000 Rupess in 000
Pakizslan rupéas 8908 744 50068655  [185534) I TIE551 2448 298 BB G24 - 2355674
United States dodlar 16,564 100,312 48 247 {34 ER1) a - - s
Greal Britain pound 10.EG1 8,790 - 1,101 - . - -
Esre 5258 5,154 136,687 136,784 - - - -
B8941475 5121,920 - 3,819,555 2,448 FOR 88, 624 2,350,674

Foreign exchange risk arises from the fluctuation in the value of financial instruments consequent to the changes in
foreign exchange rates. The bank manages this risk by setting and moniloring dealer, currency, inter expoasures, stop
lozs and counter party limits for on and off balance sheat financial instruments,
The exposures of the bank to foreign exchange risk is also restricted by the statutory limit on aggregate exposure
prescribed by the State Bank of Pakistan.

40.2.2  Equity position risk

Equily position risk is the risk arising from taking positions, in the trading book, in the equities and all insirumenis thal
have a market behaviour similar 1o equities.

Ciounter parties limits, as also fixed by the State Bank of Pakistan, are considered to limit risk conceniration. The bank

invests in those equities which are Shariah compliant as advised by the Shariah adviser.

11
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MR (Froirates Global |
g |_ Islamic Bank )

See the Light

a1, DATE OF AUTHORIZATION

Thise hinancial siatemants weare aulharized for issus ,}..-l E HAR Eﬂ“ﬂl thie Board of Directars of the bank,
42, GENERAL

421  Comparatives

Comparative information has baen re-clasaiied, re-arranged or additionally imcorporated in ihese financial statements as
followes

Fg 2252 million has been re-classified from receivable against cammaodily murabaha { Due from fimancial instdulonsg) o
prodit £ redurn accrued in local currency | Odher Assets .

Ra 250533 million has bean re-classified from ssee of share capltal’ o ‘receipt of share subserdption maonay' in the cash
flow statemen.

42,2 Figures have been rounded off to the nearest thousand rupees.

o —— T

d:ﬂ‘?ﬁnt I Chief Executive - Director irector or

&
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