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Corporate Profile

Board of Directors Auditors of the Management Company
Punjab Modaraba Services (Pvt.) Ltd.
Hameed Chaudhry & Co.

Khalid Siddiqg Tirmizey Chairman Chartered Accountants
Aamir Malik Chief Executive
Khawaja Farooq Saeed Director Bankers
Nadeem Amir Director
ljaz ur Rehman Qureshi Director The Bank of Punjab
Mahboob-ul-Hassan Director Bank Alfalah Limited
Chief Financial Officer & Company Secretary Registrar
Mudassar Kaiser Pal Hameed Majeed Associates (Pvt) Ltd.
H.M. House, 7-Bank Square,
Audit Committee The Mall,Lahore
Tel:(+92-42) 37235081-2
Khawaja Farooq Saeed Chairman
Nadeem Amir Member Registered Office
ljaz ur Rehman Qureshi Member
BOP Tower, 1st Floor, 10-B Block E-Il, Main
Human Resource Committee Boulevard, Gulberg lll, Lahore.
Postal Code No. 54600
Mahboob-ul-Hassan Chairman PABX: (+92-42) 35783676
Nadeem Amir Member Fax: (+92-42) 35784068
Aamir Malik Member E-mail: info@punjabmodaraba.com.pk

URL: www.punjabmodaraba.com.pk
Auditors of the Modaraba

Delloite Yousuf Adil
Chartered Accountants
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Our Vision

Connect the Community to
Islamic Mode of Financing.

Our Mission

We have committed
to progressively
enhance fully
researched Islamic
Financing Products
and shall continue to
meet our customers’
needs.
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Financial Highlights
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Products of
First Punjab Modaraba

= |jarah

= Murabaha
= Musharaka

= Fast Processing
* No Pre-payment penalty
= Option to choose Tenure

= Hassle Free
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Six Years at a Glance

(Amounts in ‘000)

BALANCE SHEET

Authorized Capital 500,000 500,000 500,000 500,000 500,000 500,000
Equity:

Issued, Subscribed & Paid Up Capital 340,200 340,200 340,200 340,200 340,200 340,200
Reserves 127,366 151,347 198,613 204,119 209,697 215,447
Loss on re-valuation of Investment - - - - - -
Un-appropriated Profit (436,490) (398,817) (368,096) (362,587) (358,247) (352,254)
Total 31,076 92,730 170,717 181,732 191,650 203,394
Liabilities:

Redeemable Capital 301,000 100,000 100,000 100,000 400,000 400,000
Musharikah Arrangements 971,664 896,954 734,133 955,925 1,101,205 1,193,495

Morabaha Arrangements - - - - - -
Diminishing Musharikah - - - - - -
Accrued, Deferred & Other Liabilities 264,214 234,733 200,890 189,704 180,964 195,971

Total 1,536,879 1,231,687 1,035,024 1,245,629 1,682,169 1,789,466
Total Equity & Liabilities 1,567,955 1,324,417 1,205,741 1,427,361 1,873,819 1,992,860
Operating Assets:
ljarah Assets 519,560 351,330 203,641 208,430 178,858 225,738
Defferred tax - 25,373 38,175 48,144 56,069 61,834
Musharikah Investment 89,689 131,704 127,510 458,781 889,074 896,722
Morabaha Investment 477,384 378,566 364,378 309,143 276,995 275,416
Sub Total 1,086,633 886,973 733,704 1,024,498 1,400,996 1,459,710
Other Assets:
Assets in own use 53,051 10,584 9,914 9,914 2,561 3,390
Investment in Subsidiary - - - - 50,000 76,500
Shares-Available for sale 9,351 9,353 9,816 10,309 - -
Deposits, Prepayments &
other receivables 328,401 353,343 340,397 352,570 378,509 406,090
Cash & Bank Balances 90,519 64,166 111,910 30,065 41,753 47169
Sub Total 481,322 437,446 472,037 402,858 472,823 533,149
Total Assets 1,567,955 1,324,419 1,205,745 1,427,356 1,873,819 1,992,860
PROFIT & LOSS ACCOUNT
Operating Income 339,695 263,244 339,520 135,358 167,525 166,204
Other Income 7,558 34,291 13,685 4124 6,114 10,749
Total Income 347,252 297,535 353,205 139,482 173,639 176,954
Operating Expenses 318,611 148,518 187,461 58,813 66,948 52,658
Financial Charges 139,612 86,972 63,171 57,792 79,970 93,504
Management Fee - 3,102 4,103 1,716 2,672 3,079
Total Expenses 458,223 238,592 254,735 118,321 149,590 149,241
Profit before Taxation (10,970) 58,943 98,470 21,161 24,048 27,713
Taxation (651) 15,353 (3,938) 6,371 3,836 1,041
Profit for the year (110,319) 74,296 94,532 27,532 27,884 28,754
DISTRIBUTION:
Cash Dividend(%) - 5.00 5.00 5.00 5.00 5.00
Bonus (%) - - - - - -
RATIOS:
Breakup Value (Rs.) 0.91 2.73 5.02 5.34 563 5.98
Earning per Certificate (Rs.) (3.28) 218 2.78 0.81 0.82 0.85
Return on Equity (Rs.) (359.19) 80.12 55.37 15.15 14.55 1414
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Chairman’s Review

The year under consideration was full of economic as well as political challenges including weakening of
Pak Rupeeg, rising inflation and interest rates and volatile capital market. The operations of the Modaraba
remained under control and posted slight increase in after tax profits, which stood at Rs. 28.754 million as
compared to previous year's Rs. 27.884 million. An earning per certificate of Rs.0.85 was achieved against
Rs.0.82 last year. Greater challenges are expected to face in the next financial year as companies across
all sectors are bearing higher cost of operations amid the prevailing political uncertainty. The dividend
pay-out of the Modaraba remained consistent with the recent history.

The Modaraba represents a financially sound, fast growing and sustainable financial services group
led by The Bank of Punjab. It serves our country, community, and people, both clients and employees
with integrity and best possible service. We are also mindful about environment impact and ensure our
transactions do not affect the environment or the society in a negative way. The responsibility about
social uplift of the society and compliance with Shariah principles are basic part of Modarana’s vision
and mission. We understand that the respective roles of the Board and the Management are equally
important and each have their contribution towards successful performance of the Modaraba The Board
has inculcated its vision in the policy making, while the Management has delivered results by operating
within a risk management policy framework approved by the Board.

The Board of Directors comprises of professionals with diversified backgrounds and rich experiences in the
field of banking, finance, taxation, risk assessment and regulatory side. The Board received appropriate and
adequate management reports for their decisions which were discussed by Board members openly and
freely. The members deliberated on various matters presented to the Board in their meetings. The annual
review of Board performance in respect of its effectiveness and performance was carried out on a self-
assessment basis. The assessment is based on a well-defined questionnaire that encompasses the basic
principles of fairness, integrity and accountability with prime focus to enhance Modaraba’s performance.
The Board greatly appreciates the continuous guidance and support extended by the Registrar Modaraba
and Securities & Exchange Commission of Pakistan and looks forward to the same in future as well.

October 08,2018 g

KHALID S. TIRMIZEY
Chairman

Annual Report 201 8/Page 8
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Directors’ Report

The Board of Directors of Punjab Modaraba Services (Pvt.) Limited, the Management Company of First
Punjab Modaraba (the Modaraba) is pleased to present the 25th Directors’ Report of the Modaraba,
together with audited financial statements and auditors’ report for year ended June 30, 2018.

Composition of the Board

During the year under review, the Board comprised of following directors:

Mr. Khalid Siddiqg Tirmizey Chairman
Khawaja Farooq Saeed Director
Mr. Nadeem Amir Director
Mr. ljaz ur Rehman Qureshi Director
Mr.Mahboob —ul-Hassan Director
Mr. Aamir Malik Chief Executive

Economic Outlook and Future Prospects

According to the economic review given by the State Bank of Pakistan, the real GDP Growth maintained
its upward trajectory, with a benign inflationary environment. However, deterioration in external balances
and high fiscal deficit remained a major source of concern.

On remedial side, immediate concerted efforts could be made to rationalize fiscal expenditures given the
tax relief measures approved in budget FY19. In the medium term, reforms would be needed to expand
tax base besides enhancing efficiency of the existing system. Simultaneously, there is a need to arrange
external financing in the short term. Also, more policy measures are required to contain the widening trade
deficit. It is now more crucial to resolve structural issues affecting exports competiveness.

Principal activities and performance of Modaraba

The Modaraba is a perpetual and multi-dimensional Modaraba and is primarily engaged in the business of
ljarah, Musharikah and Morabaha financing, equity investment and other related businesses in accordance
with the injunctions of Islam.

The Modaraba remained successful in maintaining its growth trend by increase in total assets, certificate
holders’ equity and lending portfolio. The profitable operations were continued on sustainable basis. A net
profit of Rs.28.754 million resulted in recording earning per certificate of Rs.0.85 while the breakup value
per certificate increased to Rs.5.98. The newly established Brokerage Company is improving gradually
with expectation of break-even very soon.

On the basis of improved financial health and performance of the Modaraba during last five years, the
Registrar Modaraba, Securities & Exchange Commission of Pakistan granted permission to raise funds
from Institutions through issuance of Certificates of Musharikah (COMs). The issuance of COMs will provide
an opportunity to Modaraba to bring enhancement and diversification in its funding sources.

Going forward, procurement of fresh assets and recovery from non-performing assets will remain priority
of the Modaraba. However, the rising trend in policy rate owing to general macroeconomics policy toward
stabilization and fiscal consolidation may decelerate domestic credit demand.

Annual Report 2018
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Financial Results
The financial results of the Modaraba are summarized below:

Profit / (Loss) for the year
Un-appropriated Profit — Brought Forward
Other Comprehensive Income

Profit available for appropriation

Appropriations:

Transfer to statutory reserve

Final dividend @ 5.00% (2017: 5.00%)

17,010,000

Un-appropriated profit / (loss) — Carried Forward

Earning per certificate - Rs.

Profit Distribution and transfer to reserves

2018 2017
Rupees Rupees
28,754,066 27,884,873
(358,246,791) (362,587,234)
- (957,455)
28,754,066 27,884,873
5,750,813 5,576,975
17,010,000
(352,253,538) (358,246,791)
0.85 0.82

The Board at its meeting held on October 08, 2018 has approved cash dividend of Rs.0.50 per certificate
and transfer of Rs.5,750,813 to statutory reserve for the year ended June 30, 2018, out of the profit earned.

FPM Financial Strength Rating

The Pakistan Credit Rating Agency (Pvt.) Limited (PACRA) has maintained long term rating of “A-" and
short term rating of “A2" with “Stable” outlook, based on annual and interim review.
Corporate and Financial Reporting Framework.

-\/

-\/

-\/

The financial statements, prepared by the
management of the Modaraba, present its state
of affairs fairly, the result of its operations, cash
flows and changes in equity;

Proper books of account of the Modaraba have
been maintained;

Appropriate accounting policies have been
consistently applied in preparation of financial
statements and accounting estimates are based
on reasonable and prudent judgment;
International Financial Reporting Standards,
as applicable in Pakistan, have been followed
in preparation of financial statements and any
departures there from have been adequately
disclosed and explained;

The system of internal control is sound in design
and has been effectively implemented and
monitored;

There are no significant doubts upon the
Modaraba’s ability to continue as a going
concern;

There has been no material departure from
the best practices of corporate governance, as
detailed in the listing regulations.

There were no principal risks or uncertainties
facing the Modaraba.

There were no significant changes that have

Annual Report 201 8/Page 10

occurred during the financial year concerning
the nature of the business of the Modaraba or
its subsidiary

There were no material changes and
commitments affecting the financial position
of the Modaraba which have occurred between
the end of the financial year of the Modaraba to
which the financial statement relates and the
date of the report

Key operating and financial data of the
Modaraba for the last six years in summarized
form is annexed:

There are no outstanding demands of statutory
payments on account of taxes, duties, levies and
charges as at 30 June 2018, except for those
disclosed in financial statements.

Name of Directors No. of Meetings

Attended
Mr.Khalid Siddig Tirmizey 3
Khawaja Farooq Saeed 4
Mr. Nadeem Amir 4
Mr. Tarig Magbool 1

The value of investments of the staff provident
fund, based on un-audited accounts, was
Rs.5,185,573/- as at 30 June, 2018.

vV During the year, five meetings of the Board of
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Directors were held. Attendance by each director
was as follow:

Name of Directors No. of Meetings

Attended
Mr. Khalid Siddiq Tirmizey 4
Khawaja Farooq Saeed 4
Mr. Nadeem Amir 5
Mr. Mahboob-ul Hassan 1
Mr. ljaz-ur-Rehman Qureshi 5
Mr. Aamir Malik 5

V Leave of absence was granted to the Directors,
who could not attend the Board meetings.

VvV No change was made in the Board of Directors
during the year..

VvV During the year, four meetings of the Audit
Committee were held. Attendance by each
member was as follow

Name of Directors No. of Meetings
Attended

Khawaja Farooq Saeed 4
Mr. Nadeem Amir 4
Mr. ljaz-ur-Rehman Qureshi 4

Vv No change was made in the Audit Committee
during the year.

VvV No amount was paid by the Modaraba to any
of the directors for attending meetings of the
Board of Directors and Audit Committee. The
management company paid an amount of
Rs.200,000/- to one of the directors.

VvV The pattern of the holding by the certificate
holders is included in this annual report.

vV No trades in certificates of the Modaraba were
carried out by the Directors, Executives or their
spouses and minor children during the year
ended June 30, 2018.

Role of Certificate-Holders

The Board aims to ensure that the Modaraba's
certificate holders are kept informed about major
developments affecting the Modaraba's state
of affairs. To achieve this objective, information
is communicated to certificate holders through
quarterly, half-yearly and annual reports. The Board
appreciates certificate-holders’ active participation
at annual review meeting to ensure high level of
accountability.

Auditors

M/s EY Ford Rhodes, Chartered Accountants,
in compliance of proviso of Clause 34(1) of the
Listed Companies (Code of Corporate Governance)
Regulations, 2017, have been appointed auditors
of the Modaraba for financial year ending June 30,
2019, subject to the approval of Registrar Modaraba.

Compliancewiththe Code of Corporate Governance

The requirements of the Listed Companies (Code
of Corporate Governance) Regulations, 2017,
relevant for year ended June 30, 2018 have been
duly complied with and any exceptions have been
disclosed in the Statement of Compliance with the
Best Practices of Corporate Governance.

Statement of Ethics and Business Practices

The Board has adopted a Code of Conduct that
sets out core values relating to lawful and ethical
conduct of business. All employees have a copy of
this code of conduct and are expected to observe
high standards of integrity and fair dealing in
relation to customers, staff and regulations.
This forms a part of the Modaraba’s compliance
structure.

Social, Ethical and Environmental Responsibilities

The Board is conscious of social, ethical and
environmental matters and is planning for its
continued participation in these areas of public
interest.

Acknowledgments

The Board greatly appreciates the continuous
guidance and support extended by the Registrar
Modaraba and Securities & Exchange Commission
of Pakistan and looks forward to the same in future
as well.

For and on behalf of the Board

A“//l - ( P

/)

(Aamir Malik)
CHIEF EXECUTIVE
Lahhore: October 08, 2018

(Nadeem Amir)
DIRECTOR
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Statement of Compliance
Statementof Compliance with Listed Companies (Code of Corporate
Governance) Regulations, 2017

The company has complied with the requirements of the Regulations in the following manner:

1. The total number of directors are SIX as per the following:
a. Male: Six
b. Female: Nil

2. The composition of Board is as follows:
a) Independent Directors Khawaja Farooq Saeed
b) Other Non-executive Director Mr. Khalid Siddig Tirmizey
Mr. Nadeem Amir
Mr. ljaz ur Rehman Qureshi
Mr.Mahboob —ul-Hassan
c) Executive Directors Mr. Aamir Malik

3. The directors have confirmed that none of them is serving as a director on more than five listed
companies, including this company (excluding the listed subsidiaries of listed holding companies
where applicable).

4. The company has prepared a Code of Conduct and has ensured that appropriate steps have
been taken to disseminate it throughout the company along with its supporting policies and
procedures.

5. The Board has developed a vision/mission statement, overall corporate strategy and significant
policies of the company. A complete record of particulars of significant policies along with the
dates on which they were approved or amended has been maintained.

6. All the powers of the Board have been duly exercised and decisions on relevant matters have
been taken by Board as empowered by the relevant provisions of the Act and these Regulations.

7. The meetings of the Board were presided over by the Chairman and, in his absence, by a director
elected by the Board for this purpose. The Board has complied with the requirements of Act
and the Regulations with respect to frequency, recording and circulating minutes of meeting of
Board.

8. The Board of directors have a formal policy and transparent procedures for remuneration of
directors in accordance with the Act and these Regulations.

9. During the year, the Board did not arrange any training program for its directors.

10. The Board has approved appointment of CFO, Company Secretary and Head of Internal Audit,
including their remuneration and terms and conditions of employment, however the CFO and
Company Secretary is the same person. The Modaraba is in the process of appointing separate

person as Company Secretary.

1. CFO and CEO duly endorsed the financial statements before approval of the Board.

Annual Report 2018 /Page 17
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12.

13.

14.

15.

16.

17.

18.

The Board has formed committees comprising of members given below:

a) Audit Committee

Mr. Khawaja Farooq Saeed Chairman
Mr. Nadeem Amir Member
Mr. ljaz ur Rehman Qureshi Member

b) HR and Remuneration Committee

Mr. ljaz ur Rehman Qureshi Chairman

Mr. Nadeem Amir Member

Mr. Aamir Malik Member
c) Risk Management Committee

Mr. ljaz ur Rehman Qureshi Chairman

Mr. Nadeem Amir Member

Mr. Aamir Malik Member

The terms of reference of the aforesaid committees have been formed, documented and
advised to the committee for compliance. However, there is no independent Director on Human
Resource Committee.

The frequency of meetings (quarterly/half yearly/ yearly) of the committee were as per following:

Committee Meetings held
a) Audit Committee Quarterly
b) HR and Remuneration Committee Yearly

c) Risk Management Committee WO

The Board has set up an effective internal audit function which is considered suitably qualified
and experienced for the purpose and is conversant with the policies and procedures of the
Modaraba.

The statutory auditors of the Modaraba have confirmed that they have been given a satisfactory
rating under the quality control review program of the ICAP and registered with Audit Oversight
Board of Pakistan, that they or any of the partners of the firm, their spouses and minor children
do not hold shares of the company and that the firm and all its partners are in compliance with
International Federation of Accountants (IFAC) guidelines on code of ethics as adopted by the ICAP

The statutory auditors or the persons associated with them have not been appointed to provide
other services except in accordance with the Act, these regulations or any other regulatory
requirement and the auditors have confirmed that they have observed IFAC guidelines in this
regard.

We confirm that all other requirements of the Regulations have been complied with.

{
KHALID S. TIRMIZEY
Chairman
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Review Report to the Certificate Holders
on Statement of Compliance with Best Practices of Code of
Corporate Governance

We have reviewed the enclosed Statement of Compliance with the Listed Companies (Code of
Corporate Governance) Regulations, 2017 (the Regulations)prepared by the Board of Directors of
Punjab Modaraba Services (Private) Limited (the Management Company) of First Punjab Modaraba
for the year ended June 30, 2018 in accordance with the requirements of regulation 40 of the
Regulations.

The responsibility for compliance with the Regulation is that of the Board of Directors of the
Management Company. Our responsibility is to review whether the Statement of Compliance reflects
the status of the Management Company’s compliance with the provisions of the Regulations and
report if it does not and to highlight any non-compliance with the requirements of the Regulations.
A review is limited primarily to inquiries of the Management Company’s personnel and review of
various documents prepared by the Management Company to comply with the Regulations.

As a part of our audit of the financial statements we are required to obtain an understanding of the
accounting and internal control systems sufficient to plan the audit and develop an effective audit
approach. We are not required to consider whether the Board of Directors’ statement on internal
control covers all risks and controls or to form an opinion on the effectiveness of such internal
controls, the Management Company corporate governance procedures and risks.

The Regulations require the Modaraba to place before the Audit Committee, and upon
recommendation of the Audit Committee, place before the Board of Directors for their review
and approval, its related party transactions and also ensure compliance with the requirements of
section 208 of the Companies Act, 2017. We are only required andhave ensured compliance of this
requirement to the extent of the approval of the related party transactions by the Board of Directors
upon recommendation of the Audit Committee. We have not carried out procedures to assess and
determine the Company’s process for identification of related parties and that whether the related
party transactions were undertaken at arm'’s length price or not.

Based on our review, nothing has come to our attention which causes us to believe that the Statement
of Compliance does not appropriately reflect the Modaraba's compliance, in all material respects,
with the requirements contained in the Regulations as applicable to the Modaraba for the year
ended June 30, 2018.

Further, we highlight below instances of non-compliance with the requirements of the Regulations
Code as reflected in the note reference where these are stated in the Statement of Compliance.

S.No. | Note Reference | Description

(i) 10 Chief Financial Officer and Company Secretary are the same person.

(i) 13 There is no independent director on Human Resource Committee.

Delloite Yousuf Adil
Chartered Accountants
Lahore Audit Engagement Partner
October 08, 2018 Rana M. Usman Khan
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First Punjab Modaraba

Notice of Book Closure & Annual Review
Meeting

The Certificate Holders are hereby notified that the Certificate Transfer Books shall remain closed
from 23-10-2018 to0 29-10-2018 (both days inclusive), for the purpose of entitlement of Cash Dividend
and attending Annual Review Meeting. All transfers received in order upto close of business hours on
October 22, 2018 with our Registrar’s office, M/s. Hameed Majeed Associates (Pvt.) Ltd., H.M House,
7-Bank Square, The Mall, Lahore, will be considered in time.

The Annual Review Meeting of the Certificate holders will be held at 3:00 pm on Monday, October
29, 2018 at Noor Jahan Banquet Hall, 10-A, Aibak Block, Main Boulevard, New Garden Town, Lahore
to review the performance of the Modaraba for the year ended June 30, 2018 in terms of Prudential
Regulation No.11, Part IV for Modarabas.

The annual audited financial statements of the Modaraba for year ended June 30, 2018 are also
available on Modaraba’s website: www.punjabmodaraba.com.pk.

By the Order of Board of Directors

Mudassar Kaiser Pal
Company Secretary
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Pattern of Certificate Holders
as at June 30, 2018

Number of Shareholdings Total No. of Percentage of
Share Holders From To Share Held Total Capital
929 1- 100 41143 0.12
1387 101 - 500 383,638 113
1036 501 - 1000 842,926 2.48
567 1001 - 5000 1,256,167 3.69
103 5001 - 10000 766,876 2.25
28 10001 - 15000 359,343 1.06
28 15001 - 20000 503,772 1.48
17 20001 - 25000 391,499 115
7 25001 - 30000 192,553 0.57
4 30001 - 35000 132,418 0.39
4 35001 - 40000 148,068 0.44
4 40001 - 45000 170,000 0.50
4 45001 - 50000 198,000 0.58
1 50001 - 55000 51,000 0.15
2 55001 - 60000 115,000 0.34
3 65001 - 70000 206,050 0.61
4 70001 - 75000 293,900 0.86
1 75001 - 80000 80,000 0.24
3 80001 - 85000 250,500 0.74
1 85001 - 90000 87,000 0.26
3 95001 - 100000 296,500 0.87
3 105001 - 110000 322,786 0.95
1 10001 - 115000 111,000 0.33
1 115001 - 120000 117,923 0.35
1 130001 - 135000 135,000 0.40
1 150001 - 155000 151,000 0.44
1 170001 - 175000 175,000 0.51
1 175001 - 180000 178,500 0.52
5 195001 - 200000 996,144 2.93
1 220001 - 225000 225,000 0.66
2 295001 - 300000 600,000 176
1 320001 - 325000 325,000 0.96
1 350001 - 355000 351,000 1.03
1 365001 - 370000 367,500 1.08
1 640001 - 645000 642,223 1.89
1 1165001 - 170000 1,166,100 3.43
1 1265001 - 1270000 1,265,777 3.72
1 1870001 - 1875000 1,874,500 5.51
1 4925001 - 4930000 4,928,500 14.49
1 5230001 - 5235000 5,232,194 15.38
1 8085001 - 8090000 8,088,500 23.78
4,163 34,020,000 100.00
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First Punjab Modaraba

Categories of Certificate Holders
as at June 30, 2018

Categories of Certificates Percentage

Share Holders No. of Held
Certificates Holders

Individuals 4,104 13,593,060 39.9561

ASSOCIATED COMPANIES, UNDERTAKING
AND RELATED PARTIES

THE BANK OF PUNJAB 4,788 0.0141
PUNJAB MODARABA SERVICES (PVT) LTD. 8,088,500 23.7757
TRUSTEE-THE BANK OF PUNJAB EMPLOYEES GRATUITY FUND 4,928,500 14.4871
PUNJAB MODARABA SERVICES (PVT) LTD. 5,232,194 15.3798
4 18,253,982 53.6566
MUTUAL FUNDS 2
SECURITY STOCK FUND LTD. 3,100 0.0091
PRUDENTIAL STOCKS FUND LIMITED 100 0.0003
2 3,200 0.0094

Directors, Chief Executive Officer and their

spouse and minor children (o) (o) o
Executives (o) (o) o
Public Sector Companies and Corporations 1 400 0.0012

Banks, Development Financial Institutions,
Non Banking Financial Institutions,

Insurance Companies,

Takaful, Modarabas and Pension Funds. 19 1,650,687 4.8521
Others 33 518,671 1.5246
GRAND TOTAL 4,163 34,020,000 100
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Independent Auditors’ Report to the
Certificate Holders

We have reviewed the enclosed Statement of Compliance with the Listed Companies (Code of
Corporate Governance) Regulations, 2017 (the Regulations)prepared by the Board of Directors of
Punjab Modaraba Services (Private) Limited (the Management Company) of First Punjab Modaraba
for the year ended June 30, 2018in accordance with the requirements of regulation 40 of the
Regulations.

The responsibility for compliance with the Regulation is that of the Board of Directors of the
Management Company. Our responsibility is to review whether the Statement of Compliance reflects
the status of the Management Company’s compliance with the provisions of the Regulations and
report if it does not and to highlight any non-compliance with the requirements of the Regulations.
A review is limited primarily to inquiries of the Management Company’s personnel and review of
various documents prepared by the Management Company to comply with the Regulations.

As a part of our audit of the financial statements we are required to obtain an understanding of the
accounting and internal control systems sufficient to plan the audit and develop an effective audit
approach. We are not required to consider whether the Board of Directors’ statement on internal
control covers all risks and controls or to form an opinion on the effectiveness of such internal
controls, the Management Company corporate governance procedures and risks.

The Regulations require the Modaraba to place before the Audit Committee, and upon
recommendation of the Audit Committee, place before the Board of Directors for their review
and approval, its related party transactions and also ensure compliance with the requirements of
section 208 of the Companies Act, 2017. We are only required andhave ensured compliance of this
requirement to the extent of the approval of the related party transactions by the Board of Directors
upon recommendation of the Audit Committee. We have not carried out procedures to assess and
determine the Company’s process for identification of related parties and that whether the related
party transactions were undertaken at arm’s length price or not.

Based on our review, nothing has come to our attention which causes us to believe that the Statement
of Compliance does not appropriately reflect the Modaraba’s compliance, in all material respects, with
the requirements contained in the Regulations as applicable to the Modaraba for the year ended June
30, 2018.

Further, we highlight below instances of non-compliance with the requirements of the Regulations
Code as reflected in the note reference where these are stated in the Statement of Compliance.

a) in our opinion, proper books of accounts have been kept by the modaraba company in respect
of First Punjab Modaraba as required by the Modaraba Companies and Modaraba (Floatation
and Control) Ordinance, 1980 (XXXI of 1980), and the Modaraba Companies and Modaraba
Rules, 1981;

b) in our opinion:

(i) the balance sheet and profit and loss account together with the notes thereon have
been drawn up in conformity with the Modaraba Companies and Modaraba (Floatation
and Control) Ordinance, 1980 (XXXI of 1980) and the Modaraba Companies and
Modaraba Rules, 1981, and are in agreement with the books of accounts and are further
in agreement with accounting policies consistently applied, except for the changes as
stated in note 3.1, with which we concur;
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Page 25



OASRVee
7,

2
<
z
]
7
g

2,

(i

PUNJAG,
&

First Punjab Modaraba

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

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

in our opinion and to the best of our information and according to the explanations given
to us, the balance sheet, profit and loss account, statement of comprehensive income, cash
flow statement and statement of changes in equity together with the notes forming part
thereof conform with approved accounting standards as applicable in Pakistan, and, give the
information required by the Modaraba Companies and Modaraba (Floatation and Control)
Ordinance, 1980 (XXXI of 1980), and the Modaraba Companies and Modaraba Rules, 1981, in
the manner so required and respectively give a true and fair view of the state of the Modaraba'’s
affairs as at 30 June 2017 and of the profit, its comprehensive income, 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 Modaraba and deposited in the Central Zakat Fund established
under section 7 of that Ordinance.

Lahore: Delloite Yousuf Adil
October 08, 2018 Chartered Accountants

Audit Engagement Partner
Rana M. Usman Khan
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Annual Shari'ah Advisor’s Report

| have conducted the Shari‘ahreview of First Punjab Modaraba managed by Punjab Modaraba Services
(Pvt.) Limited for the financial period ended June 30, 2018 in accordance with the requirements of
the Shari'ah Compliance and Shari‘ah Audit Mechanism for Modarabas and report that in my opinion:

i the Modaraba has introduced a mechanism which has strengthened the Shari'ah compliance,
in letter and spirit and the systems, procedures and policies adopted by the Modaraba are in
line with the Shari‘ah principles;

ii Staff Training

* All products are being executed through product policy manual (PPMs) which has been
vetted by the Shari‘ah Advisor. Before vetting certain changes were proposed and
discussed with management which was incorporated in the product policy manual (PPMs).

*  For the effective execution of Products, Shari‘ah Advisor arranged a training session to
acquaint the staff members with process.

V.  the agreement(s) entered into by the Modaraba are Shari'ah compliant and the financing
agreement(s) have been executed on the formats as approved by the Religious Board of SECP
and all the related conditions have been met;

v Charity amount has been disburced to Charity organization.
Conclusion:

To the best of my information and according to the explanations given to me, the business
transactions undertaken by the Modaraba and all other matters incidental thereto are in
conformity with the Shari‘ah requirements as well as the requirements of the Prospectus,
Islamic Financial Accounting Standards as applicable in Pakistan and the Shari‘ah Compliance
and Shari‘ah Audit Regulations for Modaraba.

Mufti Tayyab Amin
Shariah Advisor

MUFTI TAYYAB AMIN
SHARIAH ADVISOR
FIRST PUNJAB MODARABA

August 20, 2018
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Unconsolidated Balance Sheet

As at 30 June 2018

ASSETS
Non current assets

Tangible fixed assets

- ljarah assets

- Assets in own use

Intangible assets

Shares available for sale

Investment in subsidiary

Long term musharikah investment - secured
Long term morabaha investment - secured
Long term deposits

Deferred tax

Current assets

Short term morabaha investment - secured
Current maturity of long term investments

Note

Q2ZpwoNO n

13
14

Advances, deposits, prepayments and other receivables 15

ljarah rental receivable
Tax refundable
Cash and bank balances

TOTAL ASSETS

EQUITY AND LIABILITIES

Capital and Reserves
Authorized certificate capital
50,000,000 modaraba certificates of Rs. 10 each

Issued, subscribed and paid-up certificate capital
Reserves

Non current liabilities

Security deposits
Long term musharikah finance secured

Current liabilities

Current maturity of security deposits

Deferred morabaha income

Redeemable capital - participatory and unsecured
Profit payable

Trade and other payables

Unclaimed profit distribution

Provision for taxation

Contingencies and commitments
TOTAL EQUITY AND LIABILITIES

Oy = 4

Chief Financial officer
Punjab Modaraba Services
( Private ) Limited

Chief Executive
Punjab Modaraba Services
( Private ) Limited
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16
17

18
19

20
21

22
23

24
25

26

/1

Director
Punjab Modaraba Services

2018 2017

Rupees Rupees
225,737,910 178,857,852
2,489,560 2,261,365
900,000 300,000
76,500,000 50,000,000
442,297,062 498,621,872
17,509,825 5,564,055
692,900 692,900
61,834,231 56,068,827
827,961,488 792,366,871
253,021,469 248,704,746
459,309,170 413,179,367
106,086,472 85,391,781
295,654,829 288,766,810
3,657,066 3,657,066
47,169,012 41,752,816
1,164,898,018 1,081,452,586
1,992,859,506 1,873,819,457
500,000,000 500,000,000
340,200,000 340,200,000
(136,806,043) (148,550,109)
203,393,957 191,649,891
21,029,947 6,476,650
1,193,495,035 1,101,205,546
1,214,524,982 1,107,682,196
91,501,375 12,632,222
5,118,043 2,181,896
400,000,000 400,000,000
21,538,172 19,581,961
39,476,576 24,152,979
16,361,577 15,253,486
944,824 684,826
574,940,567 574,487,370
1,992,859,506 1,873,819,457

( Private ) Limited

\\\,7 />\\ }Ir/ /

N
Director

Punjab Modaraba Services

( Private ) Limited




First Punjab Modaraba

NG,

A SERV
R e,
S %

o°

=T

=

Income
ljarah rentals
Profit on morabaha investment

Expenses
Operating expenses

Depreciation on ljarah assets
Finance cost

Taxation

Profit for the year

Ny —\

T

Chief Financial officer
Punjab Modaraba Services

( Private ) Limited

Profit on musharikah investment
Gain on disposal of assets
Other income

Operating profit before provision and impairment

(Reversal) of provision for morabaha investment
Impairment (reversal) on ijarah assets
Impairment charged / (reversal) on musharikah investment 9.2
Other provisions

Operating profit after provision and impairment

Modaraba Company’s management fee

Earnings per certificate - basic and diluted

b

s
Chief Executive

Punjab Modaraba Services

( Private ) Limited

Unconsolidated Profit and Loss Account
For the Year Ended 30 June 2018

The annexed notes from 1to 41 form an integral part of these financial statements.

Note 2018 2017
Rupees Rupees
271 64,436,275 78,739,059
27.2 4,799,112 7,561,338
27.3 95,305,505 75,098,141
274 1,663,497 6,126,171
28 10,749,347 6,114,293
176,953,736 173,639,002
29 35,350,651 29,373,862
51 37,541,161 42,444,032
30 93,503,603 79,970,079
166,395,415 151,787,973
10,558,321 21,851,029
13.3 - (1,633,352)
16.1 (20,286,896) (235,982)
52,825 (3,000,000)
15.3 - -
(20,234,071) (4,869,334)
30,792,392 26,720,363
31 (3,079,239) (2,672,036)
27,713,153 24,048,327
32 1,040,913 3,836,546
28,754,066 27,884,873
33 0.85 0.82
A V74
,;xv_w ‘L
Director Director

Punjab Modaraba Services

( Private ) Limited

Punjab Modaraba Services

( Private ) Limited
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Unconsolidated Statement of Comprehensive Income

For the Year Ended 30 June 2018

2018 2017
Rupees Rupees

Profit for the year 28,754,066 27,884,873
Items that may be reclassified to profit and loss
Other comprehensive income for the year

Transfer of revaluation of available for sale investment - 957465
Items that may not be reclassified to profit and loss
Total comprehensive income for the year 28,754,066 26,927,418

The annexed notes from 1to 41 form an integral part of these financial statements.

p Pt
Chief Financial officer Chief Executive Director
Punjab Modaraba Services Punjab Modaraba Services Punjab Modaraba Services
( Private ) Limited ( Private ) Limited ( Private ) Limited
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First Punjab Modaraba :

Unconsolidated Cash Flow Statement
For the Year Ended 30 June 2018

Note 2018 2017
Rupees Rupees

Cash flow from operating activities
Cash generated from operations 37 59,697,550 115,792,470
Profit paid on redeemable capital (25,219,861) (14,131,506)
Profit paid on musharikah finance (66,327,531) (59,807,920)
Income tax paid (4,464,493) (4,361,661)
Net cash (used in) / generated from operating activities (36,314,335) 37,491,383
Cash flow from investing activities
Fixed capital expenditure (1,007,246) (1,969,248)
Purchase of intangibles (600,000) -
Proceeds from disposal of TREC, room and shares - 24,266,394
Proceeds from fixed assets 1,150,500
Investment in subsidiary (26,500,000) (50,000,000)
Investment in musharikah - net (7,700,303) (427,293172)
Net cash used in investing activities (34,657,049) (454,996,026)
Cash flow from financing activities
Finances under musharikah arrangements - net 92,289,489 145,280,052
Redeemable capital - 300,000,000
Profit distribution to certificate holders (15,901,909) (16,087,587)
Net cash generated from financing activities (76,387,580) (429,192,465)
Net increase in cash and cash equivalents 5,416,196 11,687,822
Cash and cash equivalents at the beginning of the year 41,752,816 30,064,994
Cash and cash equivalents at the end of the year 47169,012 41,752,816

The annexed notes from 1to 41 form an integral part of these financial statements.

(\\T N\ {(»14 \/ \ W/’:

Director
Punjab Modaraba Services
( Private ) Limited

Chief Executive
Punjab Modaraba Services
( Private ) Limited

Chief Financial officer
Punjab Modaraba Services
( Private ) Limited

\\\) ﬁ\'\. }I/ /

N
Director

Punjab Modaraba Services
( Private ) Limited
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First Punjab Modaraba

Unconsolidated Statement of Changes in Equity

For the Year Ended 30 June 2018

Balance as at 1 July 2016

Profit for the year

Other comprehensive income for the year

Total comprehensive income for the year
Statutory reserve
Transaction with Certificate
Holders of Modaraba
Final dividend for the year ended

30 June 2016 @ Rs. 0.5 per certificate

Balance as at 30 June 2017

Total comprehensive income for the year

Statutory reserve

Transaction with Certificate
Holders of Modaraba
Final dividend for the year ended
30 June 2017 @ Rs. 0.5 per certificate

Balance as at 30 June 2018

Certificate Capital Accumulated
Capital Reserves Loss Total
Rupees Rupees Rupees Rupees
340,200,000 204,119,707 (362,587,234) 181,732,473
- - 27,884,873 27,884,873
- - (957,455) (957,455)
- - 26,927,418 26,927,418
- 5,576,975 (5,576,975) -
- - (17,010,000) (17,010,000)
340,200,000 209,696,682 (358,246,791) 191,649,891
- - 28,754,066 28,754,066
- 5,750,813 (5,750,813) -
- - (17,010,000) (17,010,000)
340,200,000 215,447,495 (352,253,538) 203,393,957

The annexed notes from 1to 41 form an integral part of these financial statements.

Ny —\

w M

Chief Financial officer
Punjab Modaraba Services

( Private ) Limited ( Private)
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First Punjab Modaraba

Unconsolidated Notes to the Financial Statements
For the year ended June 30, 2018

1. Status and nature of business

First Punjab Modarba (the Modaraba) was formed under the Modaraba Companies and
Modaraba (Flotation and Control) Ordinance, 1980 and rules framed there under and is
managed by Punjab Modaraba Services (Private) Limited (wholly owned subsidiary of The
Bank of Punjab), a company incorporated in Pakistan. The registered office of the Modaraba
is situated at office No 100, 4th floor, Mega Tower, Main Boulevard Gulberg, Lahore. The
Modaraba commenced its operations on 23 December 1992. The Modaraba is listed on Pakistan
Stock Exchange.

The Modaraba established its wholly owned subsidiary on November 29, 2016 as a private
limited Company under the name of Punjb Capital Securities (Pvt) Limited. The registered office
of Punjab Capital Securities (Pvt) Limited is situated at 3rd Floor, LSE Plaza, 19-Khayabane
Aiwane Igbal, Lahore. The Company is mainly engaged in the business of brokerage services,
portfolio management and consultancy services.

The Modaraba is a perpetual and multi-dimensional Modaraba and is primarily engaged in the
business of ljarah, Musharikah and Morabaha financing, equity investment and other related
businesses in accordance with the injunctions of Islam.

These financial statements are the separate financial statements of the Modaraba in which
investments in subsidiary are accounted for on the basis of direct equity interest rather than
on the basis of reported results. Consolidated financial statements are prepared separately.

2. Basis of preparations
21 Statement of compliance

These financial statements have been prepared in accordance with approved accounting
standards as applicable in Pakistan. The accounting and reporting standards applicable
in Pakistan comprise of International Financial Reporting Standards (IFRS) issued by the
International Accounting Standards Board (IASB) as notified under the Companies Act 2017,
the Islamic Financial Accounting Standards (IFASs) issued by the Institute of Chartered
Accountants of Pakistan, the requirements of the Modaraba Companies and Modaraba
(Floatation and Control) Ordinance, 1980. The Modaraba Companies and Modaraba Rules
1981, Prudential Regulations for Modaraba and the directives issued by the Securities and
Exchange Commission of Pakistan (SECP). Wherever provisions of and directives issued
under the Companies Act, 2017, the Modaraba Companies and Modaraba (Floatation and
Control) Ordinance 1980, the Modaraba Companies and Modaraba Rules, 1981, Prudential
Regulations for Modaraba and the Islamic Financial Accounting Standards (IFASs) differ
from the IFRS Standard, the provision of and directives issues under the Companies Act,
2017 the Modaraba Companies and Modaraba (Floatation and Control) Oirdinance, 1980,
the Modaraba Companies and Modaraba Rules,1981. Prudential Regulations for Modaraba
and the Islamic Financial Accounting Standards (IFASs) have been followed.

The SECP, Special compliance Division, vide circular no. 10 of 2004 dated February 13, 2004
deferred the application of IAS 17 ‘Leases’ to Modarabas till further orders.

2.2 Basis of measurement
These financial statements have been prepared under the historical cost convention.
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First Punjab Modaraba

2.3 Functional and presentation currency

These financial statements are presented in Pakistan Rupees which is also the Modaraba's

functional currency. All financial information presented in Pakistan Rupees has been
rounded to the nearest rupee.

3 New accounting standards / amendments and IFRS interpretations that are effective for the
year ended June 30, 2018.

The following standards, amendments and interpretations are effective for the year ended
June 30, 2018. These standards, interpretations and the amendments are either not relevant

to the Company’s operations or are not expected to have significant impact on the Company’s
financial statements other than certain additional disclosures.

The Companies Act, 2017 (the Act) has also brought certain changes with regard to preparation
and presentation of annual and interim financial statements of the Company. These changes

also include change in respect of recognition criteria of surplus on revaluation of fixed assets,
change in nomenclature of primary statements,etc.

Further, the disclosure requirements contained in the fifth schedule to the Act have been
revised, resulting in the:

- elimination of duplicative disclosures with the IFRS disclosure requirements; and

- incorporation of siginificant additional disclosures.

31 New accounting standards / amendments and IFRS interpretations that are not yet
effective

The following standards, amendments and interpretations are only effective for accounting
periods, beginning on or after the date mentioned against each of them. These standards,
interpretations and the amendments are either not relevant to the Modaraba’s operations

or are not expected to have significant impact on the Modabara’s financial statements
other than certain additional disclosures.

Effective from accounting period
beginning on or after:

Amendments to IFRS 2 ‘Share-based Payment’

Clarification on the classification and measurement of January 01,2018

share-based payment transactions

IFRS 4 ‘Insurance Contracts: Amendments regarding An entity choosing to apply the

the interaction of IFRS 4 and IFRS 9. overlay approach retrospectively
to qualifying financial assets does
so when it first applies IFRS 9. An
entity choosing to apply the deferral
approach does so for annual periods

beginning on or after January 07,
2018.
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IFRS 9 ‘Financial Instruments’ - This standard will
supersede IAS 39 Financial Instruments: Recognition
and Measurement upon its effective date.

Amendments to IFRS 9 ‘Financial Instruments’ -
Amendments regarding prepayment features with
negative compensation and modifications of financial
liabilities

IFRS 15 ‘Revenue’ - This standard will supersede |IAS 18,
IAS 1, IFRIC 13, 15 and 18 and SIC 31 upon its effective
date.

IFRS 16 ‘Leases’: This standard will supersede IAS 17
‘Leases’ upon its effective date.

Amendments to IAS 19 ‘Employee Benefits’
- Amendments regarding plan amendments,
curtailments or settlements.

Amendments to IAS 28 ‘Investments in Associates and
Joint Ventures’ - Amendments regarding long-term
interests in an associate or joint venture that form part
of the net investment in the associate or joint venture
but to which the equity method is not applied.

Amendments to IAS 40 ‘Investment Property”
Clarification on transfers of property to or from
investment property

IFRIC 22 ‘Foreign Currency Transactions and Advance
Consideration” Provides guidance on transactions
where consideration against non-monetary prepaid
asset / deferred income is denominated in foreign
currency.

IFRIC 23 ‘Uncertainty over Income Tax Treatments”:
Clarifies the accounting treatment in relation to
determination of taxable profit (tax loss), tax bases,
unused tax losses, unused tax credits and tax rates,
when there is uncertainty over income tax treatments
under IAS 12 ‘Income Taxes".

January 01, 2018

January 01, 2019

July 01, 2018

July 01,2019

July 01, 2019

January 01, 2019

January 01, 2018. Earlier
application is permitted.

January 01, 2018. Earlier
application is permitted.

January 01, 2019

Certain annual improvements have also been made to a number of IFRSs.

Amendments to |IAS 7 ‘Statement of Cash Flows' -
Amendments as a result of the disclosure initiative

Amendments to IAS 12 ‘Income Taxes’ - Recognition of
deferred tax assets for unrealised losses.

Effective from accounting period
beginning on or after:

January 01, 2017

January 01, 2017
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Accounting Standard (IFAS) 2

SECP vide its circular no. 10 of 2004 dated 13 February 2004 had deferred, till further orders, the
applicability of International Accounting Standard (IAS) 17 “Leases” on Modarabas with effect
from 1July 2003 and advised the management companies of Modarabas that they may continue
to prepare the financial statements of the Modarabas without applying the requirements of IAS
17 to the Modarabas. However, the requirements of IAS 17 were considered for the purpose of
leasing transactions (net investment in finance lease, assets given on finance lease, liabilities
against assets subject to finance lease, and assets obtained on finance lease) entered into by
the Modaraba upto 30 June 2008. From 1 July 2008, all new lease transactions (both for assets
given and assets obtained) are being accounted for in accordance with the requirements of
IFAS 2 as explained hereunder. Islamic Financial Accounting Standard 2 ‘ljarah’ issued by the
Institute of Chartered Accountants of Pakistan was adopted by the Securities and Exchange
Commission of Pakistan (SECP) vide SRO 431(1)/2007 dated 22 May 2007. During the year ended
30 June 2009, SECP vide its letter no. SC/M/RW/SC/2009 dated 9 March 2009, directed that
the Modaraba Management Companies may apply the accounting treatment of IFAS 2, only to
the leasing (ljarah) transactions entered on or after 1 July 2008. Under the above IFAS 2, the
‘ljarah’ transactions are accounted for in the following manner:

1-  Mustajir (lessors) presents the assets subject to ljarah in their statement of financial
position according to the nature of the asset, distinguished from the assets in own use.

2- Costs, including depreciation on the assets given on ljarah, incurred in earning the ljarah
income are recognised as expenses.

3- ljarah income is recognised in income on an accrual basis as and when the rental becomes
due, unless another systematic basis is more representative of the time pattern in which
the benefit of the use derived from the leased asset is diminished.

Consequently, in preparation of these financial statements the Modaraba has accounted for
leasing transactions executed before 1 July 2008 as finance leases consistent with prior years
and has treated the leasing transactions executed on or after 1 July 2008 in accordance with the
requirements of IFAS 2.

Other than the aforesaid standards, interpretations and amendments, the International
Accounting Standards Board (IASB) has also issued the following standards which have not
been adopted locally by the Securities and Exchange Commission of Pakistan:

- IFRS1 First Time Adoption of International Financial Reporting Standards
- IFRS14 Regulatory Deferral Accounts
- IFRS 17 Insurance Contracts

3.2 Significant accounting estimates and judgments

The preparation of financial statements in conformity with the approved accounting
standards requires the management to make estimates, judgments and assumptions
that affect the reported amounts of assets and liabilities, income and expenses. It
also requires the management to exercise judgment in application of the Modaraba's
accounting policies. The estimates, judgment and associated assumptions are based on
the management’s experience and various other factors that are believed to be reasonable
under the circumstances. These estimates and assumptions are reviewed on an on-going
basis. Revisions to accounting estimates are recognized in the period in which the estimate
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is revised if the revision affects only that period, or in the period of revision and future
periods if the revision affects both the current and future periods. The areas where various
assumptions and estimates are significant to the Modaraba'’s financial statement or where
judgment was exercised in the application of accounting policies are as follows:

3.21 Depreciation/Amortization

Estimates of residual values, useful lives and depreciation methods of fixed assets in
own use and ljarah assets (note 5)

3.2.2 Provision against non-performing loans and advances
The Modaraba reviews its portfolio to assess amount of non-performing contracts
and provision required there against on a quarterly basis. The provision is made
in accordance with the prudential regulations issued by Securities and Exchange
Commission of Pakistan.

3.2.3 Income taxes

The Modaraba takes into account relevant provisions of current income tax laws
while providing for current and deferred tax

4 Significant accounting policies

41

Tangible fixed assets
Assets in own use

These are stated at cost less accumulated depreciation and accumulated impairment losses,
if any. Cost includes expenditure that is directly attributable to the acquisition of the items.
Subsequent costs are included in the assets’ carrying amounts or recognised as separate
assets, as appropriate, only when it is probable that future economic benefits associated
with the items will flow to the Modaraba and the cost of the items can be measured reliably.
All other repairs and maintenance expenses are charged to the profit and loss account as
and when incurred.

Depreciation on all fixed assets is charged to profit and loss on straight line basis, so as
to write off the historical cost of an asset over its estimated useful life at annual rates
mentioned in note 5 and 5.2.

Residual values and the useful lives of the assets are reviewed at least at each financial
year end and adjusted if impact on depreciation is significant.

The Modaraba assesses at each balance sheet date whether there is any indication that
fixed asset may be impaired. If such indication exists, the carrying amounts of such assets
are reviewed to assess whether they are recorded in excess of their recoverable amount.
Where carrying values exceed the respective recoverable amount, assets are written down
to their recoverable amounts and the resulting impairment loss is recognized in income
currently. The recoverable amount is the higher of an asset’s fair value less costs to sell and
value in use. Where an impairment loss is recognized, the depreciation charge is adjusted in
the future periods to allocate the asset’s revised carrying amount over its estimated useful
life.
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Subsequent costs are included in the asset’s carrying amount or recognized as a separate
asset, as appropriate, only when it is probable that future economic benefits associated
with the item will flow to the Modaraba and the cost of the item can be measured reliably. All
other repair and maintenance costs are charged to income during the period in which they
are incurred. Subsequent costs are included in the asset’s carrying amount or recognized as
a separate asset.

Intangible Assets

Intangible assets having a finite useful life are stated at cost less accumulated amortisation
and accumulated impairment losses, if any. Subsequent costs are included in the
assets’ carrying amounts or recognised as separate assets, as appropriate, only where
it is probable that the future economic benefits associated with the assets will flow
to the Modaraba and the cost of the itemscan be measured reliably. The useful lives
and amortisation method are reviewed and adjusted, as appropriate, at each
reporting date. Amortisation is charged from the month the asset is available for
use while in the case of assets disposed off, it is charged till the month preceding
the month of disposal.

Intangible assets having an indefinite useful life are stated at cost less accumulated
impairment losses, if any.

Gain or loss on disposal of intangible assets, if any. Is taken to the profit and loss
account in the period in which these arise.

ljarah Assets

ljarah assets are stated at cost less accumulated depreciation and accumulated impairment
losses, if any. Assets under ljarah are depreciated over the period of facility. However, in the
event the asset is expected to be available for re-ijarah, depreciation is charged over the
economic life of asset using straight line basis.

ljarah income is recognized on an accrual basis as and when the rental becomes due.
4.2 Impairment (Including provision for potential ijarah losses and write offs)

The carrying amount of the Modaraba’s assets are reviewed at each reporting date to
determine whether there is any indication of impairment in any asset or group of assets. If
such anindication exists, the recoverable amount of the assets is estimated and impairment
losses are recognised immediately as an expense in the profit and loss account. For loans
and receivables, a provision for impairment is established when there is objective evidence
that the Modaraba will not be able to collect all amounts due according to the original
terms. The amount of the provision is the difference between the asset’s carrying amount
and the present value of estimated future cash flows, discounted at the original effective
profit rate.

Provision for non-performing leases, if any, is made in accordance with the requirements
of the Prudential Regulations for Modarabas issued by the Securities and Exchange
Commission of Pakistan (SECP) and is charged to the profit and loss account in the current
period. Outstanding balances in net investment in ljarah finance are written off when there
is no realistic prospect of recovery.
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4.3

4.4

Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at cost. For the purpose of cash
flow statement, cash and cash equivalents comprise cash in hand and cash with banks in
current, savings and deposit accounts.

Financial instruments

Financial assets

Significant financial assets include short and long term investments, long term deposits,
advances and receivables and cash and bank balances. Finances and receivables from
clients are stated at their nominal value as reduced by provision for doubtful finances and
receivables, while other financial assets are stated at cost except for investments, which
have been revalued as per accounting policies.

Classification

The management determines the appropriate classification of the financial assets of the
Modaraba in accordance with the requirements of International Accounting Standard
(IAS) 39: ‘Financial Instruments: Recognition and Measurement’, at the time of purchase
of financial assets and reevaluates this classification on a regular basis. The classification
depends upon the purpose for which the financial assets are acquired. The financial assets
of the Modaraba have been classified in the following categories:

- Loans and receivables: These are non-derivative financial assets with fixed or determinabl
payments that are not quoted in an active market.

Financial liabilities

Financialliabilities are classified according tothe substance of the contractualarrangements
entered into. Significant financial liabilities include short term borrowings, certificates of
musharikah, deposits against ijarah arrangements, trade and other payables and dividends
payable. Markup based financial liabilities are recorded at gross proceeds received. Other
liabilities are stated at their nominal value.

Recognition and derecognition

All the financial assets and financial liabilities are recognized at the time when the
Modaraba becomes party to the contractual provisions of the instrument. Financial assets
are derecognized when the Modaraba loses control of the contractual rights that comprise
the financial assets. Financial liabilities are derecognized when they are extinguished i.e.
when the obligation specified in the contract is discharged, cancelled or expires. Any gain
or loss on derecogniton of the financial assets and financial liabilities is taken to income
currently.

Offsetting of financial assets and financial liabilities

Financial assets and liabilities are offset and the net amount reported in the financial
statements when there is a legally enforceable right to set off the recognized amounts
and there is an intention to settle on net basis, or realize the asset and settle the liabilities
simultaneously.
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4.5 Provisions

Provisions are recognized when the Modaraba has a legal or constructive obligation as a
result of past events, and it is probable that an outflow of resources embodying economic
benefits 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.

4.6 Staff retirement benefit

Defined contribution plan
The Modaraba operates a recognized provident fund for all eligible employees. Equal
monthly contributions @ 8.33% of the basic salary are made to the fund both by the
Modaraba and employees.

4.7 Provision against non performing financing (Suspense income)

The Modaraba reviews its overdue ljarah rentals at each reporting date to assess whether
provision should be recorded in profit and loss account, in addition to the mandatory
provisions required in accordance with the Prudential Regulations issued by the SECP.
In particular, judgment by management is required in the estimation of the amount and
the timing of future cash flows when determining the level of provision required. Such
estimates are based on assumptions about a number of factors and actual results may
differ, resulting in future changes to the provisions.

4.8 Revenue recognition

ljarah rentals
ljarah rentals are recognized as income on accrual basis, as and when rentals become due.

Documentation charges, front-end fee and other ljarah income are recognized as income
on receipt basis. Unrealized ijarah income pertaining to non-performing ijarah is held in
suspense account, where necessary, in accordance with the requirements of the Prudential
Regulations (PR).

Morabaha transaction
Profit on morabaha transaction is recognized over the period the payment becomes due.

The unearned portion is reflected as deferred morabaha income.

Profit on musharikah arrangement is recognized under the effective profit rate based on the
amount outstanding.

Return on bank deposits are recognized on accrual basis, using the effective profit rate
method.

Capital gain or losses on sale of investment
Capital gain / loss on investment is recognized on sale of the respective investments.

Dividend income
Dividend income is recognized when the right to receive payment is established.
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Commission income
Commission income is recognized on accrual basis.

4.9 Trade date accounting

All ‘regular way’ purchases and sales of quoted equity securities are recognized on the
trade date i.e. the date that the Modaraba commits to purchase/sell the asset. ‘Regular
way’ purchases or sales of quoted investments require delivery within three working days
after the transaction date as per stock exchange regulations.

410 ljarah rentals and Musharikah investments

ljarah rentals and Musharikah investments are stated net of provision and suspense
income. Provision is recognized for ljarah rentals receivable and musharikah investment,
in accordance with the Prudential Regulations for Modarabas issued by Securities and
Exchange Commission of Pakistan (SECP). Bad debts are written-off when identified.

411 Finance arrangements including Certificates of Musharikah
These are carried on the balance sheet at principal amount.
Profits on these arrangements are recognized as expense in the period in which they incur.

Profit on Musharikah finance is accounted for on the basis of the projected rate of profit. The
effect of adjustments, if any, between actual rate and projected rate of profit is accounted
for at the end of each year after determination of the actual rate.

412 Profit distribution and appropriations

Profit distribution and appropriation to reserves are recognized as liability in the financial
statements in the period in which these are approved. Transfer to statutory reserve and any
of the mandatory appropriations, as may be required by law, are recognized in the period to
which these relate.

413 Taxation

Current

Provision for current taxation is made on taxable income at the prevailing rates of tax after
taking into account tax credits available, if any. The income of non-trading modarabas is
exempt from tax provided that not less than 90% of their profits are distributed to the
certificate-holders as reduced by amount transferred to a mandatory reserve as required
under the provisions of the Modaraba Companies and Modaraba (Floatation and Control)
Ordinance, 1980 (XXXI of 1980) are distributed to the certificate holders.

Deferred

The Modaraba accounts for deferred taxation using the balance sheet liability method,
on all temporary differences arising between the tax bases of assets and liabilities and
their carrying amounts in the financial statements. Deferred tax liabilities are generally
recognized for all taxable temporary differences and deferred tax assets are recognized
to the extent that it is probable that taxable profits will be available against which the
deductible temporary differences, unused tax losses and tax credits can be utilized. The
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414

415

4.16

carrying amount of all deferred tax assets is reviewed at each balance sheet date and
reduced to the extent, if it is no longer probable that sufficient taxable profit will be available
to allow all or part of the deferred tax assets to be utilized.

Deferred tax is calculated at the rates that are expected to apply to the period when the
differences reverse, based on tax rates that have been enacted or substantively enacted by
the balance sheet date. Deferred tax is charged or credited in the profit and loss account.

Morabaha Investments

Morabaha investments are stated net of provision. Provision is recognized for Morabaha
Investments in accordance with the Prudential Regulations for Modaraba's issued by
the Securities and Exchange Commission of Pakistan. Bad debts are written off when
identified.

Morabaha receivable are recorded by the Modaraba at the invoiced amount and disclosed
as such in the balance sheet.

Purchase and sales under Morabaha and the resultant profit are accounted for on the
culmination of Morabaha transaction

The profit on that portion of sales revenue not due for payment are deferred by accounting
for a debit to “Unearned Morabaha Income” account with the corresponding credit to
“Deferred Morabaha Income” account and shown in the balance sheet as a liability.

Investment in Subsidiary

Investment in subsidiary is initially recognized at cost. At subsequent reporting dates,
the recoverable amounts are estimated to determine the extent of impairment losses, if
any, and carrying amounts of investments are adjusted accordingly. Impairment losses
are recognized as expense. Where impairment losses subsequently reverse, the carrying
amounts of the investments are increased to the revised recoverable amounts but limited
to the extent of initial cost of investments. A reversal of impairment loss is recognized in
the profit and loss account.

Earnings per certificate

Earnings per certificate is calculated by dividing the profit after taxation for the year by
weighted average number of certifictaes outstanding during the year.

Note 2018 2017
Rupees Rupees
5 Tangible fixed assets
ljarah assets 5.1 225,737,910 178,857,852
Assets in own use 52 2,489,560 2,261,365
228,227,470 181,119,217
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6 Intangible assets

Computer software

Work i

6.1

6.2

6.3

n progress

Impairment

Opening balance
Impairment charged during the year
Impairment reversal during the year

Closing balance

Computer software

Cost
Balance as at 1 July
Additions

Balance as at 30 June

Amortization
Balance as at 1 July
Amortization for the year

Balance as at 30 June
Carrying Amount
Rate of amortization

Work in progress

Balance as at 1 July
Additions

Balance as at 30 June

Note 2018 2017
Rupees Rupees
6.1 - -
6.2 900,000 300,000
900,000 300,000
- 26,648,757
- (26,648,757)
1,295,000 1,295,000
1,295,000 1,295,000
(1,295,000) (1,295,000)
29 - -
(1,295,000) (1,295,000)
20% 20%
300,000 300,000
6.3.1 600,000 -
900,000 300,000

6.3.1 This includes advance paid by Modaraba against purchase of software.

7 Shares available for sale

Unquote
LSE Fina

d
ncial Services Limited

Gain on remeasurement

Disposal

Note 2018 2017
Rupees Rupees
- 10,308,698
- (10,308,698)
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8 Investment in subsidiary
During the year, the Modaraba made a further investment of Rs. 26,500,000 making a total
investment of Rs. 76,500,000 holding 100% equity of subsidiary.

As per Prudential Regulations of Modaraba Rule 7 (7), no modaraba shall make investment in
shares of unlisted company where total exposure in such companies does not exceed 5% of the
modaraba’s equity.

However, Securities and Exchange Commission of Pakistan has granted exemption to First Punjab
Modaraba through letter no: SC/M/PRDD/FPM/2015 dated November 05, 2015 against the above

clause.
Note 2018 2017
Rupees Rupees
9 Long term musharikah investment - secured
Musharikah investment 9.1 905,484,057 897,783,755
Less: Current portion of long term musharikah investment 14 (463,186,995) (399,161,883)
442,297,062 498,621,872

9.1 The profit charged on these facilities ranged from 8.55% to 18.27% per annum (2017: 9% to
20% per annum). These facilities are secured by way of personal guarantees and mortgage
of properties.

Note 2018 2017
Rupees Rupees
9.2 Impairment loss on musharikah investment
Opening balance 8,709,526 11,709,526

Additions during the year
Specific provision 52,825 -
General provision - -

52,825 -
Reversed during the year - (3,000,000)

Closing balance 8,762,351 8,709,526
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Note 2018 2017
Rupees Rupees
10 Long term morabaha investment - secured

Long term morabaha investment 101 26,545,141 35,940,617
Add: Unearned morabaha income 10.2 4,649,209 1,150,448
4,649,209 37,091,065
Less: Current maturity 14 (4,884,525) (22,727,010)
26,309,825 14,364,055
Less: Provision for doubtful morabaha investment  10.3 (8,800,000) (8,800,000)
Total long term morabaha investment net 17,509,825 5,564,055

n

12

10.1 These are secured against mortgage of properties, hypothecation and pledge of stocks,
personal guarantees and demand promissory notes. The rate of profit on morabaha finances

ranges from 8% to 15% per annum (2017: 13.64% to 15%.).

10.2 These represent receivables against morabaha transactions on deferred payment basis at

a specified profit margin.
Note

10.3 Provision for doubtful morabaha investment

Opening balance
Charge during the year

Closing balance

Long term deposits

Long term deposits

2018 2017
Rupees Rupees
8,800,000 8,800,000
8,800,000 8,800,000

692,900 692,900

692,900 692,900

Deferred tax

This represents deferred tax asset created against brought forward losses and Alternate
Corporate Tax (ACT) available for use in future. The management is confident that sufficient
taxable profits will be available to set off these losses. Further, the management does not intend
to avail exemption under clause 100 of Part 1 of Second Schedule to the Income Tax Ordinance
2001. The recognition of deferred tax asset is based upon whether it is more likely than not that
sufficient taxable profits will be available against which the unutilized losses and tax credits

carried forward can be adjusted.
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Note 2018 2017
Rupees Rupees
13 Short term morabaha investment - secured
Short term morabaha investment 131 488,114,013 483,234,677
Add: Unearned morabaha income 13.2 468,834 1,031,448
488,582,848 484,266,125
Less: Provision for doubtful morabaha investment 13.3 (235,561,379) (235,561,379)
Total short term morabaha investment - net 253,021,469 248,704,746

131 These are secured against mortgage of properties, hypothecation and pledge of stocks,
personal guarantees and demand promissory notes. The rate of profit on morabaha finances
ranges from 9.50% to 22.99% per annum (2017:10.75% to 22.99% per annum).

13.2 These represent receivables against morabaha transactions on deferred payment basis at

a specified profit margin.
Note

13.3 Provision for doubtful morabaha investment
Opening balance

Additions during the year
Reversals during the year

Closing balance
14 Current maturity of long term investments

Musharikah investment 9
Less: Provision against musharika investment

Morabaha investment 10
Less: Provision against current
Maturity of long term investment
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2018 2017

Rupees Rupees
235,561,379 237,194,731
- (1,633,352)
- (1,633,352)
235,561,379 235,561,379
463,186,995 399,161,883
(8,762,350) (8,709,526)
454,424,645 390,452,357
4,884,525 22,727,010
4,884,525 22,727,010
459,309,170 413,179,367
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Note 2018 2017
Rupees Rupees
15 Advances, deposits, prepayments and other receivables
profit receivable
- Morabaha Investment 151 201,331 1,114,454
- Musharikah Investment 15.2 23,347,430 16,029,142
23,548,760 17,143,596
Prepayments 5,421,564 4,887,640
Advances 14,469,840 15,955,702
Other Receiveable 70,456,513 55,215,048
113,896,677 76,058,390
Less: Provision for non performing assets 15.3 (7,810,205) (7,810,205)
106,086,472 85,391,781
151 Morabaha profit receivable
Morabaha profit receivable 26,261,830 27,249,051
Less: Income transferred to suspense 1511 (26,134,597) (26,134,597)
201,331 1,114,454
15.1.1 Income transferred to suspense
Opening balance 26,134,597 26,134,597
Reversals during the year 27.2 - -
Suspension written off - -
Closing balance 26,134,597 26,134,597
15.2 Musharikah profit receivable
Musharikah profit receivable 26,873,047 27,321,445
Less: Income transferred to suspense 15.2.1 (11,677,261) (11,292,303)
15,195,786 16,029,142
15.2.1 Income transferred to suspense
Opening balance 11,292,303 11,007,139
Addition during the year 273 384,958 285,164
Suspension written off - -
Closing balance 1,677,261 11,292,303
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15.3 Provision for non performing assets
Opening balance
Additions during the year
Write off during the year
Reversed during the year
Closing balance

16 ljarah rental receivables

ljarah rental receivable
Less: Income transferred to suspense

16.1 Income transferred to suspense

Opening balance

Additions during the year

Transfers during the year

Reversal of suspension during the year
Reversals during the year

Closing balance

16.2 Future ljarah rentals receivable

Note

16.1

27

27

2018 2017
Rupees Rupees

7,810,204 7,810,204
7,810,204 7,810,204
455,135,169 476,830,898
(159,480,340) (188,064,088)
295,654,829 288,766,810
188,064,088 192,950,354
- 2,362,500
1,010,946 282,576
(9,307,798) -
(20,286,896) (7,531,342)
159,480,340 188,064,088

Aggregate amount of future ljarah rentals receivable on the basis of agreements execut-

ed up to 30 June 2018 are as follows:

Up to one year
Above one year and up to five year

17 Cash and bank balances

Cash at banks

- Current accounts

- Deposit accounts

- Savings accounts

- Current account with State Bank of Pakistan

Cash in hand
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17.3
17.2&17.3
17.4

52,625,692 48,257,287
94,451,362 61,871,723
147,077,054 110,129,010
25,358,790 21,450,758
20,455,069 -
524,515 20,262,709
69,71 19,71
46,408,085 41,733,178
760,927 19,638
47,169,012 41,752,816
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17.2

The balance of Rs. 7.41 Million (2017: Rs.21.4 million) is maintained with The Bank of
Punjab (the holding Company of the Modaraba’s Management Company).

Under the terms and condition for the issuance of certificates of musharikah (both long

and short term), the Modaraba is required to maintain a Redemption Reserve Fund equal to
at least 5% of the contribution against Certificates of Musharikah Finance received, which

may be utilized for redemption purposes.

17.3
annum (2017: 2.5% to 5.25% per annum).

17.4
Bureau of State Bank of Pakistan.

18 Certificate capital

19

Authorized certificate capital
50,000,000 modaraba certificates of Rs.10 each

Issued, subscribed and paid-up certificate capital

20,000,000 modaraba certificates of Rs. 10 each
fully paid up in cash

14,020,000 modaraba certificates of Rs. 10 each
issued as fully paid bonus certificates

340,200,000 modaraba certificates of Rs. 10 each

The rate of profit on deposit and saving accounts ranges between 2.00% to 5.25%

per

This account has been opened for payment of online charges of the Credit Information

2018 2017
Rupees Rupees
500,000,000 500,000,000
200,000,000 200,000,000
140,200,000 140,200,000
340,200,000 340,200,000

181 As at 30 June 2018, The Punjab Modaraba Services (Private) Limited (the management

company) held 13,320,694 (2017:13,320,694) certificates of Rs. 10 each.

Reserves

Capital reserve
Statutory reserve

Revenue reserves
Accumulated loss

Note

191

2018 2017
Rupees Rupees
215,447,495 209,696,682
(352,253,538) (358,246,791)
(136,806,040) (148,550,109)
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191 This represents profit set aside to comply with the Prudential Regulations for Modarabas
issued by Securities and Exchange Commission of Pakistan requiring modaraba to transfer
not less than 20% and not more than 50% of its profits after tax in such manner that
reserves equal 100% of the paid up capital. Thereafter a sum not less than 5% of the profit

after tax is to be set aside.

Note 2018 2017
Rupees Rupees
20 Security deposits

Long term security deposits against ljarah 112,531,322 119,108,872
Less: Current maturity of security deposits 22 (91,501,375) (M2,632,222)
21,029,947 6,476,650

21 Long term musharikah finance secured
Opening balance 1,101,205,546 955,925,494
Additions during the year 879,623,304 980,575,552
Less: Paid during the year (787,333,815) (835,295,500)
92,289,489 145,280,052
211 1,193,495,035 1,101,205,546

211 The Modaraba has availed musharikah finance facilities from The Bank of Punjab having
approved limits of Rs. 1,405 million (2017: Rs. 1,505 million) maturing latest by 31 October
2019. These facilities are secured by way of first pari passu charge over present and future
fixed assets of Modaraba for amount of Rs. 860 million and first pari passu charge over
present and future current assets of Modaraba for an amount of Rs. 1,040 million. The
estimated share of profit payable on musharikah facilities is 3 Month’s KIBOR per annum

(2017: 3 Month’s KIBOR per annum).

Note 2018 2017
Rupees Rupees
22 Current maturity of non current liabilities
Security deposits 221 91,501,375 112,632,222

221 This includes security deposit amounting to Rs. 82.7 million (2017: Rs.82.7 million) against
those ijarah where the customers have defaulted payment of rentals and the Modaraba has

filed suits for recovery.
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23

24

25

Note 2018 2017
Rupees Rupees

Redeemable capital - participatory and unsecured
Opening balance 400,000,000 100,000,000
Add: Issued during the year - 300,000,000
Less: Redeemed during the year (400,000,000) (300,000,000
Add: Re- issued during the year 400,000,000 300,000,000

- 300,000,000
Closing balance 231 400,000,000 400,000,000

231 These certificates of Musarika have been reissued to Bank of Punjab with a maturity of 3

months. The share of profit payable ranges from 6.25% to 7.00% per annum (2017: 6.25%).

2018 2017
Rupees Rupees
Profit payable
Musharikah finances 18,323,102 16,625,545
Redeemable capital 3,215,070 2,956,416
21,538,172 19,581,961
Trade and other payables
Accrued expenses 1,093,788 300,000
Tax deducted at source 816,650 1,480,975
Advances against ijarah / morabaha / musharikah 23,393,783 10,294,248
Management fee payable 3,079,239 2,672,036
Other payables 11,093,116 9,405,720
39,476,576 24,152,979

251 This include penalty amounting to Rs. Nil (2016: Nil) payable to charity charged at the

rate of Rs. 0.05 per thousand rupees on daily product basis on amount not paid by the
clients in time, as required by the provisions of morabaha agreements. This amount has
been utilized for charitable and religious purposes as recognized by the Shariah. During the
year, penalties received from customers for delayed payments were paid as donations to

the following entities:

2018 2017
Rupees Rupees
Layton Rehmatullah Benevolent Trust - 28,716
Sun Education and Welfare Society - 50,000
Rising Sun 89,846 -
89,846 78,716
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26 Contingencies and commitments

26.1 Contingencies

26.1.1

26.1.2

26.1.3
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The assessing officer, while finalizing assessments for the years 1997-98 and 1998-
99, made add backs out of profit and loss account. The Modaraba had filed an appeal
before the Commissioner of Income Tax (Appeals) (CIT-(A)), who has rejected the
appeals. The Modaraba has filed an appeal, against the order of CIT-(A), before
the honorable Income Tax Appellate Tribunal, which has been decided in favor of
Modaraba, however Income Tax Department has filed appeal before honorable
Lahore High Court. Modaraba management company expects a favorable outcome
of the case.

Additional Commissioner Inland Revenue (ACIR) issued order under section 122 (5A)
of the Income Tax Ordinance, 2001, (the Ordinance) for tax year 2003 while rejecting
the exemption claimed from tax under Clause 100 of Part | of Second Schedule to the
Ordinance and made additions on account of provision for bad debts, which resulted
in a tax liability of Rs. 27,410,608. The Modaraba filed a rectification application under
section 221 of the Ordinance for reducing the tax rate from 35% to 25%, resultantly
the rectification order passed by the tax department and reduced the tax liability to
Rs. 14,580,110. The Modaraba also filed an appeal before the CIR (Appeals) for tax
year 2003 against the order of ACIR. In this regard, after hearing of the appeal, the
CIR (Appeals) by accepting the claim of exemption has issued a favorable order to
the Modaraba while deleting the tax liability of Rs. 14,580,110 vide order No. 31 dated
27 June 2009. The income tax department has filed an appeal before Appellate
Tribunal Inland Revenue against the order of CIR (Appeals) which was decided in
favor of the Modaraba. Subsequent to year end the Income Tax Department has filed
reference in High Court against decision of Appellate Tribunal Inland Revenue which
is pending for adjudication. Modaraba management company expects a favorable
outcome of the case.

Additional Commissioner Inland Revenue (ACIR) issued order under section 122 (5A)
of the Income Tax Ordinance, 2001, (the Ordinance) for tax year 2005 while rejecting
the exemption claimed from tax under Clause 100 of Part | of Second Schedule to the
Ordinance inan arbitrary manner and assessing the taxable income at Rs. 49,845,335
and tax liability at Rs. 17,667,886. The Modaraba filed a rectification application under
section 221 of the Ordinance for reducing the tax rate from 35% to 25%. Further, the
Modaraba has filed an appeal before the CIR (Appeals) for tax year 2005 against
this order. In this regard, after hearing of the appeal, the CIR (Appeals) by accepting
the claim of exemption has issued a favorable order to the Modaraba while deleting
the tax liability of Rs. 17,667,886. The income tax department has filed an appeal
before Appellate Tribunal Inland Revenue against the order of CIR (Appeals) which
was decided in favor of the Modaraba. Subsequent to year end the Income Tax
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Department has filed reference in High Court against decision of Appellate Tribunal
Inland Revenue which is pending for adjudication. Modaraba management company
expects a favorable outcome of the case.

26.1.4 Legal suits against Modaraba

Suit for rendition of account Rs. 22145 Million filed by a defaulter against the
Modaraba. The suit is pending in Honorable Banking Court. The management is of
the view that case has no merit and would be disposed off in favor of the Modaraba.

26.2 Commitments

26.21 Musharikah commitments approved but not disbursed as on balance sheet date
amount to Rs.41.38 million (2017: Rs.32.38 million).

27 Operating income

271

27.2

27.3

ljarah rentals
ljarah income

Less: Rentals suspended
Add: Reversal of rentals suspended

Total income from ljarah

Profit on Morabaha investment
Morabaha investment
Less: Suspension

Add: Reversals of suspension

Total income from Morabaha investment

Profit on Musharikah investment

Musharikah investment
Less: Suspension reversal / (charged)

Total Income from Musharikah investment

Note

16.1
16.1

1511

15.21

2018 2017

Rupees Rupees
73,744,073 73,570,217
- (2,362,500)
(9,307,798) 7,531,342
64,436,275 78,739,059
4,799,112 7,561,338
4,799,112 7,561,338
7,561,338 16,799,065
95,690,463 75,383,305
(384,958) (285,164)
95,305,505 75,098,141
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Note 2018 2017
Rupees Rupees
27.4 Gain on disposal of fixed assets
Gain on disposal of non banking assets 150,000 -
Gain on sale of owned assets 1,150,500 15,000
Gain on disposal of ljarah assets 362,997 196,020
Gain on disposal of TREC, Room and shares of LSE - 5,915,151
Total gain on disposal of assets 1,663,497 6,126,171
28 Other income
Profit on bank deposits 1,253,015 342,349
Processing fee 1,362,418 1,433,416
Cheque return charges 7,106 53,620
Miscellaneous income 8,126,808 4,284,908
10,749,347 6,114,293
29 Operating expenses
Salaries, wages and other benefits 291 23,772,728 20,633,893
Depreciation on fixed assets - owned 52 779,051 343,266
Travelling and conveyance 297,044 189,695
Legal and professional 1,064,425 1,067,293
Printing and stationery 1,162,414 654,959
Insurance 490,832 776,371
Fee and subscription 1,453,750 1,087,961
Auditors’ remuneration 29.2 580,000 562,470
Repair and maintenance 689,787 781,092
Vehicle running and maintenance 223,134 232,249
Power and utilities 941,470 54,626
Entertainment 480,394 387109
Advertisement 73,399 15,400
Selling and marketing expenses 1,491,366 1,138,148
Telephone and postage 488,610 418,501
Corporate expenses 860,255 876,634
Rent, rates and taxes 115,639 75,000
Loss on disposal of owned assets - -
Miscellaneous 386,353 79197
35,350,651 29,373,862

291 Salaries and other benefits include Rs. 0.688 million (2017: Rs. 0.565 million) on account of

provident fund contribution.
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2018 2017
Rupees Rupees
29.2 Auditors’ remuneration
Audit fee 300,000 300,000
Half yearly review and others 175,000 175,000
Out of pocket expenses 105,000 87,470
580,000 562,470
30 Finance cost
Profit on musharikah finances 67,869,537 63,032,277
Profit on redeemable capital 25,478,515 16,715,075
Bank and other charges 155,551 222,727
93,503,603 79,970,079

31 Management fee

Management fee is payable to Punjab Modaraba Services (Private) Limited. This has been

calculated at 10% of profit before tax (2017: 10%).

2018 2017
Rupees Rupees
32 Taxation
Current
- Current year 4,724,491 4,088,215
Deferred
- Relating to origination and reversal of
temporary differences (5,765,404) (7,924,7617)
(1,040,913) (3,836,546)
33 Earning per certificate - basic and diluted 2018 2017
Rupees Rupees
Profit for the year Rupees 28,754,066 27,884,873
Weighted average number of ordinary certificates = Numbers 34,020,000 34,020,000
Earning per certificate Rupees 0.85 0.82

34 Transactions with related parties

The related parties and associated undertakings comprise of The Bank of Punjab, Punjab
Modaraba Services (Private) Limited and Punjab Capital Securities (Private) Limited. Transactions
with related parties and associated undertakings other than remuneration and benefits to key

management personnel under the term of employment are as follows:
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34.1 Balance outstanding at the end of period

34.1.1 The Bank of Punjab (Holding company of the

Modaraba’s Management Company)

Musharikah finances

Profit payable on musharikah finances
Net book value of the ljarah assets
ljarah security deposits

Redeemable capital

Profit payable on redeemable capital

34.1.2 Modaraba Management Company
Management fee

34.2 Transactions during the year
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34.2.1 The Bank of Punjab (Holding company of
Modaraba’s Management Company)

Profit charged on musharikah finances
Profit charged on redeemable capital

34.2.2 Punjab Modaraba Services
(Private) Limited

Management fee

34.2.3 Punjab Capital Securities (pvt) Ltd.
(Wholly owned Subsidiary of Modaraba)

Investment made

Sale of assets to subsidiary

Trading Rights Entitlement Certificate
and room at LSE

Shares of LSE Financial Services Ltd

Gain on sale of assets

Trading Rights Entitlement Certificate
and room at LSE
Shares of LSE Financial Services Ltd

2018 2017
Rupees Rupees
1,193,495,035 1,101,205,546

18,323,102 16,625,545
400,000,000 400,000,000
3,215,070 2,956,416
3,079,239 2,672,036
67,869,537 63,032,277
25,478,515 16,715,075
3,079,239 2,672,036
76,500,000 50,000,000
- 9,374,500

- 14,891,894

- 374,500

- 5,540,651
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35 Remuneration of officers and executives

2018
Officers Other Total
employees
Rupees Rupees Rupees
Remuneration 12,888,063 393,498 13,281,561
House rent allowance 4,531,078 98,072 4,629,150
Utility allowance 1,132,759 24,520 1,157,279
Medical allowance 1,132,759 24,520 1,157,279
Provident fund contribution 688,821 - 688,821
Gratuity Fund 913,758 - 913,758
Expenses reimbursed 1,944,880 - 1,944,880
23,232,118 540,610 23,772,728
Number of employees at the year end 27 4 31
Average no of employees 26 4 30
2017
Officers Other Total
employees
————————————————————— Rupees------------------—-
Remuneration 12,200,934 344,972 12,545,906
House rent allowance 3,851,760 82,301 3,934,061
Medical allowance 969,399 14,129 983,528
Utility allowance 969,399 14,129 983,528
Provident fund contribution 550,885 14,327 565,212
Gratuity fund - - -
Expenses reimbursed 1,621,658 - 1,621,658
20,164,035 469,858 20,633,893
Number of employees at the year end 25 3 28
Average number of employees 26 4 30

36 Financial instruments

The Modaraba has exposure to the following risks from its use of financial instruments:

- Credit risk
- Liquidity risk
- Market risk

The Board of Directors of the management company has overall responsibility for the
establishment and oversight of Modaraba'’s risk management framework.
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36.1 Credit risk
Credit risk is the risk that the counterparty to a financial instrument will cause a financial
loss for the Modaraba by failing to discharge an obligation. The risk is generally limited to
the carrying to principal amounts and accrued profit thereon, if any. The Modaraba’s policy
is to enter into financial contracts in accordance with the internal risk management policies
and the requirements of the Prudential Regulations. The carrying amount of the following
financial assets represents the maximum credit exposure at the reporting date:

2018 2017
Rupees Rupees
Bank balances 46,408,085 41,733,178
Musharikah investment 905,484,057 897,783,755
Morabaha investment 22,394,350 276,995,811
Advances, deposits and other receivables 106,086,472 85,391,781
Long term deposits 692,900 692,900

36.1.1

36.1.2
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1,081,065,864 1,302,597,425

Bank balances
The Modaraba kept its circular funds with banks having good credit rating. Currently
the circulus funds are kept with banks having medium to long term rating from
AAA to AA+ and short term rating from Al+ to Al.

Description of Collateral held

The Modaraba'’s ljarah are secured against ljarah assets and personal guarantees. In
few ljarah additional collateral is also obtained in the form of mortgaged property.

Morabaha investments are secured by way of personal guarantees of the Directors,
pledge of stocks, mortgage of properties and charge on the assets varying from
case to case.

Musharikah investments are secured by way of personal guarantees and mortgage
of properties.
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36.1.3 Aging Analysis of Morabaha receivable

Past due

O days

1day - 179 days

180 days - 364 days
1year - less than 2 year
2 year - less than 3 year
3 year or more

Total

Past due

O days -

1day - 179 days

180 days - 364 days
1year - less than 2 year
2 year - less than 3 year
3 year or more

Total

2018
Carrying Amount on Amount on Suspension
Amount which no which
suspension suspension
recognized recognized
--------------------- Rupees-----==--ccocmccunnanana-
201,331 201,331 - -
- - 26,134,597 26,134,597
201,331 201,331 26,134,597 26,134,597 7
2017
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
—————————————————————— Rupees--------------------
1,114,342 1,114,342 - -
12 - 26,134,597 26,134,597
1,114,454 1,114,342 26,134,597 26,134,597

Suspension is recognized by the Modaraba on the basis of requirements given under the Prudential
Regulations for Modarabas and subjective evaluation carried out on an ongoing basis.
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36.1.4 Aging Analysis of Morabaha investment

2018
Carrying Amount on Amount on Provision
Amount which no which recognized
provision provision
recognized recognized
---------------------- Rupees-----=-==-=-ooccaunu-
Past due
0 days 33,663,185 33,663,185 - -
1day -179 days 8,500,000 8,500,000 -
180 days- 364 days - - - -
1year - less than 2 year
2 year - less than 3 year - - -
3 year and above 233,252,633 125,004,850 352,609,163 244,361,379
Total 275,415,818 167,168,034 352,609,163 244,361,379
2017
Carrying Amount on Amount on Provision
Amount which no which recognized
provision provision
recognized recognized
—————————————————————— Rupees------------------—-
Past due
O days - - - -
1day -179 days 9,534,792 9,534,792 -
180 days- 364 days 13,363,013 13,363,013 - -
1year - less than 2 year
2 year - less than 3 year - - -
3 year and above 234,265,634 160,109,163 318,517,850 244,361,379
Total 285,961,431 211,804,960 318,517,850 244,361,379

Provision is recognized by the Modaraba on the basis of provision requirements given under

Prudential Regulations for Modarabas and subjective evaluation carried out on an ongoing
basis.
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36.1.5 Aging Analysis of ljarah receivable

Past due

0 days

1day -179 days

180 days- 364 days
1year - less than 2 year
2 year - less than 3 year
3 year and above

Total

Past due

O days

1day -179 days

180 days- 364 days
1year - less than 2 year
2 year - less than 3 year
3 year and above

Total

2018
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
---------------------- Rupees------------cc-cuu--
11,524,560 11,524,560 -
28,533,518 28,533,518 - -
255,596,751 96,116,410 159,480,340 159,480,340
295,654,829 136,174,488 159,480,340 159,480,340
2017
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
—————————————————————— Rupees--------------------
9,534,792 9,534,792 - -
1,403,314 1,403,314 - -
22,516,987 22,516,987 -
255,337,329 67,298,853 188,038,475 188,038,475
288,792,422 100,753,946 188,038,475 188,038,475

Suspension is recognized by Modaraba on the basis of requirements given under the Prudential
Regulations for Modarabas and subjective evaluation carried out on an ongoing basis.

Annual Report 2018

Page 63



\?@B;\ssnv@ﬁ
7,

QI

(i

UN
PUNIAg,
Az

First Punjab Modaraba

36.1.6 Aging Analysis of ljarah receivable

Past due

O days

1day -179 days

180 days- 364 days
1year - less than 2 year
2 year - less than 3 year
3 year or more

Total

Past due

O days

1day -179 days

180 days- 364 days
1year - less than 2 year
2 year - less than 3 year

3 year or more

Total

2018
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
---------------------- Rupees----====-mccmccannn-
11,409,881 11,409,881 - -
3,090,166 3,090,166 - -
377,246 377,246 219,874 219,874
(183,962) - 4,152,508 4,336,470
15,195,786 - 7,623,372 7120,917
15,195,786 14,877,293 1,995,754 1,677,261
2017
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
—————————————————————— Rupees--------------------
16,029,142 16,029,142 - -
3,090,166 3,090,166 - -
- - 1,921,898 1,921,898
- - 9,370,405 9,370,405
16,029,142 16,029,142 11,292,303 11,292,303

Suspension is recognized by the Modaraba on the basis of requirements given under the
Prudential Regulations for Modarabas and subjective evaluation carried out on an ongoing basis.
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36.1.7 Aging Analysis of Musharikah investment

2018
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
---------------------- Rupees--=--==-=ccccccccanaa-
Past due
O days 835,088,338 835,088,338 - -
1day - 179 days 8,583,486 8,583,486 - -
180 days -364 days 8,721,631 8,721,632 - -
1year - less than 2 year 511,218 511,218 - -
2 year - less than 3 year 29,569,672 29,569,672 - -
3 year or more 14,247,360 - 23,009,711 8,762,351
Total 896,721,705 882,474,346 23,009,711 8,762,351

Provision is recognized by the Modaraba on the basis of provision requirements given under

Prudential Regulations for Modarabas and subjective evaluation carried out on an ongoing basis.

Past due

O days

1day - 179 days

180 days - 364 days
1year - less than 2 year
2 year - less than 3 year
3 year or more

Total

2017
Carrying Amount on Amount on Suspension
Amount which no which recognized
provision provision
recognized recognized
—————————————————————— Rupees--------------------
1,290,796 1,290,796 - -
12,041,103 12,041,103 - -
181,131,397 172,706,268 8,425,129 -
509,309,444 495,009,255 19,500,000 5,199,813
185,301,489 185,301,489 3,509,713 3,509,713
889,074,229 866,348,911 31,434,842 8,709,526

Provision is recognized by the Modaraba on the basis of provision requirements given under
Prudential Regulations for Modaraba and subjective evaluation carried out on an ongoing basis.

36.1.8 The Modaraba manages credit risk and its concentration through diversification of
activities to avoid undue concentration of risks with individuals, groups or specific
industry segments. For this purpose, the Modaraba has established exposure limits

for individuals and industrial sectors.
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2018
Assets Morabaha Musharikah

Leased out investment investment Total % age

Rupees Rupees Rupees Rupees
Bank and NBFI’'s - - 14,685,703 14,685,703 1.05%
Textile Spinning and Composite 25,603,521 83,902,612 - 109,506,133 7.83%
Sugar and Allied - 18,559,437 18,841,875 37,401,312 2.68%
Electric Goods 4,170,329 65,708,000 - 69,878,329 5.00%
Chemical and Pharmaceuticals - 3,504,850 41,599,383 45,104,233 3.23%
Paper and Board 100,000 - - 100,000 0.01%
Food and Allied 922,850 - - 922,850 0.07%
Individuals 150,348,391 51,393,419 287,159,750 488,901,560 34.97%
Jute - - - - 0.00%
Oil and Gas 100,000 - 39,587,133 39,687,133 2.84%
Miscellaneous 44,492,819 22,867,147 89,139,180 156,499,146 1.20%
Aviation and transport - - 379,547,628 379,547,628 2715%
Engineering, Steel & Construction - 29,480,353 26,161,055 55,641,408 3.98%
Cement - - - - 0.00%
225,737,910 275,415,818 896,721,707 1,397,875,435 100%

2017
Assets Morabaha Musharikah

Leased out investment investment Total % age

Rupees Rupees Rupees Rupees
Bank and NBFlI's - - 22,357,198 22,357,198 1.66%
Textile Spinning and Composite 28,866,090 80,932,185 - 109,798,275 8.16%
Sugar and Allied 6,469,702 18,559,437 26,303,907 51,333,046 3.82%
Electric Goods 16,606,684 66,066,674 - 82,673,358 6.15%
Chemical and Pharmaceuticals - 32,808,832 47193,849 80,002,681 5.95%
Paper and Board 200,000 - - 200,000 0.01%
Food and Allied 1,688,741 - 14,820,562 16,509,303 1.23%
Individuals 76,358,039 44,000,080 251,255,670 371,613,789 27.63%
Jute - - - - 0.00%
Oil and Gas 3,467,994 - 52,785,367 56,253,361 4.18%
Miscellaneous 45,200,602 5,148,250 32,200,053 82,548,905 6.14%
Aviation and transport - 29,480,353 440,989,621 470,469,974 34.98%
Engineering, Steel & Construction - - 1,168,000 1,168,000 0.09%
Cement - - - - 0.00%
178,857,852 276,995,811 889,074,227 1,344,927,890 100%
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36.2 Liquidity risk

iquidity risk is the risk that the Modaraba will encounter difficulty in meeting its financial
obligations as they fall due. Liquidity risk arises because of the possibility that the Modaraba
could be required to pay its liabilities earlier than expected or difficulty in raising funds to
meet commitments associated with financial liabilities as they fall due. The Modaraba’s
approach to managing liquidity is to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Modaraba's
reputation. The following are the contractual maturities of financial liabilities, including

profit payments:

2018
Carrying Contractual 6 months 6 to 12 1year to 2 years to
Amount cash flows or less months 2 years 5 years
----------------------------------- Rupees ----=-----mmmmee e
Financial liabilities
Redeemable capital 400,000,000 403,519,178 403,519,178 - - -
Security deposits
against ljarah 112,531,322 112,531,322 91,139,125 662,250 1,267,400 3,170,000
Musharikah finance 1,193,495,035 1,297,427,199 39,107,399 38,469,778 77577177 1,142,272,844
Unclaimed profit 16,361,577 16,361,577 16,361,577 - - -
Trade and other payables 39,476,576 39,476,576 39,476,576 - - -
Profit payable 21,538,172 21,538,172 21,538,173 - - -
1,783,402,682 1,890,854,024 611,142,028 39,132,028 78,844,577 1,145,442,844
2017
Carrying Contractual 6 months 6 to 12 1year to 2 years to
Amount cash flows or less months 2 years 5 years
----------------------------------- Rupees ----------cmmmmm e
Redeemable capital 400,000,000 403,287,671 403,287,671 - - -
Security deposits
against ijarah 119,108,872 119,108,872 112,168,522 463,700 1,412,750 5,063,900
Musharikah finance 1,101,205,546  1,247,625,455 33,973,850 33,419,929 67,393,779 1,112,837,896
Unclaimed profit 15,253,486 15,253,486 15,253,486 - - -
Trade and other payables 24,152,979 24,152,979 24,152,979 - - -
Profit payable 19,581,961 19,581,961 19,581,961 - - -
1,679,302,844 1,829,010,424 608,418,470 33,883,629 68,806,529  1,117,901,796
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36.2.1 The contractual cash flows relating to the above financial liabilities have been
determined on the basis of profit rates effective as at year end (and includes both

principal and profit payable thereon). The rates of profit have been disclosed in
notes 22 and 24 to these financial statements.

36.3 Market risk

Market risk is the risk that changes in market price, such as foreign exchange rates, profit
rates and equity prices will affect the Modaraba’s income or the value of its holdings of
financial instruments. The Modaraba has adopted appropriate policies to minimize its

exposure to this risk.

36.3.1 Profit rate risk

At the reporting date, the profit rate profile of Modaraba’s significant profit bearing
financial instruments and the periods in which they mature is as follows:

Financial assets
Musharikah investments
Morabaha investment
Cash and bank balances

Financial liabilities
Redeemable Capital
Musharikah finance

Cash flow sensitivity analysis for variable rate instruments

2018 2017

Carrying amount

2018 2017
Effective interest rate
(Percentage)

8.55 - 18.27 8.55-18.27

8.5-23 15 -25.87
3.75 - 5.50 2.53-525
6.50 - 700 6.5
6.14 - 6.50 6.5

(Rupees)

896,721,707 889,074,229
22,394,350 276,995,811
20,979,584 20,262,709

940,095,641 1,186,332,749

400,000,000 400,000,000
1,193,495,035 1,101,205,546

1,593,495,035 1,501,205,546

A change of 100 basis points in profit rates at the reporting date would have increased /
(decreased) profit for the year by the amounts shown below. This analysis assumes that all
other variables remain constant. The analysis is performed on the basis for 2018.
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Profit and loss 100 bps

Increase Decrease
As at 30 June 2018
Cash flow sensitivity-variable rate financial assets 9,400,956 (9,400,956)
Cash flow sensitivity-variable rate financial liabilities (15,934,950) 15,934,950
Net effect (6,533,994) 6,533,994
Profit and loss 100 bps
Increase Decrease
As at 30 June 2017
Cash flow sensitivity-variable rate financial assets 1,208,865 (1,208,865)
Cash flow sensitivity-variable rate financial liabilities (1,951,567) 1,951,567
Net effect (742,702) 742,702

The sensitivity analysis prepared is not necessarily indicative of the effects on profit for the year
and assets / liabilities of the Modaraba.

36.3.2 Currency risk

As at 30 June 2018, there is no foreign exchange exposure on Modaraba'’s balance
sheet.

36.4 Operational risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes
associated with the processes, technology and infrastructure supporting the Modaraba'’s
operations either internally within the Modaraba or externally at the Modaraba’s service
providers, and from external factors other than credit, market and liquidity risks such as
those arising from legal and regulatory requirements and generally accepted standards
of investment management behavior. Operational risks arise from all of the Modaraba's
activities.

- The Modaraba’s objective is to manage operational risk so as to balance limiting of
financial losses and damage toits reputation with achievingits objective of generating
returns for certificate holders.

- The primary responsibility for the development and implementation of controls over
operational risk rests with the Board of Directors of the management Company. This
responsibility encompasses the controls in the following areas:

- requirements for appropriate segregation of duties between various functions, roles
and responsibilities;

- requirements for the reconciliation and monitoring of transactions;

- compliance with regulatory and other legal requirements;

- documentation of controls and procedures;

- requirements for the periodic assessment of operational risks faced, and the adequacy
of controls and procedures to address the risks identified;

- ethical and business standards;

- risk mitigation, including insurance where it is effective.
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36.5 Fair value of financial instruments

All assets and liabilities for which fair value is measured or disclosed in the financial
statements are categorised within the fair value hierarchy, described as follows, based on
the lowest level input that is significant to the fair value measurement as a whole:

Level 1: Quoted market price (unadjusted) in an active market for an identical
instrument.

Level 2: Valuation techniques based on observable inputs, either directly (i.e. as prices)
or indirectly (i.e. derived from prices).

Level 3: Valuation techniques using significant unobservable inputs.

Fair value measurement using

2018 2017
Rupees Rupees
Available for sale investment
- 10,308,698

36.6 Capital risk management

The Board'’s policy is to maintain a strong capital base so as to maintain investors, creditors
and market confidence and to sustain future development of the business. The Board of
Directors monitors the return on capital, which the Modaraba defines as net operation

income divided by total capital employed. The Board of Directors also monitors the level of
dividend payouts to certificate holders.

36.7 Reconciliation of liabilities arising from financing activities

Balance as on Availed / Repaid / Balance as at

July 01, 2017 Announced Reedeemed June 30, 2018

Long term musharikah
1,101,205,546 879,623,304 (787,333,815) 1,193,495,035

finance
Dividend Payable 15,253,486 17,010,000 (15,901,909) 16,361,577
Redeemable capital 400,000,000 400,000,000 (400,000,000) 400,000,000

1,516,459,032  1,296,633,304 (1,203,235,724) 1,609,856,612
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37 Cash generated from operations

Profit before taxation
Adjustment for non cash expenses and other items:

Impairment of TREC

(Reversals) for morabaha investment
(Reversals) for musharikah investment
(Reversals) impairment of ljarah assets
Other provisions

Depreciation of ijarah assets
Depreciation on owned assets
Amortization on intangible assets
Profit on redeemable capital

Profit on musharikah finances

Gain on sale of TREC, Room and shares
Gain on disposal of ijarah assets

Gain on disposal of owned assets

Gain on disposal of non-banking assets

Operating profit before working capital changes

Working capital changes

Decrease / (Increase) in operating assets

Morabaha arrangements

Purchase of assets under ljarah arrangements

Property acquired through satisfaction of claim

Proceeds from disposal of assets under ljarah arrangement
Lease rental receivables

Long term deposits
Advances, deposits, prepayments and other receivables

Trade and other payables
Security deposit refunded against ijarah arrangements

Net changes in operating assets and operating liabilities

Cash generated from operations

2018 2017
Rupees Rupees
21,501,559 12,940,799

- (1,633,352)
52,825 (3,000,000)
(20,286,896) (235,982)
37,541,161 42,444,032
779,051 343,266
25,634,066 16,937,802
67,869,537 63,032,277
- (5,915,151)
(362,997) (196,020)
(1,150,500) (15,000
(150,000) -
137,639,399 135,810,197
4,516,140 28,398,874
(110,917,791) (38,951,387)
26,859,569 26,275,787
13,398,878 9,104,883
- (189,456)
(20,544,691) (34,873,647)
(86,687,895) (10,234,946)
15,323,597 1,614,313
(6,577,550) (21,397,094)
8,746,047 (9,782,781)
(77,941,848) (20,017,727)
59,697,550 115,792,470
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38 Accounting estimates and judgments

Investments out of provident fund have been made in accordance with the provisions of the
section 227 of the Companies Ordinance, 1984 and the rules formulated for this purpose.
39 Subsequent Events

The Board at its meeting held on October 08, 2018 has approved cash dividend of Rs.0.50 per
certificate for the year ended 30 june 2018, out of the profit earned during the year.

40 Date of authorization for issue

The consolidated financial statements of Modaraba were approved by the Directors of
Modaraba Management Company and authorized for issue on October 08, 2018

41 General
Corresponding figures have been rearranged or reclassified where ever necessary for the

purpose of comparison and better presentation.
Figures have been rounded off to the nearest rupees unless otherwise provided.

n‘x — M i (N \v‘ Ny /

: A
e [ Y
Chief Financial officer Chief Executive Director Director
Punjab Modaraba Services Punjab Modaraba Services Punjab Modaraba Services Punjab Modaraba Services
( Private ) Limited ( Private ) Limited ( Private ) Limited ( Private ) Limited
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Independent Auditors’ Report to the
Certificate Holders

Opinion

We have audited the annexed consolidated financial statements of First Punjab Modaraba (the
Modaraba) and its subsidiary company Punjab Capital Securities (Private) Limited (herein after
referred to as /“the Group”), which comprise the consolidated statement of financial position as
at June 30 2018, and the consolidated statement of profit or loss and consolidated statement of
comprehensive income, the consolidated statement of changes in equity and the consolidated
statement of cash flows for the year then ended, and notes to the consolidated financial statements,
including a summary of significant accounting policies and other explanatory information.

In our opinion, consolidated financial statements give a true and fair view of the consolidated
financial position of the Group as at June 30, 2018 and of its consolidated financial performance and
its consolidated cash flows for the year then ended in accordance with the accounting and reporting
standards as applicable in Pakistan.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs) as applicable
in Pakistan. Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Consolidated Financial Statements section of our report. We
are independent of the Group and the Management Company in accordance with the International
Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants as adopted
by the Institute of the Chartered Accountants of Pakistan, and we have fulfilled our other ethical
responsibilities in accordance with the Code. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of the consolidated financial statements of the current period. These matters were
addressed in the context of our audit of the consolidated financial statements as a whole, and in
forming our opinion thereon, and we do not provide a separate opinion on these matters.
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Following is the key matter:

S. Key audit matter
No

1 Provisions against Non-Performing
Facilities

Modaraba has three portfolios, namely
ljarah, Morabaha and Musharika facilities.
The determination of provisions against
non-performing facilities, as described in
notes 4.10 (ljarahrentals and Musharikah
Investments) and 4.14 (Morabaha
Investments) to the consolidated financial
statements is inherently judgmental and
may include subjective assumptions.

The most significant areas in determining

provisions against non-performing facilities

include:

* Compliance with time-based
provisioning requirements of guidelines
included in Prudential Regulations for
Modarabas issued by SECP (Prudential
Regulations);

* Determining the available benefit(s) of
collateral / security to the Modaraba as

per the Prudential Regulations, including

consideration ofvaluer report(s) and
legal counsel advise; and
In view of the management judgement and
estimation involved, we have identified
provision for non-performing facilities as a
key audit matter.

How the matter was addressed in our audit

Our audit procedures to address the key
audit matter included the following:

Obtaining an understanding of

and assessing the design and
implementation and operating
effectiveness of controls around
identification of non-performing
facilities and recognition of provisions
there against;

Performed review procedures on the
portfolio facilities with the objective

of identifying whether the time-based
criteria has been applied in a timely
manner,in accordance with the guidelines
of the Prudential Regulations;

Checked on sample basis whether
benefit(s) of collateral / security have
been appropriatelyavailed as per
guidelines of Prudential Regulations
including consideration ofvaluer
report(s) and legal counseladvise; and

Recalculated the provisions across
the portfolios based on Prudential
Regulation criteria.

Information Other than the Financial Statements and Auditor’s Report Thereon

The Management Company is responsible for the other information. The other information comprises
the information included in the annual report, but does not include the financial statements and our
auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we
do not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the
other information and, in doing so, consider whether the other information is materially inconsistent
with the consolidated financial statements or our knowledge obtained in the audit or otherwise
appears to be materially misstated. If, based on the work we have performed, we conclude that there
is a material misstatement of this other information, we are required to report that fact. We have
nothing to report in this regard.
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Responsibilities of the Management Company and Board of Directors for the Consolidated
Financial Statements

The Management Company is responsible for the preparation and fair presentation of the
consolidated financial statements in accordance with accounting and reporting standards as
applicable in Pakistan, and for such internal control as the Management Company determines is
necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the Management Company is responsible for
assessing the Group’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless the Management
Company either intends to liquidate the Fund or to cease operations, or has no realistic alternative
but to do so.

The Board of Directors is responsible for overseeing the Group's financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with ISAs as applicable in Pakistan will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these consolidated financial
statements.

As part of an audit in accordance with ISAs as applicable in Pakistan, we exercise professional

judgment and maintain professional skepticism throughout the audit. We also:

. Identify and assess the risks of material misstatement of the consolidated financial statements,

whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The
risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

. Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group’s internal control.

. Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

. Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Group's ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in
our auditor’s report to the related disclosures in the consolidated financial statements or, if
such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
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evidence obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Group to cease to continue as a going concern.

. Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair presentation.

. Obtain sufficient appropriate audit evidence regarding the financial information of the entities
or business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group
audit. We remain solely responsible for our audit opinion.

We communicate with the Board of Directors regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

We also provide the Board of Directors with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with the Board of Directors, we determine those matters that were
of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances,
we determine that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public interest benefits of
such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Rana M. Usman
Khan.

Lahore: Delloite Yousuf Adil
October 08, 2018 Chartered Accountants
Audit Engagement Partner
Rana M. Usman Khan
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Consolidated Balance Sheet

As at 30 June 2018

ASSETS
Non current assets

Tangible fixed assets

- ljarah assets

- Assets in own use

Intangible assets

Shares available for sale

Long term musharikah investment - secured
Long term morabaha investment - secured
Long term deposits

Deferred tax

Current assets

Short term morabaha investment - secured
Current maturity of long term investments

Note

200VONO U

13

Advances, deposits, prepayments and other receivables 14

ljarah rental receivable
Tax refundable
Cash and bank balances

TOTAL ASSETS

EQUITY AND LIABILITIES

CAuthorized certificate capital
50,000,000 modaraba certificates of Rs. 10 each

Issued, subscribed and paid-up certificate capital
Reserves

Non current liabilities

Security deposits
Long term musharikah finance secured

Current liabilities

Current maturity of security deposits

Deferred morabaha income

Redeemable capital - participatory and unsecured
Profit payable

Trade and other payables

Unclaimed profit distribution

Provision for taxation

Contingencies and commitments
TOTAL EQUITY AND LIABILITIES

Oy = \

Chief Financial officer
Punjab Modaraba Services
( Private ) Limited

Chief Executive
Punjab Modaraba Services
( Private ) Limited
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17
18

19
20

21

22
24

25

Director
Punjab Modaraba Services

/)

2018 2017

Rupees Rupees
225,737,909 178,857,852
4,287,718 4,474,964
7,400,000 9,300,000
10,308,698 10,308,698
442,297,062 498,621,872
17,509,825 5,564,055
2,771,309 994,400
61,834,231 56,068,827
772,146,752 764,190,668
253,021,468 248,704,746
459,309,170 413,179,367
124,308,451 85,822,091
295,654,829 288,766,811
4,137,232 3,660,903
78,128,117 59,707,426
1,214,559,267 1,099,841,344
1,986,706,019 1,864,032,012
500,000,000 500,000,000
340,200,000 340,200,000
(153,284,005) (158,700,182)
186,915,995 181,499,818
21,029,947 6,476,650
1,193,495,035 1,101,205,546
1,214,524,982 1,107,682,196
91,501,375 112,632,222
5,118,043 2,181,896
400,000,000 400,000,000
21,538,172 19,581,961
49,745,181 24,515,606
16,361,577 15,253,487
1,000,694 684,826
585,265,042 574,849,998
1,986,706,019 1,864,032,012

( Private ) Limited

\\V f\\. y/ 7

N
Director

Punjab Modaraba Services

( Private ) Limited
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Consolidated Profit and Loss Account

For the Year Ended 30 June 2018

Note 2018 2017
Rupees Rupees
Income

ljarah rentals 26.1 64,436,275 78,739,059
Profit on morabaha investment 26.2 4,799,112 7,561,338
Profit on musharikah investment 26.3 95,305,505 75,098,141
Gain on disposal of assets 26.4 1,663,497 211,020
Income from brokrage business 3,573,195 -
Other income 27 12,067,708 6,114,293
181,845,292 167,723,851

Expenses
Operating expenses 28 46,507,436 34,565,840
Depreciation on ljarah assets 51 37,541,161 42,444 032
Finance cost 29 93,510,393 79,970,478
177,558,990 156,980,350
177,559,006 156,980,350
Operating profit before provision and impairment 4,286,302 10,743,501
(Reversal) of provision for morabaha investment 12.3 - (1,633,352)
Impairment (reversal) on ijarah assets 16.1 (20,286,896) (235,982)
Impairment charged / (reversal) on musharikah investment 8.2 52,825 (3,000,000)
Other provisions 14.3.1 - -
(20,234,071) (4,869,334)
Operating profit after provision and impairment 24,520,373 15,612,835
Modaraba Company’s management fee 30 (3,079,239) (2,672,036)
21,441,134 12,940,799
Taxation 31 985,043 3,836,546
Profit for the year 22,426,177 16,777,345
Earnings per certificate - basic and diluted 32 0.66 0.49

The annexed notes from 1to 41 form an integral part of these consolidated financial statements.

Oy — | / \uAv”
X { W' \\QA\V/
7 - \ ,{A\’_\M i
Chief Financial officer Chief Executive Director Director

Punjab Modaraba Services
( Private ) Limited

Punjab Modaraba Services
( Private ) Limited

Punjab Modaraba Services
( Private ) Limited

Punjab Modaraba Services
( Private ) Limited
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Consolidated Statement of Comprehensive Income
For the Year Ended 30 June 2018

2018 2017
Rupees Rupees
Profit for the year 22,426,177 16,777,345
Items that may be reclassified to profit and loss
Items that will not be reclassified subsequently to profit and loss - -
Total comprehensive income for the year 22,426,177 16,777,345

The annexed notes from 1to 41 form an integral part of these financial statements.

i by ovs iy

" P
N
Chief Financial officer Chief Executive Director Director
Punjab Modaraba Services Punjab Modaraba Services Punjab Modaraba Services Punjab Modaraba Services
( Private ) Limited ( Private ) Limited ( Private ) Limited ( Private ) Limited
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Consolidated Cash Flow
For the Year Ended 30 June 2018

Statement

Note 2018 2017
Rupees Rupees

Cash flow from operating activities

Cash generated from operations 36 46,756,104 110,550,436
Profit paid on redeemable capital (25,219,861) (14,131,506)
Profit paid on musharikah finance (66,334,321) (59,808,319)
Income tax paid (4,940,822) (4,365,498)
Net cash (used in) / generated from operating activities (49,738,900) 32,245,113
Cash flow from investing activities

Fixed capital expenditure (1,078,186) (4,501,975)
Purchase of intangibles (600,000) -
Proceeds from fixed assets 1,150,500 -
Investment in musharikah - net (7,700,303) (427,293,172)
Net cash used in investing activities (8,227,989) (431,795,147)
Cash flow from financing activities

Finances under musharikah arrangements - net 92,289,489 145,280,052
Redeemable capital - 300,000,000
Profit distribution to certificate holders (15,901,910) (16,087,586)
Net cash generated from financing activities 76,387,579 429,192,466
Net increase in cash and cash equivalents 18,420,691 29,642,432
Cash and cash equivalents at the beginning of the year 59,707,426 30,064,994
Cash and cash equivalents at the end of the year 16 78,128,117 59,707,426

The annexed notes from 1to 41 form an integral part of these financial statements.

‘ /‘ - -
Chief Financial officer Chief Executive
Punjab Modaraba Services Punjab Modaraba Services
( Private ) Limited ( Private ) Limited

\\\) ﬁ\'\. }I/ /

Pt \
N
Director Director
Punjab Modaraba Services Punjab Modaraba Services

( Private ) Limited

( Private ) Limited
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Consolidated Statement of Changes in Equity

For the Year Ended 30 June 2018

Certificate Capital Accumulated
Capital Reserves Loss Total
Rupees Rupees Rupees Rupees
Balance as at 1 July 2016 340,200,000 204,119,707 (362,587,234) 181,732,473
PrProfit for the year - - 16,777,345 16,777,345
Other comprehensive income for the year - - - -
Total comprehensive income for the year - - 16,777,345 16,777,345
Statutory reserve - 33,55,469 (33,55,469) -
Transaction with Certificate
Holders of Modaraba
Final dividend for the year ended
30 June 2016 @ Rs. 0.5 per certificate

- - (17,010,000) (17,010,000)
Balance as at 30 June 2017 340,200,000 207,475,176 (366,175,358) 181,499,818
Profit for the year - - 22,486,602 22,486,602
Other comprehensive income for the year - - - -
Surplus on revaluation of intangible assets - - - -
Total comprehensive income for the year - - 22,486,602 22,486,602
Statutory reserve - 4,485,235 (4,485,235) -
Transaction with Certificate

Holders of Modaraba

Final dividend for the year ended
30 June 2017 @ Rs. 0.5 per certificate - - (17,010,000) (17,010,000)
Balance as at 30 June 2018 340,200,000 211,960,411 (365,244,416) 186,915,995

The annexed notes from 1to 41 form an integral part of these financial statements.

‘ AR A\
2 o ({AM :
Chief Financial officer Chief Executive Director Director

Punjab Modaraba Services
( Private ) Limited

Punjab Modaraba Services
( Private ) Limited

Punjab Modaraba Services
( Private ) Limited

Punjab Modaraba Services
( Private ) Limited
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Consolidated Notes to the Financial Statements
For the year ended June 30, 2018

1.

The Group and Its Operations

11  The “Group” Consists of:
First Punjab Modaraba

Pecentage of holding
Subsidiary Company 2018 2017
Punjab Capital Securities (Private) Limited 100% 100%

First Punjab Modarba (the Modaraba) was formed under the Modaraba Companies and
Modaraba (Flotation and Control) Ordinance, 1980 and rules framed there under and is
managed by Punjab Modaraba Services (Private) Limited (wholly owned subsidiary of The
Bank of Punjab), a company incorporated in Pakistan. The registered office of the Modaraba is
situated at Office No. 100, 4t floor, Mega Tower Main Boulevard Gulberg, Lahore. The Modaraba
commenced its operations on 23 December 1992. The Modaraba is listed on Pakistan Stock
Exchange.

The Modaraba is a perpetual and multi-dimensional Modaraba and is primarily engaged in the
business of ljarah, Musharikah and Morabaha financing, equity investment and other related

businesses in accordance with the injunctions of Islam.

Basis of preparations

21 Statement of compliance

These consolidated financial statements have been prepared in accordance with approved
accounting standards as applicable in Pakistan. Approved accounting standards comprise
of such International Financial Reporting Standards (IFRS) issued by the International
Accounting Standards Board (IASB) and Islamic Financial Accounting Standards (IFAS)
issued by the Institute of Chartered Accountants of Pakistan (ICAP) as notified under
the Companies Ordinance, 1984, provisions of and directives issued under the Modaraba
Companies and Modaraba (Floatation and Control) Ordinance, 1980 and Modaraba
Companies and Modaraba Rules, 1981 and Companies Act, 2017. In case requirements
differ, the provisions of or directives issued under the Modaraba Companies and Modaraba
(Floatation and Control) Ordinance, 1980, Modaraba Companies and Modaraba Rules, 1981
and Companies Act, 2017 shall prevail.

The SECP, Special compliance Division, vide circular no. 10 of 2004 dated February 13, 2004
deferred the application of IAS 17 ‘Leases’ to Modarabas till further orders.

2.2 Basis of measurement

These consolidated consolidated financial statements have been prepared under the
historical cost convention except for the office premises which have been carried at fair
value.

2.3 Functional and presentation currency

These consolidated consolidated financial statements are presented in Pakistan Rupees
which is also the Modaraba’s functional currency. All financial information presented in
Pakistan Rupees has been rounded to the nearest rupee.
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3 New accounting standards / amendments and IFRS interpretations that are effective for the
year ended June 30, 2018.

The following standards, amendments and interpretations are effective for the year ended
June 30, 2018. These standards, interpretations and the amendments are either not relevant to
the Modaraba's operations or are not expected to have significant impact on the Modaraba’s
consolidated financial statements other than certain additional disclosures.

The Companies Act, 2017 (the Act) has also brought certain changes with regard to preparation
and presentation of annual and interim consolidated financial statements of the Company.

These changes also include change in respect of recognition criteria of surplus on revaluation
of fixed assets, change in nomenclature of primary statements, etc.

Further, the disclosure requirements contained in the fifth schedule to the Act have been
revised, resulting in the:

- elimination of duplicative disclosures with the IFRS disclosure requirements; and
- incorporation of siginificant additional disclosures.

Certain annual improvements have also been made to a number of IFRSs.

3.1 New accounting standards / amendments and IFRS interpretations that are not yet effective

The following standards, amendments and interpretations are only effective for accounting
periods, beginning on or after the date mentioned against each of them. These standards,
interpretations and the amendments are either not relevant to the Modaraba’s operations

or are not expected to have significant impact on the Modabara’s consolidated financial
statements other than certain additional disclosures.
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Effective from accounting
period beginning on or after:
Amendments to IFRS 2 ‘Share-based Payment’ - Clarification
on the classification and measurement of share-based July 01, 2018
payment transactions
IFRS 4 ‘Insurance Contracts Amendments regarding the ‘An entity choosing to
interaction of IFRS 4 and IFRS 9. apply the overlay approach
retrospectively to qualifying
financial assets does so
when it first applies IFRS
9. An entity choosing to
apply the deferral approach
does so for annual periods
beginning on or after 1
January 2018.
IFRS 9 ‘Financial Instruments’ - This standard will supersede

IAS 39 Financial Instruments: Recognition and Measurement January 01, 2018
upon its effective date.

Amendments to IFRS 9 ‘Financial Instruments’ - Amendments
regarding prepayment features with negative compensation January 01, 2019
and modifications of financial liabilities

IFRS 15 '‘Revenue’ - This standard will supersede IAS 18, IAS 11,
IFRIC 13, 15 and 18 and SIC 31 upon its effective date.

IFRS 16 ‘Leases’: This standard will supersede IAS 17 ‘Leases’
upon its effective date.

July 01, 2018

January 01, 2019

Amendments to IAS 19 '‘Employee Benefits’ - Amendments

regarding plan amendments, curtailments or settlements. January 01, 2019

Amendments to IAS 28 ‘Investments in Associates and Joint

Ventures’ - Amendments regarding long-term interests in an

associate or joint venture that form part of the net investment January 01, 2019
in the associate or joint venture but to which the equity

method is not applied.

Amendments to IAS 40 ‘Investment Property’: Clarification on January 01, 2018. Earlier
transfers of property to or from investment property application is permitted.

IFRIC 22 ‘Foreign Currency Transactions and Advance

Consideration”: Provides guidance on transactions where January 01, 2018. Earlier
consideration against non-monetary prepaid asset / deferred application is permitted.
income is denominated in foreign currency.

IFRIC 23 ‘Uncertainty over Income Tax Treatments'’: Clarifies the

accounting treatment in relation to determination of taxable

profit (tax loss), tax bases, unused tax losses, unused tax January 01, 2019
credits and tax rates, when there is uncertainty over income

tax treatments under IAS 12 ‘Income Taxes'.

Certain annual improvements have also been made to a number of IFRSs.
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Other than the aforesaid standards, interpretations and amendments, the International
Accounting Standards Board (IASB) has also issued the following standards which have
not been adopted locally by the Securities and Exchange Commission of Pakistan:

- IFRS 1 - First Time Adoption of International Financial Reporting Standards
- IFRS 14 — Regulatory Deferral Accounts
- IFRS 17 — Insurance Contracts

Certain annual improvements have also been made to a number of IFRSs.

Accounting Standard (IFAS 2)

SECP vide its circular no. 10 of 2004 dated 13 February 2004 had deferred, till further orders,
the applicability of International Accounting Standard (IAS) 17 “Leases” on Modarabas
with effect from 1 July 2003 and advised the management companies of Modarabas that
they may continue to prepare the financial statements of the Modarabas without applying
the requirements of IAS 17 to the Modarabas. However, the requirements of IAS 17 were
considered for the purpose of leasing transactions (net investment in finance lease, assets
given on finance lease, liabilities against assets subject to finance lease, and assets
obtained on finance lease) entered into by the Modaraba upto 30 June 2008. From 1 July
2008, all new lease transactions (both for assets given and assets obtained) are being
accounted for in accordance with the requirements of IFAS 2 as explained hereunder. Islamic
Financial Accounting Standard 2 ‘ljarah’ issued by the Institute of Chartered Accountants
of Pakistan was adopted by the Securities and Exchange Commission of Pakistan (SECP)
vide SRO 431(1)/2007 dated 22 May 2007. During the year ended 30 June 2009, SECP
vide its letter no. SC/M/RW/SC/2009 dated 9 March 2009, directed that the Modaraba
Management Companies may apply the accounting treatment of IFAS 2, only to the leasing
(ljarah) transactions entered on or after 1 July 2008. Under the above IFAS 2, the ‘ljarah’
transactions are accounted for in the following manner:

1- Mustajir (lessors) presents the assets subject to ljarah in their statement of financial
position according to the nature of the asset, distinguished from the assets in own use.

2- Costs, including depreciation on the assets given on ljarah, incurred in earning the
ljarah income are recognised as expenses.

3- ljarah income is recognised in income on an accrual basis as and when the rental

becomes due, unless another systematic basis is more representative of the
time pattern in which the benefit of the use derived from the leased asset is
diminished.

3.2 Significant accounting estimates and judgments

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

Annual Report 201 8/Page 88



SERVIe,
R G5
o

(i

PUNIAG
0
&
a3

First Punjab Modaraba

where judgment was exercised in the application of accounting policies are as follows:
3.21 Depreciation/Amortization

Estimates of residual values, useful lives and depreciation methods of fixed assets in
own use and ljarah assets (note 5)

3.2.2 Provision against non-performing loans and advances

The Modaraba reviews its portfolio to assess amount of non-performing contracts
and provision required there against on a quarterly basis. The provision is made
in accordance with the prudential regulations issued by Securities and Exchange
Commission of Pakistan.

3.2.3 Income taxes

The Modaraba takes into account relevant provisions of current income tax laws
while providing for current and deferred tax

4 Significant accounting policies

41 Tangible fixed assets
Assets in own use

These are stated at cost less accumulated depreciation and accumulated impairment losses,
if any. Cost includes expenditure that is directly attributable to the acquisition of the items.
Subsequent costs are included in the assets’ carrying amounts or recognised as separate
assets, as appropriate, only when it is probable that future economic benefits associated
with the items will flow to the Modaraba and the cost of the items can be measured reliably.
All other repairs and maintenance expenses are charged to the profit and loss account as
and when incurred.

Depreciation on all fixed assets is charged to profit and loss on straight line basis, so as
to write off the historical cost of an asset over its estimated useful life at annual rates
mentioned in note 5 and 5.2.

Residual values and the useful lives of the assets are reviewed at least at each financial
year end and adjusted if impact on depreciation is significant.

The Modaraba assesses at each balance sheet date whether there is any indication that
fixed asset may be impaired. If such indication exists, the carrying amounts of such assets
are reviewed to assess whether they are recorded in excess of their recoverable amount.
Where carrying values exceed the respective recoverable amount, assets are written down
to their recoverable amounts and the resulting impairment loss is recognized in income
currently. The recoverable amount is the higher of an asset’s fair value less costs to sell and
value in use. Where an impairment loss is recognized, the depreciation charge is adjusted in
the future periods to allocate the asset’s revised carrying amount over its estimated useful
life.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate
asset, as appropriate, only when it is probable that future economic benefits associated
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with the item will flow to the Modaraba and the cost of the item can be measured reliably. All
other repair and maintenance costs are charged to income during the period in which they
are incurred. Subsequent costs are included in the asset’s carrying amount or recognized as
a separate asset.

ljarah Assets

ljarah assets are stated at cost less accumulated depreciation and accumulated impairment
losses, if any. Assets under ljarah are depreciated over the period of facility. However, in the
event the asset is expected to be available for re-ijarah, depreciation is charged over the
economic life of asset using straight line basis.

ljarah income is recognized on an accrual basis as and when the rental becomes due.
4.2 Impairment (Including provision for potential ijarah losses and write offs)

The carrying amount of the Modaraba’s assets are reviewed at each reporting date to
determine whether there is any indication of impairment in any asset or group of assets. If
such anindication exists, the recoverable amount of the assets is estimated and impairment
losses are recognised immediately as an expense in the profit and loss account. For loans
and receivables, a provision for impairment is established when there is objective evidence
that the Modaraba will not be able to collect all amounts due according to the original
terms. The amount of the provision is the difference between the asset’s carrying amount
and the present value of estimated future cash flows, discounted at the original effective
profit rate.

Provision for non-performing leases, if any, is made in accordance with the requirements
of the Prudential Regulations for Modarabas issued by the Securities and Exchange
Commission of Pakistan (SECP) and is charged to the profit and loss account in the current
period. Outstanding balances in net investment in ljarah finance are written off when there
is no realistic prospect of recovery.

4.3 Intangible Assets

Intangible assets having a finite useful life are stated at cost less accumulated amortisation
and accumulated impairment losses, if any. Subsequent costs are included in the
assets’ carrying amounts or recognised as separate assets, as appropriate, only where
it is probable that the future economic benefits associated with the assets will flow
to the Modaraba and the cost of the items can be measured reliably. The useful lives
and amortisation method are reviewed and adjusted, as appropriate, at each
reporting date. Amortisation is charged from the month the asset is available for
use while in the case of assets disposed of, it is charged till the month preceding
the month of disposal.

Intangible assets having an indefinite useful life are stated at cost less accumulated
impairment losses, if any. Gain or loss on disposal of intangible assets, if any. Is taken
to the profit and loss account in the period in which these arise.

4.4 Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at cost. For the purpose of cash

Annual Report 201 8/Page 90



2

(i

PUNIAg,
&

First Punjab Modaraba

SERVIe,
R G5
o

>

&
a3

4.5

4.6

flow statement, cash and cash equivalents comprise cash in hand and cash with banks in
current, savings and deposit accounts.

Financial instruments

Financial assets

Significant financial assets include short and long term investments, long term deposits,
advances and receivables and cash and bank balances. Finances and receivables from
clients are stated at their nominal value as reduced by provision for doubtful finances and
receivables, while other financial assets are stated at cost except for investments, which
have been revalued as per accounting policies.

Classification

The management determines the appropriate classification of the financial assets of the
Modaraba in accordance with the requirements of International Accounting Standard
(IAS) 39: ‘Financial Instruments: Recognition and Measurement’, at the time of purchase
of financial assets and reevaluates this classification on a regular basis. The classification
depends upon the purpose for which the financial assets are acquired. The financial assets
of the Modaraba have been classified in the following categories:

a) Loans and receivables These are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market.

Financial liabilities

Financialliabilities are classifiedaccording to the substance of the contractualarrangements
entered into. Significant financial liabilities include short term borrowings, certificates of
musharikah, deposits against ijarah arrangements, trade and other payables and dividends
payable. Markup based financial liabilities are recorded at gross proceeds received. Other
liabilities are stated at their nominal value.

Recognition and derecognition

All the financial assets and financial liabilities are recognized at the time when the
Modaraba becomes party to the contractual provisions of the instrument. Financial assets
are derecognized when the Modaraba loses control of the contractual rights that comprise
the financial assets. Financial liabilities are derecognized when they are extinguished i.e.
when the obligation specified in the contract is discharged, cancelled or expires. Any gain
or loss on derecogniton of the financial assets and financial liabilities is taken to income
currently.

Offsetting of financial assets and financial liabilities

Financial assets and liabilities are offset and the net amount reported in the consolidated
financial statements when there is a legally enforceable right to set off the recognized
amounts and there is an intention to settle on net basis, or realize the asset and settle the
liabilities simultaneously.

Provisions
Provisions are recognized when the Modaraba has a legal or constructive obligation as a

result of past events, and it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation and a reliable estimate of the amount can
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be made. Provisions are reviewed at each balance sheet date and are adjusted to reflect the
current best estimate.

4.7 Staff retirement benefit

Defined contribution plan
The Modaraba operates a recognized provident fund for all eligible employees. Equal
monthly contributions @ 8.33% of the basic salary are made to the fund both by the
Modaraba and employees.

4.8 Provision against non performing financing (Suspense income)

The Modaraba reviews its overdue ljarah rentals at each reporting date to assess whether
provision should be recorded in profit and loss account, in addition to the mandatory
provisions required in accordance with the Prudential Regulations issued by the SECP.
In particular, judgment by management is required in the estimation of the amount and
the timing of future cash flows when determining the level of provision required. Such
estimates are based on assumptions about a number of factors and actual results may
differ, resulting in future changes to the provisions.

4.9 Revenue recognition

ljarah
ljarah rentals are recognized as income on accrual basis, as and when rentals become due.

Documentation charges, front-end fee and other ljarah income are recognized as income
on receipt basis. Unrealized ijarah income pertaining to non-performing ijarah is held in
suspense account, where necessary, in accordance with the requirements of the Prudential
Regulations (PR).

Morabaha transaction

Profit on morabaha transaction is recognized over the period the payment becomes due.
The unearned portion is reflected as deferred morabaha income.

Profit on musharikah arrangement is recognized under the effective profit rate based on the
amount outstanding.

Return on bank deposits are recognized on accrual basis, using the effective profit rate
method.

Capital gain or losses on sale of investment
Capital gain / loss on investment is recognized on sale of the respective investments.

Dividend income
Dividend income is recognized when the right to receive payment is established.

Commission income
Commission income is recognized on accrual basis.
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4.10

4m

4.2

413

Revenue
Brokrage income is recognized on trade date basis and other income are accrued as and
when due.

Unrealized capital gain / loss arising from making to market of investments classified as ’
financial assets at fair value through profit and loss - held for trading are included in profit
and loss account in period in which they arise.

Income from non-compliant shariah is not recognized in profit and loss account and is
classified as charity payable.

All ‘regular way’ purchases and sales of quoted equity securities are recognized on the
trade date i.e. the date that the Modaraba commits to purchase/sell the asset. ‘Regular
way’ purchases or sales of quoted investments require delivery within three working days
after the transaction date as per stock exchange regulations.

ljarah rentals and Musharikah investments

ljarah rentals and Musharikah investments are stated net of provision and suspense
income. Provision is recognized for ljarah rentals receivable and musharikah investment,
in accordance with the Prudential Regulations for Modarabas issued by Securities and
Exchange Commission of Pakistan (SECP). Bad debts are written-off when identified.

Finance arrangements including Certificates of Musharikah
These are carried on the balance sheet at principal amount.
Profits on these arrangements are recognized as expense in the period in which they incur.

Profit on Musharikah finance is accounted for on the basis of the projected rate of profit. The
effect of adjustments, if any, between actual rate and projected rate of profit is accounted
for at the end of each year after determination of the actual rate.

Profit distribution and appropriations

Profit distribution and appropriation to reserves are recognized as liability in the
consolidated financial statements in the period in which these are approved. Transfer to
statutory reserve and any of the mandatory appropriations, as may be required by law, are
recognized in the period to which these relate.

Taxation

Current

Provision for current taxation is made on taxable income at the prevailing rates of tax after
taking into account tax credits available, if any. The income of non-trading modarabas is
exempt from tax provided that not less than 90% of their profits are distributed to the
certificate-holders. as reduced by amount transferred to a mandatory reserve as required
under the provisions of the Modaraba Companies and Modaraba (Floatation and Control)
Ordinance, 1980 (XXXI of 1980) are distributed to the certificate holders.
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Deferred

The Modaraba accounts for deferred taxation using the balance sheet liability method,
on all temporary differences arising between the tax bases of assets and liabilities and
their carrying amounts in the consolidated financial statements. Deferred tax liabilities
are generally recognized for all taxable temporary differences and deferred tax assets are
recognized to the extent that it is probable that taxable profits will be available against
which the deductible temporary differences, unused tax losses and tax credits can be
utilized. The carrying amount of all deferred tax assets is reviewed at each balance sheet
date and reduced to the extent, if it is no longer probable that sufficient taxable profit will
be available to allow all or part of the deferred tax assets to be utilized.

Deferred tax is calculated at the rates that are expected to apply to the period when the
differences reverse, based on tax rates that have been enacted or substantively enacted by
the balance sheet date. Deferred tax is charged or credited in the profit and loss account.

414 Morabaha Investments

Morabaha investments are stated net of provision. Provision is recognized for Morabaha
Investments in accordance with the Prudential Regulations for Modaraba’s issued by the
Securities and Exchange Commission of Pakistan. Bad debts are written off when identified.

Morabaha receivable are recorded by the Modaraba at the invoiced amount and disclosed
as such in the balance sheet.

Purchase and sales under Morabaha and the resultant profit are accounted for on the
culmination of Morabaha transaction.

The profit on that portion of sales revenue not due for payment are deferred by accounting
for a debit to “Unearned Morabaha Income” account with the corresponding credit to
“Deferred Morabaha Income” account and shown in the balance sheet as a liability.

415 Investment in Subsidiary

Investment in subsidiary is initially recognized at cost. At subsequent reporting dates,
the recoverable amounts are estimated to determine the extent of impairment losses, if
any, and carrying amounts of investments are adjusted accordingly. Impairment losses
are recognized as expense. Where impairment losses subsequently reverse, the carrying
amounts of the investments are increased to the revised recoverable amounts but limited
to the extent of initial cost of investments. A reversal of impairment loss is recognized in
the profit and loss account.

Note 2018 2017
Rupees Rupees
5 Tangible fixed assets
ljarah assets 5.1 225,737,910 178,857,852
Assets in own use 4,287,701 4,474,964
230,025,611 183,332,816
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6 Intangible assets

LSE Room

Trading rights entitlement certificate (TREC)

Less: Impairment

6.1

6.2

6.3

Computer software
Work in progress

Impairment

Opening Balance
Add: Charge for the year

Closing
Computer software

Cost
Balance as at 1 July
Additions

Balance as at 30 June

Amortization

Balance as at 1 July
Amortization for the year
Balance as at 30 June

Carrying Amount
Rate of amortization

Work in progress
Balance as at 1 July
Additions

Balance as at 30 June

Note

6.1

6.2
6.3

28

6.3.1

2018 2017
Rupees Rupees
4,000,000 4,000,000
5,000,000 5,000,000
(2,500,000) -
2,500,000 5,000,000
6,500,000 9,000,000
900,000 300,000
7,400,000 9,300,000
2,500,000
2,500,000 -
1,295,000 1,295,000
1,295,000 1,295,000
(1,295,000) (1,295,000)
(1,295,000) (1,295,000)
20% 20%
300,000 300,000
600,000 -
900,000 300,000

6.3.1 This includes advance paid by Modaraba against purchase of software.

7 Shares available for sale

Unquoted
843,975 (June-2017: Nil) shares of
LSE Financial Services Limited

71

7.

10,308,698

10,308,698

Short term investment is measusred at cost instead of fair value as there is no trading
market to trade shares of LSE Financial Services Ltd. Further, at the date of authorization
for issue of these financials, Net Asset value per share (NAV) can not be disclosed due to
non availablility of audited and unaudited financial statements of LSE Financial Services
Ltd. However, NAV for the Half-yearly reviewed accounts for the period ended December
31,2017 is Rs.18.08/-.
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Note 2018 2017
Rupees Rupees
8 Long term musharikah investment - secured
Musharikah investment 81 905,214,926 897,783,755
Less:
Current portion of long term musharikah investment 13 (462,917,864) (399,161,883)
442,297,062 498,621,872

8.1 The profit charged on these facilities ranged from 8.55% to 18.27% per annum (2017: 9% to
20% per annum). These facilities are secured by way of personal guarantees and mortgage

of properties.

Note 2018 2017
Rupees Rupees
8.2 Impairment loss on musharikah investment
Opening balance 8,709,526 11,709,526
Additions during the year
Specific provision 52,825 -
General provision - -
52,825
Reversed during the year - (3,000,000)
Closing balance 8,762,351 8,709,526
9 Long term morabaha investment - secured
Long term morabaha investment 9.1 26,545,141 35,940,617
Add: Unearned morabaha income 9.2 4,649,209 1,150,448
31,194,350 37,091,065
Less: Current maturity 13 (4,884,525) (22,727,010)
26,309,825 14,364,055
Less: Provision for doubtful morabaha investment 9.3 (8,800,000) (8,800,000)
Total long term morabaha investment net 17,509,825 5,564,055

9.1 These are secured against mortgage of properties, hypothecation and pledge of stocks,
personal guarantees and demand promissory notes. The rate of profit on morabaha finances

ranges from 8% to 15% per annum (2017: 13.64% to 15%.).
9.2 These represent receivables against morabaha transactions on deferred payment basis at

a specified profit margin.
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Note 2018 2017
Rupees Rupees

9.3 Provision for doubtful morabaha investment

Opening balance 8,800,000 8,800,000
Charge during the year - -

Closing balance 8,800,000 8,800,000

10 Long term deposits

n

12

Long term deposits 692,900 692,900
National Clearing Company of Pakistan Limited (NCCPL) 1,400,000 200,000
Central Deposititory Company (CDCQC) 100,000 100,000
Pakistan Stock Exchange (PSX) 576,909 -
Others 1,500 1,500

2,771,309 994,400

Deferred tax

This represents deferred tax asset created against brought forward losses and Alternate
Corporate Tax (ACT) available for use in future. The management is confident that sufficient
taxable profits will be available to set off these losses. Further, the management does not intend
to avail exemption under clause 100 of Part 1 of Second Schedule to the Income Tax Ordinance
2001. The recognition of deferred tax asset is based upon whether it is more likely than not that
sufficient taxable profits will be available against which the unutilized losses and tax credits
carried forward can be adjusted.

Note 2018 2017
Rupees Rupees

Short term morabaha investment - secured
Short term morabaha investment 121 488,114,013 483,234,677
Add: Unearned morabaha income 12.2 468,834 1,031,448

488,582,847 484,266,125
Less: Provision for doubtful morabaha investment 12.3 (235,561,379) (235,561,379)
Total short term morabaha investment - net 253,021,468 248,704,746

121 These are secured against mortgage of properties, hypothecation and pledge of stocks,
personal guarantees and demand promissory notes. The rate of profit on morabaha finances
ranges from 9.50% to 22.99% per annum (2017:10.75% to 22.99% per annum).

12.2 These represent receivables against morabaha transactions on deferred payment basis at
a specified profit margin.
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Note

12.3 Provision for doubtful morabaha investment

Opening balance

Additions during the year
Reversals during the year

Closing balance
13 Current maturity of long term investments

Musharikah investment 8
Less: Provision against musharika investment

Morabaha investment 9
Less: Provision against current
Maturity of long term investment

14 Advances, deposits, prepayments and other receivables

Profit receivable

- Morabaha investment 141
- Musharikah investment 14.2
Prepayments

Trade debts - Considered good
Receivable from NCCPL

Receivable against margin financing
Advances

Advances to suppliers

Advances to employees

Security Deposit

Accrued Markup

Other receivables 14.3
Less: Provision for non performing assets 14.3.

Annual Report 201 8/Page 100

2018 2017
Rupees Rupees
235,561,379 237,194,731
- (1,633,352)
- (1,633,352)
235,561,379 235,561,379
463,186,995 399,161,883
(8,762,350) (8,709,526)
454,424,645 390,452,357
4,884,525 22,727,010
4,884,525 22,727,010
459,309,170 413,179,367
201,331 1,114,454
23,347,430 16,029,142
23,548,760 17,143,596
5,424,992 4,887,640
240,798 -
3,128,974 -
6,161,402 -
14,469,840 16,386,013
430,310 -
137,500 -
7,960,120 -
159,447 -
53,436,402 38,417,249
70,456,513 55,215,048
(7,810,205) (7,810,205)
62,646,308 47,404,843
116,082,710 85,822,092
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141

14.2

14.3

Morabaha profit receivable
Musharikah profit receivable
Less: Income transferred to suspense

14.1.1 Income transferred to suspense

Opening balance
Addition / (Reversal) during the year
Suspension written off

Closing balance
Musharikah profit receivable

Musharikah profit receivable
Less: Income transferred to suspense

14.2.1Income transferred to suspense

Opening balance
Addition / (Reversal) during the year
Suspension written off

Closing balance

Note

1411

26.2

14.2.1

26.2

2018 2017

Rupees Rupees
26,335,928 27,249,051
(26,134,597) (26,134,597)
201,331 1,114,454
26,134,597 26,134,597
26,134,597 1 26,134,597
35,024,691 27,321,445
(11,677,261) (M,292,303)
23,347,430 16,029,142
11,292,303 11,007,139
384,958 285,164
11,677,261 1,292,303

This includes legal charges paid by Modaraba in relation with the parties under litigation.

14.3.1 Provision for non performing assets

Opening balance

Additions during the year
Write off during the year
Reversed during the year

Closing balance

15 ljarah rental receivables

ljarah rental receivable

Less:

Income transferred to suspense

151

7,810,205 7,810,205
7,810,205 7,810,205
455,135,169 476,830,899
(159,480,340)  (188,064,088)
295,654,829 288,766,810

Annual Report 2018




\??PB;\SERV,CQ
7,

2
<
z
]
7
g

2,

(i

PUNJAG,
&

First Punjab Modaraba

15.1 Income transferred to suspense

Opening balance
Additions during the year
Transfers during the year
Write off during the year
Reversals during the year

Closing balance

15.2 Future ljarah rentals receivable

Note

261

261

2018 2017
Rupees Rupees
188,064,088 192,950,354

- 2,362,500

1,010,946 282,576
(9,307,798) -
(20,286,896) (7,531,342)
159,480,340 188,064,088

Aggregate amount of future ljarah rentals receivable on the basis of agreements executed

up to 30 June 2018 are as follows:

Up to one year
Above one year and up to five year

16 Cash and bank balances
Cash at banks
- Current accounts

- Deposit accounts
- Current account with State Bank of Pakistan

Cash in hand

Annual Report 201 8/Page 102

Note

16.1
16.2&16.3
16.4

2018 2017

Rupees Rupees
52,625,692 48,257,287
94,451,362 61,871,723
147,077,054 110,129,010
36,637,537 39,393,956
40,659,941 20,262,709
69,711 19,711
77,367,189 59,676,376
760,927 31,050
78,128,116 59,707,426
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16.1 The balance of Rs. 7.41 Million (2017: Rs.21.4 million) is maintained with The Bank of Punjab
(the holding Company of the Modaraba’s Management Company).

16.2 Under the terms and condition for the issuance of certificates of musharikah (both long
and short term), the Modaraba is required to maintain a Redemption Reserve Fund equal to
at least 5% of the contribution against Certificates of Musharikah Finance received, which
may be utilized for redemption purposes.

16.3 The rate of profit on deposit and saving accounts ranges between 2.00% to 5.25% per
annum (2017: 2.5% to 5.25% per annum).

16.4 This account has been opened for payment of online charges of the Credit Information
Bureau of State Bank of Pakistan.

2018 2017
Rupees Rupees
17 Certificate capital
Authorized certificate capital
50,000,000 modaraba certificates of Rs.10 each 500,000,000 500,000,000
Issued, subscribed and paid-up certificate capital
20,000,000 modaraba certificates of Rs. 10 each
fully paid up in cash 200,000,000 200,000,000
14,020,000 modaraba certificates of Rs. 10 each
issued as fully paid bonus certificates 140,200,000 140,200,000
340,200,000 modaraba certificates of Rs. 10 each 340,200,000 340,200,000

18

171  As at 30 June 2018, The Punjab Modaraba Services (Private) Limited (the management
company) held 13,320,694 (2017:13,320,694) certificates of Rs. 10 each.

Note 2018 2017
Rupees Rupees
Reserves
Capital reserve
Statutory reserve 181 209,696,682 204,119,707
Revenue reserves
Accumulated loss (352,770,185) (362,819,889)

(143,073,503) (158,700,182)

18.1 This represents profit set aside to comply with the Prudential Regulations for Modarabas
issued by Securities and Exchange Commission of Pakistan requiring modaraba to transfer
not less than 20% and not more than 50% of its profits after tax in such manner that

reserves equal 100% of the paid up capital. Thereafter a sum not less than 5% of the profit

after tax is to be set aside. Annual Report 2018 /Page 103
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Note 2018 2017
Rupees Rupees
19 Security deposits
Long term security deposits against ljarah 112,531,322 119,108,872
Less: Current maturity of security deposits 21 (91,501,375) (M2,632,222)
21,029,947 6,476,650
20 Long term musharikah finance secured
Opening balance 1,101,205,546 955,925,494
Additions during the year 879,623,304 980,575,552
Less: Paid during the year (787,333,815) (835,295,500)
92,289,489 145,280,052

201 1,193,495,035 1,101,205,546

20.1 The Modaraba has availed musharikah finance facilities from The Bank of Punjab having
approved limits of Rs. 1,405 million (2017: Rs. 1,505 million) maturing latest by 31 October
2019. These facilities are secured by way of first pari passu charge over present and future
fixed assets of Modaraba for amount of Rs. 860 million and first pari passu charge over
present and future current assets of Modaraba for an amount of Rs. 1,040 million. The
estimated share of profit payable on musharikah facilities is 3 Month’s KIBOR per annum
(2017: 3 Month's KIBOR per annum).

Note 2018 2017
Rupees Rupees

21  Current maturity of non current liabilities
Security deposits 211 91,501,375 112,632,222
211 This includes security deposit amounting to Rs. 82.7 million (2016: Rs. 82.7 million) against

those ljarah where the customers have defaulted payment of rentals and the Modaraba has
filed suits for recovery.

Note 2018 2017
Rupees Rupees
22 Redeemable capital - participatory and unsecured
Opening balance 400,000,000 100,000,000
Add: Issued during the year 400,000,000 300,000,000
Less: Redeemed during the year (400,000,000) ((300,000,000)
Add: Re- Issued during the year 400,000,000 300,000,000
400,000,000 300,000,000
Closing balance 2211 400,000,000 400,000,000

221 These certificates of Musarika have been reissued to The Bank of Punjab with a maturity of
3 months. The share of profit payable ranges from 6.25% to 7.00% per annum (2017: 6.25%).
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2018 2017
Rupees Rupees
23 Profit payable
Musharikah finances 18,323,102 16,625,545
Redeemable capital 3,215,070 2,956,416
21,538,172 19,581,961
24 Trade and other payables
Accrued expenses 1,093,788 662,627
Trade payables 9,392,002 -
Tax deducted at source 816,650 1,480,975
Advances against ijarah / morabaha / musharikah 13,054,476 10,294,248
Management fee payable 3,018,798 2,672,036
Other payables 11,969,719 9,405,720
39,345,433 24,515,606

241 This include penalty amounting to Rs. Nil (2017: Nil) payable to charity charged at the rate
of Rs. 0.05 per thousand rupees on daily product basis on amount not paid by the clients
in time, as required by the provisions of morabaha agreements. This amount has been
utilized for charitable and religious purposes as recognized by the Shariah. During the year,
penalties received from customers for delayed payments were paid as donations to the
following entities:

2018 2017
Rupees Rupees
Layton Rehmatullah Benevolent Trust - 28,716
Sun Education and Welfare Society - 50,000
Rising Sun 89,846 -
89,846 78,716

25 Contingencies and commitments
25.1 Contingencies

2511 The assessing officer, while finalizing assessments for the years 1997-98 and 1998-
99, made add backs out of profit and loss account. The Modaraba had filed an appeal
before the Commissioner of Income Tax (Appeals) (CIT-(A)), who has rejected the
appeals. The Modaraba has filed an appeal, against the order of CIT-(A), before
the honorable Income Tax Appellate Tribunal, which has been decided in favor of
Modaraba, however Income Tax Department has filed appeal before honorable
Lahore High Court. Modaraba management company expects a favorable outcome
of the case.

25.1.2 Additional Commissioner Inland Revenue (ACIR) issued order under section 122 (5A)
of the Income Tax Ordinance, 2001, (the Ordinance) for tax year 2003 while rejecting
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25.1.3

2514

the exemption claimed from tax under Clause 100 of Part | of Second Schedule to the
Ordinance and made additions on account of provision for bad debts, which resulted
in a tax liability of Rs. 27,410,608. The Modaraba filed a rectification application under
section 221 of the Ordinance for reducing the tax rate from 35% to 25%, resultantly
the rectification order passed by the tax department and reduced the tax liability to
Rs. 14,580,110. The Modaraba also filed an appeal before the CIR (Appeals) for tax
year 2003 against the order of ACIR. In this regard, after hearing of the appeal, the
CIR (Appeals) by accepting the claim of exemption has issued a favorable order to
the Modaraba while deleting the tax liability of Rs. 14,580,110 vide order No. 31 dated
27 June 2009. The income tax department has filed an appeal before Appellate
Tribunal Inland Revenue against the order of CIR (Appeals) which was decided in
favor of the Modaraba. Subsequent to year end the Income Tax Department has filed
reference in High Court against decision of Appellate Tribunal Inland Revenue which
is pending for adjudication. Modaraba management company expects a favorable
outcome of the case.

Additional Commissioner Inland Revenue (ACIR) issued order under section 122 (5A)
of the Income Tax Ordinance, 2001, (the Ordinance) for tax year 2005 while rejecting
the exemption claimed from tax under Clause 100 of Part | of Second Schedule to the
Ordinance inan arbitrary manner and assessing the taxable income at Rs. 49,845,335
and tax liability at Rs.17,667,886. The Modaraba filed a rectification application under
section 221 of the Ordinance for reducing the tax rate from 35% to 25%. Further, the
Modaraba has filed an appeal before the CIR (Appeals) for tax year 2005 against
this order. In this regard, after hearing of the appeal, the CIR (Appeals) by accepting
the claim of exemption has issued a favorable order to the Modaraba while deleting
the tax liability of Rs. 17,667,886. The income tax department has filed an appeal
before Appellate Tribunal Inland Revenue against the order of CIR (Appeals) which
was decided in favor of the Modaraba. Subsequent to year end the Income Tax
Department has filed reference in High Court against decision of Appellate Tribunal
Inland Revenue which is pending for adjudication. Modaraba management company
expects a favorable outcome of the case.

Legal suits against Modaraba

Suit for rendition of account Rs. 22,145,000 filed by a defaulter against the Modaraba.
The suit is pending in Honorable Banking Court. The management is of the view that
case has no merit and would be disposed off in favor of the Modaraba.

25.2 Commitments

26 Operating income

25.21 Musharikah commitments approved but not disbursed as on balance sheet date
amount to Rs.41.38 million (2017: Rs.32.38 million).
Note 2018 2017
Rupees Rupees
26.1 ljarah rentals
ljarah income 73,744,073 73,570,217
Less: Rentals suspended 16.1 - (2,362,500)
Add: Reversal of rentals suspended 161 (9,307,798) 7,531,342
Total income from ljarah 64,436,275 78,739,059
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Note 2018 2017
Rupees Rupees

26.2 Profit on Morabaha investment

Morabaha investment 4,799,112 7,561,338

Add: Reversals of suspension 1411 - -

Total income from Morabaha investment 4,799,112 7,561,338

Profit on Musharikah investment

Musharikah investment 95,690,463 75,383,305

Less: Suspension reversal 14.21 (384,958) (285,164)

Total Income from Musharikah investment 95,305,505 75,098,141
26.4 Gain on disposal of assets

Gain on disposal of non banking assets 150,000 -

Gain on sale of owned assets 1,150,500 15,000

Gain on disposal of ljarah assets 362,997 196,020

Total gain on disposal of assets 1,663,497 211,020

27 Other income

Profit on bank deposits 1,643,800 342,349
Margin finance income 322,651 -
Margin trading income 54,263 -
Return on exposure deposit with PSX 128,674 -
Dividend Income 421,988 -
Processing fee 1,362,418 1,433,416

Cheque return charges 7106 53,620
Miscellaneous income 8,126,808 4,284,908

12,067,708 6,114,293
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Note
28 Operating expenses
Salaries, wages and other benefits 281
Depreciation on fixed assets - owned 52

Travelling and conveyance

Legal and professional

Printing and stationery

Insurance

PSX, Clearing house and CDC Charges
Fee and subscription

Auditors’ remuneration 28.2
Repair and maintenance

Vehicle running and maintenance
Power and utilities

Entertainment

Advertisement

Commission paid to traders
Impairment of TREC

Selling and marketing expenses
Telephone and postage

Corporate expenses

Rent, rates and taxes

Loss on disposal of owned assets
Miscellaneous

2018 2017
Rupees Rupees
29,615,686 24,131,842
1,265,432 662,392
310,244 189,695
1,894,565 1,614,243
1,296,471 701,558
575,311 782,250
164,305 -
1,526,750 1,407,461
722,000 712,470
840,814 932,450
223,134 232,249
1,252,017 88,376
547,717 401,362
73,399 15,400
342,655

2,500,000 -
1,491,366 1,138,148
488,610 520,352
860,255 876,634
128,051 75,000
388,670 83,958
46,507,452 34,565,840

28.1 Salaries and other benefits include Rs. 0.688 million (2017: Rs. 0.565 million) on account of

provident fund contribution.

28.2 Auditors’ remuneration

Audit fee

Half yearly review and others

Out of pocket expenses

Audit fee- Punjab Capital Securities (Private) Limited

29 Finance cost
Profit on musharikah finances

Profit on redeemable capital
Bank and other charges
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Rupees Rupees
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722,000 712,470
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25,478,515 16,715,075
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30 Management fee

Management fee is payable to Punjab Modaraba Services (Private) Limited. This has been

calculated at 10% of profit before tax (2017: 10%).

31 Taxation

Current
- Current year
Deferred

- Relating to origination and reversal of
temporary differences

32 Earning per certificate - basic and diluted

Profit for the year

Weighted average number of ordinary certificates
Earning per certificate

Rupees
Numbers
Rupees

2018 2017

Rupees Rupees
4,780,361 4,088,215
(5,765,404) (7,924,767)
(985,043) (3,836,546)

2018 2017

22,486,602 27,884,873
34,020,000 34,020,000
0.66 0.82
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33 Transactions with related parties

The related parties and associated undertakings comprise of The Bank of Punjab and Punjab
Modaraba Services (Private) Limited. Transactions with related parties and associated
undertakings other than remuneration and benefits to key management personnel under the

term of employment are as follows:

2018 2017
Rupees Rupees
33.1 Balance outstanding at the end of period
33.1.1 The Bank of Punjab (Holding company of the
Modaraba’s Management Company)
Musharikah finances 1,193,495,035 1,101,205,546
Profit payable on musharikah finances 18,323,102 16,625,545
Net book value of the ljarah assets - -
ljarah security deposits - -
Redeemable capital 400,000,000 400,000,000
Profit payable on redeemable capital 3,215,070 2,956,416
33.1.2 Modaraba Management Company
Management fee 3,018,798 2,672,036
33.2 Transactions during the year
33.2.1 The Bank of Punjab (Holding company of
Modaraba’s Management Company)
Profit charged on musharikah finances 67,869,537 63,032,277
Profit charged on redeemable capital 25,478,515 16,715,075
33.2.2 Punjab Modaraba Services
(Private) Limited
Management fee 3,018,798 2,672,036
33.2.3 Punjab Capital Securities (pvt) Ltd.
(Wholly owned Subsidiary of Modaraba)
Investment made 76,500,000 50,000,000
Sale of assets to subsidiary
Trading Rights Entitlement Certificate
and room at LSE - 9,374,500
Shares of LSE Financial Services Ltd - 14,891,894
Gain on sale of assets
Trading Rights Entitlement Certificate
and room at LSE - 374,500
Shares of LSE Financial Services Ltd - 5,540,651
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34 Remuneration of officers and executives

2018
Officers Other Total
employees
Rupees Rupees Rupees
Remuneration 15,104,083 3,007,277 18,111,360
House rent allowance 4,531,078 98,072 4,629,150
Utility allowance 2,020,968 24,520 2,045,488
Medical allowance 1,132,759 24,520 1,157,279
Provident fund contribution 813,771 - 813,771
Gratuity Fund 913,758 - 913,758
Expenses reimbursed 1,944,880 - 1,944,880
26,461,297 3,154,389 29,615,686
Number of employees at the year end 37 2 39
Average number of employees during the year 33 4 37
341 The Chief Financial Offier has been provided vehicle on ljarah.
2017
Officers Other Total
employees
--------------------- Rupees--------------------
Remuneration 15,580,957 344,972 15,925,929
House rent allowance 3,851,760 82,301 3,934,061
Medical allowance 969,399 14,129 983,528
Utility allowance 969,399 14,129 983,528
Provident fund contribution 643,911 14,327 658,238
Expenses reimbursed 1,621,658 - 1,621,658
23,637,084 469,858 24,106,942
Number of employees at the year end 28 3 31
Average number of employees 26 4 30
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35 Financial instruments
The Modaraba has exposure to the following risks from its use of financial instruments:

- Credit risk
- Liquidity risk
- Market risk

The Board of Directors of the management company has overall responsibility for the
establishment and oversight of Modaraba'’s risk management framework.

35.1 Credit risk
Credit risk is the risk that the counterparty to a financial instrument will cause a financial
loss for the Modaraba by failing to discharge an obligation. The risk is generally limited to
the carrying to principal amounts and accrued profit thereon, if any. The Modaraba’s policy
is to enter into financial contracts in accordance with the internal risk management policies
and the requirements of the Prudential Regulations. The carrying amount of the following
financial assets represents the maximum credit exposure at the reporting date:

2018 2017
Rupees Rupees
Bank balances 77,367,189 59,676,376
Musharikah investment 905,214,926 897,783,755
Morabaha investment 22,394,350 276,995,811
Advances, deposits and other receivables 116,082,710 85,823,591
Long term deposits 692,900 992,900

1,121,752,075 1,321,272,433 3

3511 Bank balances

The Modaraba kept its surplus funds with banks having good credit rating. Currently
the surplus funds are kept with banks having medium to long term rating from
AAA to AA+ and short term rating from Al+ to Al

Banks Short Long Agency Amount
Term Term
The Bank of Punjab Al+ AA PACRA 7,411,608
Bank Alfalah Al+ AA PACRA 11,649,005
Al-Baraka Bank Limited Al A PACRA 14,009
National Bank of Pakistan Al+ AAA PACRA 1,015,746
Meezan Bank Limited Al+ AA+ JCR-VIS 16,915,907
First Habib Modaraba Al+ AA+ PACRA 20,455,069
Bank Al Habib Al+ AA+ PACRA 19,836,134
State Bank of Pakistan 69,71
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35.1.2 Description of Collateral held

The Modaraba'’s ljarah are secured against ljarah assets and personal guarantees. In
few ljarah additional collateral is also obtained in the form of mortgaged property.

Morabaha investments are secured by way of personal guarantees of the Directors,
pledge of stocks, mortgage of properties and charge on the assets varying from

case to case.

Musharikah investments are secured by way of personal guarantees and mortgage

of properties.

35.1.3 Aging Analysis of Morabaha receivable

Past due

0 days

1day - 179 days

180 days - 364 days
1year - less than 2 year
2 year - less than 3 year
3 year or more

Total

Past due

O days

1day - 179 days

180 days - 364 days
1year - less than 2 year
2 year - less than 3 year
3 year or more

Total

2018
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
---------------------- Rupees-------------c--ou--
201,331 201,331 - -
- - 26,134,597 26,134,597
1,320,676 1,320,676 26,134,597 26,134,597
2017
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
—————————————————————— Rupees--------------------
1,114,342 1,114,342 - -
- - 26,134,597 26,134,597
1,320,676 1,320,676 26,134,597 26,134,597

Suspensionisrecognized by the Modaraba on the basis of requirements given under the Prudential
Regulations for Modarabas and subjective evaluation carried out on an ongoing basis.

Annual Report 2018

Page 113



\?@B;\ssnv@ﬁ
7,

QI

(i

UN,
PUNIAg,
Az

First Punjab Modaraba

35.1.4 Aging Analysis of Morabaha investment

2017
Carrying Amount on Amount on Suspension
Amount which no which recognized
provision provision
recognized recognized
---------------------- Rupees--=--==-=ccmcccccanaa-
Past due
0 days 33,663,184 28,545,141 - -
1day-179 days 8,500,000 8,500,000 - -
180 days - 364 days - - - -
1year - less than 2 year - - - -
2 year - less than 3 year - - -
3 year and above 233,252,633 125,004,850 352,609,163 244,361,379
Total 275,415,817 162,049,991 352,609,163 244,361,379
2017

Paste due Carrying Amount on Amount on Provision

Amount which no which recognized

provision provision
recognized recognized
—————————————————————— Rupees--------------------

Past due
O days - - - -
1day -179 days 569,172 569,172 - -
180 days- 364 days 28,797,906 28,797,906 - -
1year - less than 2 year 13,363,013 13,363,013 - -
2 year - less than 3 year - - -
3 year or more 234,265,634 160,109,163 318,517,850 244,361,379
Total 276,995,725 202,839,254 318,517,850 244,361,379

Provision is recognized by the Modaraba on the basis of provision requirements given under

Prudential Regulations for Modarabas and subjective evaluation carried out on an ongoing
basis.

Annual Report 201 S/Page 114



First Punjab Modaraba

o SERV/CQ\/

2

(i

PUNIAg,
&

>

&
aarm'>

35.1.5 Aging Analysis of ljarah receivable

Past due

Past due

0 days

1day -179 days

180 days - 364 days
1year - less than 2 year
3 year or more

Total

Past due

O days

1day -179 days

180 days - 364 days
1year - less than 2 year
3 year or more

Total

Suspension is recognized by Modaraba on the basis of requirements given under the Prudential

2018
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
---------------------- Rupees-------ccccccccanaa-
11,524,560 11,524,560 - -
28,533,518 28,533,518 - -
255,596,751 96,116,410 159,480,340 159,480,340
295,654,829 136,174,488 159,480,340 159,480,340
2017
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
—————————————————————— Rupees--------------------
5,684,666 5,684,666 - -
1,403,314 1,403,314 - -
22,516,987 22,516,987 - -
255,337,329 67,298,853 188,038,475 188,038,475
288,792,421 100,753,946 188,038,475 188,038,475

Regulations for Modarabas and subjective evaluation carried out on an ongoing basis.
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35.1.6 Aging Analysis of Musharikah receivable

Past due

0 days -

1day -179 days

180 days - 364 days
1year - less than 2 year
2 year - less than 3 year
3 year or more

Total

Past due

O days

1day -179 days

180 days - 364 days
1year - less than 2 year
2 year - less than 3 year
3 year or more

2018
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
---------------------- Rupees---------------cu----
11,409,881 11,409,881 - -
3,090,166 3,090,166 - -
193,284 377,246 219,874 219,874
- 4,152,508 4,336,470
502,455 - 7,623,372 7,120,917
15,195,786 14,877,293 11,995,754 1,677,2611
2017
Carrying Amount on Amount on Suspension
Amount which no which recognized
suspension suspension
recognized recognized
—————————————————————— Rupees------------------—-
16,029,142 16,029,142 - -
- - 1,921,898 1,921,898
- - 9,370,405 9,370,405
16,029,142 16,029,142 1,292,303 11,292,303

Suspension is recognized by the Modaraba on the basis of requirements given under the
Prudential Regulations for Modarabas and subjective evaluation carried out on an ongoing basis.
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35.1.7 Aging Analysis of Musharikah investment

2018
Carrying Amount on Amount on Suspension
Amount which no which recognized
provision provision
recognized recognized
---------------------- Rupees-----==-=-cccccuau--

Past due
0 days 835,185,005 835,185,005 - -
1day - 179 days 8,583,486 8,583,486 - -
180 days -364 days 8,721,631 8,721,631 - -
1year - less than 2 year 511,218 511,218 - -
2 year - less than 3 year 29,569,672 29,569,672 - -
3 year or more 14,247,360 - 23,009,711 8,762,351
Total 14,247,360 - 23,009,711 8,762,351

Provision is recognized by the Modaraba on the basis of provision requirements given under
Prudential Regulations for Modarabas and subjective evaluation carried out on an ongoing basis.

2017
Carrying Amount on Amount on Suspension
Amount which no which recognized
provision provision
recognized recognized
—————————————————————— Rupees--------------------

Past due
O days - - - -
1day - 179 days 1,290,796 1,290,796 - -
180 days -364 days 12,041,103 12,041,103 - -
1year - less than 2 year 181,131,397 172,706,268 8,425,129 -
2 year - less than 3 year 509,309,442 495,009,255 19,500,000 5199,813
3 year or more 185,301,489 185,301,489 3,509,713 3,509,713
Total 889,074,227 866,348,911 31,434,842 8,709,526

Provision is recognized by the Modaraba on the basis of provision requirements given under
Prudential Regulations for Modaraba and subjective evaluation carried out on an ongoing basis.

35.1.8 The Modaraba manages credit risk and its concentration through diversification of
activities to avoid undue concentration of risks with individuals, groups or specific
industry segments. For this purpose, the Modaraba has established exposure limits

for individuals and industrial sectors.
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Break down of credit risk exposure by class of business as at 30 June 2018 is as follows:

2018
Assets Morabaha Musharikah

Leased out investment investment Total % age

Rupees Rupees Rupees Rupees
Bank and NBFI’s - - 14,685,703 14,685,703 1.05%
Textile Spinning and Composite 25,603,521 83,902,612 - 109,506,133 7.83%
Sugar and Allied - 18,559,437 18,841,875 37,401,312 2.68%
Electric Goods 4,170,329 65,708,000 - 69,878,329 5.00%
Chemical and Pharmaceuticals - 3,504,850 41,599,383 45,104,233 3.23%
Paper and Board 100,000 - - 100,000 0.01%
Food and Allied 922,850 - - 922,850 0.07%
Individuals 150,348,391 51,393,419 287,159,750 488,901,560 34.97%
Jute - - - - 0.00%
Oil and Gas 100,000 - 39,587,133 39,687,133 2.84%
Miscellaneous 44,492,819 22,867,147 89,139,180 156,499,146 1.20%
Aviation and Transport - - 379,547,628 379,547,628 2715%
Engineering, Steel & Construction - 29,480,353 26,161,055 55,641,408 3.98%
Cement - - - - 0.00%
225,737,910 275,415,818 896,721,707 1,397,875,435 100%

2017
Assets Morabaha Musharikah

Leased out investment investment Total % age

Rupees Rupees Rupees Rupees
Bank and NBFl's - - 22,357,198 22,357,198 1.66%
Textile Spinning and Composite 28,866,090 80,932,185 - 109,798,275 8.16%
Sugar and Allied 6,469,702 18,559,437 26,303,907 51,333,046 3.82%
Electric Goods 16,606,684 66,066,674 - 82,673,358 6.15%
Chemical and Pharmaceuticals - 32,808,832 47193,849 80,002,681 5.95%
Paper and Board 200,000 - - 200,000 0.01%
Food and Allied 1,688,741 - 14,820,562 16,509,303 1.23%
Individuals 76,446,981 43,999,994 251,255,670 371,702,645 27.64%
Jute - - - - 0.00%
Oil and Gas 3,467,994 - 52,785,367 56,253,361 418%
Miscellaneous 45,200,602 5,148,250 32,200,053 82,548,905 6.14%
Aviation and transport - 29,480,353 440,989,621 470,469,974 34.98%
Engineering, Steel & Construction - - 1,168,000 1,168,000 0.09%
Cement - - - - 0.00%
178,946,794 276,995,725 889,074,227 1,345,016,746 100%
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35.2 Liquidity risk

iquidity risk is the risk that the Modaraba will encounter difficulty in meeting its financial
obligations as they fall due. Liquidity risk arises because of the possibility that the Modaraba
could be required to pay its liabilities earlier than expected or difficulty in raising funds to
meet commitments associated with financial liabilities as they fall due. The Modaraba’s
approach to managing liquidity is to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Modaraba's
reputation. The following are the contractual maturities of financial liabilities, including
profit payments:

Carrying Contractual 6 months 2018 6 to 12 1year to 2 years to
Amount cash flows or less months 2 years 5 years
----------------------------------- Rupees ----=-----mmmmee e
Financial liabilities
Redeemable capital 400,000,000 403,519,178 403,519,178 - - -
Security deposits
against ljarah 112,531,322 112,531,322 91,139,125 662,250 1,267,400 3,170,000
Musharikah finance 1,193,495,035 1,297,427,199 39,107,399 38,469,778 77,577177 1,142,272,844
Unclaimed profit 16,361,577 16,361,577 16,361,577 - - -
Trade and other payable 29,059,298 29,059,298 29,059,298 - - -
Profit payable 21,538,172 21,538,172 21,538,173 - - -

1,772,985,404 1,880,436,746 600,724,750 39,132,028 78,844,577 1,145,442,844

Carrying Contractual 6 months e 6to 12 1year to 2 years to
Amount cash flows or less months 2 years 5 years
——————————————————————————————————— Rupees -------------oomooo
Financial liabilities
Redeemable capital 400,000,000 403,287,671 403,287,671 - - -
Security deposits against
ljarah 119,108,872 119,108,872 112,168,522 463,700 1,412,750 5,063,900
Musharikah finance 1,101,205,546 1,247,625,455 33,973,850 33,419,929 67,393,779 1,112,837,896
Unclaimed profit 15,253,486 15,253,486 15,253,487 - - -
Trade and other payable 24,515,606 24,152,979 24,152,979 - - -
Profit payable 19,581,961 19,581,961 19,581,961 - - -

1,679,665,472 1,829373,052 608,418,470 33,883,629 68,806,529 1,117,901,796
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35.21 The contractual cash flows relating to the above financial liabilities have been
determined on the basis of profit rates effective as at year end (and includes both
principal and profit payable thereon). The rates of profit have been disclosed in

notes 22 and 24 to these financial statements.

35.3 Market risk

Market risk is the risk that changes in market price, such as foreign exchange rates, profit
rates and equity prices will affect the Modaraba's income or the value of its holdings of
financial instruments. The Modaraba has adopted appropriate policies to minimize its

exposure to this risk.

35.31 Profit rate risk

At the reporting date, the profit rate profile of Modaraba’s significant profit bearing
financial instruments and the periods in which they mature is as follows:

2018 2017

2018 2017
Effective interest rate
(Percentage)

Financial assets
Musharikah investment 8.55 -18.27 8.55-18.27
Morabaha investment 8.50 - 23.00 15 -25.87
Cash and bank balances 2.00-5.25 2.53-525
Financial liabilities
Redeemable Capital 6.50 - 700 6.5
Musharikah finances 6.14 - 6.50 6.5

Cash flow sensitivity analysis for variable rate instruments

Carrying amount
(Rupees)

896,452,576 889,074,229
22,394,350 276,995,811
40,659,941 20,262,709

959,506,867 1,186,332,749

400,000,000 700,000,000
1,193,495,035 1,246,485,598

1,593,495,035 1,946,485,598

A change of 100 basis points in profit rates at the reporting date would have increased /
(decreased) profit for the year by the amounts shown below. This analysis assumes that all
other variables remain constant. The analysis is performed on the basis for 2018.
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Profit and loss 100 bps

Increase Decrease
As at 30 June 2018
Cash flow sensitivity-Variable rate financial assets 1,212,967 1,208,865
Cash flow sensitivity-Variable rate financial liabilities (2,071,544) (2,530,431)
Net effect (2,071,544) (1,321,566)

Profit and loss 100 bps

Increase Decrease
As at 30 June 2017
Cash flow sensitivity-Variable rate financial assets 1,208,865 (1,208,865)
Cash flow sensitivity-Variable rate financial liabilities (1,951,567) 1,951,567
Net effect (742,702) 742,702

The sensitivity analysis prepared is not necessarily indicative of the effects on profit for the year
and assets / liabilities of the Modaraba.

35.3.2 Currency risk

As at 30 June 2018, there is no foreign exchange exposure on Modaraba'’s balance
sheet.

35.4 Operational risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes
associated with the processes, technology and infrastructure supporting the Modaraba'’s
operations either internally within the Modaraba or externally at the Modaraba’s service
providers, and from external factors other than credit, market and liquidity risks such as
those arising from legal and regulatory requirements and generally accepted standards
of investment management behavior. Operational risks arise from all of the Modaraba's
activities.

- The Modaraba’s objective is to manage operational risk so as to balance limiting of
financial losses and damage toits reputation with achievingits objective of generating
returns for certificate holders.

- The primary responsibility for the development and implementation of controls over
operational risk rests with the Board of Directors of the management Company. This
responsibility encompasses the controls in the following areas:

- requirements for appropriate segregation of duties between various functions, roles
and responsibilities;

- requirements for the reconciliation and monitoring of transactions;

- compliance with regulatory and other legal requirements;

- documentation of controls and procedures;

- requirements for the periodic assessment of operational risks faced, and the adequacy
of controls and procedures to address the risks identified;

- ethical and business standards;

- risk mitigation, including insurance where it is effective.
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35.5 Fair value of financial instruments

All assets and liabilities for which fair value is measured or disclosed in the financial
statements are categorised within the fair value hierarchy, described as follows, based on
the lowest level input that is significant to the fair value measurement as a whole:

Level 1: Quoted market price (unadjusted) in an active market for an identical
instrument.

Level 2: Valuation techniques based on observable inputs, either directly (i.e. as prices)
or indirectly (i.e. derived from prices).

Level 3: Valuation techniques using significant unobservable inputs.

Fair value measurement using

2018 2017
Rupees Rupees
Available for sale investment
10,308,698 10,308,698

35.6 Capital risk management

The Board'’s policy is to maintain a strong capital base so as to maintain investors, creditors
and market confidence and to sustain future development of the business. The Board of
Directors monitors the return on capital, which the Modaraba defines as net operation

income divided by total capital employed. The Board of Directors also monitors the level of
dividend payouts to certificate holders.

35.7 Reconciliation of liabilities arising from financing activities

Balance as on July

Availed / An- Repaid / Ree- Balance as at June
01, 2017 nounced deemed 30,2018
Long term musharikah
) 1,101,205,546 879,623,304 (787,333,815) 1,193,495,035
finance
Dividend payable 15,253,487 17,010,000 (15,901,910) 16,361,577
Redeemable capital 400,000,000 400,000,000 (400,000,000) 400,000,000
1,516,459,033 1,296,633,304 (1,203,235,725) 1,609,856,612
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36 Cash generated from operations

Profit before taxation
Adjustment for non cash expenses and other items:

Impairment of TREC

Reversals of impairment of morabaha investment
Reversals of impairment of musharikah investment
Reversals of impairment of ljarah assets
Depreciation of ijarah assets

Depreciation on owned assets

Profit on redeemable capital

Profit on musharikah finances

Gain on disposal of ijarah assets

Gain on disposal of owned assets

Gain on disposal of non-banking assets

Operating profit before working capital changes

Working capital changes
Decrease / (Increase) in operating assets

Morabaha arrangements

Purchase of assets under ljarah arrangements

Proceeds from disposal of assets under ijarah arrangement
Lease rental receivables

Long term deposits

Advances, deposits, prepayments and other receivables

Trade and other payables
Security deposit refunded against ijarah arrangements

Net changes in operating assets and operating liabilities

Cash generated from operations

2018 2017
Rupees Rupees
21,441,134 12,940,799

2,500,000 -
- (1,633,352)
52,825 (3,000,000)
(20,286,896) (235,982)
37,541,161 42,444,032
1,265,432 662,392
25,640,856 16,938,201
67,869,537 63,032,276
(362,997) (196,020)
(1,150,500) (15,000)
(150,000)
134,360,552 130,937,346
4,516,140 28,398,874
(110,917,790) (38,951,387)
27,248,509 26,275,787
13,009,938 9,104,883
(1,776,909) (489,456)
(38,336,360) (35,305,457)
(106,256,473) (10,966,756)
25,229,575 11,976,940
(6,577,550) (21,397,094)
18,652,025 (9,420,154)
(87,604,448) (20,386,910)
46,756,104 110,550,436
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37 Accounting estimates and judgments
Investments out of provident fund have been made in accordance with the provisions of the
section 227 of the Companies Ordinance, 1984 and the rules formulated for this purpose.
38 Subsequent Events
The Board at its meeting held on October 08, 2018 has approved cash dividend of Rs.0.50 per
certificate for the year ended 30 june 2018, out of the profit earned during the year.
39 Corresponding figures
Corresponding figures have been re-arranged and re-classified, where necessary for the
purposes of comparison effect of which is not material.
40 Date of authorization for issue
The consolidated financial statements of Modaraba were approved by the Directors of
Modaraba Management Company and authorized for issue on October 08, 2018.
41 General
Corresponding figures have been rearranged or reclassified where ever necessary for the
purpose of comparison and better presentation.
Figures have been rounded off to the nearest rupees.
AN ] ~ A Ay
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Chief Financial officer Chief Executive Director Director
Punjab Modaraba Services Punjab Modaraba Services Punjab Modaraba Services Punjab Modaraba Services

( Private ) Limited ( Private ) Limited ( Private ) Limited ( Private ) Limited
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Managed By:

(A wholly owned subsidiary of The Bank of Punjab)

Mega Tower, Office No 100, 4th Floor 63-B, Main Boulevard
Gulberg Il, Lahore, Pakistan
PABX: (+92-42) 35777537
URL:www.punjabmodaraba.com.pk



