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ORIX Modaraba

Directors’ Review
For the period ended March 31, 2019

The Board of Directors of ORIX Services Pakistan (Private) Limited, the management company of ORIX
Modaraba is pleased to present the unaudited accounts for the nine months period ended March 31, 2019.

1. Economic Outlook

Pakistan continues to face macroeconomic challenges despite steps to tighten fiscal and monetary
policies to rein in high and unsustainable twin deficits, and in this backdrop, the country’s GDP growth is
forecast to decelerate to 3.9 per cent in fiscal year 2019.

Lower revenue collection and higher current expenditure pushed the budget deficit from the equivalent of
2.3pc of GDP in the first half of FY-2018 to 2.7pc a year later. This situation will make it a challenge for
the government to achieve the reduction in the budget deficit it targets for fiscal 2018-19.

To meet its large financing needs, the government is discussing a macroeconomic stabilization
programmed with the International Monetary Fund in addition to arranging financial assistance and oil
credit facilities from bilateral sources. Stabilization policies and rising inflation are likely to contain growth
in private consumption and investment, while public sector development spending has already
slackened. With exchange rate flexibility and declining imports, net exports are expected to contribute to
growth.

The current account deficit, is expected to ease in current fiscal year but will remain high at the
equivalent of 5pc of GDP because of the large trade deficit. It will narrow further to 3pc in fiscal 2019-20
with easing macroeconomic pressures on the external accounts.

Export growth projection was cut to $25-27.0 Billion from $27.0 to 28.0 Billion previously, as the export
could miss the $27.0 Billion target due to waned in export destinations.However, to strengthen in the
remaining months of FY-2019 and further in 2019-2020 as the lagged impact of currency depreciation
kicks in, along with the incentive package for export-oriented industries announced in January. Imports
fell by 0.8pc in the first seven months of current fiscal year from the same period of FY-2018, with
imports other than oil 5.7pc lower because of slower domestic economic activity, currency depreciation,
and an increase in import duties for nonessential items.

As for the private sector credit, an additional uptake of Rs 570.4 billion has been observed during H1-
FY19, compared to Rs 296.3 billion in the same period last year. This trend is largely due to the rising
cost of imported inputs and higher energy prices on account of PKR depreciation and liquidity constraints
owing to a higher level of unsold inventories (in POL, steel, autos, fertilizers, electronics and sugar
sectors) along with circular debt in the energy sector. While nonmanufacturing businesses have curtailed
further expansion, few industries, such as power, cement and textile sectors, continued to borrow for
capacity additions.

2. Financial Highlights March 31, June 30
2019 2018

Financial results are summarized as under: .
(PKR "000) (PKR °000')

Balance Sheet

Certificate capital 453,835 453,835

Total equity 1,108,664 1,147,880
Investment in ljarah finance and ljarah Assets 3,763,013 3,833,125
Investments in Diminishing Musharika and Sukuks 2,771,756 2,493,963
Redeemable capital 2,903,740 3,127,115

Nine months Nine months
ended ended

March 31, March31,
2019 2018
(PKR ’000’) (PKR ’000’)

Profit and Loss

Revenue (net of ljarah assets depreciation) 509,511 346,027
Financial charges 315,584 170,257
Reversal of provisions —net 3,669 1,898
Operating expenses 112,188 101,740
Profit before modaraba management

company’s remuneration 85,408 75,928
Net profit 74,242 66,002
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3. Review of Operations

During the period under review, in spite of reduction in industry spreads due to rapid and large
movement of the SBP’s discount rate, which promoted immediate increase in deposit rates and financial
charges but which will take almost six months to be translated into profit on assets, and stiff competition
with Islamic banks, the Modaraba’s gross revenue (net of ljarah assets depreciation and including other
income) increased by 47.25% from PKR 346.03 million to PKR 509.51 million compared to the
corresponding period of last year. The main reason behind this was increased in discount rate and better
mix of portfolio resulting in better profit rates. Financial charges increased by 85.36% from PKR 170.26
million to PKR 315.58 million mainly due to movement of the SBP’s discount rate as stated above. Profit
after financial charges and before other income and administrative & operating expenses still increased
by 17.48% from PKR 137.76 million to PKR 161.85 million. Administrative and operating expenses
increased by 10.27% from PKR 101.74 million to PKR. 112.19 million mainly due to cost associated with
the process alignment for compliance of new regulations. Net profit increased 12.49% from PKR 66.00
million to PKR 74.24 million as compared to corresponding period of last year.

The portfolio of ljarah finance, Sukuk investment and Diminishing Musharika finances stood at PKR
6,535 million compared to PKR 6,327 million as at June 30, 2018, showing an increase of 3.28% within
the nine months period. During the period under review, the Modaraba booked fresh disbursements to
the tune of Rs. 2,100 million as compared to Rs. 2,880 million during the corresponding period last.

Your Modaraba maintains a well-diversified asset portfolio comprising of plant & machinery, equipment,
motor vehicles and house finance. Moreover, the sector wise exposure is closely monitored. The asset
portfolio has a good mix of multi-nationals, large and medium sized local corporate and selective SME
relationships. Your Modaraba, while remaining cautious and prudent, is focused to take benefit of good
opportunities that add value to all stake holders. Our prudent and proactive risk management approach
has always helped us to maintain a leading position in the Modaraba sector with a very low non
performing portfolio. We will continue to place emphasis on customer service with focus on quality
clientele.

4. Credit Rating
The Pakistan Credit Rating Agency Limited (PACRA) has assigned the ratings of your Modaraba as AA
(Double A) and A1+ (A one plus) for long-term and short-term respectively. These ratings indicate low
expectation of credit risk and very strong capacity for timely payment of financial commitments.

5. Acknowledgement

The Board appreciates the support of regulatory authorities, certificate-holders, customers and business
partners and looks forward to their support in future.

A
Managing Director/CEO Director

Karachi: April 22, 2019
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ORIX Modaraba

CONDENSED INTERIM STATEMENT OF FINANCIAL POSITION

AS AT MARCH 31, 2019

(Un-audited) (Audited)
March 31, June 30,
Note| 2019 2018
ASSETS
(Rupees)
Current assets
Cash and bank balances 5 374,263,800 409,085,082
ljarah rentals receivable 6 119,893,180 101,827,754
Advances, deposits, prepayments and other receivables 125,726,155 89,359,494
Current portion of investment in Sukuk certificates 7 - -
Current portion of Diminishing Musharika 8 847,743,530 564,568,486
Net investment in ljarah finance 9 370,000 370,000
Taxation recoverable 8,733,382 8,731,640
Total current assets 1,476,730,047 1,173,942,456
Non-current assets
Long-term portion of investment in Sukuk certificates 7 - -
Long-term portion of Diminishing Musharika 8 1,924,012,760 1,929,394,797.21
ljarah assets 9 3,762,642,508 3,832,755,196
Fixed assets in own use 10 10,650,826 17,344,567
Total non-current assets 5,697,306,094 5,779,494,560
TOTAL ASSETS 7,174,036,141 6,953,437,016
LIABILITIES AND EQUITY
Current liabilities
Current maturity term finance arrangements 1" 772,444,797 598,989,520
Current maturity of security deposits 169,895,054 167,820,317
Creditors, accrued and other liabilities 322,139,191 228,643,874
Advance ljarah rentals received 64,548,825 41,275,011
Current portion of redeemable capital 2,886,190,000 3,118,915,000
Unclaimed profit distribution 57,183,451 50,525,989
Total current liabilities 4,272,401,318 4,206,169,711
Non-current liabilities
Long-term portion of term finance arrangements 1" 1,175,885,845 1,037,380,808
Long-term portion of security deposits 599,535,368 553,806,134
Long-term portion of redeemable capital 17,550,000 8,200,000
Total non-current liabilities 1,792,971,213 1,599,386,942
TOTAL LIABILITIES 6,065,372,531 5,805,556,653
CERTIFICATE HOLDERS’ EQUITY
Certificate capital
Authorised certificate capital
50,000,000 (June 30, 2018: 50,000,000) certificates of Rs. 10 each 500,000,000 500,000,000

Issued, subscribed and paid-up certificate capital

28,500,000 (June 30, 2018: 28,500,000) certificates of Rs. 10 each fully paid in cash 285,000,000 285,000,000
16,883,530 (June 30, 2018: 16,883,530) bonus certificates of Rs. 10 each 168,835,300 168,835,300

453,835,300 453,835,300

Unappropriated profit 104,546,357 147,475,214
Other reserves 550,281,953 546,569,849
1,108,663,610 1,147,880,363

TOTAL LIABILITIES AND EQUITY 7,174,036,141 6,953,437,016

CONTINGENCIES AND COMMITMENTS 12

The annexed notes 1 to 20 form an integral part of this condensed interim financial information.

For ORIX Services Pakistan (Private) Limited
(Management Company of ORIX Modaraba)

Chief Finantial Officer

7

Chairman Chief’Executive Director
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CONDENSED INTERIM PROFIT AND LOSS ACCOUNT AND OTHER COMPREHENSIVE INCOME (UNAUDITED)

FOR THE NINE MONTHS PERIOD ENDED MARCH 31, 2019

Note Nine months Nine months AUICERNGLIGER  Three months
period ended period ended period ended period ended
March 31, March 31, March 31, March 31,
2019 2018 2019 2018
(Rupees)

ljarah rentals earned 1,276,816,518 1,366,661,027 446,613,515 447,053,726
Income on Diminishing Musharika arrangements 232,054,957 85,693,065 90,625,468 35,910,561
Income on deposits with banks 12,731,173 6,787,293 3,851,297 1,859,316

1,521,602,648  1,459,141,385 541,090,280 484,823,603

Financial charges (315,5683,932)  (170,256,663)  (125,804,419) (61,810,246)
Depreciation on assets under ljarah arrangements (1,047,842,432) (1,153,022,832) (360,160,997)  (378,298,736)
158,176,284 135,861,890 55,124,864 44,714,621
Reversal of provision in respect of ljarah finances - net 2,183,652 1,898,208 537,385 -
Reversal of provision in respect of Diminishing Musharika 1,485,402 - = -
161,845,338 137,760,098 55,662,249 44,714,621
Other income 35,750,804 39,908,031 20,623,894 10,296,013
Administrative and operating expenses (112,187,781) (101,739,647) (39,448,833) (36,253,970)
85,408,361 75,928,482 36,837,310 18,756,664
Management Company’s remuneration (8,540,836) (7,592,848) (3,683,731) (1,875,666)
Provision for services sales tax on Management Company’s
remuneration 13 (1,110,309) (987,070) (478,885) (243,836)
Provision for Workers’ Welfare Fund 14 (1,515,144) (1,346,971) (653,494) (332,743)
Profit for the period before taxation 74,242,072 66,001,593 32,021,200 16,304,419
Taxation 15 = - = -
Profit for the period after taxation 74,242,072 66,001,593 32,021,200 16,304,419

Other comprehensive income for the period - - - -

Total comprehensive income for the period 74,242,072 66,001,593 32,021,200 16,304,419

Earnings per certificate - basic and diluted 1.64 1.45 0.71 0.36

The annexed notes 1 to 20 form an integral part of this condensed interim financial information.

For ORIX Services Pakistan (Private) Limited
(Management Company of ORIX Modaraba)

l/‘ %
Director Chief Finantial Officer
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7

Chairman Chief’Executive



ORIX Modaraba

CONDENSED INTERIM CASH FLOW STATEMENT (UN-AUDITED)

FOR THE NINE MONTHS PERIOD ENDED MARCH 31, 2019

CASH FLOWS FROM OPERATING ACTIVITIES
Profit for the period before taxation

Adjustments for non-cash and other items:

Depreciation / amortisation on fixed assets in own use
Depreciation on ljarah assets
Gain on disposal of ljarah assets
Reversal of provision in respect of ljarah finances - net
Reversal of provision in respect of Diminishing Musharika
Income on deposits with bank
Profit on:

- Redeemable capital

- Musharika term finance arrangements
Provision for services sales tax on Management Company's remuneration
Provision for Workers' Welfare Fund

(Increase) / decrease in assets
Advances, deposits, prepayments and other receivables
ljarah rentals receivable
Diminishing Musharika
Purchase of assets under ljarah arrangements
Proceeds from disposal of assets under ljarah arrangements

Increase / (decrease) in liabilities
Creditors, accrued and other liabilities
Advance ljarah rentals received
Security deposits

Profit paid on
- Redeemable capital
- Term finance arrangements

Taxes paid

Net cash (used) / generated from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Fixed capital expenditure
Income on deposits with bank
Net cash generated / (used) from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Redeemable capital less repayments

Term finance less repayments

Profit paid to certificate holders

Net (decrease) / increase in cash and cash equivalents
Increase / (decrease)in cash and cash equivalents
Cash and cash equivalents at the beginning of period
Cash and cash equivalents at end of the period

Nine months Nine months
period ended period ended
March 3 March 31,
2019 2018
(Rupees)
74,242,072 66,001,593
8,087,802 7,779,176
1,047,842,432 1,153,022,832
(20,769,066) (26,632,070)
(2,183,652) (1,898,208)
(1,485,402) -
(12,731,173) (6,787,293)
182,125,972 113,763,471
120,814,469 46,253,675
1,110,309 987,070
1,515,144 1,346,971

1,324,326,835

1,287,835,624

1,398,568,907

1,353,837,217

(36,334,462)
(15,881,774)
(276,307,605)
(1,374,177,327)
417,216,650

(10,250,961)
(26,812,206)
(736,652,502)
(1,828,806,557)
853,801,657

(1,285,484,518)

(1,748,720,569)

24,288,266 91,319,275
23,273,814 12,418,696
47,803,971 16,585,396
95,366,051 120,323,367

208,450,440 (274,559,985)

(128,262,785) (101,415,163)

(108,096,059) (37,741,196)

(236,358,844) (139,156,359)

(1,742) (3,154)

(27,910,146)

(413,719,498)

The annexed notes 1 to 20 form an integral part of this condensed interim financial information.

For ORIX Services Pakistan (Private) Limited
(Management Company of ORIX Modaraba)

Chairman Chief’Executive

(1,394,061) (2,697,136)
12,698,974 4,911,771
11,304,913 2,214,635
(223,375,000) 129,530,000
311,960,314 341,128,323
(106,801,363) (117,438,702)
(18,216,049) 353,219,621
(34,821,282) (58,285,242)
409,085,082 367,303,155
374,263,800 309,017,913
l/ .
Director Chief Finantial Officer
11
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CONDENSED INTERIM STATEMENT OF CHANGES IN EQUITY (UN-AUDITED)

FOR THE NINE MONTHS PERIOD ENDED MARCH 31, 2019

Reserves
Paid-up Premium
certificate on Statutory Unappropriated Total
capital modaraba reserve profit Sub-total
certificates
(Rupees)
Balance as at June 30, 2017 453,835,300 55,384,700 485,170,304 155,728,690 696,283,694  1,150,118,994
Total comprehensive income for the period
- Profit for the nine months priod ended March 31, 2018. - - - 66,001,593 66,001,593 66,001,593
- Other comprehensive income for the nine months period - - - - - -
- - - 66,001,593 66,001,593 66,001,593

Profit distribution for the year ended

June 30, 2017 @ Rs. 2.7 per certificate - - - (122,535,531)  (122,585,531) (122,535,531)
Transfer to statutory reserve - - 3,300,080 (3,300,080) - -
Balance as at March 31, 2018 453,835,300 55,384,700 488,470,384 95,894,672 639,749,756 1,093,585,056
Balance as at June 30, 2018 453,835,300 55,384,700 491,185,149 147,475,214 694,045,063  1,147,880,363
Total comprehensive income for the period
- Profit for the nine months priod ended March 31, 2019. - - - 74,242,072 74,242,072 74,242,072
- Other comprehensive income for the nine months period - - - - - -

- - - 74,242,072 74,242,072 74,242,072

Profit distribution for the year ended

June 30, 2018 @ Rs. 2.5 per certificate - - - (113,458,825)  (113,458,825)  (113,458,825)
Transfer to statutory reserve - - 3,712,104 (3,712,104) - -
Balance as at March 31, 2019 453,835,300 55,384,700 494,897,253 104,546,357 654,828,310  1,108,663,610

The annexed notes 1 to 20 form an integral part of this condensed interim financial information.

For ORIX Services Pakistan (Private) Limited
(Management Company of ORIX Modaraba)

Director

7

Chief’Executive

Chief Finantial Officer
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ORIX Modaraba

NOTES TO THE CONDENSED INTERIM FINANCIAL INFORMATION (UN-AUDITED)

FOR THE NINE MONTHS PERIOD ENDED MARCH 31, 2019

1.

STATUS AND NATURE OF BUSINESS

ORIX Modaraba (the Modaraba’) was formed under the Modaraba Companies and Modaraba
(Floatation and Control) Ordinance, 1980 and the Rules framed thereunder and is managed by ORIX
Services Pakistan (Private) Limited (the Management Company’). The Management Company is a
wholly owned subsidiary of ORIX Leasing Pakistan Limited. The registered office is situated at 6th Floor,
Syedna Tahir Saif-u-ddin Trust Building, Beaumont Road, Civil Lines, Karachi, Pakistan.

The Modaraba is operated through a head office in Karachi and two branches which are located in
Lahore and Islamabad. The head office is placed separately within the premises of the Management
Company. In Lahore, the branch office is situated at 602-B, 6th Floor, City Towers, Gulberg-Il whereas in
Islamabad, the branch address is Ground Floor, Phase 1, State Life Building No. 5, Nazimuddin Road,
Blue Area.

The Modaraba is a perpetual Modaraba and is primarily engaged in financing of plant and machinery,
motor vehicles (both commercial and private), computer equipment and housing under the modes of
liarah (Islamic leasing) and Diminishing Musharika. The Modaraba may also invest in commercial and
industrial ventures suitable for the Modaraba. The Modaraba is listed on the Pakistan Stock Exchange
Limited.

The Pakistan Credit Rating Agency Limited (PACRA) has assigned long term rating of AA and short term
rating of A1+ to the Modaraba on 26 February 2019.

BASIS OF PREPARATION
2.1 Statement of compliance

a) The condensed interim financial statements of the Modaraba for the nine months period ended on
31 March 2019 has been prepared in accordance with the accounting and reporting standards as
applicable in Pakistan for interim financial reporting. The accounting and reporting standard as
applicable in Pakistan for interim financial reporting comprise of:

- International Financial Reporting Standards (IFRS Standards) issued by the International
Accounting Standards Boards (IASB) as notified under the Companies Act, 2017;

- Provisions of and directions issued under the Companies Act, 2017;

- Modaraba Companies and Modaraba (Floatation and Control) Ordinance, 1980, Modaraba
Companies and Modaraba Rules, 1981 and Prudential Regulation for Modarabas; and

- Islamic Financial Accounting Standards (IFAS) issued by the Institute of Chartered Accountants of
Pakistan as notified under the Companies Act 2017.

Where the provisions of and directives issued under the Companies Act 2017, the Modaraba
Companies and Modaraba (Floatation and Control) Ordinance, 1980, Modaraba Companies and
Modaraba Rules, 1981 and Prudential Regulation for Modarabas and IFAS differ from IFRS
Standards, the provision of and directives issued under the Companies Act, 2017 the Modaraba
Companies and Modaraba (Floatation and Control) Ordinance, 1980, Modaraba Companies and
Modaraba Rules, 1981 and Prudential Regulations for Modarabas and IFAS have been followed.

b)  During the year ended June 30, 2008, Islamic Financial Accounting Standard 2 ’ljarah’ issued by
the Institute of Chartered Accountants of Pakistan which was notified by the Securities and
Exchange Commission of Pakistan vide an SRO 431(1)/2007 dated 5 May 2007 was adopted.
Under the above IFAS 2, the ‘ljarah’ transactions are accounted for in the following manner:

Muj'ir (lessors) shall present the assets subject to ljarah in their balance sheet according to the
nature of the asset, distinguished from the assets in own use.
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NOTES TO THE CONDENSED INTERIM FINANCIAL INFORMATION (UN-AUDITED)

FOR THE NINE MONTHS PERIOD ENDED MARCH 31, 2019
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2.2

2.3

Costs, including depreciation on the assets given on ljarah, incurred in earning the ljarah income
shall be recognised as an expense.

liarah income shall be 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.

SECP, vide its letter No. SC/ M/ RW/ SCM /2009 dated 09 March 2009, allowed that in case of
Modarabas, IFAS 2 shall be applied for ljarah transactions executed on or after July 01, 2008.
Accordingly, the Modaraba has accounted for leasing transactions executed before July 01, 2008
as finance leases and has treated the leasing transactions executed on or after 01 July 2008 in
accordance with the requirements of IFAS 2.

Functional and presentation currency

This condensed interim financial information is presented in Pakistani Rupees which is also the
Modaraba’s functional currency and all financial information presented has been rounded off to the
nearest rupee.

Significant accounting estimates and judgements

The preparation of this condensed interim financial information requires management to make
judgements, estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets and liabilities, income and expense. However, actual results may differ
from these estimates. In preparing this condensed interim financial information the significant
judgements made by the management in applying the Modaraba’s accounting policies and the key
sources of estimates and uncertainty were the same as those that were applied to the financial
statements for the year ended June 30, 2018.

Significant Policies, Estimates, Assumptions and Changes therein

3.1

3.2

3.3

The accounting policies and methods of computation adopted in the preparation of this condensed
interim financial information are the same as those applied in the preparation of audited annual
separate financial statements of the Modaraba as at and for the year ended June 30, 2018 except
for the adoption of new standards effective as of July 01, 2018 as referred to in note 3.4 to these
condensed interim financial statements.

New standards, interpretations and amendments adopted by the Modaraba

The Modaraba has initially adopted IFRS 9 ‘Financial Instruments’ and IFRS 15 ‘Revenue from
Contracts with Customers’ from July 01, 2018. The impact of the adoption of these standards and
the new accounting policies are disclosed in note 3.4 below. A number of other new standards are
effective from July 01, 2018 but they do not have a material effect on the Modaraba’s condensed
interim financial statements.

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

The following International Financial Reporting Standards (IFRS Standards) as notified under the
Companies Act, 2017 and the amendments and interpretations thereto will be effective for
accounting periods beginning on or after January 01, 2019:

IFRIC 23 ’Uncertainty over Income Tax Treatments’ (effective for annual periods beginning on or
after January 01, 2019) clarifies the accounting for income tax when there is uncertainty over
income tax treatments under IAS 12. The interpretation requires the uncertainty over tax treatment
be reflected in the measurement of current and deferred tax. The application of interpretation is not
likely to have an impact on Modaraba’s condensed interim financial statements.
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ORIX Modaraba

NOTES TO THE CONDENSED INTERIM FINANCIAL INFORMATION (UN-AUDITED)

FOR THE NINE MONTHS PERIOD ENDED MARCH 31, 2019

- IFRS 16 ‘Leases’ (effective for annual period beginning on or after January 01, 2019). IFRS 16
replaces existing leasing guidance, including IAS 17 ‘Leases’, IFRIC 4 ‘Determining whether an
Arrangement contains a Lease’, SIC-15 ‘Operating Leases- Incentives’ and SIC-27 ‘Evaluating the
Substance of Transactions Involving the Legal Form of a Lease’. IFRS 16 introduces a single, on-
balance sheet lease accounting model for lessees. A lessee recognizes a right-of-use asset
representing its right to use the underlying asset and a lease liability representing its obligation to
make lease payments. There are recognition exemptions for short-term leases and leases of low-
value items. Lessor accounting remains similar to the current standard i.e. lessors continue to
classify leases as finance or operating leases. The Modaraba is currently in the process of
analyzing the potential impact of its lease arrangements that will result in recognition of right to use
assets and liabilities on adoption of the standard.

- Amendment to IAS 28 ‘Investments in Associates and Joint Ventures’ - Long Term Interests in
Associates and Joint Ventures (effective for annual period beginning on or after January 01, 2019).
The amendment will affect companies that finance such entities with preference shares or with
loans for which repayment is not expected in the foreseeable future (referred to as long-term
interests or ‘LTI'). The amendment and accompanying example state that LTI are in the scope of
both IFRS 9 and IAS 28 and explain the annual sequence in which both standards are to be
applied. The amendments are not likely to have an impact on Modaraba’s condensed interim
financial statements.

- Amendments to IAS 19 ‘Employee Benefits’- Plan Amendment, Curtailment or Settlement (effective
for annual periods beginning on or after January 01, 2019). The amendments clarify that on
amendment, curtailment or settlement of a defined benefit plan, a company now uses updated
actuarial assumptions to determine its current service cost and net interest for the period; and the
effect of the asset ceiling is disregarded when calculating the gain or loss on any settlement of the
plan and is dealt with separately in other comprehensive income. The application of amendments is
not likely to have an impact on Modaraba’s condensed interim financial statements.

- Amendment to IFRS 3 ‘Business Combinations’ — Definition of a Business (effective for business
combinations for which the acquisition date is on or after the beginning of annual period beginning
on or after January 01, 2020). The IASB has issued amendments aiming to resolve the difficulties
that arise when an entity determines whether it has acquired a business or a group of assets. The
amendments clarify that to be considered a business, an acquired set of activities and assets must
include, at a minimum, an input and a substantive process that together significantly contribute to
the ability to create outputs. The amendments include an election to use a concentration test. The
standard is effective for transactions in the future and therefore would not have an impact on past
financial statements.

- Amendments to IAS 1 Presentation of Financial Statements and IAS 8 Accounting Policies,
Changes in Accounting Estimates and Errors (effective for annual periods beginning on or after
January 01, 2020). The amendments are intended to make the definition of material in IAS 1 easier
to understand and are not intended to alter the underlying concept of materiality in IFRS Standards.
In addition, the IASB has also issued guidance on how to make materiality judgements when
preparing their general purpose financial statements in accordance with IFRS Standards.

- Annual Improvements to IFRS Standards 2015 — 2017 Cycle - the improvements address
amendments to following approved accounting standards:

a. IFRS 3 Business Combinations and IFRS 11 Joint Arrangement - the amendment aims to clarify
the accounting treatment when a company increases its interest in a joint operation that meets the
definition of a business. A company remeasures its previously held interest in a joint operation
when it obtains control of the business. A company does not remeasure its previously held interest
in a joint operation when it obtains joint control of the business.
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b.

3.4

IAS 12 Income Taxes - the amendment clarifies that all income tax consequences of dividends
(including payments on financial instruments classified as equity) are recognized consistently with
the transaction that generates the distributable profits.

IAS 23 Borrowing Costs - the amendment clarifies that a company treats as part of general
borrowings any borrowing originally made to develop an asset when the asset is ready for its
intended use or sale.

The above amendments are effective from annual period beginning on or after January 01, 2019
and are not likely to have an impact on Modaraba’s financial statements.

Changes in accounting policies

The below explains the impact of the adoption of IFRS 9 ’Financial Instruments’ and IFRS 15
'Revenue from Contracts with Customers’ on the Modaraba’s condensed interim financial
information and also discloses the new accounting policies that have been applied from July 01,
2018, where these are different to those applied in prior periods.

3.4.1IFRS 9 Financial Instruments

IFRS 9 replaces the provisions of IAS 39 ‘Financial Instruments: Recognition and Measurement’
that relates to the recognition, classification and measurement of financial assets and financial
liabilities, derecognition of financial instruments, impairment of financial assets and hedge
accounting.

IFRS 9 largely retains the existing requirements in IAS 39 for the classification and measurement of
financial liabilities. However, it eliminates the previous IAS 39 categories for financial assets of held
to maturity, loans and receivables and available for sale.

Under IFRS 9, on initial recognition, the Company classifies its financial assets in the following
measurement categories:

those to be measured subsequently at fair value (either through Other Comprehensive Income
(OCI), or through profit or loss); and

those to be measured at amortised cost.

The classification depends on the entity’s business model for managing the financial assets and
the contractual terms of the cash flows.

A financial asset is measured at amortised cost if it meets both of the following conditions and is
not designated as at fair value through profit or loss:

it is held within business model whose objective is to hold assets to collect contractual cash flows;
and

its contractual terms give rise on specified dates to cash flows that are solely payments of principal
and interest on principal amount outstanding.

For assets measured at fair value, gains and losses will either be recorded in profit or loss or OCI.
For investments in equity instruments that are not held for trading, this will depend on whether the
Company has made an irrevocable election at the time of initial recognition to account for the
equity investment at fair value through other comprehensive income (FVOCI). Gain and losses for
financial instruments designated as amortised cost is recognised in profit and loss account.

The classification and measurement under IFRS 9 does not have any impact on Modaraba’s

accounting policy. There has been no major change resulted in accounting treatment for the
financial instruments that have been accounted for in these condensed interim financial statements
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except for the calculation of impairment provision on financial assets where the requirements of the
Prudential Regulations for Modarabas as issued by SECP prevails. Except to that of ljarah
financing, financings extended on the basis of Diminishing Musharaka, Investments in Sukkuk
Certificates, other receivables and cash and cash equivalents that were classified as loans and
receivables under IAS 39 are now classified as amortised cost. These were initially measured at
transaction price and subsequently measured at amortised cost using the effective interest method,
net of impairment losses. Interest income, foreign exchange gains and losses and impairment are
recognised in profit or loss. Any gain or loss on derecognition is recognised in statement of profit or
loss.

3.4.21FRS 15 ‘Revenue from Contracts with Customers’

IFRS 15 replaced IAS 18 Revenue, IAS 11 Construction Contracts and related interpretations. The
Modaraba has applied the modified retrospective method upon adoption of IFRS 15 as allowed
under the Standard. This method requires the recognition of the cumulative effect (without practical
expedients) of initially applying IFRS 15 to retained earnings. Accordingly, the information
presented for 2018 has not been restated i.e. it is presented, as previously reported under IAS 18
and related interpretations.

The revenue recongition of the Modaraba is based on the following policies:

- The Modaraba follows the finance method for recognising income on ljarah contracts commencing
prior to 1 July 2008 and accounted for as finance leases. Under this method the unearned income
i.e. the excess of aggregate ljarah rentals (including residual value) over the cost of the asset
under ljarah facility is deferred and then amortised over the term of the ljarah, so as to produce a
constant rate of return on net investment in the ljarah. Gains / losses on termination of ljarah
contracts are recognised as income on receipt basis. Income on ljarah is recognised from the date
of delivery of the respective assets to the mustajir (lessor).

- For ljarah arrangements commencing on or after 1 July 2008 ljarah rentals are recognised as
income on accrual basis, as and when rentals become due. In case of ljarah arrangements with
staggered rentals, the income is recognised on a straight line basis over the ljarah term.

- Income in respect of non-performing ljarah finance is held in suspense account, where necessary,
in accordance with the requirements of the Prudential Regulations for Modarabas issued by the
SECP.

- Documentation charges, front end fees and other ljarah related income are taken to the profit and
loss account when these are realised.

- Profit on Diminishing Musharaka arrangements is recognised under the effective mark-up rate
method based on the amount outstanding.

- Profit / return on deposits / investments is recognised on accrual basis using the effective profit
rate method.

- Income from Shariah non-compliant avenues is not recognised in the profit and loss account and is
classified as charity payable.

- Other income is recognised on an accrual basis.

The above is generally consistent with the timing and amounts of revenue the Modaraba
recognised in accordance with the previous standard, IAS 18, except for ijarah transactions
executed on or after July 01, 2008 in accordance with the requirements of IFAS 2. Therefore, the
adoption of IFRS 15 did not have an impact on the timing and amounts of revenue recognition of
the Modaraba.
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Apart from providing more extensive disclosures, the application of IFRS 15 has not had a
significant impact on the financial position and / or financial performance of the Modaraba for the
reasons described above. Accordingly there were no adjustments to retained earning on
application of IFRS 15 at July 01, 2018.

4. FINANCIAL RISK MANAGEMENT
The financial risk management objectives and policies adopted by the Modaraba are consistent with
those disclosed in the annual financial statements as at and for the year ended June 30, 2018.
(Un-audited) (Audited)
Note March 31, June 30,
2019 2018
5. CASH AND BANK BALANCES (Rupees)
Balances with banks
- in current accounts 6,484,545 23,218,993
- in deposit accounts 5.1 367,709,255 385,852,889
Cash in hand 70,000 13,200
374,263,800 409,085,082
5.1 These carry profit at rate ranging between 3.34% - 9.50% per annum (June 2018: 2.48% - 6.20%).
The balances with banks in deposit accounts have been kept in order to comply with the
requirement of guidelines issued by the Securities and Exchange Commission of Pakistan (SECP)
with respect to the maintenance of prescribed liquidity against the Certificates of Musharika issued
by the Modaraba.
(Un-audited) (Audited)
Note March 31, June 30,
6. IJARAH RENTALS RECEIVABLE ) 2018
(Rupees)
ljarah rentals receivable - considered good 6.1 119,893,180 101,827,754
ljarah rentals receivable - considered bad or doubtful 24,255,964 26,649,883
Less: allowance for potential ljarah losses 6.2 (5,814,577) (7,998,229)
Less: profit held in suspense 6.3 (18,441,387) (18,651,654)
119,893,180 101,827,754
6.1 This includes an amount due from key management personnel aggregated to Rs. 162,289 (June
30, 2018: Rs.131,144) given as per terms of employment. These are secured against ijarah assets.
(Un-audited) (Audited)
Note March 31, June 30,
2019 2018
L (Rupees)
6.2 Allowance for potential ljarah losses
Opening balance 7,998,229 11,898,001
(Reversal) for the period / year (2,183,652) (3,899,772)
Closing balance 5,814,577 7,998,229
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(Un-audited) (Audited)
Note March 31, June 30,
2019 2018
6.3 Profit held in suspense (Rupees)
Opening balance 18,651,654 19,395,119
Income (reversed) / suspended during the period / year - net (210,267) (743,465)
Closing balance 18,441,387 18,651,654
(Un-audited) (Audited)
Note March 31, June 30,
2019 2018
(Rupees)
7. INVESTMENT IN SUKUK CERTIFICATES
Held-to-maturity investments
Investment in Sukuk certificates 57,701,835 57,701,835

(57,701,835) (57,701,835)

Less: Provision in respect of Sukuk certificates

Less: Current portion of investment in Sukuk Certificates - -

Quarterly Report March 31, 2019

(Un-audited) (Audited)
Note March 31, June 30,
2019 2018
8. DIMINISHING MUSHARIKA (Rupees)
- Staff
Housing finance 69,435,153 75,533,608
Others 3,044,051 3,235,364
8.1 72,479,204 78,768,972
Other Customers
Housing finance 616,716,387 620,947,927
Motor vehicles 938,513,840 762,464,519
Plant, Machinery and equipments 1,144,046,859 1,033,267,267
Less: Provision in respect of Diminishing Musharika - (1,485,402)
2,699,277,086 2,415,194,311
2,771,756,290 2,493,963,283

Less: current portion of Diminishing Musharika

(847,743,530)

(564,568,486)

1,924,012,760

1,929,394,797

This includes diminishing musharika facility availed by key management personnel with respect to
housing finance and personal finance amounted to Rs. 27.730 million (June 2018: Rs. 48.144
million) and Rs. 1.161 million (June 2018: Rs. 1.620 million) respectively.
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(Un-audited) (Audited)
Note March 31, June 30,
2019 2018
9. NETINVESTMENT IN IJARAH FINANCE (Rupees)
ljarah contracts commencing on or after July 1, 2008
- accounted for under IFAS 2 3,762,642,508 3,832,755,196
ljarah contracts prior to July 1, 2008
- accounted for as finance leases 370,000 370,000

Less: Current portion of net investment in ljarah finance (370,000) (370,000)

9.1 During the nine months period ended March 31, 2019, additions amounting to Rs. 1,374 million
(March 31, 2018: Rs. 1,829 million) and disposals amounting to Rs. 1,227 million (December 31,
2017: Rs. 2,387 million) were made to the net investments in ljarah finance.

(Un-audited) (Un-audited)
Note March 31, March 31,
2019 2018
ljarah Assets (Rupees)
Additions at cost during the period
- Plant, machinery and equipments 896,138,630 835,813,109
- Motor vehicles 478,038,697 992,993,448

1,374,177,327 1,828,806,557

Disposals at cost during the period

- Plant, machinery and equipments 307,556,705 1,203,119,297

- Motor vehicles 919,317,550 1,183,959,329
1,226,874,255 2,387,078,626

9.2 ljarah facility extended to key management personnel as per HR policies having net book value
amounting to Rs. 10.363 million (June 2018: Rs. 11.244 million).

(Un-audited) (Audited)
Note March 31, June 30,
2019 2018
10. FIXED ASSETS IN OWN USE (Rupees)
Tangible assets 9,679,703 16,341,796
Intangible assets 971,123 1,002,771
10,650,826 17,344,567

10.1 During the nine months period ended March 31, 2019, additions amounting to Rs. 1.394 million
(March 31, 2018 : 2.697 million) are made to the operating fixed assets.

(Un-audited) (Un-audited)
Note March 31, March 31,
2019 2018
(Rupees)

Additions at cost during the period
- Computers / equipment 520,543 165,850
- Motor vehicles - 2,492,500
- Computer software 10.2 873,518 38,786

1,394,061 2,697,136

Disposals at cost during the period - -
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10.2 This pertains to advance given against purchase of computer software.

(Un-audited) (Audited)
Note March 31, June 30,
2019 2018
11. TERM FINANCE ARRANGEMENTS (Rupees)
Musharika term finance with other banks 1,948,330,642 1,636,370,328
Less: Current portion of musharika term finance (772,444,797) (598,989,520)

1,175,885,845 1,037,380,808

12. CONTINGENCIES AND COMMITMENTS
12.1 Commitments

The Modaraba has issued letters of comfort in favour of Faysal Bank Limited valuing Rs. 11.05 million,
Habib Metropolitan Bank Limited valuing Rs. 2.68 million and Dubai Islamic Bank valuing 94.25 million
on behalf of its customers.

13. PROVISION FOR SERVICES SALES TAX ON MANAGEMENT COMPANY’S REMUNERATION

Pursuant to Order number SRB-COM-I/AC-V/Mgt/SCSOP/5878/2012 of the Sindh Revenue Board
(SRB) dated April 22, 2013, the Modaraba has recorded a provision in respect of Sindh sales tax on
Management Company’s remuneration at applicable rates with effect from November 01, 2011. The
Management Company has filed an appeal before the Appellate Tribunal SRB against this order. The
Appellate Tribunal SRB through its order dated February 19, 2016 allowed the appeal and set aside the
order-in-original and order-in-appeal and remanded back the case to the assessing officer for re-
assessment. Thereafter, on April 08, 2016, the assessing officer issued a fresh notice to the
Management Company. Against the notice, the Management Company has filed an appeal before the
Honorable Sindh High Court. As an interim relief, the Court vide its Orders dated October 13, 2016 and
November 05, 2018 has stopped the assessing authorities to pass any final order till the culmination of
its proceedings. The case is pending to date.

14 PROVISION FOR WORKERS’ WELFARE FUND

Vide letter no. SRB /DC-A(W)/2017/Rep/4760 dated January 16, 2017, the Sindh Revenue Board (SRB)
has advised the Modaraba to pay off all its liabilities falling due under the Sindh Workers’ Welfare Fund
Act, 2014 (SWWEF Act). As per SWWF Act, Workers’ Welfare Fund (WWF) levy is required to be paid on
total income accruing after December 31,2013. The management considers that the SWWF Act is
limited only to the province of Sindh and till the time there is any mechanism available for apportionment
of total income relevant to province of Sindh, no WWF liability to SRB can be paid out. On these
grounds, foreseeing the expected WWF demand and penal actions from SRB, the Modaraba has filed a
Constitutional Petition (CP) No. CP.D.3879/2017 with the Honorable Sindh High Court which is pending
to date. The management has accrued for WWF liability for the period from 2014 to 2019 in these
condensed interim financial information considering it as prudent.

15. TAXATION

As per the Second Schedule to the Income Tax Ordinance, 2001, the income of a non-trading modaraba
is exempt from income tax provided that it distributes at least 90% of its profits to its certificate holders
for the year after making appropriation for statutory reserves. The Modaraba intends to continue to avail
this exemption by distributing 90% of its profits to its certificate holders after making appropriation to
statutory reserves for the year ending June 30, 2018. Accordingly, no provision in respect of current and
deferred taxation has been made in this condensed interim financial information.
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16.

22

RELATED PARTIES TRANSACTIONS

The related parties of the Modaraba include the management company, staff retirement funds, directors
and key management personnel and ORIX Leasing Pakistan Limited. Transactions with related parties
other than remuneration and benefits to key management personnel (which are employed by the
management company) under the terms of their employment are as follows:

Nine months Nine months
period ended period ended
March 31, March 31,
2019 2018
(Un-audited) (Un-audited)
===mmmmememeemee= (RUpEES) --m-mmmmemmmeeee
ORIX Leasing Pakistan Limited - Holding Company of the Management Company
Dividend 11,345,883 12,253,553
Rent payable for Islamabad office 379,275 -
Staff retirement benefits funds
Contribution to the staff provident fund 3,042,180 2,739,073
Contribution to the staff gratuity fund 2,536,363 2,281,700
Reimbursement from staff gratuity fund 649,505 1,134,383
ORIX Services Pakistan (Private) Limited - Management Company
Management company's remuneration 8,540,836 7,592,848
Dividend 11,345,883 12,253,553
Rent reimbursement - 300,726
Key Management Personnel
Salaries and benefits 30,096,809 30,158,693
Contribution to the staff provident fund 1,156,546 1,110,432
Contribution to the staff gratuity fund 964,417 924,984
Reimbursement from staff gratuity fund 355,920 -
Income earned on DM finances to Key management personnel 3,790,470 4,138,045
ljarah rental earned on ljarah finances to Key management personnel 2,944,147 2,419,214
Profit on Redeemable Capital 125,288 20,644
Number of persons 8 8

The Modaraba enters into transactions with related parties based on a transfer pricing policy under
which all transactions are carried out on agreed terms. The balances with related parties other than
balances that have been disclosed in the respective notes are as follows:
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. . - i (Un-audited) (Audited)
ORIX Leasing Pakistan Limited - Holding Company of the Management Company March 31 June 30
Rent payable for Islamabad office 2019 ’ 2018 ’
ORIX Services Pakistan (Private) Limited - Management Company (Rupees)
Management company's remuneration payable 22,379,837 13,839,001
Staff retirement benefits funds
Payable to staff provident fund - 56,500
Receivable from staff gratuity fund - 25,635

Key Management Personnel

Accrued profit on finances under diminishing musharaka 291,513 270,896
Profit payable on redeemable capital 96,542 11,979
Security deposits 307,355 665,436
Redeemable capital 4,000,000 500,000

17 FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is the amount for which an asset could be exchanged, or liability settled, between
knowledgeable willing parties in an arm’s length transaction. Consequently, differences can arise
between carrying values and the fair value estimates. Underlying the definition of fair value is the
presumption that the Modaraba is a going concern without any intention or requirement to curtail
materially the scale of its operations or to undertake a transaction on adverse terms.

International Financial Reporting Standard (IFRS) 7, 'Financial Instruments: Disclosures’ requires the
Modaraba to classify fair value measurements using a fair value hierarchy that reflects the significance of
the inputs used in making the measurements. The fair value hierarchy has the following levels:

- quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1);

- inputs other than quoted prices included within level 1 that are observable for the asset or liability,
either directly (i.e., as prices) or indirectly (i.e.,” derived from prices) (level 2); and

- inputs for the assets or liability that are not based on observable market data (i.e. unobservable inputs)
(level 3).

As at March 31, 2019 and June 30, 2018, there were no financial instruments which were measured at
fair values in the financial statements.

The table below analyses financial instruments measured at the end of the reporting period (i.e. financial
assets measured at fair value through profit and loss account (FVTPL), financial asset measured at fair
value through other comprehensive income (FVOCI), financial assets measured at amortised cost,
financial liabilities measured at fair value through profit and loss and those that are measured at
amortised cost) by the level in the fair value hierarchy into which the fair value measurement is
categorised:
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17 FAIR VALUE OF FINANCIAL INSTRUMENTS.. .Contd

17.1 The table below analyses financial instruments measured at the end of the reporting period by the
level in the fair value hierarchy into which the fair value measurement is categorised:

As at 31 March 2019
Carrying value Fair value

Financial assets at Other Financial

Amortised cost Liabilities Total Level 1 Level 2 Level 3 Total
Note (Rupees)

Financial assets not

measured at fair value 17.2
Cash and bank balances 374,263,800 - 374,263,800 - - - -
ljarah rentals receivable 119,893,180 - 119,893,180 - -
Advances, deposits and

other receivables 119,796,535 - 119,796,535 - - - -
Diminishing Musharika 2,771,756,290 - 2,771,756,290 - - - -
Taxation recoverable 8,733,382 - 8,733,382 - - - -
Investment in Sukuk

certificates - » - - = - -
Total 3,394,443,187 - 3,394,443,187 - - - -
Financial liabilities not

measured at fair value 17.2
Musharika term finance - 1,948,330,642 1,948,330,642 - J - -
Security deposits 769,430,422 769,430,422
Creditors, accrued and

other liabilities - 304,526,447 304,526,447 - - - -
Redeemable capital - 2,903,740,000 2,903,740,000 - - - -
Unclaimed profit

distribution - 57,183,451 57,183,451 - - - -
Advance ljarah rentals
received - 64,548,825 64,548,825 - - - -
Total - 6,047,759,787 6,047,759,787 - - - -

30 June 2018 (Audited)
Carrying value Fair value

Financial assets at Other Financial

Amortised cost Liabilities Total Level 1 Level 2 Level 3 Total
Note (Rupees)

Financial assets not

measured at fair value 17.2
Cash and bank balances 409,085,082 - 409,085,082 - - - -
ljarah rentals receivable 101,827,754 - 101,827,754
Advances, deposits and

other receivables 76,811,534 - 76,811,534 - - - -
Diminishing Musharika 2,493,963,283 - 2,493,963,283
Taxation recoverable 8,731,640 - 8,731,640 - - - -
Investment in Sukuk

certificates - - - - - - -
Total 3,090,419,293 - 3,090,419,293 - - - -
Financial liabilities not

measured at fair value 17.2
Musharika term finance - 1,636,370,328 1,636,370,328 - - - -
Security deposits 721,626,451 721,626,451
Creditors, accrued and

other liabilities - 212,546,274 212,546,274 - - - -
Redeemable capital - 3,127,115,000 3,127,115,000 - - - -
Unclaimed profit

distribution - 50,525,989 50,525,989 - - - -
Advance ljarah rentals

received 41,275,011 41,275,011
Total - 5,789,459,053 5,789,459,053 - - - -

24 www.orixmodaraba.com Quarterly Report March 31, 2019



ORIX Modaraba

NOTES TO THE CONDENSED INTERIM FINANCIAL INFORMATION (UN-AUDITED)

FOR THE NINE MONTHS PERIOD ENDED MARCH 31, 2019

18.

19.

20.

17.2 These financial assets and liabilities are for short term or repriced over short term. Therefore their
carrying amounts are reasonable approximation of fair value.

SEGMENT INFORMATION

As per IFRS 8: "Operating Segments", operating segments are reported in a manner consistent with the
internal reporting used by the chief operating decision-maker. The Chief Executive Officer of the
Management Company has been identified as the chief operating decision-maker, who is responsible for
allocating resources and assessing performance of the operating segments.

The Chief Executive Officer is responsible for the Modaraba’s entire product portfolio and considers the
business to have a single operating segment. The Modaraba’s asset allocation decisions are based on a
single integrated investment strategy and the Modaraba’s performance is evaluated on an overall basis.

The internal reporting provided to the Chief Executive Officer for the Modaraba’s assets, liabilities and
performance is prepared on a consistent basis with the measurement and recognition principles of
approved accounting standards as applicable in Pakistan.

The Modaraba is domiciled in Pakistan. All of the Modaraba’s income is from investments in entities
incorporated in Pakistan.

The Modaraba has a diversified product portfolio whereby resources have been allocated.

The Modaraba also has a diversified certificate holder population. As at March 31, 2019, there were only
two (June 30, 2018: two) certificate holders who each held 10% or more of the Modaraba’s certificate
capital. Their holdings were 10% and 10% (June 30, 2018: 10% and 10%) respectively.

CORRESPONDING FIGURES

Corresponding figures have been rearranged or reclassified wherever necessary for the purpose of
comparison and better presentation. There were no major reclassifications in this condensed interim
financial information during the current period.

DATE OF AUTHORISATION

This condensed interim financial information was authorised for issue on April 22, 2019 by the Board of
Directors of the Management Company.

For ORIX Services Pakistan (Private) Limited
(Management Company of ORIX Modaraba)

Chief Finangial Officer

Chairman Chief’Executive Director
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