R& ANNUAL

e
N

THE BANK OF PUNJAB

Fussin Kebr REPORT




0 Corporate Information
0] Vision, Mission Statement
05 Core Values
Management
Credit Rating

Six Years at a Glance
Corporate Social Responsibility (CSR)

(¢4}

President’s Message
Economic Review

0y
i

Directors’ Report

Statement of Compliance with the Code

of Corporate Governance

Auditors’ Review Report to the members

on Code of Corporate Governance

Report of Shariah Board

Statement of Internal Controls

Notice of Annual General Meeting

Unconsolidated Financial Statements of The Bank of Punjab

o, Ul MNMNE——E—~EB-~R=
BEEEBE E EEBEEEEEEEBEBEEB

Consolidated Financial Statements of The Bank of Punjab and
its Subsidiaries

B
(2]
Q)

Consumer Grievances Handling

N
[&;]
~J

Pattern of Shareholding

Form of Proxy

A Annual Report 2017 | BOP

01




Corporate Information

Board of Directors
Dr. Pervez Tahir

Chairman

Mr. Naeemuddin Khan

President / CEO

Mr. Mohammad Jehanzeb Khan

Director

Mr. Hamed Yagoob Sheikh

Director

Dr. Umar Saif

Director

Syed Maratib Ali

Director

Dr. Muhammad Amijad Sagib

Director

Mr. Mohammed Afzaal Bhatti

Director

Khawaja Faroog Saeed

Director

Mr. Saeed Anwar.

Director

Mr. Raza Saeed

Secretary to the Board

Central Audit Committee (CAC)
Khawaja Faroog Saeed

Chairman

Mr. Mohammed Afzaal Bhatti

Member

Mr. Saeed Anwar.

Member

Board Risk Management Committee (BRMC)

Chairman

Syed Maratib Al
Mr. Saeed Anwar.

Member

Human Resource & Remuneration Committee (HR&RCO)
Mr. Mohammad Jehanzeb Khan

Chairman

Syed Maratib Al

Member

Mr. Mohammed Afzaal Bhatti

Member

Mr. Naeemuddin Khan

Ex-officio Member

Islamic Banking Review Committee (IBRC)
Dr. Muhammad Amijad Saqgib

Chairman

Dr. Pervez Tahir.

Member

Khawaja Farooqg Saeed

Member

Khalid S. Tirmizey.

Member

Auditors

EY Ford Rhodes, Chartered Accountants
Registered Office Registrar
BOP Tower, 10-B, Block-E-ll,

Main Boulevard, Gulberg-Ill, Lahore.
Telephones: +92 42 35783700-10
Fax No. +92 42 35783975

UAN: 111 200 100

Website
www.bop.com.pk

BOP | Annual Report 2017

M/s. Corplink (Pvt) Limited

Wings Arcade, 1-K, Commercial,

Model Town, Lahore.

Telephones: +92 42 35916714, 35916719, 35839182
Fax No. +92 42 35869037

02



VISION

To be a customer focused bank

with service excellence.

MISSION/

To exceed the expectation of our
stakeholders by leveraging our
relationship with the Government
of Punjab and delivering a
complete range of professional
solutions with a focus on
programme driven products and
services in the agriculture and
middle tier markets through a
motivated team.
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L Our network
1S growing.

S 36 online branches

in 301 cities and still counting...

Experience the service that makes BOP exceptional




Core Values

OUR CUSTOMERS
as our first priority

PROFITABILITY

for the prosperity of our
stakeholders that allows us to
constantly invest, improve and
succeed

CORPORATE SOCIAL
RESPONSIBILITY

to enrich the lives of community
where we operate

RECOGNITION AND REWARD
for the talented and high
performing employees

EXCELLENCE
in everything we do

INTEGRITY
in all our dealings

RESPECT
for our customers and each other




MANAGEMENT

Naeemuddin Khan
President / CEO
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Introducing professional attire for its branch staff

" Dedicated customer services officer :: e
. ] 536 branches in 301 cities and all tehsils of Punjab "
. ~ Over 400 ATMs |

24/7 call center for easy access to your account
Bank on-the-go with BOP Mobile App
Q-Matics for easy and timely service delivery
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BOP

Long Term Rating

=
i
.

Short Terpa &

Credit Rating

Entity Ratings by PACRA
Long Term: AA
Short Term: A1+

Rating Definition

Long Term Rating
AA: Very High Credit Quality. AA Ratings denote a very low expectation of credit risk. They indicate
very strong capacity for timely payment of financial commitments. This capacity is not significantly

vulnerable for foreseeable events.

Short Term Rating
Al+: Obligations supported by the highest capacity for timely repayment.
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Six Years At A Glance

BALANCE SHEET

Total Assets Rsinm
Advances (net) Rsinm
Investments (net) Rsinm
Shareholders’ Equity Rsinm
Revaluation Reserves Rsinm
Deposits Rsinm
Borrowings Rsinm
OPERATING RESULTS

Markup/ return/ interest earned Rsinm
Markup/ return/ interest expensed Rsinm
Net markup income Rsinm
Non-markup based income Rsinm
Non-markup based expenses Rsinm
Provision against NPLs Rsinm
Net profit/(loss) before tax Rsinm
Net profit/(loss) after tax Rsinm

Other Information
(Loss)/Earning per share

Dividend -Cash %
Dividend - Bonus issue-Interim %

- Bonus issue-Final %
No. of branches No.
Staff Strength No.

Break up value per share*

Rs. per share

649547
295,752
242506
26,845
2887
556,281
38949

34,451
18877
15574
4591
10,646
14,132
(4.698)
(3322

1.62)

536
8,680
1015

*including impact of share deposit money at par value.

/R

545214
262,068
199,742
24,248
3607
453220
39829

29674
17,430
12,244

5294
8464

922
8050
4858

312
453

7,388
10.75

472,284
219399
176,043
19397
3282
374,961
55,236

31266
20199
11,068
7624
7666
3431
7529
4,748

305
406

6,739
860

2014

420370
170313
154,875
15,256
4071
342,291
44,743

29522
20526
8996
2790
6,250
1mo
4307
2787

194
364

6180
6.77

352698 33211
157,286 149,605
123956 129519

12577 10,733
905 1638
306561 266,056
22802 44,684
24228 24,666
20209 22523
4019 2143
3596 3191
5280 4558
673) (965)
3001 1404
1938 1634
234 263
334 306
6,092 5491
558 482
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Growth Trends

N

Deposits

(Rs. in million)

600,000
550,000 -
500,000 -
450,000 -
400,000 -
350,000 -
300,000
250,000
200,000
150,000

453,220

306,561

2012 2013 2014 2015 2016 2017

Advances

(Rs. in million)

400,000
350,000
300,000

250,000 2032 B NN
200,000 oo 182,961 wnz2 — )
150,000 e — B .

100,000 ----vvoe- N B

341735

293922

2012 2013 2014 2015 2016 2017

BOP | Annual Report 2017

556,281

CASA
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Growth Trends

N
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(Rs. in million)
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CORPORATE SOCIAL
RESPONSIBILITY (CSR)

With a vast network of 536 branches, strategically
located across country, and having diverse clientele of
over two million, The Bank of Punjab is playing its due
role in social, environmental and financial uplift of the
society through its Corporate Social Responsibility (CSR)
initiatives. The Bank’s CSR initiatives are also aimed at
improving financial inclusion in the country thereby
achieving the objective of a balanced growth with due
participation of all segments of society.

BOP | Annual Report 2017
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Accordingly, the Bank continued to develop specially
designed programs, products and services to cater
financial  requirements of under  privileged
communities across the country. Under its CSR
initiatives, major focus of the Bank remained at
human development, education, sports, art & culture
and social welfare.

Social Development through Banking
Services:

During the year 2017, The Bank continued to expand
its outreach with focus on remote and under
privileged areas of the country. As the concept of
Smart Branches, pioneered by the Bank, proved a
breakthrough in improving financial inclusion in the
remote areas, the Bank has increased number of such
Smart branches to 109 with overall network reaching
the level of 536.

Besides offering easy access to state of the art
banking products and services to the residents of
remote areas, branches have also been eqguipped
with latest technologies and are also providing 24/7
banking services through a vast network of ATMs.
The Bank has been ensuring availability of modern
banking services to its clients at their doorstep. With a
view to improve lives of millions of peoples related to
agriculture and SME sectors, loan facilities at easy

terms are being offered through specially designed
products.

Recognizing the importance of women's participation
in socioeconomic activities, the Bank continued to
encourage women  entrepreneurship  through
specially designed products. While the Bank remains
resolute in offering equal opportunity to women in all
its dealings, every effort is being made to encourage
women empowerment by making them an effective
part of society.

The Bank fully recognizes the value of remittances
from aboard in national economy and its impact on
social lives of beneficiaries. Accordingly, the Bank fully
supports  Government’s  “Pakistan  Remittance
initiative (PRI)" by providing personalized services to
the beneficiaries of the home remittances. Further,
the Bank has been playing instrumental role in
Government of the Punjab (GOPb) Wheat
procurement initiative for last several years, ensuring
quickest disbursement of funds to the farmers
through its network.

Digitalizing Government to People
contacting:

The Branchless Banking System of the Bank is
facilitating smooth  disbursement of financial

Annual Report2017 | BOP
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assistance to the needy persons under Government
of the Punjab (GOPb) Khidmat Card Scheme. The
Bank, in partnership with the GOPb, has completely
digitalized sale/ purchase of stamp-papers and now
e-stamp paper could be generated through web
portal.

Culture, Sports and Heritage:

During the year 2017, the Bank also continued to
promote culture, sports and local heritage in the
country. Besides organizing and sponsoring different
sports events across the country, the Bank also
extends financial support to the cultural events at the
Regional levels to help promote local culture.

Environment protection and energy
conservation:

Every effort is being made for conserving energy
through effective utilization of day light in offices and
branches of the Bank. Further, the generators are
being used rationally to avoid pollution and help
curtail fuel consumption.

The Bank also encourages production of alternative

BOP | Annual Report 2017
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energy at consumer and mass level Besides
facilitating and financing large scale projects for
production of environment friendly energy, the Bank
is also extending financing facility to consumers for
installation of solar panels at their houses to help
produce low cost environment friendly energy.

Human Resource Development/ Employees
Relation:

The Bank of Punjab has also created thousands of
jobs for educated youth of the country. While best
human resource is selected through a completely
transparent and merit based system, a modern
learning and development center has been made
available to meet training requirements of new and
existing human resource.

Care for Elderly and Special Persons:

Besides offering personalized and priority services to
the senior citizens in line with directives of the
Government of Pakistan and State Bank of Pakistan,
the Bank also ensures hassle free services to the
special persons visiting the Bank.
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NOW ACGGESS

YOUR ACCOUNT WITH A TOUCH

The Bank of Punjab introduces new and easy way to access your account
with just an impression. To facilitate you with secure and fast way through
mobile banking. No need to login through passwords anymore.




President’s
Message

| feel proud to announce
that in the year 2017 your
Bank took a giant leap in its
march towards self-reliance
by meeting stipulated
provisioning requirements
under Prudential
Regulations of SBP against
certain classified legacy
loan portfolio covered
under Letters of Comfort
(LOCs) issued by the
Government of the Punjab
(GOPD).

Although the Bank still had one year cushion with respect to meeting provisioning requirements under LOCs
arrangements, phenomenal results exhibited by the Bank since year 2012 have created financial viability to
get rid of provisioning relaxation stigma one year well prior to the maturity date.

During last few years, your Bank has come a long way and resilience shown by The Bank of Punjab made it
possible to win this race against time and amicable retirement of LOCs, without shifting any burden of fresh
injection of capital towards GOPb, seems at hand now and it would open the door of new era of
self-sustainability for this esteemed organization. Now, for your Bank, the days of SBP relaxations are over and
in near future, shareholders shall be reaping the benefits of their long term enduring support and the trust
reposed in the Management.

Coming to performance of the year 2017, although overall operating environment remained fragile owing to
financial and political instability in the country but your Bank maintained its growth trends and continued to
consolidate its position. Despite persistent low interest rate regime and scarce investment opportunities, your
Bank successfully managed its operations and optimum utilization of resources enabled it to post exceptional
financial results during the year 2017. A sustained and visible improvement in all facets of Bank's operations
has been achieved which greatly helped in neutralizing adverse operating spectrum.

A fast paced expansion of branch network which now stands at 536, especially in remote and unbanked areas
of the country, proved a landmark decision which ignited business potential of these areas and also enabled

BOP | Annual Report 2017 A
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the Bank in improving its spread by generating
sizeable low cost deposits. Your Bank's presence in
small towns and villages shall go a long way in
improving financial inclusion in under privileged
areas of the country. No doubt, your Bank has the
audacity and courage to reach where no one has
dared to go before and thereby ensuring availability
of modern banking services to the residents of those
areas. Your Bank’s Tagwa Islamic Banking operations
have also grown considerably and a network of 66
branches has been offering a range of shariah
compliant products and services to its clients.

With business expansion and balance sheet cleansing
side by side, assets of the Bank have reached the level
of Rs. 650 billion with improved risk profile. Bank's
deposits crossed the level of Rs. 550 billion along-with
substantial reduction in cost of deposits. While
recovery of legacy infected portfolio is being
vigorously followed up, prudent growth in risk
portfolio has helped the Bank in keeping its
non-performing portfolio under check. With current
growth trends, your Bank now stands tall amongst its
peers as a rapidly growing financial institution of the
country.

Besides cleaning up of balance sheet, stringent
measures have also been taken to strengthen Bank’s
capital base to ensure meeting of statutory capital
requirements in post LOCs regime. During the year
2017, your Bank successfully completed Rs. 13 billion
Right Shares Issue at the price of Rs.12/- per share and
issuance of PPTFCs of Rs. 4.3 billion was also initiated
which has been completed in year 2018.

Your Bank’s investment in technologies has also
started vyielding results by way of rolling out of various
new products under the umbrella of Alternative
Delivery Channels. While vyour Bank initiated
branchless banking services last year, mobile banking
application has also been successfully launched this
year, offering range of facilities at a single touch of
your smart phone. Through BOP Mobile Banking,
customers are consistently connected with their
accounts and also can avail variety of services

including funds transfer and bill payment at any time
and from anywhere. The branchless banking system
is successfully managing disbursement of financial
assistance to thousands of marginalized and
vulnerable people with disabilities under Khidmat
Card Scheme of Government of Punjab. Further, to
secure its customers against fraudulent transactions,
the Bank has also started issuance of EMV chip based
MasterCard.

The process of implementation of a robust state of
the art core banking system (CBS) ‘Flexcube” is
gathering pace and over 1/5 branches were
operating on new CBS at the end of year 2017. It has
been planned to complete the migration process by
the end of year 2018. Upon completion of migration
process, centralized operating environment of new
CBS shall help in making operational controls more
effective and bringing efficiency in banking
operations. Your Bank plans to establish centralized
operations function at Head Office level to manage
growing operational requirements. Internal Control
and Compliance function shall also be further
strengthened to meet current control framework
reguirements.

Your Bank takes pride in investing in its Human
Resource. While best and most suitable resources are
hired through a vigorous and transparent
recruitment process, regular training is also imparted
to staff members to improve their skills and keep
them acquainted with modern banking requirements.
In current era of highly competitive market, your
Bank has been privileged to have at its disposal,
services of a proficient Human Resource team which
is led by a very experienced and knowledgeable
Management.

Your Bank shall continue to consolidate its position
and strategies are being devised to maintain current
growth trends in post LOCs scenario. As the pace of
work on projects under China Pakistan Economic
Corridor (CPEC) gathers momentum, a surge in
construction related industrial activities is also being
witnessed in the country. Your Bank is well equipped

Annual Report 2017 | BOP
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and all set to take due market share of all such
business opportunities emanating from industrial
growth while aiding roll out of CPEC which will play
pivotal role in boosting Pakistan’'s economy.

At current pace of growth, your Bank is now duly
recognized as a fastest growing financial institution in
the industry with a very bright and prosperous future
ahead. Your Bank shall pursue aggressive marketing
coupled with improved services to achieve business
targets for the year 2018, as well. The Management of
the Bank remains resolute in its resolve to make this
Bank one of the leading financial institutions of the
country.

Achievements made by the Bank in last few years
have been made possible by a team of dedicated and

hardworking human resource which ensured

BOP | Annual Report 2017

execution of strategic plan in true letter and spirit. |
wish to thank all staff members for their committed
hardwork which enabled the Bank in achievement of
its strategic goals. The support and guidance of
Government of the Punjab and State Bank of Pakistan
has also remained instrumental in working out
business strategies. | also wish to extend my gratitude
and appreciation to all shareholders and customers
for their continuous support and patronage.

Naeemuddin Khan
President / CEO
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INSTANTS
REMITTANCE
AN EFFECTIVE

WAY TO TRANSFER
YOUR FUNDS

BOP Instant Remittance is the fastest, easiest and most
secure service which enables you to transfer your funds
instantly from anywhere in the world, encompassing 536
branches and over 400 ATMs in 301 cities nationwide. Be
rest assured the money you send will reach your loved
ones in the most secure way.

A Annual Report 2017 | BOP
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Economic Review

Real GDP growth has maintained its upward
trajectory and increased to a 13-year high of 58
percent in FY18. This acceleration was achieved on
the back of a strong performance of agriculture
and manufacturing sectors, which grew by 38
percent and 6.2 percent respectively. Some of the
other macroeconomic indicators, such as subdued
inflation, investment growth, and rising private
sector credit, also showed an encouraging picture.
Exports are also reviving, with a growth of 131
percent in July-March 2017-2018. However, a higher
growth of imports of 156 percent continued to
keep the trade and current account balance in the
red.

The revival in agriculture during FY18 is especially
notable. This was supported by favorable policy
measures, including subsidy on fertilizer, reduction
in sales tax on tractors, and increased access to
finance. Agriculture credit increased to Rs. 570
billion in FY18. Further, CPEC-related activities also
continued to boost construction related industries,
such as cement and steel. The overall
improvement in business sentiments along with
supportive policies, historic low interest rate, high
infrastructure spending, improved energy situation
and better law and order, has encouraged a
number of firms to pursue expansion plans. In the
past five years, the number of newly incorporated
companies increased sharply from 2876 to 8,349.

BOP | Annual Report 2017

This was reflected in a significant surge in private
sector credit off-take during FY18, with a sizable
share of fixed investment loans. The total private
sector credit in July-March period was Rs. 4692
billion.

The government has announced an incentive
package for exporters. Moreover, general interest
rates for businesses and special rates for export
re-finance are at historic low. The private sector has
the opportunity to fully benefit from these
conditions by modernizing its business processes,
investing in research and development, improving
human capital, seeking international certifications,
and meeting quality standards as expected by
foreign consumers.

Pakistan's macroeconomic indicators continue to
improve and solidify grounds for a sustained
upward growth trajectory. In particular, key
constraints impeding the economy from achieving
high growth - ie. power supply and security
situation - are gradually getting better. In this
backdrop, the government envisages a higher real
GDP growth of 62 percent for FY19, compared to
5.8 percent recorded in FY18.

The latest information reveals that economic
activity is strong as corroborated by broad-based
pick up in industrial output, gains in factors

22
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supporting production of major crops, and growth
in private sector credit. This implies that the
prospects of achieving over 6.0 percent target of
real GDP growth continue to be strong. Overall
inflation in FY18 uly-April) stayed low at 38
percent, although core inflation continued to rise.
On the fiscal front, healthy growth in tax revenue
collection by FBR during the ten months of FY18 of
16 percent, is a welcome development. Considering
the stability in macroeconomic indicators, SBP kept
its policy rate at 6.0% in FY18. PSX index increased
from 19916 in FY13 to 45877 and market
capitalization from Rs. 51 trillion to Rs. 94 trillion.

The growth prospects of Pakistan's economy from
FY18 onwards would largely hinge upon planned
infrastructure projects and capacity expansion by
industries. In order to make these plans a success
story, enhanced coordination amongst all public
sector institutions would be more crucial. Also,
continuity and consistency in policies, especially
those related to investment and industry, would be
necessary to ensure sustainability of the growth
momentum.

The phased reduction in the corporate tax rate,
major reduction in the income tax rate on AOPs
and the incentives provided in customs duties and
sales tax in the budget for 2018-2019 will spur
strong industrial growth. Agriculture and services
growth is expected to receive a further boost from
the fiscal concessions provided in the budget.
However, the continued path on a higher growth
trajectory will critically depend on the effectiveness
of the measures to deal with the weaknesses in the
balance of payments. The Government has
allowed managed depreciation of the rupee and
announced financial incentives to boost exports.
Import duties have been adjusted to discourage
inessential imports. In order to build forex reserves,
remittances have been incentivized and an
amnesty scheme announced to bring back hidden
wealth from abroad.

The path to sustained and inclusive long-term
growth reqguires a responsible approach to fiscal
and current account deficits, besides the
continuation of structural reforms.

'SCO WELLING
HOMNG KONG
Mo 94_13441?
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Directors’
Report

For the year ended December 31, 2017

The Board of Directors is
pleased to present the 28th
Annual Report of The Bank
of Punjab together with the
audited Financial
Statements and Auditors’
Report thereon for the year
ended December 31, 2017.

¢

Performance at a Glance

The financial viability created through capital manage-
ment measures and superb performance of the Bank
in the past few years has enabled the Bank to take an
important step of fully providing for the legacy
Non-performing loans portfolio (NPLs), covered
through Letters of Comfort (LOCs) issued by the
Government of Punjab (GOPb), as of December 31,
2017 ie. well before the expiry date of December 31,
2018.

All stakeholders are well aware of the fact that finan-
cial mess created by imprudent lending decisions of
previous management forced the Bank to agree upon
a way forward with the Regulator and Sponsors which
included certain NPLs provisioning relaxations. And
while the Bank has been continuously posting
phenomenal financial results in past few years, benefit
of Bank’s performance could not be fully passed on to
the shareholders due to said relaxations constraining
payouts under the applicable Prudential Regulations.
Therefore, the BOD took the historic step of making
full provision and that too one year prior to the expiry
of the LOCs to make good the provisioning shortfall
thereby meeting the SBP's provisioning requirements
and also paving way to meet Capital Adequacy Ratio
(CAR) requirement through a comprehensive Capital
Management Plan.

BOP | Annual Report 2017

As such, major impediment hindering Dividend
payouts to shareholders now stands removed and
the Board expects that Dividend payouts to share-
holders, as per Bank’s policy and based upon Bank’s
future financial performance, is well and truly in sight.

It is pertinent to mention that providing legacy NPLs is
in no way adversely affecting Bank’s resolve to
recover the same through all available legal means.
The Bank would continue to make vigorous efforts as
before for recovery of these NPLs and future recovery
would provide additional boost to Bank’s profitability.
During the vyear 2017, the Bank continued to
consolidate its position and also pursued a calculated
business expansion plan which facilitated the Bank in
enhancing business volume and also helped in
achieving improved margins. As of December 31,
2017, the deposits of the Bank stood at Rs. 556.3 billion
against Rs. 4532 billion on December 31, 2016, thereby
registering a massive growth of 23%. A sizeable
increase in low cost CASA Deposits and better return
on lending enabled the Bank to significantly improve
its Net Interest Margin (NIM) to Rs. 156 billion as
against Rs. 122 billion during last year thereby
reflecting a healthy growth of 28%. Similarly, the
non-interest/markup income, excluding capital gains,
remained at Rs. 33 billion as against Rs. 2.7 billion
during last year. Accordingly, the Bank earned
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operational profit of Rs.8.7 billion during the year 2017
which is 30% higher than operational profit of year
2016. However, the Bank charged additional
provision of Rs. 123 billion against loans covered
under LOCs and registered after tax loss of Rs.(3.3)
billion for the year 2017. Had this additional provision
of Rs.12.3 billion not been charged in the current year,
the financial results would have been as follows:

Rs. in Billion
Profit before tax 76
Profit after tax 47
Earnings per share (Rs) 228
Advances-net 3081
Deferred tax asset-net 64
Total assets 6576
Un-appropriated profit 43
Net assets 377
CAR (%) 1418%

Despite huge provisioning, the book value per share
also remained above par. As on December 31, 2017,
gross advances and investments stood at Rs. 3417
billion and Rs. 2425 billion, respectively and Bank’s
Total Assets stood at Rs. 6495 billion as against Rs.

5452 billion as on December 31, 2016.

Financial Highlights 2017

Rs. in Billion
47
Taxation 14

Loss before taxation

(33
162

Loss after taxation
Loss per share (Rupees)

Capital Adequacy and Minimum Capital
Requirements

As on December 31, 2017, paid-up capital (net of
losses) amounted to Rs. 236 billion and the Bank
stands compliant with SBP's minimum capital
requirement of Rs. 10.0 billion. However, the Bank’s
Capital Adequacy Ratio (CAR) stood at 9.73% ie. less
than the applicable requirement of 11.275%. The Bank
has prepared a capital management plan, including
issuance of Tier-ll capital, for compliance with
minimum prescribed level of CAR till June 30, 2018.
Accordingly, the SBP, on the basis of capital
management plan, has granted the Bank relaxation
from the applicable CAR till June 30, 2018.
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As on December 31, 2017, the Bank stands compliant

with the provisioning requirement under SBP's
Prudential Regulations after charging provision of Rs.
123 billion required against certain  exposures
previously not subjected to provisioning criteria in
view of the relaxation granted by SBP on the basis of
two LOCs issued by the GOPb and in pursuance of
achieving the capital management plan to attain level
of CAR as prescribed by SBP, has successfully raised
Rs. 4.3 billion as Tier-ll capital through issuance of
rated and unlisted privately placed term finance
certificates. Accordingly, the adjusted level of CAR
stood at 11.42% subsequent to the Balance Sheet date.
Further, keeping in view the targeted growth and
projections for the next year, the Management is
confident to  keep  maintaining  applicable
requirements of CAR in future as well.

Human Resource Management

The Bank fully recognizes the importance of an
effective  Human Resource Management (HRM)
system in future success of the Bank. The modern
days banking reqguirements and cut throat
competition requires that a comprehensive Human
Resource Management regime, linked with Bank’s
overall strategic business plan, is implemented across
the organization.
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Accordingly, the Bank has put in place a robust
human resource management function to attract,
recruit, develop, retain and sustain a high performing,
diverse workforce. The Bank has been developing and
implementing progressive human resource
management policies and strategies to ensure
effective participation of every staff member towards
the Bank’s success. The Bank has implemented an
efficient pay for performance model where
performance of every staff member is monitored on
the basis of their respective key performance
indicators and due reward is given to staff members
on the basis of their performance during annual
appraisal.

During the year, the Bank has been successful in
fostering a positive work environment based on a
culture of merit, transparency and professionalism.

Risk Management Framework

In the era where there is an increasing demand to
understand risk and in view of Bank's own legacy of
NPLs, the Bank continues to manage the extended
challenges for risk management emanating from
both internal and external factors. Factors such as the
global pace of change, resource constraints, product
complexity and a growing demand for transparency,
present a compelling case for stronger management
of risk.
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The Bank actively peruses the micro and
macro-economic environment and employs a
dynamic approach in policy formulation. The Bank’s
emphasis remains on key focal areas of risk
management to ensure that its portfolio remains
robust. The Bank continues to upgrade its
risk-management capabilities  through analytical
techniques,  standardized  stress  tests, and
assessments of ratings migration.

The Board of Directors of the Bank is primarily
responsible for laying down risk parameters and
establishing an integrated risk management and
control system in the light of the guidelines provided
by the State Bank of Pakistan. The Bank's Board
approves Risk Management policies and has also set
out exposure limits taking into account the risk
appetite of the Bank and the skills available for
managing the risks. The Board of Directors is
supported by “Board Risk Management Committee” in
this respect.

Approach to Risk Management

The risk management process encompasses four
critical components:

1. Identification and assessment of risk;
2. measurement of risk;

3. control of risk; and

4. monitoring and reporting of risk.

The Bank has adopted a regimented approach whilst
managing risk including assessments of various risks
through self-assessment techniques, stress testing,
portfolio review, early warning indicators/alerts, and
dynamic monitoring. The Bank is continuously
strengthening its capacity to manage its risks and risk
management environment through the following
endeavors in each risk class:

Credit Risk

The Bank continues to focus and improve its Credit
Risk Management program through evaluating,
rigorous monitoring, effective management of the
portfolio, sector studies, Target Market and Risk
Acceptance Criteria. Credit portfolio  monitoring,
monitoring of Industry Concentration Limits and
strengthening of forums such as CRMC are being
carried out to achieve the overall goals of the Bank,
whilst managing the credit risk from both micro and
macro platforms. Risk Appetite for Credit risk has been

defined and approved by the Board of Directors and is
being monitored through respective Credit
Committees.

Furthermore, the Bank has heavily invested in the
development of credit risk due diligence, which is in
line with industry best practice and has incorporated a
dynamic monitoring regime to ensure monitoring of
exposures on an ongoing basis.

Market Risk

An independent Treasury Middle Office (TMO) unit is
established to actively identify, monitor and report
changes in Market risk positions in accordance with
approved Market Risk Management policies and
procedures. Application of models Value at Risk (VAR),
Duration & PVBP and portfolio level stress testing is
carried out on periodic basis to assess the quality of
portfolio. Various review reports are being prepared
by TMO on a regular basis, and are being presented to
Mmanagement committees for required actions.
Market risk appetite has been defined and approved
by the Board of Directors and is monitored through
ALCO for various portfolio limits and threshold levels.

Operational Risk

The Bank endeavors to minimize the risk by ensuring
that a strong control infrastructure is in place
throughout the organization. Various procedures and
processes are being used to manage operational risk,
which include: effective staff training, appropriate
controls to safeguard assets and records, regular
audit, regular reconciliation of accounts and
transactions, close monitoring of risk  limits,
segregation of duties, and financial management and
reporting. Furthermore, Operational Risk Policy and
Standard Operating Procedure (SOP) have been
approved, Data of Key Risk Indicators, Control Testing
Reports, Risk Control Self-Assessment and loss event
data (LED) are being collected, cleansed and analyzed,
improved monthly and quarterly operational risk
reviews are being presented to senior management
on regular basis covering reputation risk and legal risk
causes of operational risk along with suggestions to
mitigate the operational risk. Operational Risk
Coordinators (ORCs) have been appointed by all the
stakeholders and RMG has conducted training and
awareness sessions for various Risk Takers across the
Bank. Further, Operational risk appetite has been
approved by BOD, which is being monitored through
ALCO.
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Liquidity Risk

Liquidity risk is actively monitored and managed by
ALCO which includes day-to-day funding managed by
monitoring future cash flows to ensure that
requirements can be met; maintaining a portfolio of
highly marketable assets that can easily be liquidated
as protection against any unforeseen interruption to
cash flow; monitoring balance sheet liquidity ratios
against internal and regulatory requirements and
managing the concentration and profile of debt
maturities. Risk appetite has been defined and got
approved from the BOD and is being maintained in
shape of Cash and SLR eligible Government securities
and also monitored through ALCO using analysis of
liquidity ratios and deposit concentration.

Interest Rate Risk

BOP has developed various quantitative and
qualitative models to assess the risk existent in its
interest rate sensitive exposures specially its balance
sheet. Various reports are being produced and
monitored frequently to quantify the underlying risks.
The magnitude of the potential loss and the
probability that the loss will occur were computed by
risk management team through scenario building and
stress testing.

TMO is involved in regular identification of risk
exposures accruing to the Bank by monitoring
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external factors such as interest rate and their impact
on Bank’s portfolio in order to assess the foreseeable
future and place the same in periodic ALCO Meetings.

Under Board of Directors’ guidance, the Bank
continued to execute the risk strategy and undertake
controlled  risk-taking activities  within its  risk
management framework, combining core policies,
procedures and process design with active portfolio
management. The Bank continuously challenges and
improves its Risk Management Framework in the light
of the international best practices and State Bank of
Pakistan guidelines, besides learning from its past
experience.

Information Technology

In order to improve efficiency and ensure
implementation of an effective control regime, the
Bank has been investing in its IT infrastructure. The
Bank has already acquired a state of the art core
banking system “Flexcube” which is under
implementation process. As on December 31, 2017,
over 175 branches are successfully operating in new
CBS while full migration shall be achieved during 2018.
Under Oracle Enterprise Resource Planning (ERP), the
Bank is in process of implementing Risk Management,
Financial, Procurement and Inventory modules.

In order to ensure provision of smooth banking servic-
es to its valued clients, branches have been equipped
with back-up connectivity, while a comprehensive IT
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STEPS TOWARD A
PROSPEROUS

GILGIT-BALTISTAN

TThe Bank of Punjab is playing an active role b}rw
offering and expanding Agricultural services in
Gilgit Baltistan.
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-%‘L%:::.. — The Bank of Punjab offers the following specific Agricultural
Mi\ Financing products:

}ﬁ_‘ : : * Product Loans for farming of fruits
. * Cold Storage Financing for storing agricultural produce
* Tractor Leasing
= Apri Vehicle Leasing for transportation of agricultural produce




Security Policy has been put in place to ensure safety
of customers’ data and facilitate execution of banking
transactions in a secured environment. In order to
mitigate the risk, Disaster Recovery protocols are in
place to ensure smooth conduct of customer servic-
es. Further, to assist the management in decision
making, a robust Management Information System
has been made available.

Special Assets Management (SAM)

Taking into account the importance of recovery of
legacy non-performing portfolio, the Special Assets
Management Group has been strengthened and
entrusted with the task of recovery/regularization of
Non-Performing Loans (NPLs) portfolio. A compre-
hensive strategy has been implemented to recov-
er/restructure the infected portfolio and to convert it
into revenue generating assets.

With a view to make the recovery exercise of NPLs
result oriented, the Management, apart from conven-
tional recourse available for resolution in and outside
the Court, has also initiated search and attachment of
defaulters’ hidden assets for recovery of decretal
claims through the courts. Apart from placement of
defaulters’ names on ECL in the past, the Bank has
also initiated hard hitting legal actions against the
defaulters under National Accountability Ordinance,
1999 and FIA Act, 1974. On the initiatives taken by the
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Bank's Management, NAB and FIA have commenced
investigations against several defaulters.

During the year 2017, the Bank has fully provided
against legacy NPLs covered under LOC. Neverthe-
less, the Bank shall continue all efforts for recov-
ery/regularization of infected portfolio.

Branch Network

In order to enhance Bank’s business volume and also
ensure provision of modern banking facilities to
unbanked areas, the Bank continued to expand its
network. During year 2017, the Bank opened 83 new
branches, including 3 sub-branches, with major focus
on remote areas. Now, with a nationwide network of
536 branches, including 6 sub-branches, the Bank is
providing a wide range of products and services to its
valued clients. During year 2018, the Bank intends to
further expand its outreach and opening of 36
branches has been planned.

Islamic Banking

The Bank commenced its Islamic Banking Operations
during the year 2013 under the brand name of “Tagwa
Islamic Banking” which is offering Shariah compliant
products and services to clients. The Bank has been
able to post significant growth over the period and the
network has now been enhanced to 66 Branches,
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including 2 sub-branches. The Bank is offering a wide
range of shariah compliant products and services to
its valued clients, through this platform. Recognizing
immense potential, the network shall be further
enhanced in coming years.

Payment Services

With an objective to meet the electronic banking and
services reguirements of its customers through
alternative channels under one umbrella, following
key functions have been clubbed as the Payment
Services Group:

« Alternate Distribution Channels
«  Branchless Banking

«  BOP Phone Banking

« Payment Card Products

The Payment Services Group is offering full range of
products and services specially tailored and designed
to meet the requirements of each group of
customers.  These  services broadly include
commercial electronic banking activities, remote
banking convenience, and financial inclusion
initiatives. The solutions being offered by the bank are
at par with the global standards and enable quick,
accurate, and convenient banking services to our
valued clients.

The Bank has also taken various initiatives under
Alternate Delivery Channel (ADC) to provide different
services to its valuable clients, successfully
introducing the following services:

«  BOP Debit MasterCard

«  SMS Banking

«  BOP Mobile Banking

«  Utility Bills Payment System

« Interbank Funds Transfer

«  BOP Phone Banking & Complaint Management Unit

»  Enterprise wide Customer Relationship
Management (CRM) solution

+  CTl/Contact Centre Solution

In order to support various initiatives of Government
of Punjab (GoPb) for poverty alleviation and ensuring
better governance in the province, The Bank of
Punjab has paid specific attention to the areas of
financial inclusion, documentation of economy,
transparency and automation of disbursement
system. The Bank has undergone significant
transformation in areas of technology specifically
designed for execution of GoPbs mandated
programs, with an extensive outreach covering

remote and unbanked areas of the country. This has
been made possible via induction of Branchless
Banking infrastructure at the bank.

The Bank of Punjab is making every possible effort to
support GoPb in the areas of healthcare, child
education, direct subsidy disbursement, education
and vocational training with an objective to uplift
underprivileged segments of the society. Some of the
key initiatives in this respect are as under:

«  Khidmat Card Program for poor & marginalized
communities

«  Disbursement of Scholarships under Punjab
Education Endowment Fund

«  Payments under Prime Minister’s Kissan Package

« EStamping

In the vyear 2017, the Payments Services have
undergone a tremendous surge - introducing state of
the art technological products and services, while
maintaining global standards. BOP Debit Card’s shift
to EMV Chip based technology, introduction of the
Mobile Banking application as a valuable alternate
banking channel, and enhancement of the BOP ATM
footprint to over 400 ATMs are a few of the stellar
accomplishments. All banking services are supported
by the 24/7 available BOP Phone Banking team,
serving the customers in all spheres of their banking
needs.

Home Remittances

The Bank is following the strategy to further improve
its market share in Home Remittances by offering
automated efficient processes to facilitate beneficiar-
ies. In this regard, integration with a number of
overseas Exchange Companies to facilitate Home
Remittances in a secured and efficient manner has
been accomplished. During the year 2017, the Bank
handled about 10 million home remittance transac-
tions aggregating to Rs. 494 billion.

Wheat Procurement Program

During the year 2017, the Bank successfully managed
syndicated financing arrangement for wheat procure-
ment program of the Government of the Punjab as
‘Lead Arranger” to the tune of Rs. 200 billion as
against Rs. 194 billion during year 2016.

Financing for Self-Employment Scheme
under “Apna Rozgar Scheme”

During the years 2011-12, the Bank financed 20,000
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vehicles to educated unemployed youth of Punjab
under Government of Punjabs Self Employment
Scheme. Owing to noteworthy recovery rate of 99%,
disbursement of further 50,000 vehicles for educated
unemployed youth under “Apna Rozgar Scheme” was
completed in 2016 and the Bank is now managing the
largest auto lease portfolio in the banking sector.

Internal Controls

The Board of Directors of The Bank of Punjab has
overall responsibility for ensuring existence of an
adequate and effective system of internal controls
that is designed to manage the Bank’s risks within an
acceptable risk profile. The Board is pleased to
endorse the Statement on Internal Controls made by
the management, which is included in the annual
report.

Statement of compliance with Corporate and
Financial Reporting Framework

The Directors are pleased to give the following
statement in respect of Code of Corporate
Governance:

 The financial statements, together with notes
thereon have been prepared in conformity with
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the Banking Companies Ordinance, 1962 and the
Companies Ordinance, 1984. These Statements
present fair state of affairs, the result of its
operations, cash flows and changes in equity and
comprehensive income. Proper books of account
of the Bank 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 Accounting and Financial Reporting
Standards and Islamic Financial Accounting
Standards, as applicable in Pakistan, have been
followed in preparation of financial statements
and any departure therefrom has been
adequately disclosed in the Annual Accounts.
The system of internal control is sound in design
and has been effectively implemented and
monitored.

There is no significant doubt upon the Bank’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.
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All the statutory liabilities, if any, have been
adequately disclosed in the financial statements.

Dividend has not been declared for the year in
order to strengthen the equity base and to
comply with regulatory requirements.

Value of investment of Staff Provident Fund and
Gratuity Fund, based on latest audited accounts
is Rs.2,384 million & Rs. 565 million, respectively.

Statement showing pattern of shareholding as on
December 31, 2017/ is disclosed at page No. 257 of
the Annual Report.

Statement showing key operating and financial
data for the last six years is disclosed at page No.
11 of the Annual Report.

Statement of compliance with code of corporate
governance is presented at page No. 45 of the
Annual Report.

During the year, 9 meetings of Board of Directors
were held with following attendance:
Name of Directors No. of Meetings
attended

e Dr. Pervez Tahir

«  Mr. Naeemuddin Khan

«  Mr. Mohammad Jehanzeb Khan
« Mr. Hamed Yagoob Sheikh

« Khawaja Farooq Saeed

e Mr. Saeed Anwar

e Dr.Umar Saif

« Syed Maratib Al

e Mr. Omar Saeed *

« Mr. Mohammed Afzaal Bhatti
« Dr. Muhammad Amijad Sagib

* Mr. Omar Saeed retired on 16.06.2017.

DO -0 wWWWOowN~NOO

During the vyear, 4 meetings of Central Audit
Committee(CAC) of Board of Directors were held
with following attendance:

Name of Directors No. of Meetings

attended
» Khawaja Farooq Saeed 4
» Mr. Saeed Anwar 4
e Mr.Omar Saeed 0
«  Mr. Mohammed Afzaal Bhatti 3
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« During the vyear, 4 meetings of Board Risk
Management Committee (BRMC) of Board of
Directors were held with following attendance:

Name of Directors No. of Meetings

attended
»  Syed Maratib Ali 4
« Mr. Saeed Anwar 4
e Mr.Omar Saeed 0

« During the year, 4 meetings of Human Resource &
Remuneration Committee (HR&RC) of Board of
Directors were held with following attendance:

Name of Directors No. of Meetings

attended
«  Mr. Mohammad Jehanzeb Khan 4
»  Mr. Naeemuddin Khan 4
«  Mr. Mohammed Afzaal Bhatti 3
»  Syed Maratib Ali 4

e During the year, 1 meeting of Islamic Banking
Review Committee (IBRC) of Board of Directors
were held with following attendance:

Name of Directors No. of Meetings

attended
«  Dr. Muhammad Amjad Sagib 1
 Dr. Pervez Tahir 1
» Khawaja Farooq Saeed 1
« Mr. Khalid S. Tirmizey 1

Credit Rating

While acknowledging the improved risk profile of the
Bank, M/s Pakistan Credit Rating Agency (PACRA) has
maintained the Long-term Entity Rating of “AA”, while
the Short-term Entity Rating has been maintained at
AT+

As per standard rating scale and definition “AA” long
term rating denotes a very low expectation of credit
risk. It indicates a very strong capacity for timely
payment of financial commitments, not significantly
vulnerable to foreseeable events. Similarly, “Al+” short
term rating denotes obligations supported by the
highest capacity for timely repayment.

Subsidiaries

The detail of Bank’s subsidiaries are as follows:
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Rs. In Million

Sr# Name Net Assets Net Assets
as of December as of December
31,2017 31,2016
1 Punjab Modaraba Services Prviate Limited 26.896 122474
2 First Punjab Modaraba 185.732 178319
3 Punjab Capital Securities Private Limited 71383 )
Outlook for the year 2018 Auditors

Based upon the progress made in last few years,
the Bank would continue to consolidate its position
by expanding its outreach in unbanked areas and
thereby improving business volume and spread.
Implementation of modern technological tools,
especially new Core Banking System, would help in
improving control regime and bringing efficiency.

During the year 2017, the Bank has fully provided
against legacy NPLs covered under LOCs.
However, recovery/regularization of infected
portfolio would remain a cornerstone of the Bank’s
strategy and all out efforts shall be made to ensure
recovery of NPLs. The shareholders shall reap the
benefits of their persistent and ensuring support in
difficult times and now every penny of NPLs shall
contribute to shareholders’ returns.

The Bank also fully recognizes significance of
China Pakistan Economic Corridor (CPEC) and
potential  business activity in connectivity,
construction and allied industries. Accordingly, the
Bank shall play its due role in projects related to
CPEC.

The retiring auditors M/s EY Ford Rhodes,
Chartered Accountants, being eligible, have offered
themselves for reappointment for the year ending
December 31, 2018.

The Board of Directors, on the suggestions of Audit
Committee, recommended the above firm as
statutory auditors of the Bank for year 2018.
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Statement of Compliance with the Code of
Corporate Governance

This statement is being presented to comply with the Code of Corporate Governance (CCG) contained in the
Regulation No. 519 of Rule Book of Pakistan Stock Exchange (PSX) for the purpose of establishing a framework of
good governance, whereby a listed company is managed in compliance with the best practices of corporate

governance.

The Bank has applied the principles contained in the CCG in the following manner:

1. The Bank encourages representation of independent non-executive directors and directors representing
minority interests on its board of directors. At present the board includes:

Category

Names

Independent Directors

—

Khawaja Faroog Saeed
Mr. Saeed Anwar

Executive Directors 1.

Mr. Naeemuddin Khan

Non-Executive Directors

Dr. Pervez Tahir

Mr. Mohammad Jehanzeb Khan
Mr. Hamed Yagoob Sheikh

Mr. Mohammed Afzaal Bhatti
Dr. Umar Saif

. Syed Maratib Ali

NOO AW~

Dr. Muhammad Amjad Sagib

The independent directors meet the criteria of
independence under clause 5191.(b) of the CCG.

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

3. Al the resident directors of the Bank are
registered as taxpayers and none of them has
defaulted in payment of any loan to a banking
company, a DFI or an NBFI or, being a Broker of a
stock exchange, has been declared as a defaulter
by the stock exchange.

4. A casual vacancy occurring on the Board due to
retirement of one elected Director on June 16,
2017 will be filled through Election of Director to
be held in the 27th Annual General Meeting of the
Bank in 2018.

5. The Bank has prepared a “Code of Conduct” and
has ensured that appropriate steps have been

/R

taken to disseminate it throughout the Bank
along with its supporting policies and
procedures.

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

All the powers of the board have been duly
exercised and decisions on material transactions
have been taken by the Board. However, the
President / CEO has been appointed with
remuneration and terms & conditions of his
service determined by the Government of the
Punjab (Government) as per Section 11(1) of the
BOP Act, 1989. Further the appointment and
determination of remuneration and terms &
conditions of employment of the executive and
non-executive directors have been taken by the
board as per Section 10(1)(b)(©) of the BOP Act,
19809,
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10.

12.

13.

14.

15.

16.

17.

18.

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 and the
board met at least once in every quarter. Written
notices of the board meetings, along with agenda
and working papers, were circulated at-least (7)
seven days before the meetings except for three
emergent meetings. The minutes of the meetings
were appropriately recorded and circulated.

The Board has appropriate arrangements in place
for orientation of its directors to apprise them of
their duties and responsibilities.

The CFO was appointed prior to the
implementation of Code of Corporate
Governance. Company Secretary and Head of
Internal Audit were appointed before 2017 by the
Board.

The directors’ report for this year has been
prepared in compliance with the requirements of
the CCG and fully describes the salient matters
required to be disclosed.

The financial statements of the Bank were duly
endorsed by CEO and CFO before approval of the
board.

The directors, CEO and executives do not hold
any interest in the shares of the Bank other than
that disclosed in the pattern of shareholding.

The Bank has complied with all the corporate and
financial reporting requirements of the CCG.

The Board has formed an Audit Committee. It
comprises of three members of whom one is
non-executive director and the Chairman and one
member of the Committee are Independent
Directors.

The meetings of the Audit Committee were held
at least once every quarter prior to approval of
interim and final results of the Bank and as
required by the CCG  The Terms of
Reference/Charter of the Audit Committee has
already been approved by the Board.

The representatives of external auditors were
present in AGM-2017 of the Bank for necessary
feedback to the shareholders. However, Chairman
Audit Committee did not attend the meeting.

The Board has formed a Human Resource &
Remuneration Committee. It comprises of four

BOP | Annual Report 2017

19.

20.

21.

22.

23.

24.

25.

members, of whom three are non-executive
directors and the Chairman of the Committee is
also a non-executive Director. President/CEO in
his ex-officio capacity is an Executive
Director/Member.

The Board has set up an effective internal audit
function manned by suitably qualified and
experienced personnel who are conversant with
the policies and procedures of the Bank and are
involved in internal audit function on full time
basis.

The statutory auditors of the Bank have
confirmed that they have been given a
satisfactory rating under the quality control
review program of the ICAP, that they or any of
the partners of the firm, their spouses and minor
children do not hold shares of the Bank 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 Rule
Book of Pakistan Stock Exchange (PSX) and the
auditors have confirmed that they have observed
IFAC guidelines in this regard.

The “closed period”, prior to the announcement of
interim/final results, and business decisions, which
may materially affect the market price of Bank’s
securities, was determined and intimated to
directors, employees and stock exchange.

Material/price sensitive information has been
disseminated among all market participants at
once through stock exchange.

The Bank has complied with the requirements
relating to maintenance of register of persons
having access to inside information by
designated senior management officer in a timely
manner and maintained proper record including
basis for inclusion or exclusion of names of
persons from the said list.

We confirm that all other material principles
enshrined in the CCG have been complied with
except for the following, where the corresponding
provision(s) of The Bank of Punjab Act, 1989 have
been complied.
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Reference Clauses from Code of
Corporate Governance

(i) Any casual vacancy on the
Board of Directors of a listed
company shall be filled up by
the Directors at the earliest
but not later than ninety
days thereof.

(vi) The Chairman shall be
elected from among the
non-executive directors of
the listed company.

Corresponding Provisions of The Bank of Punjab Act - 1989

Section 14
A Director appointed by the Government, other than President, shall
hold office during the pleasure of Government

Section 15(1)

Any vacancy occurring on the Board by the death, resignation,
removal or disqualification of any Director shall be filled by the
remaining Directors, who shall co-opt a duly gualified person to fill the
vacancy.

Provided that where a vacancy occurs in the office of a Director
appointed by the Government, the vacancy shall be filled only by
appointment by the Government.

Section 10(2)
The Chairman of the Board shall be nominated by the Government
from amongst official Directors.

Further, in terms of Section 10(3), the Chairman shall preside over the
meetings of the Board and shall have a casting vote, but he shall not
exercise any executive authority or powers.

For and on behalf of the Board

Naeemuddin Khan
President/CEO
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EY Ford Rhodes Tel: +9242 3577 8402-11
Chartered Accountants Fax: +9242 3577 8412-13
96-B-I. 4th Floor, Pace Mall Building ey.lhr@pk.ey.com

M. M. Alam Road, Gulberg-II ey.com/pk
Bu||d|ng a better P.O. Box 104, Lahore-54660

working world

Review Report To The Members
On Statement Of Compliance With The Best
Practices Of The Code Of Corporate Governance

We have reviewed the enclosed Statement of Compliance with the best practices contained in the Code of
Corporate Governance (the Code) prepared by the Board of Directors of The Bank of Punjab (the Bank) for the
year ended 31 December 2017 to comply with the requirements of Listing Regulation 519 of the rule book of
Pakistan Stock Exchange, where the Bank is listed.

The responsibility for compliance with the Code is that of the Board of Directors of the Bank. Our responsibility
is to review, to the extent where such compliance can be objectively verified, whether the Statement of Compli-
ance reflects the status of the Bank's compliance with the provisions of the Code and report if it does not and to
highlight any non-compliance with the requirements of the Code. A review is limited primarily to inquiries of the
Bank’s personnel and review of various documents prepared by the Bank to comply with the Code.

As part of our audit of 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 Director’s statement on internal control covers all risks and controls, or to form
an opinion on the effectiveness of such internal controls, the Bank's corporate governance procedures and risks.

The Code reqguires the Bank to place before the Audit Committee, and upon recommendation of the Audit
Committee, place before the Board of Directors for their review and approval of its related party transactions
distinguishing between transactions carried out on terms equivalent to those that prevail in arm’s length transac-
tions and transactions which are not executed at arm’s length price and recording proper justification for using
such alternate pricing mechanism. We are only required and have ensured compliance of requirement to the
extent of approval of related party transactions by the Board of Directors upon recommendation of the Audit
Committee. We have not carried out any procedures to determine 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 Bank’s compliance, in all material respects, with the best practices
contained in the Code as applicable to the Bank for the year ended 31 December 2017

Further, we highlight below instance of non-compliance with the requirement of the Code as reflected in the
paragraph reference where these are stated in the Statement of Compliance:

Paragraph Reference Description
17 The representatives of external auditors were present in AGM-2017 of the Bank for
necessary feedback to the shareholders. However, Chairman Audit Committee did not
attend the meeting
Chartered Accountants
Engagement Partner:

Farooq Hameed

Lahore: 02 May 2018
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Report Of Shariah Board

(For The Financial Year 2017)

While the Board of Directors and Executive Manage-
ment are solely responsible to ensure that the opera-
tions of Tagwa Islamic Banking The Bank of Punjab
(TIB BOP) are conducted in a manner that comply
with Shariah principles at all times, we are required to
submit a report on the overall Shariah compliance
environment of TIB BOP.

1. In line with IBD Circular No. 1 of 2015 dated April
07, 2015 issued by State Bank of Pakistan (SBP),
the Shariah Governance Framework (SGF) has
come into force with effect from July 1st, 2015. In
compliance of the said circular Shariah Board
became effective in October 2015.

Four (0O4) Shariah Board meetings have been
held during the year 2017. Minutes of meetings
have been subsequently submitted in Islamic
Banking Department of SBP.

Two (02) meetings of Shariah Board with Board
of Directors of the bank were held in the year
2017 to discuss the performance of TIB BOP and
avenues for Islamic banking.

2. To form our opinion as expressed in this report,
the Shariah Compliance Department of the Bank
carried out reviews, on test check basis, of each
class of transactions, the relevant documentation
and process flows. Further, we have also
reviewed reports of internal Shariah audit and
external Shariah audit. Based on above, we are of
the view that:

Category of TIB BOP operations is overall
satisfactory as per details given below:

I TIB BOP has by and large complied with
Shariah rules and principles in the light of
fatawa, rulings and guidelines issued by
RSBM / Shariah Board.

VI.

VII.

TIB BOP has by and large complied with
directives, regulations, instructions and
guidelines related to Shariah compliance
issued by SBP.

TIB BOP has a satisfactory mechanism in
place to ensure Shariah compliance in their
overall operations.

Business affairs of TIB BOP, especially with
reference to transactions, relevant docu-
mentation and procedures performed and
executed by the Bank during the year 2017
are, by and large, in conformity with the
principles and guidelines of Shariah and
other guidelines issued by Shariah Board
and SBP.

The main modes of financing used for the
bank’s financing activities during the year
consist of Murabaha, ljarah, Diminishing
Musharakah, Istisna and Running
Musharakah. The gradual shift towards
diversification of the modes of finance used,
i.e. from Trade based modes to Participative
modes is an encouraging development,
beneficial towards the growth of Islamic
Banking industry at large.

The Shariah Board supervised and analyzed
various products, concepts, transactions,
processes and their Shariah Compliance as
an ongoing process to ensure that the trans-
actions are valid and in conformity with
Shariah injunctions.

The Internal Shariah Audit Department
evaluates the adherence to Shariah guide-
lines by the Bank. During the year, Shariah
Audit of the TIB BOP branches was conduct-
ed, that enabled the Bank to improve the
Shariah control environment.
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VIII. To strengthen and broaden the functions of
Shariah control, the Shariah Compliance
Department (SCD) of the bank facilitated the
customers by formulating customized
process flows after assessment of the
customers’ business models and determin-
ing the most suitable product. During the
year, SCD sought approvals of product struc-
tures and process flows from the Shariah
Board. Further for effective compliance, SCD
performed random physical inspections to
assess the purchases, evidences and invoic-
es of financing transactions. As a part of the
department’s responsibilities SCD  also
reviewed the process of profit distribution to
the depositors on monthly basis. During the
course of on-site visit of branches, SCD also
evaluated Shariah knowledge of the staff.

IX.  TIB BOP has a proper system in place to
ensure that any earnings realized from
sources or by means prohibited by Shariah
have been credited to charity account and
are being properly utilized. Detail of the
charity fund is available in the statement of
financial position of TIB BOP (annexure | of
Annual Report 2017 BOP).

X, TIB BOP has overall acceptable system of
profit / (loss) distribution and pool manage-
ment, which can be further improved by
achieving full automation. Profit is being
properly distributed to all saving account
holders on Mudarabah principles.

Xl Bank is continuously focusing to enhance
the Islamic Banking knowledge & skill set of
the staff. Shariah Compliance Department
and Product Development department with
the coordination of Learning & Develop-
ment Department of the Bank has imparted
training on Islamic banking products.

BOP | Annual Report 2017

XIl.  Shariah Board has been provided with
adeguate resources enabling it to discharge
its duties effectively.

There are following significant Shariah related
issues which need to be addressed:

l Internal Shariah  Audit Unit established
under the ambit of Audit & RAR Group
should be enriched with the resources as
per organogram.

ll.  Staff Finance Policy approved by the Shari-
ah Board needs implementation.

The Shariah Board of TIB BOP is satisfied with
overall performance of Tagwa Islamic Banking -
The Bank of Punjab and we expect that the
management of the bank will continue adhering
to the instructions issued by SBP and the Shariah
Board of the bank that will further strengthen
Shariah Compliance culture at TIB BOP.

Mufti Muhammad Zahid
Chairman Shariah Board

Dr. Ejaz Ahmed Samadani
Member Shariah Board

Dated: 22 March 2018
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TAQ WA) A TAQWA

CAR IJAR AH ISLAMIC BANKING

Taqwa Islamic Banking is pleased to offer Car ljarah

e Based on Islamic Principle of ljarah

Market competitive rates

Flexibility of matching rentals to cash flows

Financing both used and new cars

20% minimum down payment as Security Deposit
Profit Payment on Security Deposit

Annual Report 2017 | BOP
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Statement Of Internal Controls

The Management of The Bank of Punjab (the "Bank")
acknowledges its responsibility for establishing and
maintaining an adequate and effective system of
internal control to provide reasonable assurance to
achieve the following:

« Efficiency and effectiveness of the operations;
« Reliability of financial reporting;
- Compliance with applicable laws and regulations.

The internal control system encompasses policies
and procedures relating to all processes, products
and activities of the bank's operations. All significant
policies and procedural manuals are in place, which
are reviewed, revised, and improved to keep them
current with latest activities and challenges.

Implementing State Bank of Pakistan (the "SBP")
Guidelines on Internal Controls, to place an effective
internal control system has been the Bank's top
priority. Compliance & Internal Control Division
(C&ICD) has been entrusted with remediation of
internal control deficiencies and maintaining the
system on an ongoing basis. During the year 2017,
walkthrough of processes and activities were
conducted to update related processes, risks and
control  documentation. C&ICD  also  ensures
implementation of control design improvements
recommended by Audit & RAR Group (A & RAR), SBP
and External Auditors.

The A & RAR, independent from Management, is
entrusted with the supervisory function with respect
to the review of internal controls. A & RAR evaluates,
validates, monitors and contributes to ongoing
effectiveness of control systems as part of its scope.
It periodically reports significant findings, directly to
the Central Audit Committee (CAC) of the Board. The
A & RAR is also entrusted with the function to assess
adeqguacy and effectiveness of the control activities
as well as testing implementation of and compliance
with all the prescribed policies and procedures. The
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management expeditiously takes up the findings and
observations of Audit Group, SBP and Bank's External
Auditors to ensure implementation of control design
improvements.

The Bank has put in place all stages of SBP roadmap
on Internal Control over Financial Reporting (ICFR).
External Auditor of the Bank also evaluates the
effectiveness of ICFR system through a special
review, and a Long Form Report (LFR) is submitted to
SBP as per regulatory requirements. During the year
under review, we have endeavored to follow the
guidelines issued by SBP on ICFR for evaluation and
management of significant risks and shall continue
further improvements in Internal Controls System.

Internal Controls System evolves continuously and
hence its evaluation is an ongoing process. This
statement of internal controls is based on the
management’s assessment towards various aspects
of the Internal Controls System of the Bank. The
Internal Control Systemns of the Bank are designed to
minimize and manage risks rather than eliminate the
risk of failure to achieve the desired objectives; hence
it can only provide reasonable assurance and not
absolute assurance, against material misstatement
or loss. The system of internal control followed by the
Bank is considered to be adequate in design and is
being implemented and continuously monitored.

Naeemuddin Khan
President / CEO
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Notice Of Annual General Meeting

Notice is hereby given that the 27th Annual General
Meeting of the members of The Bank of Punjab will be
held at the CRIMSON EVENTS, 9-Civic Centre, Barkat
Market, New Garden Town, Lahore (LDA Community
Centre) on Wednesday, 30th May, 2018 at 5:00 pm. to
transact the following business:

Ordinary Business:
1. To confirm the minutes of 26th Annual General
Meeting held on April 28, 2017.

2. Toreceive, consider and adopt the Annual Audited
Financial Statements of The Bank of Punjab for the
year ended December 31, 2017 together with the
Directors and the Auditors’ reports thereon.

3. Toappoint Auditors for the year ending December
31, 2018 and to fix their remuneration.

4. Election of four Directors under Section 10(M(b) of
The Bank of Punjab Act, 1989.

Special Business:

1. Conversion of TFCs into Ordinary Shares of the
Bank upon the occurrence of a Point of Non-Viabili-
ty as determined by the State Bank of Pakistan.

‘RESOLVED THAT with respect to the Term
Finance Certificate Issue (‘“TFCs”) of The Bank of
Punjab (‘Bank” in the amount of PKR
4.300000000/- (Pak Rupees Four Billion Three
Hundred Million) pursuant to the terms of the
Trust Deed dated February 27, 2018, amended by
the First Supplemental Trust Deed dated April 4,
2018 (hereinafter collectively referred to as the
“Trust Deed”) and in accordance with the direc-
tions of the State Bank of Pakistan's ("SBP”) instruc-
tions regarding loss absorbency as provided
under the ‘Instructions for Basel lll Implementation
in Pakistan” (‘Basel Ill Rules”) issued under BPRD
Circular # 06 dated August 15, 2013 as amended

BOP | Annual Report 2017

from time to time, in the event SBP exercises its
option to convert the TFCs into ordinary shares of
the Bank upon the occurrence of a Point of Non-Vi-
ability ("‘PONV"), such ordinary shares shall be
issued other than by way of rights in accordance
with the proviso provided under section 83 of the
Companies Act, 2017 (Additional Shares”).

FURTHER RESOLVED that the issuance of such
Additional Shares shall be based on the market
value of the shares of the Bank on the date of
trigger of PONV as declared by SBP and shall be
subject to a cap of 495 Million additional ordinary
shares being issued, or such other number as may
be agreed to in consultation with SBP and shall
further be subject to approval of the Securities and
Exchange Commission of Pakistan in accordance
with the proviso under section 83 of the Compa-
nies Act, 2017.

FURTHER RESOLVED that the President/CEO or
Company Secretary of the Bank, be and are
hereby Singly authorized to take all steps, neces-
sary, ancillary and incidental to the above and are
further authorized to sign execute and deliver all
necessary documents, agreements and letters on
behalf of the Bank, as may be deemed appropriate
and as may be required for the purposes above-
mentioned.”

Any other item of business with the permission of
the Chair.

By order of the Board

Raza Saeed
Secretary to the Board
Lahore: May 08, 2018

SR
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NOTES

Ol.

02.

03.

0o4.

O5.

06.

o7,

/R

The Register of Members and the Share Transfer
Books of the Bank shall remain closed for transfer
from 23-052018 to 29-052018 (both days
inclusive).

All members are entitled to attend the meeting;
however, the right of vote is restricted to those
who are registered as such for a period of not less
than three months prior to the date of the meet-
ing as per section 17(1) of The Bank of Punjab Act,
1989.

Proxies in order to be effective must be deposited
at the Corporate Affairs Department of the Bank,
BOP Tower, 10-B, Block-E-ll, Main Boulevard,
Gulberg-lll, Lahore not less than 48 hours before
the meeting. The proxy form shall be witnessed
by two persons whose names, addresses and
CNIC numbers shall be mentioned on the form. In
case of corporate entity, the Board of Directors’
resolution/power of attorney with specimen
signature shall be submitted (unless it has been
provided earlier) along with proxy form to the
Company.

A member is entitled to appoint another member
as proxy to attend the meeting.

The members should quote their Folio number in
all correspondence with the Bank and at the time
of attending the Meeting.

Members are requested to promptly notify any
change in their addresses to our Registrar M/s.
CORPLINK (Pvt) Limited, Wings Arcade, 1-K,
Commercial, Model Town, Lahore before book
closure so that entitlement, if any, be dispatched
at the correct addresses.

CDC Account holders will further have to follow
the under mentioned guidelines as laid down in
Circular O1 dated January 26, 2000 issued by the
Securities & Exchange Commission of Pakistan:

A. FOR ATTENDING THE MEETING

D In case of individual, the account holder or
sub-account holder shall authenticate
his/her identity by showing his/her original
Computerized National Identity Card (CNIC)
or original Passport at the time of attending
the meeting.

il In case of corporate entity, the Board of
Directors; resolution/power of attorney with

08.

OS.

10.

specimen signature of the nominee shall
have to be produced (unless it has been
provided earlier) at the time of the meeting.

B. FOR APPOINTING PROXIES

) In case of individual, the account holder or
sub-account holder shall submit the proxy
form as per the above requirement.

i) The proxy form shall be witnessed by two
persons whose names, addresses and CNIC
numbers shall be mentioned on the form.

i) Attested copies of CNIC or the Passport of
the beneficial owners and the proxy shall be
furnished with the proxy form.

iv) The proxy shall produce his/her original
CNIC or original Passport at the time of the
meeting.

v) In case of corporate entity, the Board of
Directors' resolution/power of attorney with
specimen signature shall have to be submit-
ted (unless it has been provided earlier)
along with proxy form to the Company.

Entry of the member/physical shareholder or
his/her duly authorized person will be on strict
identification as per specimen signature on the
Bank’s record.

SECP vide SRO # 787 ()/2014 dated 8th Septem-
ber, 2014 has allowed companies to circulate
Annual Audited Financial Statements along with
notice of Annual General Meeting to its members
through email. Shareholders who desire to
receive the Bank’s Annual Audited Financial State-
ments and notice of Annual General Meeting
through email, in future, are requested to fill the
reguisite form available on Bank’s Website ie.
www.bop.com.pk.

In case any member who has provided consent
to receive Annual Audited Financial Statements
and notice of Annual General Meeting through
e-mail subsequently requests for a hard copy, the
same shall be provided free of cost within 7 days
of the receipt of such request.

Pursuant to SECP Circular NolO of 2014 dated
May 21, 2014, if Bank receives consent form from
the members holding aggregate 10% or more
shareholding residing at geographical location to
participate in the meeting through video confer-
ence at least 10 days prior to the date of meeting,
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1.
1.

a)
b)

the Bank will arrange video conference facility in
that city subject to availability of such facility in
that city. To avail this facility please provide follow-
ing information and submit to the Corporate
Affairs Department, Lahore.

I/We of being a member of
The Bank of Punjab, holding ordinary
shares as per registered Folio/CDC Account
NoO. hereby opt for video conference
facility at

Signature of Member(s)

The Bank will intimate members regarding venue
of conference facility at least 5 days before the
date of general meeting along with complete
information necessary to enable them to access
such facility.

ELECTION OF DIRECTORS

[t is notified as follows:

The Number of Directors to be elected are four.

The Name(s) of Director(s) who retired/retiring
are as under:

Mr. Omar Saeed (Retired on 16/06/2017)
Khawaja Farooq Saeed (Retiring on 30/06/2018)
Mr. Saeed Anwar (Retiring on 30/06/2018)
Mr. Mohammed Afzaal Bhatti  (Retiring on 30/06/2018)

Elected directors would take charge subject to Fit

& Proper Test clearance of State Bank of Pakistan.

Any person, who seeks to contest the election to
the Office of Director, must be the holder, in his
own right, of unencumbered shares of the Bank
of the nominal amount of Twenty Five Thousand
Rupees at the least as per Section 12(1) of The
Bank of Punjab Act, 1989.

As per Bank's Bye-law Nol19(3) any person who
seeks to contest an election to the Office of Direc-
tor shall, file with the Bank, not later than fourteen
(14) days before the date of the meeting at which
election is to be held, a notice of his intention to
offer himself for Election of Director. Such person
can at any time before holding of the election
withdraw this notice.

Guidelines under Fit & Proper Test (FPT) shall be
complied with in terms of SBP, BPRD Circular
No.0O4 of 2007 and 05 of 2015 dated April 23,
2007 and March 12, 2015 respectively in fresh
appointments and/or renewals of the members
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of Board of Directors. All appointments in
Banks/DFls shall be subject to prior clearance
from SBP and applications in this regard would be
forwarded / routed through their concerned
Banks/DFls.

5. All members whose names appear in the Bank’s
Members’ Register as on 28/02/2018 and contin-
ue to be the member up to 29/05/2018 are
entitled to attend and vote at the meeting as per
section 17(1) of The Bank of Punjab Act, 1989.

SPECIAL BUSINESS

1) Conversion of TFCs into Ordinary Shares of the
Bank upon the occurrence of a Point of Non-Via-
bility as determined by the State Bank of Pakistan

A statement under Bank’s Bye-Laws # 18-1\/(ii) and
under Section 134(3) of the Companies Act, 2017

Conversion of TFCs into Ordinary Shares of the Bank
upon the occurrence of a Point of Non-Viability as
determined by the State Bank of Pakistan

On April 23, 2018 , The Bank of Punjab ("‘Bank”) issued
Term Finance Certificates in the amount of PKR
4300000000/- (Pak Rupees Four Billion Three
Hundred Million) (‘TFCs”) to raise Tier 2 Capital. [This
privately placed, unsecured and subordinated issue
was raised to comply with the State Bank of Pakistan’s
("SBP”) regulation to maintain the minimum Capital
Adequacy Ratio (‘CAR")]

[SBP through BSD Circular No. 7 dated April 15, 2009
had directed all banks to achieve and maintain the
minimum CAR of 10% by December 2013. SBP vide its
Circular No. 6 of Banking Policy and Regulation
Department (‘BPRD") dated August 15, 2013 (‘Basel Il
Circular”), covering Basel Ill reforms, gave a roadmap
to increase the minimum CAR upto 125% in a phased
manner by December 31, 20191

As per the reqguirements of Basel lll under the
aforementioned Basel Il Circular, the terms and
conditions of the TFCs must have a provision of “loss
absorbency” for it to be qualified as a Tier 2 Capital
instrument.

The relevant portion of the Basel Ill Circular relating to
“loss absorbency” is reproduced below:

‘A5-3 Loss Absorbency of Non-Equity Capital
Instruments at the Point of Non-Viability

i The terms and conditions of all non-CET1and Tier
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2 instruments issued by banks must have a provi-
sion in their contractual terms and conditions
that the instruments, at the option of the SBP, will
either be fully and permanently converted into
common share or immediately written off upon
the occurrence of a non-viability trigger event
called the Point of Non-Viability (PONV) as
described below;

ii.  The PONV trigger event is the earlier of;

a. A decision made by SBP that a conversion or
temporary/ permanent write-off is necessary
without which the bank would become non-via-
ble.

b. The decision to make a public sector injection of
capital, or equivalent support, without which the
bank would have become non-viable, as deter-
mined by SBP.

iii.  Theissuance of any new shares as a result of the
trigger event must occur prior to any public
sector injection of capital so that the capital
provided by the public sector is not diluted.

iv. ~ The amount of non-equity capital to be convert-
ed/ written-off will be determined by the SBP.

v.  Where an Additional Tier-1 capital instrument or
Tier-2 capital instrument provides for conversion
into ordinary shares, the terms of the instruments
should include provision that upon a trigger
event the investors holding 5% or more of
paid-up shares (ordinary or preferred) will have to
fulfill fit and proper criteria (FPT) of SBP.

vi. The conversion terms of the instruments must
contain pricing formula linked to the market
value of common equity on or before the date of
trigger event. However, to quantify the maximum
dilution and to ensure that prior shareholder/
regulatory approvals for any future issue of the
required number of shares is held, the conversion
method must also include a cap on the
maximum number of shares to be issued upon a
trigger event.

vii. The conversion method should describe and
take into account the order (hierarchy of claims)
in which the instruments will absorb losses in
liguidation/ gone concern basis. These terms
must be clearly stated in the offer documents.
However, such hierarchy should not impede the
ability of the capital instrument to be immediately
converted or to be written off.

viii. There should be no impediments (legal or other)
to the conversion ie. the bank should have all
prior authorizations (sufficient room in autho-
rized capital etc) including regulatory approvals
to issue the common shares upon conversion.

ix.  The contractual terms of all Additional Tier 1and
Tier 2 capital instruments must state that SBP will
have full discretion in deciding/ declaring a bank
as a non-viable bank. SBP will, however, form its
opinion based on financial and other difficulties
by which the bank may no longer remain a going
concern on its own unless appropriate measures
are taken to revive its operations and thus, enable
it to continue as a going concern. The difficulties
faced by a bank should be such that these are
likely to result in financial losses and raising the
CET1/ MCR of the bank should be considered as
the most appropriate way to prevent the bank
from turning non-viable. Such measures will
include complete write-off/ conversion of non-eg-
uity regulatory capital into common shares in
combination with or without other measures as
considered appropriate by the SBP”

[As per Letter bearing reference no.
BPRD/BA&CP-04/620/29839/2017 dated December
20, 2017 issued by SBP, SBP has granted a waiver /
deferral from obtaining upfront approvals as required
under Paragraph (viii) of Annexure A-5-3 of the Basel IlI
Circular (as stated above) and the same shall be
obtained by the Issuer on a post facto basis if need
bel]

As per the loss absorbency conditions, upon the
occurrence of a “Point of Non-Viability” event CPONV”),
SBP may at its option, fully and permanently convert
the TFCs into common shares of the issuer, ie. the
Bank and / or have them immediately written off
(either partially or in fulb.

In light of the above conditions, the Bank is required to
obtain all approvals for the issuance of such additional
shares, which additional shares shall be issued based on
the market value of the shares of the Bank on the date
of trigger of PONV as declared by SBP and shall be
subject to a cap of 495 Million additional ordinary shares
being issued, or such other number as may be agreed
to in consultation with SBP. It may further be noted that
issuance of such additional shares shall further be

subject to approval of the Securities and Exchange
Commission of Pakistan in accordance with the proviso
under section 83 of the Companies Act, 2017.
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The information required to be annexed to the notice is set out below:

Name of the persons to whom shares will be issued

The shares will be issued to the TFC Holders (at that
time) in accordance with the directions of SBP at
the time of trigger of PONV.

Price at which the proposed shares will be issued

The shares shall be at the market value of the
shares of the Bank on the date of trigger of PONV
as declared by SBP

Purpose of the issue, utilization of the proceeds of
the issue and benefits to the Company and its
shareholders with necessary details

To convert the outstanding TFC amount (in whole
or part) into shares of the Bank in accordance with
the directions of SBP.

Existing shareholding of the persons to whom the
proposed shares will be issued

Not Applicable

Total shareholding of the persons after the
proposed issue of shares

Not Applicable

Whether the persons have provided written
consent for purchase of such shares

The terms of the Trust Deed for the TFC Issue
contains the details regarding such conversion.

Justification as to why proposed shares are to be
issued otherwise than rights and not as rights
shares

This is in accordance with the requirements of SBP
vide its Circular No. 6 of Banking Policy and Regula-
tion Department (‘BPRD") dated August 15, 2013, as
amended from time to time

Justification, with details of the latest available
market price and break-up value per share, if such
price differs from par value

Not Applicable

The shares issued will rank pari passu in all respects with the existing shares of the Company. The issue of
shares without rights is subject to approval from the Securities and Exchange Commission of Pakistan.

The Directors of the Company have no personal interest in the Resolutions except in their capacity as share-
holders of the Company to the extent of their respective shareholding.

BOP | Annual Report 2017
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Auditors’ Report to the members

We have audited the annexed unconsolidated statement of financial position of The Bank of Punjab (the
Bank) as at December 31, 2017 and the related unconsolidated profit and loss account, unconsolidated
statement of comprehensive income, unconsolidated cash flow statement and unconsolidated statement
of changes in equity together with the notes forming part thereof (here-in-after referred to as the ‘financial
statements’) for the year then ended, in which are incorporated the unaudited certified returns from the
branches except for 18 branches which have been audited by us and we state that we have obtained all
the information and explanations which, to the best of our knowledge and belief, were necessary for the
purposes of our audit.

It is the responsibility of the Bank’s Board of Directors to establish and maintain a system of internal control
and prepare and present the financial statements in conformity with approved accounting standards and
the requirement of The Bank of Punjab Act, 1989, the Banking Companies Ordinance, 1962(LVII of 1962),
and the Companies Ordinance, 1984(XLVII of 1984). Our responsibility is to express an opinion on these
statements based on our audit.

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

(@  Inour opinion, proper books of accounts have been kept by the Bank as required by The Bank of
Punjab Act, 1989, the Companies Ordinance, 1984(XLVII of 1984), and the returns referred to above
received from branches have been found adequate for the purposes of our audit;

(b)  in our opinion:

i.  The unconsolidated statement of financial position and unconsolidated profit and loss account
together with notes thereon have been drawn up in conformity with the The Bank of Punjab Act,
1989, the Banking Companies Ordinance, 1962 (LVII of 1962), and the Companies Ordinance,
1984 (XLVII of 1984), and are in agreement with the books of account and are further in
accordance with accounting policies consistently applied;

ii. the expenditure incurred during the year was for the purpose of the Bank’s business; and

iii. the business conducted, investments made and the expenditure incurred during the year were
in accordance with the objects of the Bank and the transactions of the Bank which have come
to our notice have been within the powers of the Bank;

C) In our opinion and to the best of our information and according to the explanations given to us,
the unconsolidated statement of financial position, unconsolidated profit and loss account,
unconsolidated statement of comprehensive income, unconsolidated cash flow statement and
unconsolidated statement of change in equity together with the notes forming part thereof conform
with approved accounting standards as applicable in Pakistan, and give the information required

BOP | Annual Report 2017 A

62




EY Ford Rhodes Tel: +9242 3577 8402-11
Chartered Accountants Fax: +9242 3577 8412-13
96-B-I. 4th Floor, Pace Mall Building ey.lhr@pk.ey.com

M. M. Alam Road, Gulberg-II ey.com/pk
Bu||d|ng a better P.O. Box 104, Lahore-54660
working world

by The Bank Of Punjab Act, 1989, the Banking Companies Ordinance, 1962 (LVII of 1962), and
the Companies Ordinance, 1984 (XLVII of 1984), in the manner so required and give a true and fair
view of the state of Bank’s affairs as at December 31, 2017 and its true balance of the profit, its
comprehensive income, its cash flows and changes in equity for the year then ended; and

d) In our opinion Zakat deductible at source under the Zakat and Ushr Ordinance, 1980(XVIIl of 1980),
was deducted by the Bank and deposited in Central Zakat Fund established under section 7 of that
Ordinance.

The unconsolidated financial statement of the Bank for the year ended 31 December 2016 were audited by

another firm of chartered accountants, whose audit report dated 29 March 2017 expressed an unmodified

opinion with an emphasis of matter paragraph in respect of relaxation granted by the SBP from provision
against certain advances.

Chartered Accountants
Engagement Partner:
Farooq Hameed

Date: April 25, 2018

Lahore
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Unconsolidated Statement of Financial Position

As at December 31, 2017

2017 2016
Note Rupees in ‘000’

ASSETS
Cash and balances with treasury banks 7 42,477,950 35,756,024
Balances with other banks 8 6,077,383 3,765,867
Lendings to financial institutions 9 24,570,850 11,562,133
Investments - net 10 242,506,452 199,741,990
Advances - net 11 295,751,721 262,067,924
Operating fixed assets 12 8,518,887 7,692,675
Deferred tax assets - net 13 10,724,523 6,480,256
Other assets - net 14 18,919,285 18,147,262

649,547,051 545,214,131
LIABILITIES
Bills payable 16 3,365,325 4,183,480
Borrowings 17 38,949,362 39,829,134
Deposits and other accounts 18 556,281,156 453,219,740
Sub-ordinated loans 19 4,499,000 4,500,000
Liabilities against assets subject to finance lease - -
Deferred tax liabilities - net - -
Other liabilities 20 16,720,448 15,627,279

619,815,291 517,359,633
NET ASSETS 29,731,760 27,854,498
REPRESENTED BY
Share capital 21 26,436,924 15,551,132
Reserves 22 3,214,673 1,037,515
Share deposit money 23 - 7,000,000
(Accumulated loss) / unappropriated profit (2,806,439) 658,938

26,845,158 24,247,585
Surplus on revaluation of assets - net of tax 24 2,886,602 3,606,913
29,731,760 27,854,498

CONTINGENCIES AND COMMITMENTS 25

The annexed notes from 1 to 45 and Annexures - | to IV form an integral part of these unconsolidated

financial statements.

Chief Financial Officer President
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Director
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Unconsolidated Profit and Loss Account
For the year ended December 31, 201/

2017 2016
Note Rupees in ‘000’
Mark-up / return / interest earned 26 34,450,944 29,674,488
Mark-up / return / interest expensed 27 18,877,316 17,430,154
Net mark-up / interest income 15,573,628 12,244,334
Provision against non-performing loans and advances - net 11.5.1 14,131,960 922,236
Provision for diminution in the value of investments - net 10.3 85,358 102,632
Bad debts written off directly 11.6 - -
14,217,318 1,024,868
Net mark-up / interest income after provisions 1,356,310 11,219,466
NON MARK-UP / INTEREST INCOME

Fee, commission and brokerage income 1,226,378 974,703
Dividend income 90,939 61,774
Income from dealing in foreign currencies 109,173 75,248
Gain on sale and redemption of securities - net 28 1,316,155 2,525,572
Unrealized loss on revaluation of investments classified as held for trading  10.7 (287) (1,176)
Other income 29 1,848,916 1,658,309
Total non-markup / interest income 4,591,274 5,294,430
5,947,584 16,513,896

NON MARK-UP / INTEREST EXPENSES
Administrative expenses 30 10,089,062 8,346,001
Provision against other assets 14.4 513,461 569,923
Reversal of provision against off balance sheet obligations 20.1 - (485,668)
Other charges 31 43,003 33,699
Total non-markup / interest expensves 10,645,526 8,463,955
(4,697,942) 8,049,941
Extra ordinary / unusual items = -
(LOSS) / PROFIT BEFORE TAXATION (4,697,942) 8,049,941
Taxation - Current year 2,269,087 960,820
- Prior years 227,511 622,219
- Deferred (8,872,485) 1,608,548
32 (1,375,887) 3,191,587
(LOSS) / PROFIT AFTER TAXATION (8,322,055) 4,858,354
Basic (loss) / earnings per share - Rupees 33 (1.62) 3.12
Diluted (loss) / earnings per share - Rupees 34 (1.62) 3.12

The annexed notes from 1 to 45 and Annexures - | to IV form an integral part of these unconsolidated financial statements.

Chief Financial Officer President Chairman Director Director
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Unconsolidated Statement of Comprehensive Income
For the year ended December 31, 2017

2017 2016
Note Rupees in ‘000’
(Loss) / profit after taxation for the year (8,322,055) 4,858,354
Other comprehensive income:
Items that will not be reclassified to profit and
loss account in subsequent periods:

Remeasurement loss on defined benefit obligations - net of tax  37.1.1 (82,051) (64,620)
Other comprehensive (loss) / income transferred to equity (3,404,106) 4,793,734
Items that may be reclassified to profit and loss
in subsequent periods:

Change in surplus on revaluation of investments - net of tax (895,122) (385,309)
Total comprehensive income for the year (4,299,228) 4,408,425

The annexed notes from 1 to 45 and Annexures - | to IV form an integral part of these unconsolidated
financial statements.

Chief Financial Officer President Chairman Director Director
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Unconsolidated Cash Flow Statement

For the year ended December 31, 2017

2017

2016

Note Rupees in ‘000’
CASH FLOWS FROM OPERATING ACTIVITIES
(Loss) / Profit before taxation (4,697,942) 8,049,941
Less: Dividend income (90,939) (61,774)
(4,788,881) 7,988,167
Adjustments for:
Depreciation on property and equipment 12.2 788,194 693,261
Depreciation on non banking assets acquired in satisfaction of claims 30 86,535 105,601
Depreciation on ijarah assets under IFAS - 2 30 339,052 80,077
Amortization on intangible assets 12.3 26,197 23,395
Amortization of premium on debt securities - net 856,114 708,843
Unrealized loss on revaluation of investments classified as held for trading ~ 10.7 287 1,176
Provision against non-performing loans and advances - net 11.51 14,131,960 922,236
Provision for diminution in the value of investments - net 10.3 85,358 102,632
Provision for employees compensated absences 37.1.3 9,860 (136,542)
Provision for gratuity 37.1.1 107,608 78,615
Provision against other assets 14.4 513,461 569,923
Reversal of provision against off balance sheet obligations 20.1 (485,668)
Net profit on sale of property and equipment 29 (1 ,789) (16,785)
Net profit on sale of non-banking assets acquired in satisfaction of clams 29 (12,157) (11,636)
Gain on sale and redemption of securities - net 28 (1,316,155) (2,525,572)
15,614,525 109,556
10,825,644 8,097,723
(Increase) / Decrease in operating assets:
Lendings to financial institutions (8,205,394) (5,448,871)
Net investments in held for trading securities (9,014,480) (23,263,387)
Advances - net (48,154,809) (43,671,606)
Others assets - net (718,829) 7,040,922
(66,093,512) (65,342,942)
Increase / (Decrease) in operating liabilities:
Bills Payable (818,155) 2,296,048
Borrowings (853,650) (15,417,446)
Deposits and other accounts 103,061,416 78,258,644
Other liabilities 849,468 585,897
102,239,079 65,723,143
46,971,211 8,477,924
Income tax paid (3,006,066) (1,703,866)
Net cash flow from operating activities 43,965,145 6,774,058
CASH FLOWS FROM INVESTING ACTIVITIES
Net investments in available for sale securities (34,816,530) (14,315,418)
Net investments in held to maturity securities 63,832 15,000,000
Dividends received 79,814 72,663
Investments in operating fixed assets (1,690,950) (1,435,818)
Sale proceeds of property and equipment disposed-off 150,057 22,889
Sale proceeds of non-banking assets disposed-off 280,750 190,852
Net cash used in investing activities (35,933,027) (464,832)
CASH FLOWS FROM FINANCING ACTIVITIES
(Repayment) / Issuance of sub-ordinated loans (1,000) 2,500,000
Issue of right shares at premium during the year 6,062,950 -
Right shares issue cost (231,181)
Net cash flow from financing activities 5,830,769 2,500,000
Net increase in cash and cash equivalents 13,862,887 8,809,226
Cash and cash equivalents at beginning of the year 39,437,081 30,627,855
Cash and cash equivalents at end of the year 35 53,299,968 39,437,081

The annexed notes from 1 to 45 and Annexures - | to IV form an integral part of these unconsolidated financial statements.

Chief Financial Officer President Chairman

Director

Director
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Notes to the Unconsolidated Financial Statements
For the year ended December 31, 2017

1. STATUS AND NATURE OF BUSINESS

1.1 The Bank of Punjab (the Bank) was constituted pursuant to The Bank of Punjab Act, 1989. It was
given the status of a scheduled bank by the State Bank of Pakistan (SBP) on September 19, 1994.
It is principally engaged in commercial banking and related services with its registered office at BOP
Tower, 10-B, Block E-2, Main Boulevard, Gulberg lll, Lahore. The Bank has 536 branches including
06 sub branches and 64 islamic banking branches (2016: 453 branches including 03 sub branch
and 48 islamic banking branches) in Pakistan and Azad Jammu and Kashmir at the year end. The
Bank is listed on Pakistan Stock Exchange. The majority shares of the Bank are held by Government
of the Punjab (GoPb).

1.2 As on December 31, 2017, the Bank stands compliant with the provisioning requirement under
SBP’s Prudential Regulations after charging provision of Rs. 12,323,289 thousand required against
certain exposures previously not subjected to provisioning criteria in view of the relaxation granted
by SBP on the basis of two LOCs issued by the GOPb as explained below. Had this additional
provision of Rs. 12,323,289 thousand not been charged in the current year, the financial results
would have been as follows:

Rupees in ‘000’

Profit before tax 7,625,347
Profit after tax 4,688,083
Earnings per share (Rs.) 2.28
Advances-net 308,075,010
Deferred tax asset-net 6,411,372
Total assets 657,557,189
Un-appropriated profit 4,266,082
Net assets 37,741,898
CAR (%) 14.18%

Under the arrangements agreed between GOPb, SBP and the Bank, the GOPb vide two LOCs
has undertaken to inject necessary funds to make good the capital shortfall to the satisfaction of
SBP up to a maximum aggregate amount of Rs. 14,150,000 thousand (net of tax @ 35%) within
a period of 90 days after close of the year ending December 31, 2018 if the Bank fails to make
provision of Rs. 21,770,000 thousand or if there is a shortfall in meeting the prevailing regulatory
capital requirements as a result of the said provisioning. In addition, in terms of aforesaid LOCs, the
GOPb being majority shareholder and sponsor of the Bank, has also extended its commitment to
support and assist the Bank in ensuring that it remains compliant with the regulatory requirements
at all times.

As on December 31, 2017, paid-up capital (net of losses) amounted to Rs 23,630,485 thousand
thousand and the Bank stands compliant with SBP’s minimum capital requirement of Rs. 10,000,000
thousand. However, the Bank’s Capital Adequacy Ratio (CAR) is less than the applicable requirements
as disclosed in note 42.3. The Management has prepared a capital management plan, including
issuance of Tier-1l capital, for compliance with minimum prescribed level of CAR till June 30, 2018.
Accordingly, the SBP, on the basis of capital management plan, has granted the Bank relaxation
from the applicable CAR till June 30, 2018.

Subsequent to year ended December 31, 2017, the Bank, in pursuance of achieving the capital
management plan, has successfully raised Rs. 4,300,000 thousand as Tier-Il capital through
issuance of rated and unlisted privately placed term finance certificates. Further, keeping in view the
targeted growth and projections for the next year, the Management is confident to meet applicable
requirements of CAR by June 30, 2018.
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2. BASIS OF PREPARATION

2.1 These unconsolidated financial statements are separate financial statements of the Bank in which
the investment in subsidiaries is stated at cost less impairment losses (if any) and has not been
accounted for on the basis of reported results and net assets of the investee. Consolidated financial
statements of the Group are being issued separately.

2.2 In accordance with the directives of the Government of Pakistan regarding the conversion of
the Banking system to Islamic modes, the SBP has issued various circulars from time to time.
Permissible forms of trade-related modes of financing include purchase of goods by the Banks
from their customers and immediate resale to them at appropriate marked-up price on deferred
payment basis. The purchases and sales arising under these arrangements are not reflected in
these unconsolidated financial statements as such but are restricted to the amount of facility actually
utilized and the appropriate portion of mark-up thereon.

2.3 The financial results of Islamic Banking business have been consolidated in these unconsolidated
financial statements for reporting purposes, after eliminating inter-branch transactions / balances. Key
financial figures of the Islamic Banking business are disclosed in Annexure-| to these unconsolidated
financial statements.

3. STATEMENT OF COMPLIANCE

3.1 These unconsolidated financial statements have been prepared in accordance with the directives
issued by the SBP, requirements of The Bank of Punjab Act, 1989, the Banking Companies
Ordinance, 1962, the Companies Ordinance 1984 (repealed — note 3.1.1) and approved accounting
standards as applicable in Pakistan. Approved accounting standards comprise of such International
Financial Reporting Standards (IFRS) issued by the International Accounting Standard Board and
Islamic Financial Accounting standards (IFAS) issued by the Institute of Chartered Accountants of
Pakistan as are notified under the provisions of the Companies Ordinance 1984 (repealed — note
3.1.1). Wherever the requirements of the directives issued by the SBP and Securities and Exchange
Commission of Pakistan (SECP), the Bank of Punjab Act, 1989, the Banking Companies Ordinance,
1962 and the Companies Ordinance, 1984 (repealed — note 3.1.1) differ with the requirements of
these standards, the requirements of the said directives, the Bank of Punjab Act, 1989, the Banking
Companies Ordinance, 1962 and the Companies Ordinance, 1984 (repealed — note 3.1.1) take
precedence.

3.1.1 The Companies Ordinance, 1984 has been repealed after the enactment of Companies Act,
2017. However, as allowed by the SECP vide its Circular No. 23 dated October 04, 2017, these
unconsolidated financial statements have been prepared in accordance with the provisions of the
repealed Companies Ordinance, 1984.

3.2 SBP as per BSD Circular No. 10, dated August 26, 2002 has deferred the applicability of
International Accounting Standard (IAS) 39, “Financial Instruments: Recognition and Measurement”
and International Accounting Standard (IAS) 40, “Investment Property” for banking companies till
further instructions. Further, according to the notification of SECP dated April 28, 2008, the IFRS
— 7 “Financial Instruments: Disclosures” has not been made applicable for banks. Accordingly, the
requirements of these Standards have not been considered in the preparation of these unconsolidated
financial statements.

3.3 IFRS 8, ‘Operating Segments’ is effective for the Bank’s accounting period beginning on or after

January 1, 2009. All banking companies in Pakistan are required to prepare their annual financial
statements in line with the format prescribed under BSD Circular No. 4 dated February 17, 2006,
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‘Revised Forms of Annual Financial Statements’, effective from the accounting year ended December
31, 2006. The management of the Bank believes that as the SBP has defined the segment
categorization in the above mentioned circular, the SBP requirements prevail over the requirements
specified in IFRS 8. Accordingly, segment information disclosed in these unconsolidated financial
statements is based on the requirements laid down by the SBP.

3.4  The State Bank of Pakistan through BPRD Circular No. 04 of 2015 dated February 25, 2015 has
deferred applicability of Islamic Financial Accounting Standard - 3 for Profit & Loss Sharing on
Deposits (IFAS 3) issued by the Institute of Chartered Accountants of Pakistan and notified by the
SECRP, vide their SRO No. 571 of 2013 dated June 12, 2013 for Institutions offering Islamic Financial
Services (IIFS).The standard will result in certain new disclosures in these unconsolidated financial
statements of the Bank.

4. BASIS OF MEASUREMENT

These unconsolidated financial statements have been prepared under the historical cost convention,
except for revaluation of freehold land and buildings on freehold land, revaluation of non banking
assets acquired in satisfaction of claims, valuation of certain investments and commitments in
respect of forward exchange contracts at fair value and certain staff retirement benefits at present
value.

These unconsolidated financial statements are presented in Pak Rupees, which is the Bank’s
functional and presentation currency.

5. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

The preparation of financial statements in conformity with the approved accounting standards
requires the use of certain critical accounting estimates. It also requires the management to exercise
its judgment in the process of applying the Bank’s accounting policies. Estimates and judgments
are continually evaluated and are based on historical experiences, including expectations of future
events that are believed to be reasonable under the circumstances. The areas where various
assumptions and estimates are significant to the Bank’s unconsolidated financial statements or
where judgment was exercised in the application of accounting policies are as follows:

5.1 Classification of investments

In classifying investments as “held for trading” the Bank has determined securities which are acquired
with the intention to trade by taking advantage of short term market / interest rate movements and
are to be sold within 90 days.

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

The investments which are not classified as held for trading or held to maturity are classified as
available for sale.

5.2 Provision against non-performing advances and debt securities classified as investments

Apart from the provision determined on the basis of time-based criteria given in Prudential
Regulations issued by the SBP, the management also applies the subjective criteria of classification
and, accordingly, the classification of advances and debt securities is downgraded on the basis of
credit worthiness of the borrower, its cash flows, operations in account and adequacy of security in
order to ensure accurate measurement of the provision.
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5.3 Impairment of available for sale investments

The Bank considers that available for sale equity investments are impaired when there has been a
significant and prolonged decline in the fair value below its cost. Other factors will also need to be
considered before deciding the permanent impairment of investment. This determination of what is
significant and prolonged requires judgment. In addition, impairment may be appropriate when there
is evidence of deterioration in the financial health of the investee, industry and sector performance.
As of the statement of financial position date, the management has determined an impairment loss
on available for sale securities, held to maturity securities and subsidiary company as disclosed in
note 10.3.1.

5.4 Depreciation, amortization and revaluation of operating fixed assets

Estimates of useful life of operating fixed assets are based on management’s best estimate. In
making estimates of the depreciation / amortization method, the management uses method which
reflects the pattern in which economic benefits are expected to be consumed by the Bank. The
method applied is reviewed at each financial year end and if there is a change in the expected pattern
of consumption of the future economic benefits embodied in the assets, the method is changed to
reflect the change in pattern. Further, the Bank estimates the revalued amount of freehold land and
buildings on freehold land on a regular basis. The estimates are based on valuations carried out by
an independent valuation expert under the market conditions.

5.5 Income taxes

In making estimates for income taxes currently payable by the Bank, the management considers
the current income tax laws and the decisions of appellate authorities on certain issues in the past.
There are certain matters where the Bank’s view differs with the view taken by the income tax
authorities and such amounts are shown as a contingent liability.

5.6  Staff retirement benefits
The amount of provision for gratuity and compensated absences is determined using actuarial
valuation. The valuation involves making use of assumptions about discount rates, mortality,
expected rate of salary increases, retirement rates, and average leave utilization per year. Due to the
degree of subjectivity involved and long-term nature of these plans, such estimates are subject to
significant uncertainty.

5.7 Non banking assets acquired in satisfaction of claims
The Bank estimates the revalued amounts of non banking assets acquired in satisfaction of claims
on aregular basis. The estimates are based on expected legal enforceability, ease of realization and
valuations carried out by an independent valuation expert under the market conditions.

6. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

6.1 Cash and cash equivalents
Cash and cash equivalents include cash and balances with treasury banks, balances with other
banks and call money lendings less over drawn nostro accounts and other overdrawn bank
accounts.

6.2 Revenue recognition

Revenue is recognized to the extent that the economic benefits will flow to the Bank and the
revenue can be reliably measured. The following recognition criteria must be met before revenue is

recognized:
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6.2.1 Mark-up / return / interest income

Mark-up / return / interest on advances and return on investments are recognized in profit and loss
account on an accrual basis, except mark-up on non-performing advances which is recognized
when received.

6.2.2 Dividend income
Dividend income is recognized when the Bank’s right to receive the dividend is established.
6.2.3 Lease finance income

Financing method is used in accounting for income from lease financing. Under this method, the
unearned lease income (excess of the sum of total lease rentals and estimated residual value over
the cost of leased assets) is deferred and taken to income over the term of the lease periods so as
to produce a constant periodic rate of return on the outstanding net investment in lease. Unrealized
lease income is suspended, where necessary, in accordance with the requirements of the SBP.
Gain/loss on termination of lease contracts, documentation charges and other lease income are
recognized as income when these are realized.

6.2.4 Fees and commission income
Commission income is recognized on time proportion basis.
6.3 Advances including net investment in finance lease

Advances and net investments in finance lease are stated net of provision for doubtful debts.
Provision for doubtful debts is made in accordance with the Prudential Regulations prescribed by
the SBP and charged to profit and loss account.

Leases where risks and rewards incidental to ownership are substantially transferred to lessee are
classified as finance lease. A receivable is recognized at an amount equal to the present value of the
lease payments including any guaranteed residual value.

The rentals received / receivable on ljarahs are recorded as income / revenue. Depreciation on
ljarah assets is charged to profit and loss account by applying the straight line method whereby the
depreciable value of ljarah assets is written off over the ljarah period. The Bank charges depreciation
from the date of the delivery of respective assets to Mustajir upto the date of maturity / termination
of ljarah agreement.

6.4 Investments

Investments other than those categorized as held for trading are initially recognized at fair value
which includes transaction costs associated with the investments. Investments classified at held for
trading are initially recognized at fair value and transaction costs are expensed in the profit and loss
account.

All regular way purchase / sale of investment are recognized on the trade date, i.e., the date the
Bank commits to purchase / sell the investments. Regular way purchase or sale of investment
requires delivery of securities within the time frame generally established by regulation or convention
in the market place.
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Investment in subsidiary is stated at cost less provision for impairment (if any). Other investments are
classified as follows:

- Held for trading — These are securities which are acquired with the intention to trade by taking
advantage of short-term market/interest rate movements. These are carried at market value, with
the related surplus / (deficit) on revaluation being taken to profit and loss account.

- Held to maturity — These are securities with fixed or determinable payments and fixed maturity that
are held with the intention and ability to hold to maturity. These are carried at amortized cost.

- Available for sale — These are investments, other than those in subsidiaries and associates, which
do not fall under the held for trading or held to maturity categories. These are carried at market
value with the surplus / (deficit) on revaluation taken to ‘Surplus / (deficit) on revaluation of assets
shown below equity, except available for sale investments in unquoted shares, debentures, bonds,
participation term certificates, term finance certificates, federal, provincial and foreign government
securities (except for Treasury Bills and Pakistan Investment Bonds) which are stated at cost less
provision for diminution in value of investments, if any.

Provision for diminution in the value of investments is made after considering impairment, if any, in
their value and charged to profit and loss account. Provision for diminution in value of investments in
respect of unquoted shares is calculated with reference to break-up value. Provision for diminution
in value of investments for unquoted debt securities is calculated with reference to the time-based
criteria as per the SBP’s Prudential Regulations.

Premium or discount on debt securities classified as available for sale and held to maturity securities
are amortized using the effective yield method.

On de-recognition or impairment in quoted available for sale securities the cumulative gain or loss
previously reported as “Surplus / (Deficit) on revaluation of assets” below equity is included in the
profit and loss account for the year.

Gain and loss on disposal of investments are dealt with through the profit and loss account in the
year in which they arise.

6.5 Lending to / borrowing from financial institutions

The Bank enters into transactions of repo and reverse repo at contracted rates for a specified period
of time. These are recorded as under:

6.5.1 Sale under repurchase obligations

Securities sold subject to a repurchase agreement (repo) are retained in the financial statements as
investments and the counter party liability is included in borrowings from financial institutions. The
differential in sale and repurchase price is accrued using effective yield method and recorded as
interest expense over the term of the related repo agreement.

6.5.2 Purchase under resale obligations
Securities purchased under agreement to resell (reverse repo) are not recognized in the financial
statements as investments and the amount extended to the counter party is included in lendings to

financial institutions. The differential between the contracted price and resale price is amortized over
the period of the contract and recorded as interest income.
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6.6 Operating fixed assets and depreciation
6.6.1 Owned

Property and equipment, other than freehold land which is not depreciated, are stated at cost
or revalued amounts less accumulated depreciation and accumulated impairment losses (if any).
Freehold land is carried at revalued amount.

Depreciation on property and equipment is charged to income using the diminishing balance
method so as to write off the historical cost / revalued amount of the asset over its estimated useful
life, except motor vehicles and computer equipment on which depreciation is charged using the
straight line basis. The rates at which the depreciation is charged are given in note 12.2 to these
unconsolidated financial statements. Impairment loss or its reversal, if any, is charged to income.
When an impairment loss is recognized, the depreciation charge is adjusted in future periods to
allocate the asset’s revised carrying amount over its estimated useful life.

Depreciation on additions is charged from the month the assets are available for use while no
depreciation is charged in the month in which the assets are disposed.

Surplus / (Deficit) arising on revaluation of freehold land and buildings on freehold land is credited to
the “Surplus / (Deficit) on Revaluation of Assets” shown below equity. Revaluation is carried out with
sufficient regularity to ensure that the carrying amount of assets does not differ materially from the
fair value. To the extent of the incremental depreciation charged on the revalued assets, the related
surplus on revaluation of buildings (net of deferred taxation) is transferred directly to un-appropriated
profit / accumulated loss.

Gains and losses on sale of operating fixed assets are included in profit and loss account currently.

Major renewals and improvements are capitalized and the assets so replaced, if any, are retired.
Normal repairs and maintenance are charged to the profit and loss account as and when incurred.

6.6.2 Leased

Property and equipment subject to finance lease are accounted for by recording the assets and
the related liabilities. These are stated at fair value or present value of minimum lease payments
whichever is lower at the inception of the lease less accumulated depreciation. Financial charges are
allocated over the period of lease term so as to provide a constant periodic rate of financial charge
on the outstanding liability.

6.6.3 Intangible assets
Intangible assets are stated at cost less accumulated amortization and accumulated impairment
losses (if any). The cost of intangible assets is amortized over their useful lives, using the straight
line method as per the rates given in note 12.3 to these unconsolidated financial statements.
Amortization on additions is charged from the month the assets are available for use while no
amortization is charged in the month in which the assets are disposed.

6.6.4 Capital work-in-progress

Capital work-in-progress is stated at cost less accumulated impairment losses (if any). These are
transferred to specific assets as and when assets are available for use.
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6.7 Taxation
6.7.1 Current

Provision for current taxation is based on taxable income for the year determined in accordance with
the prevailing law for taxation of income. The charge for current tax is calculated using prevailing tax
rates or tax rates expected to apply to the profit for the year if enacted. The charge for current tax
also includes adjustments, where considered necessary, to provision for tax made in previous years
arising from assessments framed during the year for such years.

6.7.2 Deferred

Deferred tax is accounted for using the balance sheet liability method in respect of all temporary
differences arising from differences between the carrying amount of assets and liabilities in the
financial statements and the corresponding tax basis used in the computation of taxable profit.
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 the taxable profits will be available against
which the deductible temporary differences, unused tax losses and tax credits can 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 statement of
financial position date. Deferred tax is charged or credited in income statement, except in the case
of items credited or charged to equity in which case it is included in equity.

The Bank also recognizes deferred tax asset / liability on deficit / surplus on revaluation of operating
fixed assets and available for sale securities which is adjusted against the related deficit / surplus in
accordance with the requirements of International Accounting Standard (IAS)12, ‘Income Taxes’.

6.8 Assets acquired in satisfaction of claims

Non-banking assets acquired in satisfaction of claims are carried at revalued amounts less
accumulated depreciation except land which is carried at revalued amount. Revaluation by
independent professionally qualified valuers, is carried out with sufficient regularity to ensure that
their net carrying value does not differ materially from their fair value. Surplus arising on revaluation
of non banking assets is credited to the ‘surplus on revaluation of assets’ account and any deficit
arising on revaluation is taken to profit and loss account directly. Legal fees, transfer costs and direct
costs of acquiring title to property is charged to profit and loss account and not capitalized.

6.9 Employee retirement and other benefits

6.9.1 Defined contribution plan - Provident fund
The Bank operates an approved provident fund scheme, covering all permanent employees.
Contributions are made monthly by the Bank and the employees at the rate of 8.33% of basic salary.
Contributions by the Bank are charged to profit and loss account.

6.9.2 Defined benefit plan - Gratuity scheme
The Bank operates an approved funded gratuity scheme for all its permanent employees.
Contributions are made to cover the obligations under the scheme on the basis of actuarial

valuation and are charged to income. Actuarial gains and losses are charged or credited to other
comprehensive income in the year in which they occur.
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6.9.3 Defined benefit plan - Employees’ compensated absences

6.10

6.11

6.12

6.13

6.14

6.15

AN

The Bank makes annual provision in the financial statements for its liabilities towards vested
compensated absences accumulated by its employees on the basis of actuarial valuation. Actuarial
gains and losses are charged to income in the year in which they occur.

Foreign currencies

Transactions in foreign currency are translated to Rupees at the exchange rates prevailing on
the date of transaction. Monetary assets and liabilities and commitments for letters of credit and
acceptances in foreign currencies are translated at the exchange rates prevailing at the statement
of financial position date except assets and liabilities for which there are forward contracts which
are translated at the contracted rates. Forward exchange contracts and foreign bills purchased are
valued at forward rates applicable to their respective maturities.

All exchange differences are charged to profit and loss account.
Provisions

Provisions are recorded when the Bank has a present obligation as a result of a past event when it
is probable that it will result in an outflow of economic benefits and a reliable estimate can be made
of the amount of the obligation.

Provision for off balance sheet obligations

Provision for guarantees, claims and other off balance sheet obligations are made when the Bank
has legal or constructive obligation as a result of past events, it is probable that an outflow of
resources will be required to settle the obligation and a reliable estimate of amount can be made.
Charge to profit and loss account is stated net of expected recoveries.

Dividend distribution and appropriations

Dividend distributions and appropriation to reserves are recognized as a 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 they
relate.

Impairment

The carrying amounts of assets (other than deferred tax assets) are reviewed for impairment at each
statement of financial position date whenever events or changes in circumstances indicate that
the carrying amounts of the assets may not be recoverable. If such indication exists, and where
the carrying value exceeds the estimated recoverable amount, assets are written down to their
recoverable amount. The resulting impairment loss is taken to the profit and loss account except for
impairment loss on revalued assets, which is adjusted against the related revaluation surplus to the
extent that the impairment loss does not exceed the surplus on revaluation of that asset.

Earnings per share

The Bank presents earnings per share (EPS) for its ordinary shares which is calculated by dividing
the profit or loss attributable to ordinary shareholders of the Bank by weighted average number
of ordinary shares outstanding during the year. Diluted EPS is determined by adjusting the profit
or loss attributable to ordinary shareholders and the weighted average number of ordinary shares
outstanding for the effect of all dilutive potential ordinary shares (if any).
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6.16 Share capital

Ordinary shares are classified as equity and recognized at their face value. Incremental costs directly
attributable to the issue of new shares are shown in equity as a deduction from the equity.

6.17 Financial instruments

6.17.1 Financial assets and liabilities
Financial instruments carried on the statement of financial position include cash and bank balances,
lending to financial institutions, investments, advances, certain receivables, borrowing from financial
institutions, deposits and other payables. The particular recognition criteria adopted for significant
financial assets and financial liabilities are disclosed in the individual policy statements associated
with them.

6.17.2 Offsetting
Financial assets and financial liabilities are set off and the net amount is reported in the financial
statements when there is a legally enforceable right to set off and the Bank intends either to settle
on a net basis, or to realize the assets and settle the liabilities, simultaneously.

6.18 Segment reporting
A segment is a distinguishable component of the Bank that is engaged either in providing product
or services (business segment), or in providing products or services within a particular economic
environment (geographical segment), which is subject to risks and rewards that are different from
those of other segments.

6.18.1 Business segments

Trading and sales

It includes fixed income, equity, foreign exchanges, commodities, credit, funding, own position
securities, lending and repos, and brokerage debt.

Retail banking

It includes retail lending and deposits, banking services, private lending and deposits, trust and
estates investment advice, merchant / commercial and private labels and retail.

Commercial banking

Commercial banking includes project finance, real estate finance, export finance, trade finance,
lending, guarantees, bills of exchange and deposits.

Payment and settlement
It includes payments and collections, funds transfer, clearing and settlement.
Agency service

It includes depository receipts, securities lending (customers), issuer and paying agents.

BOP | Annual Report 2017 A

78



6.18.2 Geographical segments
The Bank operates only in Pakistan.

6.19 New accounting standards / amendments and IFRS interpretations that are effective for the
year ended December 31, 2017

During the year, certain amendments to standards, interpretations and improvement to accounting
standards became effective; however, the amendments, interpretations and improvements did not
have any material effect on the unconsolidated financial statements of the Bank.

6.20 New accounting standards 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. The Bank considers that the
following standards and interpretations are either not relevant or will not have any material impact on
its financial statements in the period of initial application other than to the extent of certain changes
or enhancements in the presentation and disclosures in the financial statements provided that such
changes do not conflict with the format of financial statements prescribed by the SBP for banks.

Standard or Effective date
Interpretations (accounting periods
beginning on or after)

IFRS 2 Share Based Payments— Clarification of the

classification and measurement of share-based

payment transactions January 01, 2018
IFRS 3 Business Combinations (amendments) January 01, 2018
IFRS 9 Financial Instruments: Amendments related to

Classification and Measurement (The Bank is currently
awaiting instructions from SBP, as applicability of IAS 39

was deferred by SBP till further instructions) January 01, 2018
IFRS 15 Revenue from contracts January 01, 2018
IFRS 12 Disclosure of Interests in Other Entities January 01, 2018
IFRS 16 Leases January 01, 2019
IAS 12 Income Taxes (amendments) July 01, 2018
IAS 28 Investment in Associates and Joint Ventures —

Investment Entities: Applying the Consolidation

Exception (Amendment) January 01, 2018

IFRS 15 replaces the previous revenue standards: IAS 18 Revenue, IAS 11 Construction Contracts,
and the related interpretations on revenue recognition. The standard introduces a single five-step
model for revenue recognition and establishes a comprehensive framework for recognition of
revenue from contracts with customers based on a core principle that an entity should recognise
revenue representing the transfer of promised goods or services to customers in an amount that
reflects the consideration to which the entity expects to be entitled in exchange for those goods or
services.
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2017 2016

Note Rupees in ‘000’
7. CASH AND BALANCES WITH TREASURY BANKS
In hand:
- Local currency 71 7,721,831 5,945,166
- Foreign currencies 989,859 774,935
8,711,690 6,720,101
With State Bank of Pakistan (SBP) in:
- Local currency current account 7.2 21,547,521 17,403,109
- Foreign currency deposit account: 7.3
- Non remunerative 427,867 382,831
- Remunerative 7.4 1,263,173 1,228,107
23,238,561 19,014,047
With National Bank of Pakistan in:
- Local currency current account 10,527,699 10,021,876
- Local currency deposit account - -
10,527,699 10,021,876
42,477,950 35,756,024
7.1 This includes National Prize Bonds of Rs. 43,256 thousand (2016: Rs. 34,312 thousand).
7.2 This represents current account maintained with the SBP under the requirements of section 22
“Cash Reserve Requirement” of the Banking Companies Ordinance, 1962.
7.3 These represent mandatory reserves maintained in respect of foreign currency deposits under FE-25
scheme, as prescribed by the SBP.
7.4 This carries mark-up at the rate ranging from 0.23% to 0.37% per annum (2016: Nil) as announced
by SBP on monthly basis.
2017 2016
Note Rupees in ‘000’
8. BALANCES WITH OTHER BANKS
In Pakistan:
- On current accounts 2,902,571 1,665,141
- On deposit accounts 8.1 2,371,040 1,610,987
5,273,611 3,276,128
Qutside Pakistan:
- On current accounts 276,364 244,762
- On deposit accounts 8.2 527,408 244,977
803,772 489,739
6,077,383 3,765,867
8.1 These carry mark-up at rates ranging from 2.40% to 5.55% per annum (2016: 1.75% to 4.75% per
annum).
8.2 These carry mark-up at rates ranging from 0.77% to 1.17% per annum (2016: 0.05% to 0.41% per

annum).
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2017 2016

Note Rupees in ‘000’
9. LENDINGS TO FINANCIAL INSTITUTIONS
Call money lendings 9.2 4,803,323 -
Reverse repurchase agreement lendings 9.3 9,510,527 6,162,133
Placements 9.4 9,490,000 5,400,000
Bai - Muajjal with SBP 9.5 767,000 -
24,570,850 11,662,133
9.1 Particulars of lendings

In local currency 24,570,850 11,562,133
In foreign currency - _

24,570,850 11,662,133

9.2 These carry profit at the rate of 5.80% per annum (2016: Nil) with maturities upto January 03, 2018.

9.3 Securities held as collateral against lendings to financial institutions

2017 2016
Rupees in ‘000’
Held by Further Total Held by Further Total

bank given as bank given as

collateral collateral
Market treasury bills 8,650,527 - 8,650,527 3,302,133 - 3,302,133
Pakistan investment bonds 860,000 - 860,000 2,860,000 - 2,860,000
9,510,527 - 9,510,527 6,162,133 - 6,162,133

Market value of securities held as collateral as at December 31, 2017 amounted to Rs. 9,526,431
thousand (2016: Rs. 6,225,139 thousand). These carry mark-up at rates ranging from 5.90% to
6.25% per annum (2016: 5.90% to 6.25% per annum) with maturities upto February 15, 2018.

9.4  These carry profit at rates ranging from 5.60% to 6.25% per annum (2016: 4.85% to 6.25% per
annum) with maturities upto April 02, 2018.

9.5  These carry profit rates ranging from 5.65% to 5.75% per annum (2016: Nil) with maturities upto
June 21, 2018.

10. INVESTMENTS - NET

2017 2016
Held by Given as Total Held by Given as Total
Note bank collateral bank collateral

Rupees in ‘000’
101 Investments by types

Held for trading securities:

Market treasury bills 10.4 & Annex Il - 7 32,310,448 - 32,310,448 23,298,833 - 23,298,833
Available for sale securities:

Market treasury bills 104 & Annex Il - 7 142,725,994 20,712,635 163,438,629 80,885,259 9,925,825 90,811,084
Pakistan investment bonds 10.4 & Annex |- 7 34,733,700 - 34,783,700 59,242,027 15,979,961 75,221,988
Ordinary shares / certificates of

listed companies and modarabas Annex I - 1 1,823,940 - 1,823,940 1,305,364 - 1,305,364
Preference shares of listed companies Annex Il - 2 340,451 - 340,451 340,451 - 340,451
Preference shares of unlisted companies Annex |l - 2 71,406 - 71,406 - - -
Ordinary shares of unlisted company Annex I - 3 25,000 - 25,000 25,000 - 25,000
Government of Pakistan jjarah sukuk Annex Il -7 5,031,226 - 5,031,226 2,885,472 - 2885472
Listed term finance certificates Annex I - 4 1,330,918 - 1,330,918 1,193,277 - 1,193,277
Unlisted term finance certificates / sukuks Annex |l -5 6,211,152 - 6,211,152 6,015,763 - 6,015,763

192,203,787 20,712,635 213,006,422 151,892,613 25,905,786 177,798,399

A Annual Report 2017 | BOP

8l




2017 2016
Held by Given as Total Held by Given as Total
Note bank collateral bank collateral
Rupees in ‘000’

Held to maturity securities:
Pakistan investment bonds 10.5 252,178 - 252,178 253,367 - 253,867
WAPDA bonds 10.5 400 - 400 400 - 400

252,578 - 252,578 254,267 - 254,267
Subsidiary:
Punjab modaraba services (private) limited Annex Il - 6 164,945 - 164,945 164,945 - 164,945
Total investments at cost 225,021,758 20,712,635 245,734,393 175,610,658 25,905,786 201,516,444
Provision for diminution in the value of
investments - net 10.3 (3,145,347) - (3,145347)  (3,068,083) - (3,068,083)
Investments - net of provision 221,876,411 20,712,635 242,589,046 172,542,575 25,905,786 198,448,361
(Deficit) / Surplus on revaluation of
available for sale securities 24.3 (82,728) 421 (82,307) 1,264,948 29,857 1,294,805
Deficit on revaluation of held for trading securities 10.7 (287) - (287) (1,176) - (1,176)
Total investments at carrying value 221,793,396 20,713,056 242,506,452 173,806,347 25,935,643 199,741,990

10.2 Investments by segments:

Federal government securities:
Market treasury bills 10.4 & Annexure Il -7 175,036,442 20,712,635 195,749,077 104,184,092 9,925,825 114,109,917
Pakistan investment bonds 10.4 & Annexure Il - 7 34,985,878 - 34985878 59495894 15,979,961 75,475,855
Government of Pakistan jjarah sukuk ~ Annexure Il - 7 5,031,226 - 5,031,226 2,885,472 - 2,885,472
Ordinary shares/certificates:
Listed companies and modarabas Annex Il - 1 1,823,940 - 1,823,940 1,305,364 - 1,305,364
Unlisted company Annex Il - 3 25,000 - 25,000 25,000 - 25,000
Unlisted subsidiary company Annex Il - 6 164,945 - 164,945 164,945 - 164,945
Preference shares:
Listed companies Annex Il - 2 340,451 - 340,451 340,451 - 340,451
Unlisted companies Annex Il - 2 71,406 - 71,406 - - -
Term finance certificates and bonds:
Listed term finance certificates Annex |l - 4 1,330,918 - 1,330,918 1,193,277 - 1,193,277
Unlisted term finance certificates / sukuks  Annex Il - 5 6,211,152 - 6,211,152 6,015,763 - 6,015,763
WAPDA bonds 400 - 400 400 - 400
Total investments at cost 225,021,758 20,712,635 245,734,393 175,610,658 25,905,786 201,516,444
Provision for diminution in the value of
investments - net 10.3 (3,145,347) - (3,145347)  (3,068,083) - (3,068,083)
Investments - net of provision 221,876,411 20,712,635 242,589,046 172,542,575 25,905,786 198,448,361
(Deficit) / Surplus on revaluation of
available for sale securities 24.3 (82,728) 421 (82,307) 1,264,948 29,857 1,294,805
Deficit on revaluation of held for
trading securities 10.7 (287) - (287) (1,176) - (1,176)
Total investments at carrying value 221,793,396 20,713,056 242,506,452 173,806,347 25,935,643 199,741,990
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2017

2016

Note Rupees in ‘000’
10.3 Provision for diminution in the value of investments - net
Opening balance 3,068,083 3,048,940
Charge for the year 94,584 102,632
Reversal during the year (9,226) -
85,358 102,632
3,153,441 3,151,572
Reversal on disposal (8,094) (83,489)
Closing balance 10.3.1 3,145,347 3,068,083
10.3.1 Particulars of provision in respect of type and segment
Available for sale securities:
Ordinary shares of listed companies 427,665 388,561
Preference shares 340,451 340,451
Ordinary shares of unlisted company 9,010 11,949
Term finance certificates - listed 17,348 17,348
Term finance certificates - unlisted 2,219,275 2,171,888
3,013,749 2,930,197
Held to maturity securities:
WAPDA bonds 400 400
Subsidiary company 131,198 137,486
3,145,347 3,068,083

10.4

10.5

10.6

10.7

Market treasury bills and Pakistan investment bonds are eligible for re-discounting with SBP.

Market value of held to maturity investments amounted to Rs. 258,323 thousand (2016: Rs. 263,326

thousand).

Certain approved / Government securities are kept with the SBP to meet statutory liquidity

requirements calculated on the basis of domestic demand and time liabilities.

Unrealized loss on revaluation of investments classified as held for trading

2017

2016

Rupees in ‘000’

Market treasury bills

(287)

(1,176)
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2017

2016

Note Rupees in ‘000’
11. ADVANCES - NET
Loans, cash credits, running finances etc.
- In Pakistan 278,644,944 237,926,509
- Qutside Pakistan - -
278,644,944 237,926,509
Net book value of assets in ijarah under IFAS 2 - In Pakistan 11.2 848,684 517,073
Islamic financing and related assets 10,987,660 8,419,676
Net investment in finance lease
- In Pakistan 11.3 35,158,851 39,519,683
- QOutside Pakistan = -
35,158,851 39,519,683
Bills discounted and purchased (excluding market treasury bills)
- Payable in Pakistan 14,560,960 6,043,018
- Payable outside Pakistan 1,534,316 1,495,896
16,095,276 7,538,914
Advances - (gross) 11.1 341,735,415 293,921,855
Less: Provision for non-performing advances
- Specific 11.4&11.5.1 | (45,558,411) (81,462,960)
- General 11.5.1 (425,283) (890,971)
(45,9883,694) (81,858,931)
Advances - net of provision 295,751,721 262,067,924
11.1 Particulars of advances (gross)
11.1.1In local currency 341,555,198 293,317,377
In foreign currencies 180,217 604,478
341,735,415 293,921,855
11.1.2 Short-term advances upto one year 150,176,664 120,508,258
Long-term advances for over one year 191,658,751 173,413,597
341,735,415 293,921,855
11.2 Net book value of assets in ljarah under IFAS 2 - In Pakistan
2017 2016
Not later "g:g;:f;” Over Not later "g;‘zr;:fj” Over
th?gaorne less than yfe“zla?s fotal th:;l/r;;rne less than yfel\;ers Total
five years five years
Rupees in ‘000’ Rupees in ‘000’
Assets acquired under ijarah 183,552 1,166,763 1,350,315 - 679,784 - 679,784
Less: Accumulated depreciation
on jjarah 103,480 398,151 - 501,631 - 162,711 - 162,711
Net investment in ijarah 80,072 768,612 - 848,684 - 517,073 - 517,073
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2017 2016
Not later -3t thzn Over Not later -8ter thzn Over
than one Iggse ?;an five Total  thanone I:§:tf12n five Total
year . years year ) years
five years five years

Rupees in ‘000’

Rupees in ‘000’

11.83 Net investment in finance lease

Lease rentals receivable 3,131,032 24,046,645 - 27 77,677 3,085,757 27,770,600 - 30,806,357
Add: Guaranteed residual value 847,727 9,436,103 - 10,283,830 1,613,625 9,089,196 - 10,702,821
Minimum lease payments 3,978,759 33,482,748 - 37,461,507 4,649,382 36,859,796 - 41,509,178

Less: Finance charge for
future periods 880,126 1,422,530 - 2,302,656 827,763 1,161,732 - 1,989,495

Present value of minimum
lease payments 3,098,633 32,060,218 - 35,158,851 3,821,619 35,698,064 - 39,519,683
11.4 Advances include Rs. 50,950,992 thousand (2016: Rs. 54,953,553 thousand) which have been

placed under non-performing status as detailed below:

2017

Rupees in ‘000’

Classified advances

Provision required

Provision held

Domestic Overseas Total Domestic Overseas Total Domestic Overseas Total
Category of classification
Other Assets Especially Mentioned 81,533 - 81,533 2,895 - 2,895 2,895 - 2,895
Substandard 285,447 - 285,447 54,330 - 54,330 54,330 - 54,330
Doubtful 7,540,694 - 7,540,694 3,546,630 - 3,546,630 3,546,630 - 3,546,630
Loss 43,043,318 - 43,043,318 41,954,556 - 41,954,556 41,954,556 - 41,954,556
50,950,992 - 50,950,992 45,558,411 - 45,558,411 45,558,411 - 45,558,411
2016
Rupees in ‘000’
Classified advances Provision required Provision held
Domestic  Overseas Total Domestic Overseas Total Domestic Overseas Total
Category of classification
Other Assets Especially Mentioned 337,806 - 337,806 2,042 - 2,042 2,042 - 2,042
Substandard 1,585,906 - 1,585,906 80,564 - 80,564 80,564 - 80,564
Doubtful 7,450,320 - 7,450,320 3,609,147 - 3,609,147 3,609,147 - 3,609,147
Loss 45,579,521 - 45,579,621 27,771,207 - 27,771,207 27,771,207 - 27,771,207
54,953,553 - 54,953,553 31,462,960 - 31,462,960 31,462,960 - 31,462,960

11.4.1 During the year the Bank has charged provision of Rs. 12,323,289 thousand against exposures
previously covered under LOCs issued by GOPb as explained in Note 1.2.
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11.5 Particulars of provisions against non-performing loans and advances

2017 2016
Note Specific General Total Specific General Total
Rupees in ‘000’

11.5.1  Opening balance 31,462,960 390,971 31,853,931 30,596,588 346,493 30,943,081
Charge for the year 17,194,540 34,312 17,228,852 | 4,375,441 76,344 || 4,451,785
Reversals for the year (3,096,892) -11(8,096,892) |(3,497,683)| | (31,866) | ((3,529,549)

14,097,648 34,312 14,131,960 877,758 44,478 922,236
Amounts written off 1.6 (2,197) - (2,197) (11,386) - (11,386)
Closing balance 45,558,411 425,283 45,983,694 31,462,960 390,971 31,853,931

11.5.2 Inlocal currency 45,558,411 425,283 45,983,694 31,462,960 390,971 31,853,931

In foreign currencies - - - - - -
45,558,411 425,283 45,983,694 31,462,960 390,971 31,853,931

11.5.3 General provision represents provision against consumer financing portfolio as required by Prudential

Regulations issued by the SBP.

11.5.4 The bank has availed the benefit of Forced Sale Value (FSV) of collateral against non-performing
advances as allowed vide BSD Circular No.1 date October 21,2011. This has resulted in decrease
in provision against non-performing advances by Rs. 1,380,448 thousand (2016: Rs. 1,424,208
thousand). The FSV benefit availed is not available for cash or stock dividend.

2017 2016
Note Rupees in ‘000’
11.6 Particulars of write offs:
11.6.1 Against provisions 11.5.1 2,197 11,386
Directly charged to profit and loss account = -
2,197 11,386
11.6.2 Write Offs of Rs. 500,000 and above 1.7 1,840 327
Write Offs of below Rs. 500,000 357 11,059
2,197 11,386

11.7 Details of loan write off of Rs. 500,000/- and above

In terms of sub-section (3) of Section 33A of the Banking Companies Ordinance, 1962, the statement
in respect of written-off loans or any other financial relief of five hundred thousand rupees or above
allowed to a person(s) during the year ended December 31, 2017 is given in Annexure-lIl.
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11.8 Particulars of loans and advances to executives, subsidiary & associated companies, etc.

2017 2016
Note Rupees in ‘000’
Debts due by executives or officers of the Bank or any of
them either severally or jointly with any other persons :
Balance at beginning of year 2,327,121 1,991,152
Loans granted during the year 1,193,814 885,202
Repayments received during the year (625,464) (549,233)
Balance at end of year 11.81 2,895,471 2,327,121
Debts due by subsidiary company and
managed modaraba:
Balance at beginning of year 1,078,614 855,445
Loans granted during the year 850,263 932,466
Repayments received during the year (729,830) (709,297)
Balance at end of year 1,199,047 1,078,614
4,094,518 3,405,735

11.8.1 These represent staff loans given to executives and officers in accordance with their terms of
employment and advances given under consumer finance schemes of the Bank.

2017 2016
Note Rupees in ‘000’
12. OPERATING FIXED ASSETS
Capital work in progress 12.1 854,607 882,444
Property and equipment 12.2 7,620,888 6,768,011
Intangible assets 12.3 43,392 42,220
8,518,887 7,692,675
12.1 Capital work in progress
Civil works 236,840 99,150
Hardware - Core Banking System - 356,002
Hardware - Others 31,997 32,875
Software - Core Banking System 529,095 379,275
Software - Others 56,675 15,142
854,607 882,444
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12.2.1 Details of Disposal of property and equipment:

The information relating to disposal of property and equipment required to be disclosed as part
of the financial statements by the SBP is given in Annexure - IV and is an integral part of these
unconsolidated financial statements.

12.2.2 Freehold land and buildings on freehold land were revalued on December 31, 2016 by PBA
approved independent valuer, on the basis of fair market value. This valuation resulted in
surplus Rs. 1,049,848 thousand (2016: 1,108,184 thousand) and Rs. 1,466,843 thousand (2016:
1,590,235 thousand) in respect of freehold land and buildings on freehold land respectively. Detailed
particulars are as follows:

Revalued Amount
Rupees in ‘000’

Free hold land 2,209,383
Buildings on free hold land 3,147,349

12.2.3 Had the free hold land and buildings on freehold land not been revalued, their carrying amounts
would have been as follows:

2017 2016
Rupees in ‘000’
Freehold land 1,159,535 912,643
Buildings on freehold land 1,680,506 1,504,933

12.24 The gross carrying amount (cost) of fully depreciated assets that are still in use is Rs. 367,355
thousand (2016: Rs. 345,346 thousand).

12.3 Intangible assets

2017
COST AMORTIZATION
Opening Closing  Opening Amortization Closing Book
balance balance balance for the balance value
asat Additions as at as at year as at as at Rate of
January December January December December amortization
01, 2017 31,2017 01,2017 31,2017 31,2017 %

Rupees in ‘000’

Softwares 86,133 27,369 113,502 43,913 26,197 70,110 43,392 33.33

86,133 27,369 113,502 43,913 26,197 70,110 43,392

2016
COST AMORTIZATION
Opening Closing Opening  Amortization Closing Book
balance balance balance for the balance value
as at Additions as at as at year as at as at Rate of
January December  January December December amortization
01, 2016 31,2016 01,2016 31,2016 31,2016 %

Rupees in ‘000’

Softwares 71,451 14,682 86,133 20,518 23,395 43,913 42,220 33.33

71,451 14,682 86,133 20,518 23,395 43,913 42,220

12.3.1 The gross carrying amount (cost) of fully depreciated intangible assets that are still in use is Rs.
15,179 thousand (2016: Rs. 11,384 thousand).
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2017 2016
Note Rupees in ‘000’
13. DEFERRED TAX ASSETS - NET
Taxable temporary differences:
-Surplus on revaluation of operating fixed assets 241 (613,360) (556,582)
-Surplus on revaluation of non banking assets 24.2 (47,143) (25,712)
-Accelerated tax depreciation (313,078) (225,104)
-Surplus on available for sale securities - (453,182)
Deductible temporary differences:
-Deficit on available for sale securities 24.3 28,808 -
- Post retirement employee benefits 44,182 -
-Loan loss provision 11,525,114 7,740,836
-Business loss - -
10,724,523 6,480,256
The management believes that sufficient taxable profits would be available in future against which
the deferred tax asset will be realized.
13.1 Reconciliation of deferred tax
Balance Priod Recognized||Recognized|| Balance Prior Recognized|| Recognized|| Balance
asat years in profit in equity asat years in profit in equity asat
January ||adjustment|| and loss other/ December || adjustment || and loss other/ December
01,2016 account |lcomprehen-{| 31,2016 account |[comprehen-|| 31,2017
sive income sive income
Rupees in ‘000’
Taxable temporary differences:
- Surplus on revaluation of operating
fixed assets (588,418) - 29,421 2,415  (556,582) - 27,620 15,602  (513,360)
- Surplus on revaluation of non
banking assets - - 1,353 (27,0685) (25,712) - 1263  (22,694) (47,143)
- Accelerated tax depreciation (212,391) - (12,713) - (225,104) - (87,974) - (313,078)
- Surplus on available for sale securities  (660,655) - - 207,473 (453,182) - - 453,182 -
Deductible temporary differences: -
- Deficit on available for sale securities - - - - - - - 28,808 28,808
- Post retirement employee benefits - - - - - - - 44,182 44,182
- Loan loss provision 8,597,319 - (856,483) - 7,740,836 (147,298) 3,931,576 - 11,625,114
- Business loss 770,126 257,960 (1,028,086) - - - - - -
7,905,981 257,960 (1,866,508) 182,823 6,480,256 (147,298) 3,872,485 519,080 10,724,523
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2017 2016

Note Rupees in ‘000’
14. OTHER ASSETS - NET

Income/mark-up accrued in local currency 6,230,450 6,430,315
Profit paid in advance on pehlay munafa scheme 21,007 29,695
Advance, deposits, advance rent and other prepayments 763,721 578,148
Advance taxation (payments less provisions) 2,812,366 2,155,600
Non-banking assets acquired in satisfaction of claims  14.1 & 14.2 9,005,461 9,086,418
Branch adjustment account 227,183 -
Stock of stationery 84,023 42,684
Suspense account 5,318 5,921
Zakat recoverable from NITL 14.3 36,790 36,790
Unrealized gain on revaluation of foreign bills purchased 76,844 11,996
Unrealized gain on revaluation of forward contracts 99,266 3,723
Fraud and forgeries 104,441 24,307
Others 804,768 580,643
20,271,638 18,986,240

Less provision against:
Advance deposits, advance rent and other prepayments (39,884) (835,723)
Non-banking assets acquired in satisfaction of claims (961,274) (749,123)
Zakat recoverable from NITL (86,790) (36,790)
Fraud and forgeries (63,232) (17,342
Legal expenses recoverable (251,173) -
14.4 (1,352,353) (838,978)
Other assets - net of provision 18,919,285 18,147,262

14.1 Detail of properties sold during the year 2017 is summarised below:

2017
Rupees in ‘000’
Carrying Sale Gain
value proceeds

Commercial Shops IT Tower, Hali Road, Lahore 12,198 13,750 1,652
Land at Bahawalpur Road, Multan 189,395 200,000 10,605
Commercial plots LAKE City, Lahore 67,000 67,000 -

268,593 280,750 12,157
2016 179,216 190,852 11,636

14.2  These include assets acquired under buyback arrangements and assets which are in the process of sale
and are stated at revalued amounts based on desktop valuations carried out by independent valuer as
on December 31, 2017. The carrying and revalued amounts have been determined based on prudence,
expected legal enforceability, ease of realization and current market conditions etc. These also include an
asset acquired under sub-lease arrangements where the rights of the Bank, being bonafide purchaser
of the lease land, are protected by decision of the court of law. In view of prevailing circumstances and
based on the legal opinion, the Bank continues to report the same as non-banking asset.

14.3 This represents zakat deducted on dividends by NITL. The Bank has filed suit against NITL for
recovery of the amount. The case was decided in favour of the Bank in 1993 and intra court appeal
was filed by the Zakat and Ushr Department against the decision which is still pending. As a matter
of prudence, though without prejudice to the Bank’s claim against NITL at the court of law, the claim

amount has been fully provided for.
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2017

2016

Note Rupees in ‘000’
14.4 Provision against other assets
Opening balance 838,978 270,380
Charge for the year 513,461 575,763
Reversal during the year - (5,840)
513,461 569,923
Amount written off (86) (1,325)
Closing balance 1,352,353 838,978
15. CONTINGENT ASSETS
Contingent assets Nil Nil
16. BILLS PAYABLE
In Pakistan 3,365,325 4,183,480
Outside Pakistan = -
3,365,325 4,183,480
17. BORROWINGS
In Pakistan 38,890,674 39,744,324
Outside Pakistan 58,688 84,810
171 38,949,362 39,829,134
17.1 Particulars of borrowings with respect to currencies
In local currency 38,890,674 39,744,324
In foreign currencies 58,688 84,810
38,949,362 39,829,134
17.2 Details of borrowings
Secured
Borrowings from SBP against:
-Export refinance (ERF) 17.2.1 12,089,724 10,282,058
-Long term financing facility (LTFF) 17.2.2 4,991,566 3,163,460
-Finance facility for storage of agricultural produce (FFSAP)  17.2.3 15,954 12,834
-Finance facility for renewable energy performance
platform (REPP) 17.2.4 241,746 -
Repurchase agreement borrowings 17.2.5 994,298 15,879,035
Call borrowings 17.26 19,558,533 9,911,835
37,891,821 39,249,222
Unsecured
Call borrowings 998,853 495,102
Overdrawn nostro accounts 58,688 84,810
38,949,362 39,829,134
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17.21 These are secured against the Bank’s cash and security balances held with the SBP. Mark-up on
these borrowings is payable quarterly at rates ranging from 1.00% to 2.00% per annum (2016:
1.00% to 2.50% per annum) with maturities upto October 28, 2018.

17.2.2 This amount is due to the SBP and has been obtained for providing long term finance to customers.
As per the agreements with the SBP, the Bank has granted the SBP the right to recover the
outstanding amount from the Bank at the date of maturity of the finance by directly debiting the
current account maintained by the Bank with the SBP. Mark-up on these borrowings is payable
quarterly at rates ranging from 1.00% to 9.70% per annum (2016: 2.00% to 9.70% per annum) with
maturities upto September 27, 2027.

17.2.3 These represent borrowings from the SBP under scheme of financing facility for storage of agricultural
produce. Mark-up on these borrowings is payable quarterly at rates ranging from 2.00% to 3.50%
per annum (2016: 3.50% per annum) with maturities upto April 20, 2018.

17.2.4 These represent borrowings from the SBP under scheme of financing facility renewable energy
performance platform. Mark-up on these borrowings is payable quarterly at rate of 2.00% per
annum (2016: Nil) with maturities upto March 28, 2018.

17.2.5 These are secured against market treasury bills and Pakistan investment bonds and carry mark-up
at rate of 5.86% per annum (2016: 5.89% to 5.90% per annum) maturing on January 05, 2018. The
carrying value of securities given as collateral against these securities is given in note 10.1.

17.2.6 These represent secured interbank borrowings, carrying markup rates ranging from 5.75% to 5.83%
per annum (2016: 5.77% to 5.80% per annum) maturing on various dates, latest by September 21,

2018.

2017 2016
Note Rupees in ‘000’
18. DEPOSITS AND OTHER ACCOUNTS
Customers
Fixed deposits 157,236,983 129,533,881
Savings deposits 238,205,713 193,301,179
Current accounts - non-remunerative 139,494,000 117,973,360
Sundry deposits, margin accounts, etc. 15,546,838 6,399,769
550,483,534 447,208,189
Financial institutions
Remunerative deposits 3,038,191 4,722,171
Non-remunerative deposits 2,759,431 1,289,380
5,797,622 6,011,551
556,281,156 453,219,740
18.1 Particulars of deposits
In local currency 548,989,834 445,571,885
In foreign currencies 7,291,322 7,647,855
556,281,156 453,219,740
19. SUB-ORDINATED LOANS
Loan from the GoPb
Privately Placed Term Finance Certificates 19.1 2,000,000 2,000,000
19.2 2,499,000 2,500,000
4,499,000 4,500,000

AN
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19.1 Loan from the GoPb

The GoPb has extended loan of Rs. 2,000,000 thousand to support capital structure of the Bank
for the purpose of the regulatory capital requirement. The loan is unsecured and sub-ordinated to all
other indebtedness including deposits. The salient features of the loan are as follows:

Tenor: 07 Years.
Profit payment & frequency: Profit payable on half yearly basis in arrears on the outstanding
principal amount.

Profit rate: Average SBP discount rate. (Average shall be calculated on daily
basis).
Conversion option: May be converted, subject to consent of the parties and necessary

regulatory approvals, after a period of five years into ordinary shares
at the rate of Rs. 15 per share.

Repayment: Bullet repayment after lapse of 07 years.

Call / Put option: Callable after a period of 05 years. However no put option is
available to GoPb.

19.2 Privately Placed Term Finance Certificates

BOP has issued rated, unsecured & subordinated term finance certificates under section 120 of the
Companies Ordinance, 1984, in a set of twenty (20) scrips, corresponding to the redemption dates
of the TFC and representing the TFC Holders entitiement to the redemption amount on the each
such redemption date; and registered book entry securities in accordance with the CDC regulations,
as outlined by SBP under BPRD Circular No. 06 dated August 15, 2013; with each TFC having a
face value of PKR 100,000 or multiples thereof.

Issue amount: Rupees 2.5 billion.

Rating: AA-

Tenor: 10 Years.

Security: Unsecured and subordinated to all other indebtedness of the Bank

including deposits.

Profit payment & frequency: Profit payable on half yearly basis in arrears on the outstanding
principal amount.

Profit rate: Floating rate of return at base rate plus 100 bps p.a. (Base rate will
be the average rate ‘Ask side of the six month Karachi Inter Bank
Offered Rate set at 1 (one business) day prior to the redemption date
for the redemption amount payable on the immediately following
redemption date).

Repayment: The TFC has been structured to redeem 0.02% of the issue amount
semi-annually in the first 09 years after the issue and the remaining
issue amount in two equal semi-annual installments of 49.82%
each, in the 10th year.

Call / Put option: Callable after a period of 05 years. However no put option is
available to the investors.
Lock in clause: Neither profit nor principal may be paid (even at maturity) if such

payments would result in a shortfall in the Bank’s Minimum Capital
Requirement (MCR) or Capital Adequacy Ratio (CAR) or increase
any existing shortfall in MCR or CAR.

Loss Absorbency clause: May be converted into ordinary shares or written off immediately
(either partially or in full) at the discretion of the SBP, upon the
occurrence of a point of non-viability (“PONV”) event as defined in
the Basel lll guidelines, at the market value of the shares on the date
of trigger of PONV as declared by the SBP.
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Note

2017

2016
Rupees in ‘000’

20. OTHER LIABILITIES

Mark-up/ return/ interest payable in local currency 4,980,205 3,516,326
Mark-up/ return/ interest payable in foreign currencies 30,599 33,766
Mark-up payable on privately placed term finance certificates 4,443 4,408
Sundry creditors and accrued expenses 641,857 580,481
Unclaimed dividends 2,636 2,644
Branch adjustment account - 285,061
Payable to gratuity fund 37.1.1 233,841 143,235
Provision for employees compensated absences 37.1.3 93,523 91,181
Provision against off - balance sheet obligations 20.1 62,183 62,183
Lease key money 10,283,830 10,702,821
Others 387,331 205,173
16,720,448 15,627,279
20.1 Provision against off-balance sheet obligations
Opening balance 62,183 547,851
Charge for the year - -
Reversal during the year - (485,668)
- (485,668)
Closing balance 62,183 62,183
The above provision has been made against letters of guarantee issued by the Bank.
21. SHARE CAPITAL
21.1  Authorized Capital
2017 2016 2017 2016
Number Number Rupees in ‘000’

5,000,000,000 5,000,000,000 Ordinary/ Preference shares of Rs. 10 each

50,000,000

50,000,000

The authorized capital of the Bank is fifty thousand million rupees divided into five thousand million ordinary or

preference shares of ten rupees each.

21.2 Issued, subscribed and paid up share capital
2017 2016 Ordinary shares 2017 2016
Number Number Rupees in ‘000’
Opening Balance
519,333,340 519,333,340 Ordinary shares of Rs. 10 each
paid in cash 5,193,333 5,193,333
526,315,789 526,315,789  Ordinary shares of Rs. 10 issued
at discount 5,263,158 5,263,158
509,464,036 509,464,036 Issued as bonus shares 5,094,641 5,094,641
Movement during the year
1,088,579,215 - Issuance of right shares during the year 10,885,792 -
Closing balance
1,607,912,555 519,333,340 Ordinary shares of Rs. 10 each
paid in cash 16,079,125 5,193,333
526,315,789 526,315,789  Ordinary shares of Rs. 10 issued
at discount 5,263,158 5,263,158
509,464,036 509,464,036 Issued as bonus shares 5,094,641 5,094,641
1,5655,113,165 26,436,924 15,551,132

2 g 2,643,692,380
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21.3

GoPb held 57.47% shares in the Bank as at December 31, 2017 (2016: 57.47%). Further, during the year the
Bank has issued 1,088,579,215 (70%) right shares at a price of Rs. 12.00 per share including premium of Rs.
2.00 per share.

2017 2016
Note Rupees in ‘000’
22. RESERVES
Statutory reserve 221 &22.2 1,262,791 1,262,791
Share premium reserve 2,215,040 37,882
Discount on issue of shares (263,158) (263,158)
3,214,673 1,037,515
22.1 Inaccordance with the Banking Companies Ordinance, 1962, the Bank is required to transfer twenty
percent of its profits each year to statutory reserve fund until the amount in such fund equals to the
paid up share capital of the Bank.
2017 2016
Note Rupees in ‘000’
22.2 Reconciliation of statutory reserve
Opening balance 1,262,791 2,291,119
Created during the year - 971,672
Transfer to unappropriated profit / (accumulated loss) 22.2.1 - (2,000,000)
Closing balance 1,262,791 1,262,791
22.2.1 During the year, the Bank has transferred Nil (2016: Rs. 2,000,000 thousand) from statutory reserve
to unappropriated profit / (accumulated loss) as approved by the Board of Directors of the Bank.
2017 2016
Note Rupees in ‘000’
23. SHARE DEPOSIT MONEY
Share deposit money - |l 7,000,000 7,000,000
Utilized against issuance of right shares during the year (7,000,000) -
- 7,000,000
24. SURPLUS ON REVALUATION OF ASSETS - NET OF TAX
Surplus on revaluation of :
Operating fixed assets 241 2,003,331 2,141,837
Non banking assets acquired in satisfaction of claims ~ 24.2 936,770 623,453
Available for sale securities 24.3 (563,499) 841,623
2,886,602 3,606,913
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2017 2016
Note Rupees in ‘000’

24.1 Surplus on revaluation of operating fixed assets - net of tax

As on January 01 2,985,137 2,845,785
-Surplus on revaluation realized during the year (108,678) -
-Surplus on building transferred from non banking

assets during the year 5,864 -
-Surplus on revaluation during the year - 139,352
2,882,323 2,985,137

Incremental depreciation:

-Opening balance (286,718) (202,658)
-Transferred to accumulated losses in respect of

incremental depreciation charge during the year - net of tax (51,294) (54,639)
-Related deferred tax liability (27,620) (29,421)

Accumulated incremental depreciation (865,632) (286,718)

As on December 31 2,516,691 2,698,419

Less: Related deferred tax liability:

-Opening balance (556,582) (588,418)
-Deferred tax on revaluation during the year - 2,415

-Deferred tax related to surplus transferred from non
banking asset during the year (2,052) -
-Deferred tax on surplus realized during the year 17,654 -
-Deferred tax recorded during the year 27,620 29,421
-Closing balance 13 (513,360) (556,582)
2,003,331 2,141,837

24.2 Surplus on revaluation of non - banking assets acquired
in satisfaction of claims - net of tax

As on January 01 653,031 -
-Surplus on revaluation realized during the year (7,592) -
-Surplus on building transferred to operating fixed

assets during the year (5,864) -
-Surplus on revaluation during the year 351,813 653,031
991,388 653,031

Incremental depreciation:

-Opening balance (3,866) -
-Transferred to accumulated losses in respect of

incremental depreciation charge during the year - net of tax (2,346) (2,513)
-Related deferred tax liability (1,263) (1,353)

Accumulated incremental depreciation (7,475) (3,866)

As on December 31 983,913 649,165

Less: Related deferred tax liability:

-Opening balance (25,712) -
-Deferred tax on revaluation during the year (25,066) (27,065)

-Deferred tax related to surplus transferred to operating
fixed assets during the year 2,052 -
-Deferred tax on surplus realized during the year 320 -
-Deferred tax recorded during the year 1,263 1,353
-Closing balance 13 (47,143) (25,712)
936,770 623,453
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2017 2016

Note Rupees in ‘000’
24.3 Surplus/ (Deficit) on revaluation of available for
sale securities - net of tax
Federal government securities 38,284 1,065,254
Quoted securities (138,245) 219,248
Term finance certificates 17,654 10,303
(82,307) 1,294,805
Less: Related deferred tax asset / (liability) 13 28,808 (453,182)
(63,499) 841,623

25. CONTINGENCIES AND COMMITMENTS
25.1 Direct credit substitutes

These include general guarantees of indebtedness, bank acceptance guarantees and standby
letters of credit serving as financial guarantees for loans and securities issued in favour of:

2017 2016
Rupees in ‘000’
- Government 120,367 -
- Financial institutions - -
- Others 8,069,727 2,209,896
8,190,094 2,209,896

25.2 Transaction-related contingent liabilities

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

2017 2016
Rupees in ‘000’
- Government 556,507 601,271
- Financial institutions 5,446,540 8,564,597
- Others 40,457,849 23,878,852

46,460,896 33,044,720

25.3 Trade-related contingent liabilities

These include letters of credit issued in favour of:

- Government 13,791,214 6,719,311
- Financial institutions - -
- Others 31,686,608 20,163,620

45,477,822 26,882,931
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25.4 Income tax related contingency
For the tax years 2010, 2011 & 2012 Income Tax Department has amended the assessment orders
on the issues of separate taxation of dividend income against which the Bank had filed appeals
before the Commissioner Inland Revenue Appeals (CIR(A)). CIR(A) provided relief to the Bank on
issue of separate taxation of dividend income. Now, the tax department has filed appeal against
the decision of CIR(A) with the Appellate Tribunal Inland Revenue (ATIR). The expected tax liability in
respect of aforesaid tax years amounts to Rs. 162,772 thousand. The management of the Bank, as
per the opinion of its tax consultant, is confident that the decision for the aforementioned tax years
will be decided in Bank’s favour.
2017 2016
Rupees in ‘000’
25.5 Other contingencies
Claims against the Bank not acknowledged as debts 28,621,792 29,750,928
The amounts involved in the claims filed against the Bank are yet to be adjudicated by the concerned
Courts as the same have been filed as outburst to our recovery suits. Uptill now, in no case, any
claim has been adjudicated, determined or decreed by the Courts against the Bank. Moreover, there
is no likelihood of decreeing the suits against the Bank because, the claims are frivolous.
25.6 Commitments to extend credit
The Bank makes commitments to extend credit in the normal course of business but these being
revocable commitments do not attract any significant penalty or expense if the facility is unilaterally
withdrawn.
2017 2016
Rupees in ‘000’
25.7 Commitments in respect of forward exchange contracts
Purchase 10,067,323 9,594,731
Sale 7,846,230 6,997,174
17,913,553 16,591,905
25.8 Commitments for the acquisition of operating fixed assets 225,051 27,095
26. MARK-UP/RETURN/INTEREST EARNED
a) On loans and advances to:
i) Customers 20,288,957 16,946,204
ii) Financial institutions 121,571 -
b) On investments in:
i) Available for sale securities 11,735,761 10,701,296
ii) Held for trading securities 1,454,106 651,692
ii) Held to maturity securities 30,083 997,206
c) On deposits with financial institutions 83,659 48,948
d) On securities purchased under resale agreements 281,488 177,791
e) On certificates of investment - 22,837
f)  On placements 432,172 128,514
g) Bai - Muajjal with SBP 23,147 -
34,450,944 29,674,488
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2017

2016

Rupees in ‘000’

27. MARK-UP/RETURN/INTEREST EXPENSED
Deposits 17,075,282 15,412,039
Securities sold under repurchase agreements 201,374 1,842,455
Mark-up on subordinated loan from GoPb 125,000 126,945
Mark-up on privately placed term finance certificates 178,642 4,408
Call borrowings 1,297,018 44,307
18,877,316 17,430,154
28. GAIN ON SALE AND REDEMPTION OF SECURITIES - NET
Federal government securities :
Market treasury bills 3,104 39,844
Pakistan investment bonds 1,290,699 2,343,237
Shares - listed 21,141 62,733
Shares - unlisted - 52,350
Term finance certificates - 27,408
Mutual funds 1,211 -
1,316,155 2,525,572
29. OTHER INCOME
Rent on lockers and bank property 60,064 33,689
Net profit on sale of property and equipment 1,789 16,785
Net profit on sale of non banking assets acquired in
satisfaction of claims 12,157 11,636
Service charges 348,608 269,889
Loan processing and arrangement charges 559,124 762,182
Online transaction charges 15,600 12,825
ATM transaction charges 340,705 223,703
SMS Banking charges 96,539 56,180
Cheque return charges 12,747 12,482
Compensation received on tax refund 233,940 158,014
Late payment charges 68,990 10,707
Miscellaneous earnings 98,653 90,217
1,848,916 1,658,309
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2017 2016
Note Rupees in ‘000’
30. ADMINISTRATIVE EXPENSES

Salaries, allowances, etc. 5,101,929 4,339,523
Contribution to defined contribution plans 160,722 121,397
Provision for gratuity 3711 107,608 78,615
Provision for compensated absences 37.1.3 9,860 (136,542)
Non-executive directors’ fees 38 3,960 3,625
Taxes, insurance, electricity, etc. 422,088 388,343
Legal and professional charges 75,506 75,999
Communications 140,074 136,376
Repairs and maintenance 256,622 193,653
Rent for bank premises 30.1 762,670 692,562
Stationery and printing 143,540 126,549
Advertisement and publicity 118,284 70,703
Auditors’ remuneration 30.2 9,655 9,555
Depreciation on property and equipment 12.2 788,194 693,261

Depreciation on non banking assets acquired in
satisfaction of claims 86,535 105,601
Depreciation on ijarah assets under IFAS - 2 339,052 80,077
Amortization on intangible assets 12.3 26,197 23,395
Traveling 119,056 110,914
Fuel expenses 235,304 189,503
Cash remittance charges 146,320 131,809
Entertainment expenses 81,201 73,408
Bank charges 101,509 89,706
Online connectivity charges 235,647 179,080
Fuel for generator 90,338 103,768
Commission and brokerage 89,329 94,375
Branch license fee 24,738 16,100
ATM charges 127,477 123,959
CNIC verification/ ECIB charges 34,302 25,955
Software & license renewal charges 47,522 26,794
Staff training 8,861 9,778
Miscellaneous expenses 195,062 168,160
10,089,062 8,346,001

30.1 Operating lease

Operating lease rentals are charged in profit and loss account on a time proportion basis over the

term of lease agreements.
2017

2016

Rupees in ‘000’

30.2 Auditors’ remuneration

Audit fee 2,500 2,500
Special certifications, half yearly review and others 6,205 6,205
Out-of-pocket expenses 850 850

9,555 9,555

AN
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2017 2016
Note Rupees in ‘000’
31. OTHER CHARGES
Penalties imposed by SBP 43,003 33,699
32. TAXATION
For the year
Current 2,269,087 960,820
Deferred (3,872,485) 1,608,548
(1,608,398) 2,569,368
Prior years
Current 80,213 364,259
Deferred 147,298 257,960
227,511 622,219
(1,375,887) 3,191,587
32.1 Relationship between tax expense and accounting profit
Accounting (loss) / profit for the year (4,697,942) 8,049,941
Tax on income @ 35% (1,644,280) 2,817,479
Tax effect of permanent differences 15,051 11,795
Tax effect of super tax 253,668 364,259
Others (326) (1,946)
Tax charge for the year (1,375,887) 3,191,587
33. BASIC EARNINGS PER SHARE
Profit for the year - Rupees in thousand (8,322,055) 4,858,354
Weighted average ordinary shares - Number 2,053,175,436  1,555,113,165
Basic earnings per share - after tax - Rupees (1.62) 3.12
34. DILUTED EARNINGS PER SHARE
There is no dilution effect on basic earnings per share.
35. CASH AND CASH EQUIVALENTS
Cash and balances with treasury banks 7 42,477,950 35,756,024
Balance with other banks 8 6,077,383 3,765,867
Call money lendings 9 4,803,323 -
Overdrawn nostro accounts 17.2 (58,688) (84,810)
53,299,968 39,437,081
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2017 2016

Number
36. STAFF STRENGTH
Permanent 3,914 3,598
Temporary/on contractual basis 3,157 2,349
Daily wagers 300 450
Bank’s own staff strength at the end of the year 7,371 6,397
Outsourced 1,309 991
Total Staff Strength 8,680 7,388

37. EMPLOYEE BENEFITS

37.1 Defined benefit plans

37.1.1 Gratuity
The Bank operates a funded gratuity scheme for all its permanent employees. The benefits under
the scheme are payable on retirement which is equal to one month’s last drawn basic salary for each
year of eligible service or part thereof, with effect from January 01, 2008, subject to minimum of five
years of service. The Bank makes annual provision in these unconsolidated financial statements for
its liabilities on the basis of actuarial valuation.

Principal actuarial assumptions

The most recent valuation was carried out at December 31, 2017 using the “Projected Unit Credit
Method”. The principal assumptions used in the valuation were as follows:

2017 2016
Discount rate 8.25% 8.00%
Expected rate of eligible salary increase in future years 7.25% 7.00%
Interest income for the year 8.25% 8.00%
Average expected remaining working life (years) 9 7

2017 2016

Rupees in ‘000’

Reconciliation of payable to defined benefit plan

Present value of defined benefit obligation 777,084 599,144
Fair value of plan assets (563,526) (477,283)
Benefit payments payable 20,283 21,374

233,841 143,235

Movement in payable to defined benefit plan

Opening balance 143,235 48,017
Charge for the year 107,608 78,615
Remeasurement chargeable in other comprehensive income 126,233 64,620
Contributions made by the Bank during the year (143,235) (48,017)
Closing balance 233,841 143,235
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2017

2016

Rupees in ‘000’

Changes in present value of defined benefit obligations

Opening balance 599,144 457,730
Current service cost 103,545 78,265
Interest cost 45,534 38,670
Benefits due but not paid during the year (10,092) (11,365)
Benefit paid (49,851) (44,761)
Actuarial loss 88,804 80,605
777,084 599,144
Changes in fair value of plan assets
Opening balance 477,283 426,280
Interest income for the year 41,471 38,320
Contributions made 143,235 48,017
Benefits paid (61,035) (49,036)
Actuarial (loss) / gain (87,428) 13,702
563,526 477,283
Charge for defined benefit plan
Current service cost 103,545 78,265
Interest cost 45,534 38,670
Interest income for the year (41,471) (38,320)
107,608 78,615

During the next year, the Bank expects to contribute Rs. 124,310 thousand (2016: Rs. 91,420

thousand) to the defined benefit plan.

2017

2016

Rupees in ‘000’

Actual return on plan assets 4,043 52,022

Composition of fair value of plan assets

First Punjab Modaraba certificates 23,861 50,718

Cash at bank 539,665 426,565
563,526 477,283

Sensitivity analysis

Sensitivity analysis has been performed by varying one assumption keeping all other assumptions
constant and calculating the impact on the present value of the defined benefit obligations. The
increase / (decrease) in the present value of defined benefit obligations as a result of change in

discount rate and salary growth is summarized below:
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2017

2016
Rupees in ‘000’

Increase in discount rate by 1%

Decrease in discount rate by 1%

Increase in expected future increment in salary by 1%
Decrease in expected future increment in salary by 1%

2017

2016

697,803
868,303
868,303
696,414

2015

561,312
663,907
663,907
550,469

37.1.2 Reconciliation of net liability recognized for gratuity for the five years are as follows:

2014 2013

Rupees in ‘000’

Present value of defined benefit obligation 777,084

599,144 457,730 420,106 343,541

Fair value of plan assets (563,526) (477,283) (426,280) (358,518) (283,186)
Benefit payments payable 20,283 21,374 16,567 14,802 11,115

233,841 143,235 48,017 76,390 71,470
Actuarial gains / (losses) on obligation (88,804) (80,605) 44,927 10,766 7,969
Actuarial gains / (losses) on assets (37,428) 13,702 (15,577) (8,253) 422

37.1.3Compensated absences

The Bank makes annual provision in these unconsolidated financial statements for its liabilities towards
vested compensated absences accumulated by its employees on the basis of actuarial valuation.
The employees of the Bank are entitled to take the leave as Leave Preparatory to Retirement (LPR)
immediately before retirement. These leaves are subject to retirees’ un-utilized privilege leave balance
with an upper limit of 180 days. Alternatively, the retiree may receive a lump-sum cash amount equal
to 180 days basic salary at the time of retirement in lieu of LPR of 180 days. Privilege leave accrues at
the rate of 30 days per year. Moreover, any unutilized privilege leaves over 180 days are ignored.

Principal actuarial assumptions

The most recent valuation was carried out at December 31, 2017. The principal assumptions used

in the valuation were as follows:

2017 2016
Discount rate 8.25% 8.00%
Expected rate of eligible salary increase in future years 7.25% 7.00%
Average number of leaves accumulated per annum by
the employees (days) 17 17
2017 2016

Rupees in ‘000’

Present value of defined benefit obligation 93,523 91,181
Movement in payable to defined benefit plan

Opening balance 91,181 228,742
Charge for the year 9,860 (136,542)
Benefit paid (7,518) (1,019)
Closing balance 93,523 91,181

AN
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2017 2016
Rupees in ‘000’

Charge for defined benefit plan

Current service cost 4,483 5,594
Interest cost 6,994 20,541
Actuarial gain recognized (1,617) (162,677)

9,860 (136,542)

Sensitivity analysis

Sensitivity analysis has been performed by varying one assumption keeping all other assumptions
constant and calculating the impact on the present value of the defined benefit plan. The increase
/ (decrease) in the present value of defined benefit plan as a result of change in discount rate and
salary growth is summarized below:

2017 2016
Rupees in ‘000’
Increase in discount rate by 1% 87,234 81,931
Decrease in discount rate by 1% 100,879 102,039
Increase in expected future increment in salary by 1% 100,879 102,039
Decrease in expected future increment in salary by 1% 87,124 81,770

37.1.4 Reconciliation of net liability recognized for compensated absences for the five years is as follows:

2017 2016 2015 2014 2013
Rupees in ‘000’

Opening net liability 91,181 228,742 223,672 209,961 193,464
Net charge for the year 2,342 (137,561) 5,070 13,711 16,497

93,523 91,181 228,742 223,672 209,961

Actuarial gain on obligation 1,617 162,677 29,003 33,037 23,689

38. COMPENSATION OF DIRECTORS AND EXECUTIVES

The aggregate amount charged in these unconsolidated financial statements for remuneration,
including benefits to the Chairman, President/Chief Executive Officer, Directors and Executives of
the Bank was as follows:

Chairman President / Directors Executives
Chief Executive

2017 2016 2017 2016 2017 2016 2017 2016

Rupees in ‘000’

Fees 475* 250* - - 3,485 3,375* - -
Managerial remuneration - 62,723 48,887 - 1,056,540 749,843
Bonus - - 34,501 27,059 - - 298,277 203,410
Rent and house maintenance - - 4,838 3,771 - - 409,799 289,256
Utilities 14 111 4,359 3,397 - - 103,082 73,684
Medical 298 456 - 4 - - 102,690 71,630
Other allowances 693 1,357 9,126 2,860 - - 143,615 214,961

1,480 2,174 115,647 85,978 3,485 3,375 2,113,953 1,602,784

Number of persons 1 2 1 1 10 9 1,101 818
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39.

39.1

* This represents fee paid to non-executive directors for attending the Board and its committees
meetings.

Chairman, President/Chief Executive Officer and certain executives are provided with free use of the
Bank’s maintained cars.

In addition to the above, contribution to defined contribution and benefit plans have been made in
accordance with the Bank’s policy. Further, executives are entitled to certain additional benefits in
accordance with the Bank’s policy.

Executive means officers, other than the chief executive and directors, whose basic salary exceeds
five hundred thousand rupees in the financial year.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of quoted securities other than those classified as held to maturity, is based on quoted
market price. Quoted securities classified as held to maturity are carried at cost. The fair value of
unquoted equity securities, other than investments in subsidiary, is determined on the basis of the
break-up value of these investments as per their latest available audited financial statements.

The fair value of unquoted debt securities, fixed term loans, other assets, other liabilities, fixed term
deposits and borrowings cannot be calculated with sufficient reliability due to the absence of a
current and active market for these assets and liabilities and reliable data regarding market rates for
similar instruments.

In the opinion of the management, the fair value of the remaining financial assets and liabilities are
not significantly different from their carrying values since these are either short-term in nature or, in
the case of customer loans and deposits, are frequently reprised.

The Bank measures fair vale using the following fair value hierarchy that reflects the significance of
the inputs used in making the measurements:

Level 1: Fair value measurements using quoted prices (unadjusted) in active markets for identical
assets or liabilities.

Level 2: Fair value measurement using 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 3: Fair value measurements using input for the asset or liability that are not based on observable
market data (i.e.unobservable inputs).

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 categorized:
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2017

Carrying Fair value

value Level 1 Level 2 Level 3 Total

Rupees in ‘000’
On balance sheet financial instruments

Financial assets measured at fair value :

Government securities 235,804,178 - 235,810,323 - 235,810,323
Ordinary shares / certificates of listed companies

and modarabas 1,258,030 1,258,029 - - 1,258,029
Ordinary shares of unlisted company 15,990 - - 15,990 15,990
Preference shares of listed companies - - - - -
Listed term finance certificates 1,331,224 - 1,331,224 - 1,331,224
Subsidiary company 33,747 - - 38,747 33,747

Non Financial assets measured at fair value :

Operating fixed assets (land & building) 5,356,732 - 5,356,732 5,356,732
Non banking assets acquired in satisfaction of claims 8,044,187 - 8,044,187 - 8,044,187

Financial assets not measured at fair value:

Cash and balances with treasury banks 42,477,950 - - - -
Balances with other banks 6,077,383 - - - -
Lendings to financial institutions 24,570,850 - - - -
Investments:

Government securities 252,578 - - - -
Unlisted term finance certificates 6,211,152 - - - -
Advances - net 295,751,721 - - - -
Other assets 7,228,547 - - - -

634,414,269 1,268,029 250,542,466 49,737 251,850,232

Financial liabilities measured at fair value:

Payable to gratuity fund 233,841 233,841 233,841
Provision for employees compensated absences 93,523 93,523 93,523

Financial liabilities not measured at fair value:

Bills payable 3,365,325 - - - -
Borrowings 38,949,362 - - - -
Deposits and other accounts 556,281,156 - - - -
Sub-ordinated loan 4,499,000 - - - -
Other liabilities 16,720,448 - - - -

619,815,291 - - - -

Off balance sheet financial instruments:

Forward purchase of foreign exchange contracts 10,273,009 - 10,273,009 - 10,273,009

Forward sale of foreign exchange contracts 7,952,649 7,952,649 7,952,649
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2016

Carrying Fair value
value Level 1 Level 2 Level 3 Total
Rupees in ‘000’
On balance sheet financial instruments
Financial assets measured at fair value :
Government securities 193,281,455 - 193,281,455 - 193,281,455
Ordinary shares / certificates of listed companies
and modarabas 1,136,049 1,136,049 - - 1,136,049

Ordinary shares of unlisted company 13,051 - - 13,051 13,051
Preference shares of listed companies - - - - -
Listed term finance certificates 1,186,232 - 1,186,232 - 1,186,232
Subsidiary company 27,459 - - 27,459 27,459
Non Financial assets measured at fair value :
Operating fixed assets (land & building) 5,115,995 - 5,115,995 - 5,115,995
Non banking assets acquired in satisfaction of claims 8,337,295 - 8,337,295 - 8,337,295
Financial assets not measured at fair value:
Cash and balances with treasury banks 35,756,024 - - - -
Balances with other banks 3,765,867 - - - -
Lendings to financial institutions 11,562,133 - - - -
Investments: -
Government securities 254,267 - - - -
Unlisted term finance certificates 6,015,763 - - - -
Sale of sukuk to GOP on Bai-Muajjal basis - - - -
Advances - net 262,067,924 - - - -
Other assets 7,038,642 - - - -

535,553,156 1,136,049 207,920,977 40,510 209,097,536
Financial liabilities measured at fair value:
Payable to gratuity fund 91,181 - 91,181 - 91,181
Provision for employees compensated absences 62,183 - 62,183 - 62,183
Financial liabilities not measured at fair value:
Bills payable 4,183,480 - - - -
Borrowings 39,829,134 - - - -
Deposits and other accounts 453,219,740 - - - -
Sub-ordinated loan 4,500,000 - - - -
Other liabilities 15,627,279 - - - -

517,359,633 - - - -
Off balance sheet financial instruments:
Forward purchase of foreign exchange contracts 9,633,165 - 9,633,165 - 9,633,165
Forward sale of foreign exchange contracts 6,931,885 - 6,931,885 - 6,931,885
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40.

SEGMENT DETAILS WITH RESPECT TO BUSINESS ACTIVITIES

The segment analysis with respect to business activity is as follows:-

Trading & Retail Commercial Payment & Agency Total
Sales Banking Banking Settlement Services
Rupees in ‘000
2017
Total income 15674244 4720610 17,907,737 631,010 108617 39,042,218
Total expenses 1610353 3,791,447 38,338,360 - - 43,740,160
Inter segment (cost) / revenue transfer (7,114,130) 992,464 6,121,666 - - -
Income taxes - - - - - (1,375,887)
Net income / (loss) 6,949,761 1,921,627 (14308957) 631,010 108617 (3,322,055)
Segment assets (gross) 315,310,037 48,040,922 323,223,191 631,010 - 686,574,150
Segment non performing loans / investments 3,145,348 1,877,200 49,073,791 - - 54,096,339
Segment specific provision required 3145348 2,017,165 43,966,528 - - 49,129,041
Segment liabilities 36,730,029 84,193,746 498,891,516 - - 619,815,291
Segment retumn on net assets (ROA) (%) 6.96% 11.64% 8.15%
Segment cost of funds (%) 5.50% 6.00% 5.74%
2016
Total income 15,402,926 4,544,097 14,447,716 490,413 83,766 34,968,918
Total expenses 2,038,440 3,748,461 21,132,076 - - 26,918,977
Inter segment (cost) / revenue transfer (6,024,670) 911,120 5,113,550 - - -
Income taxes - - - - - 3,191,587
Net income / (loss) 7,339,816 1,706,756 (1,570,810) 490,413 83,766 4,858,354
Segment assets (gross) 251,460,477 48,490,004 271,095,157 - - 571,045,638
Segment non performing loans / investments 3,115,470 2,209,022 52,744,531 - - 58,069,023
Segment specific provision required 3,068,083 1,668,986 29,793,974 - - 34,531,043
Segment liabilities 30,687,355 77,503,469 409,168,809 - - 517,359,633
Segment return on net assets (ROA) (%) 8.49% 11.35% 8.67%
Segment cost of funds (%) 6.09% 6.25% 6.01%
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41. RELATED PARTY TRANSACTIONS

Related parties comprise subsidiary, key management personnel and entities in which key
management personnel are office holders / members. The Bank in the normal course of business
carries out transactions with various related parties on arm’s length basis. Amounts due from and due
to related parties are shown under receivables and payables. Amounts due from key management
personnel are shown under receivables and remuneration of key management personnel is disclosed
in Note 11.8 and Note 38 respectively. In addition key management personnel are paid terminal and
short-term terminal benefits.

2017 2016
Key Subsidiary Employee Others Key Subsidiary Employee  Others
management company funds management company funds
personnel and managed personnel and managed
modaraba modaraba
Rupees in ‘000 Rupees in ‘000

Advances
Opening balance 114,850 1,078,614 - - 117,456 855,445 - -
Loans granted during the year 148,720 850,263 - - 38,064 932,466 - -
Repayments received during the year (81,441) (729,830) - - (40,670) (709,297) - -
Closing balance 182,129 1,199,047 - - 114,850 1,078,614 - -
Deposits
Opening balance 28,730 56,238 2,459,349 51,488 18,544 52,651 2,317,942 262,770
Placements made during the year 516,407 1,143,576 633,557 22,813,261 305,191 1,157,283 455,520 1,324,912
Withdrawals during the year (620,723) (1,101,616) (322,378) (22,608,689) (295,005) (1,153,696) (314,113) (1,5636,194)
Closing balance 24,414 98,198 2,770,528 256,060 28,730 56,238 2,459,349 51,488
Investment - at cost - 164,945 - - - 164,945 - -
Placements - 400,000 - - - 300,000 - -
Transactions during the year :
Mark-up/return earned 7,539 90,978 - - 6,798 71,735 - -
Mark-up/interest expensed 578 - 147,814 4,832 497 - 136,089 2,325
Reversal of provision - investments - (6,288) - - - - - -
Reversal of provision - advances - (213,603) - - - - - -
Contribution to employees funds - - 131,458 - - - 94,920 -
Sale of building - - - 78,637 - - - -
Net profit on sale of property

and equipment - - - 6,505 - - - -

41.1 Balances pertaining to parties that were related at the beginning of the year but ceased to be so
related during any part of the current year are not reflected as part of the closing balance. The same
are accounted for through movement presented above.

41.2  The GoPb holds controlling interest (57.47% shareholding) in the Bank and therefore entities which
are owned and / or controlled by the GoPb, or where the GoPb may exercise significant influence,
are related parties of the Bank.

The Bank in the ordinary course of business enters into transaction with Government- related
entities. Such transactions include lending to, deposits from and provision of other banking services
to Government-related entities.

As at Statement of Financial Position date the loans and advances, deposits and contingencies
relating to GoPb and its related entities amounted to Rs. 44,641,720 thousand (2016: Rs.
40,923,548 thousand), Rs. 289,679,475 thousand (2016: Rs. 212,000,928 thousand) and Rs.
25,792,141 thousand (2016: Rs. 11,471,482 thousand) respectively. Further, during the year, the
Bank has incurred markup expense of Rs. 125,000 thousand (2016: Rs. 126,945 thousand) on
subordinated loan of Rs. 2,000,000 thousand received from GoPb in year 2014.
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42. CAPITAL ADEQUACY
42.1 Scope of application

The Bank is the only entity in the Group to which Basel framework is applicable. The subsidiaries of
the Bank are included in the consolidated financial statements.

42.2 Capital adequacy

The Basel Framework for a capital adequacy is applicable to the Bank both at the consolidated level
(including the subsidiary) and on a stand alone basis. The Bank’s policy is to maintain strong capital
base so as to maintain, investor, creditor and market confidence and to sustain future business
developments. The adequacy of the Bank’s capital is monitored using, among other measures,
the rules and ratios established by the SBP. The ratio compares the amount of eligible capital with
the total of risk-weighted assets. The Bank monitors and reports its capital ratios under SBP rules,
which ultimately determine the regulatory capital required to be maintained by Banks and DFls.

In addition, the SBP requires that the paid up capital of locally incorporated banks should be raised
to Rs. 10 billion by December 31, 2013 in a phased manner. The paid-up capital requirement (net of
losses) as at December 31, 2017 is Rs.10.0 billion. The paid-up capital (net of losses) of the Bank
amounts to Rs. 23,630,485 thousand (2016 : Rs. 24,247,585 thousand).

The SBP requires that banks doing business in Pakistan should maintain regulatory capital for
credit, market, and operational risks, the amount of which should at least be equal to 11.275% of
their risk weighted assets. The Bank’s capital adequacy ratio as at December 31, 2017 under Basel
lllis 9.73%.

The capital adequacy ratio of the Bank was subject to Basel lll capital adequacy guidelines stipulated
by the SBP through its circular BPRD Circular No. 06 of 2013 dated August 15, 2013. These
instructions are effective from December 31, 2013 in a phased manner with full implementation
intended by December 31, 2019. Under Basel Ill guidelines banks are required to maintain the
following ratios on an ongoing basis.

Phase-in arrangement and full implementation of the minimum capital requirements:

vearend DeﬁZn(:[)er
Sr.No.| Ratio 2013 2014 2015 2016 2017 2018 2019
1 CETH 5.00% | 5.50% | 6.00% | 6.00% | 6.00% | 6.00% 6.00%
2 ADT-1 1.50% | 1.50% | 1.50% | 1.50% | 1.50% | 1.50% 1.50%
3 Tier-1 6.50% | 7.00% | 7.50% | 7.50% | 7.50% | 7.50% 7.50%
4 Total capital 10.00% | 10.00%/| 10.00% | 10.00% | 10.00% | 10.00% 10.00%
5 CCB (consisting of CET1 only) | 0.00% | 0.00% | 0.25% | 0.65% | 1.275% | 1.90% 2.50%
6 Total capital plus CCB 10.00% | 10.00% | 10.25% | 10.65% | 11.275%| 11.90% 12.50%

The SBP’s regulatory capital as managed by the Bank is analyzed into following tiers:

. Tier | capital (CET1), which comprises of highest quality capital element and include fully paid up
capital, share premium, reserve for bonus shares, general reserves and accumulated losses.

. Additional Tier | capital (ADT-I), which includes perpetual non-cumulative preference shares
and its premium after all regulatory adjustments applicable on ADT-I.
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. Tier Il capital, which includes subordinated debt / instruments and its premium, general
reserve for loan losses (up to a maximum of 1.25% of CRWA), net of tax revaluation reserves
of fixed assets and investments, exchange translation reserves after all regulatory adjustments
applicable on Tier-2.

. Tier lll capital, which includes short term sub-ordinated debts. This capital is solely for the
purpose of meeting a proportion of the capital requirements for market risk.

Various limits are applied to elements of the capital base. Qualifying Tier Il and Tier lll capital cannot
exceed the Tier | capital. There is also restriction on the amount of general reserve for loan losses
upto 1.25 % of total risk weighted assets. Sub-ordinated debts cannot exceed 50 % of Tier | capital.
Further tier Ill capital cannot exceed 250 % of Tier | capital.

The Bank calculates capital requirement as per regulatory framework, using the following approaches:
Credit risk

Market risk
Operational risk

Standardized Approach
Standardized Approach

Basic Indicator Approach

Basel-lll Framework enables a more risk-sensitive regulatory capital calculation to promote long
term viability of the Bank.
2017 2016

Note Rupees in ‘000’

42.3 Capital adequacy return
Common Equity Tier 1 capital (CET1): Instruments
and reserves
1 Fully paid-up capital / capital deposited with SBP 26,436,924 15,551,132
2 Balance in share premium account and share deposit money 2,215,040 7,037,882
3 Reserve for issue of bonus shares = -
4 Discount on issue of shares (263,158) (263,158)
5 General / Statutory reserves 1,262,791 1,262,791
6 Gain / (Losses) on derivatives held as Cash Flow Hedge - -
7 (Accumulated losses) / unappropriated profit (2,806,439) 658,938
8 Minority Interests arising from CET1 capital instruments
issued to third parties by consolidated bank subsidiaries
(@amount allowed in CET1 capital of the consolidation group) = -
9 CET 1 before Regulatory Adjustments 26,845,158 24,247,585
10  Total regulatory adjustments applied to CET1 42.3.1 6,770,002 2,564,269
11 Common Equity Tier 1 20,075,156 21,683,316
Additional Tier 1 (AT 1) Capital
12 Qualifying Additional Tier-1 capital instruments plus any
related share premium - -
13 of which: Classified as equity - -
14 of which: Classified as liabilities - -
15 Additional Tier-1 capital instruments issued to third parties
by consolidated subsidiaries (amount allowed in group AT 1) - -
16 of which: instrument issued by subsidiaries subject
to phase out - -
17 AT1 before regulatory adjustments - -
18 Total regulatory adjustment applied to AT1 capital 42.3.2 - -
19 Additional Tier 1 capital after regulatory adjustments - -
20  Additional Tier 1 capital recognized for capital adequacy - -

AN
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2017 2016
Note Rupees in ‘000’
21 Tier 1 Capital (CET1 + admissible AT1) (11+20) 20,075,156 21,683,316
Tier 2 Capital
22 Qualifying Tier 2 capital instruments under Basel lll plus
any related share premium 3,699,000 4,100,000
23  Tier 2 capital instruments subject to phase-out
arrangement issued under pre-Basel Il rules - -
24 Tier 2 capital instruments issued to third parties by
consolidated subsidiaries (amount allowed in group tier 2) - -
25 of which: instruments issued by subsidiaries
subject to phase out - -
26 General provisions or general reserves for loan losses-up
to maximum of 1.25% of Credit risk weighted assets 425,283 390,971
27 Revaluation reserves (net of taxes) 1,681,730 2,163,009
28 of which: Revaluation reserves on fixed assets 1,727,873 1,552,832
29 of which: Unrealized gains / losses on AFS (46,143) 610,177
30  Foreign Exchange Translation Reserves - -
31 Undisclosed / Other Reserves (if any) - -
32 T2 before regulatory adjustments 5,806,013 6,653,980
33  Total regulatory adjustment applied to T2 capital 42.3.3 210,336 -
34  Tier 2 capital (T2) after regulatory adjustments - -
35  Tier 2 capital recognized for capital adequacy - -
36 Portion of Additional Tier 1 capital recognized in Tier 2 capital 4,219 6,865
37  Total Tier 2 capital admissible for capital adequacy 5,591,458 6,647,115
38  TOTAL CAPITAL (T1 + admissible T2) (21+37) 25,666,614 28,330,431
39  Total Risk Weighted Assets (RWA) 42.6 263,805,172 230,695,761
Capital Ratios and buffers (in percentage of
risk weighted assets)
40  CET1 to total RWA 7.61% 9.40%
41 Tier-1 capital to total RWA 7.61% 9.40%
42 Total capital to total RWA 9.73% 12.28%
43 Bank specific buffer requirement (minimum CET1
requirement plus capital conservation buffer plus
any other buffer requirement) 7.275% 6.65%
44 of which: capital conservation buffer requirement 1.275% 0.65%
45 of which: countercyclical buffer requirement - -
46 of which: D-SIB or G-SIB buffer requirement - -
47  CET1 available to meet buffers (as a percentage of
risk weighted assets) 0.33% 2.75%
National minimum capital requirements prescribed by SBP
48  CET1 minimum ratio 6.00% 6.00%
49  Tier 1 minimum ratio 7.50% 7.50%
50  Total capital minimum ratio 11.275% 10.65%
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2017 2016
Rupees in ‘000’
Amount
subject to
Amount Pre-Basel
Il treatment

Regulatory Adjustments and Additional Information
42.3.1 Common Equity Tier 1 capital: Regulatory adjustments
1 Goodwill (net of related deferred tax liability) 585,770 - 394,417
2 All other intangibles (net of any associated deferred tax liability) 43,392 - 42,220
3 Shortfall in provisions against classified assets - - -
4 Deferred tax assets that rely on future profitability excluding those

arising from temporary differences (net of related tax liability) - - -
5 Defined-benefit pension fund net assets
6 Reciprocal cross holdings in CET1 capital instruments of banking,

financial and insurance entities 55,281 - 67,797
7 Cash flow hedge reserve
8 Investment in own shares/ CET1 instruments - - -
9 Securitization gain on sale - - -
10 Capital shortfall of regulated subsidiaries - - -
11 Deficit on account of revaluation from bank’s holdings of fixed assets/ AFS - - -
12 Investments in the capital instruments of banking, financial and

insurance entities that are outside the scope of regulatory

consolidation, where the bank does not own more than 10% of the

issued share capital (amount above 10% threshold) - - -
13 Significant investments in the common stocks of banking, financial

and insurance entities that are outside the scope of regulatory

consolidation (amount above 10% threshold) - - -
14 Deferred Tax Assets arising from temporary differences (@amount

above 10% threshold, net of related tax liability) 6,081,340 8,108,452 2,052,970
15 Amount exceeding 15% threshold
16 of which: significant investments in the common stocks of financial entities - - -
17 of which: deferred tax assets arising from temporary differences - - -
18 National specific regulatory adjustments applied to CET1 capital - - -
19 Investments in TFCs of other banks exceeding the prescribed limit - - -
20 Any other deduction specified by SBP (mention details) - - -
21 Adjustment to CET1 due to insufficient AT1 and Tier 2 to cover deductions 4,219 - 6,865
22 Total regulatory adjustments applied to CET1 (sum of 1 to 21) 6,770,002 2,564,269
42.3.2 Additional Tier-1 & Tier-1 Capital: regulatory adjustments
23 Investment in mutual funds exceeding the prescribed limit

[SBP specific adjustment] - - -
24 Investment in own AT1 capital instruments = = -
25 Reciprocal cross holdings in Additional Tier 1 capital instruments of

banking, financial and insurance entities = - -
26 Investments in the capital instruments of banking, financial and

insurance entities that are outside the scope of regulatory

consolidation, where the bank does not own more than 10% of the

issued share capital (amount above 10% threshold) - - -
27 Significant investments in the capital instruments of banking,

financial and insurance entities that are outside the scope of

regulatory consolidation - - -
28 Portion of deduction applied 50:50 to Tier-1 and Tier-2 capital

based on pre-Basel lll treatment which, during transitional period,

remain subject to deduction from additional tier-1 capital - - -
29 Adjustments to Additional Tier 1 due to insufficient Tier 2 to

cover deductions = -
30 Total regulatory adjustment applied to AT1 capital (sum of 23 to 29) - -

AN
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2017

2016

Rupees in

‘000’

42.3.3
31

32

33
34

35

Tier 2 Capital: regulatory adjustments

Portion of deduction applied 50:50 to Tier-1 and Tier-2 capital
based on pre-Basel lll treatment which, during transitional period,
remain subject to deduction from tier-2 capital

Reciprocal cross holdings in Tier 2 instruments of banking, financial
and insurance entities

Investment in own Tier 2 capital instrument

Investments in the capital instruments of banking, financial and
insurance entities that are outside the scope of regulatory
consolidation, where the bank does not own more than 10% of the
issued share capital (amount above 10% threshold)

Significant investments in the capital instruments issued by banking,
financial and insurance entities that are outside the scope

of regulatory consolidation

Amount

Amount
subject to
Pre-Basel

lll treatment

4,219

210,336

6,865

36

Total regulatory adjustment applied to T2 capital (sum of 31 to 35)

214,555

6,865

42.3.4

38
39
40
41

42
43

44

Additional Information
Risk weighted assets subject to pre-Basel lll treatment
Risk weighted assets in respect of deduction items (which during
the transitional period will be risk weighted subject to
Pre-Basel lll Treatment)
of which: deferred tax assets
of which: Defined-benefit pension fund net assets
of which: Recognized portion of investment in capital of
banking, financial and insurance entities where holding is less
than 10% of the issued common share capital of the entity
of which: Recognized portion of investment in capital of banking,
financial and insurance entities where holding is more than
10% of the issued common share capital of the entity
Amounts below the thresholds for deduction (before risk weighting)
Non-significant investments in the capital of other financial entities
Significant investments in the common stock of financial entities
Deferred tax assets arising from temporary differences
(net of related tax liability)
Applicable caps on the inclusion of provisions in Tier 2
Provisions eligible for inclusion in Tier 2 in respect of exposures
subject to standardized approach (prior to application of cap)
Cap on inclusion of provisions in Tier 2 under standardized approach
Provisions eligible for inclusion in Tier 2 in respect of exposures
subject to internal ratings-based approach (prior to application of cap)
Cap for inclusion of provisions in Tier 2 under internal
ratings-based approach
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Balance Under
sheet of regulatory
the published scope of
financial consolidation
statements
2017 2017

Rupees in ‘000’

42.4 Capital structure reconciliation

42.4.1 Step 1

Cash and balances with treasury banks 42,477,950 42,477,950
Balances with other banks 6,077,383 6,077,383
Lendings to financial institutions 24,570,850 24,570,850
Investments - net 242,506,452 242,506,452
Advances - net 295,751,721 295,751,721
Operating fixed assets 8,518,887 8,518,887
Deferred tax assets - net 10,724,523 10,724,523
Other assets - net 18,919,285 18,919,285
Total assets 649,547,051 649,547,051
Liabilities & Equity

Bills payable 3,365,325 3,365,325
Borrowings 38,949,362 38,949,362
Deposits and other accounts 556,281,156 556,281,156
Sub-ordinated loan 4,499,000 4,499,000
Liabilities against assets subject to finance lease = =
Deferred tax liabilities - net - -
Other liabilities 16,720,448 16,720,448
Total liabilities 619,815,291 619,815,291
Share capital 26,436,924 26,436,924
Reserves 3,214,673 3,214,673
Accumulated loss (2,806,439) (2,806,439)
Minority Interest = =
Surplus on revaluation of assets - net of tax 2,886,602 2,886,602
Total equity 29,731,760 29,731,760
Total liabilities & equity 649,547,051 649,547,051
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42.4.2 Step 2

Assets
Cash and balances with treasury banks
Balances with other banks
Lending to financial institutions
Investments
of which: Non-significant investments in the capital
instruments of banking, financial and insurance entities
exceeding 10% threshold
of which: significant investments in the capital instruments
issued by banking, financial and insurance entities
exceeding regulatory threshold
of which: Mutual Funds exceeding regulatory threshold
of which: reciprocal crossholding of capital instrument
(separate for CET1, AT1, T2)
of which: others (mention details)
Advances
shortfall in provisions/ excess of total EL amount over
eligible provisions under IRB
general provisions reflected in Tier 2 capital
Fixed Assets
Deferred Tax Assets
of which: DTAs that rely on future profitability excluding
those arising from temporary differences
of which: DTAs arising from temporary differences exceeding
regulatory threshold
Other assets
of which: Goodwill
of which: Intangibles
of which: Defined-benefit pension fund net assets

Total assets

Liabilities & Equity
Bills payable
Borrowings
Deposits and other accounts
Sub-ordinated loans
of which: eligible for inclusion in AT1
of which: eligible for inclusion in Tier 2
Liabilities against assets subject to finance lease
Deferred tax liabilities
of which: DTLs related to gooadwill
of which: DTLs related to intangible assets
of which: DTLs related to defined pension fund net assets
of which: other deferred tax liabilities
Other liabilities

Total liabilities

BOP | Annual Report 2017

Balance Under
sheet as in regulatory
published scope of  |Reference
financial consolidation
statements
2017 2017
Rupees in ‘000’
42,477,950 42,477,950
6,077,383 6,077,383
24,570,850 24,570,850
242,506,452 242,506,452
- - a
- - b
- - @
55,281 55,281 d
e
295,751,721 295,751,721
f
425,283 425,283 g
8,518,887 8,518,887
10,724,523 10,724,523
- - h
10,724,523 10,724,523 [
18,919,285 18,919,285
585,770 585,770 j
43,392 43,392 k
- - |
649,547,051 649,547,051
3,365,325 3,365,325
38,949,362 38,949,362
556,281,156 556,281,156
4,499,000 4,499,000
- - m
3,699,000 3,699,000 n
- - 0
- - P
- - g
- - r
16,720,448 16,720,448
619,815,291 619,815,291

18

AN



Share capital
of which: amount eligible for CET1
of which: amount eligible for AT1
Reserves
of which: portion eligible for inclusion in CET1(provide breakup)
of which: portion eligible for inclusion in Tier 2
Accumulated loss
Minority Interest
of which: portion eligible for inclusion in CET1
of which: portion eligible for inclusion in AT1
of which: portion eligible for inclusion in Tier 2
Surplus on revaluation of assets
of which: Revaluation reserves on Fixed Assets
of which: Unrealized Gains/Losses on AFS
In case of Deficit on revaluation (deduction from CET1)

Total liabilities & Equity

42.4.3Step 3

N —

~No ok~ W

10
11
12

13
14
15
16
17
18
19

AN

Common Equity Tier 1 capital (CET1): Instruments and reserves

Fully paid-up capital/ capital deposited with SBP

Balance in share premium account, share deposit money

and discount on issue of shares

Reserve for issue of bonus shares

General / Statutory reserves

Gain / (Losses) on derivatives held as Cash Flow Hedge
Accumulated loss

Minority Interests arising from CET1 capital instruments issued
to third parties by consolidated bank subsidiaries (amount
allowed in CET1 capital of the consolidation group)

CET 1 before Regulatory Adjustments

Common Equity Tier 1 capital: Regulatory adjustments
Goodwill (net of related deferred tax liability)

All other intangibles (net of any associated deferred tax liability)
Shortfall of provisions against classified assets

Deferred tax assets that rely on future profitability excluding those
arising from temporary differences (net of related tax liability)
Defined-benefit pension fund net assets

Reciprocal cross holdings in CET1 capital instruments

Cash flow hedge reserve

Investment in own shares / CET1 instruments

Securitization gain on sale

Capital shortfall of regulated subsidiaries

Deficit on account of revaluation from bank’s holdings

of fixed assets/ AFS

Balance Under
sheet as in regulatory
published scope of  |Reference
financial consolidation
statements
2017 2017
Rupees in ‘000’
26,436,924 26,436,924
26,436,924 26,436,924 S
= = t
3,214,673 3,214,673
3,214,673 3,214,673 u
Vv
(2,806,439) (2,806,439) w
- - X
- - Yy
- - z
2,886,602 2,886,602
2,003,331 2,003,331 aa
(563,499) (563,499)
- - ab
649,547,051 649,547,051
26,436,924
1,951,882 (s)
1,262,791
(u)
(2,806,439) (w)
)
26,845,158
585,770 (i) - (0)
43,392 K) - (p)
- (f)
- {(h) - (r} " x%
{() - (@} " x%
55,281 (d)
- (ab)
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Component
of regulatory

Source based
on reference

capital number
reported from step2
by bank

2017 2017

Rupees in ‘000’

20

21

22

23
24

25
26
27

28
29

30
31

32
33
34
35

36
37

38
39

40
41

42

43

Investments in the capital instruments of banking, financial
and insurance entities that are outside the scope of regulatory
consolidation, where the bank does not own more than
10% of the issued share capital (amount above 10% threshold)
Significant investments in the capital instruments issued by
banking, financial and insurance entities that are outside the
scope of regulatory consolidation (@amount above 10% threshold)
Deferred Tax Assets arising from temporary differences
(amount above 10% threshold, net of related tax liability)
Amount exceeding 15% threshold

of which: significant investments in the common stocks

of financial entities

of which: deferred tax assets arising from temporary differences
National specific regulatory adjustments applied to CET1 capital

of which: Investment in TFCs of other banks exceeding

the prescribed limit

of which: Any other deduction specified by SBP (mention details)
Regulatory adjustment applied to CET1 due to insufficient AT1
and Tier 2 to cover deductions
Total regulatory adjustments applied to CET1 (sum of 9 to 29)

Common Equity Tier 1

Additional Tier 1 (AT 1) Capital
Qualifying Additional Tier-1 instruments plus any
related share premium
of which: Classified as equity
of which: Classified as liabilities
Additional Tier-1 capital instruments issued by consolidated
subsidiaries and held by third parties (@mount allowed in group AT 1)
of which: instrument issued by subsidiaries subject to phase out
AT1 before regulatory adjustments
Additional Tier 1 Capital: regulatory adjustments
Investment in mutual funds exceeding the prescribed limit
(SBP specific adjustment)
Investment in own AT1 capital instruments
Reciprocal cross holdings in Additional Tier 1 capital instruments
Investments in the capital instruments of banking, financial and
insurance entities that are outside the scope of regulatory
consolidation, where the bank does not own more than
10% of the issued share capital (amount above 10% threshold)
Significant investments in the capital instruments issued by
banking, financial and insurance entities that are outside
the scope of regulatory consolidation
Portion of deduction applied 50:50 to core capital and
supplementary capital based on pre-Basel Il treatment
which, during transitional period, remain subject to
deduction from tier-1 capital
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(@) - (ac) - (ae)

-1 (b) - (ad) - (af)

6,081,340 (i)
4,219
20,075,156

- (t)

- (m)

- v)

- (ac)

- (ad)
4,219
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Component
of regulatory

Source based
on reference

capital number
reported from step2
by bank

2017 2017

Rupees in ‘000’

44

45

46
47

48

49
50
51
52
53
54
55
56
57
58
59

60

61
62
63

64

65

66
67
68
69

70

AN

Regulatory adjustments applied to Additional Tier 1 due to
insufficient Tier 2 to cover deductions

Total of Regulatory Adjustment applied to AT1 capital
(sum of 38 to 44)

Additional Tier 1 capital

Additional Tier 1 capital recognized for capital adequacy

Tier 1 Capital (CET1 + admissible AT1) (31+47)

Tier 2 Capital
Qualifying Tier 2 capital instruments under Basel lll plus any
related share premium
Capital instruments subject to phase out arrangement from
tier 2 (Pre-Basel Ill instruments)
Tier 2 capital instruments issued to third party by
consolidated subsidiaries (amount allowed in group tier 2)
of which: instruments issued by subsidiaries subject
to phase out
General Provisions or general reserves for loan losses-up
to maximum of 1.25% of Credit Risk Weighted Assets
Revaluation Reserves
of which: Revaluation reserves on fixed assets
of which: Unrealized Gains/Losses on AFS
Foreign Exchange Translation Reserves
Undisclosed/Other Reserves (if any)
T2 before regulatory adjustments
Tier 2 Capital: regulatory adjustments
Portion of deduction applied 50:50 to core capital and
supplementary capital based on pre-Basel Ill treatment which,
during transitional period, remain subject to deduction
from tier-2 capital
Reciprocal cross holdings in Tier 2 instruments
Investment in own Tier 2 capital instrument
Investments in the capital instruments of banking, financial
and insurance entities that are outside the scope of regulatory
consolidation, where the bank does not own more than 10%
of the issued share capital (amount above 10% threshold)
Significant investments in the capital instruments issued by
banking, financial and insurance entities that are outside the
scope of regulatory consolidation
Amount of Regulatory Adjustment applied to T2 capital
(sum of 60 to 64)
Tier 2 capital (T2)
Tier 2 capital recognized for capital adequacy
Excess Additional Tier 1 capital recognized in Tier 2 capital
Total Tier 2 capital admissible for capital adequacy

TOTAL CAPITAL (T1 + admissible T2) (48+69)

4,219

20,075,156

3,699,000

425,283
1,681,730
1,727,873

(46,143)

5,806,013

4,219
210,336

5,691,458

@)

portion of (aa)

)

25,666,614
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42.5 Main features template of regulatory capital instruments

Sr. . Sub-ordinated Loan -
No. Main Features Common Shares Sub-odinated Loan - Privately place term finance
Government certificates
1 Issuer The Bank of Punjab The Bank of Punjab The Bank of Punjab
2 Unique identifier (e.g. KSE Symbol or BOP BOP BOP-PPTFCs
Bloomberg identifier etc.)
3  Governing law(s) of the instrument Capital Market Law Relevant rules and Relevant rules and regulations
Regulatory treatment regulations
4 Transitional Basel Il rules Common equity Tier 1 Tier 2 Capital Instruments ~ Tier 2 Capital Instruments
5 Post-transitional Basel lll rules Common equity Tier 1 Tier 2 Capital Instruments ~ Tier 2 Capital Instruments
6 Eligible at solo/ group/ group & solo Standalone and group Standalone and group  Standalone and group
7 Instrument type Common shares Debt Debt
8  Amount recognized in regulatory capital 26,436,924 1,200,000 2,499,000
(Currency in PKR thousands, as of
reporting date)
9  Par value of instrument PKR 10 Not applicable PKR 100,000
10 Accounting classification Shareholder equity Sub-ordinated Loan Privately Placed Term Finance
Certificates
11 Original date of issuance 1990 2014 2016
12  Perpetual or dated Perpetual Dated Dated
13 Original maturity date No maturity 07 years from date of 10 years from date of
disbursement disbursement
14 Issuer call subject to prior supervisory No Yes Yes
approval
15 Optional call date, contingent call dates Not applicable After 5 years After 5 years
and redemption amount
16 Subsequent call dates, if applicable Not applicable Not applicable Not applicable
Coupons / dividends
17 Fixed or floating dividend/ coupon Not applicable Floating Floating
18 Coupon rate and any related index/ Not applicable Average SBP discount 6 month ask side KIBOR plus
benchmark rate 100 bps
19 Existence of a dividend / coupon stopper  No Yes Yes
20 Fully discretionary, partially discretionary Fully discretionary Mandatory Mandatory
or mandatory
21 Existence of step up or other incentiveto No No No
redeem
22 Noncumulative or cumulative Not applicable No No
23  Convertible or non-convertible Non-convertible May be converted May be converted on discretion
subject to consent of  of SBP upon occurrence of a
parties and necessary  point of non-viability (‘PONV”)
regulatory approvals.  event as defined in the Basel Il
guidelines.
24 If convertible, conversion trigger (s) Not applicable At the option of issuer  Upon occurrence of a point of
after 05 years non-viability (“PONV”) event
as defined in the Basel lll
guidelines.
25 If convertible, fully or partially Not applicable Fully Fully or partially
26 If convertible, conversion rate Not applicable Rs. 15 per share Market value of shares at the
date of trigger of PONV as
declared by the SBP.
27 If convertible, mandatory or optional Not applicable Optional Optional
conversion
28 If convertible, specify instrument type Not applicable Ordinary shares Ordinary shares
convertible into
29 If convertible, specify issuer of instrument  Not applicable BOP common shares BOP common shares
it converts into
30 Write-down feature Not applicable Yes Yes
31 If write-down, write-down trigger(s) Not applicable Not applicable Not applicable
32 If write-down, full or partial Not applicable Not applicable Not applicable
33 If write-down, permanent or temporary Not applicable Permanent Permanent
34 If temporary write-down, description  Not applicable Not applicable Not applicable
of write-up mechanism
35 Position in subordination hierarchy in Not applicable Ranked inferior to all Ranked inferior to all other
liquidation (specify instrument type other debts of the Bank  debts of the Bank including
immediately senior to instrument including deposits deposits
36 Non-compliant transitioned features No No No
37 If yes, specify non-compliant features Not applicable Not applicable Not applicable
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42.6 Risk Weighted Assets

The capital requirements for the banking group as per the major risk categories should be indicated

in the manner given below:-
Capital Requirements Risk Weighted Assets
2017 2016 2017 2016

Rupees in ‘000

Credit Risk

On-Balance sheet
Portfolios subject to standardized approach (Comprehensive,

Cash & cash equivalents - - - -
Sovereign 7,660 6,621 67,941 66,205
Public sector entities 326,473 312,263 2,895,544|| 3,122,633
Banks 704,005 379,368 6,243,950| | 3,793,677
Corporate 13,232,470/ | 10,992,332 | |117,361,153| 109,923,320
Retail 4,141,488 || 2,784,929 || 36,731,598/ 27,849,288
Residential mortgages 86,944 68,531 771,121 685,305
Past due loans 643,828 795,801 5,710,222| | 7,958,009
Deferred tax assets 965,962 798,876 8,567,292 7,988,759
Operating fixed assets 889,566 725,604 7,889,722 7,256,044
Significant investment (250%) Punjab Modaraba Services 7,134 3,432 63,275 34,322
Other assets 2,133,149 1,814,726 || 18,919,285|| 18,147,262

23,138,679 18,682,483 205,221,103 186,824,824
Off-Balance sheet
Non-market related:

Financial guarantees, acceptances, performance related
commitments, trade related etc. 2,809,949 || 1,511,836 ||24,921,942 || 15,118,364
Market related:
Foreign Exchange contracts/ derivatives etc. 11,754 7,031 104,252 70,313

2,821,703 1,618,867 25,026,194 15,188,677
Equity Exposure Risk in the Banking Book
Under simple risk weight method
Listed, Unlisted 78,353 69,643 694,927 696,426
Under Internal models approach

78,353 69,643 694,927 696,426
Market Risk
Capital Requirement for portfolios subject to
Standardized Approach
Interest rate risk 36,923 54,732 461,533 684,150
Equity position risk 192,440 179,981 2,405,500 2,249,763
Foreign Exchange risk 22,748 10,894 284,350 136,175

252,111 245,607 3,151,383 3,070,088

Capital Requirement for portfolios subject to Basic
Indicator Approach

Operational Risk
Capital Requirement for operational risks 2,356,925 1,993,260 29,711,565 24,915,746

Total 28,647,771 22,509,860 263,805,172 230,695,761

Based on minimum capital requirement of 11.275%, the capital required on total risk weighted assets of the Bank is
Rs. 29,744,033 thousand.

Capital Adequacy Ratios 2017 2017 2016 2016

Required Actual Required Actual
CET1 to total RWA 6.00% 7.61% 6.00% 9.40%
Tier-1 capital to total RWA 7.50% 7.61% 7.50% 9.40%
Total capital to total RWA 11.275% 9.73% 10.65% 12.28%
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43.1.2Segment by sector

2017
Advances (gross) Deposits Contingencies and
commitments
Rupees Percent Rupees Percent Rupees Percent
in ‘000 in ‘000 in ‘000
Public Sector / Government 84,803,242 24.82 318,267,479 57.21 28,224,710 28.19
Private 256,932,173 75.18 238,013,677 42.79 71,904,102 71.81
341,735,415 100.00 556,281,156 100.00 100,128,812 100.00
43.1.3 Details of non-performing advances and specific provisions by class of business segment
2017 2016
Rupees in ‘000
Classified  Specific  Classified Specific
advances  provision advances provision
held held
Agribusiness 1,093,133 980,709 1,485,793 1,055,562
Textile and ginning 25,166,034 21,515,377 25,228,696 13,378,356
Cement 1,423,102 1,098,962 1,547,291 1,129,044
Sugar 1,168,346 1,168,346 1,805,281 1,181,462
Financial 360,889 360,889 1,394,009 39,328
Construction and real estate 1,715,512 1,598,666 2,088,907 1,787,691
QOiland gas 220,294 220,294 80,252 76,671
Auto and allied 1,999,227 1,999,227 1,998,230 1,540,329
Food and allied 2,765,718 2,427,574 3,505,840 2,115,173
Chemical and pharmaceuticals 155,751 107,872 123,695 86,122
Fertilizers 86,174 81,074 87,966 67,662
Cable, electrical and engineering 1,998,806 1,992,999 2,044,754 166,339
Production and transmission of energy 1,649,640 1,549,640 1,548,271 509,495
Transport, storage and communication 243,674 160,552 260,327 151,903
Government:
- Public sector enterprises - - - -
- Federal and Provincial Governments - - - -
Individuals 681,997 516,196 564,768 442,707
Trading and commerce 6,600,885 6,269,901 6,951,959 4,381,365
Services 1,150,730 1,081,338 1,722,082 1,583,620
Others 2,571,080 2,428,795 2,515,432 1,770,131
50,950,992 45,558,411 54,953,553 31,462,960
43.1.4 Details of non-performing advances and specific provisions by sector
Public Sector / Government - - - -
Private 50,950,992 45,558,411 54,953,553 31,462,960
50,950,992 45,558,411 54,953,553 31,462,960

43.1.5Geographical segment analysis

A geographical segment analysis has not been presented since the Bank’s operations are restricted

to Pakistan only.

AN

Annual Report 2017 | BOP

125



43.1.6 Credit risk - general disclosures

The Bank follows the standardized approach for its credit risk exposures, which sets out fixed risk
weights corresponding to external credit rating or type of exposure, whichever is applicable.

Under standardized approach, the capital requirement is based on the credit rating assigned to
the counterparties by the External Credit Assessment Institutions (ECAIs) duly recognized by SBP
for capital adequacy purposes. Bank utilizes, wherever available, the credit ratings assigned by the
SBP recognized ECAIs, viz. PACRA (Pakistan Credit Rating Agency), JCR-VIS (Japan Credit Rating
Company- Vital Information Systems), Fitch Moody’s and Standard & Poor’s . Credit rating data for
advances is obtained from recognized ECAIls and then mapped to SBP’s rating grades.

Type of exposures & ECAIls used

Exposures JCR-VIS PACRA S&P Moody’s | Fitch
Corporate J J

Banks J J J J J
Sovereigns J

PSEs J J

SMEs J J

Mapping to SBP rating grades

For all credit exposures, the selected ratings are translated to the standard rating grades given by the
SBP. The mapping tables used for converting ECAI ratings to SBP rating grades are given below:

Long term ratings grades mapping

SBP rating grade Fitch Moody’s| S &P PACRA |JCR-VIS | ECA Scores
1 AAA Aaa AAA AAA AAA 0
AA+ Aal AA+ AA+ AA+ 1
AA Aa2 AA AA AA
AA- Aa3 AA- AA- AA-
2 A+ A1 A+ A+ A+ 2
A A2 A A A
A- A3 A- A- A-
3 BBB+ Baa1 BBB+ BBB+ BBB+ 3
BBB Baa? BBB BBB BBB
BBB- Baa3 BBB- BBB- BBB-
4 BB+ Ba1 BB+ BB+ BB+ 4
BB Ba2 BB BB BB
BB- Ba3 BB- BB- BB-
5 B+ B1 B+ B+ B+ 5
B B2 B B B 6
B- B3 B- B- B-
6 CCC+ Caat CCC+ CCC+ CCC+ 7
andbelow | and below | and below| and below | and below
Short term rating grades mapping
SBP rating grade Fitch Moody’s | S &P PACRA |JCR-VIS
S1 F1 P-1 A-1+ A-1+ A-1+
S F1 P-1 A-1 A-1 A-1
S2 F2 P-2 A-2 A-2 A-2
S3 F3 P-3 A-3 A-3 A-3
S4 Others Others Others | Others | Others
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Credit exposures subject to standardized approach

2017 2016
Exposures Rating Amount Deduction Net Amount Deduction Net
outstanding CRM amount | outstanding CRM amount
Rupees in ‘000

Corporate 1 14,901,614 | (6,422,459) | 8,479,155 11,015824| (5,945,511) 5,070,313
2 32,477,218 (653,644) | 31,923,574| 13,199,705 (9,662) 13,190,043
34 1,343,893 (600) 1,343,293 1,105,922 - 1,105,922
5,6 - - - - - -
Unrated-1 44,064,831 | (14,382,719) | 29,682,112 38,895,144 - 38,895,144
Unrated-2 63,567,013 | (2,309,411) | 61,257,602| 56,902,534| (4,313,151) 52,589,383
Bank 1 35,587,834 | (5,148215) | 30,439,619| 22,049,175| (3,198,867) 18,850,308
2,3 - - - - - -
45 807,143 (495,090) 312,053 47,230 - 47,230
6 - - - - - -
Unrated - - - - - -
Public sector enterprises 1 13,633,719 - | 13,633,719 12,344,847 - 12,344,847
in Pakistan 2,3 - - - - - -
4,5 - - - - -
6 - - - - -
Unrated 39,837,010 | (39,499,409 337,601 33,497,807 | (32,190,480) 1,307,327
Sovereigns and on Government 0 267,521,999 | (31,007,716) | 236,514,283 | 225,095,437 | (25,850,593)| 199,244,844
of Pakistan or Provisional 1 - - - - - -
Government or SBP or Cash 2 - - - - - -
3 - - - - - -
45 67,941 - 67,941 66,205 - 66,205
6 - - - - - -
Unrated - - - - - -
Listed equity investments 100% 670,942 = 670,942 676,849 - 676,849
Un-listed equity Investrments 150% 15,990 = 15,990 13,051 - 13,051
Non performing 150% 949,788 - 949,7838| 16,326,203| (13,764,101) 2,562,102
loans 100% 4,128,288 - 4,128,288 6,917,707  (2,817,336) 4,100,371
50% 314,506 - 314,506 246,683 217,711) 28,972
Mortgage 35% 2,203,203 - 2,203,203 1,958,013 - 1,958,013
Retalil 75% 55,904,433 |  (6,928,970) | 48975,463| 48,465,400| (11,333,016) 37,132,384
Fixed assets 100% 7,889,722 - 7,889,722 7,256,044 - 7,256,044
Deferred tax assets 100% 2,027,114 = 2,027,114 2,052,969 - 2,052,969
Deferred tax assets 250% 2,616,071 - 2,616,071 2,374,316 - 2,374,316
Significant assets 250% 25,310 25,310 13,729 13,729
Others 100% 18,919,285 -| 18919285, 18,147,262 - 18,147,262
Total 609,474,867 | (106,748,233) | 502,726,634 | 518,668,056| (99,640,428)| 419,027,628

43.1.7 Credit risk: Disclosures with respect to credit risk mitigation for standardized approach

The Bank has adopted comprehensive approach of credit risk mitigation for banking book. Under
this approach cash, lien on deposits, government securities, and eligible securities etc. are
consolidated as eligible collateral. Where the Bank’s exposure to an obligor is secured by eligible
collaterals, the Bank reduces its exposure for the calculation of the capital requirement by the
realizable amount of the collateral, adjusted for any applicable haircuts.

43.1.7.1 Credit risk: Disclosures for portfolio subject to the standardized approach
No credit risk mitigation benefit is taken in the trading book. For each asset class, the risk weights

as specified by the SBP or corresponding to the SBP rating grades are applied to the net amount
for the calculation of risk weighted assets.
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43.1.7.2 Equity position risk in the banking book

The Bank takes proprietary equity positions for both short term and long term trading purposes.
As of December 31, 2017 the composition of equity investments, is as follows:

Held for Available Total
trading for sale
Rs. In ‘000’
Ordinary shares (listed) - net of impairment held - 1,258,029 1,258,029
Ordinary shares (un-listed) - net of impairment held - 49,737 49,737
Preference shares - net of impairment held - - -
Total - 1,307,766 1,307,766

The Bank classify its equity investment portfolio in accordance with the directives of the SBP as
follows:

Investments - Held for trading
Investments — Available for Sale
Investments in subsidiaries

43.1.8 Leverage Ratio

The State Bank of Pakistan (SBP) through its BPRD Circular No. 06 of 2013 has issued instructions
regarding implementation of parallel run of leverage ratio reporting and its components from
December 31, 2013 to December 31, 2017. During this period the final calibration, and any further
adjustments to the definition, will be completed, with a view to set the leverage ratio as a separate
capital standard on December 31, 2018.

The Basel lll leverage ratio is defined as the capital measure (the numerator) divided by the exposure

measure (the denominator), with this ratio expressed as a percentage:

Leverage Ratio = Tier 1 capital (after related deductions) / Total Exposure

As at December 31, 2017 the Bank’s Leverage ratio stood at 2.57 % against the minimum requirement

of 3% (2016: 3.0%).

2017

2016

Rupees in ‘000’

Cash and balances with treasury banks 42,477,950 35,756,024
Balances with other banks 6,077,383 3,765,867
Lendings to financial institutions 24,570,850 11,562,133
Investments - net 242,446,951 199,667,330
Advances - net 295,751,721 262,067,925
Operating fixed assets 7,889,722 7,256,044
Deferred tax assets - net 4,643,185 4,427,285
Financial Derivatives (A.1) 17,467,707 14,865,947
Other assets - net 18,919,285 18,147,262

660,244,754 557,515,817
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2017

2016
Rupees in ‘000’

A.1 Derivatives (On Balance sheet)
Interest Rate
Equity

17,467,707

14,865,947

Foreign Exchange and Gold
Precious Metal (except gold) - -
Commodities - _
Credit Derivatives (protection bought & sold) - -
Any other derivatives = -
B. Off-Balance Sheet Items excluding derivatives
Direct Credit Substitutes 17,385,609 6,929,834
Performance-related Contingent Liabilities (i.e. Guarantees) 37,265,382 28,316,171
Trade-related Contingent Liabilities (i.e. Letter of Credits) 45,477,822 26,886,223
Lending of securities or posting of securities as collaterals = -
Undrawn committed facilities (which are not cancellable) 16,297,428 22,596,486
Unconditionally cancellable commitments 4,536,303 4,432,773
Commitments in respect of operating leases = -
Commitments for the acquisition of operating fixed assets 225,051 27,095
121,187,595 89,188,582
C. Commitments in respect of Derivatives - Off Balance Sheet ltems
(Derivatives having negative fair value are also included)
Interest Rate - -
Equity - -
Foreign Exchange & gold 211,803 57,130
Precious Metals (except gold) - -
Commodities - -
Credit Derivatives (protection sold and bought) - -
Other derivatives - -
Total Derivatives (C) 211,803 57,130
Tier-1 Capital 20,075,156 21,683,316
Total Exposures (sum of A,B and C) 781,644,152 646,761,529
Leverage Ratio 2.57% 3.35%
43.2 Market risk

Market risk is the risk that the value of ‘on’ or ‘off’ balance sheet positions will be adversely affected
by movements in equity and interest rate markets, currency exchange rates and commodity prices.

The Bank is exposed to market risk primarily through its trading activities, which are centered in
the Treasury and Equity Capital Markets. Market risk exposure also arises from market-making,
facilitation of client business and proprietary positions in equities, fixed income and interest rate
products and foreign exchange, which exposes bank to interest rate risk, foreign exchange risk and
equity price risk.

The Bank’s market risk management structure consists of Board Risk Management Committee,
ALCO, Market Risk Management Committee and independent Enterprise Risk Management unit
(ERM). Market risk is an independent risk management function that works in close partnership
with the business segments to identify and monitor market risks throughout the Bank and to define
market risk policies and procedures. ERM unit seeks to facilitate efficient risk/return decisions,
reduce volatility in operating performance and provide transparency in reporting the Bank’s market
risk profile to the senior management, the Board of Directors and the SBP.
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43.2.2Foreign exchange risk management

The Bank’s foreign exchange exposure comprises of forward contracts, purchases of foreign bills,
foreign currency cash in hand, balances with banks abroad, foreign currency placements with foreign
commercial banks and foreign currency deposits. The Bank manages its foreign exchange exposure
by matching foreign currency assets and liabilities. The net open position and nostro balances are
managed within the statutory limits, as fixed by the SBP. Counter parties limits are also fixed to limit
risk concentration.

2017
Off-balance Net foreign
Assets Liabilities sheet currency
items exposure

Rupees in ‘000

Pakistan Rupee 645,882,163 612,465,281 (2,221,093) 31,195,789
United States Dollar 2,762,879 4,778,853 668,696 (1,347,278)
Great Britain Pound 516,096 1,255,465 723,049 (16,320)
Japanese Yen 10,810 922 - 9,888
Euro 272,382 1,314,550 868,434 (173,734)
Others 102,721 220 (39,086) 63,415

649,547,051 619,815,291 - 29,731,760

43.2.3 Equity position risk

Equity position risk arises from exposure to securities that represent an ownership interest in a
company in the form of ordinary shares or other equity-linked instruments. The instruments held by
the Bank that would lead to this exposure include, but are not limited to, the following:

- Shares of listed and unlisted companies
- Preference shares falling on equity criteria
- Equity-based mutual funds

These investments are carried at fair market value with regular revaluations. The Bank prefers to hold
long-term exposures for securities held in ‘available for sale’ category to avoid seasonal or cyclical
downfalls in the prices of such securities.

43.3 Liquidity risk

43.3.1 Liquidity risk is the potential for loss to an institution arising from either its inability to meet its obligations

or to fund increase in assets as they fall due without incurring unacceptable cost or losses. The
Bank’s ALCO is primarily responsible to ensure adequate maintenance and monitoring of liquidity
and minimization of liquidity risk. The Bank manages its liquidity risk by continuous monitoring of
the maturity profiles of its assets and liabilities, strengthening of its credit recovery procedures by
focusing on retail and medium-sized customers and managing open positions through effective
treasury operations. Allocation of funds towards various business prepositions and pricing of assets
and liabilities of the Bank are given significant importance.
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43.3.5 Liquidity Coverage Ratio

TOTAL
UNWEIGHTED?
VALUE
(average)

TOTAL
WEIGHTED®
VALUE
(average)

Rupees in ‘000

High Quality Liquid Ratios HQLA

1

2.1
2.2

3.1
3.2
3.3
5.1

5.2
5.3

10
11

12

21

22
23

Total high quality liquid assets (HQLA)

Cash outflows

Retail deposits and deposits from small business
customers of which:

Stable deposit

Less stable deposit

Unsecured wholesale funding of which:

Operational deposits (all counterparties)

Non-operational deposits (all counterparties)

Unsecured debt

Secured wholesale funding

Additional requirements of which:

Outflows related to derivative exposures and other
collateral requirements

Outflows related to loss of funding on debt products

Credit and liquidity facilities

Other contractual funding obligations

Other contingent funding obligations

Total cash outflows

Cash inflows

Secured lending

Inflows from fully performing exposures
Other cash inflows

Total cash inflows
Total HQLA

Total net cash out flows
Liquidity coverage ratio

285,713,249
78,265,000 7,826,500
488,508,387 184,796,787
81,164,491 25,142,179
9,403,375 9,403,375
100,128,812 4,596,936
231,765,777
9,121,680 =
16,751,213 8,375,607
9,288,598 9,288,598
17,664,205

Total adjusted value
285,713,249
214,101,572
133.45%

Unweighted values are calculated as outstanding balances maturing or callable within 30 days ( for

inflows and outflows)

Weighted values are calculated after the application of respective haircuts (for HQLA) or inflow and

outflow rates ( for inflows nd outflows)

Adjusted values must be calculated after the application of both (i) haircuts and inflow and outflow
rates and (i) any applicable caps (ie cap on level 2B and level 2 assets for HQLA abd cap on inflows
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43.3.6 Net Stable Funding Ratio

LRIX
Unweighted value by residual maturity Weighted
No Maturity | <6 months | 6 months >1yr value
to<1yr
Rupees in ‘000’
ASF Item
1 Capital:
2 Regulatory capital 26,845,159 - - -1 26,845,159
3 Other capital instruments - 500 500 | 4,498,000 3,699,000
4 Retail deposits and deposit from small
business customers: - - - - -
Stable deposits - - - - -
Less stable deposits 138,798,000 6,224,000 | 1,179,000, 130,519,800

Wholesale funding: - - - - -
Operational deposits - - - - -
Other wholesale funding 285,423,000 | 120,243,000 | 4,414,000 | 205,040,000
10 Other liabilities: - - - - -
11 NSFR derivative liabilities - - - - -
12 All other liabilities and equity not included in

© 0o~ O,

other categories 2,886,602 34,553,254 | 10,278,381 | 14,203,390, 17,135,635
13 Total ASF 383,239,594
RSF item

14 Total NSFR high-quality liquid assets (HQLA) - - - - R

15 Deposits held at other financial institutions for
operational purposes - - - - -
16 Performing loans and securities: - - - - -
17 Performing loans to financial institutions secured
by Level 1 HQLA - 9,510,527 - - 951,053
18 Performing loans to financial institutions secured
by non-Level 1 HQLA and unsecured performing
loans to financial institutions - 14,293,323 - - 2,143,998
19 Performing loans to non- financial corporate clients,
loans to retail and small business customers, and

loans to sovereigns, central banks and PSEs, of which: - - - | 235556,115| 200,222,698
20 With a risk weight of less than or equal to 35% under
the Basel Il Standardized Approach for credit risk - - -| 55,228,308 | 35,898,400

21 Securities that are not in default and do not qualify

as HQLA including exchange-traded equities. - - - - -
22 Other assets:
23 Physical traded commodities, including gold - - - - -
24 Assets posted as initial margin for derivative contracts - - - - -
25 NSFR derivative assets - - - - -
26 NSFR derivative liabilities before deduction of

variation margin posted - - - - -
27 All other assets not included in the above categories - | 259,385,839 | 35,420,955 | 40,151,985 57,156,126

28 Off-balance sheet items - - -1 91,938,718 4,596,936
29 Total RSF 300,969,211
30 Net Stable Funding Ratio (%) 127.34%
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43.4

44,

45.

45.1

45.2

45.3

Operational risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people
and system or from external events. The Bank cannot expect to eliminate all operational risks, but
through a control framework and by monitoring and responding to potential risks, the Bank is able to
manage operational risk. Controls include effective segregation of duties, access, authorization and
reconciliation procedures, staff education and appraisal procedures, including the use of internal
audit. The Bank has established a comprehensive business continuity plan to deal with the risk of
financial loss and damage to reputation arising from operational risk factors.

DATE OF AUTHORIZATION FOR ISSUE

These unconsolidated financial statements were authorized for issue on April 25, 2018 by the Board
of Directors of the Bank.

GENERAL

These unconsolidated financial statements have been prepared in accordance with the revised
forms of annual financial statements of commercial banks issued by SBP vide BSD Circular No. 04
dated 17 February 2006 and other circulars issued from time to time.

Figures have been rounded off to the nearest thousand rupees.

Corresponding figures have been re-arranged and re-classified wherever necessary, for the purpose
of comparison. However no significant reclassification has been made..

Chief Financial Officer President Chairman Director Director
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ISLAMIC BANKING BUSINESS

The Bank has started Islamic banking operations in the year 2013. As at close of the December 31, 2017,
The Bank is operating 64 Islamic banking branches and 02 sub Islamic banking branches (2016: 48 Islamic
banking branches and 02 sub Islamic banking branches).

Statement of Financial Position

7O

As at December 31, 2017

2017 2016
Note Rupees in ‘000’
ASSETS
Cash and balances with treasury banks 2,543,172 2,302,273
Balances with other banks 2,219,672 1,755,658
Due from financial institutions 9,857,000 5,100,000
Investments 7,628,201 5,512,287
Islamic financing and related services - net A-1.1 11,773,847 8,936,749
Operating fixed assets 288,794 272,007
Deferred tax assets = -
Other assets 530,863 251,092
TOTAL ASSETS 34,841,549 24,130,066
LIABILITIES
Bills payable 188,315 227,700
Due to financial institutions = -
Deposit and other accounts
- Current accounts 8,215,697 6,126,472
- Saving accounts 23,955,632 14,680,150
- Term deposits 726,746 813,678
- Others 51,248 225,814
- Deposits from financial institutions - remunerative 62,186 -
- Deposits from financial institutions - non-remunerative 55 -
Due to head office - 684,727
Other liabilities 169,405 62,053
33,369,284 22,820,594

NET ASSETS 1,472,265 1,309,472
REPRESENTED BY
Islamic banking fund 1,000,000 1,000,000
Reserves 1,959 -
Unappropriated profit 420,873 230,200

1,422,832 1,230,200
Surplus on revaluation of assets 49,433 79,272

1,472,265 1,309,472
Remuneration to shariah advisor / board 4,684 5,144
CHARITY FUND
Opening balance 533 1,871
Additions during the year 1,125 533
Payments / utilization during the year (5633) (1,871)
Closing balance 1,125 533
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Islamic Banking Business

Profit and Loss Account
For the year ended December 31, 2017

2017 2016
Note Rupees in ‘000’
ASSETS
Profit/return earned on financing, investment and placements 1,916,612 1,117,781
Return on deposits and other dues expensed 695,716 385,966
Net spread earned 1,220,896 731,815
Provision against non-performing advances A-l.4 62,497 -
Provision against consumer financings - -
Provision for diminution in the value of investments - -
Bad debts written off directly - -
62,497 -
Income after provisions 1,158,399 731,815
Other Income
Fee, commission and brokerage income 27,701 29,751
Dividend income - -
Income / (loss) from dealing in foreign currencies 222 99
Gain on sale and redemption of securities = -
Unrealized (loss) / gain on revaluation of investments
classified as held for trading - -
Other income 33,317 23,541
Total other income 61,240 53,391
1,219,639 785,206
Other expenses
Administrative expenses 1,028,966 664,521
Other provisions/write offs/reversals - -
Other charges - 114
Total other expenses 1,028,966 664,635
190,673 120,571
Extra ordinary / unusual items - -
Profit before taxation 190,673 120,571
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Islamic Banking Business

Cash Flow Statement
For the year ended December 31, 2017

2017

Annexure |

2016

Rupees in ‘000’

CASH FLOWS FROM OPERATING ACTIVITIES

Profit befoProfit before taxation 190,673 120,571
Less: Dividend income - -
190,673 120,571
Adjustments for:
Depreciation / amortization - own assets 75,578 70,547
Depreciation on ijarah assets under IFAS - 2 339,052 80,077
Amortization of premium on Government securities 17,592 2,732
Provision against non-performing islamic financing & related services - net 62,497 -
494,719 153,356
685,392 273,927
(Increase) / Decrease in operating assets:
Lendings to financial institutions (4,757,000) (4,600,000)
Advances - net (3,238,647) (4,469,264)
Others assets - net (279,771) 185,384
(8,275,418) (8,883,880)
Increase / (Decrease) in operating liabilities:
Bills Payable (39,385) 181,167
Deposits and other accounts 11,165,450 9,536,272
Other liabilities (575,416) (34,318)
10,550,649 9,683,121
2,960,623 1,073,168
Income tax paid - -
Net cash flow from operating activities 2,960,623 1,073,168
CASH FLOWS FROM INVESTING ACTIVITIES
Net investments in available for sale securities (2,163,345) 179,240
Investments in operating fixed assets (92,365) (113,744)
Net cash (used in) / flow from investing activities (2,255,710) 65,496
CASH FLOWS FROM FINANCING ACTIVITIES
Increase in Islamic banking fund - 500,000
Net cash flow from financing activities - 500,000
Net increase in cash and cash equivalents 704,913 1,638,664
Cash and cash equivalents at beginning of the year 4,057,931 2,419,267
Cash and cash equivalents at end of the year 4,762,844 4,057,931
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2017 2016
Rupees in ‘000’

A-1.1  Islamic financing and related assets - net

Against murabaha 1,010,989 1,009,083
Against diminishing musharaka 5,235,730 4,618,083
Against ijarah 790,358 517,073
Against istisna 2,662,770 1,141,510
Against running musharaka 2,074,000 1,651,000

11,773,847 8,936,749

A-1.1.1 Islamic mode of financing

Financings/Investments/Receivables 8,247,023 7,299,500
Advances 2,668,324 1,319,639
Assets/Inventories 858,500 317,610

11,773,847 8,936,749

A-1.1.2 Against murabaha

Financings/Investments/Receivables 733,826 921,119
Advances 277,163 74,964
Assets/Inventories = 13,000

1,010,989 1,009,083

A-1.1.3 Diminishing musharaka

Financings/Investments/Receivables 4,239,307 4,119,672
Advances 996,423 498,411
Assets/Inventories - -

5,235,730 4,618,083

A-1.1.4 Against ijarah

Financings/Investments/Receivables 729,570 497,009
Advances 60,788 20,064
Assets/Inventories - -

790,358 517,073

A-1.1.5 Against istisna

Financings/Investments/Receivables 470,320 110,700
Advances 1,333,950 726,200
Assets/Inventories 858,500 304,610

2,662,770 1,141,510

A-1.1.6 Against running musharaka

Financings/Investments/Receivables 2,074,000 1,651,000
Advances - }
Assets/Inventories = -

2,074,000 1,651,000
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A-1.2 BOP TAQWA Islamic Banking Division is maintaining following pools for profit declaration and

distribution.

i) General Pool

i) Special Pool-I

iii) Special Pool-II

iv) Special Pool-lll

v) Special Pool-IV

vi) Special Pool-V

vii) Special Pool-VI

viii) Special Pool-VII (PER)

A-121 General Pool

The General Pool comprises of depositors’ funds, Bank’s equity inclusive of Current deposits
and Mudaraba Placements from BOP Head Office. The Bank acts as Fund Manager (Mudarib)
and invests the funds in Shariah Compliant modes of Financings, Investments and Placements
(remunerative assets). The profit of the Pool is calculated on all the remunerative assets booked by
the Bank and is shared amongst the members of the pool on pre-defined mechanism based on
weightages announced before the commencement of period concerned.

The distributable profit of the pool is finalized after deduction of direct expenses only while indirect
expenses including administrative and general expenses are borne by BOP-IBD as Mudarib.

a) Weightages for distribution of profit in general pool

Profit is calculated on the basis of daily product balance in Mudaraba based depositors’ accounts
and paid as per pre defined weightages.

While considering weightages emphasis is given to the quantum, type and the period of risk
assessed by following factors:

. Contracted period, nature and type of deposit/ fund
. Payment cycle of profit on such deposit/ fund, i.e. monthly, quarterly or on maturity
. Magnitude of risk

b) Identification and allocation of pool related income & expenses

The distributable profit of the pool is finalized by including direct income earned by income generating
/ remunerative assets and after deducting direct expenses of the period concerned, while indirect
expenses including administrative and general expenses are borne by BOP-IBD as Mudarib.

c) Parameters associated with risk and rewards
Following are the consideration attached with risk & reward of general pool:

Period, return, safety, security and liquidity of investment

Financing proposals under process at various stages and likely to be extended in the near
future.

Expected withdrawals of deposits according to the maturities affecting the deposit base.
Maturities of funds obtained from Principal Office, Islamic Banking Institutions and Shariah
compliant organizations as regulated in Pakistan.

Element of Risk attached to various types of investments.

SBP rules & Shariah Clearance.

A-122 Special Pools

The Special Pools comprise of depositors’ funds, Bank’s equity inclusive of Current deposits
and Mudaraba Placements from BOP Head Office. The Bank acts as Fund Manager (Mudarib)
and invests the funds in Shariah Compliant modes of Financings, Investments and Placements
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(remunerative assets). The profit of the Pools is calculated on all the remunerative assets booked
by the Bank and is shared amongst the members of the pool on pre-defined mechanism based on
weightages announced before the commencement of concerned period.

The distributable profit of the pool is finalized after deduction of direct expenses only while indirect
expenses including administrative and general expenses are borne by BOP-TAQWA as Mudarib.

a) Weightages for distribution of profit in special pools
Profit is calculated on daily product basis and paid as per pre defined weightages.

While considering weightages emphasis is given to the quantum, type and the period of risk
assessed by following factors:

Contracted period, nature and type of deposit/ fund.
. Payment cycle of profit on such deposit/ fund, i.e. monthly, quarterly or on maturity
. Magnitude of risk

b) Identification and allocation of pool related income & expenses

The distributable profit of the pool is finalized by including direct income earned by income generating
/ remunerative assets and after deducting direct expenses of the period concerned, while indirect
expenses including administrative and general expenses are borne by BOP-IBD as Mudarib.

c) Parameters associated with risk and rewards
Following are the consideration attached with risk & reward of general pool:

Period, return, safety, security and liquidity of investment
Financing proposals under process at various stages and likely to be extended in the near
future.
Expected withdrawals of deposits according to the maturities affecting the deposit base.
Maturities of funds obtained from Principal Office, Islamic Banking Institutions and Shariah
compliant organizations as regulated in Pakistan.

. Element of Risk attached to various types of investments.

. SBP rules & Shariah Clearance.

A-1.3 Avenues / Sectors of economy / business where Mudaraba based deposits have been deployed:

2017 2016
Rupees in ‘000’

Federal and provincial governments 1,774,000 1,651,000
Due from SBP - Bai Muajjal 790,146 -
ljara sukuk 5,005,000 2,860,400
Transport, storage, logistics and communication 832,961 406,023
Manufacturing and Trading of food items 300,000 293,338
Manufacture of pesticides and other agro-chemical product 51,410 64,491
Power Generation 6,695,604 5,711,736
Manufacture of paper, paperboard and products thereof 243,166 284,045
Consumer Car ljarah 37,439 14,082
Textile Composite / Other 674,621 216,528
Cement & Allied 944,286 805,789
Iron & Steel Industry 650,000 482,310
Rubber / Plastic Products etc. 199,920 199,200
Others 13,316,438 8,263,865

31,514,991 21,252,807
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Annexure |

A-1.4 Charging expenses
The direct expenses are being charged to the pool, while indirect expenses including the
establishment cost is being borne by BOP IBD as Mudarib. The direct expenses to be charged to
the pool may include cost of sales of inventories, insurance / Takaful expenses of pool assets, stamp
fee or documentation charges, brokerage fee for purchase of securities/commodities etc.
Provisions
2017 2016
Rupees in ‘000’
Murabaha 8,341 -
liarah 54,156 -
62,497 -
A-1.5 Mudarib share (in amount and percentage of distributable income):
2017 2016
Rupeesin Percentage % Rupeesin Percentage %
‘000’ ‘000’
Rabbul Mal 635,586 55% 398,226 58%
Mudarib 522,763 45% 283,763 42%
Distributable income 1,158,349 100% 681,989 100%
A-1.6  Amount & percentage of mudarib share transferred to depositors through Hiba:

2017 2016
Rupees in ‘000’
Mudarib share 522,763 283,763
Hiba 48,410 18,139
Hiba percentage of mudarib share 9.26% 6.39%

This is not a special Hiba as such. This Hiba has been distributed
across the board to all the investment account holders.

Profit rate earned vs. profit rate distributed to the
depositors during the year:

2017 2016
Profit rate earned 5.81% 6.67%
Profit rates distributed to depositors 2.63% 3.00%
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