DIRECTORS’ REPORT

On behalf of the Board of Directors of Pak-Kuwait, it is my privilege to present the 28t Annual Report alongwith the
financial statements for the year ended December 31, 2006.

Financial Highlights
Summary of financials and appropriations is as follows:

2006 2005
Rs in millions

Mark-up / interest incomel] 1,65000 1,031
Non mark-up income[] 2,50400 2,125
Gross income 4,154 3,156
Mark-up / interest expensel] 1,103 623
Admin expenses[] 36201 3490
1,4650] 972
Profit before provisions & taxation 2,689 2,184
Unrealized deficit / (surplus) on ‘held for]
trading’ securities[] 1,0960] (113)
Provisions[] 3230 185
Taxation[] 60L 2151
1,479 287
Profit after taxation for the year 1,210 1,897
Transfer from revenue reserve - 3,232
Un-appropriated profit brought forward 113 -1
1,323 5,129
Appropriations:
Transfer to statutory reservell 242 379
Transfer to contingencies reservel] 51 68
Transfer to marketable & government [
securities reservel] 666 369
Transfer to reserve for issue of bonus shares[] - 4,000
Cash dividend] 364 200
Unappropriated profit] - 113
Dividend

The Board of Directors is pleased to recommend a cash dividend of Rs 364 million for the year ended December 31,
2006. With this declaration, the cumulative dividends payout amount to Rs. 9,596 million since the inception of the
company.

Business Environment & Economic Conditions

The year under review presented the continued economic growth achieved by the country on the back of investor
friendly policies constantly pursued by the Government of Pakistan over the last few years. This is clearly reflected in
the confidence reposed by the foreign and local investors alike in the economy of the country as their investment have
substantially increased in various sectors of the economy. It is worth mentioning that the two GDR issues of Pakistani
companies i.e. MCB Bank and Oil and Gas Development Corporation (OGDC) were heavily oversubscribed in the
international financial markets with successful listing on the London Stock Exchange which is a clear indication of
foreign investor’s keen interest in the Pakistan’s capital markets.

The economic growth of the country moved at a fast and sustainable pace on the back of high GDP growth
as the average rate of real GDP remained over 7% for the last couple of years. The GDP target for 2006-07
has been set at 7% which is not only likely to be achieved but it may also surpass the target. This compares favourably
with the GDP rate of 6.6% achieved last year after revising downwards the target at 6.4% in the light of devastating
massive earthquake that hit the country during October 2005. The target of 7.0 percent growth
in GDP for FY 07 is based on 4.5 percent growth in agriculture, 13.0 percent in large-scale manufacturing and 8.0
percent in services sector.
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The fiscal year ended June 2006 remained strong as the country not only achieved but also exceeded the budgeted
target of tax collection by collecting Rs. 713 billion against the target of Rs. 690 billion, thereby crossing the magic
number of Rs. 700 billion for the first time. Similarly the country was able to attract FDI of USD 3.5billion that
exceeded the target of USD 3.0 billion. This emboldened the economic managers to set the target of tax collection
at Rs. 840 billion being 18% higher over the FY06 actual. On the same lines, the FDI target has been set at USD 4.0
billion for FY 07. Looking at the actual numbers of first half of FY 07, the tax collection and FDI targets seem well
within reach as the tax collection was up by 26.7% and FDI was up by a superb 105% over the same period in FY
06. On the trade front, the deficit continued to soar reaching a staggering USD 6.5bn during the first
half of the current fiscal year, compared to USD 5.6bn during the same period of FY 06 depicting an increase
of 15.28%. The increasing deficit can be partly attributed to the higher oil prices that had sky rocketed to the
peak of USD 78 per barrel mark in August 2006 before tapering down to USD 62 per barrel by the year-end. The
impact of lower oil prices will however be felt in the second half of FY 07, provided the trend is not reversed. The
exports and imports stood at USD 8.4 billion and USD 14.9 billion respectively for the first half of FY06. However,
higher remittance inflows showing handsome increase of almost 25% coupled with rising FDI and portfolio investment
reflecting the quantum jump of over 105% during the first half of FY 07 over the same period of FY 06, have so far
limited the deterioration in overall balance of payment. Consequently foreign exchange reserves have shown a slight
decline, falling to USD 12.9bn at the end of December 2006 compared to US$13.1bn at the start of July 2006.

Large-scale manufacturing sector is expected to perform better than FY 06 as reflected in the first quarter of FY 07
when it recorded the growth rate of 9.7% year on year (YoY) as compared to 8.8% in the same period of FY 06. The
agriculture sector is also expected to surpass the FY 06 actual growth as crops of Sugar and Wheat and production
of Live Stock is expected to outperform the targets on the back of heavy rains and availability of water and other
resources even with the slight shortfall in the cotton crop. With a solid economic expansion underway and continued
pressure of inflation through the calendar year 2006, the SBP did not revert to the policy accommodation and
continued to maintain tight monetary policy that did not allow the interest rates to recede and the cut-off yield in
the six month T-bill marginally increased by a modest 52 basis points by the end of December 2006. As a result,
the core inflation slowed down in recent months despite the run-up in energy costs. The inflation, however, remained
the biggest concern of the country’s economic managers throughout the year. The headline consumer price index
(CPI) inflation accelerated to 8.9% for the first half of FY 07 from 9.0 percent in July on account of higher food prices.
However, core inflation reasonably eased off to 5.5%. Moreover, reduction in oil prices on domestic front will further
help easing the pressure on inflation.

It is interesting to note that though the interest rates remained same with minor increase throughout the calendar
year, the sharp increase in the interest rates in earlier years started to reflect its impact on the demand for credit which
increased at a slower pace than last year during July — December 2006, recording an increase of Rs. 218 billion
versus Rs. 277 billion recorded in the corresponding period of previous year. This credit off-take from banks by the
private sector, though at a slower pace in the backdrop of higher interest rates, still reflects the growth potential in
the private sector. This is, however, reflected in higher imports of capital goods and raw material for the industrial
sector. Looking ahead in FY 07 Pakistan’s economy seems likely to achieve the higher growth targets set by the
economic managers.

The country has maintained its march forward on the International Index of ‘Economic freedom’ where its position
has been upgraded to 89th slot in 2007. The ranking is considerably higher than the 133rd position on which it stood
in 2005, and 110th position it secured in 2006, on a scale of 1-157. The index measures 162 countries against a list
of 50 variables divided into 10 broad factors of economic freedom. This is yet another sign of recognition of Pakistan’s
continued economic growth and its policies towards foreign investment.

Company Performance

By the Grace of Allah (SWT), we have successfully achieved handsome after tax profitability of Rs. 1,210 million
for the shareholders of the company during the year 2006 despite unfavourable conditions prevalent in the stock
markets of the country. The major contribution towards the profitability was largely provided by Capital Markets
Department while the contribution from Treasury Department under the competitive market conditions was outstandingly
significant by efficiently managing its operational capability to generate huge volume of business. The Corporate
Finance Department did not achieve its target in terms of business volumes due to strong competition
from large banks with inherently strong market penetration and availability of low cost funds.
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The company’s asset base soared to depict significant growth during 2006. The balance sheet stood at Rs. 30,323
million reflecting a growth of 18% over the year from Rs. 25,747 million as at December 31, 2005. This growth
in the asset base was financed out of retained earnings as well as borrowings from financial institutions.
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In continuation of the strategy evolved over the last few years to manage dynamically the liability mix to ensure Pak
Kuwait’s competitiveness in the current circumstances, the company mobilized additional Rs. 1,250 million via
privately placed corporate bond (TFC) issue. The company also availed the facility under LTF — EOP Scheme introduced
by the SBP from the current year to the tune of Rs. 463 million out of sanctioned limit of Rs. 1,000 million. This
proactive approach to manage both sides of the balance sheet is essential to put the company in a position to achieve
sustainable growth in years to come.

Credit & Corporate Governance Rating

I am pleased to report that in line with the firm commitment of both the senior management as well as the Board to
adopt an open approach in terms of information disclosure as well as supporting independent/external reviews/surveillance
we continued with the voluntarily adopted Code of Corporate Governance Rating (CGR). This is a clear reflection
of our confidence in our systems and approach towards doing business and it would not be out of place to mention
that currently we hold the distinction of being the only company rated AAA (long term) and A-1+ (short term) by both
the external rating agencies i.e. PACRA (being maintained for the last four years) and JCR — VIS (being maintained
for the last seven years), and for the highest CGR rating 9 (on a scale of 1-10).

Corporate Finance

The total Income earned for the period ended December 31, 2006 amounted to PKR 693 million, which was 15%
higher than the income earned during the corresponding period of the previous year. This was due to higher weighted
average yield attained during the period.

The total disbursement during the year amounted to PKR 1,517 million, which increased the total exposure to PKR
5,906 million as at December 31, 2006.

The exposure is well diversified and spread over various sectors of the economy. However, with the exception of
textile sector having 32% share of total portfolio, exposure in a single sector does not exceed 25% share of the total
portfolio. The textile sector reflects a combined exposure in sub-sectors of Textile Spinning, Textile Weaving and
Textile Composite.

The focus of Corporate Finance will remain on a marketing strategy to build a balanced portfolio with
manageable risk.

Capital Markets

The calendar year 2006 was the fifth consecutive year during which the stock market was able to generate a positive
return. The equity market continued to depict high volatility during 2006 and on an overall basis, the market saw
a lacklustre return of only 5% as compared to the previous four years” average return of 68%. In fact, this was the
lowest gain that the KSE posted in the last 5 years of the bull-run.

The return offered by the market during the first half (Jan-Jun 2006) was higher than that of its 2nd half (Jul-Dec
2006). Against a return of 4.5% recorded in TH2006, only 0.7% gain was there in 2H2006. Further, in 2006, three
major corrections were witnessed, one in March of 1,100 points (10%) followed by 3,500 points correction (32%)
in June. At the end of the year, a third major correction was observed under which market lost 1,600 points (15%)
making 2006 one of the most volatile years in the history of KSE. During the year, the market was able to record
an average daily turnover of 257 million shares and market capitalization stood at Rs. 2,771 billion or US $ 45.52
billion as on December 31, 2006.

Despite a massive adjustment, during this period the company was able to earn 7.3% as compared to the KSE-100
index appreciation of 5.1%, reflecting an out-performance of 2.2%. During the year, the total capital gains realized
stood at Rs. 1,860 million. Similarly, dividend income earned during the year was Rs. 314.03 million while total
unrealized losses stood at Rs.1,093.26 million.

Going forward, the main driver during 2007 would be foreign liquidity, thanks to rising portfolio investment in the
last few years that has enhanced foreigners share in the market capitalization and turnover. After a disappointing
2006, the new year will bring more challenges for the Pakistan’s equity markets. Phased implementation of revised
risk management rules like client level netting regime, VAR based margins regime will increase the cost of doing
business and at the same time will reduce the leverage ability of the market players. Further any extension in the
implementation of tax on capital gains would also contribute towards improving investor sentiment. It would also
be important to highlight, the growing appetite of foreign investors for acquisition of running business’s in Pakistan
which would not only contribute towards bringing in FDI in Pakistan but also would assist in the country’s long-
term economic and human capital growth.

Treasury

The SBP maintained its stance of a tight monetary policy, which was re-affirmed by the issuance of long-term bonds
with amplified coupon rates and also by an increase in the 3-months and 6-months T-bill cut-off yields. The
government is shifting its borrowing to cover fiscal deficits from short term to long term, affirmed by the fact that it
conducted two PIB auctions in TH 07. It also introduced 30 year PIB with 11% coupon it order to establish a new,
long term yield curve. The monetary policy remained aiming at bringing the inflation within tolerable bounds. To
further assure the policy, the SBP continuously intervened the market through OMOs so as to mop surplus liquidity,
hence, keeping the interest rates at apex. Pak Kuwait Treasury, however, maintained the tradition of efficient
performance and effective liquidity management function and administered the funding requirement of the company.
Moreover, Treasury’s effective management of surplus liquidity and aggressive activity in the inter bank money
market enhanced the company’s profitability, as such funds were efficiently placed in the best available avenues
in the inter-bank money market. Treasury took advantage of enhanced inter-bank lines that were efficiently utilized
to tap opportunities arising in the market owing to high demand for deposits by commercial banks at increased rates.
Treasury’s contribution towards performance of the company continued and it proficiently added towards the upshot
profitability of the company. It geared up a phenomenal net profit during the year of over Rs.441 million. On the
balance sheet side, the treasury maintained its book size at over Rs.16.0 billion at the close of the financial year.
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Investment Banking

The year 2006 was the first full year for the investment banking function. During the year the division was fully
focused on the opportunities available in the market and tried to capitalize on them keeping in view the resources
available to the function and the company.

The focus of the investment banking function during the year was in equity and funds arrangement, underwriting,
debt instruments private placements, advisory and acquisitions. Considering the new set up; the function was able
to secure various mandates. The function provided advisory services to foreign investor consortiums for the privatization
of Pakistan Steel Mills and Pakistan Petroleum Limited. Similarly private equity placements mandates for bringing
in foreign investors have been acquired and work is in process to successfully close the transactions.

Looking ahead, the division is very much excited at the opportunities available in the emerging Pakistan market and
would very much like to close out successful transactions and act as a bridge between the regional and local market.
The function has also generated income of Rs. 39 million during the year.
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Future Outlook

With the ever increasing competition from banks and other financial institutions, new business strategies have been
evolved to diversify company business in a manner that will not only result in maintaining Pak Kuwait’s position as
a leading development financial institution but will also create new and innovative business avenues and products
to ensure continued higher profitability and growth.

Considering the market dynamics of the financial sector, the management of Pak Kuwait is fully cognizant of the role
of Commercial Banking for the SME and Consumer business. The company has also been evaluating other alternate
avenues to remain competitively profitable and viable. The initiatives taken by the company in establishing the Pak
Kuwait Takaful Company has finally succeeded in terms of setting up a full fledged operation with participation from
renowned foreign takaful and Islamic financial institutions.

After launch of Pak Kuwait Takaful Company, a general takaful, which is operational since December 2005, the
company is in the process to launch a Family Takaful Company (Islamic Life Insurance). Similarly a fully owned stock
brokerage company is also at the verge of commencing business. Other future plans include venturing into asset
management business.

Risk Management Framework

Adherence to stringent Risk Management guidelines is the key behind Pak Kuwait's sterling achievements over the
years. The management has a clear understanding and appreciation of Credit, Market, Liquidity and Operational risk
and has synchronized the distinct risks in to the operating parameters, in order to manage them within acceptable
limits. The approach used for risk management has taken into account the nature and size of the organization. The
management is fully cognizant to induct any additional required resources and infrastructure, which can further
improve the company’s risk management capabilities.

Based on State Bank of Pakistan Guidelines on Risk Management, various steps have been taken by the company
and these are briefly discussed below:

Credit Risk: A well defined credit policy and procedure is in place approved by the Board for managing credit risk.
All credit proposals go through proper analysis and are screened by the Credit Committee and Senior Management
Review Committee.

Market Risk: By the nature of the business, the company is prone to market risk, which is contributed mainly by the
movements in Interest Rates and Equity Prices. Tools such as GAP Analysis and Sensitivity/Simulation techniques are
used to manage interest rate risk. To manage equity price movement risk, a portfolio management approach is being
used which is more effective than the traditional trading approach. To address market risk, two purpose driven
committees have been established; Asset & Liability Committee (ALCO) and Portfolio Management Committee (PMC).

Operational Risk: In the year 2004 an Operational Risk Management Committee (ORMC) comprised of senior
management of the company has been formed, the committee meets on a quarterly basis to discuss operational risk
issues and take appropriate action on areas of concern.

Pak Kuwait has also introduced a ‘Business Continuity Plan’, which is tailored to meet the requirements of the company
in case of a disaster situation. Two main constituents of BCP are (1) Digital Archiving (2) Disaster Recovery. The
company is currently working on a plan to identify and set up a site for continuing the business in case of a disaster.

Compliance with Code of Corporate Governance

Pak-Kuwait has traditionally adhered to all rules and regulations and with the same spirit it has complied with the
requirements of Code of Corporate Governance, as practicably applicable. In this connection, the compliance of
relevant clauses of the code is stated below:O

® These financial statements present fairly the state of affairs of the company, the result of its operations, cash flow [J
and changes in equity.[]

® The company has maintained proper books of accounts.[]

® Appropriate accounting policies have been consistently applied in preparation of financial statements except]
as explained in note # 4 to the enclosed financial statements, and accounting estimates are based on reasonable [
and prudent judgment.[]

e |International Accounting Standards, as applicable in Pakistan, have been followed in preparation of financialll
statements and any departure there from has been adequately disclosed.
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e [he system of internal control is sound in design and has been effectively implemented and monitored.[J
The controls which are in place are being continuously reviewed by the Internal Audit department and thell
process of review and monitoring will continue with the object to improve further.[]

e All liabilities in regard to the payment on account of taxes, duties, levies and charges have been fully provided [
and will be paid in due course or where claim was not acknowledged as liability the same is disclosed as [II]
contingent liabilities in the notes to the accounts.[]

® There is no doubt about the company’s ability to continue as a going concern.l]

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

® The Board of Directors and employees of the company have signed ‘Statement of Ethics and Business Practices’.

Board Meetings

Four Meetings of the Board of Directors of Pak-Kuwait were held in the year 2006 as per following schedule:
First Meeting April 07, 2006

Second Meeting[] April 30, 2006

Third meeting[] August 26, 2006
Fourth Meeting[] November 02, 2006

Details of Attendance are as follows:

Name of Directors[] Meetings[] RemarksJ
Attended
Naser Abdul Mohsen Al-Marri[] 4
Istagbal Mehdil] 4
Abdullah Abdulwahab Al-Ramadhan(] 201 Replaced by Mr. Mohammad(IIl
Al Hamad
Mohammad Al Hamad[l 2
Mohammad Saud Al-Abhoull] 4
Nawid Ahsan[] 4
Asif Bajwall 4
Summarized Operating and Financial Data for the last six years
(Rs. in million)
2006 2005 2004 2003 2002 2001
Paid up Capitall] 6,000L] 2,0000] 1,50001 1,50001 1,15001 1,150
Reserves[] 5,8650] 8,856 7,45901 6,29501 4,395[1 2,932
Total Assets[] 30,3230 25,74701 19,50801 16,5541 14,1360 10,787
Profit before tax & [
provisionsl] 2,6890] 2,18401 1,60101 3,019 1,50401 984
Net Profit after tax &[]
provisionsl] 1,2100 1,89701 1,58501 2,83001 2,12701 314
Cash Dividend[] 36401 20001 42001 580L1 6651 200
Stock Dividend[ -0 4,000 50001 -0 35001 -

Statement of Investments of Provident and Gratuity Funds

Investments of Provident and Gratuity Funds as at December 31, 2006 according to their respective un-audited
accounts were Rs 62.108 million and Rs 6.34 million, respectively. Investment of Provident Fund amounted to Rs
48.458 million as at December 31, 2005 according to its audited accounts.

Auditors

Audit Committee had recommended the name of KPMG Taseer Hadi & Co. Chartered Accountants, a member firm
of KPMG International to be the auditors for the year ending December 31, 2007. Accordingly, the Board approved
the recommendation of the Audit Committee and recommended the name for consideration and approval at the
Annual General Meeting.

Acknowledgement

Pak-Kuwait continues to meet its social obligations by voluntarily developing a visual park across the FTC building.
In addition, the company executives have participated as guest speakers at various external functions, which help
generate goodwill and publicity for Pak-Kuwait.

No institution can be successful without its people who are to be complimented for performing well under difficult
circumstances. Pak Kuwait, therefore, continues to support staff social activities and training programs, besides
participation in seminars within the country and abroad. | wish to put on record the appreciation by the Board of
Directors for the hard work put in by the staff members to achieve the excellent financial results of the company.

| extend my sincere appreciation to my colleagues on the Board for their consistent support and guidance during
the year. On their behalf | would like to express thanks and appreciation to our outgoing Director Mr. Abdullah
Abdulwahab Al Ramadhan for his valuable contribution and support to Pak Kuwait and wish him well for the future.
On behalf of the Board of Directors | welcome the incumbent Director Mr. Mohammad Al Hamad and look forward
to working with him.

Naser Abdul Mohsen Al-Marri
Chairman
Karachi: February 27, 2007
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STATEMENT OF COMPLIANCE WITH THE CODE OF

CORPORATE GOVERNANCE FOR THE YEAR ENDED
DECEMBER 31, 2006

This statement is being presented to comply with the Code of Corporate Governance farmed by the Securities & Exchange
Commission of Pakistan which was made applicable to the company through Regulation G-1 of the Prudential Regulations
for Corporate/Commercial Banking issued by the State Bank of Pakistan.

The company has applied the principles contained in the code in the following manner:

10.

11.

12.

13.

14.

15.

The company encourages reparation of non-executive directors. At present the Board has one executive director.

The directors have confirmed that none of them is serving as a director in more than ten listed companies, including(]
this company.

All the resident directors of the company 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 member of stock exchange, has been declared]

as a defaulter by the stock exchange.

During the year, one director was replaced. Mr. Mohammad Al-Hamad replaced Mr. Abdullah Abdulwahab Al-[]
Ramadhan as nominee of Kuwait Investment Authority.

Statement of Ethics and Business Practices has been approved and signed by the Board of Directors and alsol]
signed by the employees of the company.

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

All the powers of the Board have been duly exercised and decisions on material transactions, including appointmentl]
and determination of remuneration and terms and conditions of employment of the Managing Director have been[]
taken by the Board.

The meetings of the Board were presided over by the Chairman. The Board met four times during the year. Written[]
notices of the Board meetings, along with agenda and working papers, were circulated at least seven days before [I]
the meetings. The minutes of the meetings were appropriately recorded and circulated.

The appointments of the Chief Financial Officer and the Company Secretary have been approved by the Board.

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

The financial statements of the company were duly endorsed by the Managing Directors and Chief Financialll
Officer before approval of the Board.

The directors, Managing Director and executives do not hold any interest in the shares of the company.

The company has complied with all corporate and financial reporting requirements of the Code.

The Board has formed an Audit Committee. All the three member of the audit committee are non executive directors.
During the year, 5 Audit Committee meetings were held, which included review of the half-yearly results and]

one meeting subsequent to year-end to review the annual financial results of the company as required by thel]
Code.
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16.

17.

18.

19.

The Board has set-up an effective internal audit function.

The statutory auditors of the company have confirmed that they have been given a satisfactory rating under thell
quality control review programme of the Institute of Chartered Accountants of Pakistan and that the firm and all its[J
partners are in compliance with the International Federation of Accountants (IFAC) guidelines on code of ethics[]
as adopted by the Institute of Chartered Accountants of Pakistan. The auditors or any partner of the firm, their]
spouses or minor children do not hold shares of the company.

The statutory auditors or the persons associated with them have not been appointed to provide other servicesl]
except permitted services and the auditors have confirmed that they have observed I.F.A.C. guidelines in this[]

regard.

We confirm that all other material principles contained in the code have been complied.[]

Q//Z/'

NZE——

Chief Executivel]

Karachi: February 27, 2007
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REVIEW REPORT TO THE MEMBERS ON

STATEMENT OF COMPLIANCE WITH BEST
PRACTICES OF CODE OF CORPORATE GOVERNANCE

We have reviewed the Statement of Compliance with the best practices contained in the Code of Corporate Governance
prepared by the Board of Directors of Pakistan Kuwait Investment Company (Private) Limited to comply with Regulation
G-1 of Prudential Regulations for Corporate / Commercial Banking issued by the State Bank of Pakistan.

The responsibility for compliance with the Code of Corporate Governance is that of the Board of Directors of the Company.
Our responsibility is to review, to the extent where such compliance can be objectively verified, whether the Statement
of Compliance reflects the status of the Company’s compliance with the provisions of the Code of Corporate Governance
and report if it does not. A review is limited primarily to inquiries of the Company personnel and review of various
documents prepared by the Company 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 system sufficient to plan the audit and develop an effective audit approach. We have not carried out any special
review of the internal control system to enable us to express an opinion as to whether the Board’s statement on internal
control covers all controls and the effectiveness of such internal controls.

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 Company’s compliance, in all material respects, with the best practices contained in
the Code of Corporate Governance as applicable to the Company for the year ended December 31, 2006.

KPMEG Teow Wt

KPMG Taseer Hadi & Co.
Chartered Accountants
Karachi: February 27, 2007
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STATEMENT ON INTERNAL CONTROL

REPORTING ON INTERNAL CONTROL SYSTEM

It is the responsibility of the company’s management to establish and maintain an adequate and effective system of
internal control that could help in company’s endeavor to attain a professional and efficient working environment
throughout the company. The Internal Control System comprises of control procedures and control environment.

Management ensures the efficient and effective Internal Control System by identifying control objectives reviewing
pertinent policies / procedures and establishing relevant control procedures. All policies and procedures are reviewed
and compared with existing practices and necessary amendments made where required on timely basis.

Alongside this appropriate test of transactions, observation of control environment, sharing of findings of Internal Control
Systems and ensuring relevant appropriate follow-ups / corrective actions are also being done by the management on
regular basis.

EVALUATION OF EXISTING INTERNAL CONTROL SYSTEMS

The company has made efforts to ensure during the year 2006 that an effective and efficient internal control system
is implemented and no compromise is made in implementing the desired control procedures and maintaining suitable
control environment in general. However, it is an ongoing process that includes identification, evaluation and
management of significant risks faced by the company.

The observations and weaknesses found and identified by the auditors, both internal and external, have been taken
care of and necessary steps have been taken by the management in the due time so as to ensure non-repetition of those
exceptions and eliminations of such weaknesses to the maximum possible level. The management has also given timely
and satisfactory response to the recommendations and suggestions made by its auditors.

We assess that the internal control system, customer services and operations have improved as compared to previous
year in all areas / departments of the company. Further, due attention and focus is to enhance competence level and
knowledge of the staff.

T Nt sy e, Q/ﬂ/j’//’* e

Sohail Bana Shahid Usman Istagbal Mehdi Muhammad Saud Al-Abhoul]
Head, Internal AuditC] Chief Financial Officer] Chief Executiveld Chairman, Audit Committee

Karachi: February 27, 2007
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AUDITORS’ REPORT TO THE MEMBERS

We have audited the annexed unconsolidated balance sheet of Pakistan Kuwait Investment Company (Private)
Limited as at December 31, 2006 and the related unconsolidated profit and loss account, 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 and we state that we have obtained all the
informgtion 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 company’s management to establish and maintain a system of internal control, and
prepare and present the above said statements in conformity with the approved accounting standards and the
requirements of the Companies Ordinance, 1984. Our responsibility is to express an opinion on these statements
based on our audit.

We conducted our audit in accordance with the auditing standards as applicable in Pakistan. These standards require
that we plan and perform the audit to obtain reasonable assurance about whether the above said statements are free
of any material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
isclosures in the above said statements. An audit also includes assessing the accounting policies and significant
estimates made by management, as well as, evaluating the overall presentation of the above said statements. We
believe that our audit provides a reasonable basis for our opinion and, after due verification, we report that:

a)[M

b)

In our opinion, proper books of account have been kept by the company as required by the Companies[I]
Ordinance, 1984;

In our opinion:J

i)[1 the balance sheet and profit and loss account together with the notes thereon have been drawn up inlIl
conformity with the Companies Ordinance, 1984 and are in agreement with the books of account an [l
are further in accordance with accounting policies consistently applied, except for the change as[lIl]
specified in note 4 with which we concur;Ill

ii{Jthe expenditure incurred during the year was for the purpose of the company’s business; and(lIl

iii)(the business conducted, investments made and the expenditure incurred during the year werelllll
in accordance with the objects of the company;

In our opinion and to the best of our information and according to the explanations given to us, thellll
unconsolidated balance sheet, unconsolidated profit and loss account, unconsolidated cash flow statement [I]
and unconsolidated statement of changes in equity together with the notes forming part thereof conform(ll]
with approved accounting standards as applicable in Pakistan, and give the information required by thellll
Companies Ordinance, 1984 in the manner so required and respectively give a true and fair view of thellll
state of the company’s affairs as at December 31, 2006 and of the profit, its cash flows and changes in[ll
equity for the year then ended; and

in our opinion no zakat was deductible at source under the Zakat and Ushr Ordinance, 1980 (XVIII of{lll
1980).

KPMG Taseer Hadi & Co.
Chartered Accountants
Karachi: February 27, 2007
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Pakistan Kuwait Investment Company (Pvt) Ltd.

Balance Sheet
As at December 31, 2006

ASSETS

Cash and balances with treasury banks[]
Balances with other banks[]

Lendings to financial institutions]
Investments[]

Advancesl]

Other assets[]

Operating fixed assets[]

Deferred tax assetlll]

LIABILITIES

Bills payablellll

Borrowings from financial institutions[]
Deposits and other accounts[]
Subordinated loans[

Liabilities against assets subject to finance leaselll

Deferred tax liability]
Other liabilities[]

NET ASSETS 1

REPRESENTED BY
Share capitall]
Reserves(ll]
Unappropriated profit(ll

Surplus on revaluation of ‘available for sale’

securities - net of tax[]

CONTINGENCIES AND COMMITMENTS

Note

13
14

15
16

17
17

18

19

The annexed notes 1 to 41 form an integral part of these financial statements.
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2006

200511
(Restated)IN

(Rupees in ‘000)1T

41,680 29,255 [
7,177,124 4,787,431
8,344,074 2,004,110
9,500,379 | | 11,844,294
4,873,865 6,527,823

260,549 415,179
125,197 139,386
30,322,868 25,747,478
- _
12,600,057 4,898,129
3,741,500 6,551,670
159,033 71,079
529,226 1,051,391
17,029,816 12,572,269
13,293,052 13,175,209
6,000,000 2,000,000
4,784,369 7,338,5850
1,081,071 1,517,206
11,865,440 10,855,791
1,427,612 2,319,418
13,293,052 13,175,209
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Profit and Loss Account
For the year ended December 31, 200601

Notel]
Mark-up / return / interest earned(] 20
Mark-up / return / interest expensed[] 21
Net mark-up / interest incomellll
Provision / (reversal of provision) against
non-performing loans and advances - netl] 10.3
Impairment loss on ‘available for sale’ securities[l
Provision for diminution in the value of un-quoted investments[] 9.3

Net mark-up / interest income after provisions[II]

NON MARK-UP / INTEREST INCOME

Fee, commission and brokerage incomelll]

Dividend incomelll

Gain on sale of securities] 22
Income from dealing in foreign currencies[]

Unrealised (deficit) / surplus on revaluation of

‘held-for-trading’ securities[I]

Other incomell 23
Total non mark-up / interest incomellll

NON MARK-UP / INTEREST EXPENSES

Administrative expenses[] 24
Other charges[] 25
Total non mark-up / interest expenses(]

Extra ordinary / unusual items[II]

PROFIT BEFORE TAXATION©

Taxation

-Currentl] 26
-Prior years[] 26
-Deferredl] 26

PROFIT AFTER TAXATION:

Basic & diluted earnings per share

(On share of Rs 25,000 each) Rupees 27

The appropriation of profit available is set out in the statement of changes in equity.

The annexed notes 1 to 41 form an integral part of these financial statements.
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2006

20050

(Rupees in ‘000) T

1,650,164 1,031,404
1,103,042 623,043
547,122 408,361
217,432 (41,906)
80,067 221,834
25,272 4,845/
322, 771 184,773
224,351 223,588
54,990 15,535
314,034 292,045
1,860,179 | | 1,812,799
4,535 728
(1,096,480) 113,352
270,664 2,519
1,407,922 2,236,978
360,876 348,650
1,365 17
362,241 348,667
-0 -
1,270,032 2,111,899
173,191 84,154
(200,967) (11,650)
88,159 142,887
60,383 215,391
1,209,649 1,896,508
5,040 7,902

St
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Cash Flow Statement
For the year ended December 31, 2006 ]

Notell

CASH FLOW FROM OPERATING ACTIVITIES
Profit before taxation(]
Less: Dividend incomellll

Adjustments for:[]

Depreciation[]

Amortisation of premium on ‘held to maturity” investments[IT]

Unrealised deficit / (surplus) on revaluation ofl]

‘held-for-trading’ securities[l]

Provision / (reversal of provision) against non-performing loans and advances(IIl
Provision for diminution in the value of un-quoted investments[l]
Gain on sale of operating fixed assets[[]

(Increase) / decrease in operating assets[]
Lendings to financial institutions
‘Held for trading’ securities(]
Advances(Il]
Others assets[]]

Increase / (decrease) in operating liabilities[]
Borrowings from financial institutions[]
Deposits(IT]

Other liabilities (excluding current taxation)II]

Income tax paid(l
Net cash flows from operating activities 1

CASH FLOW FROM INVESTING ACTIVITIES
Net investment in ‘available-for-sale” securities[II]
Net investment in ‘held to maturity” securities[I]
Dividend received(]

Investments in operating fixed assets[[]

Sale proceeds of operating fixed assets[II]

Net cash flows from investing activities 1

CASH FLOW FROM FINANCING ACTIVITIES
Dividend paid [
Net cash flows from financing activities 1

Increase in cash and cash equivalents
Cash and cash equivalents at beginning of the yearl] 28
Cash and cash equivalents at end of the year[] 28

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

Chief Executive

Pakistan Kuwait Investment Company (Pvt) Ltd.C] Annual Report 2006

2006

(Rupees in “000)

20050

1,270,032 2,111,899
(314,034) (292,045) «
955,998 1,819,854

22,595 22,3080

13,086 16,2320
1,096,480 (113,352)
217,432 (41,906)
25,272 4,845
(483) (689)

1,374,382 (112,562)

2,330,380 1,707,292

(6,339,964) 863,54400

2,361,979 (2,209,763)0

1,436,526 (2,286,787)0
151,569 122,566

(2,389,890)  (3,510,440)

7,701,928 192,4670

(2,810,170) 4,061,67000
(401,494) (83,805)

4,490,264 4,170,332

4,430,754 2,367,184

(92,895) - (99,346)

4,337,859 2,267,838

(2,444,912) 1,270,976
399,999 (191)
317,095 323,053

(10,144) (28,124)
2,221 2,289

(1,735,741) 1,568,003
(200,000) (420,000)
(200,000) (420,000)

2,402,118 3,415,841

4,816,686 1,400,845

7,218,804 4,816,686

St
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Statement of Changes in Equity
For the year ended December 31, 2006

Reserves i

Share Capital Statutory Revenue Unappropriated Total
capital profit
(Rupees in “000) ‘[T

Balance as at December 31, 2004 as previously stated] 1,500,0000] 580,04500 2,377,7590  4,501,47900 -0 8,959,283
Effect of change in accounting policy with respect to:[]
Proposed dividend[d -0 -0 -0 -0 420,00000 420,00000
Transfer to reserve for issue of bonus shares[] -0 (500,000) -0 -0 500,00000 -0
Transfer to contingencies reservel] -0 -0 -0 (44,340)0 44,3400 -0
Transfer to general reserveld -0 40 40 (52,2510 52,2510 40
Transfer to marketable and government securities reservel] -0 -0 -0 (251,177)0 251,1770 -
Balance as at December 31, 2004 as restated 1,500,0000] 80,0450 2,377,75900 4,153,7110 1,267,768 9,379,283
Profit for the year ended December 31, 20050 -0 -0 -0 -0 1,896,508[] 1,896,5080]
Dividend paid @ Rs. 7,000 per share[] -0 -0 -0 -0 (420,000)] (420,000)
Transfer to reserve for issue of bonus shares[] -O 500,0000] 40 -O (500,000) -
Transfer to contingencies reservel] -0 -0 -0 44,3400 (44,3400 -0
Transfer to general reserveld -0 -0 -0 52,2510 (52,251)0 -0
Transfer to statutory reservel] -0 -0 379,30200 -0 (379,302)0 -0
Transfer to marketable and government securities reservel] -O -0 40 251,1770 (251,177)0 40
Issue of bonus sharesd] 500,00001 (500,000)1 40 40 40 o
Balance as at December 31, 2005 as restated 2,000,0000] 80,0450 2,757,0610 4,501,4790 1,517,2060 10,855,791

Profit for the year ended December 31, 20060 -0 -0 -0 -0 1,209,649 1,209,649
Transfer to statutory reservel] -O -O 241,9300 -O (241,930)1 =
Dividend paid @ Rs. 2,500 per share[] -0 -0 -0 -0 (200,000)1 (200,000)
Transfer to contingencies reservel] -0 -0 -0 67,5810 (67,581)0 -
Issue of bonus shares[] 4,000,000] -0 -0 (3,232,855)01 (767,145)01 -0
Transfer to marketable and government securities reservel] -O -0 40 369,1280 (369,128)01 =
Balance as at December 31, 2006 6,000,000 80,045 2,998,991 1,705,333 1,081,071 11,865,440
The annexed notes 1 to 41 form an integral part of these financial statements.
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Notes to and Forming Part of the Financial Statements

For the year ended December 31, 2006
1. STATUS AND NATURE OF BUSINESS[]

The company was incorporated in Pakistan as a Private Limited company on March 17, 1979. Thell
registered office is situated at 4th Floor, Block ‘C" Finance and Trade Center, Shahrah-e-Faisal, Karachi.[l
The company is a 50:50 joint venture between the Governments of Pakistan and Kuwait. The objectivell
of the company is to profitably promote industrial investments in Pakistan. The company has a 100%[]
owned subsidiary, First Choice Securities Limited (FCSL), principally engaged in the business of equityl]
brokerage, money markets and foreign exchange brokerage, equity research and corporate financialll
advisory services. FCSL has not yet started its operations.

22, STATEMENT OF COMPLIANCEL]

These financial statements are prepared in accordance with approved accounting standards as applicable [
in Pakistan and the requirements of the Companies Ordinance, 1984 and the directives issued by thell
Securities and Exchange Commission of Pakistan (SECP) and the State Bank of Pakistan (SBP). Approved(]
accounting standards comprise of such International Financial Reporting Standards as notified under thel]
provisions of the Companies Ordinance, 1984. Wherever the requirements of the Companies Ordinance,[]
1984 or directives issued by SECP and the SBP differ with the requirements of these standards, thell
requirements of the Companies Ordinance, 1984 or the requirements of such directives take precedence.l]

The SBP through its BSD circular letter No. 11 dated September 11, 2002 has deferred the implementation [
of 1AS 39 ‘Financial Instruments: Recognition and Measurement’ and IAS 40 ‘Investment Property” for(]
Non-Banking Financial Institutions (NBFIs) in Pakistan. Accordingly, the requirements of these International [
Accounting Standards (IASs) have not been considered in the preparation of these financial statements. I

2.1 Forthcoming accounting changes 1]

The following standards, amendments and interpretations of approved accounting standards are only[]
effective for accounting periods beginning on or after January 1, 2007 and are either not relevant tol]
company’s operations or are not expected to have significant impact on financial statements other than[J
certain increased disclosures. [

IAS 1 - Presentation of Financial Statements - amendments relating to Capital disclosures[IIIIIIIIIT
IFRS 2 - Share-Based Payments[IIIIIIIIIIII

IFRS 3 - Business Combinations [T

IFRS 5 - Non-current assets held for sale and discontinued operations [T

IFRS 6 - Exploration for and evaluation of mineral resourcesIIIIIIIIIT

IFRIC 8 - Scope of IFRS 2 Share-based Payments[IIIIIIIIIII

IFRIC 9 - Reassessment of Embedded Derivatives [T

IFRIC 10 - Interim Financial Reporting and Impairment [T

IFRIC 11 - Group and Treasury Share Transactions[IIIIIIIIIIIII

IFRIC 12 - Services Concession Arrangements.
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3.1

3.2

BASIS OF PRESENTATION 11111
Basis of measurement ]

These financial statement have been prepared on the historical cost basis as modified for revaluation ofl]
certain investments at market rates in accordance with the requirements of BSD circular No. 10 dated July [
13, 2004 as amended through BSD circular No. 11 dated August 04, 2004 and BSD circular No. 14 dated [
September 24, 2004.1

The financial statements are presented in Pakistan Rupees which is company’s functional currency. Thell
amounts are rounded to nearest thousand rupees.

Critical accounting estimates and judgements 17 O

The preparation of financial statements in conformity with approved accounting standards requires management []
to make judgements, estimates and assumptions that affect the application of policies and reported amount []
of assets and liabilities, income and expenses. The estimates and associated assumptions are based onl[l
historical experience and various other factors that are believed to be reasonable under the circumstances, [
the results of which form basis of making the judgements about carrying values of assets and liabilities which [
are not readily apparent from other sources. Actual results may differ from these estimates. The estimates[]
and underlying assumptions are reviewed on an ongoing basis. Revision to accounting estimates arell
recognised in the period in which the estimate is revised if the revision affects only that period, or in thelJ
period of its revision and future periods if the revision affects both current and future periods. Judgement(]
made by the management in the application of approved accounting standards that have significant effect [J
on the financial statements and estimates with a significant risk of material adjustment in the next year are [
discussed in note 38.

REASON AND EFFECT OF CHANGES IN ACCOUNTING POLICY ]

During the year, the accounting policy for recording of dividend declarations to holders of equity instruments []
was changed to comply with the requirements of IAS - 10 ‘Events after the Balance Sheet Date” as alsolJ
directed in circular number 06/2006 dated June 19, 2006 issued by the Institute of Chartered Accountants [
of Pakistan. The circular requires all declarations of dividend to holders of equity instruments including]
declaration of bonus issue and other appropriations except which are required by law after the balancell
sheet date, should not be recognised as liabilities or changes in reserves at the balance sheet date. Previously, []
all declarations of dividend including declaration of bonus shares and other appropriations made subsequent [
to the balance sheet date were made part of the financial statements of that period .

The change in the accounting policy has been accounted for retrospectively and comparative information [
has been restated in accordance with the benchmark treatment specified in 1AS-8; ‘Accounting Policies,[]
Changes in Accounting Estimates and Errors’. Had there been no change in accounting policy, the effect[]
on the financial statements would be as follows:

2006 200501
(Restated)
(Rupees in ‘000)[]

Decrease in unappropriated profit[] (1,081,071)0 (1,403,854)1
Increase in proposed dividend[] 364,000 200,000L1
Increase in capital reserves[] -0 4,000,000L1
Increase / (decrease) in revenue reserves[] 717,071 (2,796,146)
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5.1

5.2

5.3

5.4

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Cash and cash equivalents[]

For the purpose of cash flow statement, cash and cash equivalents comprise of cash and balances with treasury [
and other banks.

Revenue recognition[]
i.0 Dividend income is recognised when the company’s right to receive payment is established.[]

ii.  Income from loans, term finance certificates, debentures, bank deposits, government securities and[ll]
reverse repo transactions is recognised under effective interest method, except where recovery is[lll
considered doubtful the income is recognised on receipt basis.[]

iii..]  The company follows the finance method in recognising income on lease contracts. Under this method [
the unearned income i.e. the excess of aggregate lease rentals and the estimated residual value overlll
the cost of the leased asset is deferred and then amortised over the term of the lease, so as to producellll
a constant rate of return on net investment in the lease.]

iv.]  Gain on sale of securities is recognised at the time of sale of relevant securities.[]
v.J  Advisory income is recognised as the services are rendered.
Advances including net investment in finance leases[]

Advances are stated net of provision for doubtful debts. Provision for doubtful debts is determined on thell
basis of ‘Prudential Regulations’ issued by the State Bank of Pakistan and charged to the profit and loss[]
account.[]

Advances are written off when there are no realistic prospects of recovery.[]

Leases, where substantially all risks and rewards incidental to ownership of an asset are transferred to thel]
lessee, are classified as finance lease. A receivable is recognized at an amount equal to the present value of [J
the lease payments. The difference between the gross receivable and the present value of the receivable is[]
recognised as unearned finance income.

Investments (1111111

The company classifies its investments including investments in associates as ‘Available for Sale’, ‘Heldd
for Trading’ and ‘Held to Maturity’ based on the criteria set out in BSD Circular Nos. 10, 11 and 14 datedlJ
July 13, 2004, August 04, 2004 and September 24, 2004 respectively. Investments in government securities [
and quoted investments, including investment in associates, categorized as ‘Held for Trading’ and ‘Available [
for Sale” are valued at rates quoted on PKRV (Reuter Page) and market rates of Karachi Stock Exchange as[]
at the balance sheet date respectively. Any surplus or deficit arising as a result of revaluation of securities[]
categorized as ‘Held for Trading’ is taken to profit and loss account and that of ‘Available for Sale” is taken[]
to the balance sheet, and shown below equity. Furthermore, investments classified as ‘Held to Maturity’[]
are stated at their amortised cost.[]

Unquoted investments including investments in associates are stated at lower of cost and breakup value.[]
Impairment loss is recognised whenever the carrying amount of an investment exceeds its recoverablel]
amount. An impairment loss is recognised in income currently. Profit and loss on sale of investments during [

the year are included in income currently.]

Premium or discount on acquisition of government securities is amortised over the period to maturity under [J
effective interest method.
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5.5

5.6

5.7

5.8

5.9

Taxation -

Current I
The charge for current taxation is based on taxable income at the current rates of taxation after taking into [
account the tax credits and tax rebates available, if any. [

Deferred I

The company accounts for deferred taxation using the balance sheet liability method. The amount of deferred [
tax provided is based on the expected manner of realisation or settlement of the carrying amount of assets [
and liabilities using the tax rates enacted or substantively enacted at balance sheet date. A deferred tax asset []
is recognised only to the extent that it is probable that future taxable profits will be available and the credits [J
will be utilised. Deferred tax asset is reduced to the extent that it is no longer probable that the related tax[]
benefit will be realised. T

Operating fixed assets iii[]

Tangible fixed assets are stated at cost less accumulated depreciation except leasehold land which is stated [
at cost. [T

Depreciation is charged to profit and loss account applying the straight line method whereby the cost ofJ
an asset is written off over its estimated useful life. I

Maintenance and normal repairs are charged to income as and when incurred. [T

Profit or loss on the sale or retirement of fixed asset is included in income currently. [T

Staff retirement benefits [T

Defined Benefit Plan ]

The company operates a funded gratuity scheme for all its permanent and contract employees. Projected[]
unit credit method has been used for actuarial valuation. Actuarial gains or losses in excess of 10% of thel]
actuarial liability or plan assets are recognised over the average life of the employees. [N

Defined Contribution Plan il

The company also operates a recognised provident fund scheme for its employees. Equal monthly contributions [
are made, both by the company and the employees, to the fund at the rate of 10% of the basic salary.[]

Employees’ compensated absences 1111

Liability in respect of employees’ compensated absences is recognised on the basis of actuarial valuation[J
and is accounted for in the period in which these are earned. The actuarial valuation is carried out usingl]
‘Projected unit credit method’ . [T

The last actuarial valuation of the employees” compensated absences was conducted as of December 31,1
2006.

Derivative financial instruments 1 il

Derivative financial instruments are initially measured at fair value and subsequently remeasured at fairl]
value. The gain or loss on remeasurement to fair value is recognised in profit and loss account.
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5.10

5.11

5.12

5.13

5.14

Tl |

Impairment

The carrying amount of the assets, other than deferred tax asset, are reviewed at each balance sheet datelJ
to determine whether there is any indication of impairment. If any such indication exists, the asset’s[]
recoverable amount is estimated. An impairment loss is recognised whenever the carrying amount of anlJ
asset exceeds its recoverable amount. Impairment losses are reversed when there is an indication that[]
impairment loss may no longer exist and there has been a change in the estimate used to determine thel]

Foreign currency ]

Foreign currency transactions are recorded at the rates prevailing on the date of transactions. Monetaryl]
assets and liabilities in foreign currency are reported in Pakistan Rupees at the rates of exchange prevailing [
on the balance sheet date. Exchange gains and losses are included in income currently . I

Off-setting of financial assets and financial liabilities o]

‘Financial assets’ and ‘financial liabilities” are only offset and the net amount is reported in the balance sheet [
if the company has a legal right to set-off the transaction and also intends either to settle on a net basis orl[]
to realise the asset and settle the liability simultaneous|y.ITIIIIIIIIIIII

Earnings per share ]
The company presents basic earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated[]
by dividing the profit or loss attributable to ordinary shareholders of the company by weighted averagell

number of ordinary shares outstanding during the year. I

Segment information i

A segment is distinguishable component of the company that is engaged in providing products 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. Thell
company's primary format of reporting is based on business segments.

Business Segments/ 111010

Following are the main segments of the company: [T

Corporate Financeld Includes loans, advances, leases, and other transactions with corporate customers. I

Treasuryl] Undertakes company’s fund management activities through leveraging and investing [
in liquid assets such as short term placements, government securities and reverse repo [
activities. It carries out spread based activities in the inter bank market and manages [l

the interest rate risk exposure of the company [N

Capital Marketd Includes trading in listed securities with a view to trade and earn the benefit of market [l
fluctuations and to hold securities for dividend income and capital gain.[]

Investment BankingldUndertakes advisory services including mergers and acquisitions, listed debt(IIl
syndication, trustee activities and other investment banking activities.
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6.1

7.1

8.1

8.2

8.3

Geographical Segments 111011 O
The company’s all business segments operate only in Pakistan.
CASH AND BALANCES WITH TREASURY BANKS

2006 20050
(Rupees in ‘000)C]

Cash in hand in local currencylll 36 14D

With State Bank of Pakistan in[]

local currency current accountl] 6.1 40,803 23,1320

With National Bank of Pakistan in[]

local currency current accountllI] 841 6,109
41,680 29,255

This includes the minimum cash reserve required to be maintained with the SBP in accordance with thell
requirement of BSD Circular No. 04 dated May 22, 2004.

BALANCES WITH OTHER BANKS!:

2006 20050

(Rupees in ‘000)[]

In Pakistan[]
- on current account(IT] 41,086 18,8760
- on deposit accountl] 710 7,069,229 4,704,836[]
Outside Pakistan[]

- on current accountI] 845 8971
- on deposit account] 65,964 62,8221

7,177,124 4,787,431

This includes placements of Rs. 7,023 million (2005: Rs. 4,615 million). The return on these placements[]
ranges between 11 (2005: 9.05) to 12.5 (2005: 12.5) percent per annum and the placements maturel]
between 4 days to 88 days (2005: 3 days to 182 days).

LENDINGS TO FINANCIAL INSTITUTIONS
2006 20050
(Rupees in ‘000)C]
Repurchase agreement lendings (Reversell

Repo)d 8.1,82&8.5 7,642,399 909,456
Certificates of investment (COls)] 8.3&84 701,675 1,094,654
8,344,074 2,004,110

All lendings of the company are in local currency. [T

Reverse repo carry interest at rates ranging between 8.65 (2005: 8.25) to 9.25 (2005: 8.65) percent perl]
annum against government securities and 15 (2005: 20) percent per annum against other securities andl]
have maturities upto March 22, 2007 (2005: March 08, 2006) and January 05, 2007 (2005: January 30,[]
2006) respectively. [T

This includes COls in local currency amounting to Rs. 522.293 million (2005: Rs. 955 million). The profit]
rate on these COls ranges between 11 (2005: 10.25) to 12 (2005: 11.85) percent per annum. All COls[]
are due for maturity within 2 to 3 months (2005: 1 to 6 months).
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8.4/ This also includes a COI in foreign currency amounting to US$ 2.454 million (2005: US$ 2.338 million).lJ
The expected profit rate on this COI is 5.35 (2005: 4.37) percent per annum and is due for maturity on[]

8.5

9.1

January 04, 2007 (2005: January 23, 2006).

Securities held as collateral against lendings to financial institutions

2006 200501
Further |
Held by the given as Total Held by thell Further givenl Total
company collateral [ companyl]  as collateral
(Rupees in ‘000) === =
Market treasury bills[] 199,984 6,768,362 6,968,346 96,3971 462,31000 558,707
Pakistan investment bonds[] 176,272 430,233 606,505 -0 297,51600 297,516
Equity shares of listed companies[] 67,548 - 67,548 53,2330 -0 53,2331
443,804 7,198,595 7,642,399 149,630 759,826L1 909,456

[HE market value of securities held as collateral amounted to Rs. 7,668 million (2005: Rs.1,047 million).

INVESTMENTS

Investments by type

2006 20050
Held by the| Given as Total Held by thelll Given asl|{  Total
company | collateral [ companyl|  collateralr
(Rupees in ‘000)
Held-for-trading securities]
Shares of listed companies[] 899,941 - 899,941 3,261,92000 -0 3,261,920
Available-for-sale securities[]
Market treasury bills[] - 242,646 242,646 184,27900 278,348 462,62701
Shares of listed companies[] 4,119,164 - 4,119,164 2,482,5700] -0 2,482,5700
Shares of unlisted companies[] 143,598 - 143,598 153,10200 -0 153,102
Listed term finance certificates[] 455,314 - 455,314 528,87100 -0 528,8710
Unlisted term finance certificates[] 235,488 - 235,488 265,6250] -0 265,625
Held-to-maturity securities[]
Pakistan investment bonds[] 9.1.10 201,518 - 201,518 155,10600 459,4970] 614,603
Associates 1,879,175 - 1,879,175 1,656,575 -0 1,656,575
Subsidiary 50,000 - 50,000 50,000C] -0 50,0001
Total investments - at cost: 7,984,198 242,646 8,226,844 8,738,048[1 737,84500 9,475,8930]
Less: Provision for diminution in(J
the value of investments[] 9.3 (92,393) - (92,393) (67,1210 -0 (67,121
Total investments - net of provisions[ll] 7,891,805 242,646 1 8,134,451 8,670,92700 737,845 9,408,772
Surplus / (deficit) on revaluationl]
of ‘held for trading’ securities(I] (61,551) o (61,551) 116,03500 -0 116,0350
Surplus / (deficit) on revaluationl]
of ‘available for sale’ securities[II] 1,427,861 (382) 1,427,479 2,319,4070 800 2,319,487
Total investments 9,258,115 242,264 9,500,379 11,106,36900 737,925 11,844,294
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9.1.1

9.2

9.3

Pakistan Investment Bonds (PIBs) are held with the SBP for dealing purposes and are also eligible forll
rediscounting with the SBP. These PIBs carry returns ranging from 6 (2005: 6) to 11 (2005: 11) percent per[]
anum and mature by 2007. Market value of these PIBs as at December 31, 2006 amounted to Rs 198.716[1
million (2005: Rs 588.170 million).

INVESTMENTS BY SEGMENTS !
2006 200500
(Rupees in ‘000).:

Federal Government Securities[]

- Market treasury bills[I 242,646 462,62701
- Pakistan investment bonds(IIl 201,518 614,603
444,164 1,077,230

Fully paid up Ordinary Shares[]
- Listed companies[II] 4,817,207 5,408,7340]
- Unlisted companies( 93,598 103,102
4,910,805 5,511,836

Term Finance Certificates (TFC’s)

- Listed TFC’s[I 455,314 528,8710

- Unlisted TFC’s[ 235,488 265,625
690,802 794,496

Investments in Associates[]

- Listed companies[II] 1,550,622 1,386,0450]

- Unlisted companies( 328,553 270,530

1,879,175 1,656,575
Investments in Associated Undertakings [

- Listed companies[II] 201,898 335,7560]
- Unlisted company(I 50,000 50,000
251,898 385,756
Subsidiary - unlisted company 50,000 50,000
Total investments - at cost 8,226,844 9,475,893
Less : Provision for diminution in the valuell
of investments[] 9.3 (92,393) 67,1210
Total investments - net of provisions[l 8,134,451 9,408,772
(Deficit) / surplus on revaluation of ‘held for trading” securities(I] (61,551) 116,0350
Surplus on revaluation of 'available for sale' securities(II] 1,427,479 2,319,487
1,365,928 2,435,522
Total investments 9,500,379 11,844,294

Particulars of provision for diminution in the value of
un-quoted investments [T

Opening balancelll 67,121 62,2761
Charge for the yearlll 26,217 9,253[]
Reversals[ID 945)C] (4,408)
25,272 4,84501
Closing balancelll 92,393 67,121
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9.3.1 Particulars of provision in respect of type and segment -

9.4

10.

10.1

10.2

10.3

10.4

un-quoted companies 2006 20050
(Rupees in ‘000)[]

Available for sale securities[] 72,666 55,1560]

Associatesl] 19,727 11,9651
92,393 67,121

Effective December 31, 2006, the company has reclassified its securities with cost of Rs 2,036 million and
having market value of Rs 1,120 million from ‘held for trading’ to ‘available for sale’ after reviewing thel]
trading pattern of the specific securities which remained restricted due to the extra ordinary market volatility [
prevailed through out the year.

ADVANCES 1111
2006 200501
(Rupees in ‘000)[]

Loans and advances[l 3,113,590 4,530,2400
Net investment in finance leases[] 10.5 2,134,881 2,154,757

5,248,471 6,684,99701
Provision for non-performing advances[] 10.3 (374,606) (157,174)0
Advances net of provisions[ 4,873,865 6,527,823
Particulars of advances 11l

In local currencylll 5,225,876 6,662,402[1

In foreign currencies(] 22,595 22,595
5,248,471 6,684,997110

Short term(ID 74,219 1,925,593

Long term(T 5,174,252 4,759,404
5,248,471 6,684,997

Advances include Rs. 377.245 million (2005: Rs 391.350 million) which have been placed under non-[]
performing status as detailed below:

Domestic 2006
Classified Provision Provision
Advances Required HeldT
(Rupees in ‘000)EH——
Doubtfull] 5,27701 2,6380] 2,638
LossL] 371,9680L1 371,968 371,968
377,245 374,606 374,606
Particulars of provision against non-performing advances
2006 200501
(Rupees in ‘000)[]
Opening balancelJ 157,174 194,08001
Charge for the year] 225,492 118,094L]
Reversall] (8,060) (160,000)
217,432 (41,906)01
Adjustment[] -| 5,0000]
Closing balancell 374,606 157,174
Local currencyll 352,011 134,579
Foreign currencies] 22,595 22,5951
374,606 157,174
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10.5 Net investment in finance leases
2006 20051
Not later  Later than Over Total Not laterl]  Later than[J Overl] Total
than one one and less. five years: than onel] one and lessl] five years
year than five year(] than five:
years il yearsQ
(Rupees in ‘000)L1
Lease rentals receivable[d 145,918 2,244,500 - 2,390,418 775,0380 1,689,254 35,9340 2,500,2260]
Residual valuel 41,232 83,510 d 124,742 3,8300 1122610 7,6770 123,7680
Minimum lease payments[] 187,150 2,328,010 - 2,515,160 778,868 1,801,51500 43,6110 2,623,9940]
Financial charges for future[d
periodsl] 11,619 368,660 - 380,279 193,0630  272,66900 3,50500 469,2370]
Present value of minimum[
lease payments[] 175,531 1,959,350 - 2,134,881 585,80500 1,528,8460 40,1060 2,154,757

liabilities. I

Debts due by Directors, Executives and Officers[]
Balance at beginning of the year(lll

Loans granted during the year(ll

Repayments[

Balance at end of the year(lll

Debts due by related parties[]
Balance at beginning of the yearlll
Loans granted during the year(ll]
Repayments]

Balance at end of the year(lll

11. OTHER ASSETSL]

Income / markup accrued in local currencyll]

Income / markup accrued in foreign currency(lll
Advances, deposits, prepayments and other receivables(ll]
Receivable on account of sale of marketable securities[Il]
Central excise dutyl]

Advance against shares subscription[lI]

Others[

Less: Provision held against other assets[]

10.6 Particulars of loans & advances to Directors & associated companies

2006

10.5.1 1 The company has entered into lease agreements with various companies for lease of vehicles and plant and [
machinery. The amount recoverable under these arrangements are receivable by the year 2011 and arel]
subject to finance income rates ranging between 7 (2005: 6.5) to 15 (2005: 16.25) percent per annum.

10.5.2 ' In respect of the aforementioned finance leases the company holds an aggregate sum of Rs. 124.742 million [
(2005: Rs. 124.602 million) as security deposits on behalf of the lessees which are included under other[]

2005

(Rupees in ‘000)

35,381 36,8720
19,086 4,20100
(13,751) (5,692) |t
5,335 1,491)0
40,716 35,381
362,940 386,1750
- 37,500
‘ (78,782)\ ‘ (60/735)E1:
(78,782) (23,2350
284,158 362,940
221,422 233,0910
647 1860
10,218 4,5550]
- 142,1910
2,077 2,0770
50,000 51,0000
2,339 8,233
286,703 441,3330
(26,154) (26,154) 11
260,549 415,179
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11.11 Provision against other assets 2006 2005

12.

12.1

12.2

(Rupees in ‘000)C]

Opening balancell 26,154 26,1541
Charge for the yearllll - -0
Closing balancellll 26,154 26,154
OPERATING FIXED ASSETS[]
Capital work in progress] 12.1 - 836l
Property and equipment(] 12.2 125,197 138,550 =
125,197 139,386
Capital work-in-progress(Il
Advances for purchase of vehiclesI - 836
Property and equipment
2006
Cost Depreciation
As at Additions / As at As at Charge / As at Net book Rate of
January 1, (disposals) December January 1,  (disposals) December value as at  depreciation
2006! 31, 2006 2006:! 31,2006 December 31,11
2006 %
(Rupees in ‘000) HHHHHH
Leasehold land 1000 -0 100 -0 -0 -0 100 -0
Building on lease hold
land] 112,1490 -0 112,149 19,7780 2,800 22,578 89,571 2.5000
Furniture and fixtures[] 33,3030 28700 31,243 20,8520 3,5970 24,018 7,225 20.000I0
(2,347) @310
Motor vehicles[] 64,6150 8,2430 72,303 36,4430 12,6480 48,536 23,767 20.00010
(555)ID (555)0
Office equipment] 26,2540 2,5940 28,848 24,5090 2,2700 26,779 2,069 33.3300
[ -0
Electrical appliances] 7,9390 780 7,962 4,2280 1,28000 5,497 2,465 20.000I0
(55)M (11)
Total 244,3600 11,2020 252,605 105,81000 22,5950 127,408 125,197 ([T
(2,957)MD (997)0
20050
Costl] Depreciationd

Leasehold land(J

Building on lease hold

land [T

Furniture and fixtures]

Motor vehicles

Office equipment]

Electrical appliances]

Total

Pakistan Kuwait Investment Company (Pvt) Ltd.

As at]  Additions /O  As at(d As at]  Charge /0 As atl] Net book[ Rate of]
January 1,00 (disposals)l] December(] January 1,00 (disposals)[] December(] value as att] depreciation[]
2005 31, 20050 2005 31, 200500 December 31, I

20050 %[
(Rupees in '000)H
1000 -0 1000 -0 -0 -0 1000 -[m
112,1490 -0 112,1490 16,9740 2,8040 19,7780 92,3710 2.5000
25,7260  8,57700 33,3030 17,5690 4,1570 20,8520 12,4510 20.00 [
(1,000)ID (874)(IID
52,9810 15,6820 64,6150 28,6240 11,1100 36,4430 28,1720 20.00 [
(4,048)D (3,291)0
25,0840  1,3900 26,2540 21,7400 2,926001 24,5090 1,7450 33.33 [
(220)m (157)0
6,0540  3,7380 7,9390 4,1170 1,3110 4,2280 3,7110 20.00 D
(1,853)I0 (1,200)
222,0940 29,3870 244,36000 89,0240 22,3080 105,8100 138,550
(7,121)ID (5,522)
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13.

13.1

13.2

13.2.1

13.2.2

13.2.3

13.2.4

BORROWINGS FROM FINANCIAL INSTITUTIONS :
2006 20050
(Rupees in '000)[]

In Pakistan[ 12,600,057 4,898,129

Particulars of Borrowings with respect to currencies

In local currency(l 12,600,057 4,898,129

Details of Borrowings Secured / Un Secured

Secured 11[]

Repurchase agreement borrowings[] 13.2.1 7,387,546 1,398,12901

Term finance certificates (TFCs)[] 13.2.2 1,750,000 500,0000]

Borrowings from SBP under LTF-EOP] 13.2.3 462,511 -

Unsecured(]

Term finance certificates (TFCs)( 13.2.4 3,000,000 3,000,000 11
12,600,057 4,898,129

Repurchase agreement borrowings 11111111 O

The company has arranged borrowings from various financial institutions against sale and repurchase ofl]
government securities. The mark-up on these finances range between 8.50 (2005: 7.25) percent per annum []
t0 9.10 (2005: 8.6) percent per annum with maturity ranging from four days (2005: four days) to two months [
(2005: six months). [

Term finance certificates (non-participatory) ]

This represents finance obtained through issue of privately placed term finance certificates of five years[]
maturity. The markup is payable on quarterly basis and the principle is repayable in five equal semi annual [
installments commencing 36 months from the date of disbursement. The facility is secured by first hypothecation [
charge ranking pari passu, on existing and future assets of the company. The rate of profit is 3 months KIBOR [
ask rate plus 125 (2005: 125) basis points. As at December 31, 2006 the effective rate ranges between 11.55 [
to 11.75 (2005: 10.28) percent per annum. [T

LTF-EOP facility from SBP ]

In order to facilitate the export oriented projects, SBP has introduced a scheme to refinance the fixed term[l
loan availed from Banks / DFIs.[]

The SBP has approved the company as Participating Finance Institution (PFl) and allocated a refinance limit [
of Rs 1,000 million for the financial year 2006 - 2007.[1

A one time swap facility option under the Scheme (LTF - EOP) has been extended to textile sector for import [
of plant and machinery, allowed by the State Bank of Pakistan through their SMED Circular No. 19 of 2006.[1
The loan is repayable over a maximum period of 7.5 years from the date of first disbursement with mark[]
up payable at maximum of 5 percent per annum including 2% spread for the lending institution.[]

Out of sanctioned limit of Rs 1,000 million, the company has availed facility under swap arrangement of(J
an amount of Rs 462.511 million as on December 31, 2006 (2005 : Rs NIL).(J

Term finance certificates (non-participatory)]

These represent finances obtained through issue of privately placed term finance certificates of five years[]
maturity. The mark-up is payable semi-annually. The rate of profit ranges from 85 (2005: 85) to 170 (2005: [
170) basis points over the cut-off yield of the last successful auction of six month T-bills. As at December]
31, 2006 the effective rates ranges between 9.66 (2005: 8.98) to 10.51 (2005: 9.84) percent per annum.
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14.

14.1

15.

15.1

16.

DEPOSITS AND OTHER ACCOUNTS

2006 20050
(Rupees in ‘000)
Certificates of investment (COls) / deposits[]

Financial institutions[] 3,650,000 6,289,170
Others[d] 91,500 262,500
14.1 3,741,500 6,551,670

The profit rates on these COls range between 9.30 (2005: 5) to 11.2 (2005:11.1) percent per annum. The [
COils are due [fbr maturity between January 04, 2007 to March 22, 2010 (2005: January 16, 2006 to August [
09, 2010). Included in COls id an amount of Rs. 3,704 million (2005: Rs. 6,419 million) payable within[l
twelve months. All COls / deposits are in local currency.

DEFERRED TAX LIABILITY
2006 20050
(Rupees in ‘000)
(Debit) / credit balances arising on account of 171

Accelerated tax depreciation allowancellll (6,130) (5,221
Provision for staff retirement gratuity and compensated absences[IT] 6,477) (5,614)
Other staff benefits[I] (4,970) (4,970
Finance lease arrangements[[l] 301,161 204,02900
Exchange differences[] - (68,900)]
Provision for contingencies[lI] (124,417) (48,314)J
Surplus on revaluation of government securities[II] (134) 691
159,033 71,0790

According to Finance Act, 2006, capital gains earned on listed securities are exempt upto tax year 2007.J
However, the Government has announced to extend this exemption for another year. Accordingly, deferred [
tax liability on unrealised surplus on revaluation of listed shares has not been accounted for.

OTHER LIABILITIES
2006 2005
Restated[]
(Rupees in ‘000)[]

Markup / return / interest payablellll 144,369 156,924[M]
Accrued liabilities( 172,785 175,089
Retention money payable[lll 101 1,2050
Taxation[II] 33,705 154,376
Staff retirement gratuity[] 30.1.3 23,915 21,3440
Security deposits[] 10.5.2 124,742 124,602
Exchange losses incurred on a loan( - 248,6700
Employees compensated absencesII] 5,655 5,762
Payable on account of purchase of marketable securities(] 22,689 142,441
Other liabilitiesIT] 1,265 20,9781

529,226 1,051,391
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17. SHARE CAPITAL
17.1 Authorised capital
2006 20050 2006 2005
(Number of shares) (Rupees in ‘000) 1
400,000 80,0000  Ordinary shares of Rs 25,000 eachl] 10,000,000 2,000,000
17.2 Issued, subscribed and paid up
2006 2005[ 2006 2005
(Number of shares) (Rupees in ‘000)10
Ordinary shares of Rs. 25,000 each
25,950 25,950 [ issued in cash[] 648,750 648,750
Ordinary shares of Rs. 25,000 each
214,050 54,0500 issued as bonus shares[] 5,351,250 1,351,250
240,000 80,000 6,000,000 2,000,000C1
The State Bank of Pakistan (SBP) on behalf of the Government of Pakistan (GOP) and Kuwait Investment(]
Authority (KIA) on behalf of Government of Kuwait each held 120,000 (2005: 40,000) ordinary shares ofl]
the company as at December 31, 2006.
17.3 Reserves 2006 2005
Restated 1
(Rupees in ‘000)C]
Capital reserves[] 17.3.1 3,079,036 2,837,10601
Revenue reserves[] 17.3.2 1,705,333 4,501,479 1«
4,784,369 7,338,585
17.3.1 Capital reserves|
Compulsory reserve- statutory reserve 17.3.1.10m
As at January 10T 2,757,061 2,377,75901
Add: Transfer during the yearlll 241,930 379,302
2,998,991 2,757,061
Reserve for issue of bonus shares[]
As at January 10T = 500,000L]
Transfer from general reservellll 2,042,175 -0
Transfer from marketable & government securities reservellll 1,190,680 -0
Transfer from profit & loss accountllll 767,145 -0
Bonus shares issued] (4,000,000) (500,000)1
- -
Special reservell 17.3.1.2 80,045 80,0451
3,079,036 2,837,106
17.3.1.10. Compulsory reserve - statutory reservel]
In terms of article 67 (1) of the Articles of Association of the company, an amount equal to 10% of thell
net profit for the year shall be set aside for the formation of a compulsory reserve. Such percentage ceases [
to be compulsory when the same reserve exceeds 25% of the paid-up share capital of the company.[]
According to BPD circular No. 15 dated May 31, 2004 issued by the SBP, an amount not less than 20%[]
of the after tax profits shall be transferred to create a reserve fund till such time the reserve fund equals
the amount of the paid up capital. The company has transferred Rs. 241.930 million (2005: Rs. 379.302 [
million) out of profit after taxation for the year to this reserve.
17.3.1.2°  Special reserve i
This special reserve was created during the year 1999 under section 23 (1) (ix) of the Income Tax Ordinance,]
1979 (now repealed) by transferring Rs. 80.045 million out of the profit after taxation for[l
that year to the special reserve. However, b the said sub section has been omitted by the Finance Ordinance,[]
2000 therefore similar amounts are no longer being transferred to this account.
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17.3.2

17.3.2.1

17.3.2.2

18.

19.

19.1

Revenue reserves

General reservel]

2006

20050
Restated[]

(Rupees in ‘000)

As at January 1 2,042,175 1,989,924L(]
Add: Transfer during the year(Ill - 52,251
Less: Transfer to reserve for issue of bonus shares[lI] (2,042,175) - O
N 2,042,175
Contingencies reserve 17.3.2.10
As at January 1 114,484 70,1440
Add: Transfer during the year[ll] 67,581 44,3401
182,065 114,484
Marketable and government securities reserve 17.3.2. 2]
As at January 1[I 2,344,820 2,093,643L]
Less: Transfer to reserve for issue of bonus shares[lI] (1,190,680) -0
Add: Transfer during the yearlIll 369,128 251,177m
1,523,268 2,344,820
1,705,333 4,501,479

Contingencies reservel]

Effective December 31, 2000 the company has set up a separate contingencies reserve to which anJ
amount, equal to 1% of the outstanding balance as at the year end, of loans and advances, leases and[]
TFCs considered good, excluding balance relating to back to back lending and financings against sovereign [
guarantees is appropriated from the profit.

Marketable and government securities reservel]

The company has set up a separate marketable and government securities reserve at a minimum of[]
25% of shareholders funds to provide sufficient cushion against volatility in the value of the stock market [l
portfolio and government securities.

SURPLUS ON REVALUATION OF 'AVAILABLE FOR SALE' SECURITIES
2006 200501
(Rupees in ‘000) 11:[]

Federal and provincial government securities[] (248) 12700

Quoted shares[] 1,417,834 2,292,1790

Other securities[] 10,026 27,1121
1,427,612 2,319,418

CONTINGENCIES AND COMMITMENTS i

During the year ended December 31, 2005 the Income Tax Authorities finalised the assessment for theld
tax year 2003, raising a tax demand of Rs. 137 million on account of allocation of ‘Common Expenses’[]
relating to ‘Capial Gains’. The management considers that the tax department has misinterpreted theld
provisions of section 67 of the Income Tax Ordinance, 2001 read with Rule 13 of the Income Tax Rules[]
2002, wherein the tax authorities have allocated ‘Common Expenses’ including financial cost relating[J
to ‘Capital Gains’ by taking into account the amount of ‘Capital Gains’ rather than the ‘Cost of Investments’. [
The company therefore, filed an appeal before CIT (Appeals), who had maintained the above allocation.[J
The company filed another appeal before Income Tax Appellate Tribunal (ITAT) who has set aside thell
matter with the directive to the tax authorities that the allocation of financial cost has to be made byl
taking into account the cost of investments rather than the gross turnover. Further the company has madell
representation before the member CBR for necessary clarification that the allocation of expenses has[]
to be made in relation to investment cost, rather than the amount of capital gain on the sale of specificll
shares. Based on the above facts the company is confident that case will be decided in its favour.
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19.2

19.3

19.4

21.

22.

The company has also requested CBR to refer the above matter to Alternate Dispute Resolutiond
Committee’” (ADRC), a mechanism available to provide an opportunity to tax payer for an easy andl

efficient resolution of dispute. [

Other contingencies

Direct credit substitute - guarantee issued[]

Other commitments 1117110

Underwriting commitment(]

Undisbursed sanctions for financial assistance in[J
the form oflJ

- equity participation[]

- loans and advances[]

Commitments for future sale of listed securities[]

Derivatives[]

2006

20050

(Rupees in ‘000)[]

9,846 87,742
- 25,0000
94,220 95,7200
388,475 895,048
490,759 1,005,682
973,454 2,021,450

The company has executed an Interest Rate Swap transaction with a bank on April 2, 2004 for a period[]
of four years, whereby it converted its floating rate liability of Rs.100 million into a fixed rate liability.[]
Under the arrangement the company will be paying the agreed fixed rate to the bank in exchange for[]

available rate. The Interest Rate Swap has maturity falling within 2 years.[Il

MARK UP / RETURN / INTEREST EARNED

On loans and advances[]
On investments[]

- Available for salel]

- Held to maturity[]

On deposits with financial institutions[]
On securities purchased under resale agreements[]

MARK-UP / RETURN / INTEREST EXPENSEDL]

Deposits[]
Securities sold under repurchase agreements[]
Other short term borrowings[]

GAIN ON SALE OF SECURITIESO

Federal Government Securities[]
- Treasury bills]

- Pakistan investment bonds[]
Shares - listed securitiesl]

2006

2005

(Rupees in ‘000): ]

650,728 542,3150
135,857 80,2650
19,796 39,4570
662,701 276,4630
181,082 92,904
1,650,164 1,031,4040
929,386 549,0770
171,358 72,3160
2,298 1,650
1,103,042 623,043
108 2110
102 5920
1,859,969 1,811,996
1,860,179 1,812,799
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23.

23.1

24.

24.1

25.

26.

OTHER INCOME

Profit on sale of operating fixed assets[[]
Others[]

23.1

2006

20050

(Rupees in ‘000) L]

483 6900
270,181 1,829
270,664 2,51901

Other income includes Rs 257.015 million in respect of reversal of exchange losses incurred on a loan[]

no longer required to be paid. [T

ADMINISTRATIVE EXPENSES

Salaries, allowances and employees’ benefits(II]

Directors remuneration (including remunerationl]
of Chief Executive)

Provision for gratuity[]

Employer’s contribution to the provident fund(Il

Traveling and conveyancellll

Rent and rates(II]

Utilities[

Communication[]

Professional training and staff welfarellll

Advertisements, periodicals and membership dues(Ill

Printing and stationeryl([T]

Depreciationl]

Auditors’ remuneration]

Legal, consultancy and other professional services(lIl

Repairs and maintenancellll

Motor vehicle expenses(ll]

Insurancell]

Donations[

Entertainment(Il]

Software development expenses(]

Bank charges[

Miscellaneous[I]

Auditors’ Remuneration(l]

Audit feellll

Fee for half yearly reviewl(IIl

Special certifications and sundry advisory servicesI
Out of pocket expenses(lI]

OTHER CHARGES 1
Penalties imposed by State Bank of Pakistan(lI]
TAXATION [T

Current[

Prior years[]
Deferred[Il
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30.1.4

12.2
24.1

26.1

2006

20050

(Rupees in ‘000)[]

142,013 151,8800]
57,593 63,3041
7,057 5,6980]
4,846 4,116
13,682 11,0120
6,996 6,4740]
2,365 2,7870J
6,739 6,89901
712 63601
6,595 5,9360]
2,316 2,6730]
22,595 22,3080L]
3,036 1,4340
39,023 22,2770
23,725 10,4580
7,109 5,070
2,401 2,24701
- 13,4000]
1,429 1,5210
- 1,40000
199 17601
10,445 6,944
360,876 348,650(01
805 6051
305 280
1,848 455(00
78 941
3,036 1,434
1,365 1700
173,191 84,1540
(200,967) (11,650)1
88,159 142,887
60,383 215,391




26.1

26.2
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28.

29.

30.

30.1

30.1.1

During the year ended December 31, 2006, the Income Tax Appellate Tribunal (ITAT) has given its decision [
in favour of the company on the issue of taxability at public company rate in view of the fact that thell
company is 50% owned by the Government of Pakistan. Hence, a net amount of Rs.200.967 million[]
representing tax provision at rate higher than that applicable to other company has been reversed I

Relationship between tax expense and accounting profit

Profit before taxation[]

Tax at the applicable rate of 35% (2005: 35%)1

Net tax effect on income taxed at reduced rates[]

Net tax effect of income not subject to tax and expenses[]
that are not allowable in determining taxable incomel]

BASIC AND DILUTED EARNINGS PER SHARE

Profit for the year (Rupees in ‘000)[]

Weighted average number of ordinary shares (in ‘000)C]

Basic earnings per sharel]

CASH AND CASH EQUIVALENTS

Cash and balances with treasury banks[]
Balances with other banks[J

STAFF STRENGTH

Permanent]

Temporary / on contractual basis[]

Own staff strength at the end of the year[]
Outsourced]

Total Staff Strengthl]

DEFINED BENEFIT PLAN

Staff retirement gratuity T

Principal actuarial assumptions

Discount ratelJ
Expected rate of increase in salaries[]
Expected rate of return on investments[]

Normal retirement agel

Pakistan Kuwait Investment Company (Pvt) Ltd.

Rupees

2006

20050

(Rupees in ‘000)[]

1,270,032 2,111,899M1
444,511 739,1650
(94,210) 87,614)0

(289,918) (436,160) 1

60,383 215,391
2006 2005010
1,209,649 1,896,508[I
240 2400
5,040 7,902
2006 2005

(Rupees in “000)0J

41,680 29,2550
7,177,124 4,787,43111
7,218,804 4,816,686

2006 2005
(Number) [T
61 59
9 130
70 720
28 230
98 95
2006 2005

% per annumIIIIIT]

10 901

10 o]

10 901
60 years 60 years

Annual Report 2006

30.1.2

30.1.3

30.1.4

30.1.5

30.1.6

Reconciliation of payable to defined benefit plan

Present value of defined benefit obligations[]

Fair value of plan assets[]
Unrecognised actuarial losses[]

Movement in liability]

Opening balancel]

Expense charged in the current year
Company’s contribution to gratuity fundl]
Closing balancell

Provision for gratuity '[]

Current service cost[]

Interest costl]

Expected return on plan assets[]
Actuarial loss amortised[]

Reconciliation of present value of defined benefit obligation :[]

Opening obligation as at January 10J
Current service cost[]

Interest costl]

Actuarial benefits paid during the year[]
Actuarial gain on obligation]

Closing obligation as at December 310]

Reconciliation of fair value of plan assets [

Fair value of plan assets as at January 10J

Expected return on plan assets during the yeard

Actual contributions by the employer]
Actual benefits paid during the yearl]
Actuarial loss on plan assets[]

Fair value of plan assets as at December 3101

2006

2005

(Rupees in ‘000)C]

44,720 35,3200
(6,243) (2,428)0
(14,562) (11,548) -
23,915 21,344
21,344 19,3450
7,057 5,6980
(4,486) (3,699)0
23,915 21,344
3,441 3,3520
3,252 2,5880
(304) (493)00
668 2511
7,057 5,698
35,320 33,3450
3,441 3,35200
3,252 2,5880
(754) (8,316)0
3,461 4,3510
44,720 35,3 200100
2,428 7,1530
304 4930
4,486 3,6990
(754) (8,316)0
(221) (601)0]
6,243 2,4280

Fair value of plan assets comprises of cash and cash equivalents deposited with different financial institutions.]

Actual return on plan assets is 9.5% as at December 31, 2006.
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31..1 COMPENSATION OF DIRECTORS AND EXECUTIVES: 33. 1 SEGMENT DETAILS WITH RESPECT TO BUSINESS ACTIVITIES[]
Chief Executive Directors Executives The segment analysis with respect to business activities is as follow:
2006 200501 2006 200500 2006 2005
(Rupees in ‘000){H 2006
Corporate Treasury Investment Capital Others Total
Finance Banking Market
Feelll 1,122 1,56000 5,944  3,35200 - -0 L DMATIE
Managerial remunerationl] 25,6121 26,3740 o -0 64,990 63,0990 Tota: incokme;grossD/ . 691,962 1,083,328 39,349 2,069,263 13,648 3,897,550D[]
. . Total markup / return / interest expensel (460,415) (642,627) - (1,103,042)
gharg.i fO.I“ defi ngdf.ber:jeﬂt plaEDI’ lan0] ;g; g;gg - _E ;’(7]83 :]] /;ggg Segment provision / impairment / unrealised losses[] ’ 11,091 ! ’ - ‘ (1,173,326) ‘ ’ (1,162,235)01
ontribution to defined contribution plan - - , (449,324) (642,627) - 1,173,326 E (2,265,277)01
Rent and house maintenancellll 2,756 2,486 - -0 12:600 8,24200 :g‘ qu;an:g Ieemel S other chareesd] 282638 LA 222 822 0 p2-oi8 L(gg';ﬁ)mu
H N ministrative expenses and other chargesi - - - - - y
Utilities[] 59 1310 2 -0 2,800 1,83200 Net incomel] 242,638 440,701 39,349 895,937 13,648 1,270,032
Medicalllll 663 15801 - -0 2,552 1,7130
Others 9,692 19,9280 12,467 9,605 ’ o - Zegmem assets -fnet[l o 5,263,735 16,348,471 7,434,624 576,038 30,:22,g68§
egment non performing loans| 77,245 - - - 77,245
31.1 40'989 51 '596 1 8’41 1 12’957 86’71 6 77’583D Segment provision required and held 374,606 - - 374,606L]
Segment liabilities(] 5,212,511 || 11,129,046 - 688,259 || 17,029,816[]
No. of persons[m 1 10 5 50 24 16 Segment return on net assets (ROA) %[ 11.96 10.19 10.08 2.63 -0
Segment cost of funds (%) 10.68 9.39 | - -
31.1  Compensation charged during 2005 also includes remuneration and terminal benefits of outgoing Chief Executive. T PDOSM
Corporateld Treasuryld Investment(] Capitaldd Others Totald
Financellll Banking[ Market[]
R in “000) D
31.21 The Chief Executive and certain executives are also provided with other facilities, including the free use ofl] e
company maintained car. Total income - gross[] 603,7920 551,518 2,40600  1,994,7950) 25180 3,155,02901
Total markup / return / interestC] (241,414) (381,629) -0 -0 -0 (623,043)
Segment provision / impairment / unrealised gains[] ’ 31,9735 -0 ﬂ -0 ‘ ’ (103,393)3]’ -0 ‘ ’ (71,420)%
32..1 FAIR VALUE OF FINANCIAL INSTRUMENTS uiiiimimininins (2094410 (381,629)0] 0 (103,393)0 0 (694,463)00
Net operating incomel] 394,3510 169,8891 2,4060  1,891,40200 2,5180 2,460,566[1
. .y e Administrative expenses and other charges[] -0 -0 -0 -0 -0 (348,667)0
32.1.On balance sheet financial instruments 2006 2005 Netincomen] 394,350 169,8890) 7,40600 1,891,40200 251800 2,111,89900
Book Value Fair Value ' Book Valuell Fair Value
(Rupees in ‘000) Segment assets - netC] 6,824,5610  9,678,1760] 0 8,542,945[] 701,7960] [ 25,747,478(]
P Segment non performing loansC] 391,3500 -0 -0 -0 -0 391,3500
Segment provision required and heldC] 374,6050 -0 -0 -0 -0 157,1740
Assets[] Segment liabilities] 3,500,000 7,949,790 -0 -0 1,122,4700] | 12,572,2697]
-Cash balances Wlth treasury banks[l 41.680 41.680 29 255|:| 29 255|:| Segment return on net assets (ROA) %] 111100 10.80L] -0 20.7300 0.360] -0
’ ’ ! ’ Segment cost of funds (%) 9.601 9.810] -0 -0 -0 -
- Balances with other banks[] 7,177,124 7,177,124 4,787,4310 4,787,4310
- Lendings to financial institutions[] 8,344,074 1 8,344,074  2,004,17100 2,004,1100 33.1 Under the company policy, capital market department assets are financed through equity funds.
- Investments[] 9,500,379 9,497,577 11,844,294 11,817,861
- Advancesd 4,873,865 4,873,865_ 6,527,8230 6,527,8230 34./) RELATED PARTY TRANSACTIONS[]
- Other assets[] 260,549 260,549 415,17900 415,179 . . . - o
30.197.671 30.194.869 7560809201 75581 659 Parties are considered to be related if one party has the ability to control the other party or exercise significant (]
pu=0 RI=AD I =220 influence over the other party in making financial or operational decisions and include associated companies [l
- with or without common directors, retirement benefit fund, directors and key management personnel.o
Liabilities 11
: The company enters into transactions with related parties in the normal course of business. These transactions [
- Bills payabled . > ;
Boiewines fiem Hienedl fEfuferD 12.600.057- 12.600.057- 489812900 4898 12901 were carried out on commercial terms and at market rates. The expenses incurred on behalf of a related party [
- ; ’ ’ ’ ’ ’ ’ ’ ’ | i I g )
- Deposits & other accounts(] 3,741,500 3,741,500  6,551,6700 6,551,670 s arcivil] iqpinses, v e sulbusgnisiitly et b e D0 2006 5005
- Other liabilities[] 529,226 529,226 1,051,39100 1,051,391 " (Rupees in ‘000)
16,870,783 16,870,783 12,501,190L1 12,501,190t P
Expenses charged to a related party 16,165 14,607
The fair value of investments in listed securities is based on market rates of the Karachi Stock Exchange. FairlJ Expenses chgrge%byl] 1 5
- : : : B : - associates ,
E?]E:C?; :?a(iz,c:s:t:qu'ty investments is determined on the basis of break-up value based on the latest available[] e el aied (e 24:974 95500
Dividend income from[]
Fair value of fixed term loans and advances, other assets, other liabilities and fixed term deposits cannot bel] - associates[] 113,796 71,317
calculated with sufficient reliability due to absence of current and active market for such assets and liabilities[] O - other related parties[] 7,307 46,529
and reliable data regarding market rates for similar instruments. Placement / COI with a related partyC
Balance as at January 100 139,654 534,07200
Additions during the yeard 6,967 4,9390
Deletions during the yearld - (400,000)1
Exchange gainlJ 2,760 643 [
Balance as at December 3101 149,381 139,654




Mark up earned on placement with associate
Mark up receivable on placement / COIl / leases & loans and advances[]
- with associates[]
- other related partiesl]
Mark up earned on loans and advances[]
- associates[]
- other related parties[]
Loans and advances to key management personnell]
Balance as at January 101
Disbursement during the year[]

Recovery during the year[]

Balance as at December 3101

Advances to an associates / other related parties (refer 10.6)
Mark up expense on COI of a related party
Bank balances with an associate |
Receivable from associates
Mark up payable to other related party:
Investments in
- quoted, at market valuesl]
- associates[
- other related parties[
- un - quoted, at costl]
- subsidiary companyl(lll
- associates[]
- other related parties
Commitments for investment in equity of / loan to associates'
Advance against units / shares subscription
Sale of shares to other related party:
Contribution made to provident fund

Contribution made to gratuity fund

Key management personnel remuneration

Pakistan Kuwait Investment Company (Pvt) Ltd.

2006

2005

(Rupees in ‘000)

7,427 6,340
994 3680
4,670 5,578
10,159 8,6950
19,713 18,525
5,702 6,2540
12,000 -0
(8,576) (552)
3,424 (552)0
9,126 5,702
284,158 362,940
238 15,473
43,923 84,436
2,339 8,392
72 62
3,235,601 3,101,8880
173,307 496,157
50,000 50,0000
378,553 320,53000
500 500
94,220 95,720
30,000 51,000
684,670 =
4,845 4,102
4,486 3,699

Key management personnel include the Managing Director, Deputy General Manager, Senior Executive Vice
Presidents and the Company Secretary. Their salaries and other benefits amount to Rs. 59.963 million (2005: Rs.
60.756 million) and staff retirement benefits amounted to Rs. 2.335 million (2005: Rs. 2.179 million).
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35.

36.

ASSOCIATES AND ASSOCIATED UNDERTAKINGSO]

The investments in associates and associated undertakings are valued as stated in note 5.4 above. The company’s [
associates are those companies in which it holds more than 20% of the equity or have common directorshipl]
and have significant influence and includes, Al-Meezan Mutual Fund Limited, Al-Meezan Investmentl]
Management Limited, Meezan Bank Limited, The General Tyre and Rubber Company of Pakistan Limited,[]
Plexus (Private) Limited, Falcon Greenwood (Private) Limited, Pak Kuwait Takaful Company Limited, and Total [
Media Limited in which the company’s direct percentage of holdings are 16, 30, 30, 28, 50, 22, 30, and 1901
respectively. The company also holds units in Meezan Balanced Fund and Meezan Islamic Fund and has[]
given advance for subscription of Meezan Islamic Income Fund.[]

Associated undertakings are those companies in which company holds less than 20% shares and has common [
directorship but it can not demonstrate and exercise significant influence and includes, Fauji Fertilizer Company [
Limited, Fauji Fertilizer Bin Qasim Limited, Pakistan State Oil Company Limited and Pakistan Textile City[]
Limited in which the companys direct percentage of holdings are 0.03, 0.44, 0.08 and 6 respectively.

CAPITAL ADEQUACYO

The risk weighted assets to capital ratio, calculated in accordance with the State Bank's guidelines on capitall]
adequacy are as follow:
2006 2005
(Rupees in ‘000)
Regulatory Capital Basell

Tier | Capitall]
Share capitall] 6,000,000 2,000,000
General reservesl] 4,784,369 7,338,585
Unappropriated profitl] 1,081,071 1,517,206

11,865,440 10,855,79101
Less Adjustments[]
Investments in equity of subsidiary companies engaged in[]
banking and financial activities (including insurance) not]

consolidated in the balance sheetl] 50,000 50,000
Total Tier I Capital 11,815,440 10,805,791
Tier Il Capitald

Revaluation reserve (upto 50%)[] 708,917 1,146,089
Total Tier Il Capital 708,917 1,146,089
Eligible Tier 111 Capital - -0
Total Regulatory Capital - (a) 12,524,357 11,951,880
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Risk - Weighted Exposures

Credit Risk

Balance Sheet Items

- Cash and other liquid assets[]

- with State Bank of Pakistan[]

- with Other Central Banks[]

- with Scheduled Banks in Pakistan[]
- with Banks outside Pakistan[]

Money at Call
- with Scheduled Banks[]
- with Others[]

Credit Risk

Investments in

- Federal Government Securities[]

- Shares of enterprise owned or controlled by[l
Federal Government(]

- Shares of private sector enterprises[]

- Debentures, Bonds, PTC’s, TFC’s of enterprises owned orl[]
controlled by Federal Government / SBP.[]

- Debentures, Bonds, PTC’s, TFC's of private[]

sector enterprises[]

Loans and Advances
- Enterprise owned or controlled by Federall]
Government having corporate statusl]

or being run on commercial basis.[]
- Private sector enterprises[]
- Staff loansl

Fixed assets[]
Other assets[]

Off Balance Sheet Items[]
Loan repayment guarantees & acceptances[]
(less cash margin) issued to private sector enterprises[]
Revolving underwriting commitments[]
Stand By LC’s and other stand by facilities with[J
an original maturity of over one year, and other[]
LC’s (less cash margin and Government securities[]
held) on behalf of private sectorl]
enterprises[]
Derivative contracts[]

Credit Risk - Weighted exposures

2006 2005
Book Risk Book[] Risk
value adjusted valueld adjusted1
value: value
(Rupees in ‘000)
36 - 140 -
40,803 - 23,1320 -
841 168 6,109 1,222
7,110,315 || 1,422,063 || 4,723,71200 944,742
66,809 13,362 63,7190 12,744[00
7,218,804 1,435,593 4,816, 6861 958,708
6,733,878 || 1,346,776 332,1880) 66,438
1,610,196 || 1,610,196 || 1,671,92200| 1,671,922
8,344,074 2,956,972 2,004,1100 1,738,360
443,781 . 1,077,427 .
512,987 256,494 464,746 232,373
7,004,392 7,004,392 6,102,558L0| 6,102,558
9,326 4,663 27,9780 13,989
691,503 691,503 793,6300] 793,630
8,661,989 7,957,052  8,466,3390) 7,142,550
3,334 1,667 22,2230 11,112
4,829,815 || 4,829,815 || 6,470,2190)| 6,470,219
40,716 - 35,3810 (I
4,873,865 4,831,482  6,527,8230 6,481,331
125,197 125,197 139,38601 139,386
260,549 260,549 415,179 415,179
29,484,478 17,566,845 22,369,52301 16,875,514
9,846 9,846 87,7420 87,74201
- - 25,0000 12,5000
482,695 241,348 990,768 495,384
100,000 1,500 100,0000] 2,5001
592,541 252,694 1,203,510 598,126
30,077,019 1 17,819,539 23,573,03300 17,473,640

Pakistan Kuwait Investment Company (Pvt) Ltd.
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37.

37.1

37.1.1

2006 20051

Risk Risk
adjusted: adjusted.:
value value

—R in‘000)——
Market Risk[] (Rupees in )

General market risk[] 68,321 271,986
Specific market risk[] 107,503 351,505
Capital charge for foreign exchange risk[J 20,185 16,5410
Total capital charge for market risk[] 196,009 640,032
Market risk - weighted exposures 2,450,113 8,000,400M1T
Total Risk Weighted exposures - (b) 20,269,652 25,474,040

Capital Adequacy Ratio [ (a) / (b) x 100 ]

RISK MANAGEMENTO

The company is primarily subject to interest rate risk, credit risk, market risk and liquidity risk. The management [
of company is cognizant of these risks and has put in place requisite parameters to manage distinct risks within [
acceptable limits. The approach used for risk management has taken into account the nature and size of the [
organization. The core principle behind the risk management approach in the company is that the members [
of the respective specialised risk management committees collaborate with relevant department in line with [
the risk management policies and frame works as approved by the Board of Directors. A dedicated risk[]
management function is also functioning to identify, quantify, monitor and control these risks. The various[]
forms of risks to which the company is exposed are as follows: I

Credit Risko

Credit risk represents the accounting loss that would be recognized at the reporting date if counter parties[]
failed to perform as contracted. However, the company does not believe that it is exposed to major concentration [
of credit risk. The company reduces such exposure to credit risk by portfolio diversification and adequatel]
collateral, wherever applicable. The management also continuously monitors the credit exposure towards[]
the customers and makes provision against those balances considered doubtful for recovery. Further, thell
company appropriates an estimated amount in percentage term as ‘contingencies reserve’ each year as referred [
to in note 17.3.2.1 to these financial statements.

Segment by class of business 2006
Advances Deposits Commitments
Rupees ‘000 Percent Rupees ‘000 Percent Rupees ‘000 Percent(]

Agriculture, forestry, hunting and fishing[] 205,710 3.92 - - - -0
Textiled 1,781,089 33.94 - . - o
Chemical and pharmaceuticalC] 75,470 1.44 - - 123,235 25.53 [
Cement(] 230,154 4.39 - - 23,030 4.77 0
Sugarl] 456,042 8.69 - - - -0
Footwear and leather garments[] 104,463 1.99 35,000 0.94 2,537 0.53C]
Auto mobile and transportation equipmentsC] 62,572 1.19 54,000 1.44 - -0
Electronics and electrical appliances] 83,851 1.60 - - 80,000 16.57 [
Construction] 322,195 6.14 - -0
Transport, storage & communication(] 838,717 15.98 - - 7,519 1.5601
Financial( 28,334 0.54 3,650,000 97.55 25,000 5.1801
Insurancel] - - - - 75,000 15.54L]
Services[] 57,143 1.09 - - 125,000 25.90C]
Individuals[] 43,407 0.83 - - - -0
Others[J 959,324 18.26 2,500 0.07 21,374 4.42

5,248,471 100.00 3,741,500 100.00 482,695 100.00
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' ...
pDO50
Advances[] DepositsC] Commitments[] 2005
Rupees ‘00001 Percentl]  Rupees ‘000C] Percentl]  Rupees ‘000C] Percent[[IINIIT - ]
TotalO Upto onell  Overonel]  Overthreed  Over sixd Over one tod Over twold Over threed  Over five Over tenl
monthJ tothree 0  to six monthsT)  months[]  two yearsd tod tod to] years[Il
, . months(I] to one year(lll three years[] five yearsC]  ten years[]
Chemical and pharmaceuticall] 75,6890] 1.130 -0 -0 53,14100 5.36[] (Rupees in ‘000)T}
Agribusiness[] 616,4290] 9.2200 -0 -0 108,24700 10.93M]
Textile[] 1,906,488 28.520] 0 o 208,246[] 21.02(] AssetsT]
Cement] 102,0080] 1.530] O O 38,1460 3.85[] Cash and balances with(l
Financial( 383,09400 5.7300 3,300,0000] 50.3701 -0 -0 treasury banksC) 29,255[] 29,255[] 0 0 0 0 0 0 0 0
Insurancel] 0 0 0 -0 75,000C] 7.580]1 Balances with other banksd | 4,787,431C] 1,252,43100 3,535,000 En| o 0 0 o o
Individuals[] 1,035,3810] 15.49C] -0 -0 Lendings to financial(l
Construction] 381,823 5.7100 -0 -0 171,3850] 17.310] institutionsC] 2,004,110C] 1,101,5630]  502,547LC] 400,0000] -0 -0 -0 -0 -0 -0
oo and araraimmariD 961,005 14.380] i) 0 100,000C1 10.090] InvestmentsC] 11,844,2040)  15,3740] 3,391,6500]  1,618,8930| 2,433,9980] 2,183,018C] 1,405,930  302,7010]  492,7300] |
Governmentr] 0 o 3,064,1700] 26,7701 0O 0 Advances(] 6,527,823C] 1,054,23000  252,895L] 144,6230| 1,643,264  978,9580] 1,084,8940] 1,110,803L]  250,6450] 7,510
OthersOd 1,223,0800] 18.29[] 187,5000] 2.860] 236,60300 23.86[I0 Other assets[] 415,1790) O 415,1790) -0 0 O O O 0 -0
6,684,9970] 100.0000 6,551,6700] 100.000) 990,7680 100.00 Operating fixed assets[] 139,386(] -0 836(] -0 -0 -0 -0 -0 138,550(] -0
25,747,4760 3,452,85300 8,098,1070  2,163,51600 4,077,26200 3,161,9760 2,490,8240] 1,413,5040  881,9250] 7,511
2006
Advances Deposits Commitments LiabllitiesU]
Due to financial institutionsC| 4,898,129 [] ~ 754,8580]  547,151(] 96,120(] 0 -0 | 2,000,00000 1,500,0000] 0 0
37.1.2 Segment By Sector Rupees ‘000 Percent Rupees ‘000 Percent Rupees ‘000 Percent Deposits and other accountsC] ~ 6,551,6700]  750,0000} 5,039,170(] 715,000C] 0 o 45,000C} 2,5000] 0 4o
Public / t 3333 0.06 552,000 1481 - - Deferred tax liability(] 71,0790 -0 -0 -0 -0 71,0790 -0 -0 -0 -0
ublic 7 governmen | ¢ || . | ’ J| . | || Other liabilitiesT] 1,051,39101 -0 336,35801 -0 175,9320] -0 507,945[] -0 31,1560 -
Private 5,245,138 99.94 3,187,500 85.19 482,695 100.00 12,572,2690 1,504,8580) 5,922,6790) 811,1200 1759320 71,0790 2,552,9450 1,502,50000 31,1560 r
5,248,471 100.00 3,741,500 100.00 482,695 100.00
Net assets 13,175,20000 1,947,00500 2,175,280 1,352,39600 3,901,3300 3,000,8070 _ (62,121)0 _ (88,996)0 _ 850,7690] 751100
200501
AdvancesJ Deposits[] Commitments(] Share capitall] 2,000,00000
Rupees ‘00001 Percentd] ~ Rupees ‘0000] Percentd]  Rupees ‘0000 Percent Reserves] 7,338,58500
Un-appropriated profitC] 1,517,206
Public / government 22,223 034 3,004,170 46.770] -0 - Sl e rereltrfien Gl
Private 6,505,600 99.6600| 3,487,500 53.230] 990,768 100.00! ‘available for sale’ securitiesC]
6,527,8230) 700.000  6,551,67000 100.0001 990,7680) 100.00 = et @ — 2O
13,175,209
37.1.4 Details of non performing advances and specific provisions by class of business segment. 37.3 Market Risko
2006 2005 — Market risk is the loss due to adverse movements in market rates or price such as foreign exchange rates,[]
Classified Specific Classifiedd Specific 2 8 5 2 3 . N . N
p— provision advancesd provision interest rates and equity prices and / or commodity prices. The company is 9xposed to interest rate risk, equity []
held heldD) price risk and foreign exchange risk. To manage various types of market risk, the company carries out stress[]
(Rupees in “000)2 testing of its balance sheet by varying sources of market risk.
Textile[] 84,687 82,048 81,9440] 20,48600] 37.3.1 Interest Rate Risko
8?;;;'5“0”5 2:2:33: 2;2:33: 2;2?;35 ggizim Interest rate risk is the risk that investments value will change due to change in the market interest rates. The [
377.245 374,606 39713500 157174 company manages its interest rate risk by entering into floating rate agreements with its customers. Approximately U
37.2° Liquidity Riska 85% of the credit portfolio is linked to the floating rate. To further keep the company abreast ofl]
the interest rate risk, an Asset and Liability Committee (ALCO) meets on a monthly basis to discuss the interest [
Liquidity risk is the potential loss to the company arising from either its inability to meet its obligation or to[] rate risk strategy. The risk management function carries out stress testing to ascertain the interest rate risklJ
arrange the requisite funding for its assets at a reasonable price. The company manages its liquidity risk by exposure of the balance sheet. In addition to this, interest rate risk profile is also prepared on monthlyl]
diversifying and ensuring the stability of its liability structure (funding mix). The risk management functiond basis to ascertain the interest rates movements with regard to our portfolio.
generates and monitor daily liquidity position of the company. A monthly gap analysis is also carried out to[] 2006
evaluate the match / mismatch of assets and liabilities. Exposed to yield / profit risk Not exposed -
Total Upto one Over one to three Over three  Over six Over one | Over two Over three  to yield /
37.2.1 MATURITIES OF ASSETS AND LIABILITIES Effective - month months to six months to to to profit risk
yield /2 months to one year ' two years three years  five years:
2006 interest rate %
(Rupees in ‘000) ===
Total Upto one Over one Over three Oversix  Overoneto Overtwo  Over three  Over five Over ten !
month to three to six months months two years to o to years - On-balance sheet financial instruments
months © to o,lelyear I three years ' five years  ten years el Aseil
Assets[] RupsesibOb IR Cash and balancesd]
Cadh ol [belemass Wil with treasury banks[I 41,680 - - - - - - - 41,680(])
treasury banksCJ 41,680 41,680 - - - - - - - -0 Balances with other(]
Balances with other banks[J 7,177,124 | 3,025,980 | 4,151,144 - - - - - - -0 banks[] 11.5200 7,177,124/ 3,025,980 4,104,496 E E - g g 46,648(]]
Le{’dmgs.to fimermeriAld Lendings to financial(
institutionsC] 8,344,074 | 4,748,515 | 3,595,559 - - - - - - -0 NENG!
InvestmentsC] 9,500,379 72,268 | 1,013,583 219,578 | 2,141,116 | 2,121,164 | 410,227 832,350 | 2,690,093 0 institutions(] 9.07] 8,344,074 | 4,748,515 3,595,559 - - - - - -0
Advancesl[] 4,873,865 238,207 184,816 425,589 467,492 | 1,151,693 | 1,026,848 | 1,240,751 129,827 8,642(] Investments] 9.69C1 9,500,379 | 185,420 198,058 665,600 95,532 - o | 8,355,769(11
Other assets]] 260,549 - 260,549 - - - - - - -0 Advances[] 12.020]) 4,873,865| 873,912 2,461,932 1,497,305 - - g - 40,7160
Operating fxed asset 3 52’.132:7; 5,126,650 05,6 76 T608,608 32725 370 2 15:’;3; 3,819,920 3, -72 Ol quse(eint 260529 = = = = = 2 2 2605891
R 0,322 1126,6500719,205,6510 645, 16707 2,608,600n 73,272, 8570 137,075 %198, 819 /54 30,197,671 8,833,827 10,360,045 2,162,905 95,532 : : T 8,745,362
Due to financial institutionsC] | 12,600,057 5,684,249 | 1,703,295 - - 2,019,427 | 1,081,536 2,111,550 - -0 . . R
Deposits and other accountst] 3,741,500 704,000 | 3,000,000 T - 35,000 g 2,500 0 Financial Liabilities[]
Deferred tax liability] 159,033 & - - & 159,033 - e & -0 Borrowings from financial(]
Other liabilitiest] 529,226 - 194,026 - 50,827 - 254,127 - 30,246 institutions] 9.310] 12,600,057 | 6,184,249 4,453,296 | 1,500,000 R 19,427 81,535 361,550 -0
17,029,816 6,388,249 4,897,321 - 50,827 2,213,460 1,335,663 2,114,050 30,246 E e ——
Net assets 13,203,052 1,738,401 4,308,330 645,167 2,557,781 1,059,397 101,412 84,248 2,789,674 3,64201 B o7 B AT e T ] ] SR ] e =
Share capitalCJ 6,000,000 Other liabilitiesID 529,226 - - - - - - - 529,226 |
Reserves[] 4,784,369 16,870,783 6,888,249 7,453,296 1,500,000 3 54,427 81,535 364,050 529,226
Un-appropriated profit] 1,081,071 (I On-balance sheet gap - 13,326,888 1,945,578 2,906,749 _ 662,905 95,532 (54,427) _ (81,535) _ (364,050) 8,216,136
Surplus on revaluation of ]
“available for sale’ securities]
— net of tax(] 1,427,612
13,293,052
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37.3.2

37.3:3¢

37.4

00050
Exposed to yield / profit riskC] Not exposed[]
Effective yield /[0 Totaldl Upto one[Over one to three[IOver threel] Over six 1  Over oneld] Over twol] Over three[d to vyield /O
interest rate %I month months] tosixdd  months tod told to] profit risk[T

monthsC] to one year[] two years[Jthree years[] five years[Il]

(Rupees in '000)

On-balance sheet financial instruments
Financial Assets[]
Cash and balances

with treasury banks[ 29,2550 -0 -0 -0 -0 -0 B -0 29,2550
Balances with other(]

banks[] 10.670 4,787,431[10 1,240,0300 3,535,000 -0 -0 -0 -0 -0 12,4010
Lendings to financialCl

institutionsC] 10.010 | 2,004,110 1,101,563(]) 502,5470] 400,000 a in| in| o a
Investments[] 7.780 | 11,844,294[1 164,645 82,2561 574,708[11 869,439 207,987 -0 -0 | 9,945,259
Advances 11.220 | 6,527,823[0 2,069,8610 2,188,632 2,233,9490 0O a a 0 35,3810
Other assets(l 415,17900 -0 -a -0 -0 -a -a -0 415,1790M0

25,608,09200 4,576,0990  6,308,4350 3,208,65/00 869,4390 207,987 | O 10,437,475

Financial LiabilitiesC]
Borrowings fromJ

financial institutionsC] 9.250 | 4,898,129 1,254,858 2,047,151 1,596,120 -0 -0 -0 -0 -0
Deposits and other]
accounts] 10.120 | 6,551,670 750,000(] 5,039,170l 715,000 -0 -0 45,000(] 2,5000)1 -0
Other liabilitiesD 1,051,39101 -0 -0 -0 -0 -0 -0 -0 | 1,051,391(00
12,501,1900] 2,004,85800  7,086,3210J 2,311,120 0 0 45,0000 2,50000 1,051,391

On-balance sheet gap 13,106,902 2,571,24100 (777,886)00 897,53700 869,43900 207,987C1  (45,000)00  (2,500)19,386,084

CURRENCY RISK!

Foreign exchange risk arises in case of an on balance sheet / off balance sheet asset or liability position[]
when there is adverse exchange rate movement. The company's exposure to this category of market risk[]
is negligible.

2006
Assets Liabilities:  Off-balance Net foreigni
sheet items currency 1l
exposure
(Rupees in ‘000)5
Pakistan Rupees[] 30,069,884 17,029,816 - 13,040,0680]
United States Dollars[] 252,984 - - 252,984
30,322,868 17,029,816 - 13,293,052[1
200501
Assets[] Liabilities[] Off-balancel] Net foreign[Il]
sheet items[] currencyI
exposurel]
(Rupees in ‘'000)
Pakistan Rupees[] 25,540,71700 12,572,2690] -0 12,968,448L]
United States Dollars[] 206,7610 -0 -0 206,76100
25,747,4780 ~ 12,572,2690] 0 13,175,209

Equity Risk: 1000 [T

Equity price risk is the risk to the earnings or capital resulting from an adverse change in the value / pricell
of equity. A Portfolio Strategic Committee (PSC) meets on a regular basis to discuss equity investmentsl]
related strategy. The risk management function is under process of developing a Value at Capital Risk which [
will quantify the market risk associated with the equity portfolio. Additionally, the risk management function O
monitors the sector wise and scrip wise equity exposure on a regular basis.

OPERATIONAL RISK w17 (TITTTIT

Operational risk is the risk of direct or indirect loss resulting from inadequate or failed internal processes,[]
people and system of the company. There is an Operational Risk Management Committee in the company[]
which includes heads of key functional areas and is headed by senior executives. The committee meets[]
on a regular basis to discuss the sources of potential operational risks and their mitigants.
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38.
38.1

38.2

38.3

39.

40.

41.

ACCOUNTING ESTIMATES AND JUDGEMENTS

Provision against non-performing advances 11711 O

The management reviews the loan and lease portfolio to assess non-performing accounts and expected[]
recovery on a quarterly basis. In determining the non-performing accounts and provision requirements, the O
relevant prudential regulations issued by the State Bank of Pakistan, payment status of markup and principal, [
expected future cash flows of the business, security position and personal wealth of the directors and owners [
are taken into account.

Impairment of available for sale equity instruments i1:[]

The management determines that available for sale equity investments are impaired when there has beend
a significant or prolonged decline in market value / fair value below its cost. In making this judgment, thell
management considers among other factors, the price movement during previous twelve to eighteen months, [J
the recent results and financial position of the investee company and the volume traded. Had the declinel]
in market value of all ‘available for sale’ securities below cost considered as impairment, the company]
would be required to make an additional provision of Rs.584.439 million at the year end.

Income taxes (11111111

In making the estimates for income taxes currently payable by the company, the management looks at the [
current income tax laws and the decisions of appellate authorities on certain issues in the past. [T

NON ADJUSTING EVENT AFTER THE BALANCE SHEET DATEL]

The Board of Directors of the company has proposed cash dividend of Rs. 364 million (2005: Rs. 200C]
million) and stock dividend of Rs. Nil (2005: Rs. 4,000 million) for the year ended December 31, 2006 in [
their meeting held on February 27, 2007. These financial statements do not reflect this proposed dividend [
as explained in note 4.

DATE OF AUTHORISATION FOR ISSUEL]

These financial statements were authorised for issue in the Board of Directors meeting held on Februaryl]
27,2007.

GENERAL 770 [T

The Pakistan Credit Rating Agency and JCR-VIS has maintained long term credit rating of AAA (Triple A)OJ
and the short term rating of A-1+ (A one plus) for the company.

Chief Executive Director
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AUDITORS’ REPORT TO THE MEMBERS

We have audited the annexed consolidated financial statements comprising consolidated balance sheet of Pakistan Kuwait
Investment Company (Private) Limited as at December 31, 2006 and the related consolidated profit and loss account,
consolidated cash flow statement and consolidated 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.

These financial statements are responsibility of the Company’s management. Our responsibility is to express our opinion
on these financial statements based on our audit.

We conducted our audit in accordance with the auditing standards as applicable in Pakistan. These standard require that
we plan and perform the audit to obtain reasonable assurance about whether the above said statements are free of any
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the above said statements. An audit also includes assessing the accounting policies and significant statements made by
management, as well as, evaluating the overall presentation of the above said statements. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion the consolidated financial statements present fairly the financial position of Pakistan Kuwait Investment
Company (Private) Limited as at December 31, 2006 and the results of its operations, its cash flows and changes in
equity for the year then ended in accordance with the approved accounting standards as applicable in Pakistan.

KPMG Taseer Hadi & Co.
Chartered Accountants
Karachi: February 27, 2007
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Consolidated Balance Sheet

As at December 31, 2006

ASSETS

Cash and balances with treasury banks[]
Balances with other banks[]

Lendings to financial institutions[]
Investments[]

Advances[]

Other assets[]

Intangible assets[]

Operating fixed assets[]

Deferred tax assetl]

LIABILITIES [m

Bills payablelll

Borrowings from financial institutions[]

Deposits and other accounts[]

Subordinated loans(IIl

Liabilities against assets subject to finance leasellll
Deferred tax liability[]

Other liabilities[]

NET ASSETS:

REPRESENTED BY [
Share capitall]

Reserves[]
Unappropriated profit(]

(Deficit) / surplus on revaluation of ‘available for sale’[l]

securities - net of tax[]

CONTINGENCIES AND COMMITMENTS

Note

14
15

16
17

18
18

19

20

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

Chief Executive
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2006 200511
(Restated)]
(Rupees in ‘000)
41,680 29,255
7,186,336 4,796,581
8,344,074 2,004,110
8,655,953 | | 10,931,640
4,873,865 6,527,823
260,995 415,846
37,750 37,750
127,547 141,736
-0 -
29,528,200 24,884,741
m| .
12,600,057 4,898,129
3,741,500 6,551,670

0 _

0 _
197,305 95,838
529,365 1,051,439

17,068,227 12,597,076
12,459,973 12,287,665(11
6,000,000 2,000,000
4,784,369 7,338,585
1,891,851 2,301,641

12,676,220 11,640,226
(216,247) 647,439
12,459,973 12,287,665
[T
Director




Consolidated Profit And Loss Account

For the year ended December 31, 2006[]

Note[]

Mark-up / return / interest earned(] 2100
Mark-up / return / interest expensed[] 2200
Net mark-up / interest incomellll
Provision / (reversal of provision) against

non-performing loans and advances - net[] 10.300
Impairment loss on ‘available for sale’” securities[II]
Provision for diminution in the value of un-quoted investments[] 9.30

NON MARK-UP / INTEREST INCOME

Fee, commission and brokerage incomellll
Dividend incomellll
Gain on sale of securities[] 230
Income from dealing in foreign currencies[ll]
Unrealised (deficit) / surplus on revaluation of
‘held-for-trading’ securities(]
Share in results of associates - net(Il]
Other incomel] 2401
Total non mark-up / interest incomellll

NON MARK-UP / INTEREST EXPENSES
Administrative expenses[] 250
Other chargesl] 2601
Total non mark-up / interest expenseslII]

Extra ordinary / unusual items[II]

PROFIT BEFORE TAXATION T

Taxation[

- Current[d] 270
- Prior years[] 2700
- Deferred [J 270

PROFIT AFTER TAXATION [T

Basic and diluted earnings per share
(On share of Rs 25,000 each) Rupees[] 28

The appropriation of profit available is set out in the statement of changes in equity.

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

Chief Executive
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2006 20050
(Rupees in ‘000)
1,650,997 1,031,792
1,103,042 623,043
547,955 408,749
217,432 (41,906)
80,067 221,834
2,378 - 0
299,877 179,928
248,078 228,821
54,990 15,535
200,238 220,729
1,606,633 1,812,799
4,535 728
(1,096,480) 113,352
384,058 397,570
270,664 2,519
1,424,638 2,563,232
361,236 349,169
1,365 17
362,601 349,186
1,310,115 2,442,867
173,416 84,154
(200,967) (11,650)
101,672 159,200
74,121 231,704
1,235,994 2,211,163
5,150 9,213
Director
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Consolidated Cash Flow Statement

For the year ended December 31, 20060
Notel[]

CASH FLOW FROM OPERATING ACTIVITIES
Profit before taxation[]
Less: Dividend incomel]

Adjustments for:[]

Depreciationl]

Amortization of premium on ‘held to maturity” investments[]

Unrealised deficit / (surplus) on revaluation ofl]
‘held-for-trading’ securities[]

Provision / (reversal of provision) against non-performingl]
loans and advancesl]

Provision for diminution in the value of un-qoutedl]
investmentsL]

Gain on sale of operating fixed assets[]

(Increase) / decrease in operating assets[]
Lendings to financial institutions[]
‘Held for trading’ securities[J
Advancesl]

Others assets[]

Increase / (decrease) in operating liabilities[]
Borrowings from financial institutions[]
Deposits[]

Other liabilities (excluding current taxation)]

Income tax paidl]
Net cash flows from operating activities

CASH FLOW FROM INVESTING ACTIVITIES
Net investment in ‘available-for-sale’ securities[]
Net investment in ‘held to maturity” securities[]
Intangible assets[]

Dividend received[]

Investments in operating fixed assets[]

Sale proceeds of operating fixed assets[]

Net cash flows from investing activities[]

CASH FLOW FROM FINANCING ACTIVITIES
Dividend paidl]

Net cash flows from financing activities[]

Increase / (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of the year[] 2901
Cash and cash equivalents at end of the yearl[] 291

The annexed notes 1 to 41 form an integral part of these financial statements
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2006

2005

(Rupees in ‘000)

1,310,115 2,442,867
(200,238) (220,729)1
1,109,877 2,222,138
22,595 22,3080
13,086 16,2320
1,096,480 (113,352)[0
217,432 (41,906)[]
2,378 O
(483) (689)r
1,351,488 (117,407) -
2,461,365 2,104,7310
(6,339,964) 863,544
2,361,979 (2,209,763)1
1,436,526 (2,286,786)[1
151,647 113,246
(2,389,812)  (3,519,759)
7,701,928 192,46700
(2,810,170)| | 4,061,670L
(401,408) (100,070)
4,490,350 4,154,06711
4,561,903 2,739,039
(92,974) (99,346)
4,468,929 2,639,693
(2,462,124) 1,019,687
399,999 (191)
- (37,750)
203,299 251,737
(10,144) (30,474)
2,221 2,289
(1,866,749) 1,205,298
(200,000) (420,000)
(200,000) (420,000)
2,402,180 3,424,991
4,825,836 1,400,845
7,228,016 4,825,836
Director




Consolidated Statement of Changes in Equity

For the year ended December 31, 200611

Share
capital 10

Reserves

Capital Statutory Revenue  Unappropriated  Total
profit
(Rupees in “000)

Balance as at December 31, 2004 as previously stated[11,500,000[]

Effect of changes in accounting policy with respect to

580,045 2,377,75900 4,501,47900 469,78001 9,429,063

-0 -0 -0 420,00000 420,000
(500,000) -0 -0 500,0000] -
-0 -0 (44,340)0 44,3400 -
(52,2510 52,2510 -
-0 -0 (251,177 0 251,1770 -

80,0450 2,377,75900 4,153,711 1,737,54801 9,849,063

in in O 2,211,1630 2,211,163

in i O (420,000 (420,000)
500,0000] o O (500,000 =

iy 0 44,3400 (44,3400 -

o i 52,2510  (52,251)0 -

in 379,3020 O (379,302)0 -

o o 251,1770 (251,177)0 -
(500,000)0] -0 O in| -

80,0450 2,757,06100 4,501,479 2,301,6410111,640,226

-0 -0 -0 1,235,9940 1,235,994
0 241,9300 O (241,9300 -
-0 -0 -0 (200,000 (200,000)
in| 40 67,5810  (67,581)0 5
-0 -0 (3,232,8550 (767,145)0 -
-0 -0 369,1280 (369,128)0 .

Proposed dividend[] -0
Transfer to reserve for issue of bonus shares[J -0
Transfer to contingencies reservel] -0
Transfer to general reservelllIl

Transfer to marketable and government securities reservel] -0
Balance as at December 31, 2004 as restated 1,500,0000]
Profit for the year ended December 31, 200501 -0
Dividend paid @ Rs. 7,000 per sharel] -0
Transfer to reserve for issue of bonus shares[] -0
Transfer to contingencies reservel] -0
Transfer to general reservel] -0
Transfer to statutory reservell -0
Transfer to marketable and government securities reservel] -0
Issue of bonus shares[] 500,000C]
Balance as at December 31, 2005 as restated 2,000,000
Profit for the year ended December 31, 2006[] -0
Transfer to statutory reservell -0
Dividend paid @ Rs.2,500 per sharel] -0
Transfer to contingencies reservel] -0
Issue of bonus shares[] 4,000,0000]
Transfer to marketable and government securities reservel] -0
Balance as at December 31, 2006 6,000,000

80,045 2,998,991 1,705,333 1,891,851 12,676,220

The annexed notes 1 to 41 form an integral part of these financial statements.
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Notes to and Forming Part of the Consolidated Financial Statements
For the year ended December 31, 2006

o STATUS AND NATURE OF BUSINESSII

Pakistan Kuwait Investment Company (Private) Limited (Pak Kuwait) (‘the holding company') was incorporated [
in Pakistan as a Private Limited company on March 17, 1979. The registered office is situated at 4th Floor,[]
Block ‘C’, Finance and Trade Center, Shahrah—e—Faisal, Karachi. The company is a 50:50 joint venture between []
the Governments of Pakistan and Kuwait. The objective of the company is to profitably promote industrialC]
investments in Pakistan.O

The Group comprises of the holding company and a 100% owned subsidiary First Choice Securities Limited [
(FCSL). FCSL is principally engaged in the business of equity brokerage, money markets and foreign exchange [
brokerage, equity research and corporate financial advisory services. The company made equity contribution [
in the subsidiary on January 25, 2005. FCSL has acquired membership of the Karachi Stock Exchangell
(Guarantee) Limited and National Commodity Exchange Limited. FCSL has not yet started its operations.[d

The Group's associates are as follows:

Entity / Fund Nature of Business Percentage holding [III
2006 2005
% Yo [T
Meezan Bank Limited[] Scheduled Islamic Commercial Bank engaged[] 30.00 38.98[]
(MBL)O in commercial, consumer and investmentl(Il]

banking activities.[IIT]

Plexus (Private)[] Business of development and export of ITC] 50.00 50.00C1
Limited[] enabled services and internet solutions. L]

Pak Kuwait TakafulJ To undertake Takaful (insurance) business.[] 30.00 30.000]
Company Limited[]

(PKTCL)IILI

Falcon Greenwood[] Engaged in business of real estate.] 22.24 22.2401

(Private) Limited (FGL)IILI

The General Tyre and[] Manufacturing of tyres and tubes for automobilesC]  28.06 28.0601
Rubber Company offll
Pakistan Limited[]

(GTR)ILI
Al Meezan Investmentl[] Investment advisory, portfolio management,[] 30.00 30.000]
Management Limited[] equity research, under-writing and corporatel]
(AMIML)C finance.[1T]
Al Meezan Mutuall] Formed under the Investment Companies and[] 15.57 15.5701
Fund Limited Investment Advisor Rules, 1971. A closed endl]
(AMMEFL)O mutual fund.[d
Meezan Islamic Fund[J Open end scheme established under a trust(] 11.00 11.0000
(MIF)O deed executed between AMIML as thellll

management company and the Centrallll

Depository Company of Pakistan Limited[]

(CDCQ), as the trustee. I
Meezan Balanced Fundl] Closed-end scheme established under a trust[] 9.21 9.210
(MBF)OJ deed executed between AMIML as thellll

management company and the Centrallll

Depository Company of Pakistan Limited[]

(CDCQ), as the trustee. ]
National Commodityl] Conduct, regulate and control the commodity[] 12.50 12.5000
Exchange Limited[] market.[]
(NCEL)
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Entity / Fund Nature of Business Percentage holding

2.1

3.1

2006 2005
0/0 0/0
National Clearingl] Business of clearing and settlement ofl] 17.65 17.650
Company Of Pakistan[] securities through the National Clearing and[]
Limited[] Settlement System (NCSS).[J
(NCCL) D
Total Media Limited[] Engaged in production, promotion, distribution[] 19.48 19.4801

(TML)O and broadcasting of television programilll

through satellite.[]
All of the associates are incorporated in Pakistan.
STATEMENT OF COMPLIANCE
These financial statements are prepared in accordance with approved accounting standards as applicable in[]
Pakistan and the requirements of the Companies Ordinance, 1984 and the directives issued by the Securities[]
and Exchange Commission of Pakistan (SECP) and the State Bank of Pakistan (SBP). Approved accounting[]
standards comprise of such International Financial Reporting Standards as notified under the provisions of(]
the Companies Ordinance, 1984. Wherever the requirements of the Companies Ordinance, 1984 or directives [
issued by the SECP and the SBP differ with the requirements of these standards, the requirements of thell
Companies Ordinance, 1984 or the requirements of such directives take precedence.l]
The SBP through its BSD circular letter No. 11 dated September 11, 2002 has deferred the implementation[]
of IAS - 39 ‘Financial Instruments: Recognition and Measurement” and IAS - 40 ‘Investment Property’ for(]
Non-Banking Financial Institutions (NBFIs) in Pakistan. Accordingly, the requirements of these Internationalll
Accounting Standards (IASs) have not been considered in preparation of these financial statements.
Forthcoming accounting changes[]
The following standards, amendments and interpretations of approved accounting standards are only effective [
for accounting periods beginning on or after January 1, 2007 and are either not relevant to company’s[]
operations or are not expected to have significant impact on financial statements other than certain increasedl]
disclosures.[J
IAS 1- Presentation of Financial Statements - amendments relating to Capital disclosures[]
IFRS 2 - Share-Based Payments[]
IFRS 3 - Business Combinations[]
IFRS 5 - Non-current assets held for sale and discontinued operations[]
IFRS 6 - Exploration for and evaluation of mineral resources[]
IFRIC 8 - Scope of IFRS 2 Share-based Payments[]
IFRIC 9 - Reassessment of Embedded Derivatives[]
IFRIC 10 - Interim Financial Reporting and Impairment(]
IFRIC 11 - Group and Treasury Share TransactionsJ
IFRIC 12 - Services Concession Arrangements

BASIS OF PRESENTATION

Basis of measurement(]

These financial statement have been prepared on the historical cost basis as modified for revaluation of certain [
investments at market rates in accordance with the requirments of BSD circular No. 10 dated July 13, 20041
as amended through BSD circular No. 11 dated August 04, 2004 and BSD circular No. 14 dated September[]
24, 2004.00

The financial statements are presented in Pakistan Rupees which is company’s functional currency. Thell
amounts are rounded to nearest thousand rupees.
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3.2

5.1
5.1.1

5.1.2

5.2

Critical accounting estimates and judgments[]

The preparation of financial statements in conformity with approved accounting standards requires management []
to make judgements, estimates and assumptions that affect the application of policies and reported amount(]
of assets and liabilities, income and expenses. The estimates and associated assumptions are based on historical [
experience and various other factors that are believed to be reasonable under the circumstances, the results[]
of which form basis of making the judgements about carrying values of assets and liabilities which are notl]
readily apparent from other sources. Actual results may differ from these estimates. The estimates and underlying []
assumptions are reviewed on an ongoing basis. Revision to accounting estimates are recognized in the period []
in which the estimate is revised if the revision affects only that period, or in the period of its revision and[]
future periods if the revision affects both current and future periods. Judgement made by the management in[J
the application of approved accounting standards that have significant effect on the financial statements and[]
estimates with a significant risk of material adjustment in the next year are discussed in note 38.

REASON AND EFFECT OF CHANGES IN ACCOUNTING POLICY[]

During the year, the accounting policy for recording of dividend declarations to holders of equity instruments[]
was changed to comply with the requirements of IAS-10 ‘Events afer the Balance Sheet Date’ as also directed]
in circular number 06/2006 dated June 19, 2006 issued by the Institute of Chartered Accountants of Pakistan.[]
The circular requires all declarations of dividend to holders of equity instruments including declaration of(]
bonus issue and other appropriations except which are required by law after the balance sheet date, should[]
not be recognised as liabilities or changes in reserves at the balance sheet date. Previously, all declarations[]
of dividend including declaration of bonus shares and other appropriations made subsequent to the balancel]
sheet date were made part of the financial statements of that period.[]

The change in the accounting policy has been accounted for retrospectively and comparative informationl]
has been restated in accordance with the benchmark treatment specified in 1AS-8; ‘Accounting Policies,[]
Changes in Accounting Estimates and Errors’. Had there been no change in accounting policy, the effect on[]
the financial statements would be as follows:

2006 2005

( Rupees in ‘000 )d
Decrease in unappropriated profit[] (1,081,071) 1 (1,403,854)]
Increase in proposed dividend[ 364,000 200,000
Increase in capital reserves[] - 4,000,000L1

Increase / (decrease) in revenue reservesl] 717,071 (2,796,146)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Consolidation
Subsidiaryl]

Subsidiaries are those entities controlled by the Group. Control exists when the Group has the power toll
govern the financial and operating policies of an entity so as to obtain economic benefits from its activites.[]
This in general is evidenced when the company directly or indirectly controls, beneficially owns or holds[]
more than 50 percent of the voting securities or otherwise has power to elect and appoint more than 501
percent of its directors. The financial statements of the subsidiary are included in the consolidated financialll
statements from the date the control commences until the date the control ceases.

Associates[]

Associates are those entities in which the Group has significant influence, but does not control, over thell
financial and operating policies. The consolidated financial statements include the Group’s share of thell
total recognized gains and losses of associates on an equity accounting basis, from the date that significant]
influence commences until the date that significant influence ceases. When the Group’s share of losses[]
exceeds its interest in an associate, the Group’s carrying amount is reduced to nil and recognition of further]
losses is discontinued except to the extent that the Group has incurred legal or constructive obligation.

Transactions eliminated on consolidation[]

Intra group balances and any unrealized gains and losses or income and expenses arising from intra groupl]
transactions are eliminated in preparing consolidated financial statements.

Cash and cash equivalents[]

For the purpose of cash flow statement, cash and cash equivalents comprise of cash and balances with treasury [
and other banks.
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5.3

5.4

5.5

5.6

5.7

Revenue recognition[]
i.L0 Dividend income is recognised when the company’s right to receive payment is established.

ii.cJIncome from loans, term finance certificates, debentures, bank deposits, government securities and reversellll
repo transactions is recognised under effective interest method, except where recovery is consideredIIIl
doubtful, the income is recognised on receipt basis.]

iii.L.The company follows the finance method in recognising income on lease contracts. Under this method[
the unearned income i.e. the excess of aggregate lease rentals and the estimated residual value over thelll
cost of the leased asset is deferred and then amortised over the term of the lease, so as to produce alll
constant rate of return on net investment in the lease.]

iv.LGain on sale of securities is recognised at the time of sale of relevant securities.[]
v.[JAdvisory income is recognised as the services are rendered.[]

vi.[Brokerage, commission, advisory fees and other income of FCSL are accrued as and when due. Interest(II]
income is recognised on a time proportion basis taking into account effective yield on the asset.

Advances including net investment in finance leases[]

Advances are stated net of provision for doubtful debts. Provision for doubtful debts is determined on the basis
of ‘Prudential Regulations’ issued by the State Bank of Pakistan and charged to the profit and loss account.[]

Advances are written off when there are no realistic prospects of recovery.[]

Leases, where substantially all risks and rewards incidental to ownership of an asset are transferred to thell
lessee, are classified as finance lease. A receivable is recognized at an amount equal to the present value ofl]
the lease payments. The difference between the gross receivable and the present value of the receivable is[]
recognised as unearned finance income.

Investments[]

The Group classifies its investments as ‘available for sale’, ‘held for trading” and ‘held to maturity’ based onlJ
the criteria set out in BSD Circular Nos. 10, 11 and 14 dated July 13, 2004, August 04, 2004 and September[]
24, 2004 respectively. Investments in government securities and quoted investments categorized asl]
‘held for trading’” and ‘available for sale’ are valued at rates quoted on PKRV (Reuter Page) and market rates[]
of Karachi Stock Exchange as at the balance sheet date respectively. Any surplus or deficit arising as a resultC]
of revaluation of securities categorized as ‘held for trading’ is taken to profit and loss account and that of[]
‘available for sale’ is taken to the balance sheet, and shown below equity. Furthermore, investments classified[
as ‘held to maturity’ are stated at their amortised cost.[]

Unquoted investments are stated at lower of cost and breakup value.[

Impairment loss is recognised whenever the carrying amount of an investment exceeds its recoverable amount.[]
An impairment loss is recognised in income currently. Profit and loss on sale of investments during the yearl]
are included in income currently.]

Premium or discount on acquisition of government securities is amortised over the period to maturity under[]
effective interest method.

Taxation
Current

The charge for current taxation is based on taxable income at the current rates of taxation after taking intol]
account the tax credits and tax rebates available, if any.

Deferredd

The company accounts for deferred taxation using the balance sheet liability method. The amount of deferred[]
tax provided is based on the expected manner of realisation or settlement of the carrying amount of assets[]
and liabilities using the tax rates enacted or substantively enacted at balance sheet date. A deferred tax assetl]
is recognised only to the extent that it is probable that future taxable profits will be available and the credits[]
will be utilised. Deferred tax asset is reduced to the extent that it is no longer probable that the related tax]
benefit will be realised.

Intangible assets]
Intangible assets comprising of membership cards of Karachi Stock Exchange (Guarantee) Limited and Nationall]

Commodity Exchange Limited are stated at cost. These are not amortised as they are expected to have an[]
indefinite life.
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5.9

5.15

Operating fixed assets[]

Tangible fixed assets are stated at cost less accumulated depreciation except leasehold land which is stated[]
at cost.[]

Depreciation is charged to the profit and loss account applying the straight line method whereby the cost ofl]
an asset is written off over its estimated useful life.[]

Maintenance and normal repairs are charged to income as and when incurred.[]
Profit or loss on the sale or retirement of fixed asset is included in income currently.
Preliminary expensesl]

Preliminary expenses represent expenses incurred on incorporation of a subsidiary. These costs are being[]
amortised over a period of five years from the financial year in which they are incurred.

Staff retirement benefits

Defined Benefit Plan[]

The company operates a funded gratuity scheme for all its permanent and contract employees. ‘Projected unitl]
credit method’ has been used for actuarial valuation. Actuarial gains or losses in excess of 10% of the actuariall]
liability or plan assets are recognised over the average life of the employees.

Defined Contribution Plan]

The company also operates a recognised provident fund scheme for its employees. Equal monthly contributions]
are made, [Both by the company and the employees, to the fund at the rate of 10% of the basic salary.

Employees’ compensated absencesl]

Liability in respect of employees' compensated absences is recognised on the basis of actuarial valuation and[]
is accounted for in the period in which these are earned. The actuarial valuation is carried out using ‘Projectedl]
unit credit method’.[]

The last actuarial valuation of the employees' compensated absences was conducted as of December[]
31, 2006.

Derivative financial instruments[]

Derivative financial instruments are initially measured at fair value and subsequently remeasured at fair value.[1
The gain or loss on remeasurement to fair value is recognised in profit and loss account.

Impairment(]

The carrying amount of the assets, other than deferred tax asset, are reviewed at each balance sheet date to[]
determine whether there is any indication of impairment. If any such indication exists, the asset's recoverablel]
amount is estimated. An impairment loss is recognised whenever the carrying amount of an asset exceeds[]
its recoverable amount. Impairment losses are reversed when there is an indication that impairment loss may[]
no longer exist and there has been a change in the estimate used to determine the recoverable amount.

Foreign currencyl]

Foreign currency transactions are recorded at the rates prevailing on the date of transactions. Monetary assets[]
and liabilities in foreign currency are reported in Pakistan Rupees at the rates of exchange prevailing on thell
balance sheet date. Exchange gains and losses are included in income currently.

Off-setting of financial assets and financial liabilities[]

‘Financial assets” and ‘financial liabilities” are only offset and the net amount is reported in the balance sheet(]
if the company has a legal right to set-off the transaction and also intends either to settle on a net basis or tol
realise the asset and settle the liability simultaneously.

Earnings per share[]

The company presents basic earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated by[]

dividing the profit or loss attributable to ordinary shareholders of the company by weighted average numberl]
of ordinary shares outstanding during the year.
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6.1

7.1

5.17.1 Segment information[]

A segment is distinguishable component of the company that is engaged in providing products or servicesl]
(business segment), or in providing products or services within a particular economic environment (geographical [J
segment), which is subject to risks and rewards that are different from those of other segments. Thell]
company’s primary format of reporting is based on business segment.

Business segmentsC]
Following are the main segments of the company:0
Corporate Financell Includes loans, advances, leases, and other transactions with corporate customers.Ol

Treasuryl] Undertakes company’s fund management activities through leveraging and investingl]
in liquid assets such as short term placements, government securities and reverse repolll]
activities. It carries out spread based activities in the inter bank market and manages[]
the interest rate risk exposure of the company.O

Capital Market(] Includes trading in listed securities with a view to trade and earn the benefit oflIl
market fluctuations and to hold securities for dividend income and capital gain.O

Investment Banking[] Undertakes advisory services including mergers and acquisitions, listed debt syndication, ]
trustee activities and other investment banking activities.

Geographical segmentsC
The company's all business segments operate only in Pakistan.

CASH AND BALANCES WITH TREASURY BANKS

2006 2005
(Rupees in “000)[]
Cash in hand in local currency(lIl 36 140
With State Bank of Pakistan in[]
local currency current accountl] 6.1 40,803 23,1320
With National Bank of Pakistan in[]
local currency current accountl] 841 6,109
41,680 29,255

This includes the minimum cash reserve required to be maintained with the SBP in accordance with thell
requirement of BSD Circular No. 04 dated May 22, 2004.

BALANCES WITH OTHER BANKS

2006 2005
(Rupees in ‘000)0

In Pakistan[]

- on current account(l] 41,086 18,8761

- on deposit accountl] 7.1 7,078,441 4,713,986l
Outside Pakistan(I

- on current account(Il] 845 89701

- on deposit accountl 65,964 62,82 20m

7,186,336 4,796,581

This includes placements of Rs. 7,023 million (2005: Rs. 4,615 million). The return on these placements ranges [
between 11 (2005: 9.05) to 12.5 (2005: 12.5) percent per annum and the placements mature between 4 daysl[]
to 88 days (2005: 3 days to 182 days).

LENDINGS TO FINANCIAL INSTITUTIONS
2006 2005
(Rupees in ‘000)[J
Repurchase agreement lendings (Reversel]
Repo)] 8.1,82&85 7,642,399 909,456
Certificates of investment (COls)[] 8.3&8.4 701,675 1,094,654 1

8,344,074 2,004,110
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All lendings of the company are in local currency. I

Reverse repo carry interest rates ranging between 8.65 (2005: 8.25) to 9.25 (2005: 8.65) percent per annuml]
against government securities and 15 (2005: 20) percent per annum against other securities and have maturities]
upto March 22, 2007 (2005: March 08, 2006) and January 05, 2007 (2005: January 30, 2006) respectively.

This includes COls in local currency amounting to Rs. 522.293 million (2005: Rs. 955 million). The profitC]
rate on these COls ranges between 11 (2005: 10.25) to 12 (2005: 11.85) percent per annum. All COls arel[]
due for maturity within 2 to 3 months (2005: 1 to 6 months).

This also includes a COl in foreign currency amounting to US$ 2.454 million (2005: US$ 2.338 million). Thell
expected profit rate on this COI is 5.35 (2005: 4.37) percent per annum and is due for maturity on Januaryl]
4, 2007 (2005: January 23, 2006).

Securities held as collateral against lendings to financial institutions

2006 2005
Held by the Further Total Held by thell  Furtherd Total
Company given as: Companyl]l  given as[Il
collateral collateral

(Rupees in ‘000)5

Market treasury bills[] 199,984 6,768,362 6,968,346 96,3971 462,3100 558,7070]

Pakistan investment bonds[] 176,272 430,233 606,505 -0 297,51601 297,51601

Equity shares of listed companies[] 67,548 - 67,548 53,2330 -0 53,233
443,804 7,198,595 7,642,399 149,6300  759,82600 909,456

The market value of securities held as collateral amounted to Rs. 7,668 million (2005: Rs.1,047 million).

INVESTMENTS
Investments by type 2006 2005
Held by the| Given as Total Held by thell Given asJ Total
Company collateral | Companyl] collateral

(Rupees in ‘000)

Held-for-trading securities[]

Shares of listed companies[] 899,941 - 899,941 3,261,9200] -0 3,261,920
Available-for-sale securities []
Market treasury bills[] - 242,646 242,646 184,27900 278,348 462,6270]
Shares of listed companies[] 4,119,663 - 4,119,663 2,482,57001 -0 2,482,5700]
Shares of unlisted companies[] 143,598 - 143,598 153,1020 -0 153,1020
Listed term finance certificates[] 455,314 - 455,314 528,87100 -0 528,87100
Unlisted term finance certificates[] 235,488 - 235,488 265,6250] -0 265,625
Held-to-maturity securities[]
Pakistan investment bonds[] ~ 9.7.7 201,518 - 201,518 155,10600 459,4970] 614,603
Associates 9.1.200 2,731,354 - 2,731,354 2,494,79601 -0 2,494,796(11
8,786,876 242,646 9,029,522 9,526,2690 737,84500 10,264,1140

Less: Provision for diminution in[]

the value of investments] 9.3 (54,531) o (54,531) (52,153)0 -0 (52,153)
Investments - net of provision[ll] 8,732,345 242,646 8,974,991 9,474,116[10 737,845 10,211,9610
Surplus / (deficit) on revaluation[]

of held for trading securities[I] (61,551) o (61,551) 116,0350 -0 116,03500
Surplus / (deficit) on revaluation[]

of available for sale securities(IT] (257,105) (382) (257,487) 603,564 800] 603,644
Total investments : 8,413,689 242,264 8,655,953 10,193,71500 737,925 10,931,640
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9.1.1

9.1.2

9.2

9.3

9.3.1

Pakistan Investment Bonds (PIBs) are held with the SBP for dealing purposes and are also eligible for[]
rediscounting with the SBP. These PIBs carry returns ranging from 6 (2005: 6) to 11 (2005: 11) percent per[]
annum and mature by 2007. Market value of these PIBs as at December 31, 2006 amounted to Rs 198.716[]

million (2005: Rs 588.170 million).

The fair value of the investments in associates based on the market value of associates whose shares arel]
quoted and break up value whose shares are not quoted amounted to Rs. 3,526 million]

(2005: Rs. 3,357 million).

INVESTMENTS BY SEGMENTS

Federal Government Securities[]
- Market treasury bills[]
- Pakistan investment bonds[]

Fully paid up Ordinary Shares[]
- Listed companiesl]
- Unlisted companies[]

Term Finance Certificates (TFCs)[]

- Listed TFC’sd
- Unlisted TFC’slJ

Investments in associates
Investments in associated undertakings[]

- Listed companiesl]
- Unlisted companyl]

Less:[Provision for diminution in the value ofl]
investments[] 9.3
Total investments - net of provisions[]

(Deficit) / surplus on revaluation of ‘held for trading’ securities[]
(Deficit) / surplus on revaluation of ‘available for sale’ securities[]

Total Investments

Particulars of provision for diminution in the value of un-quoted:
investments[]

Opening balancel]

Charge for the yeard

Reversals[]

Closing balancell 9.3.1

Particulars of provision in respect of type and segment - Un-quoted]

Available for sale securities]
Associates[]

Pakistan Kuwait Investment Company (Pvt) Ltd.

2006

2005

(Rupees in ‘000)

242,646 462,6270
201,518 614,603
444,164 1,077,230
4,817,706 | [ 5,408,734
93,598 103,102
4,911,304 5,511,836
455,314 528,87101
235,488 265,625
690,802 794,496
2,731,354 2,494,796
201,898 335,7560
50,000 50,000
251,898 385,756
9,029,522 10,264,1140]
(54,531) (52,153)0
8,974,991 10,211,9610]
(61,551) 116,0350]
(257,487) 603,644
(319,038) 719,679
8,655,953 10,931,640
52,153 52,1530
2,378 9,2530]
- (9,253)
2,378 0
54,531 52,153
34,804 40,1880
19,727 11,965
54,531 52,153

Annual Report 2006

9.4 Summary of financial information of associates

kK

kkk

Associates Accounting

date 1

Meezan Bank Limited[]
Plexus (Private) Limited]
Pak Kuwait Takaful Company[IIIIII

**30 Sep 200601
31 Dec 200601

Limited(] 31 Dec 200601
Falcon GreenWood (Private) I
Limited(] 31 Dec 200601

The General Tyre & RubberIIIII
Company of Pakistan Limited] **30 Sep 200601
Al Meezan Investment[IIIIIT
Management Limited[]
Al Meezan Mutual Fund(
Meezan Islamic Fund(]
Meezan Balanced Fund[]
National Commod ity
Exchange Limited[] *30 June 20060]
National Clearing Company of(IIII]
Pakistan Limited[]
Total Media Limited[]

31 Dec 200601
30 Sep 200601
31 Dec 200601
31 Dec 200601

30 Sep 200601
*#%30 June 2006L]

2005

Meezan Bank Limited[]

Plexus (Private) Limited]

Pak Kuwait Takaful Company[IIIIII

30 Sep 200501
31 Dec 200501

Limited(] 31 Dec 200501
Falcon GreenWood (Private) I
Limited(] 31 Dec 200501

The General Tyre & RubberIIII
Company of Pakistan Limited[]

Al Meezan Investment[]
Management Limited[]

Al Meezan Mutual Fund(

Meezan Islamic Fund(

Meezan Balanced Fund[]

National Commodity I
Exchange Limited]

National Clearing Company of(IIIII]
Pakistan Limited[]

Total Media Limited[]

30 Sep 20050

31 Dec 200501
30 Sep 20050
31 Dec 200501
31 Dec 200501

30 June 20050

30 Sep 20050
30 Sep 20050

Assets Liabilities Equity Revenue:  Profit /i
(loss)
(Rupees in ‘000) ===
39,576,816 35,560,56000 4,016,25600 1,936,362 650,6400
24,2250 2,4250 21,8000 10,0110  1,5890
311,2840 85,4970  225,78700 35,1380 3170
683,3680] 10,4300 672,938 -0 (350
3,611,2230  2,442,0240 1,169,1990 3,768,56601 81,2890
594,4180 56,6840  537,7340  261,2330 154,1970
1,738,1970 29,4180 1,708,7790  605,9980 267,57101
3,532,509 20,3140 3,512,1950  200,7200 193,9860
1,373,4170 44,8040 1,328,6130  154,2820 92,9670
872,94801 924,88000 (51,9320 -0 (55,193)00
489,94700 20,9750  468,9720  205,9560 28,2000
180,89701 155,0140 25,8830 30,2170 (47,102)IIIT
25,109,62800 22,088,1790  3,021,4490 7,713,4920 731,057
24,4590 4,3220 20,1370 8,0000 5400
218,3930 17,7890  200,6040  (142,839)0 (23,896)0
674,7080 10,5880  664,1200 -0 -0
2,726,1390  1,514,0700 1,212,0690 2,544,07600 139,0080
486,47400 90,1020  396,3720  129,2610 78,1910
2,041,7360 223,3550  1,818,3810 51,6180 227,4030
2,957,1590 16,8320 2,940,3270  652,5520 764,15400
1,599,7170 124,0710 1,475,6460  282,1270 249,0100
896,52901 913,51900 (16,9900 0 (42,2910
448,33200 231,9850  216,3470  219,0350 19,2410
149,7350 85,0510 64,6840 8,7400  (8,302)

National Commodity Exchange Limited has not yet commenced its operations and their financial statements[]

for a later date were not available.

These are listed entities and due to non availability of their 31 December 2006 financial statements, their results [
have been included based on 30 September 2006 un-audited financial statements.

The results of the entity are incorporated based on 30 June 2006 financial statements due to non-availability[]

of the latest financial statements.
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10.

10.1

10.2

10.3

10.4

Effective December 31, 2006, the company has reclassified its securities with cost of Rs 2,036 million and[]
having market value of Rs 1,120 million from ‘held for trading’ to ‘available for sale’ after reviewing the trading [
pattern of the specific securities which remained restricted due to the extra ordinary market volatility prevailed [

through out the year.

ADVANCES

Loans and advances(Il]
Net investment in finance leases[]

Provision for non-performing advances[]
Advances net of provisions[

Particulars of advances[]

In local currencylll

In foreign currencies(]

Short term([I]
Long term([T]

10.5

10.3

2006

2005

(Rupees in ‘000)]

3,113,590 4,530,24000
2,134,881 2,154,757 7
5,248,471 6,684,9970]
(374,606) (157,174)0
4,873,865 6,527,823
5,225,876 6,662,40200
22,595 22,5957
5,248,471 6,684,9970]
74,219 1,925,59300
5,174,252 4,759,404 7
5,248,471 6,684,997

Advances include Rs. 377.245 million (2005: Rs 391.350 million) which have been placed under non-performing [

status as detailed below [T

Domestic

Doubtful]
Loss[]

Particulars of provision against non-performing advances

Opening balancel]
Charge for the year[]
Reversall]

Adjustment(]
Closing balancel]

Local currencyl]
Foreign currenciesl]

2006

Classified Provision Provision(!

advances required held 11

(Rupees in ‘000)5H—

5,277 2,638 2,6380]

371,968 371,968 371,968
377,245 374,606 374,606

2006 2005

(Rupees in “000)CJ

157,174 194,080
225,492 118,0940
(8,060) (160,000) -
217,432 (41,906)0
- 5,0000]
374,606 157,174
352,011 134,57900
22,595 22,595
374,606 157,174
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Net investment in finance leases

2006 200511
Not later.  Later than Over Not laterl]  Later thand ~ Overd Total
than one  one and less| five years:: than onel] one and lessO five years
year than five yearl] than five
years/ (! years[l
(Rupees in ‘000)=
Lease rentals receivable[] 145,918 2,244,500 2,390,418 775,0380 1,689,25400 35,9340 2,500,2260]
Residual valueld 41,232 83,510 3,83000 112,2610  7,6770  123,76800
Minimum lease payments[] 187,150° 2,328,010 2,515,160 778,86810 1,801,51500 43,6110 2,623,994
Financial charges forl]
future periods] 11,619 368,660 193,0630 272,66900  3,50500  469,23700
Present value of minimum(J
lease payments[] 175,531 1,959,350 2,134,881 585,805 1,528,846[1 40,1061 2,154,757
The company has entered into lease agreements with various companies for lease of vehicles and plant and [

machinery. The amount recoverable under these hirangements are receivable by the year 2011 and are subject []
to finance Idcome rates ranging between 7 (2005: 6.5) to 15 (2005: 16.25) percent per annum.

In respect of the aforementioned finance leases the company holds an aggregate sum of Rs. 124.742 million[J
(2005: Rs. 124.602 million) as security deposits bh behalf of the lessees which are included under otherl]

liabilities.

Particulars of loans and advances to Directors and associated companies

Debts due by Directors, Executives and Officers[]
Balance at beginning of the yearlIll

Loans granted during the year(Ill

Repayments[[T]

Balance at end of the year(Ill

Debts due by related partiesl]
Balance at beginning of the yearlIll
Loans granted during the year(lll
Repayments[[T]

Balance at end of the year(lIl
OTHER ASSETS[]

Income / markup accrued in local currencyllll

Income / markup accrued in foreign currencyl(l
Advances, deposits, prepayments and other receivables(lI]
Preliminary expenses[]

Receivable on account of sale of marketable securities[II]
Central excise duty[]

Advance income tax(I

Advance against shares subscription(]

Others(Il

Less: Provision held against other assets[]
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2006

2005

(Rupees in ‘000)

35,381 36,8720
19,086 4,20100
(13,751) (5,692) |
5,335 1,490
40,716 35,381
362,940 386,17500
- 37,5000
(78,782) (60,735)
(78,782) (23,2350
284,158 362,940
221,422 233,0910
647 1860
10,218 4,5550
11.1 446 6240
- 142,1910
O 2,077 2,0770
0 380
50,000 51,0000
2,339 8,238 1
287,149 442,00000
11.2 (26,154) (26,154) 7
260,995 415,846




12.

13.

13.1

13.2

Preliminary expenses

2006 2005
(Rupees in ‘000)c
Preliminary expenses incurred] 891 8910
Less: Amortization to dateld 445 26710
446 624

Provision against other assetso

Opening balancell 26,154 26,1540
Charge for the yeard - -
Closing balancell 26,154 26,154
INTANGIBLE ASSETS

Cost of membership cardo

Karachi Stock Exchange (Guarantee) Limited[] 34,750 34,7500]
National Commodity Exchange Limited 3,000 3,0001
37,750 37,7500

The membership of National Commodity Exchange Limited has not yet been transferred in the name of FCSL. [
This is currently held in the name of MMS Capital Securities and transfer to FCSL name is in progress.

OPERATING FIXED ASSETSo

Capital work in progressl] 13.1 2,350 3,1860
Property and equipmentl] 13.2 125,197 138,550
127,547 141,736

Capital work-in-progressc

Advances for purchase of vehicles[] - 8360]
Advance for purchase of room( 2,350 2,350
2,350 3,860

The above comprise of advance in respect of a room at National Commodity Exchange Limited and thell
possession of the room has not yet been given.

Property and equipment

2006
Cost Depreciation Net book Rate of
As at Additions / As at As at Charge / As at value as at depreciation
January 1, (disposals) December 31, January 1, (disposals) December 31, December 31, %
2006 2006 2006 2006 2006

(Rupees in ‘000)[2

Leasehold land 100 - 100 - - - 1000
Building on leasel]
hold landCJ 112,149 - 112,149 19,778 2,800 22,578 89,571 2.50
Furniture and fixtures[] 33,303 287 31,243 20,852 3,597 24,018 7,225 20
(2,347) @310
Motor vehicles[] 64,615 8,243 72,303 36,443 12,648 48,536 23,767 20
(555) (555)00
Office equipment] 26,254 2,594 28,848 24,509 2,270 26,779 2,069 33.3300
-m -0
Electrical appliancesl] 7,939 78 7,962 4,228 1,280 5,497 2,465 20
(55) 1)
Total 244,360 11,202 252,605 105,810 22,595 127,408 125,197
(2,957) (997)
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14.

14.1

14.2

14.2.1

2005

CostIl Depreciation[[l] Net book[] Rate of(J
As atl]  Additions /O As atd As atl] Charge /O As at[] value as at] depreciation]
January 1,0 (disposals)d December 31,00 January 1,00 (disposals)d December 31,00December 31,00 % O
2005 20050 2005 20050 20050
(Rupees in ‘000)w
Leasehold landOJ 1000 -0 1000 -0 -0 -0 100m
Building on leaselll
hold land] 112,1490 -0 112,1490 16,9740 2,8040 19,7780 92,3710 2. 51T
Furniture and fixturesd] 25,7260 8,57701 33,3030 17,5690 4,15700 20,8520 12,4510 200
(1,000)D (874)[m
Motor vehicles[] 52,9810 15,6820 64,6150 28,6240 11,1100 36,4430 28,1720 200
(4,048)D (3,291)m
Office equipment] 25,0840 1,39000 26,2540 21,7400 2,926 24,5090 1,7450 33,30
(220)D (157)m
Electrical appliances] 6,05400 3,7380 7,93900 4,1170 1,3110 4,228 3,7110 200
(1,853)D (1,200)(n
Total 222,0940 29,3870 244,3600] 89,0240 22,3080 105,81001 138,550
(7,121)D (5,522)
BORROWINGS FROM FINANCIAL INSTITUTION 2006 2005
(Rupees in ‘000)]
In Pakistan[] 12,600,057 4,898,129

Particular of borrowing with respect to currencies[]

In local currencyl] 12,600,057 4,898,129

Details of borrowing secured / unsecured

Secured(]

Repurchase agreement borrowingsl] 14.2.1 7,387,546 1,398,129
Term finance certificates (TFCs)[] 14.2.2 1,750,000 500,000C]
Borrowings from SBP under LTF - EOPL] 14.2.3 462,511 -
Unsecured(]

Term finance certificates (TFCs)[] 14.2.4 3,000,000 3,000,000 11

12,600,057 4,898,129

Repurchase agreement borrowingsl]

The company has arranged borrowings from various financial institutions against sale and repurchase ofl]
government securities. The mark-up on these finances ranges between 8.50 (2005: 7.25) percent per annum [J
t0 9.10 (2005: 8.6) percent per annum with maturity ranging from 4 days (2005: 4 days) to 2 months (2005: [
6 months).

14.2.21 Term finance certificates (non-participatory)[]

This represents finance obtained through issue of privately placed term finance certificates of five years[]
maturity. The markup is payable on quarterly basis and the principal is repayable in five equal semi annual [
installments commencing 36 months from the date of disbursement. The facility is secured by first hypothecation [
charge ranking pari passu, on existing and future assets of the company.The rate of profit is 3 months KIBOR []
ask rate plus 125 (2005: 125) basis points. As at December 31, 2006 the effective rate range between 11.55 [
to 11.75 (2005: 10.28) percent per annum.
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14.2.3( LTF-EOP facility from SBP:

In order to facilitate the export oriented projects, SBP has introduced a scheme to refinance the fixed term[]
loan availed from Banks / DFls.o

The SBP has approved the company as Participating Finance Institution (PFI) and allocated a refinance limit [
of Rs. 1,000 million for the financial year 2006 - 2007.0

A one time swap facility option under the Scheme (LTF - EOP) has been extended to textile sector for import [
of plant and machinery, allowed by the State Bank of Pakistan through their SMED Circular No. 19 of 2006. [
The loan is repayable over a maximum period of 7.5 years from the date of first disbursement with mark up[]
payable at maximum of 5 percent per annum including 2% spread for the lending institution.o

Out of sanctioned limit of Rs. 1,000 million, the company has availed facility under swap arrangement ofl]
an amount of Rs. 462.511 million as on December 31, 2006 (2005 : Rs. Nil).

14.2.4/ Term finance certificates (non-participatory)o

15.

15.1

16.

16.1

17.

These represent finances obtained through issue of privately placed term finance certificates of five years[]
maturity. The mark-up is payable semi-annually. The rate of profit ranges from 85 (2005: 85) to 170 (2005:[]
170) basis points over the cut-off yield of the last successful auction of six month T-bills. As at December 31, [
2006 the effective rates range between 9.66 (2005: 8.98) to 10.51 (2005: 9.84) percent per annum.

DEPOSITS AND OTHER ACCOUNTS 2006 2005
(Rupees in ‘000)
Certificates of investment (COls) / depositso

Financial institutions[I] 3,650,000 6,289,1700J
Others[ 91,500 262,500 ¢
15.1 3,741,500 6,551,670

The profit rates on these COls range between 9.30 (2005: 5) to 11.2 (2005:11.1) percent per annum. Thel[l
COls are due for maturity between January 04, 2007 to March 22, 2010 (2005: January 16, 2006 to August[]
09, 2010). Included in COls is an amount of Rs. 3,704 million (2005: Rs. 6,419 million) payable within 12[]
months. All COls / deposits are in local currency.

DEFERRED TAX LIABILITY 2006 2005
(Rupees in ‘000)[]
(Debit) / credit balances arising on account oft

Accelerated tax depreciation allowancell (6,130) (5,221
Provision for staff retirement gratuity and compensated absencesl] (6,477) (5,614)1
Other staff benefits[] (4,970) (4,970)J
Finance lease arrangements[] 301,161 204,02901
Share of profit from associates[] 38,272 24,7590
Exchange differences[] - (68,900)1
Provision for contingencies[] (124,417) (48,314)J
Surplus on revaluation of government securities] (134) 6901
197,305 95,838

According to Finance Act, 2006, capital gains earned on listed securities are exempt upto tax year 2007.0J
However, the Government has announced to extend this exemption for another year. Accordingly, deferred [
tax liability on unrealised surplus on revaluation of listed shares has not been accounted for.

OTHER LIABILITIES 2006 200501

Restated

(Rupees in ‘000)0
Markup / return / interest payablellll 144,369 156,924L01
Accrued liabilities(II] 172,785 175,1370
Retention money payablellll 101 1,20501
Taxation[ 33,705 154,37601
Staff retirement gratuity] 31.1.2 23,915 21,3440
Security deposits[] 10.5.2 124,742 124,60201
Exchange losses incurred on a loan[I] - 248,6700]
Employees’” compensated absences[I] 5,655 5,76201
Payable on account of purchase of marketable securities[III 22,689 142,4410
Other liabilities(II 1,404 20,9781
529,365 7,051,439
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18. SHARE CAPITAL
18.1 Authorised capital
2006 200507 2006 2005
(Number of shares) (Rupees in ‘000)
400,000 80,0000  Ordinary shares of Rs 25,000 eachl] 10,000,000 2,000,000
18.2 Issued, subscribed and paid up
25,950 25,9500 Ordinary shares of Rs. 25,000 eachl]
m issued in cash[] 648,750 648,750
214,050 54,0500 Ordinary shares of Rs. 25,000 each(Ill
issued as bonus shares[] 5,351,250 1,351,250
240,000 80,0000 6,000,000 2,000,00001
The State Bank of Pakistan (SBP) on behalf of the Government of Pakistan (GOP) and Kuwait Investment[]
Authority (KIA) on behalf of Government of Kuwait each held 120,000 (2005: 40,000) ordinary shares ofl]
the company as at December 31, 2006.
18.3 Reserves 2006 200501
Restated
(Rupees in ‘000)C]
Capital reserves[] 18.3.1 3,079,036 2,837,10601
Revenue reserves[] 18.3.2 1,705,333 4,501,479
4,784,369 7,338,585
18.3.1.  Capital reserves
Compulsory reserve — statutory reserve 18.3.1.100
As at January 10 2,757,061 2,377,759
Add: Transfer during the year(Ill 241,930 379,302
2,998,991 2,757,061
Reserve for issue of bonus shares[]
As at January 10 -0 500,000}
Transfer from general reservellll 2,042,175 -0
Transfer from marketable & government securities reservellll 1,190,680 -0
Transfer from profit & loss accountll] 767,145 -0
Bonus shares issued(] (4,000,000) (500,000)M
- -0
Special reserveld 18.3.1.2 80,045 80,0451
3,079,036 2,837,106

18.3.1.10 Compulsory reserve - statutory reservel]

In terms of article 67 (1) of the Articles of Association of the company, an amount equal to 10% of the net LI
profit for the year shall be set aside for the formation of a compulsory reserve. Such percentage ceases to [
be compulsory when the same reserve exceeds 25% of the paid-up share capital of the company.O

According to BPD circular No. 15 dated May 31, 2004 issued by the SBP, an amount not less than 20%L]
of the after tax profits shall be transferred to create a reserve fund till such time the reserve fund equalsl]
the amount of the paid up capital. The company has transferred Rs. 241.930 million (2005: Rs. 379.30201
million) out of ‘profit after taxation’ for the year to this reserve.
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18.3.1.2

18.3.2

18.3.2.1

18.3.2.2

19.

Special reservell

This ‘special reserve’ was created during the year 1999 under section 23 (1) (ix) of the Income Tax[]
Ordinance, 1979 (now repealed) by transferring Rs. 80.045 million out of the ‘profit after taxation’ for that [
year to the special reserve. However, as the said sub-section has been omitted by the Finance Ordinance, [
2000 therefore similar amounts are no longer being transferred to this account.

Revenue reserves 2006 20050]
Restated
(Rupees in ‘000)
General reservel]

As at January 10 2,042,175 1,989,924
Add: Transfer during the year[] - 52,2511
Less: Transfer to reserve for issue of bonus shares[] (2,042,175) [
- 2,042,175
Contingencies reserve 18.3.2.100
As at January 1] 114,484 70,1440]
Add: Transfer during the year[] 67,581 44,3401
182,065 114,484
Marketable and government securities
reserve 18.3.2.201
As at January 10 2,344,820 2,093,6430]
Less: Transfer to reserve for issue of bonus shares[] (1,190,680) -0
Add: Transfer during the year[] 369,128 251,1770

1,523,268 2,344,820
1,705,333 4,501,479

Contingencies reservel]

Effective December 31, 2000 the company has set up a separate ‘contingencies reserve’ to which anl]
amount equal to 1% of the outstanding balance as at the year end, of loans and advances, leases and TFCs [
considered good, excluding balance relating to back to back lending and financings against sovereign[]
guarantees, is appropriated from the profit.

Marketable and government securities reservel]
The company has set up a separate ‘marketable and government securities reserve’ at a minimum of 25%[]

of shareholders’ funds to provide sufficient cushion against volatility in the value of the stock market[]
portfolio and government securities.

(DEFICIT) / SURPLUS ON REVALUATION 2006 2005
OF ‘AVAILABLE FOR SALE’ SECURITIES (Rupees in ‘000)C]
Federal and provincial government securities] (248) 12700
Quoted shares[] (267,132) 576,33601
Other securities[] 10,027 27,1120

Share of surplus on revaluation of investments[]
held by associates] 41,106 43,8641
(216,247) 647,439
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20.
20.1

20.2

20.3

20.4

21.

202

CONTINGENCIES AND COMMITMENTS

During the year ended December 31, 2005 the Income Tax Authorities finalised the assesment for the tax
year 2003, raising a tax demand of Rs. 137 million on account of allocation of Common Expenses relating[]
to ‘Capial Gains’. The management considers that the tax department has misinterpreted the provisions ofl]
section 67 of the Income Tax Ordinance, 2001 read with Rule 13 of the Income Tax Rules 2002, wherein[]
the tax authorities have allocated ‘Common Expenses’ including financial cost relating to ‘Capital Gains’ [
by taking into account the amount of ‘Capital Gains’ rather than the ‘Cost of Investments’. The company[]
therefore, filed an appeal before CIT (Appeals), who had maintained the above allocation. The companyl]
filed another appeal before Income Tax Appellate Tribunal (ITAT) who has set aside the matter with thell
directive to the tax authorities that the allocation of financial cost has to be made by taking into accountl]
the cost of investments rather than the gross turnover. Further the company has made representation beforel]
the member CBR for necessary clarification that the allocation of expenses has to be made in relation tol]
investment cost, rather than the amount of capital gain on the sale of specific shares. Based on the abovell
facts the company is confident that case will be decided in its favour.[]

The company has also requested CBR to refer the above matter to ‘Alternate Dispute Resolution Committee” [
(ADRC), a mechanism available to provide an opportunity to tax payer for an easy and efficient resolution [
of dispute.

Other contingencies 2006 2005
(Rupees in “000)]

Direct credit substitute — guarantee issuedl] 9,846 87,742

Other commitments[]

Underwriting commitment(] - 25,0000J
Undisbursed sanctions for financial assistance in[J
the form ofl]

- equity participation[] 94,220 95,7200
- loans and advancesl] 388,475 895,048
Commitments for future sale of listed securitiesl] 490,759 1,005,682

973,454 2,021,450

Derivatives[]

The company has executed an Interest Rate Swap transaction with a bank on April 2, 2004 for a period]
of four years, whereby it converted its floating rate liability of Rs.100 million into a fixed rate liability.[]
Under the arrangement the company will be paying the agreed fixed rate to the bank in exchange for all
variable rate. The Interest Rate Swap has maturity falling within 2 years.

MARK UP / RETURN / INTEREST EARNED 2006 2005
(Rupees in ‘000)[]
On loans and advances[] 650,728 542,703
On investments(II] O
- Available for salel] 135,857 80,2651
- Held to maturity[] 19,796 39,4571
On deposits with financial institutions[] 663,534 276,463
On securities purchased under resale agreements[] 181,082 92,904 1

1,650,997 1,031,792

MARK-UP / RETURN / INTEREST EXPENSEDL]

Deposits[] 929,386 549,0770]

Securities sold under repurchase agreements[] 171,358 72,3161

Other short term borrowings[] 2,298 1,650
1,103,042 623,043
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23. GAIN ON SALE OF SECURITIES ¢ 27.1 During the year ended December 31, 2006, the Income Tax Appellate Tribunal (ITAT) has given its decision [
2006 2005 in favour of the company on the issue of taxability at public company rate in view of the fact that theld
(Rupees in ‘000)] company is 50 percent owned by the Government of Pakistan. Hencel, a net amount of Rs. 200.967 million O
Federal Government SecuritiesT] representing a tax provision at rate higher than that applicable to ‘other company’ has been reversed.
i Tree.lsury .b'”SD 108 28 27.2 Relationship between tax expense and accounting profit 2006 2005
- Pakistan investment bonds[] 101 592[] R in “000)0]
Shares - listed securities] 1,606,424 1,811,996 upees in
1,606,633 1,812,799 Profit before taxation[] 1,310,115 2,442,86701
24. OTHER INCOMEO
) o Tax at the applicable rate of 35% (2005: 35%)U 458,540 855,003
Profit on sale of operating fixed assets[] 483 690L] Net tax effect on income taxed at reduced rates[] (60,071) (185,490)
OthersUJ 24.1 270,181 1,8297 Net tax effect of income not subject to tax and expenses[]
270,664 2,519 that are not allowable in determining taxable incomel] (324,348) (437,809) 1
74,121 231,704
24.1 Other income includes Rs 257.015 million in respect of reversal of exchange losses incurred on a loan no [
longer required to be paid. 28. BASIC AND DILUTED EARNINGS PER SHARE 2006 200501
25. ADMINISTRATIVE EXPENSES 2006 2005 Profit for the year (Rupees in ‘000)] 1,235,994 2,211,1630
(Rupees in ‘000)0
Salaries, allowances and employees’ benefits[Il 142,013 151,88000 Weighted average number of ordinary shares (in ‘000)0] 240 24000
Directors’ remuneration (including remuneration[]
of Chief Executive)I 57,593 63,3040 Basic earnings per sharel] Rupees 5,150 9,213
Provision for gratuity[] 31.1.4 7,057 5,698[]
Employer’s contribution to the provident fund[I 4,846 4,1160d 29. CASH AND CASH EQUIVALENTS 2006 20051
Traveling and conveyancellll 13,682 11,0120 (Rupees in “000)(]
Rent and rates[] 6,996 6,4740
Ut'l't'esm;l . 2,365 2,787U Cash and balances with treasury banks[] 41,680 29,2550
Comm‘.‘”'cat'o'?m Lot 6,8990] Balances with other banks[] 7,186,336 4,796,581
Professional training and staff welfarellll 712 636[]
Advertisements, periodicals and membership dues(IIl 6,595 5,936L] 7,228,016 4,825,836
Printing and stationeryl(lIl 2,316 2,6730
Depreciation(] 13.2 22,595 22,3080 30. STAFF STRENGTH 2006 2005
Auditors’ remuneration[] 25.1 3,126 1,4340 (Numbers)[]
Legal, consultancy and other professional services(II] 39,112 22,2770
Repairs and maintenancellll 23,725 10,4580 Permanent[] 61 590
Motor vehicle expenses[ 7,109 5,07000 Temporary / on contractual basis(] 9 130
lnsurapcelII] 2,401 2,24700 Own staff strength at the end of the year[] 70 7200
Donations[] = 13,4000
Entertainment] 1,429 1,521
Software development expensesI] - 1,4000] Quizor izl 2 2L
Bank charges[ 199 1760
Miscellaneous[ 10,626 7,463(11 Total staff strengthl] 98 95
361,236 349,169
31. DEFINED BENEFIT PLAN
25.1 Auditors’ remunerationd
Audit feellTl 895 60501 31.1 Staff retirement gratuity 2006 2005
Fee for half yearly reviewlIIl 305 28001
Special certifications and sundry advisory services[I] 1,848 45501 31.1.1 Principal actuarial assumptions (Per annum)[]
Out of pocket expenses(ll] 78 941
3,126 1,434 Discount rate[J 10% 9%[]
26.  OTHER CHARGESC . . '
Penalties imposed by State Bank of Pakistan[II] 1,365 17 Expected rate of increase in salariesT] 10% 9%0]
27. TAXATIONCO Expected rate of return on investments[] 10% 9%
g::gf;;?ﬂsﬂ 271 (;(7)(3):;;?) (?41‘: ;gg)% Normal retirement agel] 60 years 60 years
Deferred 101,672 159,200
74,121 231,704
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31.1.2

31.1.3

31.1.4

31.1.5

31.1.6

Reconciliation of payable to defined benefit plan

2006

2005

(Rupees in ‘000)]

Present value of defined benefit obligations 44,720 35,3200
Fair value of plan assets[] (6,243) (2,428)1
Unrecognised actuarial lossesl] (14,562) (11,548) 1
23,915 21,344
Movement in liability[]
Opening balancell 21,344 19,3450
Expense charged in the current yearl] 7,057 5,698
Company’s contribution to gratuity fundJ (4,486) (3,699
Closing balancell 23,915 21,344
Provision for gratuity[]
Current service costl] 3,441 3,35201
Interest costl] 3,252 2,58801
Expected return on plan assets[] (304) (493)
Actuarial loss amortised 6638 251m
7,057 5,698
Reconciliation of present value of defined benefit obligation[]
Opening obligation as at January 10J 35,320 33,3450
Current service costl] 3,441 3,35201
Interest costl] 3,252 2,58801
Actuarial benefits paid during the year[] (754) (8,316)1
Actuarial gain on obligation] 3,461 4,3510
Closing obligation as at December 310J 44,720 35,320
Reconciliation of fair value of plan assets[]
Fair value of plan assets as at January 1] 2,428 7,1530
Expected return on plan assets during the yearld 304 49301
Actual contributions by the employer] 4,486 3,699
Actual benefits paid during the yearl] (754) (8,316)1
Actuarial loss on plan assets[] (221) (601)
Fair value of plan assets as at December 310 6,243 2,428

Fair value of plan assets comprises of cash and cash equivalents deposited with different financial institutions.[]

Actual return on plan assets is 9.5% as at December 31, 2006.

Pakistan Kuwait Investment Company (Pvt) Ltd.

Annual Report 2006

32.

32.1

32.2

33.

33.1

COMPENSATION OF DIRECTORS AND EXECUTIVES 1

President / CEO Directors Executives
2006 200500 2006 200500 2006 2005
(Rupees in ‘000)E

Feell 1,122 1,56001 5,944 3,35201 - -0
Managerial remuneration[] 25,612 26,3740 - -0 64,990 63,0990]
Charge for defined benefit plan] 493 4320 - -0 1,765 1,19700
Contribution to defined contribution[]

plant] 592 5270 - -0 2,009 1,50001
Rent and house maintenancell 2,756 2,486L1 - -0 12,600 8,24201
Utilities[] 59 1310 - -0 2,800 1,83200
Medicalll 663 15801 - -0 2,552 1,7130
Others[] 9,692 19,9280 12,467 9,60501 - -1

40,989 51,5961 18,411 12,9570 86,716 77,5830

No. of personsl] 1 10 5 50 24 16

Compensation charged during 2005 includes remuneration and terminal benefits of outgoing Chiefld
Executive. I

The Chief Executive and certain executives are also provided with other facilities, including the free use ofl]
company maintained car.

FAIR VALUE OF FINANCIAL INSTRUMENTS

On balance sheet financial instruments
2006 2005

Book Value Fair Value Book Valuell Fair Value

(Rupees in ‘000)

Assets[]

- Cash and balances with treasury banks[] 41,680 41,680 29,2550 29,2550

- Balances with other banks[] 7,186,336 7,186,336 4,796,58100 4,796,581

- Lendings to financial institutions[] 8,344,074 8,344,074 2,004,11000  2,004,1100]

- InvestmentsC] 8,655,953 9,497,577 10,931,6400 11,817,8610

- Advancesl] 4,873,865 4,873,865 6,527,823 6,527,823

- Other assets[] 260,995 260,995 415,846[] 415,846
29,362,903 30,204,527  24,705,25500 25,591,476

Liabilities[]

- Borrowings from financial institutions[] 12,600,057 12,600,057 4,898,129L1  4,898,129[1

- Deposits & other accounts[] 3,741,500 3,741,500 6,551,67000 6,551,670

- Other liabilities] 529,365 529,365 1,051,439 1,051,439
16,870,922 16,870,922 12,501,238[1 12,501,238

[[HHIHir value of investments in listed securities is based on market rates of the Karachi Stock Exchange.[]
Fair value of unquoted equity investments is determined on the basis of break-up value based on the latest[]
available financial statements.[]

Fair value of fixed term loans and advances, other assets, other liabilities and fixed term deposits cannotl]
be calculated with sufficient reliability due to absence of current and active market for such assets and[l
liabilities and reliable data regarding market rates for similar instruments.
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34. SEGMENT DETAILS WITH RESPECT TO BUSINESS ACTIVITIESO

The segment analysis with respect to business activities is as follow :

Total income - gross[]
Total markup / return / interest[T]

expensedl]
Segment provision / impairment [
/ unrealised lossesl]

Net operating incomel]
Administrative expenses and[[]
other charges[]

Net incomel]

Segment assets - netl]
Segment non performing loans[]
Segment provision required]
and heldd
Segment liabilities[]
Segment return on net[l]
assets (ROA) %0

Segment cost of funds (%)

Total income - gross[]
Total markup / return / interest(IT]

expensed[]
Segment provision / impairment([]
/ unrealised gains[]

Net operating incomel
Administrative expenses and([l
other charges[]

Net incomel]

Segment assets - netl]

Segment non performing loans[]

Segment provision required(]
and heldl]

Segment liabilities[]

Segment return on net assets[]
(ROA) %[

Segment cost of funds (%)

2006
Corporate Treasury . Investment Capital Others Total
Finance: Banking Market
(Rupees in ‘000)=
691,962 1,084,160 39,349 2,085,980 13,648 3,915,099
(460,415)|| (642,627) d . d (1,103,042)0
33,986 - d 1,173,327) d (1,139,341) [
(426,429)  (642,627) a 1,173,327) g (2,242,383)0
265,533 441,533 39,349 912,653 13,648  1,672,7160]
! g} - g . (362,601)0
265,533 441,533 39,349 912,653 13,648 1,310,11500
5,564,667 |[15,974,326 . 7,521,235 467,972 [ 29,528,2000
377,245 . . - - 377,245[
374,606 . d - . 374,606[]
3,741,500 || 12,600,057 d - 726,670 | | 17,068,227[
11.96 10.19 - 9.46 2.92 -0
10.68 9.39 - - - -
20050
Corporatel]  Treasury[]l Investmentl]  Capitall] Others[] Totalll
Financellll Banking(] Market(]
(Rupees in ‘000)E
603,79201 551,908L] 2,406[1 2,321,048[] 2,51800  3,481,67201
(241,414  (381,629)[ -0 -0 -0 (623,043)[1
41,9060 -1 -[] (108,482)[] - (66,576)(
(199,508)1 (381,629)01 -1 (108,482)1 -1 (689,619)1
404,28401 170,27901 2,406[1 2,212,566[] 2,5180] 2,792,05301
- -0 -[1 -[] -[1 (349,186)C1
404,284[]1 170,27901 2,406[1 2,212,566L] 2,51800  2,442,867L1
6,824,561 9,341,679 -0 8,093,914 624,58700 | 24,884,7410]
391,350(] -0 -0 -0 -0 391,350(]
157,1740 -0 -0 - - 157,17400
6,551,67000| 4,898,129[] -0 - 1,147,27700| 12,597,076L]
11.1100 10.80C0 -0 22910 0.400 -0
9.60LC] 9.810 -[] -[] -1 -

34.1. Under the company policy, capital market department assets are financed through equity funds.
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35. RELATED PARTY TRANSACTIONSCI

Parties are considered to be related if one party has the ability to control the other party or exercise significant [
influence over the other party in making financial or operational decisions and include associated companies [
with or without common directors, retirement benefit fund, directors and key management personnel.]

The company enters into transactions with related parties in the normal course of business. These transactions [
were carried out on commercial terms and at market rates. The expenses incurred on behalf of a related]
party are actual expenses, which are subsequently reimbursed.

2006 2005
(Rupees in '000)
Expenses charged to a related party 16,165 14,607
Expenses charged by[]
- associates[] 2,163 3,704
- other related partyl] 24,974 9,550
Dividend income from[J
- associates[] 113,796 71,3170
- other related parties[] 7,307 46,529
Placement / COIl with a related partyl]
Balance as at January 101 139,654 534,072
Additions during the year[] 6,967 4,939
Deletions during the yearl] - (400,000)1
Exchange gain[] 2,760 6431
9,727 (394,418)1
Balance as at December 3101 149,381 139,654
Mark up earned on placement with associate 7,427 6,340
Mark up receivable on placement / COIl / leases & loans and advances[]
- associatesl] 994 3680
- other related parties[] 4,670 5,578
Mark up earned on loans and advancesl]
- associates[] 10,159 8,69501
- other related parties[] 19,713 18,525
Loans and advances to key management personnell]
Balance as at January 100 5,702 6,254
Disbursement during the year[] 12,000 -0
Recovery during the yearl] (8,576) (552)
3,424 (552)L1
Balance as at December 3101 9,126 5,702
Advances to an associates / other related parties (refer 10.6) 284,158 362,940
Mark up expense on COI of a related party:! 238 15,473
Bank balances with an associate 43,923 84,436
Receivable from associates 2,339 8,392
Mark up payable to other related party: 72 62
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Investments in[]

- quoted, at market values[]
- associates[]
- other related parties[]

- un - quoted, at cost[]
- subsidiary companyl]
- associates[]
- other related parties[]

Commitments for investment in equity of / loan to associates
Advance against units / shares subscription

Sale of shares to other related party

Contribution made to provident fund

Contribution made to gratuity fund

Key management personnel remuneration

Key management personnel include the Managing Director, Deputy General Manager, Senior Executive Vice [
Presidents and the Company Secretary. Their salaries and other benefits amount to Rs. 59.963 million (2005: [T

2006

2005

(Rupees in ‘000)

3,235,601
173,307

50,000
378,553
500
94,220
30,000
684,670
4,845

4,486

3,101,888
496,1570]
-0
50,0000
320,53000
500

95,720

51,000

4,102

3,699

Rs. 60.756 million) and staff retirement benefits amounted to Rs. 2.335 million (2005: Rs. 2.179 million).

CAPITAL ADEQUACYU

The risk weighted assets to capital ratio, calculated in accordance with the State Bank's guidelines on capitall]

adequacy are as follow:

Regulatory Capital Basel]

Tier | Capitall]
Share capitall]
General reserves[]
Unappropriated profit]

Less Adjustments[]
Investments in equity of subsidiary companies engaged[]
in banking and financial activities (including insurance) not[]
consolidated in the balance sheet[]

Total Tier | Capital

Tier Il Capital(]
Revaluation reserve (upto 50%)[]

Total Tier Il Capital

Eligible Tier 111 Capital
Total Regulatory Capital - ()

Pakistan Kuwait Investment Company (Pvt) Ltd.

2006

2005

(Rupees in ‘000)

6,000,000 2,000,000L]
4,784,369 7,338,585
1,891,851 2,301,641
12,676,220 11,640,2260]
12,676,220 11,640,226
(267,132) 288,168
(267,132) 288,168
12,409,088 11,928,394

Annual Report 2006

Risk - Weighted Exposures 2006 2005
Book Risk Book[] Risk adjusted
value adjusted valuell value
value
Credit Risk (Rupees in ‘000)
Balance Sheet Items
Cash and other liquid assets[] 36 - 1400 -
- with State Bank of Pakistan[] 40,803 - 23,1320 -
- with Other Central Banks[] 841 168 6,1090] 1,222[01
- with Scheduled Banks in Pakistan[] 7,119,527 1,423,905 4,732,862L 946,572
- with Banks outside Pakistan[] 66,809 13,362 63,7190 12,744
7,228,016 1,437,435 4,825,836L] 960,538
Money at Call
- with Scheduled BanksO 6,733,878 1,346,776 332,18800 66,438
- with OthersOd 1,610,196 1,610,196 || 1,671,92200| 1,671,922
8,344,074 2,956,972 2,004,1100] 1,738,360
Investments in
- Federal Government Securities[] 443,781 -0 1,077,4270] -
- Shares of enterprise owned or controlled by[]

Federal Government(] 512,987 256,494 464,746 232,373
- Shares of private sector enterprisesl] 6,159,965 6,159,965 5,189,904 | 5,189,904
- Debentures, Bonds, PTC’s, TFC's of enterprises owned[]

or controlled by Federal Government / SBPL] 9,326 4,663 27,9780 13,989
- Debentures, Bonds, PTC’s, TFC’s of privatel[]

sector enterprises[] 691,503 691,503 793,6300] 793,630

7,817,562 7,112,625 7,553,685l 6,229,896
Loans and Advances
- Enterprise owned or controlled by Federalll

Government having corporate status or being run onl]

commercial basis[] 3,334 1,667 22,2230 11,112
- Private sector enterprises[] 4,829,815 4,829,815 6,470,219 6,470,219
- Staff loans[] 40,716 - 35,38101 -|

4,873,865 4,831,482  6,527,8230 6,481,331
Intangible assests[] 37,750 37,750 37,7500 37,750
Fixed assets[] 127,547 125,547 141,7360] 141,736
Other assets[] 260,995 260,995 415,846[] 415,846
28,689,809 16,764,806 21,506,78601 16,005,457
Off Balance Sheet Items
Loan repayment guarantees and acceptances[]

(less cash margin) issued to private sector enterprises[] 9,846 9,846 87,7420 87,742
Revolving underwriting commitments[] - - 25,0000 12,500
Stand By LC’s and other stand by facilities with an[]

original maturity of over one year, and other LC’s[]

(less cash margin and Government securities held)[]

on behalf of private sector enterprises[] 482,695 241,348 990,768 495,384
Derivative contracts[] 100,000 1,500 100,000C] 2,500

592,541 252,694 1,203,51001 598,126
Credit Risk - Weighted exposure 29,282,350 17,017,500 22,710,296 16,603,583
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371

37.1.1

Market Risk

General market risk

Specific market risk[]

Capital charge for foreign exchange risklJ
Total capital charge for market risk[]

Market risk - weighted exposures
Total Risk Weighted exposures - (b)

Capital Adequacy Ratio [ (a) / (b) x 100 ]
RISK MANAGEMENTL]

The company is primarily subject to interest rate risk, credit risk, market risk and liquidity risk. The management [
of company is cognizent of these risks and has put in place requisite parameters to manage distinct risksC]
within acceptable limits. The approach used for risk management has taken into account the nature and size [
of the organization. The core principle behind the risk management approach in the company is that theld
members of the respective specialised risk management committees collaborate with relevant department in [J
line with the risk management policies and frame works as approved by the Board of Directors. A dedicated [
Risk Management Function is also functioning to identify, quantify, monitor and control these risks. The various [

forms of risks to which the company is exposed are as follows:

Credit Risk[]

Credit risk represents the accounting loss that would be recognized at the reporting date if counter partiesl]
failed to perform as contracted. However, the company does not believe that it is exposed to major concentration [
of credit risk. The company reduces such exposure to credit risk by portfolio diversification and adequatel]
collateral, wherever applicable. The management also continuously monitors the credit exposure towards the [J
customers and makes provision against those balances considered doubtful for recovery. Further, the company [
appropriates an estimated amount in percentage term as ‘contingencies reserve’ each year as referred to inl]

note 18.3.2.1 to these financial statements.

Segment by class of business

2006 200511
Risk adjusted Risk adjusted
Value Value

(Rupees in ‘000) E-———

68,321
107,503
20,185

196,009

~ 2,450,113

19,467,612

63.74% LI

271,986

351,505
16,5410

640,032

8,000,400

24,603,983

48.48%

2006
Advances Deposits Commitments
Rupees '000 Percent | Rupees '000 Percent | Rupees '000 Percent(]

Agriculture, forestry,[]

hunting and fishingO 205,7140 3.9200 -0 -0 -0 -0
Textile[d 1,781,08900 33.94 [ -0 -0 -0 -0
Chemical and pharmaceuticalC 75,4700 1.4400 -0 -0 123,23500 25.5300
Cementl] 230,15401 4.39 [ -0 -0 23,0300 4.7700
Sugard 456,04200 8.69L] -0 -0 -0 -0
Footwear and leather garments[] 104,46300 1.990] 35,0001 0.940 2,53700 0.530
Auto mobile and transportation]

equipments[] 62,5721 1.190J 54,0000] 1.440 -0 -0
Electronics and electrical(]

appliances] 83,8511 1.600] -0 -0 80,0001 16.570]
Constructiond 322,19500 6.140 -0 -0 -0 -a
Transport, storage andl]

communication] 838,71701 15.980] -0 -0 7,51900 1.560]
FinanciallJ 28,3340] 0.540 3,650,0000] 97.550 25,0001 5.180
Insurancel] -0 -0 -0 -0 75,0000 15.540
Services[] 57,1430 1.090] -0 -0 125,0000] 25.900]
Individuals[d 43,4070 0.830 -0 -0 -0 -0
Others[] 959,320C] 18.260]] 2,5000] 0.070 21,3740 4,42

5,248,471  100.000 3,741,50000  100.000 482,69500  100.00

Pakistan Kuwait Investment Company (Pvt) Ltd.

Annual Report 2006

20050
Advances[] Depositsl] Commitments[]
Rupees ‘0000 Percent] Rupees ‘0000 Percentd Rupees ‘0000] Percent]
Chemical and pharmaceuticals[] 75,6890] 1.130 -0 -0 53,1410 5.360]
Agribusiness] 616,4290] 9.2200 -0 -0 108,24700 10.9300
Textiled 1,906,488} 28.52 0 -0 -0 208,246 21.020]
Cement 102,008 1.530 -0 -0 38,1460 3.850]
FinancialCJ 383,094 5.730 3,300,000L] 50.370 -0 -0
Insurancel] -0 -0 -0 -0 75,0000 7.580]
IndividualsC 1,035,3810 15490 0 0 o 0
Constructiond 381,8230 5.710 -0 -0 171,3850 17.3000
Communication andl]
entertainment(] 961,005 14.380 -0 -0 100,000C] 10.0900
Government[] -0 -0 3,064,1700] 46.7701 -0 -0
OthersJ 1,223,0800 18.290 187,5000 2.8600 236,603 23.87M
6,684,9971  100.000] 6,551,670  100.00L] 990,768  100.00
37.1.20 Segment by sector 2006
Advances Deposits Commitments
Rupees ‘000 Percent Rupees ‘000 Percent:  Rupees ‘000 Percentl]
Public / government] 3,333[] 0.06LC] 554,000} 14.810 -0 -0
Privateld 5,245,1380 99.94[] 3,187,5000] 85.190 482,6950] | 100.0000
5,248,471 100.000 3,741,5000  100.000 482,69500  100.000
200500
Advances[] Deposits[] Commitments[]
Rupees ‘00001  Percentl]  Rupees ‘000C] Percentl] Rupees ‘000C]  Percent(]
Public / government 22,2230 0.340] 3,064,1700 46.770 -0
Private[d 6,505,600LC] 99.660] 3,487,500 53.23[ 990,768 | 100.0001
6,527,8230 100.000 6,551,67000 100.000 990,768  100.00
37.1.31 Details of non performing advances and
specific provisions - sector wise 2006 2005
Classified Specific Classifiedd Specific
advances provision advancesl] provision
held held
——— (Rupees in ‘000)F———
Public / governmentl] - - -0 -0
Private[] 377,245 | | 374,606 391,3500| 157,174
377,245 1 374,606 391,35000 157,174
37.1.4_ Details of non performing advances and specific provisions by class of business segment
2006 2005
Classified Specific Classifiedd Specific
advances provision advancesl]  provision
held held
———— (Rupees in ‘000) 53—
Textiled 84,687 | | 82,048 81,94401[ 20,4860
Construction] 220,484 | | 220,484 226,21901| 56,5550
Others[] 72,074 | | 72,074 83,18701| 80,133
377,245 1 374,606 391,350 157,174
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37.2° Liquidity Risk [T 37.3 Market RiskO
Liquidity risk is the potential loss to the company arising from either its inability to meet its obligation or tol] Market risk is the loss due to adverse movements in market rates or price such as foreign exchange rates,[]
arrange the requisite funding for its assets at a reasonable price. The company manages its liquidity risk by[] interest rates and equity prices and / or commodity prices. The company is Ekposed to interest Edte risk,[]
diversifying and ensuring the stability of its liability structure (funding mix). The risk management functiond equity price risk and foreign exchange risk. To manage various types of market risk, the company carries out [
generates and monitor daily liquidity position of the company. A monthly gap analysis is also carried out to[] stress testing of its balance sheet by varying sources of market risk.l]
evaluate the match / mismatch of assets and liabilities. N
/ 37.3.1 Interest Rate Risk O
37.2.1'MATURITIES OF ASSETS AND LIABILITIES Interest rate risk is the risk that investments value will change due to change in the market interest rates.[]
G The company manages its interest rate risk by entering into floating rate agreements with its tlistomers.[]
Totaln Uptolone’D Overoned Overfhreed Over'sixa Over one tod Over twoll Overthreed Over/five Over tend Approximately 85% of the credit portfolio is linked to the floating rate. To further keep the company abreast [
month  to three  to six months months  two years to to to years of the interest rate risk, an Asset and Oability Committee (ALCO) meets on a onthly basis to discuss thell
months to one year - three years | five years ten years interest kdte risk strategy. The risk management function carries out stress testing to ascertain the [dterest[]
(Rupees in ‘000) rate risk exposure of the balance sheet. In addition to this, interest Ete risk profile is also prepared on [II
Assets[] monthly basis to ascertain the interest rates movements with regard to our portfolio.
Cash and balances with(J
treasury banks[J 41,6800 41,6800 -0 -0 -0 -0 -0 -0 -0 -0
Balances with other banks[] 7,186,336 3,025,976 4,160,360 -0 -0 -0 -0 -0 -0 -0 2006
Lendings to financial institutionsl]l 8,344,0740} 4,748,515} 3,595,559C] -0 -0 -0 -0 -0 -0 -0 Exposed to yield / profit risk Not
Investments] 8,655,953 72,059 1,016,018 217,0820 2,064,9570) 2,123,5760} 2,913,14500 116,92300 132,1930 -0 Effective Total  Upto one Over one to three Over three  Oversix ~ Overone  Over two Over three exposed
Advances] 4,873,8650 238,20100 184,8270] 425,578 467,4980] 1,151,6930) 1,026,8480) 1,240,7510) 129,82700  8,6420] yield /- - T (@ months @ @ @ to yield /
Other assets[] 260,995 U 260,995L U 0 0 U U 0 0 interest rate months to one year  two years three years  five years profit risk -
Intangible assetsC] 37,7500 -0 -0 -0 -0 -0 -0 -0 -0 37,7500 %1
Operating fixed assets[] 127,5470] - -0 2,350C] -0 -0 125,197(] -0 - (Rupees in ‘000) ===
29,528,20000 8,126,43100 9,217,75901  642,66001 2,534,8050) 3,275,26901 3,939,9930] 1,482,87101 262,020 46,392
LiabilitiesT On-balance sheet financial instruments
1abilities!
Borrowings from financiallJ . q
Financial Assets[]
institutionsC] 12,600,0570] 5,684,2490] 1,703,2950} 0 -0 | 2,019,4270] 1,081,5360] 2,111,550L] -0 -0 s —
Deposits and other accountsC] | 3,741,50000  704,0000} 3,000,0000] -0 -0 35,0000 -0 2,5000 -0 -0 T ] 41 68011 0 0 0 0 0 0 0 41 68001
Deferred tax liability(] 197,3050 -0 -0 -0 -0 197,3050 -0 -0 -0 -0 . ! !
Balances with other(]
Other liabilitiesd 529,365(] -0 | 194,020 0 50,9720 -0 | 254,1270 -0 30,246(] - el ism | 7ismasoseamtl ajingmE q g & e q ETD
17,068,2270] 6,388,24901 4,897,3150) 0 50,9720 2,251,7320 1,335,6630 2,114,0500 30,2460 0 . o ; e e o ’
Lendings to financialll
institutionsC] 9.070 8,344,07400) 4,748,5150] 3,595,559 o a 0 0 0 0
- - - - - - . - - 5 Investments(] 9.690] 8,655,95300 18542001  198,0530| 665,6000]  95,532C] 0 0 -0 | 7,511,348
Net assets 12,459,9730 1,738,18201 4,320,444 642,66000 2,483,8330 1,023,5370 2,604,33000_ (631,179 231,774 _ 46,392 o —— 12000 | 48738650 8739120 2.4619320]1,497 3050 o & 5 b 407160
e il 6,000,0000] Other assets(T] 260,995L] -0 -0 -0 -0 -0 -0 -0 260,995[01
Reservess] 4784 36900 29,362,90300 8,833,8270 10,369,252 2,162,90501 95,5320 0 0 O 7,901,387
Un-appropriated profit(] 1,891,8510 . o
(Deficit) on revaluation of(] Fmanqal L'ab'l't'e?D X
‘available for sale’ securities] Borrowings from financialll
et of tax] (216,247 institutions] 9310  [12,600,057)1 6,184,2490  4,453,2960[1,500,000C] 0 19,4270 81,5350 361,5500] 0
32459973 459'973 Deposits and other(]
— p— accounts] 10.750 | 3,741,50000 704,000C]  3,000,00000 -0 -0 35,000C] 0 2,500L] |
Totald  Upto one 0 Over one [ Over threel] Over sixC] Over one toll Over two O Over threeld Over five 0 Over ten(ll otheqliabil IS 529,3650] Gl S| G| Sl 4 Gl G| 529,3650T
monthl 1o three 0 to six monthsT] monthsTl  two years e - s v T 16,870,92201 6,888,2490  7,453,2960 1,500,0000] 0 544270 81,5350 364,0500 529,365
el e ezl e e i On-balance sheet gap 12,491,08100 1,945,57800 2,915,95600 _662,90501 95,5320 (54,427)00 (81,535)0] (364,050)17,372,02201
(Rupees in ‘000) gap =
Assets[] AeEE
Cash and balances with[] E d10 yield / profit riskd NotDd
treasury banksC] 29,2550 29,2550 -0 -0 -0 0 0 -0 4 -0 o St b vl o °
Balances with other banksC] 479658100 125243100 3.544.1500] o O 0 0 o 0 0 Effectivel] Totald  Upto oneld Over one to three[dOver three[] Over six [0 Over onell  Over twoll Over three[] exposed(]
Lendings to financial institutionsC] 2,004,100} 1,101,563] 502,5470]  400,0000] -0 -0 -0 -0 -0 -0 _ y'eld/mmm et ot © S'Xh% m”“thSDD &l - D O &l . to }','te",i liD
Investmentsd] 10,931,6400) 15,3740 3,391,6500]  1,618,8930) 1,930,697C] 1,679,717C] 1,499,8790]  302,700C0)  492,730L] 0 'me’eo;‘Dra‘e e EO Tl ST YE IRl thiESPEle SIVEETES] o
Advances] 6,527,8230 1,054,2300) 252,8950]  144,6230) 1,643,264L] 978,958[] 1,084,8940] 1,110,8030) 250,6450  7,5110) ° ) BN
Other assets[] 415,8460] o | 4158460 0 o 0 0 0 0 0 Onbalance sheet financial instrament EeEs T ‘B0
Intangible assets] 37,7500 o -0 O -0 -0 o -0 -0 37,7500 n-bafance sheet financial instruments
Operating fixed assets] 141,736L0] -0 836L] -0 2,350C] -0 -0 -0 138,550(] - et Aceried
24,884,7410 3,452,8530 8,107,9240  2,163,5160 3,576,310 2,658,6750 2,584,7730 1,413,5030 881,9250 45,261 Cash and balancesT]
LiabilitiesT] with treasury banks[ 29,2550 -0 -0 -0 -0 -0 -0 -0 29,255(]
Borrowings from financiall Békl)lanlfeélwnh et 10.670 | 4,796,58101 1,240,030 3,544,150C] | | | | | 12,4010
institutionsC] 4,898,1290]  754,8580] 547,151 96,120(] iy -0 | 2,000,000} 1,500,0000] -0 -0 i ad”, s fanciall : Sy S A : : : : A 7
Deposits and other accountsd | 6,551,6700]  750,0000] 5,039,170L] 715,0000} o o 45,0000} 2,500(] o O GRS D ek
Dlsitrzes e (el 95 83801 0 0 0 o 95 838] 0 0 o 0 institutionsC] 10.010 2,004,1100] 1,101,563[ 502,547 400,0000 -0 -0 -0 -0 -0
- e a |l semm = ROHA o IR = o = InvestmentsC] 7780  [10,931,64001 164,645l 82,2560] 574,708 869,4390] 207,987L] -0 0 | 9,032,605[
12,597,07601 1,504,8580] 6,122,67900  811,12000 _ 7595600 _ 95,8380 2,452,969 1,502,50000 _ 31,1560] r (abvariesl 112268 [67527,6231112,069,861 HIN2,158/63 2 2/235, 9490 A4 = = a 35,381}
Other assets(l] 415,846[1 -0 -0 -0 -0 -0 -0 -0 415,846[(0
Net assets 12,287,66500 1,947,995 1,985,2450  1,352,3960] 3,500,3550] 2,562,837] 131,8040  (88,997)0 850,769 4526101 24,705,255 4,576,09900  6,317,58501 3,208,6570]  869,4390]  207,9870] -0 -0 9,525,488
Share capital(] 2,000,0000] Financial Liabilities]
Reserves] 7,338,58501 Borrowings from[J
Uin-caasitid preid 2,301,6410 financial institutions] 9.2500 4,898,12901 1,254,858 2,047,1510 1,596,120(] 0 0 -0 0 0
Surplus on revaluation ofl] Deposits and other]
‘available for sale’ securitiesC] accounts[] 10.120 6,551,670 750,000  5,039,1700] 715,0000 -0 -0 45,0000 2,500C] -0
_net of taxJ 647,4390 Other liabilities[ 1,051,439 -0 -0 -0 -0 -0 -0 -0 1,051,439
12,287,665 12,501,2380 2,004,8580  7,086,3210 2,311,1200] 0 0 45,0000  2,50000 1,051,439
On-balance sheet gap | 12,204,01700 2,571,24100 __(768,736)]_897,537L] _869,4391] _207,987L1 _ (45,0000 _ (2,500)L18,474,049
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37.3.2

37.3.3

37.4

38.
38.1

38.2

CURRENCY RISKCI

Foreign exchange risk arises in case of an on balance sheet / off balance sheet asset or liability position[]
when there is adverse exchange rate movement. The company's exposure to this category of market risk[]
is negligible.

2006
Assets Liabilities Off-balance Net foreignim
sheet items currency I
exposure
(Rupees in ‘000)]
Pakistan Rupees] 29,275,216 17,068,227 - 12,206,989
United States Dollars[] 252,984 - - 252,984
29,528,200 17,068,227 N 12,459,973
200501
Assets[] Liabilitiesl] ~ Off-balancel]  Net foreign[ll
sheet items[] currency[Il
exposurel]
(Rupees in ‘000)
Pakistan Rupees[] 24,677,98000  12,597,07601 -0 12,080,9040]
United States Dollars[] 206,76101 -0 -0 206,761
24,884,74101  12,597,076L1 -1 12,287,665

Equity Risk(]

Equity price risk is the risk to the earnings or capital resulting from an adverse change in the value / pricel]
of equity. A Portfolio Strategic Committee (PSC) meets on a regular basis to discuss equity investments[]
related strategy. The risk management function is under process of developing a Value at Capital Risk[]
which will quantify the market risk associated with the equity portfolio. Additionally, the risk management [
function monitors the sector wise and scrip wise equity exposure on a regular basis.

Operational risk[]

Operational risk is the risk of direct or indirect loss resulting from inadequate or failed internal processes,[]
people and system of the company. There is an Operational Risk Management Committee in the company [
which includes heads of key functional areas and is headed by senior executives. The committee meets[]
on a regular basis to discuss the sources of potential operational risks and their mitigants.

ACCOUNTING ESTIMATES AND JUDGEMENTS
Provision against non-performing advances[]

The management reviews the loan and lease portfolio to assess non-performing accounts and expectedl]
recovery on a quarterly basis. In determining the non-performing accounts and provision requirements,[]
the relevant prudential regulations issued by the State Bank of Pakistan, payment status of markup andl]
principal, expected future cash flows of the business, security position and personal wealth of the directors [
and owners are taken into account.

Impairment of available for sale equity instruments[]

The management determines that available for sale equity investments are impaired when there has been[]
a significant or prolonged decline in market value / fair value below its cost. In making this judgment, theld
management considers among other factors, the price movement during previous twelve to eighteen months,[]
the recent results and financial position of the investee company and the volume traded. Had the declinel]
in market value of all ‘available for sale’ securities below cost considered as impairment, the company[l
would be required to make an additional provision of Rs.584.439 million at the year end.
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38.3 Income taxes 1111111101

In making the estimates for income taxes currently payable by the company, the management looks at the [
current income tax laws and the decisions of appellate authorities on certain issues in the past. [T

39. NON ADJUSTING EVENT AFTER THE BALANCE SHEET DATEL]
The Board of Directors of the company has proposed cash dividend of Rs. 364 million (2005: Rs. 200L]
million) and stock dividend of Rs. Nil (2005: Rs. 4,000 million) for the year ended December 31, 2006 in [
their meeting held on February 27, 2007. These financial statements do not reflect this proposed dividend [
as explained in note 4.

40. DATE OF AUTHORISATION FOR ISSUEL]
These financial statements were authorised for issue in the Board of Directors meeting held on February[]
27,2007.

41. GENERA L 7 (T
The Pakistan Credit Rating Agency and JCR-VIS has maintained long term credit rating of AAA (Triple A)CJ
and the short term rating of A-1+ (A one plus) for the company.

Chief Executive Director
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