GHERAT

CHERAT CEMENT COMPANY LIMITED
CEMENT

CONTENTS

Ghulam Faruque
Group

Company Information

Notice of Annual General Meeting

Directors’ Report to the Members

Vision Statement, Mission Statement and Core Values

13

Statement of Compliance with Best Practices of Code of Corporate Governance

14

Statement of Compliance with the Best Practices of Transfer Pricing

15

Review report to the Members on Statement of Compliance with the Best Practices
of Code of Corporate Governance

16

Statement of Ethics and Business Practices

17

Progress Graphs

18

Year-wise Statistical Summary

21

Ratio Analysis

22

Auditors’ Report to the Members

23

Balance Sheet

24

Profit & Loss Account

25

Cash Flow Statement

26

Statement of Changes in Equity

27

Notes to the Financial Statements

28

Pattern of Shareholding

47

Proxy Form




GHERAT

CHERAT CEMENT COMPANY LIMITED
CEMENT Ghulag:ol:‘::uque
COMPANY INFORMATION

Board of Directors

Mr. Mohammed Faruque Chairman

Mr. Zahid Faruque Chief Executive / Managing Director
Mr. Igbal Faruque Director

Mr. Akbarali Pesnani Director

Mr. Azam Faruque Director

Mr. Muhammad Nawaz Tishna (NIT) Director

Mr. Iftikhar Ahmad Bashir (NIT) Director

Mr. Javaid Anwar (NIT) Director

Company Secretary

Mr. Abid A. Vazir

Audit Committee

Mr. Mohammed Faruque Chairman
Mr. Igbal Faruque Member
Mr. Akbarali Pesnani Member
Auditors

Ford Rhodes Sidat Hyder & Co.
Chartered Accountants

Legal Adviser
K.M.S. Law Associates

Bankers

ABN Amro Bank

Allied Bank of Pakistan Ltd.
Bank Al-Habib Ltd.
Citibank, N.A.

Habib Bank Ltd.

MCB Bank Ltd.

National Bank of Pakistan
NIB - NDLC IFIC Bank Ltd.
Standard Chartered Bank Ltd.
Soneri Bank Ltd.

Union Bank Ltd.

United Bank Ltd.

Registered Office Factory

Modern Motors House Village Lakrai
Beaumont Road P.O. Box 28
Karachi-75530. Nowshera.

Sales Office Regional Office
1% Floor, Betani Arcade 3, Sunder Das Road
Jamrud Road Lahore.

Peshawar.

Islamabad Office

Mezzanine Floor

Razia Sharif Plaza, 91-Blue Area
Islamabad.




GHERAT

CHERAT CEMENT COMPANY LIMITED

Ghulam Faruque
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NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the 24™ Annual General Meeting of the Company will be held on Monday,
October 24, 2005 at 10:00 a.m. at the Registered Office of the Company at Modern Motors House,
Beaumont Road, Karachi to transact the following business:

ORDINARY BUSINESS

1.

4.

5.

To receive and consider the Audited Accounts of the Company for the year ended June 30, 2005
and the Reports of the Directors and the Auditors thereon.

To consider and approve the payment of cash dividend @ 30% (Rs. 3/- per share) for the financial
year ended June 30, 2005 as recommended by the Board of Directors.

To approve the issuance of bonus shares @ 25% i.e. in the ratio of one (1) bonus share for every
four (4) shares held.

To appoint the Auditors for the year 2005/06 and to fix their remuneration.

To transact any other business with the permission of the Chair.

SPECIAL BUSINESS

6.

To consider and approve investment in a joint venture company (associated company) to establish
a 148 MW Hydro Power Project at Madian, in compliance with the provisions of Section 208 of
the Companies Ordinance, 1984. It is, therefore, proposed that the following resolution be passed
as and by way of a Special Resolution.

Resolved that pursuant to Section 208 of the Companies Ordinance, 1984, the Board of
Directors of the company be and is hereby authorized to make investment of up to Rs.
2.50 billion in the equity of a joint venture company of Cherat Cement Co. Ltd., Shirazi
Investments Pvt. Ltd. and Faruque Private Ltd. to establish a 148 MW Hydro Power Project
at Madian and to provide Corporate Guarantee(s), if required; that the Board of Directors
of the company and the Company Secretary be and are hereby authorized to do all acts,
deeds and things that may be necessary or required to give effect to the above resolution.

To consider and approve loan/advance and/or guarantee facilities of up to Rs. 200 million to M/s.
Mirpurkhas Sugar Mills Ltd., an associated company, in compliance with the provisions of Section
208 of the Companies Ordinance, 1984. It is, therefore, proposed that the following resolution be
passed as and by way of a Special Resolution.

Resolved that pursuant to Section 208 of the Companies Ordinance, 1984, the Board of
Directors of the company be and is hereby authorized to provide loan/advance and/or
guarantee facilities of up to Rs. 200 million to M/s. Mirpurkhas Sugar Mills Ltd., an associated
company, at a mark up rate of 0.40% above the borrowing cost of the company for a period
of three (3) years, repayable as and when required by the company from time to time; that
the Board of Directors of the company and the Company Secretary be and are hereby
authorized to do all acts, deeds and things that may be necessary or required to give effect
to the above resolution.

It is further resolved that the Memorandum of Association of the company be and is hereby
amended by inserting the following clause under section lll:

76) To make equity investment and/or to provide loan and/or advance to associated
companies and/or guarantee their obligation(s) in accordance with the provisions
of the Companies Ordinance, 1984 and other applicable laws.
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A statement under Section 160 of the Companies Ordinance, 1984, pertaining to the above-mentioned
Special Businesses, is being sent to the Members with this notice.

By Order of the Board of Directors

Abid A. Vazir
Karachi: September 15, 2005 Company Secretary

NOTES:

1. The register of members of the company will be closed from Tuesday, October 11, 2005 to Monday,
October 24, 2005 (both days inclusive) and no transfers will be registered during that time. Shares
received in order at the Registered Office of the company at the close of business on Monday,
October 10, 2005 will be treated in time for the entitlement of 30% cash dividend and 25% bonus
shares. The payment of dividend will be made on the existing paid-up capital of Rs. 664,904,400/-.

2. A member of the company eligible to attend and vote at the Annual General Meeting may appoint
another member as his/her proxy to attend and vote in his/her stead. Proxies to be effective must
be in writing and must be received by the company 48 hours before the meeting.

3. The shareholders of the company whose shares are registered in their account/sub-account with
Central Depository System (CDS) are requested to bring original computerized National Identity
Card along with their account number in CDS and participant’s ID number for verification. In case
of appointment of proxy by such account holders and sub-account holders, the guidelines
as contained in the SECP’s circular of 26™ January 2000 (as reproduced on the reverse side of
the enclosed proxy form) are to be followed.

4. The shareholders of the company are requested to immediately notify the company of any change
in their addresses.

5. To comply with the requirements of the SECP in respect of filing of Form A (Annual Return), all
shareholders of the company are requested to send copy of their computerized National Identity
Card along with the folio number at the Registered Office of the company.

Ordinary Business — Item no. 3

It is proposed that the following resolution be passed with regard to the issuance of bonus shares:

Resolved that a sum of Rs. 166,226,100 be capitalized out of the un-appropriated profits of
the company for the year 2004/05 to issue at par 16,622,610 ordinary shares of Rs. 10 each.
Such shares shall be distributed as bonus shares to those members whose names appear
in the register of members of the company on October 11, 2005 @ 25% (1 share for every
existing 4 shares held); that the new shares shall rank pari passu with the existing shares of
the company for all purposes; that fraction shares arising thereof shall be disregarded and
whole shares representing such fractions shall be disposed off in such manner as the Directors
of the company think fit and the proceeds shall be distributed in due proportion among the
members of the company entitled thereto in accordance with their respective rights; that the
Chairman of the Company - Mr. Mohammed Faruque, Chief Executive - Mr. Zahid Faruque, and
Directors - Mr. Igbal Faruque, Mr. Akbarali Pesnani and Mr. Azam Faruque be and are hereby
authorized to sign the new share certificates and the common seal of the company may be
affixed in the presence of any two of the said Directors; that the above Directors be and are
hereby authorized to give effect to this resolution and to do all such acts, deeds and things
that may be necessary or required for the issuance, allotment or distribution of ordinary
shares.
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STATEMENT UNDER SECTION 160 OF THE COMPANIES ORDINANCE, 1984

This statement sets out material facts concerning the Special Businesses to be transacted at the 24"
Annual General Meeting of the company to be held on October 24, 2005.

The approval of the Members of the company will be sought for.
6) Investment in joint venture company (associated company)

Cherat Cement has received Letter of Interest from Private Power and Infrastructure Board (P.P.1.B.)
for establishing a 148 MW Hydro Power Project at Madian, Swat, N.W.F.P. in collaboration with
Shirazi Investments Pvt. Ltd. and Faruque Private Ltd. Subject to the approval of the shareholders,
the company intends to invest up to Rs. 2.50 billion, which would include equity investment in the
proposed joint venture company and meeting the preliminary expenses related to the project. The
company also intends to provide corporate guarantee(s), if required.

As required under SRO no. 865(1) 2000 dated December 6, 2000, the details of this investment

are stated below:

(i) |Name of investee company or The proposed company is in the process of formation.
associated undertaking

(if) | Nature, amount and extent of Cherat Cement intends to make an equity investment
investment in the proposed company. The total amount of the

investment will be up to Rs. 2.50 billion. Corporate
guarantee(s), if required, will also be provided.

(iii) | Average Market Price and Break up | The proposed hydro power company has not been
value of shares intended to be incorporated yet.
purchased

(iv) | Price at which shares will be The shares of the proposed hydro power company
purchased will be purchased at the face value of Rs. 10 per

share.

(v) | Earnings per share and Current The proposed company has not yet commenced
Ratio of investee company operations.

(vi) | Source of funds from where shares | The investment in the proposed hydro power
will be purchased company will be made by Cherat Cement from its

own resources and/or from bank borrowings.
(vii) | Period of investment This will be a long-term investment by Cherat
Cement.

(viii) | Purpose of investment The purpose of investment is to establish a 148 MW
Hydro Power Project Company in Madian, Swat,
N.W.F.P. in joint venture with Shirazi Investments
Pvt. Ltd. and Faruque Private Ltd. The earnings from
the project will enhance and diversify the income of
Cherat Cement.

(ix) | Benefits likely to accrue to the Earnings from cement sector are cyclical and can
Company and its shareholders be volatile at times. Whereas, power projects usually
from the investment provide a regular stream of income. The earnings

from the proposed hydro power project will not only
enhance but also smoothen the earnings of Cherat
Cement.

(x) |Common Directors The proposed company is in the process of formation

and names of directors have not yet been decided.
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Loan/advance and/or guarantee facilities to an associated company:

As is evident from the financial statements of the company for the year 2004/05 that Cherat
Cement Co. Ltd. is in a sound financial position and can use this to its advantage. Being the
flagship company of the Ghulam Faruque Group, Cherat Cement would like to provide
loan/advance and/or guarantee facilities of up to Rs. 200 million to Mirpurkhas Sugar Mills Ltd.
to facilitate the company in getting competitive financing rates.

Subject to the approval of the shareholders, the Board of Directors of Cherat Cement intends
to provide loan/advance and/or guarantee facilities of up to Rs. 200 million to M/s. Mirpurkhas
Sugar Mills Ltd., an associated company.

As required under SRO no. 865(1) 2000 dated December 6, 2000, the details of this financing
arrangement are stated below:

(i)

Name of borrower company or
associated undertaking together
with the amount of loan/advance
and/or guarantee.

- Mirpurkhas Sugar Mills Limited
- Up to Rs. 200,000,000/-
(Rupees two hundred million only)

(i)

Rate of interest to be charged on
each loan and advance together
with particulars of collateral/
security to be obtained from
borrower.

0.40% above the rate at which the lending
company i.e. Cherat Cement Co. Ltd. has
obtained its own financing. No security is
considered necessary as both companies are
under common management control.

(iii)

Period for which this loan and
advance will be made.

Up to a maximum period of three (3) years.

(iv)

Terms of repayment or any other
terms of loan and advance.

The loan and/or advance is repayable within a
period of three (3) years or as and when required
by Cherat Cement from time to time.

(v)

Purpose of loan/advance and/or
guarantee

The purpose of loan/advance and/or guarantee
is to facilitate M/s. Mirpurkhas Sugar Mills Ltd. in
meeting its financial requirements.

(vi)

Benefits likely to accrue to the
Company and its shareholders
from loan and advance

The investing company i.e. Cherat Cement Co.
Ltd. and its shareholders will be benefited as the
proposed investment will fetch a return of 0.40%
over and above the mark-up rate at which Cherat
Cement Co. Ltd. has borrowed. Further, the
surplus funds will not remain idle and will be
invested in a most efficient manner. Also, the
funds will remain at the disposal of the investing
company as the loan and/or advance is repayable
on demand.

(vii)

Common Directors

- Mr. Mohammed Faruque
- Mr. Akbarali Pesnani
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The particulars of M/s. Mirpurkhas Sugar Mills Ltd. (borrowing company) are as under:

Ghulam Faruque
Group

Date of Incorporation

May 27, 1964

Date of Commencement of Commercial
Operation

July 8, 1964

Financial Position as per published Financial Statements
for the nine months period ended June 30, 2005

Profit after tax

Rs. 61.68 million

Assets

Rs. 1,036.66 million

Equity

Rs. 131.96 million

Current Ratio

094 : 1

Earnings per share

Rs. 9.65 per share

Dividend per share

Nil

Break up value per share

Rs. 21 per share
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DIRECTORS’ REPORT TO THE MEMBERS
FOR THE YEAR ENDED JUNE 30, 2005

The directors are pleased to place before you the financial results of the company along with the audited
accounts for the year ended June 30, 2005.

OVERVIEW

The economy of Pakistan continued to grow at an impressive pace during the year 2004/05, as the GDP
of the country touched 8.4%. Due to investor-friendly policies of the present government, sharp rise was
witnessed in the export of goods and robust growth was recorded in almost all significant medium and
large-scale industries of the country.

Cement sector, which is one of the major drivers of the economy, contributed significantly towards the
growth of the national economy. During the year under review, the capacity utilization of the local cement
industry reached 91% compared to 81% last year. Cement demand continued to grow at a rate of 20%
and cement sales on aggregate rose to 16 million tons.

PERFORMANCE OF THE COMPANY

The performance of the company during the year under review remained satisfactory. On the back of an
increase in the demand for cement, both in local as well as Afghan market, the capacity utilization of the
company was 100% for the year. However, due to capacity constraints, sale of cement could only register
a nominal increase. The after tax profitability of the company touched a record Rs. 512.30 million for the
current year.

Production

The company continued to produce quality cement to meet the demand of its loyal customers both
domestically as well as in Afghanistan. However, owing to capacity constraints, the production of clinker
and cement declined by 24,900 tons and 10,045 tons respectively during the year under review.

The comparative production figures of clinker and cement are stated under:

2004/05 2003/04

(in tons) (in tons) Variance
Clinker 749,100 774,000 (3%)
Cement 791,518 801,563 (1%)

Sales and dispatches

Commencement of work on several infrastructural and developmental projects and improvement in the
social and economic environment of the country coupled with increase in the pace of reconstruction efforts
in Afghanistan, resulted in an increase in the off-take of cement of the company. During the year under
review, the company dispatched 607,346 tons of cement locally, up from 598,054 tons sold last year.
Sales to Afghanistan dropped by 6,420 tons to 184,963 tons during the year, due to production constraints.
However, the company continued to enjoy strong brand loyalty in Afghanistan and was also able to attract
a premium on its selling price.

2004/05 2003/04

(in_tons) (in_ tons) Variance
Local sales 607,346 598,054 2%
Export sales 184,963 191,383 (3%)

792,309 789,437 1%
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Operating performance

The year 2004/05 witnessed a rise of 15% in the turnover of the company, as net sales increased by
Rs. 315.57 million to Rs. 2,400.53 million. While domestic prices rose modestly, export prices increased
significantly during the course of the year. Despite appreciation in input costs that adversely affected the
cost of goods sold, gross profitability margin of the company increased to 36% as compared to 34% in
the corresponding period last year. After taking into consideration various expenses and government
taxes, the company earned an impressive after tax profit of Rs. 512.30 million during the current year,
registering a rise of 20%.

The summarized operating performance of the company for the current year and that of last year is as
follows:

2004/05 2003/04 i
(Rs. in million) (Rs. in million) Variance
Net sales 2,400.53 2,084.96 15%
Cost of sales 1,544.12 1,369.79 13%
Gross Profit 856.41 715.17 20%
Expenses & taxes 344.11 289.48 19%
Net Profit 512.30 425.69 20%

DIVIDEND FOR THE YEAR
At their meeting held on September 15, 2005, the Board of Directors of the company has proposed a
cash dividend @ 30% (Rs. 3/- per share) for the year ended June 30, 2005.

Further, the Board of Directors has also proposed the issuance of bonus shares @ 25% i.e. in the ratio
of one (1) share for every four (4) shares held through capitalization of Rs. 166,226,100 out of free
reserves of the company. The said bonus shares shall not be entitled for dividend declared for the year
ended June 30, 2005. However, the final dividend has not been recognized in the accounts as explained
in note no. 2.3 to the financial statements.

The approval of the members for the Cash Dividend and Bonus Shares will be obtained at the Annual
General Meeting to be held on October 24, 2005.

EXPANSION OF PRODUCTION CAPACITY

In order to cope with an increased demand for cement and to overcome the capacity constraint, the
company embarked on a project to increase the plant capacity by 800 tons per day. The expansion of
capacity will ensure uninterrupted supply of cement to the loyal customers of the company. The increased
capacity is expected to come online by March 2006.

10
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STATEMENT ON CORPORATE AND FINANCIAL REPORTING FRAMEWORK

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

Proper books of account have been maintained by the company.

Appropriate accounting policies have been consistently applied, except for the change as stated in
note 2.3 to the financial statements, in the preparation of financial statements and accounting estimates
are based on reasonable and prudent judgment.

Applicable International Accounting Standards have been followed in preparation of financial statements
and there has been no departure therefrom.

The system of internal controls has been effectively implemented and is continuously reviewed and
monitored.

The company is a going concern and there are no doubts about its ability to continue.

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

Key operating and financial data for last six (6) years in summarized form is annexed.

There is nothing outstanding against your company on account of taxes, duties, levies and other
charges except for those which are being made in the normal course of business.

The company maintains Provident and Gratuity Fund accounts for its employees. Stated below are
the values of the investments of the fund as on June 30, 2005.

- Provident Fund Rs. 110.202 million
- Gratuity Fund Rs. 83.018 million

In the year 2004/05, the Board of Directors of the company held six (6) meetings. The attendance
record of each director is as follows:

Name of Director Meetings Attended

Mr. Mohammed Faruque

Mr. Zahid Faruque

Mr. Igbal Faruque

Mr. Akbarali Pesnani

Mr. Azam Faruque

Mr. Muhammad Nawaz Tishna
Mr. Anis Wahab Zuberi *

Mr. Iftikhar Ahmad Bashir

Mr. Javaid Anwar *

PWOooio o oo

*  Mr. Anis Wahab Zuberi resigned from the Board on 6" May 2005. In his place, Mr. Javaid Anwar
was co-opted as Director.

The pattern of shareholding is annexed.

During the year, Mr. Zahid Faruque purchased 1,000 shares of the company.

The Earnings per share (EPS) improved from Rs. 6.40 per share in the previous year to Rs. 7.70
per share during the current year.

11
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FUTURE PROSPECTS

There has been a steady rise in the demand for cement in the country. This growth trend is expected to
continue in the foreseeable future due to greater focus by the government on the development of
infrastructure in the country and implementation of economic, social and corporate reforms. On the export
sales front, it is hoped that reconstruction activities will pick up pace in Afghanistan, which will lead to a
higher capacity utilization for the company.

AUDITORS
The present auditors M/s. Ford Rhodes Sidat Hyder & Co., Chartered Accountants, retire and being
eligible, offer themselves for reappointment.

ACKNOWLEDGMENT

We would like to thank all the financial institutions having business relationship with us, our dealers and
customers for their continued support, cooperation and trust they have reposed in us. We would also like
to share our deepest appreciation for our team of executives, managers, supervisors and other employees,
for their dedication, loyalty and hard work.

On behalf of the Board of Directors

=

o

Mohammed Faruque
Karachi: September 15, 2005 Chairman
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VISION

To be a premier manufacturing concern engaged in the nation building through
optimum utilization of resources for the benefit of its stakeholders.

MISSION

To build on our core competencies by making regular investment in the field of
technology to bring about improvements in the quality of our product. We strive to
develop an organization having a strong team of dedicated professionals with
satisfied customers and shareholders.

CORE VALUES

8 Achieve excellence in business

§ Sustain development through technological advancements
§ Commitment to quality

§ Continuous development of work force

§ Compliance to the practices of ISO 9001:2000

13
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STATEMENT OF COMPLIANCE WITH BEST PRACTICES OF
CODE OF CORPORATE GOVERNANCE

This statement is being presented to comply with the Code of Corporate Governance contained in the
listing regulations of the Karachi, Lahore and Islamabad Stock Exchanges for the purpose of establishing
a framework of good governance, whereby a listed company is managed in compliance with the best
practices of corporate governance.

The Company has applied the principles contained in the Code in the following manner:

1.

10.

11.

The Company encourages representation of independent non-executive directors and directors
representing minority interest on its Board of Directors. At present, the Board includes six non-
executive directors, of whom three are independent.

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 a stock exchange, has been declared as a defaulter by that stock exchange.

A casual vacancy occurring on the Board on May 6, 2005 was filled up by the directors within
fourteen days thereof.

The Company has prepared a ‘Statement of Ethics and Business Practices’, which has been
approved by the Board of Directors and 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 appointment and determination of remuneration and terms and conditions of employment
of the CEO and other executive directors, have been taken by the Board.

The meetings of the Board were presided over by the Chairman and, in his absence, by a director
elected by the Board for this purpose and the Board met at least once in every quarter. Written
notices of the Board meetings, along with agenda and working papers, were circulated at least
seven days before the meetings. The minutes of the meetings were appropriately recorded and
circulated.

The Board comprises of senior corporate executives and professionals who are fully aware of
their duties and responsibilities and hence need was not felt by the directors for any orientation
course in this regard.

The Board has approved the appointment of CFO, Company Secretary and Head of Internal
Audit including their remuneration and terms and conditions of employment, as determined by
the CEO.

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

14
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The financial statements of the Company were duly endorsed by CEO and CFO before approval
of the Board.

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

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

The Board has formed an audit committee. It presently comprises of three members, who are
all non-executive directors of the company.

The meetings of the audit committee were held at least once every quarter prior to approval
of interim and final results of the Company and as required by the Code. The terms of reference
of the committee have been formed and advised to the committee for compliance.

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 the quality control review programme of the Institute of Chartered Accountants of
Pakistan that they or any of the partners of the firm, their spouses and minor children do not hold
shares of the Company and that the firm and all its partners are in compliance with International
Federation of Accountants (IFAC) guidelines on code of ethics as adopted by Institute of Chartered
Accountants of Pakistan.

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

We confirm that all other material principles contained in the Code of Corporate Governance
have been complied with.

On behalf of the Board of Directors
_

(MOHAMMED FARUQUE)

: September 15, 2005 Chairman

STATEMENT OF COMPLIANCE WITH THE BEST PRACTICES OF
TRANSFER PRICING

The company has fully complied with the best practices of Transfer Pricing as contained in the Listing
Regulations of the Stock Exchanges.

On behalf of the Board of Directors

—

(MOHAMMED FARUQUE)

Karachi: September 15, 2005 Chairman

15
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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 for the year ended June 30, 2005 prepared by the Board of Directors of Cherat Cement
Company Limited to comply with the Listing Regulations of the Karachi, Lahore and Islamabad Stock
Exchanges where the Company is listed.

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 systems 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, for the year under review.

MW&@«%

FORD RHODES SIDAT HYDER & CO.
KARACHI: September 15, 2005 Chartered Accountants
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STATEMENT OF ETHICS & BUSINESS PRACTICES

The business policy of the company is based on the principles of honesty, integrity and professionalism
at every stage.

Product Quality

Regularly update ourselves with technological advancements in the field of cement production to produce
cement under highest standards and maintain all relevant technical and professional standards.

Dealing with Employees

Provide congenial work atmosphere where all employees are treated with respect and dignity. Recognize
and reward employees based on their performance and their ability to meet goals and objectives.

Responsibility to interested parties
To be objective, fair and transparent in our dealings with people who have reposed their confidence in us.

Financial Reporting & Internal Controls

To implement an effective and transparent system of financial reporting and internal controls to safeguard
the interest of our shareholders and fulfill the regulatory requirements.

Procurement of Goods & Services

Only purchase goods and services that are tailored to our requirement and are priced appropriately.
Before taking decision about procurement of any good or service, obtain quotations from various sources.

Conflict of Interest

All the acts and decisions of the management be motivated by the interest of the company and activities
and involvements of the directors and employees in no way conflict with the interest of the company.

Adherence to laws of the land

To fulfill all statutory requirements of the Government and its regulatory bodies and follow relevant and
applicable laws of the country.

Environmental Protection

To protect environment and ensure health and safety of the work force and well-being of the people
living in the adjoining areas of our plant.

We recognize the need for working with optimum efficiency to attain desired levels of performance. We

endeavor to conduct our business with honesty and integrity and produce and supply cement with care
and competence, so that customers receive the quality they truly deserve.
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DEVELOPMENT OF BALANCE SHEET
TOTAL OVER THE YEARS
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YEARWISE STATISTICAL SUMMARY
2005 2004 2003 2002 2001 2000 1999

(Restated) (Tons in *000’)
Clinker Production 749 774 656 528 538 498 505
Cement Production 792 802 693 555 566 521 535
Cement despatched 792 789 706 555 564 523 532

ASSETS EMPLOYED . -
(Rs. in million)

Tangible Fixed Assets 1,773 1,252 1,276 1,135 881 973 1,069
Investment and long-term loan, 18 17 19 101 12 12 11
Advances & Deposits 28 - - - - - -
Derivative financial assets 1,384 913 601 664 713 742 665
Current Assets

Total Assets employed 3,203 2,182 1,896 1,900 1,606 1,727 1,745
FINANCED BY

Shereholders equity 1,742 1,432 1,007 1,063 908 929 887
Long-term Liabilities 829 210 312 66 35 73 185
Deferred Liabilities 167 170 170 175 178 188 167
Derivative Financial Liabilities 15 - - - - - -
Current Liabilities 450 370 407 596 485 537 506
Total Funds Invested 3,203 2,182 1,896 1,900 1,606 1,727 1,745

TURN OVER & PROFIT

Turn over (net) 2,401 2,085 1,508 1,423 1,342 2,153 1,932
Operating Profit/(Loss) 718 592 59 202 130 328 112
Profit before taxation 684 574 25 177 124 287 52
Profit after taxation 512 426 10 138 75 162 58
Cash dividend 199 213 66 120 96 120 96
Stock Dividend 166 133 - - - - -
Transfer to Reserves - - - 5 - 25 -
Transfer from Reserves - - 30 - - - -
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RATIO ANALYSIS ON ACCOUNTS
FOR THE YEAR ENDED JUNE 30, 2005

2005 2004
(Restated)
Profitability:
1 Gross Profit (percentage) 35.68 34.30
2 Operating Profit (percentage) 29.91 28.43
3 Profit Before Tax (percentage) 28.49 27.51
4 Net Profit After Tax (percentage) 21.34 20.42
5 Net Profit to average Share Holder's Equity (percentage) 32.27 33.98
6 E.P.S (Before Tax) 10.29 10.78
7 E.P.S (After Tax) 7.70 6.40
8 Net Profit to Total Assets (Average after tax) (percentage) 14.64 9.98
9 Increase in Sales (Net percentage) 15.14 38.29
10 Raw & Packing Material % of Net Sales 9.75 12.84
11 Labour % of Net Sales 5.68 5.84
12 Other Cost of Sales Expenses % of Net Sales 48.90 47.01
13 Raw & Packing Material as % of Cost of Sales 15.15 19.55
14 Administrative Expenses % of Net Sales 2.63 2.67
15 Distribution Expenses % of Net Sales 1.92 1.77
16 Tax % of Net Sales 7.15 7.10
17 Finance Cost % of Net Sales 1.42 0.92
Short Term Solvency:
1 Working Capital Ratio 3.08 2.47
2 Acid Test Ratio 2.88 2.25
3 Working Capital Turnover (Net Sales) times 2.57 3.84
4 Inventory Turnover / Times 18.34 21.26
Overall Valuation and Assessment:
1 Number of Times Interest Cover (before tax profit) 21.10 31.01
2 Return on Equity after tax (Average in percentage) 32.27 33.98
3 Book Value Per Share 26.21 26.93
4 Long Term Debts to Equity Ratio (in percentage) 32.21 12.76
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AUDITORS' REPORT TO THE MEMBERS

We have audited the annexed balance sheet of CHERAT CEMENT COMPANY LIMITED as at June
30, 2005 and the related profit and loss account, cash flow statement and statement of changes in equity
together with the notes forming part thereof, for the year then ended and we state that we have obtained
all the information and explanations which, to the best of our knowledge and belief, were necessary for
the purposes of our audit.

It is the responsibility of the 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 disclosures 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) in our opinion, proper books of account have been kept by the company as required by the
Companies Ordinance, 1984;

b) in our opinion:

i) the balance sheet and profit and loss account together with the notes thereon have
been drawn up in conformity with the Companies Ordinance, 1984, and are in agreement
with the books of account and are further in accordance with accounting policies
consistently applied except for the changes as stated in notes 2.3 to the financial
statements with which we concur;

i) the expenditure incurred during the year was for the purpose of the company's business;
and
iii) the business conducted, investments made and the expenditure incurred during the

year were in accordance with the objects of the company;

C) in our opinion and to the best of our information and according to the explanations given to us,
the balance sheet, profit and loss account, cash flow statement and statement of changes in
equity together with the notes forming part thereof conform with approved accounting standards
as applicable in Pakistan, and, give the information required by the Companies Ordinance, 1984
in the manner so required and respectively give a true and fair view of the state of the company's
affairs as at June 30, 2005 and of the profit, its cash flows and changes in equity for the year
then ended; and

d) in our opinion, Zakat deductible at source under the Zakat and Ushr Ordinance, 1980 (XVIII of
1980) was deducted by the company and deposited in the Central Zakat Fund established under

section 7 of that Ordinance.
gv\,_g Voryts S50l Loy $

FORD RHODES SIDAT H R & CO.
KARACHI: September 15, 2005 Chartered Accountants
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CHERAT CEMENT COMPANY LIMITED

CEMENT O roup
BALANCE SHEET AS AT JUNE 30, 2005
Note 2005 2004
(Restated)
---------- (Rupees "000) -----=----
ASSETS
NON-CURRENT ASSETS
Tangible fixed assets — Property, plant and equipment 3 1,773,455 1,251,707
Long-term investments 4 7,694 7,516
Long-term loans 5 6,510 6,595
Long-term security deposits 2,601 3,061
Derivative financial assets 15 28,045 -
1,818,305 1,268,879
CURRENT ASSETS
Assets held for disposal 6 - 489
Stores, spare parts and loose tools 7 523,169 421,347
Stock-in-trade 8 88,498 79,931
Loans and advances 9 9,739 9,214
Trade deposits and short-term prepayments 10 7,885 12,383
Other receivables 11 4,362 1,041
Current portion of long-term investments 4 - 2,378
Cash and bank balances 12 750,842 386,410
1,384,495 913,193
TOTAL ASSETS 3,202,800 2,182,072
EQUITY AND LIABILITIES
SHARE CAPITAL AND RESERVES
Authorised capital
150,000,000 (2004: 80,000,000) ordinary
shares of Rs. 10/- each 1,500,000 800,000
Issued, subscribed and paid-up capital 13 664,905 531,924
Reserves 14 1,077,566 900,494
1,742,471 1,432,418
NON-CURRENT LIABILITIES
Long-term financings 15 812,500 187,500
Liabilities against assets subject to finance lease 16 1,172 6,813
Long-term deposits 17 14,221 15,170
Deferred taxation 18 167,372 170,327
Derivative financial liabilities 15 15,241 -
1,010,506 379,810
CURRENT LIABILITIES
Trade and other payables 19 249,281 200,815
Current maturity of long-term liabilities 20 80,641 100,719
Provision for taxation — net 109,045 59,593
Unpaid and unclaimed dividend 10,856 8,717
449,823 369,844
CONTINGENCIES AND COMMITMENTS 21
TOTAL EQUITY AND LIABILITIES 3,202,800 2,182,072

The annexed notes from 1 to 40 form an integral part of these financial statements.

T %)

ZAHID FARUQUE AZAM FARUQUE
CHIEF EXECUTIVE DIRECTOR
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PROFIT AND LOSS ACCOUNT FOR THE YEAR
ENDED JUNE 30, 2005

Note 2005 2004
---------- (Rupees "000) ----------
Turnover — net 22 2,400,530 2,084,955
Cost of sales 23 (1,544,122) (1,369,785)
Gross profit 856,408 715,170
Distribution cost 24 (46,202) (36,967)
Administrative expenses 25 (63,023) (55,768)
Other operating expenses 26 (53,864) (42,406)
Other operating income 27 24,718 12,752
Operating profit 718,037 592,781
Finance cost 28 (34,030) (19,113)
Net profit before taxation 684,007 573,668
Taxation
Current
- for the year (178,408) (147,405)
- prior year - (994)
Deferred
- for the year 6,701 427
29 (171,707) (147,972)
Net profit after taxation 512,300 425,696
Earnings per share — Basic and diluted (Restated) 30 Rs. 7.70 Rs. 6.40

The annexed notes from 1 to 40 form an integral part of these financial statements.

ZAHID FARUQUE AZAM FARUQUE
CHIEF EXECUTIVE DIRECTOR
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CHERAT CEMENT COMPANY LIMITED
CEMENT Ghuleg:ol;a:uque

CASH FLOW STATEMENT FOR THE YEAR
ENDED JUNE 30, 2005

Note 2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES

Profit before taxation 684,007 573,668
Adjustments:
Depreciation 3.1.2&3.22 143,019 139,371
Return on investments 27 (293) (4,981)
Gain on disposal of property, plant and equipment 3.1.3&27 (2,304) (317)
Finance cost 28 34,030 19,113
Exchange loss — net 210 239
Dividend income 27 (1,296) (2,160)
Assets held for disposal written-off 489 -
173,855 151,265
Operating profit before working capital changes 857,862 724,933

(Increase) / decrease in current assets

Assets held for disposal - 911
Stores, spare parts and loose tools (101,822) (156,356)
Stock-in-trade (8,567) (30,994)
Loans and advances (525) (2,062)
Trade deposits and short-term prepayments 4,498 (3,884)
Other receivables (730) (38)
(107,146) (192,423)
750,716 532,510
Increase / (decrease) in current liabilities
Short-term finance - (73,127)
Trade and other payables 30,556 7,144
30,556 (65,983)
Cash generated from operations 781,272 466,527
Income tax paid (128,956) (38,958)
Finance cost paid (14,656) (25,902)
Net cash generated from operating activities 637,660 401,667
CASH FLOWS FROM INVESTING ACTIVITIES
Additions to operating property, plant and equipment 3.1.1 (211,488) (37,841)
Sale proceeds of operating property, plant and
equipment 3.1.3 4,691 952
Capital work-in-progress (455,666) (77,827)
Long-term loans 85 (1,578)
Sale proceeds of investments (308) 95,606
Dividend received 27 1,296 2,160
Long-term security deposits 460 618
Net cash used in investing activities (660,930) (17,910)
CASH FLOWS FROM FINANCING ACTIVITIES
Long-term financings- net 625,000 (37,500)
Finance lease payments 16.1 (25,719) (22,070)
Long-term deposits (949) (196)
Dividend paid (210,630) (66,242)
Net cash generated from / (used in) financing activities 387,702 (126,008)
Net increase in cash and cash equivalents 364,432 257,749
Cash and cash equivalents at the beginning of the year 386,410 128,661
Cash and cash equivalents at the end of the year 750,842 386,410

The annexed notes from 1 to 40 form an integral part of these financial statements.

ZAHID FARUQUE AZAM FARUQUE
CHIEF EXECUTIVE DIRECTOR
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CHERAT CEMENT COMPANY LIMITED

CEMENT

Balance as at July 01, 2003 (as
previously reported)

Effect of change in accounting
policy (Note 2.3.1)

Final dividend for the year ended
June 30, 2003

Appropriation for general reserve
for the year ended June 30, 2003

Balance as at July 01, 2003
(restated)

Final dividend for the year ended
June 30, 2003

Appropriation for general reserve
for the year ended June 30, 2003

Profit after taxation for the year
ended June 30, 2004

Balance as at June 30, 2004
(restated)

Balance as at July 01, 2004 (as
previously reported)

Effect of change in accounting
policy (Note 2.3.1)

Final dividend for the year ended
June 30, 2004

Reserve for issue of bonus
shares

Balance as at July 01, 2004
(restated)

Final dividend for the year ended
June 30, 2004

Bonus shares issued during the
year

Effect of recognition of fair value of
derivative financial instruments net
of deferred tax

Profit after taxation for the year
ended June 30, 2005

Ghulam Faruque

Group
THE YEAR ENDED JUNE 30, 2005
RESERVES
Issued, CAPITAL RESERVES REVENUE RESERVES
subscribed Reserve Unrea- | Unappro-
and Pa_'d' Capital for issue Sub-total General lised priated Sub-total Total Total
up capital reserve of bonus reserve gain profit
shares
(Rupees "000)
531,924 50,900 - 50,900 420,000 B 3,898 423,898 474,798 1,006,722
- - - - - - 66,491 66,491 66,491 66,491
- - - - 30,000 - (30,000) - - -
531,924 50,900 - 50,900 450,000 - 40,389 490,389 541,289 1,073,213
- - - - - (66,491) (66,491) (66,491) (66,491)
- - - (30,000) - 30,000 - - -
- - - - - - 425,696 425,696 425,696 425,696
531,924 50,900 - 50,900 420,000 - 429,594 849,594 900,494 1,432,418
531,924 50,900 132,981 183,881 420,000 - 83,844 503,844 687,725 1,219,649
- - - - - - 212,769 212,769 212,769 212,769
- - (132,981)  (132,981) - - 132,981 132,981 - -
531,924 50,900 - 50,900 420,000 - 429,594 849,594 900,494 1,432,418
- - - - - - (212,769) (212,769)  (212,769) (212,769)
132,981 - - - - - (132,981) (132,981)  (132,981) -
- - - - - 10,522 - 10,522 10,522 10,522
- - - - - - 512,300 512,300 512,300 512,300
664,905 50,900 - 50,900 420,000 10,522 596,144 1,026,666 1,077,566 1,742,471

Balance as at June 30, 2005

The annexed notes from 1 to 40 form an integral part of these financial statements.

1/7/
ZAHID FARUQUE
CHIEF EXECUTIVE
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CHERAT CEMENT COMPANY LIMITED

Ghulam Faruque
Group

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2005

1. CORPORATE INFORMATION

The company was incorporated in Pakistan as a public company limited by shares in the year 1981. Its main business
activity is manufacturing, selling and marketing of cement. The company started commercial production in May 1985 and
is listed on Karachi, Lahore and Islamabad Stock Exchanges.

The registered office of the company is situated at Modern Motors House, Beaumont Road, Karachi.

2. SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in preparing the financial statements are as follows:

2.1

2.2

23

2.3.1

2.3.2

Basis of preparation of the financial statements

These financial statements have been prepared in accordance with approved accounting standards as
applicable in Pakistan and the requirements of the Companies Ordinance, 1984. Approved accounting
standards comprise of such International Accounting Standards as notified under the provisions of the
Companies Ordinance, 1984. Wherever, the requirements of the Companies Ordinance, 1984 or directives
issued by the Securities and Exchange Commission of Pakistan (SECP) differ with the requirements of
these standards, the requirements of the Companies Ordinance, 1984 or the requirements of the said
directives take precedence.

Accounting convention

These financial statements have been prepared on the basis of historical cost convention except for certain
inventories which are valued at net realisable value, derivatives including interest rates swaps and forward
exchange contracts, which are valued at fair value.

Changes in Accounting Policies
Change required as per revised Fourth Schedule to the Companies Ordinance, 1984

During the year, the SECP substituted the Fourth Schedule to the Companies Ordinance, 1984, which is
effective for the financial year ended on or after July 05, 2004. This has resulted in the change in
accounting policy pertaining to recognition of dividend and other appropriations declared subsequent to the
year end. Dividend and other appropriations of profit are now recognised in the period in which these are
declared. Till the previous year, dividends declared and appropriations made after the balance sheet date
but before the authorisation of financial statements for issue, were recognised as of the balance sheet date.
The change in accounting policy has been accounted for retrospectively and comparative information has
been restated in accordance with the benchmark treatment specified in IAS — 8 (Net Profit or Loss for the
Period, Fundamental Errors and Changes in Accounting Policies). Had there been no change in the
accounting policy, the unappropriated profit would have been lower by Rs. 365.697 million (2004:
Rs. 345.750 million) and reserves would have been lower by Rs. 199.471 million (2004: Rs. 212.769
million) and current liabilities would have been higher by Rs. 199.471 million (2004: Rs. 212.769 million).
The effect of change in accounting policy has been reflected in the statement of changes in equity and
comparative information is restated. This change in accounting policy has not resulted in any change in the
profit after tax for the current year and prior years.

Borrowing costs

Effective July 01, 2004, the company changed its policy with respect to borrowing costs to expense out all
borrowing costs in the period in which they are incurred to bring it in line with the benchmark treatment
defined by IAS — 23, “Borrowing Costs”. Previously the company had a policy to capitalise such costs which
were directly attributable to the acquisition and construction of assets and incurred during those periods,
the activities necessary to prepare such assets for their intended use and were in progress.

The change in the policy is applied prospectively and the resulting adjustments are included in net profit or
loss for the year, and comparative information is not restated for the said change as the same is not
considered material.

Had the policy not been changed, the finance cost for the year would have been lower by Rs. 18.480
million.
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2.4 Fixed assets and depreciation
241 Owned assets
Operating fixed assets except land and capital work-in-progress are stated at cost less accumulated
depreciation and any impairment in value. Land and capital work-in-progress are stated at cost.
Depreciation is charged to income applying the reducing balance method except for computers, which are
depreciated by using the straight-line method. Full year’s depreciation is charged on additions during the
year while no depreciation is charged on assets disposed off.
Maintenance and repairs are charged to income as and when incurred. Major renewals and improvements
which increases the asset’s remaining useful economic life or the performance beyond the current
estimated levels are capitalised and the assets so replaced, if any, are retired.
Gains or losses on disposal of assets, if any, are recognised as and when incurred.
The carrying values of fixed assets are reviewed for impairment when events or changes in circumstances
indicate that the carrying value may not be recoverable. If such indication exists and where the carrying
value exceeds the estimated recoverable amount, the assets are written down to the recoverable amount.
2.4.2  Assets subject to finance lease
Assets subject to finance lease are initially stated at the lower of present value of minimum lease payments
under the lease agreement and the fair value of the assets. The related obligations of the lease are
accounted for as liabilities. Assets acquired under finance lease are depreciated on the same basis as per
owned assets.
25 Investments
2.5.1 In associates

Investments in associates are stated at cost less provision for impairment, if any, in the value of such
investments.

2.5.2  Held-to-maturity investments
These represent investments with fixed maturity in respect of which the company has the positive intent
and ability to hold till maturity. These investments are initially recognised at cost and are subsequently
carried at amortised cost.

2.6 Assets held for disposal
These are stated at estimated net realisable value.

2.7 Stores, spare parts and loose tools

These are valued at lower of average cost and estimated net realisable value except items-in-transit which
are stated at invoice value plus other charges paid thereon to the balance sheet date.

Provision / write off, if required, is made in the accounts for slow moving, obsolete and unusable items.
2.8 Stock-in-trade
Stock-in-trade is valued at the lower of cost and estimated net realisable value.
Cost signifies in relation to:
Raw and packing material - Purchase cost on average basis
Finished goods and work-in-process - Cost of direct material, labour and proportion of

manufacturing overheads.

Net realisable value signifies the estimated selling price in the ordinary course of business less cost of
completion and cost necessary to be incurred in order to make the sale.
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2.9

2.9.1

2.9.2

2.10

2.11

2.12

2.13

CHERAT CEMENT COMPANY LIMITED

Ghulam Faruque

Financial Instruments

All financial assets and liabilities are recognised at the time when the company becomes party to the
contractual provisions of the instrument and are derecognised in case of assets, when the contractual
rights under the instrument are realised, expired or surrendered and in case of a liability, when the
obligation is discharged, cancelled or expired.

Any gain / loss on the recognition and derecognition of the financial assets and liabilities is included in the
profit / (loss) for the period in which it arises.

Financial Assets

All financial assets are initially recognised at cost which is the fair value of the consideration given.
Subsequent to initial recognition, financial assets are carried at fair value except for financial assets
originated by the company, held to maturity investments or any financial assets whose fair value cannot be
reliably measured.

Financial assets are derecognised when the contractual right under the instrument are released, expired or
surrendered.

Financial Liabilities

All financial liabilities are initially recognised at cost, which is the fair value of the consideration received at
initial recognition. After initial recognition financial liabilities held for trading are carried at fair value and all
other financial liabilities are measured at amortised cost.

Financial liabilities are derecognised when the obligation is discharged, cancelled or expired.
Foreign currency translations

Transactions in foreign currencies are translated to Pak Rupee at the foreign exchange rate ruling at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance
sheet date are translated to Pak Rupee at the foreign exchange rate ruling at that date.

Derivative financial instruments

The company uses derivative financial instruments such as forward exchange contracts and interest rate
swaps to hedge its risks associated with foreign currency borrowings and effects on cash flows of any
fluctuations in interest rates. Such derivative financial instruments are stated at fair value.

The fair value of forward exchange contracts is estimated by reference to current forward exchange rates
for contracts with similar maturity profiles. The fair value of interest rate swap contracts is estimated by
reference to market value for similar instruments.

In relation to cash flow hedges which meet the conditions for special hedge accounting, the portion of the
gain or loss on the hedging instrument that is determined to be an effective hedge is recognised directly in
equity.

When the hedged commitment results in the recognition of an asset or a liability, then, the associated gains
or losses previously recognised in equity are included in the initial measurement of the acquisition cost or
other carrying amount of an asset or a liability. Effect of remaining period of hedge, if material, is taken to
profit and loss account, being considered fair value hedge.

Hedge accounting is discontinued when the hedging instrument is expired or is sold, terminated or
exercised, or no longer qualifies for special hedge accounting. At that point, any cumulative gain or loss on
the hedging instrument recognised in equity is kept until the forecasted transaction occurs. If a hedged
transaction is no longer expected to occur, the net cumulative gain or loss recognised in equity is
transferred to net profit or loss for the period.

Borrowing costs

Borrowing costs are recognised as an expense in the period in which these are incurred (Refer Note 2.3.2).
Cash and cash equivalents

For the purpose of cash flow statement, cash and cash equivalents comprise current, PLS and deposit
accounts with the commercial banks.
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2.14 Revenue recognition
2.14.1 Sale of goods

Revenue from sales is recognised upon passage of title to the customers that generally coincides with
physical delivery.

2.14.2 Other operating income
Return on held to maturity investments is recognised on accrual basis using effective yield method.
Dividend income is recognised when the right to receive such income is established.
Other revenues are accounted for on accrual basis.

2.15 Staff retirement benefits

2.15.1 Gratuity scheme
The company operates an approved and funded gratuity scheme for all eligible employees who have
completed the minimum qualifying period of service. The scheme is administered by the trustees
nominated under the trust deed. The contributions to the scheme are made in accordance with actuarial
valuation using Projected Unit Credit method.
Actuarial gains and losses are recognised as income or expense when the cumulative unrecognised
actuarial gains or losses exceed 10 percent of the higher of defined benefit obligation and the fair value of
plan assets as of the end of previous reporting period. These gains or losses are recognised over the
expected remaining working lives of the employees participating in the scheme.

2.15.2 Provident fund

The company operates an approved defined contributory provident fund scheme for all permanent
employees who have completed the minimum qualifying period of service. Equal contributions are made by
the company and the employees to the fund at the rate of 8.33 percent of basic salary.

2.16 Provisions

Provisions are recognised when the company has a present legal or constructive obligation as a result of
past events and it is probable that an outflow of resources embodying economic benefits will be required to
settle the obligation and a reliable estimate of the obligation can be made.

2.17 Taxation
2.17.1 Current

The charge for current taxation is based on taxable income at the current rate of taxation after taking into
account applicable tax credits, rebates and exemption available, if any or minimum taxation at the rate of
one-half percent of the turnover whichever is higher. However, for income covered under final tax regime,
taxation is based on applicable tax rates under such regime.

2.17.2 Deferred

Deferred income tax is provided using the liability method for all temporary differences at the balance sheet
date between tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred income tax asset is recognised for all deductible temporary differences and carry forward of
unused tax losses, if any, to the extent that it is probable that taxable profit will be available against which
such temporary differences and tax losses can be utilised.

Deferred income tax assets and liabilities are measured at the tax rate that are expected to apply to the
period when the asset is realised or the liability is settled, based on tax rates that have been enacted or
substantively enacted at the balance sheet date. In this regard, the effects on deferred taxation of the
portion of income expected to be subject to final tax regime is adjusted in accordance with the requirement
of Accounting Technical Release - 27 of the Institute of Chartered Accountants of Pakistan.
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2.18 Related party transactions
The company enters into transactions with associated companies and other related parties on arm’s
length basis using admissible valuation method and the related price is determined accordingly.
Note 2005 2004
----(Rupees '000)----
3. PROPERTY, PLANT AND EQUIPMENT
Operating property, plant and equipment 3.1 1,227,052 1,119,332
Assets subject to finance lease 3.2 12,910 54,548
Capital work-in-progress 3.3 533,493 77,827
1,773,455 1,251,707
3.1 Operating property, plant and equipment
3.1.1 The following is a statement of operating assets:
Cost as Cost as Accumulated Adjustment for Accumulated Book Rate
at Additions/ at depreciation depreciation on Depreciation depreciation  value as %
Description July 01, (Deletions)/ June 30, as atJuly 01, (Disposals) / for the year asatJune 30,  at June 30, per
2004 *Transfers 2005 2004 *Transfers 2005 2005 annum
(Rupees ‘000)
Freehold land 1,605 - 1,605 - - - 1,605 -
Leasehold land 6,255 - 6,255 - - - 6,255 -
Building on leasehold land 310,723 1,892 312,615 217,660 - 9,213 226,873 85742  5-10
Plant and machinery 2,350,078 203,830 2,603,908 1,391,432 - 119,914 1,524,679 1,079,229 10
*50,000 13,333
Power and other installations 42,534 83 42,617 35,062 - 848 35,910 6,707 10
Motor vehicles 18,681 2,856 21,272 9,878 - 2,334 11,934 9,338 20
(5,986) (3,656)
*5,721 *3,378
Quarry, factory and
laboratory equipment 140,353 157 140,510 111,421 - 4,341 115,762 24,748 15
Furniture and fittings 25,223 464 25,656 15,827 - 998 16,803 8,853  10-20
(31) (22)
Office equipment 6,446 593 7,039 4,219 - 403 4,622 2,417 10-20
Computers 35,871 1,613 37,339 32,938 - 2,340 35,181 2,158  33.33
(145) (97)
2005 2,937,769 211,488 3,198,816 1,818,437 - 140,391 1,971,764 1,227,052
(6,162) (3,775)
*55,721 16,711
2004 2,894,719 37,841 2,937,769 1,683,359 (1,088) 132,271 1,818,437 1,119,332
(1,723) -
*6,932 *3,895
Note 2005 2004
------- (Rupees "000) ----------
3.1.2  The depreciation for the year has been allocated as follows:
Manufacturing overheads 23 136,725 128,792
Distribution cost 24 1,547 1,226
Administrative expenses 25 2,119 2,253
140,391 132,271
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3.1.3 Disposal of operating property, plant and equipment
Book Sale Gain/ Mode of
Description Cost Value Proceeds (Loss) Disposal Sold to
------------- (Rupees '000) -----n====n--=
Motor vehicles
Kia Spectra ADQ-300 859 440 442 2 Tender Syed Imran Asif Karachi
Toyota Corolla ABW-010 740 194 380 186 Negotiation Mr. Khursheed Anwar Karachi
Mercedes Benz ADK-101 3,750 1,536 1,600 64 Tender Syed Ejaz Hashim Karachi
Suzuki Mehran ABP-354 304 7 175 104 Tender Mr. Wasim Mirza Karachi
5,653 2,241 2,597 356
Aggregate of assets disposed-off
having book value below Rs.
50,000 each
Motor vehicles 333 89 1,964 1,875
Furniture and fittings 31 9 5 (4)
Computers 145 48 125 77
509 146 2,094 1,948
6,162 2,387 4,691 2,304
3.2 Assets subject to finance lease
3.2.1 The following is a statement of assets subject to finance lease:
Adjustment
Cost as Accumulated for Accumulated Book value Rate
Cost as at at depreciation depreciation Depreciation depreciation as at June %
Description July 01, * (Transfers)  June 30, as at July 01, on for the as at June 30, 30, per
2004 2005 2004 * Transfers year 2005 2005 annum
(Rupees ‘000)
Plant and
machinery 50,000 *(50,000) 13,333 *(13,333) - - 10
Quarry
equipment 15,590 - 15,590 6,016 1,436 7,452 8,138 15
Vehicles 16,073 *(5,721) 10,352 7,766 *(3,378) 1,192 5,580 4,772 20
2005 81,663 *(55,721) 25,942 27,115 *(16,711) 2,628 13,032 12,910
2004 88,595 *(6,932) 81,663 23,910 *(3,895) 7,100 27,115 54,548
Note 2005 2004
---------- (Rupees "000) ----------
3.2.2  The depreciation for the year has been allocated as follows:
Manufacturing overheads 23 2,203 5,983
Distribution cost 24 113 343
Administrative expenses 25 312 774
2,628 7,100
33 Capital work-in-progress
Civil works 5,823 -
Plant and machinery 517,626 -
Furniture and fittings - 72
Advance against capital expenditure — plant and machinery 9,900 76,589
— vehicles - 1,166
— building 144 -
533,493 77,827
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No. of Shareholding
shareholders From To Shares held Percentage
600 1 100 23,908 0.0360
1,183 101 500 323,372 0.4863
579 501 1,000 414,948 0.6241
1,067 1,001 5,000 2,591,057 3.8969
380 5,001 10,000 2,631,532 3.9578
179 10,001 15,000 2,243,372 3.3740
128 15,001 20,000 2,086,279 3.1377
49 20,001 25,000 1,098,249 1.6517
25 25,001 30,000 688,466 1.0354
44 30,001 35,000 1,371,261 2.0623
12 35,001 40,000 453,801 0.6825
5 40,001 45,000 214,242 0.3222
19 45,001 50,000 929,594 1.3981
5 50,001 55,000 262,391 0.3946
7 55,001 60,000 402,766 0.6058
4 60,001 65,000 249,287 0.3749
2 65,001 70,000 135,312 0.2035
2 70,001 75,000 144,447 0.2172
3 75,001 80,000 231,034 0.3475
2 95,001 100,000 194,926 0.2932
4 100,001 105,000 412,266 0.6200
1 105,001 110,000 108,975 0.1639
1 115,001 120,000 120,000 0.1805
1 120,001 125,000 125,000 0.1880
1 130,001 135,000 132,900 0.1999
1 135,001 140,000 139,218 0.2094
3 140,001 145,000 427,382 0.6427
1 145,001 150,000 146,570 0.2204
3 150,001 155,000 457,713 0.6884
1 160,001 165,000 162,500 0.2444
1 165,001 170,000 167,327 0.2517
2 170,001 175,000 347,613 0.5228
2 180,001 185,000 366,674 0.5514
1 195,001 200,000 197,291 0.2967
1 200,001 205,000 200,327 0.3013
1 215,001 220,000 220,000 0.3309
1 220,001 225,000 225,000 0.3384
1 265,001 270,000 266,250 0.4004
1 300,001 305,000 304,450 0.4579
1 310,001 315,000 311,250 0.4681
1 340,001 345,000 343,750 0.5170
1 345,001 350,000 350,000 0.5264
1 355,001 360,000 356,250 0.5358
1 360,001 365,000 361,557 0.5438
1 450,001 455,000 454,831 0.6841
1 455,001 460,000 458,995 0.6903
1 795,001 800,000 800,000 1.2032
1 880,001 885,000 881,720 1.3261
1 965,001 970,000 969,500 1.4581
1 1,220,001 1,225,000 1,223,706 1.8404
1 1,345,001 1,350,000 1,347,251 2.0262
1 2,210,001 2,215,000 2,211,725 3.3264
1 2,395,001 2,400,000 2,395,310 3.6025
1 2,545,001 2,550,000 2,549,725 3.8347
1 2,700,001 2,705,000 2,704,350 4.0673
1 9,535,001 9,540,000 9,539,382 14.3470
1 18,010,001 18,015,000 18,013,438 27.0918
4,341 66,490,440 100.0000
Categories of Shareholders as at June 30, 2005
Categories No. of shareholders Shares held Percentage
Individuals 4,208 18,983,664 28.5510
Financial Institutions 30 18,994,092 28.5667
Insurance Companies 10 2,780,150 4.1813
Joint Stock Companies 63 17,057,529 25.6541
Modarabas 2 12,968 0.0195
Modarabas Management Co. 1 7,875 0.0118
Mutual Fund 1 132,900 0.1999
Investment Companies 9 6,699,592 10.0760
Others 17 1,821,670 2.7397
4,341 66,490,440 100.0000
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Additional Information

Shareholders' Category Shares Held
Associated Companies

Faruque (Private) Limited 9,539,382
Mirpurkhas Sugar Mills Limited 2,704,350
Greaves Pakistan (Private) Limited 1,223,706
Cherat Papersack Limited 153,906
Government Institutions

National Bank of Pakistan (Trustee of NIT) 18,013,438
National Investment Trust Limited 19,562
National Investment Trust Ltd. (Admin. Fund) 30,320
Directors, Chief Executive and their spouses

Mr. Mohammed Faruque 7,250
Mr. Zahid Faruque 361,557
Mr. Igbal Faruque 8,125
Mr. Akbarali Pesnani 31,250
Mr. Azam Faruque 167,327
Mrs. Nighat Faruque w/o. Mr. Mohammed Faruque 142,195
Mrs. Asmat Faruque w/o. Mr. Zahid Faruque 78,187
Mrs. Sakina Pesnani w/o. Mr. Akbarali Pesnani 30,453
Mrs. Samia Faruque w/o. Mr. Azam Faruque 19,843
Executive 1) 134,141
Banks, Development Finance 10,564,257
Institutions, Non-banking Finance

Institutions, Insurance Companies,

Modarabas and Mutual Funds

Shareholders holding 10% or

more voting interest

Faruque (Private) Limited 9,539,382
National Bank of Pakistan (Trustee of NIT) 18,013,438
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Registered Folio/
Participant’s ID No. &
Alc. No.

No. of Shares held

PROXY FORM

IMPORTANT

Instruments of Proxy will not be considered as
valid unless deposited or received at the
Company’s Registered Office at Modern
Motors House, Beaumont Road, Karachi-75530
not later than 48 hours before the time of
holding the meeting.

...................................... of oeeeieieeeeene.....another member of the company
as my/our proxy to attend & vote for me/us and on my/our behalf at the 24th Annual General Meeting

of the Company to be held on Monday, 24th October 2005 at 10:00 a.m. and at any adjournment

thereof.
WITNESS :
(1) Signature Please affix
,Izl\g(rjn : Signatureof | five rupees
b Shareholder revenue [
stamp

NIC or Passport No.

(2) Signature
Name
Address

NIC or Passport No.

Date: ... 2005

NOTE : SECP’s circular of January 26, 2000 is on the reverse side of this form.
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