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Auditor’s Report To The Members

Report on the Audit of the Unconsolidated Financial Statements
Opinion

We have audited the annexed unconsolidated financial statements of MCB Bank Limited (“the Bank”), which comprise the
unconsolidated statement of financial position as at December 31, 2018 and the unconsolidated profit and loss account, the
unconsolidated statement of comprehensive income, the unconsolidated statement of changes in equity and the unconsolidated
statement of cash flows for the year then ended, along with unaudited certified returns received from the branches except for 50
branches which have been audited by us and notes to the unconsolidated financial statements, including a summary of significant
accounting policies and other explanatory information 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 the audit.

In our opinion and to the best of our information and according to the explanations given to us, the unconsolidated statement of financial
position, the unconsolidated profit and loss account, the unconsolidated statement of comprehensive income, the unconsolidated
statement of changes in equity and the unconsolidated statement of cash flows together with the notes forming part thereof conform
with the accounting and reporting standards as applicable in Pakistan, and, give the information required by the Banking Companies
Ordinance, 1962 and the Companies Act, 2017 (XIX of 2017), in the manner so required and respectively give a true and fair view of
the state of the Bank’s affairs as at December 31, 2018 and of the profit and other comprehensive income, the changes in equity and
its cash flows for the year then ended.

Basis for Opinion

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

Key Audit Matters

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

Following are the Key Audit Matters:

S. No. Key Audit Matters How the matter was addressed in our audit
1 Provision against advances
Refer to note 10 and the accounting Our audit procedures in respect of provision against loans and advances
policies in notes 4.2 (b) and 5.3 to the included the following:

unconsolidated financial statements. e Assessing the design and operating effectiveness of manual and

The Bank’s advances to the customers automated controls over classification and provisioning of advances
represent 33.61% of its total assets as including:

at December 31 2018 and are stated . . .

at Rs. 503.58 billion which is net of -The accurfacy C?ft ?at.ell't!nplut into the system used for disbursement and
provision of Rs. 43.21 billion at the recovery ol credit faciiities;

year end. - Controls over correct classification of non-performing advances on time
The provision against advances was based criteria;

identified as a key audit matter in our - Controls over accurate computation and recording of provisions; and
audit as it involves a considerable .
degree of management judgment and - Controls over the governance and approval process related to provision.
compliance with  the  Prudential e Testing, on a sample basis, credit exposures identified by the
Regulations (PRs) issued by the State management as displaying indicators of impairment, assessed the
Bank of Pakistan. number of days overdue and assessed appropriateness of amount

reported for provision in accordance with the PRs;

e Testing, on a sample basis, credit exposure where the management has
not identified as displaying indicators of impairment challenged the
management’s assessment by reviewing the historical performances,
account movement, financial ratios and reports on security maintained
and formed our own view whether any impairment indicators are present;

e For consumer and SME advances, analyzed the days past due report for
calculation of provision required in accordance with PRs; and

¢ Checking, on a sample basis, accuracy of specific provision against
non-performing advances and of general provision against consumer
and SME advances by re-computing the provision made in
accordance with the criteria prescribed under the PRs.
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Following are the Key Audit Matters:

S. No. Key Audit Matters How the matter was addressed in our audit
2 Valuation of Investments

Refer to note 9 and the accounting policies in notes 4.2 Our procedures in respect of valuation of investments included

(c) and 5.1 to the unconsolidated financial statements. the following:

As at December 31, 2018, the Bank has investments * Assessing the design and tested the operating effectiveness

classified as “Available-for-sale”, “Held for trading” and of the relevant controls in place relating to valuation of

“Held to maturity”, amounting to Rs. 736.62 billion investments;

o o

\;VQS'Z?S 'Or} tﬁggBr:gste represent 49.17 % of the total e (Checking, on a sample basis, the valuation of investments to
' supporting documents, externally quoted market prices and

Investments are carried at cost or fair value in the break-up values; and

accordance with the Bank’s accounting policy relating e Evaluati h \ f ilable f

to their recognition. Provision against investments is valuating the managements assessment of available for

based on impairment policy of the Bank which includes sale and held to maturity investments for any additional

both objective and subjective factors. impairment in accordance with the Bank's accounting

policies and performed an independent assessment of the

We identified the valuation of investments including assumptions.

determination of impairment allowance on investments

classified as ‘Available-for-sale’ and “Held to maturity”

as a key audit matter because of their significance in

relation to the total assets of the Bank and judgment

involved in assessing impairment allowance.

3 Change in the format of the financial statements

Refer note 3.2 to the unconsolidated financial
statements.

The State Bank of Pakistan (SBP) has amended the
format of annual financial statements of banks. All
banks are directed to prepare their annual financial
statements on the revised format effective from the
accounting year ending December 31, 2018.
Accordingly, the Bank has prepared these
unconsolidated financial statements on the new format
prescribed by the State Bank of Pakistan. As part of
this transition to the new requirements, the
management performed a gap analysis to identify
differences between the previous and current format.
The adoption of the new format required certain
recognition requirements and reclassification of certain
financial information. The amended format also
introduced  certain  new disclosures in the
unconsolidated financial statements.

In view of the significant impact of the first time
adoption of the revised format on these unconsolidated
financial statements, we considered this a key audit
matter.

Our audit procedures to assess compliance with the
requirements of the SBP’'s amended format of annual financial
statements for banks included the following:

e considering the management’s process to identify the
changes required in the unconsolidated financial statements
to comply with the new format; and

e obtaining relevant underlying supports relating to changes
required in the unconsolidated financial statements
consequent to the adoption of the new format to assess their
appropriateness and verified them on test basis.

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

Management is responsible for the other information. The other information comprises the information included in the Bank's Annual
Report but does not include the unconsolidated financial statements and our auditors' report thereon.

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

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

Management is responsible for the preparation and fair presentation of the unconsolidated financial statements in accordance with
accounting and reporting standards as applicable in Pakistan, the requirements of Banking Companies Ordinance, 1962 and the
Companies Act, 2017 (XIX of 2017) and for such internal control as management determines is necessary to enable the preparation of
unconsolidated financial statements that are free from material misstatement, whether due to fraud or error.

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

The Board of directors is responsible for overseeing the Bank’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Unconsolidated Financial Statements

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

As part of an audit in accordance with ISAs as applicable in Pakistan, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

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

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

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

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

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

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

We also provide to the Board of Directors with a statement that we have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships and other matters that may reasonably be thought to bear on our
independence, and where applicable, related safeguards.
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From the matters communicated with the Board of Directors, we determine those matters that were of most significance in the audit of
the unconsolidated financial statements of the current year and are therefore the key audit matters. We describe these matters in our
auditor’s report unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences of doing so would reasonably
be expected to outweigh the public interest benefits of such communication.

Report on Other Legal and Regulatory Requirements:
Based on our audit, we further report that in our opinion:

a) proper books of account have been kept by the Bank as required by the Companies Act, 2017 (XIX of 2017) and the returns
referred above from the branches have been found adequate for the purpose of our audit;

b) the unconsolidated statement of financial position, the unconsolidated profit and loss account, the unconsolidated statement
of comprehensive income, the unconsolidated statement of changes in equity and the unconsolidated statement of cash flows
together with the notes thereon have been drawn up in conformity with the Banking Companies Ordinance, 1962 and the
Companies Act, 2017(XIX of 2017) and are in agreement with the books of account;

c) investments made, expenditure incurred and guarantees extended during the year were in accordance with the objects and
powers of the Bank and the transactions of the Bank which have come to our notice have been within the powers of the
Bank;and

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

We confirm that for the purpose of our audit we have covered more than sixty per cent of the total loans and advances of the Bank.

The engagement partner on the audit resulting in this independent auditor’s report is M. Rehan Chughtai.

WG Jed B

Lahore KPMG Taseer Hadi & Co.
Date: March 04, 2019 Chartered Accountants
M. Rehan Chughtai
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UNCONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT DECEMBER 31, 2018

Note 2018 2017 2016
Restated Restated
(Rupees in '000)

ASSETS
Cash and balances with treasury banks 6 103,174,597 106,072,084 74,222,347
Balances with other banks 7 11,878,975 4,579,275 4,343,841
Lendings to financial institutions 8 35,106,241 4,398,114 2,809,752
Investments 9 749,368,738 656,963,632 555,928,553
Advances 10 503,581,323 469,355,849 348,116,617
Fixed assets 11 41,069,761 39,169,606 32,409,385
Intangible assets 12 372,336 404,326 343,287
Deferred tax assets = - -
Other assets 13 58,578,090 62,295,005 54,191,408

1,498,130,061 1,343,237,891 1,072,365,190
LIABILITIES
Bills payable 15 15,699,280 22,680,667 12,843,552
Borrowings 16 216,018,886 133,069,556 74,515,383
Deposits and other accounts 17 1,049,087,615 968,482,635 781,429,823
Liabilities against assets subject to finance lease - - -
Subordinated debt 18 3,891,019 3,892,578 -
Deferred tax liabilities 19 1,682,177 4,625,035 11,260,215
Other liabilities 20 62,673,355 56,921,083 50,689,592

1,348,852,332 1,189,671,554 930,738,565
NET ASSETS 149,277,729 153,566,337 141,626,625
REPRESENTED BY
Share capital 21 11,850,600 11,850,600 11,130,307
Reserves 22 74,147,981 70,866,473 53,346,861
Surplus on revaluation of assets 23 9,747,104 17,073,207 23,680,385
Unappropriated profit 53,632,044 53,776,057 53,469,072

149,277,729 153,566,337 141,626,625

CONTINGENCIES AND COMMITMENTS 24

The annexed notes 1 to 48 and annexures | to Il form an integral part of these unconsolidated financial statements.

b pompet A A g T

Imran Magbool Hammad Khalid S. M. Muneer Muhammad Tariq Rafi Muhammad Ali Zeb
President/Chief Executive Chief Financial Officer Director Director Director
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UNCONSOLIDATED PROFIT & LOSS ACCOUNT
FOR THE YEAR ENDED DECEMBER 31, 2018

Note 2018 2017
(Rupees in "000)

Mark-up / return / interest earned 26 83,318,994 74,090,972
Mark-up / return / interest expensed 27 37,304,844 31,428,759
Net mark-up / interest income 46,014,150 42,662,213
NON MARK-UP / INTEREST INCOME

Fee and commission income 28 10,730,504 9,740,744
Dividend income 1,280,143 1,941,452
Foreign exchange income 3,420,342 1,636,307
Income from derivatives 11,845 15,487
Gain on securities 29 1,293,131 4,741,006
Other Income 30 462,161 42,958
Total non-markup / interest Income 17,198,126 18,117,954
Total Income 63,212,276 60,780,167
NON MARK-UP / INTEREST EXPENSES

Operating expenses 31 32,090,793 27,957,811
Workers welfare fund 641,272 620,284
Other charges 32 169,849 142,845
Total non-markup / interest expenses 32,901,914 28,720,940
Profit before provisions 30,310,362 32,059,227
(Reversals) / provisions and write offs - net 33 (1,753,256) 1,045,019
Extra ordinary / unusual items - -
PROFIT BEFORE TAXATION 32,063,618 31,014,208
Taxation 34 10,704,040 8,555,307
PROFIT AFTER TAXATION 21,359,578 22,458,901
Basic and diluted earnings per share Rupees 35 18.02 19.56

The annexed notes 1 to 48 and annexures | to Il form an integral part of these unconsolidated financial statements.

b et D) N\ T

Imran Magbool Hammad Khalid S. M. Muneer Muhammad Tariq Rafi Muhammad Ali Zeb
President/Chief Executive Chief Financial Officer Director Director Director
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UNCONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED DECEMBER 31, 2018
2018 2017

(Rupees in '000)

Profit after taxation for the year 21,359,578 22,458,901
Other comprehensive income

ltems that may be reclassified to profit and loss account in subsequent periods:

Effect of translation of net investment in foreign branches 1,145,550 316,819
Movement in surplus/ deficit on revaluation of investments - net of tax (7,346,264) (6,552,030)
(6,200,714) (6,235,211)

Items that will not be reclassified to profit and loss account in subsequent periods:
Remeasurement loss on defined benefit obligations - net of tax (659,286) (1,574,891)
Movement in surplus on revaluation of non-banking assets - net of tax 172,774 (1,557)
(486,512) (1,576,448)
Total comprehensive income 14,672,352 14,647,242

The annexed notes 1 to 48 and annexures | to Il form an integral part of these unconsolidated financial statements.

Imran Magbool Hammad Khalid S. M. Muneer Muhammad Tariq Rafi Muhammad Ali Zeb
President/Chief Executive Chief Financial Officer Director Director Director
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UNCONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED DECEMBER 31, 2018

Note 2018 2017

(Rupees in '000)

CASH FLOW FROM OPERATING ACTIVITIES

Profit before taxation 32,063,618 31,014,208
Less: Dividend income (1,280,143) (1,941,452)
30,783,475 29,072,756
Adjustments:
Depreciation on fixed assets 11.2 1,980,606 1,729,288
Depreciation on non-banking assets acquired in satisfaction of claims 31 49,155 29,947
Amortization 12 255,629 243,529
(Reversals) / provisions and write offs - net 33 (1,753,256) 1,045,019
Fixed assets written off 32 = 13
Workers welfare fund 641,272 620,284
Gain on sale of fixed assets 30 (245,655) (19,938)
Gain on sale of non-banking assets acquired in satisfaction of claims 30 (82,410) (515)
Charge / (reversal) for defined benefit plan 31.1 943,661 (144,497)
Unrealized loss on revaluation of investments classified as held for trading 29 2,473 5,652
Gain on sale of shares in associates (247,677) (685,593)
1,543,798 2,823,189
32,327,273 31,895,945
Increase in operating assets
Lendings to financial institutions (30,708,127) (1,588,362)
Held-for-trading securities (9,337,983) 112,913
Advances (31,435,283) (49,078,590)
Others assets (excluding advance taxation) 204,829 (2,211,011)
(71,276,564) (52,765,050)
Increase in operating liabilities
Bills Payable (5,767,177) 6,898,925
Borrowings from financial institutions 82,185,800 33,326,416
Deposits 102,473,306 105,311,968
Other liabilities (excluding current taxation) 6,921,268 4,391,352
185,813,197 149,928,661
Defined benefits paid (843,743) (829,179)
Income tax paid (3,299,463) (7,720,604)
Net cash flow from operating activities 143,220,700 121,009,773
CASH FLOW FROM INVESTING ACTIVITIES
Net investments in available-for-sale securities (93,718,703) (80,857,270)
Net investments in held-to-maturity securities (1,450,938) (4,217,188)
Net cash inflow on amalgamation - 14,268,116
Net cash outflow on demerger (22,214,180) -
Investment in a subsidiary (1,200,000) -
Proceeds from divestment in an associate 295,448 782,817
Dividends received 1,602,884 1,635,740
Investments in fixed assets (4,261,454) (4,440,101)
Investments in Intangible assets (221,949) (304,492)
Proceeds from sale of fixed assets 573,958 36,432
Proceeds from sale of non-banking assets acquired in satisfaction of claims 682,410 108,070
Effect of translation of net investment in foreign branches 1,145,550 316,819
Net cash flow used in investing activities (118,766,974) (72,671,057)
CASH FLOW FROM FINANCING ACTIVITIES
Payments of Subordinated debt (1,559) (779
Dividend paid (20,090,805) (17,201,874)
Net cash flow from operating activities (20,092,364) (17,202,653)
Effects of exchange rate changes on cash and cash equivalents 5,575,328 1,040,532
Cash and cash equivalents transferred to MIB under the scheme of demerger (722,679) -
Increase in cash and cash equivalents 9,214,011 32,176,595
Cash and cash equivalents at beginning of the year 36 103,967,397 77,366,130
Cash and cash equivalents at end of the year 36 113,181,408 109,542,725

The annexed notes 1 to 48 and annexures | to Il form an integral part of these unconsolidated financial statements.

Imran Magbool Hammad Khalid S. M. Muneer Muhammad Tariq Rafi Muhammad Ali Zeb
President/Chief Executive Chief Financial Officer Director Director Director
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NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

1.

1.1

STATUS AND NATURE OF BUSINESS

MCB Bank Limited (the 'Bank') is a banking company
incorporated in Pakistan and is engaged in commercial
banking and related services. The Bank's ordinary
shares are listed on the Pakistan stock exchange The
Bank's Registered Office and Principal Office are
situated at MCB -15 Main Gulberg, Lahore. The Bank
operates 1,376 branches (2017: 1,433 branches) within
Pakistan and 11 branches (2017: 11 branches) outside
Pakistan (including the Karachi Export Processing Zone
branch).

Demerger of 90 branches from MCB Bank Limited

The Board of Directors in their meeting held on October
25, 2017 had approved the “Scheme of Compromises,
Arrangements and Reconstruction (the "Scheme")
between the Bank and its wholly owned subsidiary MCB
Islamic Bank Limited (MIB)”. The Scheme envisages
transfer of banking business of ninety (90) branches of
the Bank subject to the approval by the shareholders of
the banks and sanction by the Honourable Lahore High
Court where under the assets, rights, liabilities,
operations, systems, staff, assets of back office functions
and obligations of the Bank relating to banking business
of these branches will be transferred to and vested in
MIB. The banking business of these branches will also
stand converted into Islamic banking business on the
effective date pursuant to the compliance of applicable
regulatory permissions.

Both the banks filed a petition before the Honourable
Lahore High Court for sanction of, and for other orders
facilitating implementation of the Scheme under Section
279 to 283 and 285 read with other enabling provisions
of the Companies Act, 2017. The shareholders approved
the Scheme in the Extra Ordinary General Meeting
(EOGM) held on February 10, 2018. The Honourable
Lahore High Court has sanctioned the Scheme on April
20, 2018. The business of these 90 branches have been
transferred to MIB with effect from the Effective date i.e.
close of the business on June 01, 2018.

Details of assets and liabilities transferred to MIB are as

follows: (Rupees in *000)
Assets
Cashinhand 722,679
Operating fixed assets 175,751
Other assets 59,788
958,218
Liabilities
Bills payable 1,214,210
Deposits and other accounts 21,918,326
Other liabilities 39,862
23,172,398
Net amount paid to MIB (22,214,180)

2.1

2.2

2.3

3.1

BASIS OF PRESENTATION

These unconsolidated financial statements represent
separate financial statements of MCB Bank Limited.
The consolidated financial statements of the Group are
being issued separately.

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

The unconsolidated financial statements are presented
in Pak Rupees, which is the Bank's functional and
presentation currency. The amounts are rounded off to
the nearest thousand.

STATEMENT OF COMPLIANCE

These unconsolidated financial statements have been
prepared in accordance with accounting and reporting
standards as applicable in Pakistan. The accounting
and reporting standards comprise of:

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

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

- Provisions of and directives issued under the Banking
Companies Ordinance, 1962, the Companies Act,
2017; and

- Directives issued by the SBP and the Securities and
Exchange Commission of Pakistan (SECP).

Whenever the requirements of the Banking Companies
Ordinance, 1962, Companies Act, 2017 or the
directives issued by the SBP and the SECP differ with
the requirements of IFRS or IFAS, requirements of the
Banking Companies Ordinance, 1962, the Companies
Act, 2017 and the said directives shall prevail.
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The State Bank of Pakistan has deferred the applicability
of International Accounting Standard (IAS) 39, 'Financial
Instruments: Recognition and Measurement' and IAS 40,
'Investment Property' for Banking Companies through
BSD Circular No. 10 dated August 26, 2002. The
Securities and Exchange Commission of Pakistan
(SECP) has deferred applicability of IFRS-7 "Financial
Instruments: Disclosures" on banks through S.R.O 411(1)
/2008 dated April 28, 2008. Accordingly, the
requirements of these standards have not been
considered in the preparation of these unconsolidated
financial statements. However, investments have been
classified and valued in accordance with the
requirements prescribed by the State Bank of Pakistan
through various circulars.

IFRS10 Consolidated Financial Statements was made
applicable from period beginning on or after January 01,
2015 vide S.R.O 633(1)/2014 dated July 10, 2014 by
SECP. However, SECP has directed that the
requirements of consolidation under section 237 of the
repealed Companies Ordinance 1984 (Section 228 of
Companies Act 2017) and IFRS-10 "Consolidated
Financial Statements" is not applicable in case of
investment by companies in mutual funds established
under Trust structure, through S.R.O 56(l) /2016 dated
January 28, 2016. Accordingly, the requirements of these
standards have not been considered in the preparation
of these unconsolidated financial statements.

Standards, interpretations and amendments to published
approved accounting standards that are effective in the
current year

During the vyear, certain amendments to standards,
interpretations and improvements to accounting
standards became effective; however, the amendments,
interpretations and improvements are considered not to
be relevant or do not have any significant effect on the
Bank's operations and therefore not detailed in these
unconsolidated financial statements.

State Bank of Pakistan prescribed a new format for
financial statements of banks effective from the year
ended December 31, 2018. Accordingly, these
unconsolidated financial statements are prepared in
accordance with the new format. Major changes
impacting (other than certain presentation changes)
these unconsolidated financial statements include:

- Acceptances amounting to Rs 15,847.453 million
(2017: Rs 15,926.851 million, 2016: Rs. 20,551.509
million) which were previously shown as part of
contingencies and commitments are now recognized on
balance sheet both as assets and liabilities. They are
included in Other assets (note 13) and Other Liablities
(note 20).

- Surplus on revaluation of assets (note 23)
amounting to Rs. 9,747.104 million (2017: Rs.
17,073.207 million, 2016: Rs. 23,680.385 million)
which was previously shown below equity has now
been included as part of equity.

MCB Bank Limited

- Intangibles (note 12) amoutning to Rs. 372.336 million
(2017: Rs. 404.326 million, 2016: Rs. 343.287 million)
which were previously shown as part of fixed assets
(note 11) are now shown separately on the
unconsolidated statement of financial position.

- Cost of foreign currency swaps (note 27) amoutning to
Rs 662.873 million (2017: Rs. 348.970 million) which
was previously shown as part of foreign exchange
income has now been shown as part of markup / return
f/interest expense in the unconsolidated statement of
profit and loss account.

In addition, Companies Act 2017 also became
effective for the financial statements for the year
ended December 31, 2018. As the Bank's financial
statements are prepared in accordance with the
format prescribed by SBP, it did not have a direct
impact on these unconsolidated financial statements
except for the change as mentioned in note 5.4 of
these unconsolidated financial statements.

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

The following other standards, amendments and
interpretations of approved accounting standards are
effective for accounting periods beginning on or after
January 1, 2019:

Effective date
(annual periods
beginning on or after)

- IFRS 16 Leases January 1, 2019
- Amendments to IFRS 9 ‘Financial Instruments’ January 1, 2019
- Amendments to IAS 19 ‘Employee Benefits’ January 1, 2019
- IFRS 15 - Revenue from contracts with customers January 1, 2019

- Amendments to IAS 28 ‘Investments in Associates and Joint Ventures' January 1, 2019

- IFRIC 23 ‘Uncertainty over Income Tax Treatments’: January 1, 2019

*IFRS 9 - Financial Instruments - The Bank is currently
awaiting instructions from SBP as applicability of IAS
39 was deferred by SBP till further instructions.

There are other new and amended standards and
interpretations that are mandatory for the Bank's
accounting periods beginning on or after January 1,
2019 but are considered not to be relevant or do not
have any significant effect on the Bank's operations
and are therefore not detailed in these unconsolidated
financial statements.

The management anticipates that the adoption of the
above standards, amendments and interpretations in
future periods, will have no material impact except
IFRS-16 on these unconsolidated financial statements.
The Bank is currently in the process of assessing the
impact of IFRS-16.
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4.2

a)

b)

BASIS OF MEASUREMENT

These unconsolidated financial statements have been
prepared under the historical cost convention except that
certain classes of fixed assets and non-banking assets
acquired in satisfaction of claims are stated at revalued
amounts and certain investments and derivative financial
instruments have been marked to market and are carried
at fair value. In addition, obligations in respect of staff
retirement benefits are carried at present value.

Critical accounting estimates and judgments

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

Classification of investments

In classifying investments, the Bank follows the guidance
provided in SBP circulars:

-Investments classified as 'held for trading',are

securities which are acquired with an intention to
trade by taking advantage of short term market /
interestrate  movements and are to be sold
within 90 days of  acquisition.

-Investments classified as 'held to maturity' are
non-derivative financial assets with fixed or determinable
payments and fixed maturity. In making this judgment,
the Bank evaluates its intention and ability to hold such
investment to maturity.

- The investments other than those in subsidiaries and
associates which are not classified as 'held for trading'
or 'held to maturity' are classified as 'available for sale'.

Provision against advances

The Bank reviews its loan portfolio to assess the amount of
non-performing advances and provision required there
against on regular basis. While assessing this requirement
various factors including the delinquency in the account,
financial position of the borrowers and the requirements of
the Prudential Regulations are considered.

The amount of general provision is determined in
accordance with the relevant regulations and
management's judgment as explained in note 10.4.5.

<)

d)

e)

)

Impairment of ’available for sale’ equity investments

The Bank determines that ‘available for sale' equity
investments are impaired when there has been a significant
or prolonged decline in the fair value below its cost. The
determination of what is significant or prolonged requires
judgment. In making this judgment, the Bank evaluates
among other factors, the normal volatility in share price. In
addition, the impairment may be appropriate when there is
an evidence of deterioration in the financial health of the
investee and sector performance, changes in technology
and operationalffinancial cash flows.

Taxation

In making the estimates for income taxes currently
payable by the Bank, the management considers the
current income tax laws and the decisions of appellate
authorities on certain issues in the past.

Fair value of derivatives

The fair values of derivatives which are not quoted in
active markets are determined by using valuation
techniques. The valuation techniques take into account
the relevant underlying parameters including foreign
currency involved, interest rates, yield curves, volatilities,
contracts duration etc.

Depreciation, amortization and revaluation of operating
fixed assets

In making estimates of the depreciation / amortization
method, the management uses the method which reflects
the pattern in which economic benefits are expected to
be consumed by the Bank. The method applied is
reviewed at each financial year end and if there is a
change in the expected pattern of consumption of the
future economic benefits embodied in the assets, the
method is changed to reflect the changed pattern. Such
change is accounted for as change in accounting
estimates in accordance with International Accounting
Standard (IAS) 8 "Accounting Policies, Changes in
Accounting Estimates and Errors". Further, the Bank
estimates the revalued amount of land and buildings on a
regular basis. The estimates are based on valuations
carried out by independent professional valuers under
the market conditions.

Staff retirement benefits

Certain actuarial assumptions have been adopted as
disclosed in note 38 of these unconsolidated financial
statements for the actuarial valuation of staff retirement
benefit plans. Actuarial assumptions are entity's best
estimates of the variables that will determine the ultimate
cost of providing post employment benefits. Changes in
these assumptions in future years may affect the liability /
asset under these plans in those years.
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5.1

a)

b)

c)
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies adopted in the preparation of
these unconsolidated financial statements are consistent
with those of the previous financial year expect for the
changes explained in notes 5.1, 5.3, 5.4 and 5.10.

Investments
The Bank classifies its investments as follows:
Held for trading

These are securities, which are either acquired for
generating profit from short-term fluctuations in market
prices, interest rate movements, dealers margin or are
securities included in a portfolio in which a pattern of
short-term profit taking exists.

Held to maturity

These are securities with fixed or determinable payments
and fixed maturity in respect of which the Bank has the
positive intent and ability to hold to maturity.

Auvailable for sale

These are investments, other than those in subsidiaries
and associates, that do not fall under the 'held for trading'
or 'held to maturity' categories.

Investments are initially recognized at cost which in case
of investments other than 'held for trading' include
transaction costs associated with the investment.
Transaction costs on investments held for trading are
expensed in the profit and loss account.

All purchases and sales of investments that require
delivery within the time frame established by regulation
or market convention are recognized at the trade date.
Trade date is the date on which the Bank commits to
purchase or sell the investment.

In accordance with the requirements of the State Bank of
Pakistan, quoted securities, other than those classified
as 'held to maturity', investments in subsidiaries and
investments in associates are subsequently re-measured
to market value. Surplus / deficit arising on revaluation of
quoted securities which are classified as 'available for
sale', is taken to surplus / deficit on revaluation of
investments through statement of comprehensive
income in equity which was previously shown below
equity. Surplus / deficit arising on revaluation of quoted
securities which are classified as 'held for trading', is
taken to the profit and loss account, currently.

Unquoted equity securities (excluding investments in
subsidiaries and associates) are valued at the lower of
cost and break-up value. Break-up value of equity
securities is calculated with reference to the net assets of
the investee company as per the latest available financial
statements. Investments classified as 'held to maturity'
are carried at amortized cost less accumulated

MCB Bank Limited

5.2

5.3

impairment losses, if any.

Associates are all entities over which the Bank has
significant influence but not control. Subsidiaries are all
entities over which the Bank has the power to govern the
financial and operating policies accompanying a
shareholding of more than one half of the voting rights.
Investments in  subsidiaries and investments in
associates are carried at cost less accumulated
impairment losses, if any.

Provision for impairment in the values of securities
(except debentures, participation term certificates and
term finance certificates) is made currently. Impairment of
'available for sale' equity investments is discussed in
4.2(c). Provisions for impairment in value of debentures,
participation term certificates and term finance
certificates are made as per the requirements of the
Prudential Regulations issued by the State Bank of
Pakistan.

Sale and repurchase agreements

Securities sold subject to a repurchase agreement (repo)
are retained in these unconsolidated financial statements
as investments and the counter party liability is included
in borrowings. Securities purchased under an agreement
to resell (reverse repo) are not recognized in these
unconsolidated financial statements as investments and
the amount extended to the counter party is included in
lendings to financial institutions. The difference between
the purchase / sale and re-sale / re-purchase price is
recognized as mark-up income / expense on a time
proportion basis, as the case may be.

Advances

Advances are stated net of specific and general
provisions. Specific provision is determined on the basis
of the Prudential Regulations and other directives issued
by the State Bank of Pakistan (SBP) and charged to the
profit and loss account. Provisions are held against
identified as well as unidentified losses. Provisions
against unidentified losses include general provision
against Consumer and Small Enterprise (SEs) loans
made in accordance with the requirements of the
Prudential Regulations issued by SBP and provision
based on historical loss experience on advances.
General provisions pertaining to overseas advances are
made in accordance with the requirements of the
regulatory authorities of the respective countries.
Advances are written off when there is no realistic
prospect of recovery.

Leases where the Bank transfers substantially all the risks
and rewards incidental to ownership of an asset to the
lessee are classified as finance leases. A receivable is
recognized at an amount equal to the present value of the
lease payments including any guaranteed residual value.
Finance lease receivables are included in advances to
the customers.
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5.4

During the current year, IFRS 9, Financial Instruments:
Classification and Measurement, became applicable for
overseas branches of the Bank. Accordingly, in respect
of overseas branches, the Bank has changed its
accounting policy and has followed the requirements of
IFRS 9. The impact has been accounted for in the profit
or loss of the current period and opening balance of
retained earnings has not been adjusted as the amount is
not material.

Fixed assets and depreciation

Fixed assets other than land and buildings are stated at
cost less accumulated depreciation and accumulated
impairment losses, if any. Buildings are carried at
revalued amount less any accumulated depreciation and
subsequent impairment losses, if any. Land is carried at
revalued amount less any subsequent impairment
losses, if any. Cost of property and equipment of foreign
operations includes exchange differences arising on
currency translation at year-end rates.

Capital work-in-progress is stated at cost less
accumulated impairment losses, if any. These are
transferred to specific assets as and when assets
become available for use.

Land and buildings are revalued by professionally
qualified valuers with sufficient regularity to ensure that
their net carrying value does not differ materially from
their fair value.

Depreciation on all fixed assets (excluding land) is
charged using the straight line method in accordance
with the rates specified in note 11.2 to these
unconsolidated financial statements and after taking into
account residual value, if any. The residual values, useful
lives and depreciation methods are reviewed and
adjusted, if appropriate, at each balance sheet date.

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

Gains / losses on sale of property and equipment are
credited / charged to the profit and loss account
currently, except that the related surplus on revaluation
of land and buildings (net of deferred taxation) is
transferred directly to unappropriated profit.

Subsequent costs are included in the asset's carrying
amount or are recognized as a separate asset, as
appropriate, only when it is probable that future
economic benefits associated with the item will flow to
the Bank and the cost of the item can be measured
reliably. All other repairs and maintenance are charged
to the profit and loss account.

Upto December 31, 2017, surplus / (deficit) on
revaluation of fixed assets was being measured under
the repealed Companies Ordinance, 1984. The surplus

5.4.1

5.5

5.6

a)

arising on the revaluation is credited to the surplus on
revaluation of fixed assets account. Any deficit arising on
subsequent revaluation of fixed assets is adjusted
against the balance in the surplus account. With effect
from January 1, 2018, Companies Act, 2017 has become
applicable and section 235 of the repealed Companies
Ordinance, 1984 relating to treatment of surplus arising
on revaluation of fixed assets has not been carried
forward in the Companies Act, 2017. Accordingly the
management has changed the accounting policy to bring
accounting of revaluation surplus on fixed assets in
accordance with |AS 16 "Property, plant and
equipment™. The revaluation is measured on individual
assets where the surplus is taken to surplus on
revaluation of fixed assets through statement of
comprehensive income in equity. The deficit on
revaluation of the asset is charged to profit and loss
account after netting of any surplus already recorded on
that asset. The management of the Bank believes that the
impact of change in accounting policy is not material,
therefore no adjustments are being made in these
unconsolidated financial statements.

Intangible assets

Intangible assets are stated at cost less accumulated
amortization and accumulated impairment losses, if any.
Intangible assets are amortized from the month when
these assets are available for use, using the straight line
method, whereby the cost of the intangible assets are
amortized over its estimated useful lives over which
economic benefits are expected to flow to the Bank. The
useful lives are reviewed and adjusted, if appropriate, at
each balance sheet date.

Impairment

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

Staff retirement benefits

The Bank operates the following staff retirement benefits
for its employees:

For clerical / non-clerical staff who did not opt for the new
scheme, the Bank operates the following:

- an approved contributory provident fund;
- an approved gratuity scheme; and

-a contributory benevolent scheme
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(i)
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For clerical / non-clerical staff who joined the Bank after
the introduction of the new scheme and for others who
opted for the new scheme introduced in 1975, the Bank
operates the following:

-an approved non-contributory  provident fund
introduced in lieu of the contributory provident fund,

-an approved pension fund; and
- contributory benevolent scheme.

For officers who joined the Bank after the introduction of
the new scheme and for others who opted for the new
scheme introduced in 1977, the Bank operates the
following:

-an approved non-contributory  provident fund
introduced in lieu of the contributory provident fund;

- an approved pension fund, and
- contributory benevolent fund.

However, the management has replaced the pension
benefits for employees in the officer category with a
contributory provident fund for services rendered after
December 31, 2003.

For executives and officers who joined the Bank on or
after January 01, 2000, the Bank operates an approved
contributory provident fund.

Post retirement medical benefits to entitled employees.

Annual contributions towards the defined benefit plans
and schemes are made on the basis of actuarial advice
using the Projected Unit Credit Method. The above
benefits are payable to staff at the time of separation from
the Bank's services subject to the completion of
qualifying period of service. Actuarial gains / losses
arising from experience adjustments and changes in
actuarial assumptions are recognized in other
Comprehensive Income in the period of occurrence.Past
service cost is the change in the present value of the
defined benefit obligation resulting from a plan
amendment or curtailment. The Bank recognises past
service cost as an expense at the earlier of the following
dates:

when the plan amendment or curtailment occurs; and

when the Bank recognises related restructuring costs or
termination benefits.

Employees’ compensated absences

Liability in respect of employees' compensated
absences is accounted for in the year in which these are
earned on the basis of actuarial valuation carried out
using the Projected Unit Credit Method. Actuarial gains /
losses arising from experience adjustments and changes
in actuarial assumptions are recognized in Profit and
Loss account in the period of occurrence.

MCB Bank Limited

5.7

5.8

5.9

5.9.1

Taxation
Current

Provision for current taxation is based on taxable income
at the current rates of taxation after taking into
consideration available tax credits and rebates. The
charge for current tax also includes adjustments where
considered necessary, relating to prior years which arise
from assessments framed / finalized during the year.

Deferred

Deferred tax is recognised using the balance sheet
liability method on all temporary differences between the
amounts attributed to assets and liabilities for financial
reporting purposes and amounts used for taxation
purposes. The Bank records deferred tax assets /
liabilities using the tax rates, enacted or substantively
enacted by the balance sheet date expected to be
applicable at the time of its reversal. Deferred tax asset is
recognised only to the extent that it is probable that future
taxable profits will be available against which the asset
can be utilised. Deferred tax assets are reduced to the
extent that it is no longer probable that the related tax
benefit will be realised. The Bank also recognises
deferred tax asset / liability on deficit / surplus on
revaluation of securities and deferred tax liability on
surplus on revaluation of fixed assets which is adjusted
against the related deficit / surplus in accordance with the
requirements of International Accounting Standard (IAS)
12, 'Income Taxes'.

Deferred tax liability is not recognized in respect of
taxable temporary differences associated with exchange
translation reserves of foreign operations, where the
timing of the reversal of the temporary difference can be
controlled and it is probable that the temporary
differences will not reverse in the foreseeable future.

Provisions

Provisions are recognized when the Bank has a legal or
constructive obligation as a result of past events and it is
probable that an outflow of resources will be required to
settle the obligation and a reliable estimate of the amount
can be made. Provisions are reviewed at each balance
sheet date and are adjusted to reflect the current best
estimates.

Foreign currencies
Foreign currency transactions

Transactions in foreign currencies other than the results
of foreign operations discussed in note 5.9.2 are
translated to Rupees at the foreign exchange rates
prevailing on the transaction date. Monetary assets and
liabilities in foreign currencies are expressed in Rupee
terms at the rates of exchange prevailing at the balance
sheet date. Forward foreign exchange contracts other
than those relating to foreign currency deposits are
valued at the rates applicable to their pective maturities.
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5.9.2 Foreign operations

The assets and liabilities of foreign branches are
translated to Rupees at exchange rates prevailing at the
balance sheet date. The results of foreign operations are
translated to Rupees at the average rate of exchange for
the year.

5.9.3 Translation gains and losses

Translation gains and losses are included in the profit
and loss account, except those arising on the translation
of the Bank's net investment in foreign branches, which
are taken to the capital reserve (exchange translation
reserve) until the disposal of the net investment, at which
time these are recognised in the profit and loss account.

5.9.4 Commitments

Commitments for outstanding forward foreign exchange
contracts are disclosed in these unconsolidated financial
statements at committed amounts. Contingent liabilities /
commitments for letters of credit and letters of guarantee
denominated in foreign currencies are expressed in
Rupee terms at the rates of exchange prevailing at the
date of the unconsolidated statement of financial
position.

5.10 Acceptances

Acceptances comprise undertakings by the Bank to pay
bills of exchange drawn on customers. The Bank expects
most acceptances to be simultaneously settled with the
reimbursement from the customers. During the year, SBP
has changed its classification from off balance sheet item
to other assets and other liabilities.

5.11 Revenue recognition

- Mark-up / interest on advances and returns on
investments are recognized on a time proportion basis
using the effective interest method except that mark-up /
interest on non-performing advances and investments is
recognized on a receipt basis, in accordance with the
requirements of the Prudential Regulations issued by the
State Bank of Pakistan (SBP) or as permitted by the
regulations of the overseas regulatory authorities of
countries where the branches operate. Where debt
securities are purchased at premium or discount, such
premium / discount is amortized through the profit and
loss account over the remaining period of
maturity.regulations of the overseas regulatory
authorities of countries where the branches operate.
Where debt securities are purchased at premium or
discount, such premium / discount is amortized through
the profit and loss account over the remaining period of
maturity.

- Financing method is used in accounting for income from
lease financing. Under this method, the unearned lease
income (excess of the sum of total lease rentals and
estimated residual value over the cost of leased assets)

5.12

5.13

5.14

5.15

5.15.1

is deferred and taken to income over the term of the lease
period so as to produce a constant periodic rate of return
on the outstanding net investment in lease. Gains / losses
on termination of lease contracts are recognized as
income when these are realized.

- Commission income is recognized on a time proportion
basis.

- Dividend income is recognized when the Bank's right to
receive dividend is established.

- Gain / loss on sale of investments is credited / charged
to profit and loss account currently.

Operating leases

Operating lease rentals are recorded in profit and loss
account on a time proportion basis over the term of the
lease arrangements.

Assets acquired in satisfaction of claims

Non-banking assets (NBA) acquired in satisfaction of
claims are carried at revalued amounts less accumulated
depreciation and impairment loss. These assets are
revalued by professionally qualified valuers with sufficient
regularity to ensure that their net carrying value does not
differ materially from their fair value. A surplus arising on
revaluation of property is credited to the 'surplus on
revaluation of non banking assets' account through
statement of comprehensive income in equity which was
previously shown below equity and any deficit arising on
revaluation is taken to profit and loss account directly.
Legal fees, transfer costs and direct costs of acquiring
title to property are charged to profit and loss account
and not capitalised.

Cash and cash equivalents

Cash and cash equivalents include cash and balances
with treasury banks and balances with other banks (net of
overdrawn Nostro balances) in current and deposit
accounts.

Financial instruments
Financial assets and financial liabilities

Financial instruments carried on the statement of financial
position include cash and balances with treasury banks,
balances with other banks, lendings to financial
institutions, investments, advances, other assets, bills
payable, borrowings, deposits and other liabilities. The
particular recognition methods adopted for significant
financial assets and financial liabilities are disclosed in
the individual policy statements associated with these
assets and liabilities.
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Derivative financial instruments

Derivative financial instruments are initially recognized at
fair value on the date on which a derivative contract is
entered into and are subsequently remeasured at their
fair value using valuation techniques. All the derivative
financial instruments are carried as an asset when the fair
value is positive and as a liability when the fair value is
negative. Any change in the fair value of derivative
financial instruments is taken to the profit and loss
account currently.

Off setting

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

Borrowings / deposits

Borrowings / deposits are recorded at the proceeds
received. The cost of borrowings / deposits is recognized
as an expense in the period in which this is incurred.

Segment reporting

A segment is a distinguishable component of the Bank
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. The Bank's
primary format of reporting is based on business
segments.

Business segments

Retail banking

This includes retail lending and deposits, banking
services, cards and branchless banking.

Corporate banking

This comprises of loans, deposits, project financing,

trade financing, investment banking and other banking
activities / with Bank’s corporate and public sector
customers including the Bank’s overseas operations.

Consumer Banking

This segment primarily constitutes consumer financings
segment primarily constitutes consumer financing
activities with individual customers of the Bank. Product
suite offered to these customers include credit cards,
auto loans, housing finance and personal loans.

Treasury

This includes fixed income, equity, foreign exchange,
credit, funding, own position securities, lendings and
borrowings and derivatives for hedging and market
making.

MCB Bank Limited

Others

This includes the head office related activities and other
functions which cannot be classified in any of the above
segments.

5.17.2 Geographical segments

5.18

5.19

5.20

5.21

The Bank operates in three geographic regions being:

- Pakistan

- South Asia

- Middle East
Business combination

Business combinations other than under common control
transaction are accounted for by applying the acquisition
method. The cost of acquisition is measured as the fair
value of assets given, equity instruments issued and the
liabilities incurred or assumed at the date of acquisition.
The consideration transferred includes the fair value of
any asset or liability resulting from a contingent
consideration arrangement, if any. Acquisition-related
costs are expensed as incurred. |dentifiable assets
acquired and liabilities and contingent liabilities assumed
in a business combination are measured initially at their
fair values at the acquisition date. The excess of the
consideration transferred over the fair value of the
identifiable net assets acquired is recorded as goodwill. If
this is less than the fair value of the net assets acquired in
the case of a bargain purchase, the difference is
recognized directly in the profit and loss account. The
gain on bargain purchase arisen on acquisition had been
recognised directly in equity as per the directive of the
SBP.

Dividend distribution and appropriation

Dividends (including bonus dividend) and other
appropriations (except appropriations which are required
by law) are recognized in the period in which these are
approved.

Earnings per share

The Bank presents basic and diluted earnings per share
(EPS). Basic EPS is calculated by dividing the profit or
loss attributable to ordinary shareholders of the Bank by
the weighted average number of ordinary shares
outstanding during the year.

Subordinated debt

Sub-ordinated loans are initially recorded at the amount
of proceeds received and subsequently measured at
amortised cost. Markup accrued on these loans is
charged to profit and loss account over the period at
effective interest rate.
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Note 2018 2017

(Rupees in "000)

6. CASH AND BALANCES WITH TREASURY BANKS

In hand

Local currency 16,462,132 || 18,165,829
Foreign currencies 2,529,716 3,299,941
18,991,848 21,465,770
With State Bank of Pakistan in
Local currency current account 6.1 40,305,992 47,159,434
Foreign currency current account 6.2 279,023 271,923
Foreign currency deposit account 6.3 12,621,991 9,194,970
53,207,006 56,626,327
With other central banks in
Foreign currency current account 6.4 5,197,681 6,809,706
With National Bank of Pakistan in
Local currency current account 25,657,815 21,023,365
Prize bonds 120,247 146,916
103,174,697 106,072,084

6.1 This represents current accounts maintained with the SBP under the Cash Reserve Requirement of section 22 of the Banking Companies Ordinance, 1962.
6.2 This represents US Dollar settlement account maintained with SBP.
6.3  This represents account maintained with the SBP to comply with the Special Cash Reserve requirement. This includes balance of Rs. 9,466.493 million (2017: Rs. 6,896.228
million) which carries interest rate of 1.35% (2017: 0.37%) per annum as declared by SBP.
6.4 Foreign currency current account with other central banks are maintained to meet their minimum cash reserves and capital requirements pertaining to the foreign branches
of the Bank.
Note 2018 2017
(Rupees in "000)
7. BALANCES WITH OTHER BANKS
Outside Pakistan
In current account 9,232,223 | | 2,664,893
In deposit account 71 2,646,752 1,914,382
11,878,975 4,679,275
11,878,975 4,679,275
74 Balances with other banks outside Pakistan in deposit accounts carry interest rate ranging from 2.90% to 3.90% (2017: 1.85% to 11%) per annum.
Note 2018 2017
(Rupees in *000)
8. LENDINGS TO FINANCIAL INSTITUTIONS
Call / clean money lendings 8.1 2,069,329 3,779,086
Repurchase agreement lendings (Reverse Repo) 8.2 33,036,912 619,028
35,106,241 4,398,114
8.1 Call money lendings carry mark-up rate ranging from 2.4% to 9.0% (2017: 1.25% to 8.15%) per annum and are due to mature latest by February 2019.
8.2 Repurchase agreement lendings carry mark-up rate ranging from 8.0% to 10.35% (2017: 7.25%) per annum and are due to mature latest by January 2019.
8.3 Particulars of lending 2018 2017
(Rupees in "000)
In local currency 33,603,697 2,524,590
In foreign currencies 1,502,544 1,873,524
35,106,241 4,398,114
2018 2017
Held by Bank ' Jrher given Total Held by Bank " urther given as Total
8.4  Securities held as collateral against lending to financial institutions as collateral collateral
(Rupees in ’000)
Market Treasury Bills 32,972,346 - 32,972,346 619,028 - 619,028
Total 32,972,346 - 32,972,346 619,028 - 619,028
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9. INVESTMENTS Note 2018 2017
91 Investments by type: Cost/ ::‘s;""sed P;?:;:SSJ:’ Sumplus/(Deficit)  CaryingValue  °°%t/ ;"’s‘:’"'”d P;‘I’r‘:":"&'l‘;:' Surplus/ (Deficit)  Carrying Value
(Rupees in ’000)
Held-for-trading securities
Federal Government Securities 9,348,153 - (2,599) 9,345,554 4,975 - (1) 4,974
Shares 18,549 - 126 18,675 29,396 - (5,651) 23,745
9,366,702 - (2,473) 9,364,229 34,371 - (5,652) 28,719
Available-for-sale securities
Federal Government Securities 674,920,983 ° (8,990,667) 670,930,316 581,813,224 - 5,889,032 587,702,256
Shares and units 26,098,138 (7,371,946) (236,174) 18,490,018 265,325,978 (5,419,932) 1,148,387 21,054,433
Non Government Debt Securities 1,096,296 - 36 1,096,332 1,354,410 (122,865) 13,414 1,244,959
Foreign Securities 2,545,151 - (16,492) 2,528,659 2,447,967 - 7,813 2,455,780
704,660,568 (7,371,946) (4,243,297) 693,045,325 610,941,579 (5,542,797) 7,058,646 612,457,428
Held-to-maturity securities
Federal Government Securities 20,699,709 (1,675) - 20,698,034 23,486,700 - - 23,486,700
Provincial Government Securities 118 (118) e e 18 (118) - -
Non Government Debt Securities 8,196,110 (490,924) - 7,705,186 6,224,940 (442,068) - 5,782,872
Foreign Securities 5,809,776 - 5,809,776 3,613,954 - 3,613,954
34,705,713 (492,717) 34,212,996 33,325,712 (442,186) 32,883,526
Associates 9.12 700,401 - 700,401 748,172 748,172
Subsidiaries 9.12 12,046,512 (725) 12,045,787 10,846,512 (725) 10,845,787
Total Investments 761,479,896 (7,865,388) (4,245,770) 749,368,738 655,896,346 (5,985,708) 7,052,994 656,963,632
2018 2017
Cost/ Amortised Provision for - N Cost /Amortised Provision for " N
cost diminution Surplus / (Deficit) Carrying Value cost diminution Surplus / (Deficit) Carrying Value
9.2 Investments by segments:
(Rupees in *000)
Federal Government Securities:
Market Treasury Bills 575,683,207 = (290,163) 575,393,044 382,036,988 (101,571) 381,935,417
Pakistan Investment Bonds 127,913,919 = (3,703,103) 124,210,816 222,838,154 - 5,990,602 228,828,756
ljarah Sukuks 140,601 - 140,601 113,261 113,261
Euro Bonds 1,231,118 (1,675) - 1,229,443 316,496 - - 316,496
704,968,845 (1,675) (3,993,266) 700,973,904 605,304,899 - 5,889,031 611,193,930
Provincial Government Securities 118 (118) = 118 (118) - -
Shares:
Listed Companies 24,652,022 (7,210,806) (236,048) 17,105,168 23,840,709 (5,258,792) 1,142,736 19,724,653
Unlisted Companies 1,564,665 (161,140) = 1,408,525 1,514,665 (161,140) - 1,353,525
26,116,687 (7,371,946) (236,048) 18,508,693 25,355,374 (5,419,932) 1,142,736 21,078,178
Non Government Debt Securities
Listed 3,538,999 (16,269) - 3,622,730 2,331,056 - (2,864) 2,328,192
Unlisted 5,753,407 (474,655) 36 5,278,788 5,248,294 (564,933) 16,278 4,699,639
9,292,406 (490,924) 36 8,801,518 7,579,350 (564,933) 13,414 7,027,831
Foreign Securities
Government securities 7,870,174 - (16,492) 7,853,682 5,510,642 7,813 5,518,455
Non Government Debt securities 478,548 - - 478,548 545,155 - 545,155
Unlisted equity securities 6,205 - - 6,205 6,124 - 6,124
8,354,927 = (16,492) 8,338,435 6,061,921 7,813 6,069,734
Associates
- Adamjee Insurance Company Limited 9.8 647,880 - - 647,880 695,651 - - 695,651
- Euronet Pakistan (Private) Limited 52,521 - - 52,521 52,521 - - 52,521
700,401 = = 700,401 748,172 - - 748,172
Subsidiaries
MNET Services (Private) Limited 49,975 = = 49,975 49,975 - - 49,975
MCB Islamic Bank Limited 99 11,200,000 - 11,200,000 10,000,000 10,000,000
MCB Arif Habib Savings & Investments Limited 320,123 = 320,123 320,123 - 320,123
Financial Management Services (Pvt) Limited 9.10 725 (725) - 725 (725) -
MCB Leasing Closed Joint Stock Company 448,189 = 448,189 448,189 - - 448,189
MCB Financial Services Limited 27,500 ° 27,500 27,500 - - 27,500
12,046,512 (725) 12,045,787 10,846,512 (725) - 10,845,787
Total Investments 761,479,896 (7,865,388) (4,245,770) 749,368,738 655,896,346 (5,985,708) 7,052,994 656,963,632
9.2.1 Investments given as collateral 2018 2017
(Rupees in *000)
- Market Treasury Bills 165,324,815 88,895,281
- Pakistan Investment Bonds 10,489,134 -
165,813,949 88,895,281
9.3  Provision for diminution in value of investments
9.3.1 Opening balance 5,985,708 1,886,821
Exchange adjustments 286 -
Charge / (reversals)
Charge for the year 2,790,754 4,003,005
Reversals for the year (4,620)! (236)
Reversal on disposals (835,803), (432,568)
1,950,331 3,670,201
Transfer from NIB under merger - 528,686
Amounts written off (70,937) -
Closing Balance 7.865,388 5,985,708
9.3.2 Particulars of provision against debt securities
Category of classification 2018 2017
NPI Provision NPI Provision
(Rupees in '000)
Domestic
Loss 491,042 491,042 565,051 565,051
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9.4 Quality of Available for Sale Securities
Details regarding quality of Available for Sale (AFS) securities are as follows;
2018 2017
Cost
(Rupees in *000)
Federal Government Securities - Government guaranteed
Market Treasury Bills 566,335,054 382,032,013
Pakistan Investment Bonds 108,585,929 199,781,211
674,920,983 581,813,224
Listed Companies and mutual funds
Automobile Assembler 1,230,989 737,163
Automobile Part and Accessories 413,930 413,930
Cable and Electrical Goods 535,265 353,611
Cement 2,081,418 1,915,015
Chemical 5,132 226,866
Close End Mutual Fund 1,186,851 2,235,697
Commercial Banks 2,058,099 2,343,137
Engineering 1,797,442 1,439,867
Fertilizer 3,119,461 3,188,313
Food And Personal Care Products 1,230,825 1,115,588
Insurance 587,629 706,842
Investment Banks / Companies 41,784 41,784
NIT Units 5,253 5,253
Oil & Gas Exploration Companies 1,733,239 1,567,223
Oil & Gas Marketing Companies 1,127,898 1,127,638
Open End Mutual Fund 1,361,195 581,814
Paper And Board 391,951 365,801
Pharmaceutical 1,068,443 986,293
Power Generation and Distribution 2,516,198 2,516,198
Real Estate Investment Trust - 174,678
Refinery 887,318 887,318
Technology And Communication 706,211 588,142
Textile 446,942 293,071
Transport - 71
24,533,473 23,811,313
2018 2017
Unlisted Companies Cost Breakup value Cost Breakup value
(Rupees in *000)
Central Depository Company Limited 184,426 619,651 184,426 584,268
First Capital Investment (Pvt) Limited 2,500 3,334 2,500 3,945
First Women Bank Limited 63,300 201,807 63,300 212,247
ISE Towers Reit Management company Limited 30,346 86,235 30,346 71,358
National Investment Trust Limited 1,027,651 1,945,933 1,027,651 2,158,061
National Institutional Facilitation Technologies 1,527 59,076 1,627 55,793
Pak Agro Storage And Service Corporation 2,500 605,006 2,500 570,946
Pak Asian Fund Limited 11,500 18,323 11,500 19,530
Arabian Sea Country Club 5,000 - 5,000 -
SME Bank Limited 10,106 - 10,106 -
Al-Ameen Textile Mills Limited 197 - 197 -
Custodian Management Services 1,000 - 1,000 -
Galaxy Textile Mills Limited 30,178 - 30,178 -
Pakistan Textile City (Pvt) Limited 50,000 - 50,000 -
1 Link (Pvt) Limited 50,000 131,847 -
Ayaz Textile Mills Limited 2,253 - 2,253 -
Musarrat Textile Mills Limited 36,045 - 36,045 -
Sadigabad Textile Mills Limited 26,361 - 26,361 -
Al-Arabia Sugar Mills Limited - Preference shares 4,775 - 4,775 -
Pak Elektron Limited - Preference shares 25,000 25,000 25,000 25,000
1,564,665 3,696,212 1,614,665 3,701,148
Non Government Debt Securities 2018 2017
Cost
Listed (Rupees in '000)
- AA+, AA, AA- 657,840 654,553
- A+ A A- | - | 50,062 |
657,840 704,615
Unlisted
- AA+, AA, AA- 438,456 264,842
- A+ A A- - 262,088
- Unrated = 122,865
438,456 649,795
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Foreign Securities
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2018 2017
Government Securities Cost Rating Cost Rating
(Rupees in '000)
- Bahrain 140,078 B2 111,515 B1
- Sri Lanka 2,398,868 B2 2,330,328 B1
2,538,946 2,441,843
2018 2017
Cost
Unlisted (Rupees in ’000)
Lanka Clear (Private) Limited 760 720
Credit Information Bureau of Sri Lanka 22 21
Lanka Financial Services Bureau Limited 760 720
Society for Worldwide Inter Fund Transfer (SWIFT) 4,663 4,663
6,205 6,124
9.5 Particulars relating to Held to Maturity securities are as follows:
Federal Government Securities - Government guaranteed
Pakistan Investment Bonds 19,327,990 23,056,943
ljarah Sukuks 140,601 113,261
Euro Bonds 1,231,118 316,496
20,699,709 23,486,700
Provincial Government Securities 118 118
Non Government Debt Securities
Listed
- AA+, AA, AA- 3,923,839 2,735,442
- BBB+, BBB, BBB- 50,051 -
- Unrated 16,269 8,135
3,990,159 2,743,577
Unlisted
- AA+, AA, AA- 3,099,684 2,385,878
- A+ A A- 481,613 241,667
- BBB+, BBB, BBB- - 90,000
- Unrated 624,654 763,818
4,205,951 3,481,363
Foreign Securities
2018 2017
Government Securities Cost Rating Cost Rating
- (Rupees in *000) - -
- Sri Lanka 1,172,721 B2 664,015 B1
- United Arab Emirates 4,158,507 Aa2 2,404,784 Aa2
5,331,228 3,068,799
Non Government Debt Securities 2018 2017
Cost
Listed (Rupees in *000)
SA+ A A [ 136,729 | | 221,246 |
136,729 221,246
Unlisted
- AA+, AA, AA- 265,860 -
- A+, A A- 75,959 323,909
341,819 323,909
9.56.1 The market value of securities classified as held-to-maturity as at December 31, 2018 amounted to Rs. 32,921.417 million (December 31, 2017: Rs. 32,921.291 million).
9.6 "Available for sale" Market Treasury Bills and Pakistan Investment Bonds are eligible for rediscounting with the State Bank of Pakistan.
9.7 Investments include Pakistan Investment Bonds amounting to Rs. 67.9 million (2017: Rs. 67.9 million) earmarked by the SBP against TT discounting facilities sanctioned to the
Bank. In addition, Pakistan Investment Bonds amounting to Rs. 5 million (2017: Rs. 5 million) have been pledged with the Controller of Military Accounts on account of Regimen-
tal Fund account and Pakistan Investment Bonds amounting to Rs. 50 million (2017: Rs. NIL) have been pledged with the National Clearing Company of Pakistan Limited
(NCCPL) on account of removal of irrevocable undertaking as alternate option for collateral against participant's exposure in stock market.
9.8 Investment of the Bank in Adamjee Insurance Company Limited is carried at cost amounting to Rs. 647.880 million (2017: Rs. 695.651 million) as at December 31, 2018. The
market value of the investment in Adamijee Insurance Company Limited as at December 31, 2018 amounted to Rs. 2,941.400 million (2017: Rs. 3,906.139 million).
9.9 During the year, the Bank injected additional equity of Rs 1.2 billion in MCB Islamic Bank Limited through subscription of rights shares.
9.10 The investment is fully provided for. The company is dormant and has no asset and liability.
9.11  Certain approved / Government securities are kept with the SBP to meet statutory liquidity requirements calculated on the basis of domestic demand and time liabilities.
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9.12 Summarized financial information of associates and subsidiaries

Name Country of % of interest Revenue Profit / (loss) Assets Liabilities
incorporation held after tax
(Rupees in ’000)

2018
Associates
Euronet Pakistan (Private) Limited

(unaudited based on December 31, 2018) Pakistan 30% 368,852 (80,157) 411,190 209,566
Adamijee Insurance Company Limited

(unaudited based on September 30, 2018) Pakistan 20% 18,872,622 1,505,199 79,330,901 28,609,789
Subsidiaries
MNET Services (Private) Limited

(audited based on December 31, 2018) Pakistan 100.00% 13,085 (3,214) 58,822 13,255

MCB Islamic Bank Limited
(audited based on December 31, 2018) Pakistan 100.00% 4,208,875 (1,095,982) 94,894,435 84,824,921

MCB Arif Habib Savings & Investments Limited
(audited based on June 30, 2018) Pakistan 51.33% 703,021 124,193 2,248,728 681,192

MCB Leasing Closed Joint Stock Company
(audited based on December 31, 2018) Azerbaijan 99.94% 117,835 36,440 700,447 422,137

MCB Financial Services Limited
(audited based on December 31, 2018) Pakistan 100.00% 44,473 9,157 86,004 4,492
2017

Associates

Euronet Pakistan (Private) Limited

(audited based on December 31, 2017) Pakistan 30% 374,477 (11,415) 402,031 170,250
Adamijee Insurance Company

(audited based on December 31, 2017) Pakistan 21.47% 22,844,109 1,199,841 71,050,513 26,600,515
Subsidiaries

MNET Services (Private) Limited
(audited based on December 31, 2017) Pakistan 100.00% 27,084 9,119 59,403 10,622

MCB Islamic Bank Limited
(audited based on December 31, 2017) Pakistan 100.00% 2,060,927 (262,997) 51,745,997 42,115,218

MCB Arif Habib Savings & Investments Limited
(audited based on June 30, 2017) Pakistan 51.33% 793,504 202,194 2,263,774 684,236

MCB Leasing Closed Joint Stock Company
(audited based on December 31, 2017) Azerbaijan 99.94% 108,846 39,389 534,919 333,137

MCB Financial Services Limited
(audited based on December 31, 2017) Pakistan 100.00% 42,096 7,246 77,101 4,746
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10. ADVANCES

Note Performing Non Performing Total
2018 2017 2018 2017 2018 2017
(Rupees in "000)
Loans, cash credits, running finances, etc. 104 470048340 445,123,085 47,976,277 47665373 527924617 492,789,358
Bills discounted and purchased 17,887,661 21,181,250 979,271 1,087,247 18,866,932 22,268,497
Advances - gross 497,836,001 466,305,235 48,955,548 48,752,620 546,791,549 515,057,855
Provision against advances
- Specific E E (41,943,500) (44,586,915) (41,943500) (44,586,915)
- General (1,266,717, (1,115,001) s - (1,266,717) (1,115,091)
(1,266,717) (1,115,091) (41,943,509) (44,586,915) (43,210,226) (45,702,006)
Advances - net of provision 496,569,284 465,190,144 7,012,039 4,165,705 503,581,323 469,355,849
10.1 Includes Net Investment in Finance Lease as disclosed below:
2018 2017
Later than one Later than one
Not later than and less than Over five years Total Not later than and less than Over five years Total
one year N one year .
five years five years
(Rupees in *000)
Lease rentals receivable 104,622 2,046,561 2,721,816 4,872,999 77,385 1,912,408 2,789,791 4,779,679
Residual value 15,000 25,867 5,397 46,264 17,779 35,590 4,837 58,206
Minimum lease payments 119,622 2,072,428 2,727,213 4,919,263 95,164 1,947,993 2,794,628 4,837,785
Financial charges for future periods (10,382) (199,795) (496,750) (706,927) (13,159) (144,425) (408,920) (566,504)
Present value of minimum lease payments 109,240 1,872,633 2,230,463 4,212,336 82,005 1,803,568 2,385,708 4,271,281
2018 2017
10.2 Particulars of advances (Gross) (Rupees in "000)
In local currency 502,170,129 465,854,590
In foreign currencies 44,621,420 49,203,265
546,791,549 515,057,855
10.3  Advances include Rs. 48,955.548 million (2017: Rs. 48,752.620 million) which have been placed under the non-performing status as detailed below:
Note 2018 2017
Category of Classification Non Performing L Non Performing L
Provision Provision
Loans Loans
(Rupees in *000)
Domestic
Other Assets Especially Mentioned 1031 49,212 2,591 171,209 9,934
Substandard 1,141,738 284,313 396,984 98,475
Doubtful 1,784,078 866,961 218,714 109,357
Loss 38,336,086 37,706,005 41,869,272 41,113,793
41,261,114 38,859,870 42,656,179 41,331,659
Overseas
Not past due but impaired 62,287 62,287 364 91
Overdue by:
Upto 90 days 624,403 433,424 - -
91 to 180 days 140,323 35,205 186,552 70,584
181 to 365 days 7,473 3,736 344,151 172,075
> 365 days 6,859,948 2,548,987 5,565,374 3,012,606
7,694,434 3,083,639 6,096,441 3,255,356
Total 48,955,548 41,943,509 48,752,620 44,586,915

10.3.1  This represents non-performing portfolio of agricultural and small enterprise financing classified as OAEM as per the requirements of the Prudential Regulation for Agricultural and Small Enterprise Financing

issued by the State Bank of Pakistan.
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10.4 Particulars of provision against advances
Note 2018 2017
Specific General Total Specific General Total
(Rupees in ’000)
Opening balance 44,586,915 1,115,091 45,702,006 18,938,091 759,839 19,697,930
Transfer from NIB under merger 10.4.3 - - - 28,769,002 178,878 28,947,880
Exchange adjustments 513,168 18,341 531,509 101,986 1,628 103,614
Charge for the year 1,613,562 | | 133,330 | | 1,746,892 | | 3,162,762 | | 174,746 | | 3,337,508
Reversals 10.4.4 (4,618,549) (45) (4,618,594) (6,234,395) - (6,234,395)
(3,004,987) 133,285 (2,871,702) (3,071,633) 174,746 (2,896,887)
Amounts written off 10.5 (151,587) - (151,587) (150,531) - (150,531)
Closing balance 41,943,509 1,266,717 43,210,226 44,586,915 1,115,091 45,702,006
10.4.1 Particulars of provision against advances
2018 2017
Specific General Total Specific General Total
(Rupees in *000)
In local currency 38,859,870 1,087,110 39,946,980 41,331,559 1,037,477 42,369,036
In foreign currencies 3,083,639 179,607 3,263,246 3,255,356 77,614 3,332,970
41,943,509 1,266,717, 43,210,226 44,586,915 1,115,091 45,702,006

10.4.2 State Bank of Pakistan vide BSD Circular No. 2 dated January 27, 2009, BSD Circular No. 10 dated October 20, 2009, BSD Circular No. 02 of 2010
dated June 03, 2010 and BSD Circular No.1 of 2011 dated October 21, 2011 has allowed benefit of forced sale value (FSV) of Plant & Machinery
under charge, pledgedstock and mortgaged residential, commercial & industrial properties (land and building only) held as collateral against NPLs
for five years from the date of classification. However, management has not taken the FSV benefit in calculation of specific provision.

10.4.3 In 2017, classified portfolio amounting to Rs. 29,649.756 million had been transferred from NIB Bank Limited under merger scheme.

10.4.4 This includes reversal of provisions and reduction of non-performing loans amounting to Rs. 307 million (2017: Rs. 164 million) as a result of
settlement on debt asset swap arrangement with customers.

10.4.5 General provision against consumer loans represents provision maintained against fully secured performing portfolio and unsecured performing
portfolio as required by the Prudential Regulations issued by the SBP. General provision against Small Enterprise Finance represents provision
maintained at an amount equal to 1% of unsecured performing portfolio as required by the Prudential Regulations issued by the SBP. General
provisions pertaining to overseas advances are made in accordance with the requirements of the regulatory authorities of the respective countries
in which the overseas branches operate. General provision against all other advances represents provision maintained at around 0.1% of gross
advances.

Note 2018 2017

10.5  Particulars Of Write Offs: (Rupees in 000)

10.5.1 Against Provisions 10.4 151,587 150,531
Directly charged to Profit & Loss account 33 30 14

151,617 150,545

10.5.2 Write Offs of Rs. 500,000 and above
- Domestic 10.6 151,393 150,336
- Overseas - -
Write Offs of below Rs. 500,000 224 209

151,617 150,545

10.6 Details Of Loan Write Off Of Rs. 500,000/- And Above
In terms of sub-section (3) of Section 33A of the Banking Companies Ordinance, 1962, the statement in respect of written-off loans or any other
financial relief of Rupees five hundred thousand or above allowed to a person(s) during the year ended December 31, 2018 is given at Annexure- |
of unconsolidated financial statements. However, this write off does not affect the Bank's right to recover the debts from these customers.

Note 2018 2017

11. FIXED ASSETS (Rupees in ’000)

Capital work-in-progress 1.1 1,497,227 935,158
Property and equipment 11.2 39,572,534 38,234,448
41,069,761 39,169,606

11.1  Capital work-in-progress

Civil works 622,609 397,487
Advances to suppliers 868,708 528,720
Others 5,910 8,951

1,497,227 935,158
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11.2  Property and Equipment

2018
- - " Electrical, office
Building on Building on Furniture and ’ N Leasehold
Freehold land Leasehold land Freehold land Leasehold land fixture and c.omputer Vehicles Improvernents Total
equipment

(Rupees '000)
At January 1,2018
Cost ; Revalued amount 18,944,318 2,392,866 11,240,399 460,136 1,632,930 13,841,043 1,109,632 352,010 49,973,334
Accumulated depreciation & & (526,571) (96,357) (990,803) (9,394.871) (556,137) (174,147) (11,738,886)
Net book value 18,944,318 2,392,866 10,713,828 363,779 642,127 4,446,172 553,495 177,863 38,234,448
Year ended December 31, 2018
Opening net book value 18,944,318 2,392,866 10,713,828 363,779 642,127 4,446,172 553,495 177,863 38,234,448
Additions 864,930 47,285 842,987 98,338 197,464 1,318,525 138,680 191,176 3,699,385
Transfer from Non-Banking assets - - 101,714 - - - - - 101,714
Transfer under demerger scheme (note 1.1) & & & = (27,071) (148,680) & & (175,751)
Disposals (253,112) - (52,728) - (1,001) (893) (20,569) - (328,303)
Depreciation charge = = (336,903) (20,021) (123,190) (1,262,020) (137,633) (100,839) (1,980,606)
Exchange rate adjustments - - 4,139 4,357 4,644 5,657 1,840 1,110 21,647
Closing net book value 19,556,136 2,440,151 11,273,037 446,453 692,973 4,358,661 535,813 269,310 39,672,534
At December 31, 2018
Cost; Revalued amount 19,556,136 2,440,151 12,138,906 563,273 1,689,662 13,954,280 1,149,293 521,985 52,013,686
Accumulated depreciation & & (865,869) (116,820) (996,689) (9,595,619) (613,480) (252,675) (12,441,152)
Net book value 19,556,136 2,440,151 11,273,037 446,453 692,973 4,358,661 535,813 269,310 39,572,534
Rate of depreciation / estimated useful life = = Upto 60 years Upto 50 years 10% 10%-25% 20% 33.33% =

2017
- - " Electrical, office
Building on Building on Furniture and " . Leasehold
Freehold land Leasehold land Freehold land Leasehold land fixture and cpmputsr Vehicles Improvements Total
equipment

(Rupees '000)
At January 1,2017
Cost ; Revalued amount 16,812,385 309,941 9,783,543 140,221 1,223,844 11,113,202 933,023 770,755 41,086,914
Accumulated depreciation - - - - (747,642) (7,790,380) (443,925) (633,657) (9.615,604)
Net book value 16,812,385 309,941 9,783,543 140,221 476,202 3,322,822 489,098 137,098 31,471,310
Year ended December 31,2017
Opening net book value 16,812,385 309,941 9,783,543 140,221 476,202 3,322,822 489,098 137,098 31,471,310
Additions 1,337,484 - 708,483 15,434 201,672 1,842,594 208,902 118,924 4,433,493
Acquisitions through business combinations 794,449 2,082,925 508,299 218,734 72,306 388,041 1,236 - 4,065,990
Disposals - - - - (470) (3,999) (12,025) - (16,494)
Depreciation charge - - (288,553) (11,575) (109,884) (1,102,406) (134,241) (82,629) (1,729,288)
Write off - - - - (5) ®) - - (13)
Exchange rate adjustments - - 2,056 965 2,306 (872) 525 4,470 9,450
Closing net book value 18,944,318 2,392,866 10,713,828 363,779 642,127 4,446,172 553,495 177,863 38,234,448
At December 31, 2017
Cost; Revalued amount 18,944,318 2,392,866 11,240,399 460,136 1,632,930 13,841,043 1,109,632 352,010 49,973,334
Accumulated depreciation - - (526,571) (96.,357) (990,803) (9,394,871) (556,137) (174,147) (11,738,886)
Net book value 18,944,318 2,392,866 10,713,828 363,779 642,127 4,446,172 553,495 177,863 38,234,448
Rate of depreciation / estimated useful life - - Upto 60 years Upto 50 years 10% 10%-25% 20% 33.33% -

11.21  Leasehold land include a plot of land having book value of Rs. 1,092.161 million situated in Railway Quarters, |.I. Chundrigar Road, Karachi, (the “Plot"), where a tenant is claiming for the possession as tenant
of an insignificant area of only 18 square feet of the plot measuring 3,120.46 square yards, however there is no issue over the title of the subject property. Both the Constitutional Petitions filed by the Bank
have been dismissed by the Sindh High Court on 28 January 2016 against the Bank. The Bank has filed an appeal before the Supreme Court of Pakistan

11.2.2 The land and buildings of the Bank were revalued as at December 31, 2016 by independent valuers (Arch-e-Decon, Tristar International Consultant (Pvt) Limited & Sardar Enterprises), valuation and
engineering consultants, on the basis of market value. The total surplus against revaluation of fixed assets as at December 31, 2018 amounts to Rs. 13,185.366 million.

11.2.3 Had the land and buildings not been revalued, the total carrying amounts of revalued properties as at December 31, 2018 would have been as follows:

(Rupees in '000)
Land 11,647,160
Buildings 8,883,251

11.2.4 The gross carrying amount (cost) of fully depreciated assets that are still in use are as follows:

(Rupees in '000)

Furniture and fixture 451,995
Electrical, computers and office equipment 6,461,614
Vehicles 315,312
Leasehold Improvements 17,842

11.25 Carrying amount of temporarily idle property of the Bank is Rs. 45.485 million (2017: Rs. 74.980 million)

11.2.6 The information relating to disposal of operating fixed assets to related parties is given in Annexure Il of these unconsolidated financial statements.
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2018 2017
(Rupees in ’000)

12. INTANGIBLE ASSETS

Computer software
At January 1
Cost 3,148,929 2,987,426
Accumulated amortisation (2,744,603) (2,644,139)
Net book value 404,326 343,287
Year ended December 31
Opening net book value 404,326 343,287
Additions - directly purchased 221,949 304,492
Amortisation charge (255,629) (243,529)
Exchange rate adjustments 1,690 76
Closing net book value 372,336 404,326
At December 31
Cost 3,380,565 3,148,929
Accumulated amortisation and impairment (3,008,229) (2,744,603)
Net book value 372,336 404,326
Rate of amortisation (percentage) 14% to 33.33% 14% to 33.33%
Useful life 3 -7 years 3 -7 years
121 The gross carrying amount (cost) of fully depreciated intangible assets that are still in use is Rs. 2,527.489 million.
2018 2017
13. OTHER ASSETS Note (Rupees in *000)
Income/ mark-up accrued in local currency 11,232,274 13,296,080
Income/ mark-up accrued in foreign currencies 128,921 315,327
Advances, deposits, advance rent and other prepayments 2,340,059 2,007,400
Advance taxation (payments less provisions) 7,354,020 13,633,808
Compensation for delayed income tax refunds 133,809 239,947
Non-banking assets acquired in satisfaction of claims 13.1 3,653,840 4,095,546
Branch adjustment account 146,299 240,871
Mark to market gain on forward foreign exchange contracts 3,520,808 2,864,186
Unrealized gain on derivative financial instruments 852,465 38,569
Acceptances 20 15,847,453 15,926,851
Receivable from the pension fund 38.4 3,815,170 5,990,536
Others 6,622,685 6,447,611
55,647,803 65,096,732
Less: Provision held against other assets 13.2 2,550,584 3,016,792
Other Assets (net of provision) 53,097,219 62,079,940
Surplus on revaluation of non-banking assets acquired in satisfaction of claims 480,871 215,065
Other Assets - total 53,578,090 62,295,005
13.1 Market value of Non-banking assets acquired in satisfaction of claims 4,035,114 4,288,001

Non-banking assets acquired in satisfaction of claims of the Bank are revalued as at December 31, 2018 by independent valuers (Arch-e-Decon, Fks Building Services, T&M Associates, Orient Engineering Services
& Sama Engineering), valuation and engineering consultants, on the basis of market value

13.1.1 Non-banking assets acquired in satisfaction of claims Note 2018 2017
(Rupees in ’000)

Opening balance 4,288,001 1,180,750
Additions 309,163 199,167
Revaluation / (reversal on disposal) 265,806 (2,395)
Disposals (600,000) (107,555)
Depreciation (49,155) (29,947)
Acquisitions through business combinations - 3,047,981
Impairment (76,987) -
Transfer to fixed assets (101,714) -
Closing balance 4,035,114 4,288,001
13.1.2 Gain/ (loss) on disposal of non-banking assets acquired in satisfaction of claims
Disposal proceeds 682,410 108,070
- Cost 600,500 | | 107,555
- Depreciation (500) -
600,000 107,555
Gain 13.1.2.1 82,410 515

13.1.2.1 This represents gain on sale of a plot in Clifton Karachi.
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Note 2018 2017
(Rupees in 000)

13.2  Provision held against other assets

Non banking assets acquired in satisfaction of claims 99,597 22,610
Others 2,450,987 2,994,182
2,550,584 3,016,792

13.2.1 Movement in provision held against other assets

Opening balance 3,016,792 1,564,036
Charge for the year 112,529 | | 562,827
Reversals (721,119) -
33 (608,590) 562,827
Transfer from NIB under merger - 916,248
Amount written off (7,180) (9,448)
Exchange and other adjustments 149,562 (16,871)
Closing balance 2,550,584 3,016,792

14. CONTINGENT ASSETS

There were no contingent assets of the Bank as at December 31, 2018 (2017: NIL).

2018 2017
(Rupees in "000)

15. BILLS PAYABLE

In Pakistan 15,644,752 22,638,257
Outside Pakistan 54,528 42,410
15,699,280 22,680,667

16. BORROWINGS

Secured
Borrowings from State Bank of Pakistan
Under export refinance scheme 16.1 27,443,517 24,776,965
Under long term financing facility 16.2 14,628,994 12,797,076
Under renewable energy performance platform 16.3 28,420 3,680
Under financing facility for storage of agricultural produce 16.4 165,267 254,045
42,266,198 37,831,766
Repurchase agreement borrowings 16.5 165,703,249 88,849,251
Total secured 207,969,447 126,681,017
Unsecured
Borrowings from other financial institution 16.6 556,939 1,831,801
Call borrowings 16.7 5,458,050 3,285,818
Overdrawn nostro accounts 1,872,164 1,108,634
Others 162,286 162,286
Total unsecured 8,049,439 6,388,539
16.8 216,018,886 133,069,556
16.1 The Bank has entered into agreements for financing with the State Bank of Pakistan (SBP) for extending export finance to customers. As per the agreements, the Bank has granted SBP the right to recover the

outstanding amount from the Bank at the date of maturity of the finance by directly debiting the current account maintained by the Bank with SBP. These borrowings are repayable within six months. These
carry mark up rates ranging from 1.0% to 2.0% per annum.

16.2 These borrowings have been obtained from the SBP for providing financing facilities to exporters for adoption of new technologies and modernization of their plant and machinery. These borrowings are
repayable within a period ranging from 3 years to 10 years. These carry mark up rates ranging from 3.0% to 4.50% per annum.

16.3 These borrowings have been obtained from the SBP for providing financing facilities to customers against renewable energy projects. These borrowings are repayable within a period of twelve years with two
years grace period from date of disbursement. These carry mark up rate of 6% per annum

16.4 These Borrowings have been obtained from SBP under “Financing Facility for Storage of Agricultural Produce (FFSAP)” to encourage Private Sector to establish Silos, Warehouses and Cold Storages. These
borrowings are repayable within a period ranging from 3 years to 10 years. These carry mark up rates ranging from 2.50% to 3.50% per annum

16.5 These carry mark-up rates ranging from 9.0% to 10.25% per annum (2017: 5.65% t0 9.02% per annum) and are secured against government securities of carrying value of Rs. 165,813.949 million (2017: Rs.
88,895.281 million). These are repayable latest by March 2019.

16.6 These carry mark-up rate of 2.30% per annum (2017: 1.60% to 11.15% per annum).

16.7 These carry mark-up ranging from 2.25% to 10.25% per annum (2017: 0.75% to 5.70% per annum). These are repayable by June 2019.

2018 2017
(Rupees in *000)
16.8 Particulars of borrowings with respect to currencies
In local currency 212,073,343 126,988,022
In foreign currencies 3,945,543 6,081,534

216,018,886 133,069,556
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17. DEPOSITS AND OTHER ACCOUNTS

2018 2017
Gureney  Gumencies Totl Gureney Cumencies Total
(Rupees in 000)
Customers
Current deposits 325,800,150 34,643,583 360,443,733 306,318,410 27,504,908 333,823,318
Savings deposits 502,660,835 39,470,374 542,131,209 481,156,845 32,869,484 514,026,329
Term deposits 73,140,915 13,877,453 87,018,368 55,901,662 10,295,359 66,197,021
Others 27,009,821 4,340,402 31,350,223 30,114,885 2,609,953 32,724,838
928,611,721 92,331,812 1,020,943,533 873,491,802 73,279,704 946,771,506
Financial Institutions
Current deposits 7,560,308 2,267,492 9,827,800 8,733,462 1,574,288 10,307,750
Savings deposits 10,762,643 20,548 10,783,191 8,238,660 15,540 8,254,200
Term deposits 661,580 6,544,203 7,205,783 2,204,585 717,001 2,921,586
Others - 277,308 277,308 - 227,593 227,593
18,984,531 9,109,551 28,094,082 19,176,707 2,534,422 21,711,129
947,596,252 101,441,363 1,049,037,615 892,668,509 75,814,126 968,482,635
2018 2017

(Rupees in "000)

17.1 Composition of deposits

670,185,660 600,744,849
- Individuals
o 51,652,271 43,966,465
- Government (Federal and Provincial)
i - 54,059,201 41,405,132
- Public Sector Entities
) ) 6,346,735 4,432,642
- Banking Companies
. ) . - 21,747,347 17,278,487
- Non-Banking Financial Institutions
Private Sect 245,146,401 260,655,060
- rrivate sector 1,049,037,615 968,482,635
17.2 Deposits and other accounts include deposits eligible to be covered under the Deposits Protection insurance arrangements amounting to Rs
719,636.806 million (2017:Rs 699,108.288).
18. SUBORDINATED DEBT 2018 2017

(Rupees in ’000)

Term Finance Certificates - Listed, Unsecured

Issue amount
Issue date
Maturity date
Rating
Security

Profit payment frequency

3,891,019 3,892,578

Rs. 4,198.035 million
June 19, 2014
June 19, 2022
AAA (triple A)

The TFCs are unsecured and subordinated to all other indebtedness of the Bank including
deposits

Semi-Annually

Redemption Fifteen equal semi-annual installments of 0.02% of the Issue Amount for the first ninety months
followed by remaining 99.70% on maturity at the end of the ninety sixth month.

Mark-up Floating (no floor, no cap) rate of return at Base Rate +1.15% (The Base Rate is defined as the
average “Ask Side” rate of the six month Karachi Interbank Offered Rate (“KIBOR"))

Call option The Bank may call the TFCs, in part or full, on any profit payment date from the 60th month

Lock-in-clause

Loss absorbency clause

from the last day of public subscription and on all subsequent profit payment dates, subject to
the SBP approval and not less than forty five days prior notice being given to the Trustee and
the Investors.

Neither profit nor principal can be paid (even at maturity) if such payments will result in a
shortfall in the Banks' Minimum Capital Requirements (MCR) or Capital Adequacy Ratio (CAR)
or increase any existing shortfall in MCR and CAR. In case the lock-in clause goes into effect,
the Bank will be required to comply with the SBP instructions prevalent or issued at the time.

The TFCs will be subject to loss absorbency clause as stipulated under the "Instructions for
Basel Il Implementation in Pakistan".
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19. DEFERRED TAX LIABILITIES

2018
At January Recognised Recognised in At December 31,
Note 01,2018 in P&L A/C ocCl 2018

(Rupees in *000)

Taxable Temporary Differences on

- Surplus on revaluation of fixed assets 231 1,025,234 (32,550) - 992,684
- Surplus on revaluation of Non-banking assets 23.2 75,273 - 93,032 168,305
- Accelerated tax depreciation 1,634,613 72,948 - 1,607,561
- Receivable from pension fund 2,096,688 (225,585) (535,794) 1,335,309
- Business combination 705,218 - - 705,218
- Surplus/deficit on revaluation of investments 23 2,470,526 - (2,470,526) =
7,907,552 (185,187) (2,913,288) 4,809,077
Deductible Temporary Differences on
- Provision against advances | (3,282,517) 1,490,770 - | | (1,791,747)
- Surplus/deficit on revaluation of investments 23 - - (1,485,153) (1,485,153)
(3,282,517) 1,490,770 (1,485,153) (3,276,900)
4,625,035 1,305,583 (4,398,441) 1,682,177
2017
At January Recognised  Recognised  Adjustmentdue At December 31,
01, 2017 in P&L A/C in OCI to merger 2017
(Rupees in *000)
Taxable Temporary Differences on
- Surplus on revaluation of fixed assets 231 1,054,091 (28,857) - - 1,025,234
- Surplus on revaluation of non-banking assets 23.2 76,111 - (838) - 75,273
- Accelerated tax depreciation 1,425,265 109,348 - - 1,534,613
- Receivable from pension fund 2,720,719 200,056 (824,087) - 2,096,688
- Business combination - - - 705,218 705,218
- Surplus on revaluation of investments 23 5,998,542 - (3,528,016) - 2,470,526
11,274,728 280,547 (4,352,941) 705,218 7,907,552
Deductible Temporary Differences on
- Tax losses carried forwarc - 2,781,300 - (2,781,300) -
- Post retirement employee benefits (7,465) 7,465 - - -
- Provision against advances (7,048) 3,135,408 - (6,410,877) (3,282,517)
- Others - 916,515 - (916,515) -
(14,513) 6,840,688 - (10,108,692) (3,282,517)
11,260,215 7,121,235 (4,352,941) (9,403,474) 4,625,035
Note 2018 2017
(Rupees in 000)
20. OTHER LIABILITIES
Mark-up/ return/ interest payable in local currency 12,775,306 7,625,237
Mark-up/ return/ interest payable in foreign currencies 468,339 300,862
Unearned commission and income on bills discounted 201,151 207,738
Accrued expenses 5,022,283 5,205,686
Workers' welfare fund 20.1 7,071,660 6,430,388
Acceptances 13 15,847,453 15,926,851
Unclaimed/dividends payable 1,470,406 2,600,251
Mark to market loss on forward foreign exchange contracts 3,495,971 2,338,530
Unrealized loss on derivative financial instruments 863,617 28,076
Staff welfare fund 5,490 5,661
Provision for employees' compensated absences 38.4 1,028,129 1,145,135
Provision for post retirement medical benefits 38.4 1,730,409 2,140,300
Provision for employees' contributory benevolent scheme 38.4 214,252 248,518
Retention money 20,657 20,657
Insurance payable against consumer assets 688,107 659,374
Unclaimed balances 1,133,843 1,361,906
Duties and taxes payable 577,222 604,337
Provision against off-balance sheet obligations 37,430 37,430
Security deposits against lease 479,428 488,936
Others 9,542,202 9,545,210
62,673,355 56,921,083

20.1 Supreme Court of Pakistan vide its order dated November 10, 2016 has held that the amendments made in the law introduced by the Federal Government for the levy of Workers Welfare
Fund were not lawful. The Federal Board of Revenue has filed review petitions against this order which are currently pending.

Legal advice obtained on the matter indicates that consequent to filing of these review petitions the judgment may not currently be treated as conclusive. Accordingly, the Bank
maintained its provision in respect of WWF.
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21. SHARE CAPITAL

21.1  Authorized Capital

2018 2017 2018 2017
(Number of shares) (Rupees in ’000)
1,500,000,000 1,5600,000,000  Ordinary shares of Rs. 10 each 15,000,000 15,000,000
21.2 Issued, subscribed and paid up
2018 2017 2018 2017
(Number of shares) (Rupees in ’000)
Ordinary shares
197,253,795 197,253,795  Fully paid in cash 1,972,538 1,972,538
915,776,953 915,776,953 Issued as bonus shares 9,157,769 9,157,769
72,029,258 72,029,258 Issued for consideration other than cash 720,293 720,293
1,185,060,006 1,185,060,006 11,850,600 11,850,600
21.3 The movement in the issued, subscribed and paid-up capital during the year is as follows:
2018 2017 2018 2017
(Number of shares) (Rupees in *000)
1,185,060,006 1,113,030,748 Opening balance at January 1 11,850,600 11,130,307
- 72,029,258  Shares issued under merger scheme - 720,293
1,185,060,006 1,185,060,006 Closing balance at December 31 11,850,600 11,850,600
21.4 Number of shares held by the associated undertakings as at December 31, are as follows:
2018 2017
(Number of shares)
Adamijee Insurance Company Limited 47,827,287 47,159,787
Adamijee Life Assurance Company Limited 4,616,500 1,687,500
Nishat Mills Limited 88,015,291 88,015,291
Din Leather (Private) Limited - 6,789,633
Siddigsons Limited 14,276,462 14,276,462
Maybank International Trust (Labuan) Berhad 222,606,147 222,606,147
377,341,687 380,534,820
22. RESERVES Note 2018 2017

(Rupees in *000)

Share premium

Non- distributable capital reserve - gain on bargain purchase option
Exchange translation reserve

Statutory reserve

General reserve

23,751,114 23,751,114

221 908,317 908,317
1,629,543 483,993

22.2 29,259,007 27,123,049
18,600,000 18,600,000

74,147,981 70,866,473

22.1 Under IFRS-3 a bargain purchase represents an economic gain which should be immediately recognized by the acquirer as income. However, the amount of bargain purchase gain was
not been taken to the profit and loss account as the SBP, through its letter BPRD(R&PD)/2017/14330 dated June 13, 2017 recommended that the amount of gain may be routed directly into
equity as a Non-distributable Capital Reserve (NCR). The NCR may become available for distribution through a stock dividend only with prior approval of the SBP. The Bank, before
distribution of the gain as a stock dividend, may adjust any subsequent provisions/deficit, assessed by the Bank or recommended by the Banking Inspection Department of SBP, in the

acquired assets and liabilities of NIB Bank Limited against the NCR.

22,

N

Statutory reserve represents amount set aside as per the requirements of section 21 of the Banking Companies Ordinance, 1962.

Note 2018

2017

(Rupees in ’000)

23. SURPLUS ON REVALUATION OF ASSETS

Surplus / (deficit) on revaluation of

- Available for sale securities

- Fixed Assets

- Non-banking assets acquired in satisfaction of claims

Deferred tax on surplus / (deficit) on revaluation of:

- Available for sale securities

- Fixed Assets

- Non-banking assets acquired in satisfaction of claims

9.1 (4,243,297) 7,058,646
231 13,185,366 13,370,529
23.2 480,871 215,065
9,422,940 20,644,240

19 (1,485,153) 2,470,626

231 992,684 1,025,234
23.2 168,305 75,273
(324,164) 3,671,033

9,747,104 17,073,207
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2018 2017
(Rupees in ’000)

23.1  Surplus on revaluation of fixed assets

Surplus on revaluation of fixed assets as at January 1 13,370,529 13,452,977
Realised on disposal during the year - net of deferred tax (99,081) -
Transferred to unappropriated profit in respect of incremental

depreciation charged during the year - net of deferred tax (53,532) (53,591)
Related deferred tax liability on incremental

depreciation charged during the year (28,824) (28,857)
Related deferred tax liability on surplus realised on disposal (3,726) -
Surplus on revaluation of fixed assets as at December 31 13,185,366 13,370,529

Less: related deferred tax liability on:

- revaluation as at January 1 1,025,234 1,054,091

- surplus realised on disposal during the year (3,726) -

- incremental depreciation charged during the year (28,824) (28,857)
992,684 1,025,234

12,192,682 12,345,295

23.2 Surplus on revaluation of non-banking assets acquired in satisfaction of claims

Surplus on revaluation as at January 1 215,065 217,460
Recognised during the year 265,806 -

Realised on disposal during the year - net of deferred tax - (2,395)
Surplus on revaluation as at December 31 480,871 215,065

Less: related deferred tax liability on:

- revaluation as at January 1 75,273 76,111

- revaluation recognised during the year 93,032 -

- surplus realised on disposal during the year - (838)
168,305 75,273
312,566 139,792

Note 2018 2017
24. CONTINGENCIES AND COMMITMENTS (Rupees in *000)

-Guarantees 241 170,138,859 133,641,217

-Commitments 24.2 397,683,110 308,555,812

-Other contingent liabilities 24.3 16,612,336 5,938,071

584,434,305 448,135,100

241 Guarantees:

Financial guarantees 140,350,012 86,242,273
Performance guarantees 29,008,435 43,112,826
Other guarantees 785,412 4,286,118

170,138,859 133,641,217
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Note 2018 2017
(Rupees in ’000)
24.2  Commitments:
Documentary credits and short-term trade-related transactions
- letters of credit 132,940,176 126,924,090
Commitments in respect of:
- forward foreign exchange contracts 24.2.1 216,768,127 160,312,448
- forward government securities transactions 24.2.2 27,935,661 7,000,000
- derivatives 24.2.3 11,285,103 5,280,080
- operating leases 2424 7,223,152 8,942,795
Commitments for acquisition of:
- operating fixed assets 1,420,585 90,176
- intangible assets 110,306 6,223
397,683,110 308,555,812
24.2.1 Commitments in respect of forward foreign exchange contracts
Purchase 125,528,129 85,101,993
Sale 91,239,998 75,210,455
216,768,127 160,312,448
24.2.2 Commitments in respect of forward government securities transactions
Purchase 13,660,947 7,000,000
Sale 14,274,714 -
27,935,661 7,000,000
24.2.3 Commitments in respect of derivatives
FX options (notional)
Purchase 1,378,370 865,718
Sale 1,378,370 865,718
2,756,740 1,731,436
Cross Currency Swaps (notional)
Purchase 4,026,814 1,610,582
Sale 4,185,049 1,721,562
8,211,863 3,232,144
Interest Rate Swaps (notional)
Purchase 316,500 316,500
Sale - -
316,500 316,500
11,285,103 5,280,080
24.2.4 Commitments in respect of operating leases
Not later than one year 1,211,422 1,471,987
Later than one year and not later than five years 3,754,916 4,646,916
Later than five years 2,256,814 2,823,892
7,223,152 8,942,795
24.2.5 The Bank makes commitments to extend credit in the normal course of its business but these being revocable commitments do not attract
any significant penalty or expense if the facility is unilaterally withdrawn.
Note 2018 2017
(Rupees in '000)
24.3  Other contingent liabilities
Claims against th e Bank not acknowledged as debts 24.3.1 16,612,336 5,938,071
24.3.1 These represent certain claims by third parties against the Bank, which are being contested in the Courts of law. The management is of the
view that these relate to the normal course of business and the possibility of an outflow of economic resources is remote.
24.4  The Income Tax returns of the Bank have been filed up to the tax year 2018 (accounting year ended December 31, 2017) and were deemed

to be assessed under section 120 of the Income Tax Ordinance, 2001 (Ordinance) unless amended by the Commissioner of Inland Revenue.

The income tax authorities have issued amended assessment orders for various tax years. The Bank has filed appeals which are pending at
various appellate forums. In addition, certain decisions made in favour of the Bank are being contested by the department at higher forums.
The management of the Bank is confident that the appeals will be decided in favor of the Bank.
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25. DERIVATIVE INSTRUMENTS

25.1 Product Analysis

2018

Cross Currency Swaps Interest Rate Swaps FX Options

Counterparties Notional Mark to market  Notional Mark to market  Notional Mark to

Principal gain / loss Principal gain / loss Principal Market gain/

(Rupees in ’000) Loss
With Banks for
Hedging 4,026,814 725,117 316,500 14,771 1,378,370 48,090
Market Making - - - - - -
With other entities for
Hedging = = = = = =
Market Making 4,185,049 (751,040) - - 1,378,370 (48,090)
Total
Hedging 4,026,814 725,117 316,500 14,771 1,378,370 48,090
Market Making 4,185,049 (751,040) - - 1,378,370 (48,090)
2017
Cross Currency Swaps Interest Rate Swaps FX Options

Counterparties Notional Mark to market  Notional Mark to market  Notional Mark to

Principal gain / loss Principal gain / loss Principal Market gain/

(Rupees in *000) Loss
With Banks for
Hedging 1,510,582 25,609 316,500 (4,708) 865,718 12,960
Market Making - - - - - -
With other entities for
Hedging - - - - - -
Market Making 1,721,562 (10,408) - - 865,718 (12,960)
Total
Hedging 1,510,582 25,609 316,500 (4,708) 865,718 12,960
Market Making 1,721,562 (10,408) - - 865,718 (12,960)
25.2 Maturity Analysis
2018
Remaining No. of Notional Mark to Market
Maturity Contracts Principal Negative Positive Net
(Rupees in "000)
Upto 1 month 44 1,462,433 (85,020) 85,050 30
1 to 3 months 66 1,612,180 (26,820) 26,820 -
3 to 6 months 14 197,096 (4,241) 4,241 -
110 2 Year 10 3,526,504 (431,981) 384,758 (47,223)
2 to 3 Years 6 2,418,453 (171,636) 184,301 12,665
3to 5 Years 4 2,168,437 (143,919) 167,295 23,376
Total (863,617) 852,465
2017
Remaining No. of Notional Mark to Market
Maturity Contracts Principal Negative Positive Net
(Rupees in '000)

Upto 1 month 24 682,674 (3,363) 3,363 -
1 to 3 months 36 802,035 (6,538) 6,538 -
3 to 6 months 20 246,728 (3,058) 3,058 -
6 month to 1 Year 2 415,206 (5,646) 6,451 805
110 2 Year 2 414,968 (558) 1,656 1,098
2 to 3 Years 8 2,718,469 (8,913) 17,503 8,590
Total (28,076) 38,569

25.3 Disclosure relating to qualitative and quantitative information on exchange traded derivatives are disclosed in note 45.5.

25.4 Risk management related to derivatives is discussed in note 45.5.
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Note 2018 2017
(Rupees in ’000)

26. MARK-UP/RETURN/INTEREST EARNED

On:

a) Loans and advances 36,963,557 26,930,687

b) Investments 44,719,383 46,875,754

c) Lendings to financial institutions 1,390,346 173,759

d) Balances with banks 245,708 110,772
83,318,994 74,090,972

27. MARK-UP/RETURN/INTEREST EXPENSED

Deposits 32,081,328 22,104,998
Borrowings 4,252,854 8,836,710
Subordinated debt 307,789 138,081
Cost of foreign currency swaps against foreign currency deposits / borrowings 662,873 348,970

37,304,844 31,428,759

28. FEE & COMMISSION INCOME

Branch banking customer fees 2,459,709 2,322,457
Consumer finance related fees 270,806 210,460
Card related fees (debit and credit cards) 2,579,871 2,200,103
Credit related fees 150,733 186,466
Investment banking fee 103,639 296,657
Commission on trade 1,411,010 1,148,287
Commission on guarantees 415,822 406,571
Commission on cash management 600,347 536,571
Commission on remittances including home remittances 981,721 716,862
Commission on utility bills 109,641 99,755
Commission income - Bancassurance 1,143,620 1,000,453
Rent on lockers 242,072 243,856
Commission on investments services 83,948 167,434
Other Commission 177,565 204,812

10,730,504 9,740,744

29. GAIN ON SECURITIES, NET

Realised 29.1 1,295,604 4,746,658
Unrealised - held for trading 9.1 (2,473) (5,652)
1,293,131 4,741,006

29.1 Realised gain on:

Federal Government Securities 269,209 899,732
Shares 1,026,395 3,846,926
1,295,604 4,746,658

30. OTHER INCOME

Rent on property 47,234 22,505
Gain on sale of fixed assets-net 245,655 19,938
Gain on sale of non banking assets - net 82,410 515
Compensation on tax refunds 86,862 -
462,161 42,958
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Note 2018 2017
(Rupees in *000)
31. OPERATING EXPENSES
Total compensation expense 31.1 14,053,111 12,301,037
Property expense
Rent and taxes 1,959,368 1,625,703
Insurance 25,807 27,312
Utilities cost 1,094,732 910,928
Fuel expense generators 513,533 458,984
Security (including guards) 1,602,667 1,392,077
Repair and maintenance (including janitorial charges) 945,267 789,513
Depreciation 11.2 457,946 382,759
6,599,320 5,487,276
Information technology expenses
Software maintenance 785,379 601,170
Hardware maintenance 363,778 349,385
Depreciation 11.2 559,696 526,661
Amortisation 255,629 243,529
Network charges 615,522 621,373
Insurance 4,400 4,606
2,584,404 2,346,724
Other operating expenses
Directors' fees and allowances 40,741 38,692
Legal and professional charges 302,042 328,071
Outsourced services costs 37.1 1,119,136 1,167,001
Travelling and conveyance 343,137 292,949
NIFT clearing charges 145,508 136,080
Depreciation 1.2 962,964 819,868
Depreciation on non-banking assets acquired in satisfaction of claims 13.1.1 49,155 29,947
Training and development 51,038 60,098
Postage and courier charges 271,494 322,883
Communication 316,790 384,276
Stationery and printing 703,853 645,762
Marketing, advertisement & publicity 518,146 530,751
Donations 31.2 696 11,817
Auditors' remuneration 31.3 34,203 40,876
Cash transportation charges 743,593 631,131
Repair and maintenance 825,561 774,526
Subscription 24,247 17,943
Entertainment 232,634 234,965
Remittance charges 184,004 151,929
Brokerage expenses 23,376 26,840
Card related expenses 737,528 562,239
CNIC verification charges 138,237 107,363
Insurance 820,692 254,368
Others 265,183 252,399
8,853,958 7,822,774
32,090,793 27,957,811
Total cost for the year included in other operating expenses relating to outsourced activities is Rs 335.367 million (2017:
Rs 329.591 million) pertains to the payment to companies incorporated in Pakistan. Total Cost of outsourced activities
for the year given to related parties is Rs 263.283 million (2017: Rs 177.579 million).
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Note 2018 2017
31.1 Total compensation expense (Rupees in ’000)
Fees and allowances 471,711 474,072
Managerial remuneration
i) Fixed 9,813,266 9,200,431
i) Variable - cash bonus / awards 1,736,848 1,935,807
Charge / (reversal) for defined benefit plan 943,661 (144,497)
Contribution to defined contribution Plan 347,043 301,713
Commission 230,032 138,658
Staff group insurance 331,000 256,229
Rent and house maintenance 53,422 38,366
Medical 30,706 26,226
Conveyance 81,506 68,266
Sub-total 14,039,195 12,295,271
Sign-on bonus 31.1.1 960 4172
Severance allowance 31.1.2 12,956 1,594
Grand Total 14,053,111 12,301,037
1.1 During the year sign on bonus is paid to 1 employee (2017: 8).
31.1.2 Severance allowance is paid to 4 employees (2017: 1).
2018 2017
31.2 Detail of donations made during the year is as follows: (Rupees in ’000)
District Head Quarter Hospital, Gawadar 696 -
Saleem Memorial Trust Hospital - 5,000
SKMC Hospital & Research Center - 1,500
Diabetic Association of Pakistan - 1,000
The Indus Hospital - 1,000
FRESH Foundation - 767
Murshid Hospital & Charity Hospital Care Center - 500
Rising Sun Education & Welfare Society - 500
The Citizens Foundation - 500
Pink Ribbon Hospital - 500
Pakistan Association of the Blind - 500
Donations individually not exceeding Rs.0.5 million - 50
696 11,817
31.3 Auditors’ remuneration
Audit fee 14,606 14,450
Fee for audit of foreign branches 18,669 12,354
Special certifications and sundry advisory services 3,360 10,300
Sales tax 730 1,342
Out-of-pocket expenses 1,838 2,430
34,2083 40,876
32. OTHER CHARGES
Write off of fixed assets - 13
Penalties of State Bank of Pakistan 7,097 1,611
VAT & National Building tax & Crop Insurance Levy 151,159 128,508
Education cess 11,593 12,713
169,849 142,845
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Note 2018 2017
(Rupees in ’000)

33. (REVERSALS) / PROVISIONS & WRITE OFFS - NET

Provision against balance with Banks 4,357 -

Provisions for diminution in value of investments 9.3.1 1,950,331 3,570,201

Provisions / (reversals) against loans & advances 104 (2,871,702) (2,896,887)

Provisions / (reversals) against other assets 13.2.1 (608,590) 562,827

Bad debts written off directly 10.5.1 30 14

Recovery of written off / charged off bad debts (227,682) (191,136)

(1,753,256) 1,045,019

34. TAXATION

Current 11,105,084 3,609,900

Prior years (1,706,627) (2,175,828)

Deferred 19 1,305,583 7,121,235

10,704,040 8,555,307

34.1 Relationship between tax expense and accounting profit

Accounting profit for the year 32,063,618 31,014,208

Tax rate 35% 35%

Tax on income 11,222,266 10,854,973

Tax effect of permanent differences 2,484 564

Tax effect of prior years reversals (1,706,627) (2,175,828)

Others 1,185,917 (124,402)

Tax charge for the year 10,704,040 8,555,307
35. BASIC AND DILUTED EARNINGS PER SHARE 2018 2017

(Rupees in ’000)
Profit for the year after tax 21,359,578 22,458,901
(Number)
Weighted average number of ordinary shares 1,185,060,006  1,147,960,005
(Rupees)
Basic and diluted earnings per share 18.02 19.56

In 2017, the Bank issued 72,029,258 shares in pursuant to NIB Bank Limited amalgamation with and into MCB Bank
Limited as on July 07, 2017.
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38. DEFINED BENEFIT PLAN

38.1  General description
The Bank operates the following retirement benefits for its employees:

- Pension fund - funded

- Benevolent scheme - unfunded

- Post retirement medical benefits - unfunded

- Employees compensated absence - unfunded

The plan assets and defined benefit obligations are based in Pakistan.
38.2  Number of Employees under the scheme

The number of employees covered under the following defined benefit schemes are:

2018 2017
(Number)
- Pension fund - funded 6,554 6,853
- Benevolent scheme - unfunded 1,730 1,654
- Post retirement medical benefits - unfunded 12,716 13,015
- Employees compensated absence - unfunded 12,716 13,015

38.3  Principal actuarial assumptions

The latest actuarial valuations of the pension fund, employees' contributory benevolent scheme, post retirement medical benefits and employee's compensated absences were carried out
at December 31, 2018. The principal actuarial assumptions used are as follows:

Employees’
contributory Employees’ compensated
Approved Pension fund _benevolent scheme Post retirement medical benefits absences
2018 2017 2018 2017 2018 2017 2018 2017
% % % % % % % %
Discount rate 13.25 8 13.25 8 13.25 8 13.25 8
Expected rate of return on plan assets 13.25 8 = - = - = -
Expected rate of salary increase 11.25 6.75 11.25 6.75 - - 11.25 6.75
Expected rate of increase in pension 0-5 - - - - - - -
Expected rate of increase in medical benefit - - - - 11.25 6.5 > -
38.4 Reconciliation of (receivable from) / payable to defined benefit plans
Employees’
contributory Employees’ compensated
Approved Pension fund _benevolent scheme Post retirement medical benefits absences
Note 2018 2017 2018 2017 2018 2017 2018 2017
(Rupees in '000)
Present value of obligations 4,690,587 3,757,366 214252 248518 1,730,409 2,140,300 1,028,129 1,145,135
Fair value of plan assets (8,505,757) (9,747,902) = - = - = -
(Receivable) / payable (3,815,170) (5,990,536) 214,252 248,518 1,730,409 2,140,300 1,028,129 1,145,135
38.5 Movementin defined benefit obligations
Obligations at the beginning of the year 3,757,366 3,519,114 248,518 209,352 2,140,300 2,104,444 1,145,135 1,053,870
Current service cost 38.8.1 79,236 50,292 30,660 5,168 50,364 11,162 32,366 32,366
Interest cost 282,259 265,940 18,096 15,221 162,569 162,391 85302 78,477
Benefits paid (458,268) (389,734)  (44,628)  (38,189) (144,664) (149,108) (157,708) (145,807)
Past service cost 38.8.2 1,044,533 - - - - - - -
Re-measurement loss / (gain) 38.8.3 (14,539) 311,754 (38,394) 56,966 (478,160) 11,411 (76,966) 126,229
Obligations at the end of the year 4,690,587 3,757,366 214,252 248,518 1,730,409 2,140,300 1,028,129 1,145,135
38.6 Movement in fair value of plan assets
Fair value at the beginning of the year 9,747,902 11,292,596 - - - - - -
Interest income on plan assets 761,501 887,818 - - - - - -
Benefits paid (458,268) (389,734) - - - - - -
Re-measurement loss 38.8.3 (1,545,378) (2,042,778) 2 - = - = -
Fair value at the end of the year 8,505,757 9,747,902 - - - - - -
38.7 Movement in (receivable) / payable under defined benefit schemes
Opening balance (5,990,536) (7,773,482) 248,518 209,352 2,140,300 2,104,444 1,145,135 1,058,870
Charge / (reversal) for the year 38.8.1 644,527 (571,586) 45,499 16,464 212,933 173,553 40,702 237,072
Employees' contribution = - 3,257 3,925 = - = -
Re-measurement loss / (gain) recognised in OCI - - _
during the year 38.8.3 1,530,839 2,354,532 (38,394) 56,966 (478,160) 11,411 ® B
Benefits paid by the Bank = - (44,628) (38,189) (144,664) (149,108) (157,708) (145,807)
Closing balance (3,815,170) (5,990,536) 214,252 248,518 1,730,409 2,140,300 1,028,129 1,145,135
38.8 Charge for defined benefit plans
38.8.1 Cost recognised in profit and loss
Current service cost 79,236 50,292 30,660 5,168 50,364 11,162 32,366 32,366
Net interest on defined benefit asset / liability (479,242) (621,878) 18,096 15,221 162,569 162,391 85,302 78,477
Employees' contribution - - (3,257) (3,925) - - - -
Actuarial loss / (gain) - - - - - - (76,966) 126,229
Past service cost 38.8.2 1,044,533 - = - = - = -
644,527 (571,586) 45,499 16,464 212,933 173,553 40,702 237,072

38.8.2 Pursuant to the order of the Honorable Supreme Court of Pakistan, the Bank has recorded past service cost of Rs. 1,044.533 million (one-off provision) on account of pension liability based
on actuarial valuation.

38.8.3 Re-measurements recognised in OCI during the year

Loss / (gain) on obligation - financial assumptions (14,639) 311,764 (38,394) 56,966 (478,160) 11,411 - -
Actual return on plan assets over expected interest income 1,545,378 2,042,778 - - - - - -
Re-measurement loss / (gain) recognised in OCI 1,530,839 2,354,632 (38,394) 56,966 (478,160) 11,411 - -
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Approved Pension fund Employees’ Post retirement medical benefits Employees’ compensated
contributory absences
benevolent scheme
2018 2017 2018 2017 2018 2017 2018 2017

(Rupees in *000)

38.9 Components of plan assets
Cash and cash equivalents - net 74,685 329,080 = - = - = -
Shares 8,158,899 9,154,391 = - = - = -
Open ended mutual funds units 272,173 264,431 - - - - - -
8,505,757 9,747,902 = - = - =
38.9.1 Significant risk associated with the plan assets
The Fund's investments in equity securities and units of mutual funds are subject to price risk. These risks are regularly monitored by Trustees of the employee funds.
38.10  Sensitivity analysis
Sensitivity analysis has been performed by varying one assumption keeping all other assumptions constant and calculating the impact on the present value of the defined benefit
obligations under the various employee benefit schemes. The increase / (decrease) in the present value of defined benefit obligations as a result of change in each assumption
is summarized below:
Employees’
contributory  Post retirement Employees’
Approved benevolent medical compensated
Pension fund scheme benefits absences
(Rupees in *000)
1% increase in discount rate (347,234) (15,436) (176,626) (61,363)
1% decrease in discount rate 404,423 17,626 216,361 68,308
1 % increase in expected rate of salary increase 183,587 - - 69,535
1 % decrease in expected rate of salary increase (136,275) - - (63,458)
1% increase in expected rate of pension increase 243,456 - - -
1% decrease in expected rate of pension increase (214,612) - - -
1% increase in expected rate of medical benefit increase - - 128,811 -
1% decrease in expected rate of medical benefit increase - - (110,074) -
38.11 Expected contributions to be paid to the funds in the next financial year
No contributions are being made to pension fund due to surplus of fair value of plan’s assets over present value of defined obligation. No contribution to the pension fund is expected in the
next year.
38.12 Expected (reversal) / for the next financial year
Based on actuarial advice, management estimates that the charge / (reversal) in respect of defined benefit plans for the year ending December 31, 2019 would be as follows:
Employees’
contributory  Post retirement ~ Employees’
Approved benevolent medical compensated
Pension fund scheme benefits absences
(Rupees in’000)
Expected (reversal) / charge for the next financial year (455,231) 42,854 272,932 160,967
38.13 Maturity profile
The weighted average duration of the obligation (in years) 8.01 7.72 11.36 6.31
38.14 Funding Policy
The Bank endeavours to ensure that liabilities under the various employee benefit schemes are covered by the Fund on any valuation date having regards to the various actuarial
assumptions such as projected future salary increase, expected future contributions to the fund, projected increase in liability associated with future service and the projected investment
income of the Fund.
38.15 The defined benefit plans may expose the bank to actuarial risks such as longevity risk, investment risk, salary increase risk and withdrawal rate risk as described below;
The risk arises when the actual performance of the investments is lower than expectation and thus creating a shortfall in the funding
Investment risk objectives.
o The risk arises when the actual lifetime of retirees is longer than expectation. This risk is measured at the plan level over the entire
Longevity risk retiree population.
. i The most common type of retirement benefit is one where the benefit is linked with final salary. The risk arises when the actual
Salary increase risk increases are higher than expectation and impacts the liability accordingly.
. The risk of actual withdrawals varying with the actuarial assumptions can impose a risk to the benefit obligation. The movement of|
Withdrawal rate the liability can go either way.
39. DEFINED CONTRIBUTION PLAN

The Bank operates an approved contributory provident fund for 10,357 (2017: 10,575) employees where contributions are made by the Bank at 8.33% (2017: 8.33%) and employees
ranging from 8.33% -12.5% per annum (2017: 8.33% to 12.5% per annum) of the basic salary.

The Bank also operates an approved non-contributory provident fund for 815 (2017: 888) employees who have opted for the new scheme, where contributions are made by the
employees ranging from 8.33% to 12.50% per annum (2017: 8.33% to 12.50% per annum) of the basic salary.
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40. COMPENSATION OF DIRECTORS AND EXECUTIVES
The aggregate amount charged in the financial statements for compensation, including all benefits, to the Chief Executive, Directors and
Executives of the Bank is as follows:

Note  President/ Chief Executive Directors Executives
2018 2017 2018 2017 2018 2017
(Rupees in ‘000)
Fees - - 40,741 38,692 - -
Managerial remuneration and bonus 79,377 73,667 - - 3,742,792 2,935,963
Retirement benefits 3,095 2,866 - - 160,907 127,748
Rent and house maintenance 40.1 16,714 15,476 - - 871,457 688,028
Utilities 401 3,714 3,439 - - 187,748 148,693
Medical 40.1 150 - - - 55,176 37,921
Conveyance 401 - - - - 713,669 593,391
103,050 95,448 40,741 38,692 5,731,748 4,531,744

Number of persons 1 1 14 13 1,964 1,599

40.1 These allowances have been classified under fixed salary in total compensation note 31.1.

40.2 The Chairman has been provided with free use of the Bank maintained car. In addition to the above, the Chief Executive and certain executives
are provided with free use of the Bank's maintained cars and household equipment in accordance with the terms of their employment.

41. FAIR VALUE MEASUREMENTS
The fair value of traded investments is based on quoted market prices, except for tradable securities classified by the Bank as 'held to maturity'.
Quoted securities classified as held to maturity are carried at amortised cost. Fair value of unquoted equity investments other than investments
in associates and subsidiaries is determined on the basis of break up value of these investments as per the latest available financial statements.
Fair value of fixed term loans, other assets, other liabilities, fixed term deposits and borrowings cannot be calculated with sufficient reliability due
to absence of current and active market for such assets and liabilities and reliable data regarding market rates for similar instruments. The
provision for impairment of loans and advances has been calculated in accordance with the Bank's accounting policy as stated in note 5.3 to
these unconsolidated financial statements.
The maturity and repricing profile and effective rates are stated in note 45.
In the opinion of the management, the fair value of the financial assets and financial liabilities other than those carried at fair value and disclosed
in note 41.1 are not significantly different from their carrying values since assets and liabilities are either short-term in nature or re-priced over
short term.

41.1  Fair value of financial assets

214

The Bank measures fair values using the following fair value hierarchy that reflects the significance of the inputs used in making the
measurements:
Level 1: Fair value measurements using quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: Fair value measurements using inputs other than quoted prices included within Level 1 that are observable for the assets or liability,
either directly (i.e. as prices) or indirectly (i.e. derived from prices).

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

Valuation techniques used in determination of fair valuation of financial instruments within level 2

Item Valuation approach and input used
Federal Government securities | The fair values of Federal Government securities are determined using the PKRV rates.

Term Finance and Bonds Investments in debt securities (comprising term finance certificates, bonds and any other security issued by a
company or a body corporate for the purpose of raising funds in the form of redeemable capital) are valued on
the basis of the rates announced by the Mutual Funds Association of Pakistan (MUFAP) in accordance with the
methodology prescribed by the Securities and Exchange Commission of Pakistan.

Foreign exchange contracts The valuation has been determined by interpolating the mid rates announced by the State Bank of Pakistan.
Derivatives The fair values of derivatives which are not quoted in active markets are determined by using valuation
techniques. The valuation techniques take into account the relevant underlying parameters including foreign
currency involved, interest rates, yield curves, volatilities, contracts duration etc.

Operating fixed assets (land Land and buildings are revalued every three years using professional valuers on the panel of Pakistan Banker's
and building) & NBA Association. The valuation is based on their assessment of market value of the properties.
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The table below analyses the financial and non-financial assets carried at fair values, by valuation methods. For financial assets, the Bank essentially carries its investments in debt and equity
securities at fair values. Valuation of investments is carried out as per guidelines specified by the SBP. In case of non-financial assets, the Bank has adopted revaluation model (as per IAS 16) in

respect of land and building.

2018
Carrying value Level 1 Level 2 Level 3 Total
(Rupees in '000)
On balance sheet financial instruments
Financial assets - measured at fair value
Investments
Federal Government Securities 680,275,870 - 680,275,870 - 680,275,870
Shares 17,105,168 17,105,168 - - 17,105,168
Non-Government Debt Securities 1,096,332 1,096,332 - 1,096,332
Foreign Securities 2,522,454 - 2,622,454 - 2,522,454
Financial assets - disclosed but not measured at fair value
Investments (HTM, unlisted ordinary shares, subsidiaries and associates) 48,368,914 - S - -
Cash and balances with treasury banks 103,174,597 - - - -
Balances with other banks 11,878,975 - - - -
Lendings to financial institutions 35,106,241 o a 5 o
Advances 503,581,323 - - - -
Other assets 35,753,619 - - - -
Non - Financial Assets measured at fair value
Operating fixed assets (land and buildings) 33,715,777 - 33,715,777 - 33,715,777
Non-banking assets 4,035,114 - 4,035,114 = 4,085,114
Off-balance sheet financial instruments - measured at fair value
Forward purchase of foreign exchange 125,528,129 - 3,477,211 - 3,477,211
Forward sale of foreign exchange 91,239,998 - 3,452,374 - 3,452,374
Derivatives purchase 5,721,684 - 787,978 - 787,978
Derivatives sale 5,563,419 - 799,130 = 799,130
2017
Carrying value Level 1 Level 2 Level 3 Total
(Rupees in '000)
On balance sheet financial instruments
Financial assets - measured at fair value
Investments
Federal Government Securities 587,707,230 - 587,707,230 - 587,707,230
Shares 19,724,653 19,724,653 - 19,724,653
Non-Government Debt Securities 1,244,959 - 1,244,959 - 1,244,959
Foreign Securities 2,449,656 - 2,449,656 - 2,449,656
Financial assets - disclosed but not measured at fair value
Investments (HTM, unlisted ordinary shares, subsidiaries and associates) 45,837,134 - - - -
Cash and balances with treasury banks 106,072,084 - - - -
Balances with other banks 4,579,275 - - - -
Lendings to financial institutions 4,398,114 - - - -
Advances 469,355,849 - - - -
Other assets 35,894,442 - - - -
Non - Financial Assets measured at fair value
Operating fixed assets (land and buildings) 32,414,791 - 32,414,791 - 32,414,791
Non-banking assets 4,288,001 - 4,288,001 - 4,288,001
Off-balance sheet financial instruments - measured at fair value
Forward purchase of foreign exchange 85,101,993 - 2,851,188 - 2,851,188
Forward sale of foreign exchange 75,210,455 - 2,325,632 - 2,325,632
Derivatives purchase 2,692,800 - 33,861 - 33,861
Derivatives sale 2,587,280 - 23,368 - 23,368

The Bank's policy is to recognise transfers into and out of the different fair value hierarchy levels at the date the event or change in circumstances that caused the transfer occurred. There were

no transfers between levels 1 and 2 during the year.

(a) Financial instruments in level 1

Financial instruments included in level 1 comprise of investments in listed ordinary shares and units of mutual funds.

(b) Financial instruments in level 2

Financial instruments included in level 2 comprise of Sukuk Bonds, Pakistan Investment Bonds, Market Treasury Bills, Term Finance certificates, FX options, Cross Currency Swaps, Interest Rate

Swaps and Forward Exchange Contracts.

(c) Financial instruments in level 3
Currently, no financial instruments are classified in level 3.
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42. SEGMENT INFORMATION
42.1 Segment details with respect to business activities

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

2018

Retail Banking ~ Consumer Banking  Corporate Banking Treasury Others Sub-total Eliminations Total

(Rupees in ‘000)

Profit & Loss

Net mark-up/return/profit (19,999,097) 2,425,240 22,571,031 41,399,090 (382,114) 46,014,150 o 46,014,150
Inter segment revenue - net 50,778,451 (774,576) (17,208,202) (38,240,495) 5,444,822 - - -
Non mark-up / return / interest income 6,820,225 1,732,440 3,771,009 3,970,534 903,918 17,198,126 = 17,198,126
Total Income 37,599,579 3,383,104 9,133,838 7,129,129 5,966,626 63,212,276 - 63,212,276
Segment direct expenses 20,935,783 1,372,159 1,610,739 281,947 8,701,286 32,901,914 - 32,901,914
Inter segment expense allocation - - - - - - - -
Total expenses 20,935,783 1,372,159 1,610,739 281,947 8,701,286 32,901,914 - 32,901,914
Provisions (186,311) (66,393) (733,366) 1,952,015 (2,719,201) (1,753,256) = (1,753,256)
Profit before tax 16,850,107 2,077,338 8,256,465 4,895,167 (15,459) 32,063,618 o 32,063,618

Balance Sheet
Cash & Bank balances 49,001,673 33,515 17,486,827 46,395,674 2,135,883 115,058,572 - 115,053,672

Investments 18,505,331 730,863,407 749,368,738 - 749,368,738
Net inter segment lending 838,264,563 - - - 134,139,482 972,404,045 (972,404,045) -
Lendings to financial institutions - - 1,502,544 33,603,697 - 35,106,241 - 35,106,241
Advances - gross 129,656,470 24,268,379 365,400,739 - 27,465,961 546,791,549 - 546,791,549

- provision held (6,627,798) (1,702,655) (7.413,812) - (27,465,961) (43,210,226) - (43,210,226)
Others 31,327,270 1,887,934 8,326,592 8,127,064 45,351,327 95,020,187 - 95,020,187
Total Assets 1,041,622,178 24,487,173 403,808,221 818,989,842 181,626,692 2,470,534,106 (972,404,045) 1,498,130,061
Borrowings 35,293,396 - 9,172,202 171,553,288 216,018,886 - 216,018,886
Subordinated debt = = = = 3,891,019 3,891,019 = 3,891,019
Deposits & other accounts 969,799,371 16,656 79,196,248 = 25,440 1,049,037,615 = 1,049,037,615
Net inter segment borrowing - 22,478,042 307,402,415 642,523,588 - 972,404,045 (972,404,045) -
Others 36,529,411 1,992,675 8,037,356 4,912,966 28,432,504 79,904,812 = 79,904,812
Total liabilities 1,041,622,178 24,487,173 408,808,221 818,989,842 32,348,963 2,321,256,377 (972,404,045) 1,348,852,332
Equity = = = = 149,277,729 149,277,729 = 149,277,729
Total Equity & liabilities 1,041,622,178 24,487,173 403,808,221 818,989,842 181,626,692 2,470,534,106 (972,404,045) 1,498,130,061
Contingencies & Commitments 114,095,804 = 204,311,803 247,754,264 18,272,434 = = 584,434,305

2017
Retail Banking ~ Consumer Banking Corporate Banking Treasury Others Sub-total Eliminations Total
(Rupees in ‘000)

Profit & Loss
Net mark-up/return/profit (11,968,986) 1,739,112 14,798,224 37,972,672 121,191 42,662,213 - 42,662,213
Inter segment revenue - net 36,786,402 (783,160) (10,219,266) (30,534,733) 4,750,757 - - -
Non mark-up / return / interest income 6,135,163 1,559,178 2,900,828 7,433,916 88,869 18,117,954 - 18,117,954
Total Income 30,952,579 2,615,130 7,479,786 14,871,855 4,960,817 60,780,167 - 60,780,167
Segment direct expenses 18,750,470 1,223,199 1,407,779 270,169 7,069,323 28,720,940 - 28,720,940
Inter segment expense allocation - - - - - - - -
Total expenses 18,750,470 1,223,199 1,407,779 270,169 7,069,323 28,720,940 - 28,720,940
Provisions (262,806) (177,069) (526,403) 3,670,437 (1,559,140 1,045,019 - 1,045,019
Profit before tax 12,464,915 1,469,000 6,598,410 11,031,249 (549,366) 31,014,208 - 31,014,208
Balance Sheet
Cash & Bank balances 44,622,823 37,221 11,740,549 51,727,835 2,622,931 110,651,359 - 110,651,359
Investments - - 13,623,275 641,372,549 2,067,808 656,963,632 - 656,963,632
Net inter segment lending 708,281,466 - - - 144,592,086 852,873,562 (852,873,552) -
Lendings to financial institutions - - 1,873,524 2,524,590 - 4,398,114 - 4,398,114
Advances - gross 199,566,137 19,906,369 287,067,771 - 8,517,578 515,057,855 - 515,057,855

- provision held (31,201,950 (1,764,808) (4,217,670) - (8,517,578) (45,702,006) - (45,702,006)
Others 25,334,193 1,898,262 21,283,688 11,049,283 42,303,511 101,868,937, - 101,868,937
Total Assets 946,502,669 20,077,044 331,271,137 706,674,257 191,586,336 2,196,111,443 (852,873,552) 1,343,237,891
Borrowings 33,698,763 - 9,049,493 90,091,987 229,313 133,069,556 - 133,069,556
Subordinated debt - - - - 3,892,578 3,892,578 - 3,892,578
Deposits & other accounts 894,416,068 1,236 74,042,363 - 22,968 968,482,635 - 968,482,635
Net inter segment borrowing - 18,232,819 220,728,332 613,917,401 - 852,873,552 (852,873,552) -
Others 18,387,838 1,842,989 27,455,949 2,664,869 33,875,140 84,226,785 - 84,226,785
Total liabilities 946,502,669 20,077,044 331,271,137 706,674,257 38,019,999 2,042,545,106 (852,873,552) 1,189,671,654
Equity - - - - 153,566,337, 153,566,337 -
Total Equity & liabilities 946,502,669 20,077,044 331,271,137 706,674,257 191,586,336 2,196,111,443 (852,873,552) 1,343,237,891
Contingencies & Commitments 141,707,827 - 128,200,658 168,486,488 9,740,127 = - 448,135,100
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42.2 Segment details with respect to geographical locations

2018

Pakistan South Asia Middle East Sub-total Eliminations Total

(Rupees in ’000)

Profit & Loss

Net mark-up/return/profit 44,613,921 909,102 491,127 46,014,150 = 46,014,150
Inter segment revenue - net (5,588) (12,926) 18,514 - - -
Non mark-up / return / interest income 16,481,810 233,086 483,230 17,198,126 - 17,198,126
Total Income 61,090,143 1,129,262 992,871 63,212,276 - 63,212,276
Segment direct expenses 31,882,563 641,781 377,570 32,901,914 - 32,901,914
Inter segment expense allocation - - - - - -
Total expenses 31,882,563 641,781 377,570 32,901,914 - 32,901,914
Provisions (1,800,652) 10,624 36,772 (1,753,256) - (1,753,256)
Profit before tax 31,008,232 476,857 578,529 32,063,618 = 32,063,618
Balance Sheet
Cash & Bank balances 98,630,269 1,906,785 14,516,518 115,053,572 - 115,053,572
Investments 739,664,924 4,040,982 5,662,832 749,368,738 - 749,368,738
Net inter segment lendings 9,753,427 - - 9,753,427 (9,753,427) -
Lendings to financial institutions 38,603,697 368,406 1,134,138 35,106,241 = 35,106,241
Advances - gross 524,617,549 16,346,935 5,827,065 546,791,549 = 546,791,549

- provision held (42,604,233) (182,295) (473,698) (43,210,226) - (43,210,226)
Others 94,578,655 315,568 125,964 96,020,187 - 96,020,187
Total Assets 1,458,244,288 22,846,381 26,792,819 1,507,883,488 (9,753,427) 1,498,130,061
Borrowings 213,220,309 616,822 2,181,755 216,018,886 = 216,018,886
Subordinated debt 3,891,019 = = 3,891,019 = 3,891,019
Deposits & other accounts 1,012,916,251 16,266,330 19,855,034 1,049,037,615 - 1,049,037,615
Net inter segment borrowing - 5,058,214 4,695,213 9,753,427 (9,753,427) -
Others 78,938,980 905,015 60,817 79,904,812 = 79,904,812
Total liabilities 1,308,966,559 22,846,381 26,792,819 1,358,605,759 (9,753,427) 1,348,852,332
Equity 149,277,729 = = 149,277,729 = 149,277,729
Total Equity & liabilities 1,458,244,288 22,846,381 26,792,819 1,507,883,488 (9,753,427) 1,498,130,061
Contingencies & Commitments 564,195,725 12,396,092 7,842,488 - - 584,434,305

2017
Pakistan South Asia Middle East Sub-total Eliminations Total

Profit & Loss (Rupees in*000)
Net mark-up/return/profit 41,463,487 851,091 347,635 42,662,213 - 42,662,213
Inter segment revenue - net 18,039 (18,978) 939 - - -
Non mark-up / return / interest income 17,546,034 229,045 342,875 18,117,954 - 18,117,954
Total Income 59,027,560 1,061,158 691,449 60,780,167 - 60,780,167
Segment direct expenses 27,886,780 522,772 311,388 28,720,940 - 28,720,940
Inter segment expense allocation - - - - - -
Total expenses 27,886,780 522,772 311,388 28,720,940 - 28,720,940
Provisions 998,990 25,498 20,531 1,045,019 - 1,045,019
Profit before tax 30,141,790 512,888 359,530 31,014,208 - 31,014,208
Balance Sheet
Cash & Bank balances 99,523,627 1,303,923 9,823,809 110,651,359 - 110,651,359
Investments 650,468,804 3,649,348 2,945,480 656,963,632 - 666,963,632
Net inter segment lendings 7,887,166 - - 7,887,166 (7,887,166) -
Lendings to financial institutions 2,524,590 971,730 901,794 4,398,114 - 4,398,114
Advances - gross 492,515,787 14,814,211 7,727,857 515,057,855 - 515,057,855

- provision held (45,274,267) (114,056) (313,683) (45,702,006) - (45,702,006)
Others 101,459,837 287,378 121,722 101,868,937 - 101,868,937
Total Assets 1,309,105,544 20,812,634 21,206,979 1,351,125,057 (7,887,166) 1,343,237,891
Borrowings 127,814,839 1,887,082 3,367,635 133,069,556 - 133,069,556
Subordinated debt 3,892,578 - = 3,892,578 - 3,892,578
Deposits & other accounts 940,340,272 138,169,012 14,983,351 968,482,635 - 968,482,635
Net inter segment borrowing - 5,092,390 2,794,776 7,887,166 (7,887,166) -
Others 83,491,518 674,050 61,217 84,226,785 - 84,226,785
Total liabilities 1,155,539,207 20,812,534 21,206,979 1,197,558,720 (7,887,166) 1,189,671,554
Equity 163,666,337 - - 163,666,337 - 163,666,337
Total Equity & liabilities 1,309,105,544 20,812,634 21,206,979 1,351,125,057 (7,887,166) 1,343,237,891
Contingencies & Commitments 433,541,303 9,643,753 5,050,044 448,135,100 - 448,135,100

42.3 Transactions between reportable segments are based on an appropriate transfer pricing mechanism using agreed rates. Furthermore, segment assets and liabilities
include inter segment balances. Costs which are not allocated to segments are included in the Head office. Income taxes are managed at bank level and are not
allocated to operating segments.

42.4 No revenue from transactions with a single external customer or counterparty amounted to 10% or more of the Bank’s total revenue in 2018 or 2017.
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NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

2018 2017
(Rupees in *000)

44, CAPITAL ADEQUACY, LEVERAGE RATIO & LIQUIDITY REQUIREMENTS
441  Capital Adequacy
Minimum Capital Requirement (MCR):

Paid-up capital (net of losses) 11,850,600 11,850,600
Capital Adequacy Ratio (CAR):

Eligible Common Equity Tier 1 (CET 1) Capital 128,999,274 | | 129,130,051
Eligible Additional Tier 1 (ADT 1) Capital - -
Total Eligible Tier 1 Capital 128,999,274 129,130,061
Eligible Tier 2 Capital 16,987,978 18,097,291
Total Eligible Capital (Tier 1 + Tier 2) 145,987,252 147,227,342
Risk Weighted Assets (RWAs):

Credit Risk 637,480,582 633,997,455
Market Risk 54,814,473 144,786,487
Operational Risk 112,882,444 116,630,794
Total 805,177,499 895,414,736
Common Equity Tier 1 Capital Adequacy ratio 16.02% 14.42%
Tier 1 Capital Adequacy Ratio 16.02% 14.42%
Total Capital Adequacy Ratio 18.13% 16.44%

The SBP through its BSD Circular No. 07 dated April 15, 2009 has prescribed the minimum paid up capital (net of losses) for all locally incorporated banks of Rs. 10 billion. The paid up capital of the Bank
for the year ended December 31, 2018 stood at Rs. 11.851 billion and is in compliance with the SBP requirements. Further, under Basel Il instructions, banks are required to maintain minimum Capital
Adequacy Ratio (CAR) of 11.90% (including 1.90% capital conservation buffer), Common Equity Tier 1 (CET 1) ratio of 6.0% and Tier 1 ratio of 7.50% as at December 31, 2018. The Bank is fully compliant
with prescribed ratios.

Under the current capital adequacy regulations, credit risk and market risk exposures are measured using the Standardized Approach and operational risk is measured using the Basic Indicator Approach.
Credit risk mitigants are also applied against the Bank’s exposures based on eligible collateral under comprehensive approach.

44.2  Leverage Ratio (LR):

Eligible Tier-1 Capital 128,999,274 129,130,051
Total Exposures 1,820,404,530 1,683,406,323
Leverage Ratio 7.09% 7.67%

44.3 Liquidity Requirements
Liquidity Coverage Ratio (LCR):

Total High Quality Liquid Assets 609,585,939 608,139,885

Total Net Cash Outflow 341,044,576 313,260,304

Liquidity Coverage Ratio 178.74% 194.13%
Net Stable Funding Ratio (NSFR):

Total Available Stable Funding 895,570,558 814,278,652

Total Required Stable Funding 685,678,115 632,207,998

Net Stable Funding Ratio 130.61% 128.80%

The full disclosures on the Capital Adequacy, Leverage Ratio & Liquidity Requirements as per SBP instructions issued from time to time is available at:
https://www.mcb.com.pk/investor-relations/capital-adequacy-statements

45. RISK MANAGEMENT

Risk is an inherent part of banking business activities. The risk management framework and governance structure at MCB helps to mitigate and counter any foreseeable risk in its various lines of business.
Risk awareness forms an integral part of strategic and operational activities of risk management. Through its risk management policy the Bank sets the best course of action under uncertainty by identifying,
prioritizing, mitigating and monitoring risk issues, with the goal of enhancing shareholders’ value. Bank's risk management structure is based on the following five guiding principles:

. Optimizing risk/return in a controlled manner

] Establishing clear responsibility and accountability

. Establishing independent and properly resourced risk management function.
. Promoting open risk culture

. Adopting international best practices in risk management

Keeping in view dynamics of internal and external environment, the bank regularly reviews and updates policy manuals / frameworks and procedures in accordance with domestic regulatory environment
and international standards.

The Bank executes its risk strategy and undertakes controlled risk-taking activities within its risk management framework. The Board of Directors and its relevant committee, i.e. the Risk Management &
Portfolio Review Committee (RM&PRC), the senior management and its relevant committees, i.e. the Management Credit and Risk Committee (MC&RC), Asset Liability Committee (ALCO), etc., are
responsible to ensure formulation and implementation of comprehensive Risk Management Framework. This framework is based on prudent risk identification, measurement, management and monitoring
processes which are closely aligned with the activities of the bank. The framework combines core policies, procedures and process designs with broad oversight and is supported by an efficient monitoring
mechanism across the bank to ensure that risks are kept within an acceptable level.

The Bank ensures that not only the relevant risks are identified but their implications are also considered and basis provided for managing and measuring the risks. Through Internal Control units, the Bank
ensures that effective controls are in place to mitigate each of the identified risk.

Independent from business groups, Head of Risk Management reports functionally to the Risk Management & Portfolio Review Committee (RM&PRC) and administratively to the President; the RM&PRC
convenes regular meetings to evaluate bank’s risk and portfolio concentrations. The Risk Management Group performs the following critical functions:

. Risk Management Policy Formulation
. Credit Risk Management

. Credit Review

. Credit Risk Control

] Market Risk Management

. Liquidity Risk Management

. Operational Risk Management

. IT Risk Management

Keeping in view the international best practices and SBP requirements, Board of Directors of the Bank has approved a Risk Appetite Statement, which takes into account quantitative and qualitative risk
indicators, covering target ratios, credit, market, operational, liquidity and business risks.
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NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

45.1  Credit Risk
Credit risk arises from bank's dealings with individuals, corporate borrowers, financial institutions, sovereigns etc. The Bank is exposed to credit risk through its lending and investment activities.
Credit risk makes up the largest part of the Bank’s exposure and it stems from Bank's both on and off-balance sheet activities. Purpose of Credit Risk Management function is to identify, measure,
manage, monitor and mitigate credit risk. To manage adverse outcomes in terms of unfavorable scenarios, multiple control factors in the lending structure of the Bank provide additional comfort and
support. Such controls range from quality of eligible collateral, pre-disbursement safety measures to post disbursement monitoring.
The Bank has adopted Standardized Approach to measure Credit risk regulatory capital charge in compliance with Basel requirements. The approach mainly takes into account the assessment of
external credit rating agencies. In line with SBP guidelines on Internal Credit Risk Rating Systems, the Bank has developed rating systems and all its borrowers are internally rated. In order to further
enhance the credit risk analysis and the processes, Probability Default based internal credit risk rating (ICRR) system based on the statistical modeling and validation in line with Basel principles. The
revamped ICRR is currently focused on Corporate Commercial and Corporate Large customer categories. The Internal Credit Risk Rating Model for rating of SME Customers has also been
revamped to achieve more accurate results and to improve the quality of credit decisions.
In order to manage bank’s credit risk, following policies and procedures are in place:
e Individuals who take or manage risks clearly understand them in order to protect the Bank from avoidable risks;
e The approval of credit limits to counter parties are subject to pre-fact review;
® Extension in credit facility or material change to the credit facility is subject to credit review;
® Approval and review process is reviewed by RM&PRC and internal audit;
® Management periodically reviews the powers of credit approving and credit reviewing authorities.
Ongoing administration of the credit portfolio is an essential part of the credit process that supports and controls extension and maintenance of credit. The Bank’s Credit Risk Control is responsible
for performing following activities:
o Credit disbursement authorization
e Collateral coverage and monitoring
e Compliance of loan covenants/ terms of approval
e Maintenance/ custody of collateral and security documentation
e Credit Risk Limit Controls
Credit Risk Monitoring is based on a comprehensive reporting framework. Continuous monitoring of the credit portfolio and the risks attached thereto are carried out at different levels
including businesses, Audit & Risk Assets Review, Credit Risk Control, Credit Risk Management Division, etc.
To ensure a prudent distribution of asset portfolio, the Bank manages its lending and investment activities within an appropriate limits framework. Per party exposure limit is maintained in
accordance with SBP Prudential Regulations.
The Bank creates specific provision against Non-Performing Loans (NPLs) in accordance with the Prudential Regulations and other directives issued by the State Bank of Pakistan (SBP) and
charged to the profit and loss account. Provisions are held against identified as well as unidentified losses. Provisions against unidentified losses include general provision against consumer loans
and Small enterprise (SEs) made in accordance with the requirements of the Prudential Regulations issued by SBP and provision based on historical loss experience on advances. General
provisions pertaining to overseas advances are made in accordance with the requirements of the regulatory authorities of the respective countries. Please refer note No. 10.4 for reconciliation of
changes in specific and general provisions.
Management of Non Performing Loans
The Bank has a Assets Rehabilitation Group (ARG), which is responsible for management of non performing loans. ARG undertakes restructuring / rescheduling of problem loans, as well as
litigation of both civil and criminal cases for collection of debt.
Stress Testing
Credit Risk stress testing is a regular exercise. Bank's credit exposures including funded and non-funded facilities are subjected to stress tests. This exercise is conducted on a quarterly
basis through assigning shocks to all assets of the Bank and assessing its resulting affect on capital adequacy inline with SBP requirements.
45.1.1 Lendings to financial institutions
Credit risk by public / private sector
Gross lendings Non-performing lendings Provision held
2018 2017 2018 2017 2018 2017
(Rupees in "000)
Public/ Government 1,198,704 619,028 = - = -
Private 33,907,537 3,779,086 - - - -
35,106,241 4,398,114 - - - -
45.1.2 Investment in debt securities

Credit risk by industry sector

Gross investments Non-performing investments Provision held
2018 2017 2018 2017 2018 2017
(Rupees in *000)

Construction 29,964 29,964 29,964 29,964 29,964 29,964
Electricity, gas, steam and air conditioning supply 188,456 262,089 - - - -
Financials including government securities 721,780,711 617,963,142 118 118 118 118
Manufacture of cement 285,000 285,000 285,000 285,000 285,000 285,000
Manufacture of sugar 160,000 150,000 - - - -
Manufacture of textiles 53,531 125,737 53,5631 125,737 53,5631 125,737
Others 7,682 7,682 7,682 7,682 7,682 7,682
Telecommunications 114,747 116,550 114,747 116,550 114,747 116,550

722,610,091 618,940,164 491,042 565,051 491,042 565,051
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NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Credit risk by public / private sector Gross investments Non-performing investments Provision held
2018 2017 2018 2017 2018 2017
(Rupees in '000)
Public/ Government 712,839,136 610,815,658 - - - -
Private 9,770,955 8,124,506 491,042 565,051 491,042 565,051
722,610,091 618,940,164 491,042 565,051 491,042 565,051
45.1.3 Advances
Credit risk by industry sector
Gross advances Non-performing advances Provision held
2018 2017 2018 2017 2018 2017

(Rupees in *000)

Agriculture, forestry and fishing 7,863,709 10,706,376 798,008 657,181 763,426 522,573
Construction 21,144,096 16,711,731 343,453 373,510 339,991 349,240
Electricity, gas, steam and air conditioning supply 42,900,207 36,727,906 381,282 384,221 379,485 382,424
Electronics and electrical appliances 4,805,636 4,933,192 119,040 107,559 113,320 101,839
Financials 14,241,054 13,734,072 741,551 777,469 739,169 777,469
Footwear and Leather garments 3,406,115 3,565,927 179,687 200,531 179,292 200,113
Human health and social work activities 4,258,217 5,699,076 52,395 76,874 37,025 48,314
Individuals 38,641,227 33,381,699 4,310,937 4,116,200 4,002,049 3,935,588
Manufacture of basic metals and metal products 14,349,676 12,421,426 2,193,872 2,318,177 2,190,086 2,314,017
Manufacture of cement 12,850,003 6,419,049 392,862 392,862 392,862 392,862
Manufacture of chemicals and chemical and pharmaceutical products 38,954,379 40,420,717 376,631 335,998 366,010 316,468
Manufacture of coke and refined petroleum products 22,581,791 19,697,260 361,167 288,215 360,551 287,599
Manufacture of food & beverages products 53,415,267 50,163,111 3,233,140 3,498,986 3,169,855 3,467,137
Manufacture of machinery, equipment and transport Equipment 1,229,934 782,787 474,815 527,872 456,142 463,445
Manufacture of rubber and plastics products 4,793,034 2,434,304 711,653 49,119 428,762 46,298
Manufacture of sugar 34,643,259 31,193,807 2,488,424 2,527,266 1,843,056 2,446,248
Manufacture of textiles 74,543,561 75,740,466 13,854,193 13,845,711 13,210,706 13,612,889
Mining and quarrying 2,610,868 280,377 10,078 2,920 10,013 2,349
Manufacturing of Pulp, Paper, Paperboard 4,170,766 4,356,005 261,677 273,789 232,751 244,413
Ship Breaking 9,207,374 7,025,143 3,040,220 2,968,619 3,040,220 2,968,619
Services 10,241,030 13,265,580 1,135,283 1,688,028 1,030,585 1,608,513
Telecommunications 17,945,996 21,269,227 57,304 77,215 52,791 72,703
Transportation and storage 57,345,264 56,154,195 507,773 593,241 402,386 486,007
Wholesale and retail traders 45,042,652 42,461,339 12,116,637 11,732,252 7,448,877 8,691,481
Others 5,706,434 5,613,083 818,466 1,038,805 754,099 948,307

546,791,549 515,057,855 48,955,648 48,752,620 41,943,509 44,586,915
Credit risk by public / private sector Gross advances Non-performing advances Provision held

2018 2017 2018 2017 2018 2017
(Rupees in ’000)

Public/ Government 90,401,960 88,686,569 639,826 639,824 639,825 639,825
Private 456,389,589 426,371,286 48,315,722 48,112,796 41,303,684 43,947,090

546,791,549 515,057,855 48,955,648 48,752,620 41,943,509 44,586,915

45.1.4 Contingencies and Commitments

Credit risk by industry sector

2018 2017
(Rupees in *000)

Agriculture, forestry and fishing 458,978 1,108,523
Construction 34,419,245 18,487,483
Electricity, gas, steam and air conditioning supply 5,283,833 13,961,385
Electronics and electrical appliances 2,263,031 2,442,979
Financials 349,849,294 233,265,696
Footwear and Leather garments 142,180 658,192
Human health and social work activities 804,687 251,751
Individuals 8,758,774 11,913,597
Manufacture of basic metals and metal products 6,846,779 7,726,774
Manufacture of cement 1,951,187 6,509,373
Manufacture of chemicals and chemical and pharmaceutical products 19,050,871 12,874,902
Manufacture of coke and refined petroleum products 3,951,612 5,726,433
Manufacture of food & beverages products 13,378,114 15,172,508
Manufacture of machinery, equipment and transport Equipment 8,023,653 2,726,088
Manufacture of rubber and plastics products 1,391,038 1,574,827
Manufacture of sugar 4,105,751 3,298,893
Manufacture of textiles 16,797,412 16,813,049
Mining and quarrying 96,453 47,025
Manufacturing of Pulp, Paper, Paperboard 1,099,265 365,070
Ship Breaking 2,269,451 90,964
Services 61,195,351 53,176,154
Telecommunications 16,839,614 16,424,642
Transportation and storage 3,471,149 3,329,244
Wholesale and retail traders 13,525,999 17,678,531
Others 9,460,584 3,611,017

584,434,305 448,135,100
Credit risk by public / private sector
Public/ Government 146,299,566 82,756,282
Private 438,134,739 365,378,818

584,434,305 448,135,100
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45.1.5 Concentration of Advances
The bank top 10 exposures on the basis of total (funded and non-funded exposures) aggregated to Rs 233,522.506 million (2017: Rs. 205,291.895 million) are as following:
2018 2017
(Rupees in *000)
Funded 91,638,103 109,885,020
Non Funded 141,884,403 95,406,875
Total Exposure 233,522,506 205,291,895
The sanctioned limits against these top 10 exposures aggregated to Rs 281,681.726 million (2017: 267,059.555 million)
There is no provision against these top 10 exposures.
45.1.6 Advances - Province/Region-wis e Disbursement & Utilization
2018
Disbursements Utilization
. . . . KPK including . AJK including
Province/Region Punjab Sindh FATA Balochistan Islamabad Gilgit-Baltistan
(Rupees in *000)
Punjab 293,747,889 269,934,074 19,679,281 4,067,489 - 49,111 17,935
Sindh 180,248,076 10,961,509 150,699,678 3,187,372 12,250,912 3,148,604 =
KPK including FATA 4,320,762 = o 4,290,549 = 30,214 -
Balochistan 4,135,089 - - - 4,135,089 - -
Islamabad 41,780,825 856,373 = 2,363,815 = 38,443,096 117,542
AJK including Gilgit-Baltistan 460,785 - - - - - 460,783
Total 524,693,426 281,751,956 170,378,959 13,909,225 16,386,001 41,671,025 596,260
2017
Disbursements Utilization
. . . . KPK including . AJK including
Province/Region Punjab Sindh FATA Balochistan Islamabad Gilgit-Baltistan
(Rupees in '000)
Punjab 267,264,893 242,929,367 18,260,151 553,867 - 5,521,508 -
Sindh 167,376,511 11,760,862 147,188,001 1,444,499 6,757,105 221,390 4,654
KPK including FATA 4,857,245 83 1,842 4,855,320 - - -
Balochistan 1,554,017 - - - 1,664,017 - -
Islamabad 45,787,896 4,608,707 - 1,314,562 - 39,864,627 -
AJK including Gilgit-Baltistan 464,339 - - - - - 464,339
Total 487,304,901 259,299,019 165,449,994 8,168,248 8,311,122 45,607,525 468,993
45.2  Market Risk

Market Risk arises from changes in market rates such as Interest Rates, Foreign Exchange Rates, Equity Prices, credit spreads and/or commodity prices as well as their correlations and
volatilities resulting in a loss to earnings and capital. MCB is exposed to market risk primarily through its trading activities, which are centered in the Treasury and Foreign Exchange Group and
the Capital Market Division. Market risk also arises from market-making, facilitation of client business and proprietary positions in equities, fixed income and interest rate products and foreign
exchange, which exposes bank to interest rate risk, foreign exchange risk and equity price risk.

The Bank’s Market Risk Management structure consists of Risk Management & Portfolio Review Committee (RM&PRC) of the Board, Management Credit and Risk Committee, ALCO and
independent Market Risk Management Division reporting directly to Group Head Risk Management. Market Risk function works in close partnership with the business segments to identify and
monitor market risks throughout the Bank and to define market risk policies and procedures. Market Risk seeks to facilitate efficient risk/return management decisions, reduce volatility in
operating performance and provide transparency into the Bank’s market risk profile for senior management, the Board of Directors and regulators. Market risk authority, including both approval
of market risk limits and approval of market risks is vested in the ALCO.

In line with regulatory requirements, MCB has clearly defined, in its Risk Management policy, the positions which shall be subject to market risk. The definition covers the accounting
classifications as well as positions booked by different business groups under "Available for Sale" category. The assets subject to trading book treatment are frequently, mostly on daily basis,
valued and actively managed. The positions which does not fulfill the criteria of Trading book falls under the Banking Book and are treated as per SBP requirements.

The Bank measures and manages Market Risk by using different risk parameters with combinations of various limits. A specific Board approved Market Risk Limit Policy provides guidelines for
assuming controlled market risk, its monitoring and management. The approved Limits are compared with the numbers generated by the market risk management systems based on the
trading activity and the outstanding positions.

Besides conventional methods, the Bank also uses VaR (Value at Risk) technique for market risk assessment of positions assumed by its treasury and capital market groups. In-house based
solutions are used for calculating mark to market value of positions and generating VaR (value at risk) and sensitivity numbers. Thresholds for different positions are established to compare the
expected losses at a given confidence level and over a specified time horizon.

A framework of stress testing, scenario analysis and reverse stress tests covering both banking and trading books as per SBP guidelines is also in place. The results of the stress tests are
reviewed by senior management and also reported to the SBP.

The Bank is also exposed to interest rate risk both in trading and banking books. Risk parameters along with the marked to market values of government securities held by the Bank’s treasury
are generated on daily basis. The risk parameters include duration, PVBP, and VaR on individual security basis as well as on portfolio basis. These reports are presented to the senior
management for review on a daily basis.
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45.2.1 Balance sheet split by trading and banking books

2018 2017
Banking book Trading book Total Banking book Trading book Total
(Rupees in *000)
Cash and balances with treasury banks 103,174,597 = 103,174,597 106,072,084 - 106,072,084
Balances with other banks 11,878,975 - 11,878,975 4,679,275 - 4,679,275
Lendings to financial institutions 35,106,241 - 35,106,241 4,398,114 - 4,398,114
Investments 46,959,184 702,409,554 749,368,738 44,477,485 612,486,147 656,963,632
Advances 503,581,323 - 503,681,323 469,355,849 - 469,355,849
Fixed assets 41,069,761 = 41,069,761 39,169,606 - 39,169,606
Intangible assets 372,336 = 372,336 404,326 - 404,326
Other assets 53,578,090 = 53,578,090 62,295,005 - 62,295,005
795,720,507 702,409,554 1,498,130,061 730,751,744 612,486,147 1,343,237,891

45.2.2 Foreign Exchange Risk

Foreign exchange risk exposes the bank to changes in the values of current holdings and future cash flows denominated in currencies other than home currency due to the exchange rate fluctuation
and volatility. The types of instruments exposed to this risk include investments in foreign branches, foreign currency-denominated loans, foreign currency-denominated deposits, future cash flows in
foreign currencies arising from foreign exchange transactions, etc.

The core objective of foreign exchange risk management is to ensure the foreign exchange exposure of the Bank remain within defined risk appetite and insulate bank against undue losses that may
arise due to volatile movements in foreign exchange rates or interest rates.

Limit structure to manage Foreign exchange risk including Gap limits on different tenors in major currencies are in place to control risk. Bank’s net open position and Foreign exchange exposure limit
(FEEL) is monitored and reported on intra-day and day end basis. Foreign exchange risk parameters including VaR is generated and monitored on daily basis. Stress testing of foreign exchange portfolio
and its reporting to senior management and RM&PRC of the Board is a regular feature.

2018 2017
Foreign Foreign Currency Off-balance sheet Net foreign Foreign Currency Foreign Currency Off-balance sheet Net foreign
Currency . N currency T N currency
Liabilities items Assets Liabilities items
Assets exposure exposure
(Rupees in '000)
United States Dollar 28,040,303 52,379,053 24,320,327 (18,423) 36,607,981 41,601,091 2,552,361 (2,440,749)
Sri Lankan Rupees (364,982) = 171,106 (193,876) 20,799,971 20,812,634 4,081,628 4,069,065
Arad Emirates Dirham (116,907) - - (116,907) 16,056,539 15,944,630 24,048 135,957
Euro 628,921 5,213,276 4,485,718 (98,637) 1,290,660 5,828,424 4,493,576 (44,188)
Great Britain Pound Sterling 474,696 5,839,034 5,315,794 (48,544) 862,452 5,566,089 4,594,953 (108,684)
Japanese Yen (8,967) 17 8,824 (160) 6,419 95 (1,785) 4,539
Other currencies 52,851 = 25,692 78,543 108,727 - (131) 108,596
28,705,915 63,431,380 34,327,461 (398,004) 75,732,749 89,752,863 15,744,650 1,724,536
2018 2017
Banking book Trading book Banking book Trading book
(Rupees in '000)
Impact of 1% change in foreign exchange rates on
- Profit and loss account = 4,199 - 4,005

45.2.3 Equity position Risk

Bank’s proprietary positions in the equity instruments exposes it to the equity price risk in its trading and banking books. Equity price risk is managed by applying trading limit, scrip-wise and portfolio
wise nominal limits. VaR analysis and stress testing of the equity portfolio are also performed and reported to senior management on daily basis. The stress test for equity price risk assesses the impact
of the fall in the stock market index using certain assumptions. In addition to this Stress Testing, historical scenario analysis on Equities is also performed periodically as advised by the State Bank of
Pakistan through Guideline on Stress Testing.

2018 2017
AFS HFT AFS HFT

(Rupees in *000)

Impact of 5% change in equity prices on
- Profit and loss account 934

- - 1,187
- Other comprehensive income 854,324 - 985,046
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Derivative Risk

Most business clients have either interest rate exposures arising from debt financing or currency exposures arising out of commercial transactions from import and
export of goods. Businesses face the risk of sudden movements in interest rates or foreign exchange rates that may adversely affect their profitability. MCB Bank
provides solutions to this problem through its derivatives desk in major types of derivative instruments i.e.; forwards, futures, swaps and options. As an Authorized
Derivative Dealer (ADD), MCB is an active participant in Derivative market and has flexibility in providing a broad range of derivatives products covering both
hedging and market making to satisfy customers’ needs. As an ADD, the bank offers derivative products which are permitted under the Financial Derivative Business
Regulations (FDBR) or as permitted by the State Bank of Pakistan. Before executing Derivative transactions, the bank ensures that the clients understand the risk
and reward associated with the derivative being offered. Derivative transactions are executed with appropriate clients only.

Risk management activities take place at the following different levels.

Strategic Level:

By senior management Assets and Liabilities Management Committee (ALCO), Management Credit and Risk Committee (MC&RC) and the Board of Directors to
institute a risk management framework and to ensure provision of all resources and support required for effective risk management on Bank-wide basis. The
Board provides the overall limits/thresholds for derivatives business.

Macro Level

By Treasury and FX Group and Risk Management Group, responsible for policy formulation, procedure development and implementation, monitoring and reporting.

Micro Level:
Treasury Derivatives and Structured Product Desk where risks are actually created and Treasury Operations for settlements of the transactions.
Derivative Risk Management caters the following risks:-

Market Risk arises from changes in market rates such as Interest Rates, Foreign Exchange Rates, Equity Prices, credit spreads and/or commodity prices as well as
their correlations and volatilities resulting in a loss to earnings and capital. In line with SBP's regulatory guidelines, Bank hedges back-to-back all option transactions
with other financial institutions. Bank minimizes the exchange rate risk on its Cross Currency Swap Portfolio by hedging the exposure in interbank market. Bank also
manages interest rate risk on its Interest Rate Derivatives and Cross Currency Swaps through various sensitivity limits approved by ALCO. Marked to market
positions and sensitivity of the derivatives transactions are monitored on regular basis. All individual deals are approved at the appropriate level of authority after
analyzing the risk and benefits associated with the deals.

Credit risk is a probable risk of loss resulting from customer's inability to meet contractual obligation that may have adverse impact on Bank's profitability. Bank
manages the risk by setting policies and limits for counterparty based on a pre-defined criteria linked with financial health of the customer. The exposure of each
counterparty is monitored by Risk Management Function of the Bank on daily basis.

Considering small Derivative portfolio, bank is not exposed to any liquidity risk. However; Bank manages its liquidity risk through Bank's Liquidity Risk Policy which
is defined in relevant Liquidity Risk Section.

Bank has adequate system and controls for smooth execution of derivative transactions. Transactions are executed in line with well defined accounting and
operational aspects to mitigate the operational risk. Policies and control functions are regularly reviewed on periodic basis. The Bank uses a third party's Super
Derivative System which provides front end sales and structuring capabilities, end to end valuation solutions, risk management systems, back end processing and
provides analytical tools to measure various risk exposures and carry out sensitivity analysis.

The Bank uses a third party's Super Derivative System which provides front end sales and structuring capabilities, end to end valuation solutions, risk management
systems, back end processing and provides analytical tools to measure various risk exposures and carry out sensitivity analysis.

The goal of asset/liability management (ALM) is to properly manage the risk related to changes in interest rates, the mix of balance sheet assets and liabilities, the
holding of foreign currencies, and the use of derivatives. Due to thin liquidity in the derivative market, interest rate derivatives are not actively used to manage/alter
the interest rate risk profile of the bank.

Accounting policy has been disclosed in the note 5.
EVENTS AFTER THE REPORTING DATE

The Board of Directors in its meeting held on February 20, 2019 has announced a final cash dividend in respect of the year ended December 31, 2018 of Rs.4.00
per share (2017: Rs. 4.00 per share). These unconsolidated financial statements for the year ended December 31, 2018 do not include the effect of these appropria-
tions which will be accounted for subsequent to the year end.

The Government has announced 4% Super tax for the Tax year 2018 (accounting year ended December 31, 2017) after year end though not yet approved.These
unconsolidated financial statements for the year ended December 31, 2018 do not include the impact of Super tax announced for tax year 2018.

GENERAL
Figures have been rounded off to the nearest thousand of rupees unless otherwise stated.

Under BPRD circular No.2 dated January 25, 2018 'Revised Forms of Annual Financial Statements' comparative information has been reclassified,rearranged in these
unconsolidated financial statements for the purposes of better presentation. However, no significant reclassifications have been made in these unconsolidated
financial statements.

DATE OF AUTHORIZATION FOR ISSUE

These unconsolidated financial statements were authorized for issue by the Board of Directors of the Bank in their meeting held on February 20, 2019.

dusronn Aoy ot ! /\/V‘W 7/%/

Imran Magbool Hammad Khalid S. M. Muneer Muhammad Tariq Rafi Muhammad Ali Zeb
President/Chief Executive Chief Financial Officer Director Director Director
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