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and the journey continuesÉ
With more than two and a half million
microf inance relat ionships, a
comprehensive network of branches
across the rural and urban divides of
Pakistan, new banking products and

services and above all the happiness
and joy of all those individuals who
are living a better life because of our
promise of spreading prosperity, today
we believe we have been successful

in moving close to our destination.
But for us, it is not the end. In fact, it
is just the beginning. We still have to
go a long way till we fulfill our promise
of prosperity on all accounts.

11th Annual Report



Initialized in 2000, Khushhalibank was established as a part of the Government of Islamic Republic of Pakistan's
Poverty Reduction Strategy and its Microfinance Sector Development Program. With its headquarters in Islamabad,
Khushhalibank operates under the supervision of the State Bank of Pakistan and fifteen commercial banks as
shareholders.

Prologue



Starting its journey in 2000, Khushhalibank celebrated its tenth anniversary in August 2010. Poised to reduce poverty
and uplift the status of low-income populace by catalyzing the environment for microfinance banking in the country,
Khushhalibank has been successful in bringing a positive change in the lives of millions. These ten years have clearly
witnessed the unprecedented impact of micro loans and allied financial products and services in opening up new
opportunities for low-income households to access financial services for enhancing their incomes and securing a
better future for their families.

With over two and a half  million loans serviced  across Pakistan, Khushhalibank has truly fulfilled its promise of
ensuring Ôprosperity on all accountsÕ and is fully geared to continue with the same spirit in the years ahead.

A decade of prosperity
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To be a premier financial institution within the microfinance industry.

Vision



The development of microfinance sector in the country is simply unimaginable without appreciating the contribution
and spirit of individuals who exhibit courage against odds and make their dream of being financially independent a
reality, with their desire to rise and determination to achieve. It is also because of these creative and skilful individuals
that today the microfinance sector in Pakistan is witnessing growth.

Khushhalibank, endeavours to encourage such micro and small entrepreneurs of Pakistan through participation at
competitive forums and one such opportunity was the 7th CITI-PPAF Awards that took place in Islamabad. KhushhalibankÕs
clients won the highest number of awards during the contest.  Sajan a client of Mithi Branch was declared as the
regional winner of the Awards  from Sindh province. His loan officer Jhaman Das was also awarded a prize for his
efforts in reaching out to such enterprising entrepreneurs. On the regional level in runners up category, two more
clients of Khushhalibank, Kalsoom Bibi from Rawalpindi Branch and Muhammad Azeem from Gawadar Branch won
the prizes, and their loan officers Adeel Shehzad and Khadim Hussain were also awarded in recognition of their
efforts.

These encouraging steps make more people recognize the importance of microfinance and as a result they start
believing in themselves and take the initiative of bringing a positive change in their life by becoming financially
independent and economically stable through establishing small yet successful enterprises. A role model for their
communities.

Recognizing the spirit of entrepreneurship
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To strengthen the economic base of low-income populace across Pakistan by improving their accessibility to financial
services.

By supporting a diverse product suite with exemplary service and by deploying cost efficient next generation delivery
systems, we intend achieving our core objective of outreach and sustainability.

Mission



Khushhalibank is not just about providing micro-loans to individuals belonging to low-income segment of society.
ItÕs also not only about providing complete range of financial services to those who are unbanked.  ItÕs about a promise
of reforming lives; rebuilding communities and reshaping futures by collective yet focused efforts leading to a poverty
free and financially independent society.

The Business Revitalization Program is yet another step in the same direction. This program has been designed to
provide immediate assistance to businesses affected by terrorism, natural disaster or calamity.
Funded by the United States Agency for International Development, the Program provides grants to traders /business
owners to compensate for the loss of business. So far, grants have been disbursed to the traders of Bolton Market
who lost their businesses during the riots of December 28, 2009 in Karachi, and the people of Hunza Nagar District
who suffered damages by the devastating AttaÕabad lake landslide of January 4, 2010.

This is part of a commitment made by United States Agency for International Development and Khushhalibank to
revitalize businesses and restore livelihoods with the support of local communities and associations.

Restoring businesses, rebuilding lives
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Values
Empower

Excel

Ethics



Khushhalibank celebrated induction of 100th batch of trainee officers, coinciding with the BankÕs 10thÊanniversary.
Right from the outset, the Bank has pursued a transparent and merit based recruitment and selection policy. The
strategy has been to provide job opportunities to local quality graduates drawn from territories contiguous to our
branch operations and build a pool of ÒHome Grown TalentÓ. It is by virtue of this strategy that today from functional
leadership positions, through middle management and down to grass root level, the vast majority of employees are
home grown. They are attuned to microfinance business culture and have a better pulse of microfinance customer.
During the last 10 years, the Bank has grown in terms of clients and business, supported by a robust structure and
delivery platform. To keep up with these developments, it is essential to have a regular stream of staff at the entry
level to recoup the requirement emerging from growth and replacements.

Building a home grown pool of talent
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Corporate Information

Head Office
94 West, Fourth Floor, Jinnah Avenue, Blue Area, PO Box. 3111, Islamabad-Pakistan.
Tel: +92-51-111 092 092, Fax: +92-51-924 5120, web: www.khushhalibank.com.pk

Board of Directors

President
Muhammad Ghalib Nishtar

Directors
Zakir Mahmood
M. R. Mehkari
M. U. A. Usmani
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Tel: +92-21-111 111 500
Fax: +92-21-343 26031
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Auditors
A. F. Ferguson & Co.
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Tel: +92-51-287 0290-92
Fax: +92-51-287 0293
Web: www.ey.com/pk
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PresidentÕs Review
Background

Microfinance continues to evolve across the globe as a
major supplier of financial services to low income
households and has achieved a significant milestone of
reaching nearly 100 million clients over the last two
decades.

Simultaneously, with the passage of time the microfinance
Industry continues to move on a maturity curve gradually
making a transition from a donor driven development
oriented Intervention towards commercialization and
mainstreaming into the formal financial system. The
emergence of regulated microfinance banking Institutions
that are providing not just micro credit but a full range
of financial services is an important development. The
Institutional mechanisms need to be supervised by a
regulatory framework aligned with market mechanisms
that provide sustainable options for growth and
competition for the future.

PakistanÕs microfinance Industry has progressed well over
the past decade driven under a conducive policy
environment of the Government of Pakistan and the
regulatory & supervisory framework of the central bank
that encourages and supports commercial microfinance
while promoting private sector participation and
institutional diversity.

The State Bank of Pakistan Strategic Framework for
Sustainable Microfinance in Pakistan 2010-15 provides a
road map for the development of microfinance in the
country and promotes market based financial services
that meet the diverse needs of the poor and low income
segments with  a strategic focus on the following elements:

n Improving the quality of growth through  promoting
inclusive   financial  services  with  up  scaling  credit
operations.

n Promoting  innovation  to  achieve  rapid  scale  and
reduce operating costs.

n Promoting   organizational    development   through
effective governance and professional  management
at strategic, middle and operational levels.

n Improving    sector   discipline    through   consumer
protection policies, financial  literacy  programs  and
exploring options to bring non-regulated Micro Finance
Institutions under a minimum regulatory cover.

The Microfinance sector has reached a level of 2 million
borrowers but is over the past two years  witnessing a
slowdown in  micro credit growth while pursuing a more
balanced expansion in terms of depositors and Insurance
policy holders as an outcome of strategic changes
introduced by respective Institutions in response to evolving
regulatory environment.

Khushhalibank remains the largest player amongst the

microfinance banks in Pakistan.

The Institutional reforms undertaken at Khushhalibank
over the last three years or more have aligned the bank
well with the policy framework within the country.

The year in review witnessed a number of new Initiatives
that include acquisition of a core banking system,
diversification of funding to commercial sources &
commencement of deposit mobilization drive for retail
deposits a well as pursuing avenues for generation of fee
based services

However, a major challenge in the year was the floods of
August last year that affected our portfolio in our primary
business areas in south Punjab, Sindh and parts of KP.
This has had an impact on revenues and profitability as
compared to our plans but the impact has been mitigated
to a large extent by close coordination efforts with the
affected clients and rescheduling of portfolios during
2010.The overhang of the situation is expected to continue
into the next year.

Restructuring of our distribution network with closure of
branches in low potential areas and opening of new
branches in potential areas was pursued during the year
while focusing on strengthening our internal control
environment which reflected improvement in terms of
internal & external reviews.

Business performance Indicators

We recorded a profit before tax of PKR 188 million for
the year 2010 which is lower than last yearÕs of PKR 252
million primarily as a result of fall in non-core grant Income
from PKR 250 million to PKR 98 million.

The bank continues to pursue a sustainable growth strategy
with reliance on core business reducing grants/subsidies
and the overall sustainability indicators reflect improvement
from 99% last year to 105% in 2010.

The devastating floods of August 2010 affected a large
part of the branches and business in some of the most
potential areas of the country, and correspondingly
suppressed growth in portfolio and revenues. However,
a comprehensive risk mitigation mechanism is in place to
monitor and address the situation and was successful in
curtailing the impact to a large extent in 2010 and efforts
will continue in the next year as well.

The conversion of branches to full service banking continues
as per plan while simultaneously moving onto a new core
banking platform providing capability to develop new
products & services and pursue new business avenues.
This is supplemented by strengthening of our business
faculties resulting in upsurge in retail deposits that will
provide funding at competitive costs for future growth
and profitability.



Credit ratings

JCR-VIS Credit Rating Company Limited has upgraded
KhushhalibankÕs entity ratings for medium to long term
to ÒAÓ and short term to ÒA-1Ó.

Future outlook

While the market is expected to remain challenging in
the short to medium term the bank will continue to
progress on a sustained growth path. Key initiatives
planned in the next twelve months include the following:

1. Expanding access to commercial sources of funding
through whole sale and retail funds.

2. Completion of conversion of branches onto an 
Integrated banking application thus providing the 
capability to avail expanded opportunities for business
in terms of assets, liabilities and remittances.

3. Identification of low cost alternate delivery channel.

4. Completion of the process for strategic Investment 
from the private sector.

A well functioning governance structure, efficient
operations complete with robust internal controls and
the ability to maintain growth and sustainability will ensure
success for the future.

I wish to acknowledge the support of all stakeholders
that include our shareholders, regulator, management &
clients.

M. Ghalib Nishtar
President
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Outreach

Active Borrowers

Number of Savers

GLP

Amount of Savings

Financial Performance

Total Revenue

Operating Profit /(Loss)

Net Profit/(Loss)

Average ROA

Average ROE

Operational Self Sufficiency (OSS)

Financial Self Sufficiency (FSS)

Efficiency

Operating Expense/GLP

Personnel Expense/GLP

Productivity

Borrowers per Staff

Savers per Staff

Personnel Allocation Ratio

Risk

Portfolio at Risk > 30

Portfolio at Risk > 90

Number

Number

PKR

PKR

PKR

PKR

PKR

%

%

%

%

%

%

Number

Number

%

%

%

2010

325,523

205,962

3,722,152,797

1,000,328,625

1,471,489,809

69,654,034

188,138,462

0.8%

2.6%

105.0%

70.0%

28.0%

13.7%

150

95

35.3%

3.9%

0.9%

2009

329,421

74,995

3,630,204,658

190,032,590

1,318,331,158

(19,115,438)

252,004,780

-0.4%

-1.3%

98.6%

70.8%

29.3%

14.0%

165

37

32.3%

1.4%

0.7%

*2008

312,851

3,477

3,093,335,635

18,168,500

1,013,196,990

(329,628,857)

60,911,974

-4.9%

-17.9%

             75.5%

57.9%

31.6%

13.3%

156

2

33.1%

2.2%

1.1%

2007

283,965

-

2,652,915,785

-

813,828,031

(196,574,221)

156,306,062

-3.9%

-14.8%

80.5%

57.5%

31.9%

14.1%

152

-

39.9%

1.5%

0.7%

* This represents sum of two audited financial statements in 2008; i.e. for three months period ended on 31 March 2008 and nine months ended on 31 December 2008 as a consequence of reincorporation.

The comparative indicators for the past four years are as follows:

Indicator
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DirectorsÕ Report to the Shareholders: 2010
On behalf of the Board of Directors, I am pleased to
present the audited financial statements and AuditorsÕ
Report thereon, for the year ended December 31, 2010.

Corporate Reporting Framework

The Bank has adopted corporate governance practices
and the Directors are pleased to inform that:

1. The financial statements prepared by the management
of the Bank presents a true and fair view of the state
of  its  affairs,  operational  results, cash flows  and
changes in equity.

2. Proper books of accounts of the company have been
maintained.

3. Appropriate accounting policies have been consistently
applied in preparation of financial statements.

4. The company has followed international accounting
standards(as applicable in Pakistan) in the preparation
of accounts and there is no departure from the said
standards.

5. As a continuous process, efforts are made to effectively
implement  the  internal  control system. The issues
identified  during  the  review  process are rectified
through appropriate corrective actions thereby further
strengthening the internal control environment.

6. There  are no  doubts  about  the  BankÕs  ability  to
continue as a going concern.

7. The   Board   has   constituted   Audit    Committee
comprising of non - executive  members which has
defined  terms   of   reference.  Risk   Management
policy   framework   has  also   been  approved   by
the Board. The Board has met four times during
the year.

The AuditorsÕ Report is annexed to the financial statements.

CGAP Compliant Reporting

The Consultative Group to Assist the Poor (CGAP); a
consortium of international public and private  housed at
the ; has issued two guidelines to enhance transparent
reporting for microfinance institutions i.e. disclosure
guidelines for financial reporting and definitions of selected
financial terms, ratios and adjustments.

The Bank in its financial statements as at December 31,
2010, has complied with the above stated two sets of
guidelines. The CGAP disclosures and ratios are presented
in addition to the requirements of SBP BSD circular 11
dated December 30, 2003.

Performance Review

The Bank continues to maintain its position as a largest
microfinance bank in Pakistan.

The Bank posted a profit before tax of PKR 188m as
against profit of PKR 252m last year.

The decline in profits result as dependency on non-core
banking activities continues to fall and grant income has
reduced to PKR98m (2009: PKR 250m). Also; interest
income remained suppressed due to impact of non-
performing portfolio of flood affected branches. The Bank
has prudently enhanced the level of general provision
from 1.5% to 2% of the outstanding loan portfolio in
order to cater for any probable loan losses.

However; the Bank is pursuing a sustainable growth
strategy as approved by the Board of Directors reducing
dependence on grant and subsidies. Consequently; the
Operational Self Sufficiency (OSS) indicator together with
stable outreach target remained the key business objective
during the year. The BankÕs OSS (without taking into
account grants and cost subsidies) has improved to 105%
at the year end as operating profit increased to PKR90m
(2009: PKR1m).

In pursuance of the BankÕs strategy of generating low
cost funding for business growth and expansion; the Bank
has accelerated liability drive initially within forty full
service banking outlets which has helped to scale up its
deposit base to nearly PKR1b (2009: PKR 190m) at the
year end.

Conversely; the BankÕs advances portfolio was maintained
at PKR 3.62b (2009: PKR3.56b) as growth of portfolio
was curtailed due to devastation of floods in July 2010.

The results of operations under review are presented
below;

04

2010
Rupees

2009
Rupees

174,160,834
209,041,695

383,202,529

245,640,267
61,657,534

307,297,801

34,832,167

17,416,083

8,708,042

8,708,042

69,664,334

313,538,195

49,128,053

24,264,627

12,282,013

12,282,013

98,256,106

209,041,695



Pattern of Shareholding

The Pattern of shareholding of the Bank as at December 31, 2010 as required under section 236 of the Companies
Ordinance 1984 is as follows:
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Credit Ratings

JCR-VIS Credit Rating Company Limited has upgraded
KhushhalibankÕs entity ratings for medium to long term
to ÒAÓ and short term to ÒA-1Ó.

According to the JCR-VIS these rating reflect good credit
quality and adequate protection factors.

Earning Per Share

Basic earning per share has been disclosed under note
30 of the financial statements.

Capital Adequacy

As of December 31, 2010 the BankÕs capital adequacy
ratio (CAR) measure at 44% (2009:41%) as against the
mandatory requirement of 15% under the Prudential
Regulations (PR) for Microfinance Banks.

Auditors

The present auditors of the company A. F. Ferguson &
Co, Chartered Accountants retire and being eligible,

offered themselves for re-appointment in the forthcoming
Annual General Meeting. The Board of Directors on the
suggestion of the Audit Committee recommends A. F.
Ferguson & Co, Chartered Accountants for the
appointment of next term.

Appreciation and Acknowledgement

On behalf of the Board of the Bank, I would like to express
my sincere appreciation to the State Bank of Pakistan for
their guidance and support; to the shareholders and
customers for their patronage; and to the employees for
their commitment.

Chairman
March 4, 2011



AuditorsÕ Report to the Members

We have audited the annexed balance sheet of Khushhali Bank Limited (the Bank) as at December 31, 2010 and the
related profit and loss account, cash flow statement and statement of changes in equity together with the notes
forming part thereof, for the year then ended and we state that we have obtained all the information and explanations
which, to the best of our knowledge and belief, were necessary for the proposes of our audit.

It is the responsibility of the BankÕs management to establish and maintain a system of internal control, and prepare
and present the above said statements in conformity with the approved accounting standards and the requirements
of the Microfinance Institutions Ordinance, 2001 and the Companies Ordinance, 1984. Our responsibility is to express
an opinion on these statements based on our audit.

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

a) in our opinion, proper books of accounts have been kept by the Bank as required by the Companies Ordinance,
1984;

b) in our opinion:

i) the balance sheet and  profit  and  loss  account  together with the notes thereon have been drawn up in
conformity with the Microfinance Institutions  Ordinance,  2001 and Companies Ordinance, 1984 and are
in agreement with the books of accounts and are further in accordance with accounting policies consistently
applied;

ii) the expenditure incurred during the year was for the propose of the BankÕs business; and

iii) the business conducted, investments made and the expenditure incurred during the year were in accordance
with the objects of the Bank;

c) in our   opinion  and  to the best  of   our information   and  according  to  the   explanations  given to us,  the
balance sheet, profit and loss account, cash flow statement and statement of changes  in equity together with
the notes forming part thereof conform with approved accounting standards as applicable in Pakistan, and, give
the information required by the Microfinance Institutions Ordinance, 2001 and Companies Ordinance 1984, in
the manner  so required   and  respectively  give   a  true  and  fair  view of  the state of the BankÕs affairs as at
December 31, 2010 and of the profit, its cash flows and changes in equity for the year then ended; and

d) in our opinion, no Zakat was deductible at source under the Zakat and Ushr Ordinance 1980 (xvii of 1980).

Islamabad:
March 04, 2011

A. F.  Ferguson & Co.
Chartered Accountants

Name of the audit engagement partner: Kalimuddin Ghauri
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PRESIDENT CHAIRMAN DIRECTOR DIRECTOR

Balance Sheet as at December 31, 2010

Note 2010
Rupees

2009
Rupees
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Profit and Loss Account for the year ended December 31, 2010

PRESIDENT CHAIRMAN DIRECTOR DIRECTOR

Mark-up/ return/ interest earned 
Mark-up/ return/ interest expensed

Net mark-up/ interest income

Provision against non-performing loans,
advances and other assets
Bad debts written off directly

Net mark-up/ interest income after provisions

NON MARK-UP/ NON INTEREST INCOME
Fee, commission and brokerage income
Other income
Total non mark-up/ non interest income

NON MARK-UP/ NON INTEREST EXPENSES
Administrative expenses
Other charges
Total non-mark-up/ non interest expense

PROFIT BEFORE TAXATION
Taxation - Current

PROFIT AFTER TAXATION
Unappropriated profit brought forward

Profit available for appropriation

APPROPRIATIONS:

Transfer to:

   Statutory Reserve

Microfinance Social Development Fund

Depositors' Protection Fund

Risk Mitigation Fund

UNAPPROPRIATED PROFIT CARRIED FORWARD

EARNINGS PER SHARE

The annexed notes from 1 to 39 form an integral part of these financial statements.

20 
21

10.5,12
10.6

22
23

24
25

26.2

5.11

5.15

5.15

5.15

30

Note

1,082,724,962
256,875,073

825,849,889

96,240,514
-

96,240,514

729,609,375

190,177,731
316,548,683
 506,726,414

1,236,335,789

979,051,054
5,279,955

984,331,009

252,004,780
6,364,513

245,640,267
61,657,534

307,297,801

49,128,053

24,564,027

12,282,013

12,282,013

 98,256,106

 209,041,695

1.44

2009
Rupees

1,221,037,366
260,551,582

960,485,784

113,064,596
 -

113,064,596

847,421,188

 176,725,475
192,211,396
368,936,871

1,216,358,059

1,024,433,828
3,785,769

1,028,219,597

188,138,462
13,977,628

174,160,834
209,041,695

383,202,529

34,832,167

17,416,083

8,708,042

8,708,042

 69,664,334

313,538,195

1.02

2010
Rupees
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252,004,780

66,533,313
(17,952,685)

516,999
95,280,967

(312,667)
(20,661,163)

(258,233,601)
(35,651,257)

263,108,534
959,547

26,215,725
119,803,712

371,808,492

(399,459,544)
(638,291,681)
(209,988,887)

(1,247,740,112)

171,864,090
(15,029,265)

(1,090,905,287)
(719,096,795)

264,686,431
(2,485,819)

(268,556,077)
(24,122,909)

(749,575,169)

(1,636,593,100)
1,856,099,600

(97,903,636)
23,940,181

145,543,045

(106,072,360)
(363,729,480)

-
28,070,416

 
(441,731,424)

(1,045,763,548)

1,610,786,855

565,023,307

188,138,462

67,604,939
(6,463,085)
7,784,612

 112,205,012
  -

(20,180,369)
(194,489,341)

  (1,450,974)
265,266,890

859,584
26,676,167

257,813,435

 445,951,897

 (412,462,240)
(177,667,881)
232,096,947
(358,033,174)

810,296,035
 (52,110,554)
400,152,307
846,104,204

 216,794,085
2,627,872

(254,108,505)
(25,675,439)

785,742,217

(1,484,696,300)
1,198,354,800

(52,085,563)
21,620,743

(316,806,320)

67,363,356
 (363,729,480)

2,750,000
4,183,230

 
(289,432,894)

179,503,003

 565,023,307

744,526,310

Profit before taxation
Adjustments for:

Depreciation and amortization
Amortization of deferred grant
Amortization of premium on investments held to maturity
Provision against non-performing advances
Gain on sale of investments
Gain on sale of operating fixed assets
Interest on investments and deposit accounts
Grant income
Financial charges
Provision against other assets
Provision for gratuity

(Increase)/decrease in operating assets
Lending to financial institutions
Advances
Other assets (excluding advance taxation)

Increase/(decrease) in operating liabilities
Deposits and other accounts
Other liabilities

Cash flow from operations

Interest received
Income taxes paid
Financial charges paid
Gratuity paid

Net cash flow from operating activities

CASH FLOW FROM INVESTING ACTIVITIES

Investments made during the year
Investments encashed during the year
Purchase of operating fixed assets
Sale proceeds against fixed assets
Net cash flow from investing activities

CASH FLOW FROM FINANCING ACTIVITIES

Borrowings from financial institutions
Repayment of Government of Pakistan Loan
Grant from SBI SA Micro Savings
Grant from United State Agency for International Development (USAID)

 
Net cash used in financing activities

Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year                                 27

The annexed notes from 1 to 39 form an integral part of these financial statements.

2010
Rupees

2009
Rupees

CASH FLOW FROM OPERATING ACTIVITIES

Note

Cash Flow Statement for the year ended December 31, 2010

PRESIDENT CHAIRMAN DIRECTOR DIRECTOR
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Notes to the Financial Statements for the year ended December 31, 2010

1. STATUS AND NATURE OF BUSINESS

Khushhali Bank (KB) came into existence with the promulgation of the Khushhali Bank Ordinance, 2000 as a
corporate body with limited liability on August 4, 2000. It commenced its business with the issuance of license
by the State Bank of Pakistan (SBP) on August 11, 2000. KB was established to mobilize funds for providing
microfinance services to poor persons, particularly poor women for mitigating poverty and promoting social welfare
and economic justice through community building and social mobilization with the ultimate objective of poverty
alleviation.

In year 2008, the Government of Pakistan (GoP) signed Improving Access to Financial Service Program (IAFSP)
with Asian Development Bank. In pursuance of the requirements of IAFSP, all microfinance institutions in Pakistan
including KB need to operate under Microfinance Institutions Ordinance, 2001.

Consequently, SBP prepared a conversion structure for KB which was agreed by the Ministry of Finance GoP. SBP
vide its letter dated November 15, 2007 advised KB to proceed with conversion process which primarily required
KBÕs registration with the Securities and Exchange Commission of Pakistan (SECP). Accordingly, an application
for incorporation of Khushhali Bank Limited (the Bank) was submitted to SECP on February 15, 2008. Subsequently
SECP on February 28, 2008 issued Certificate of Incorporation of the Bank under the Companies Ordinance, 1984.

SBP vide its letter dated March 18, 2008, under section 47 of the Khushhali Bank Ordinance, 2000 sanctioned a
scheme for transfer of assets, liabilities and undertakings of KB into the Bank with effect from April 1, 2008, a
microfinance institution licensed under Microfinance Institutions Ordinance, 2001.

In accordance with the scheme of conversion all assets and liabilities of KB were transferred to the Bank at their
respective book values based on the audited accounts of KB as of March 31, 2008. Accordingly, the first financial
statements of the Bank were prepared for nine months period ended on December 31, 2008.

The BankÕs registered office and principal place of business is situated at 94-West Jinnah Avenue, Blue Area,
Islamabad. The Bank has 109 branches in operation as at December 31, 2010 (December 31, 2009: 107 branches)
and is licensed to operate nationwide.

2. BASIS OF PRESENTATION

These financial statements have been presented in accordance with the requirements of format prescribed by the
SBP Banking Supervision Department (BSD) Circular number 11 dated December 30, 2003. Additional disclosures
have been presented in compliance with Microfinance Consensus Guidelines issued by Consultative Group to
Assist the Poor (CGAP) July, 2003.

3. STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with the approved accounting standards as applicable
in Pakistan, requirements of the Companies Ordinance, 1984 and Microfinance Institutions Ordinance, 2001.
Approved accounting standards comprise of such International Financial Reporting Standards (IFRSs) issued by
the International Accounting Standard Board (IASB) as are notified under the Companies Ordinance, 1984,
provisions of and directives issued under the Companies Ordinance, 1984, and Microfinance Institutions Ordinance,
2001 or directives issued by SECP and the SBP.

SBP has clarified that International Accounting Standard 39, ÒFinancial Instruments: Recognition and MeasurementÓ
and International Accounting Standard 40, ÒInvestment Property" are not applicable to the Bank. Accordingly,
the requirements of these Standards have not been considered in the preparation of these financial statements.

3.1 Standards, amendments and interpretations effective in 2010 but not relevant

The following standards, amendments and interpretations to published standards are mandatory for accounting
periods beginning on or after January 1, 2010 but they are not relevant to the Bank's operations.

IFRS 1
IFRS 2
IFRS 3
IFRS 4

First-time adoption of International Financial Reporting Standards
Share-based payment
Business combinations
Insurance contracts

11



Changes in existing decommissioning, restoration and similar liabilities
Members' shares in co-operative entities and similar instruments
Rights to interest arising from decommissioning, restoration and environmental rehabilitation funds
Liabilities arising from participating in a specific market-waste electrical and electronic equipment
Applying restatement approach under IAS 29 Financial reporting in hyperinflationary economies
Reassessment of embedded derivatives
Interim financial reporting and impairment
Service concession arrangements
Customer loyalty programmes
Agreements for the construction of real estate
Hedges of a net investment in a foreign operation
Distribution of non-cash assets to owners
Transfer of assets from customers

IFRIC 1
IFRIC 2
IFRIC 5
IFRIC 6
IFRIC 7
IFRIC 9
IFRIC 10
IFRIC 12
IFRIC 13
IFRIC 15
IFRIC 16
IFRIC 17
IFRIC 18

3.2 Standards, amendments and interpretations to existing standards that are not yet effective and 
have not been early adopted by the bank

Certain minor amendments in following International Accounting Standards (IASs) have been introduced through
IASB's annual improvements published in May 2010.

IFRS 7

IFRS 7

IFRS 9

IAS 1

Effective for periods beginning on or after

January 1, 2011

July 1, 2010

January 1, 2013

January 1, 2011

Financial instruments: Disclosures - Amendments resulting
from May 2010 annual improvements to IFRSs
Financial instruments: Disclosures - Amendments
enhancing disclosures about transfers of financial assets
Financial Instruments Ð Classification and measurement
of financial instruments
Presentation of financial statements - Amendments
resulting from April 2009 annual improvements to IFRSs

IAS 12

IAS 24

IFRIC 14

January 1, 2012

January 1, 2011

January 1, 2011

Income taxes - Limited scope amendment (recovery of
underlying assets)
Related party disclosures Ð Revised definition of related
parties
IAS 19-The limit on a defined benefit asset, minimum
funding requirements and their interaction - November
2009 Amendments with respect to voluntary prepaid
contributions

Non-current assets held for sale and discontinued operations
Exploration for and evaluation of mineral resources
Operating segments
Construction contracts
Borrowing costs
Consolidated and separate financial statements
Investments in associates
Financial reporting in hyperinflationary environments
Interest in joint ventures
Interim financial reporting
Agriculture

IFRS 5
IFRS 6
IFRS 8
IAS 11
IAS 23
IAS 27
IAS 28
IAS 29
IAS 31
IAS 34
IAS 41

3.3 Amendments and interpretations to existing standards which are not yet effective and not relevant 
to the bank's operations

Certain amendments were made in the following International Accounting Standards (IASs) through IASBÕs 
annual improvements published in May 2010.

IFRS 1

IFRS 1

First-time adoption of International Financial Reporting
Standards - Limited Exemption from Comparative IFRS 7
Disclosures for First-time Adopters
First-time adoption of International Financial Reporting
Standards - Amendments resulting from May 2010 Annual
Improvements to IFRSs

Effective for periods beginning on or after

July 1, 2010

January 1, 2011
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4. BASIS OF MEASUREMENT

These financial statements have been prepared under the historical cost convention as modified for obligations
under employee retirement benefits, which are measured at present value and investments available for sale,
which are measured at mark-to-market basis.

The preparation of financial statements in conformity with approved accounting standards, as applicable in
Pakistan, requires the use of certain accounting estimates and judgments in application of accounting policies.
The area involving a high degree of judgment or complexity, or areas where assumptions and estimates are
significant to the financial statements, are disclosed in note 5.25.

5.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

5.1 Cash and cash equivalents

Cash and cash equivalents comprise of cash in hand, balances with treasury banks, balances with other banks
and call money lending.

5.2  Sale and repurchase agreements

Securities sold under repurchase agreement (repo) are retained in the financial statements as investments and a
liability for consideration received is included in borrowings. Conversely, consideration for securities purchased
under resale agreement (reverse repo) is included in lending to financial institutions. The difference between,
sale and repurchase, purchase and resale price is treated as mark-up / return expensed and earned, as the case
may be. Repo and reverse repo balances are reflected under borrowings from and lending to financial institutions
respectively.

5.3  Investments

All purchases and sale of investments are recognized using settlement date accounting. Settlement date is the
date on which investments are delivered to or by the Bank. All investments are derecognized when the right to
receive economic benefits from the investments has expired or has been transferred and the Bank has transferred
substantially all the risks and rewards of ownership.

Investments are classified as follows:

Held for trading investments

These represent securities acquired with the intention to trade by taking advantage of short-term market/ interest
rate movements. These are measured at mark-to-market and surplus/ deficit arising on revaluation of Ôheld for
tradingÕ investments is taken to profit and loss account.

IFRS 1

IFRS 1

IFRS 3

IAS 27

IAS 32

IAS 34

IFRIC 13

IFRIC 19

First-time adoption of International Financial Reporting
Standards - Replacement of 'fixed dates' for certain
exceptions with 'the date of transition to IFRSs'
First-time adoption of International Financial Reporting
Standards - Additional exemption for entities ceasing to
suffer from severe hyperinflation
Business combinations - Amendments resulting from May
2010 Annual Improvements to IFRSs
Consolidated and separate financial statements -
Amendments resulting from May 2010 Annual
Improvements to IFRSs
Financial instruments: Presentation - Amendments relating
to classification of rights issues
Interim financial reporting - Amendments resulting from
May 2010 Annual Improvements to IFRSs
Customer loyalty programmes - Amendments resulting
from May 2010 Annual Improvements to IFRSs
Extinguishing Financial Liabilities with Equity Instruments

Effective for periods beginning on or after

July 1, 2010

July 1, 2010

July 1, 2010

July 1, 2010

February 1, 2010

January 1, 2011

January 1, 2011

July 1, 2010
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Premium or discount on acquisition of held to maturity investments are amortized through profit and loss account
over the remaining period, using the effective interest rate method.

5.4   Advances

Advances are stated net of provisions for non-performing advances. Advances that are overdue for 30 days or
more are classified as non-performing and divided into following categories:

a) Other Assets Especially Mentioned
These are advances in arrears for 30 days or more but less than 60 days.

b) Substandard
These are advances in arrears for 60 days or more but less than 90 days.

c) Doubtful
These are advances in arrears for 90 days or more but less than 180 days.

d) Loss
These are advances in arrears for 180 days or more.

In addition the Bank maintains a Watch List of all accounts delinquent by 5- 29 days. However, such accounts
are not treated as non-performing for the purpose of classification / provisioning.

In accordance with the Prudential Regulations (the Regulations) for Microfinance Banks issued by SBP, the Bank
maintains specific provision for potential loan losses for all non-performing advances as follows:

OAEM: Nil
Substandard: 25% of outstanding principal net of cash collaterals and gold (ornaments and bullion) 

realizable without to a Court of Law
Doubtful: 50% of outstanding principal net of cash collaterals and gold (ornaments and bullion) 

realizable without to a Court of Law
Loss: 100% of outstanding principal net of cash collaterals and gold (ornaments and bullion)
   realizable without to a Court of Law

In addition, minimum 1.5% general provision required under the Regulations is calculated on outstanding
advances net of specific provision.

General and specific provisions are charged to the profit and loss account.

Available for sale investments

Investments which may be sold in response to need for liquidity or changes in interest rates, exchange rates or
equity prices are classified as available for sale. Available for sale investments are initially recognized at cost and
subsequently measured at mark-to-market basis.

The surplus/ (deficit) arising on revaluation of available for sale investments is kept in ÒSurplus/ (deficit) on
revaluation of assetsÓ and is shown in the balance sheet below equity. The surplus / (deficit) arising on these
investments is taken to the profit and loss account, when actually realized upon disposal.

On reclassification of an investment from the available for sale category, the investment is reclassified at its fair
value on the date of reclassification. This fair value becomes its new cost or amortised cost, as applicable. For
investments with fixed maturity, any gain or loss previously recognised in ÒSurplus/ (deficit) on revaluation of
assetsÓ is amortized to profit or loss over the remaining life of the investment using the effective interest method
and if the investment does not have a fixed maturity, the gain or loss previously recognized in ÒSurplus/ (deficit)
on revaluation of assetsÓ is recognized in profit and loss when the investment is sold or disposed off.

Held to maturity investments

Investments with fixed maturity, where management has both the intent and the ability to hold till maturity,
are classified as held to maturity. Subsequent to initial recognition at cost, these investments are measured at
amortized cost, less provision for impairment in value, if any. Amortized cost is calculated taking into account
effective interest rate method. Profit on held to maturity investments is recognized on a time proportion basis
taking into account the effective yield on the investments.
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In accordance with the Regulations, non-performing advances are written-off one month after the loan is
categorized as Loss. However, the Bank continues its efforts for recovery of the written-off balances.

Under exceptional circumstances management reschedules repayment terms for clients who have suffered
catastrophic events and who appear willing and able to fully repay their loans. The classification made as per
the State Bank of PakistanÕs prudential regulation is not changed due to such rescheduling. The accrued markup
till the date of rescheduling is received prior to such rescheduling.

5.5 Operating fixed assets

Property and equipment

Property and equipment are stated at cost less accumulated depreciation and accumulated impairment losses,
if any. Cost  includes  expenditure that is directly  attributable  to  the  acquisition of the asset and the costs of
dismantling and removing the items and restoring the site on which they are located, if any.

Depreciation is charged on the straight line basis at rates specified in note 11.1 to the financial statements, so
as to write off the cost of assets over their estimated useful lives. Depreciation is charged on additions and
deletions based on number of months the assets are available for use.

Subsequent costs are included in the assets carrying amount 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. Carrying
amount of the replaced part is derecognized. All other repair and maintenance are charged to income during
the period.

Gain and losses on disposal of an item of property and equipment are determined by comparing the proceeds
from disposal with the carrying amounts of fixed asset and are recognized within "other income" in the profit
and loss account.

Intangible assets

An intangible asset is recognized if it is probable that the future economic benefits that are attributable to the
asset will flow to the enterprise and that the cost of such asset can also be measured reliably. These are stated
at cost less accumulated amortization and impairment losses, if any.

Intangible assets comprise of computer software and related applications. Intangible assets are amortized over
their estimated useful lives at rate specified in note 11.2.1 to the financial statements. Subsequent expenditure
is capitalized only when it increases the future economic benefit embodied in the specific asset to which it
relates. All other expenditure is recognized in profit and loss account as incurred.

5.6 Impairment

The carrying amounts of the BanksÕ non-financial assets are reviewed at each reporting date to determine
whether there is any indication of impairment. If any such indication exists then the assetÕs recoverable amount
is estimated.

An impairment loss is recognized if the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. A cash-generating unit is the smallest identifiable asset group that generates cash flows
that largely are independent from other assets and groups. Impairment losses are recognized in profit or loss
account. Impairment losses recognized in respect of cash-generating units are allocated first to reduce the
carrying amount of any goodwill allocated to the units and then to reduce the carrying amount of the other
assets in the unit (group of units) on a pro rata basis.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value
less costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset.

5.7 Deposits

Deposits are initially recorded at the amount of proceeds received. Mark-up accrued on deposits, if any is
recognised separately as part of other liabilities, and is charged to the profit and loss account over the period.

5.8 Taxation

Current

Current tax is the tax payable on the taxable income for the year, using tax rates enacted or substantively 
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enacted at the reporting date, taking into account tax credits, rebates and tax losses, if any, and any adjustment
to tax payable in respect of previous years.

   Deferred

Deferred tax is accounted for on all major taxable temporary differences between the carrying amounts of assets
for financial reporting purposes and their taxation base. A deferred tax asset is recognized only to the extent
that it is probable that future taxable profits will be available against which the asset can be utilized. Deferred
tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be realized.
At each balance sheet date, the Bank reassesses the carrying and the unrecognized amount of deferred tax
assets.

Deferred tax assets and liabilities are calculated at the rate that are expected to apply to the period when the
asset is realised or the liability is settled, based on the tax rates (and tax laws) that have been enacted or
substantively enacted by the balance sheet date.

Deferred tax, on revaluation of investments, if any, is recognized as an adjustment to surplus/ (deficit) arising
on such revaluation.

5.9 Employee benefits

Salaries, wages and benefits are accrued in the period in which the associated services are rendered by employees
of the Bank. The accounting policy for post retirement benefit- gratuity is described below:

Post retirement benefit

The Bank operates an approved gratuity scheme for all eligible employees completing the minimum qualifying
period of service as specified by the employee rules. Provision is made annually to cover obligations under the
scheme in accordance with the actuarial recommendations. Relevant details are given in note 15.1 to the financial
statements.

Actuarial gain and losses in excess of ten percent (10%) of the present value of the defined benefit obligation
are recognized over the expected average future working lives of the employees participating in the scheme.

The amount recognized in the balance sheet date represents the present value of the defined benefit obligation
adjusted for unrecognized actuarial gains and losses.

5.10 Mark-up bearing borrowings

Mark-up bearing borrowings are recognized initially at cost being the fair value of consideration received, less
attributable transaction costs. Subsequent to initial recognition mark-up bearing borrowings are stated at original
cost less subsequent repayments.

5.11 Statutory reserve

In compliance with the Regulations, the Bank is required to maintain a statutory reserve to which an appropriation
equivalent to 20% of the profit after tax is made till such time the reserve fund equals the paid up capital of
the Bank. However, thereafter, the contribution is reduced to 5% of the profit after tax.

5.12 Capital reserve

Pursuant to the Scheme of conversion, as fully explained in note 1 to the financial statements, the unappropriated
profit of KB has been treated as Capital reserve of the Bank.

5.13 Cash reserve and liquidity

In compliance with the regulations, the Bank maintains a cash reserve equivalent to not less than 5% of its time
and demand liabilities in a current account opened with the State Bank of Pakistan. In addition to the cash
reserve it also maintains liquidity equivalent to at least 10% of its time and demand liabilities in the form of
liquid assets i.e. cash, gold and unencumbered approved securities.

5.14 Reserve for contingencies

Reserve for contingencies was created for risk assets comprising advances, as a matter of prudence and to
comply with the additional requirements of Asian Development Bank (ADB) for the first five years of KB operations
which were completed on February 6, 2006.
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5.15 Contributions

In compliance with the Regulations, the Bank contributes towards the following funds held by SBP;

Microfinance Social Development Fund:              10% of profit after tax
DepositorÕs Protection Fund:              5% of profit after tax

In addition to above the Bank also contributes 5% of its profit after tax to Risk Mitigation Fund being maintained
with SBP in pursuance of the requirements of the Sub-Loan agreement with SBP.

5.16 Grants

Grants that compensate the Bank for expenses incurred are recognised in the profit and loss account as other
operating income on a systematic basis in the same periods in which the expenses are incurred.

Grants that compensate the Bank for the cost of an asset are recognized in the profit and loss account as other
operating income on a systematic basis over the useful life of the asset.

The grant related to an asset is recognised in the balance sheet initially as deferred income when there is
reasonable assurance that it will be received and that the Bank will comply with the conditions attached to it.

5.17 Revenue recognition

Mark-up/ return on advances is recognized on accrual/ time proportion basis, except for income, if any, which
warrants suspension in compliance with the Regulations. Mark-up recoverable on non-performing advances is
recognized on a receipt basis in accordance with the requirements of the Regulations. Loan processing fee is
recognized as income on the approval of loan application of borrowers.

Mark-up/ return on investments is recognised on time proportion basis using effective interest method. Where
debt securities are purchased at premium or discount, those premiums/ discounts are amortised through the
profit and loss account over the remaining period of maturity.

Income from interbank deposits in saving accounts is recognized in the profit and loss account as it accrues
using the effective interest method.

Gains and losses on sale of investments are included in profit and loss account currently.

Gains and losses on sale of operating fixed assets are recognised in the profit and loss account.

5.18 Borrowing costs

Mark up, interest and other charges on borrowings are charged to income in the period in which they are
incurred.

5.19 Operating leases

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

5.20 Financial instruments

Financial assets and liabilities are recognized when the Bank becomes a party to the contractual provisions of
the instrument. These are derecognized when the Bank ceases to be the party to the contractual provisions of
the instrument.

All financial assets and liabilities are initially measured at cost which is the fair value of the consideration given
and received respectively. These financial assets and liabilities are subsequently measured at fair value, amortised
cost or cost, as the case may be.

Financial assets

Financial assets are cash and balances with SBP and NBP, balances with other banks, lending to financial
institutions, investments, advances and other receivables. Advances are stated at their nominal value as reduced
by appropriate provisions against non-performing advances, while other financial assets excluding investments
are stated at cost. Investments classified as available for sale are valued at mark-to-market basis and investments
classified as held to maturity are stated at amortized cost.
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Financial liabilities

Financial liabilities are classified according to the substance of the contractual arrangement entered into. Financial
liabilities include borrowings and other liabilities which are stated at their nominal value. Financial charges are
accounted for on accrual basis.

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

5.21 Impairment Ð Financial Assets

A financial asset is considered to be impaired if objective evidence indicates that one or more events have had
a negative effect on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the difference
between its carrying amount, and the present value of the estimated future cash flows discounted at the original
effective interest rate.

Individually significant financial assets are tested for impairment on an individual basis. The remaining financial
assets are assessed collectively in groups that share similar credit risk characteristics. All impairment losses are
recognized in profit or loss.

An impairment loss is reversed if the reversal can be related objectively to an event occurring after the impairment
loss was recognized. For financial assets measured at amortized cost and the reversal is recognized in profit and
loss account.

5.22 Off-setting

Financial assets and financial liabilities and tax assets and tax liabilities are only off-set and the net amount is
reported in the financial statements when there is a legally enforceable right to set off the recognized amount
and the Bank intends either to settle on net basis or to realize the assets and to settle the liabilities simultaneously.
Income and expense items of such assets and liabilities are also off-set and the net amount is reported in the
financial statements.

5.23 Foreign currencies

Transactions in foreign currencies are recorded at the approximate rates of exchange ruling on the date of the
transaction. All monetary assets and liabilities denominated in foreign currencies are translated into PKR at the
rate of exchange ruling on the balance sheet date and exchange differences, if any, are charged to profit and
loss account for the year.

5.24 Provisions

Provisions are recognized when the Bank has a legal or constructive obligation as a result of past events, it is
possible that an outflow of resources embodying economic benefits will be required to settle the obligation and
reliable estimate of the amount can be made.

5.25 Use of Critical accounting estimates and judgments

The preparation of financial statements in conformity with approved accounting standards as applicable in
Pakistan requires the use of certain accounting estimates. It also requires management to exercise its judgment
in the process of applying the Bank's accounting policies. The Bank uses estimates and assumptions concerning
the future. The resulting accounting estimate will, by definition, seldom equal the related actual results. Estimates
and judgments are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances. The areas where
assumptions and estimates are significant to the Bank's financial statements or where judgment was exercised
in application of accounting policies are as follows:

a) classification of investments.
b) provision against advances.
c) useful life of operating fixed assets.
d) income taxes.
e) staff retirement benefits.
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A N N U A L  R E P O R T  2 0 1 0

8. LENDING TO FINANCIAL INSTITUTIONS 

Repurchase agreement lending (reverse repo)  8.1  811,921,784   399,459,544

Clean lending 8.2  100,000,000  100,000,000
Less: Provision for impairment  100,000,000  100,000,000

 -  -
  811,921,784   399,459,544

8.1 This  represents reverse repo at the  rate of 12.50% and 12.70%  per  annum  ( 2009: 12.10%)  maturing on
January 3, 2011 and January 5, 2011 (2009: January 4, 2010).

8.1.1 Securities held as collateral against lending to financial institutions

6.1 This represents  balance  maintained  with SBP to  meet the  requirement of maintaining  minimum balance 
equivalent to 5% (2009: 5%) of the Bank's time and demand liabilities  in accordance with regulation 6A of
the Regulations.

6.2 This  represent  balances held across  the  network for  the  purpose  of lending to  borrowers  and recoveries
from customers, which carry an interest rate of  5% (2009: 5%) per annum.

7.1 This represent balances held across the network for the purpose of lending to borrowers and recoveries from
customers, which carry interest rates ranging from 5% to 10.55% (2009: 5% to 11% ) per annum. This also
includes Term Deposit Receipts  amounting  to  Rs.  Nil  (2009 : Rs. 300  million) with local commercial  banks
carrying interest rates ranging Nil (2009:12.25% to 13.25% ) per annum with maturity Nil  (2009: up to one
month).

7. BALANCES WITH OTHER BANKS/  NBFIs/ MFBs

In Pakistan
  Local currency current accounts  424,870,487  131,775,147
  Local currency deposit accounts             7.1  156,543,810  340,617,687
  Foreign currency current account  -   13,450,760

 581,414,297  485,843,594

2010
Rupees

2009
Rupees

Note

2010
Rupees

2009
Rupees

Note

2010
Rupees

Further given
as collateralHeld by Bank Total

2009
Rupees

Further given
as collateralHeld by Bank Total

   824,000,000                       -               824,000,00Market Treasury Bills (T-Bills)

     Note 2010 2009
  Rupees Rupees

6. CASH AND BALANCES WITH SBP AND NBP

Cash in hand
   Local currency    65,899,409    40,731,544

Balances with State Bank of Pakistan (SBP) in:
  Local currency current accounts             6.1  73,741,966  23,518,667

Balances with National Bank of Pakistan (NBP) in:
  Local currency current accounts 21,023,219  8,195,956

    Local currency deposit accounts             6.2  2,447,419  6,733,546

 23,470,638  14,929,502

 163,112,013  79,179,713
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8.2 This represents amount placed with Innovative Housing Finance Limited (IHFL) formerly, Crescent Standard
Investment Bank Limited. The amount was initially given as a clean lending and was being rolled over on
maturity dates due to liquidity problems of IHFL. On June 30, 2007, the Bank entered into an agreement with
IHFL under which the principal amount was restructured for a period of seven years, with two years grace
period, from the date of the agreement.  Pursuant to the agreement, the principal is repayable by IHFL in 10
equal biannual installments, starting from December 31, 2009. IHFL is also required to pay markup on quarterly
basis at the rate of  5% per annum calculated on the outstanding principal after the expiry of the grace period.
On the due date of the first instalment, IHFL defaulted its first payment due to liquidty problems. Moreover,
the Bank has fully provided the investment as advised by SBP. The Securities and Exchange Commisison of
Pakistan has superceded the Board of Directors of IHFL in January 2010 and appointed its administrator to
revive the IHFL.

9.1 This represents T-Bills purchased for the year ranging from 82 days to 364 days (2009: 182 days to 364 days)
having yield interest ranging from 12.10% to 13.35% (2009: 12.15% to 13.25%) per annum. T-Bills amounting
to Rs. Nil (2009: Rs. 167 million) are given as collateral against borrowings (note - 14.3).

9.2 In compliance with the requirements of the Regulations, available for sale investments have been valued on
mark-to market basis and the resulting (deficit) / surplus is kept in a separate account and is shown below the
shareholders' equity in the balance sheet.

9.3 This represents 10 year PIBs with maturity in 2011 having yield interest ranging from 12% to 13% (2009: 12%
to 13%) per annum, receivable on semi-annual basis. Market value of held to maturity PIBs at year end was
Rs. 338 million (2009: Rs. 334 million). PIBs amounting to Rs. 202 million (2009: Nil) are given as collateral
against borrowings (note - 14.3)

9. INVESTMENTS - NET OF PROVISIONS

Federal Government Securities
Available for sale securities

Market Treasury Bills (T-Bills) 9.1  895,493,800  609,152,300
Add: (Deficit) / Surplus on revaluation of 

  available for sale securities 9.2  (534,059)  1,506,460
 894,959,741  610,658,760

Held to maturity investments

Pakistan Investment Bonds (PIBs) 9.3  357,830,325  365,614,937

 1,252,790,066  976,273,697

2010
Rupees

2009
Rupees

Note

10.  ADVANCES - NET OF PROVISIONS
      2010 2009

Loan type                           Note          No. of loans         Amount         No. of loans    Amount
           outstanding       outstanding           outstanding      outstanding

       Rupees      Rupees

Micro credit                               10.1 325,523   3,722,152,797 329,421 3,630,204,658
Less: Provisions held

Specific provision               10.2 9,820 (28,004,701) 9,661  (18,646,565)
General provision              10.3 324,112 (72,737,776) 328,281  (55,610,642)

Ê  (100,742,477) (74,257,207)

Advances - net of provisions 3,621,410,320 3,555,947,451

10.1 This includes 784 rescheduled micro credit advances having aggregate value of Rs.11.22 million (2009: Nil)
related to flood affected branches.

20




