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MICROFINANCE BANK LIMITED

Report on the Audit of the Financial Statements

Opinion

We have audited the annexed financial statements of Sindh Microfinance Bank Limited (the Bank), which
comprise the financial position as at December 31, 2020, and the profit and loss account, the statement of
comprehensive income, the statement of changes in equity, the cash flow statement for the year then ended,
and notes to the financial statements, including a summary of significant accounting policies and other
explanatory information (here-in-after referred to as "the financial statements"), 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 balance
sheet, the profit and loss account, the statement of comprehensive income, the statement of changes in
equity and cash flow statement 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 Companies Act,
2017 (XIX of 2017) and the Microfinance Institutions Ordinance, 2001, 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, 2020 and of the
profit, 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 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.

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

Management is responsible for the other information. The other information comprises the
Directors’ report but does include the financial statement and our auditor’s report thereon.

Our opinion on the 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 financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with
the financial statements or our knowledge obtained in the audit, or otherwise appears to be
materially misstated
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If based on the work we have performed, on other information obtained prior to the date of this
auditor’s report, we conclude that there is a material misstatement in the other information, we are
required to report that fact. We have nothing to report in this regard.

Responsibilities of Management and Board of Directors for the Financial Statements

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

In preparing the 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 Financial Statements

Our objectives are to obtain reasonable assurance about whether the 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. M isstatements 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 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:

. Identify and assess the risks of material misstatement of the 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.

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

We communicate with the Board of Directors regarding, a’mong 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.

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); -

b) the statement of financial position, the profit and loss account, the statement of
comprehensive income, the statement of changes in equity and cash flow statement
together with the notes thereon have been drawn up in conformity with the Companies
Act, 2017 (XIX of 2017) Microfinance Institutions Ordinance, 200, and the directives
issued by the State Bank of Pakistan and are in agreement with the books of account
and returns;

c) investments made, expenditure incurred and guarantees extended during the year were
for the purpose of the Bank’s business; and

d) no Zakat was deductible at source under the Zakat and Ushr Ordinance, 1980 (X VIII
of 1980).

Other Matters

The financial statements of the Bank for the year ended December 31, 2019 were audited by another firm of
Chartered Accountants, who expressed an unmodified opinion thereon in the auditor’s report dated F ebruary 28,
2020.

The engagement partner on the audit resulting in this independent auditor’s report is Shah Naveed Saeed.

TR A I
Place: Islamabad . aveed Zafar Ashfaq Jaffer

Date: _[) o MAR 202! WL%QVO Chartered Accountants



SINDH MICROFINANCE BANK LIMITED
BALANCE SHEET
AS AT DECEMBER 31, 2020

ASSETS

Cash and Balances with SBP and NBP
Balances With Other Banks/NBFIs/MFBs
Lending to financial institutions
Investment - Net of Provisions

Advances - Net of Provisions

Operating Fixed Assets

Other Assets

Deferred Tax Asset

Total Assets

LIABILITIES

Deposits and other accounts

Borrowings *
Subordinated Debt

Other Liabilities

Deferred Tax Liabilities

Total Liabilities

NET ASSETS

REPRESENTED BY:
Share Capital

Statutory Reserves
Depositors' Protection fund
Unappropriated Profit

Surplus/(Deficit) on Revaluation of Assets
Deferred Grants

Total Capital

MEMORANDUM / OFF BALANCE SHEET ITEMS

The annexed notes from 1 to 38 form an integral part of these financial statements.

\\J
% \

2020 2019
Note ---———-Rupees-----—-

8 19,255,691 13,650,387
9 478,301,018 332,486,158
10 687,933,096 619,095,360
11 553,805,824 849,973,816
12 52,133,647 52,778,444
13 104,353,871 32,814,467
14 3,456,400 6,693,104
1,899,239,547 1,907,491,736
15 139,339,899 126,446,866
16 750,000,000 800,000,000
17 67,148,978 91,458,209
956,488,877 1,017,905,075
942,750,670 889,586,661
18 750,000,000 750,000,000
38,563,371 27,930,569
9,640,843 6,982,643
144,546,456 104,673,449
942,750,670 889,586,661
942,750,670 889,586,661

19
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SINDH MICROFINANCE BANK LIMITED
PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED DECEMBER 31, 2020

2020 2019
Note -—----Rupees------
Mark-up / return / interest earned 20 362,142,555 347,011,283
Mark-up / return / interest expensed 21 (79,616,958) (71,057,376)
Net mark-up / interest income 282,525,597 275,953,907
Provision against non-performing loans and advances 11.3 (12,661,408) (11,331,839)
Provision for diminution in the value of investments - »
Bad debts written off directly 11.4 (1,455,012) (2,093,203)
(14,116,420) (13,425,042)

Net mark-up / interest income after provisions 268,409,177 262,528,865
NON MARK-UP/ NON INTEREST INCOME
Fee, commission and brokerage income - -
Dividend income . 9 s
Other income = -
Total non mark-up / non interest income 268,409,177 262,528,865
NON MARKUP/ NON INTEREST EXPENSES
Administrative expenses 22 (197,883,867) (193,871,073)
Other provisions/write offs - -
Other charges 23 (400,683) -
Total non mark-up / non interest expenses (198,284,550) (193,871,073)
Extra ordinary / unusual items - -
Profit before taxation 70,124,627 68,657,792
Taxation

- current 24 16,587,840 23,677,311

- prior years 24 (2,188,538) (3,423,118)

- deferred 24 3,040,844 (3,766,551)

(17,440,146) (16,487,642)

Profit after taxation 52,684,481 52,170,150
Unappropriated Profit/(Loss) - brought forward 104,673,449 65,612,029
Less: Other comprehensive loss 479,528 (66,192)
Profit available for appropriation/(Loss) 157,837,458 117,715,987
APPROPRIATIONS:
Transfer to

- statutory reserve (10,536,896) (10,434,030)

- capital reserve - -

- contribution to depositors' protection fund (2,634,224) (2,608,508)

- Tevenue reserve - -

- proposed dividend - -
Unappropriated profit - carried forward 144,666,338 104,673,449
EARNINGS PER SHARE 25 0.70 0.70

The annexed notes from | to 38 form an integral part of these financial statements.
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SINDH MICROFINANCE BANK LIMITED
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31, 2020

Note
Profit after taxation )
Other comprehensive loss
- Items that may be reclassified to profit and loss account
- Items that will not reclassified to profit and loss account subsequently
Remeasurement loss on provision for gratuity - net of tax 17.1

Total comprehensive income for the year

2020 2019
------Rupees------

52,684,481 52,170,150
479,528 (66,192)
479,528 (66,192)

53,164,009 52,103,958

The annexed notes from [ to 38 form ap integral part of these financial statements. m
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SINDH MICROFINANCE BANK LIMITED
CASH FLOW STATEMENT
FOR THE YEAR ENDED DECEMBER 31, 2020

CASH FLOWS FROM OPERATING ACTIVITIES

Profit before taxation

Adjustments for non cash items:
Provision against non performing advances
Bad debts written off directly
Depreciation on property and equipment
Amortization on intangible assets
Depreciation expense on lease assets
Interest on lease liability
Loss on disposal of fixed assets
Provision for gratuity

Operating cash flows before changes in working capital

Working capital changes

(Increase) / decrease in operating assets
Advances

Other assets (excluding advance taxation)
Prepaid rent

Increase in operating liabilities
Other liabilities(excluding current taxation)

Deposits and other accounts

Income tax paid
Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of HTM investment

Purchase of property and equipment
Purchase of intangible assets

Net cash used in from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Payment of Running finance facility

Borrowing from KBL

Borrowing from SBP

Net cash generated from financing activities

Net increase / (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of the year
uivalents at the end of the year

Note

11.3
114
12.1
12.2
12.3
21
23
22

12.1
12.2

16.1
16.1
16.2

2020 2019
--——--Rupees------
70,124,627 68,657,792
12,661,408 11,331,839
1,455,012 2,093,203
3,861,487 3,272,545
1,062,705 756,191
15,051,394 16,206,348
2,982,435 4,463,871
400,683 -
4,664,723 3,251,890
42,139,847 41,375,887
112,264,474 110,033,679
282,051,572 (280,297,096)
(60,428,889) 2,948,862
(20,428,167) (27,087,594)
201,194,516 (304,435,828)
(20,062,904) 47,241,821
12,893,033 48,677,753
(7,169,871) 95,919,574
306,289,119 (98,482,575)
(25,313,957) (22,767,869)
280,975,162 (121,250,444)
(68,837,736) (369,095,360)
(10,133,462) (4,852,410)
(583,800) (1,469,000)
(79,554,998) (375,416,770)
- (76,522,815)
(50,000,000) 50,000,000
- 750,000,000
(50,000,000) 723,477,185
151,420,164 226,809,971
596,136,545 369,326,574
747,556,709 596,136,545
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SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

1 STATUS AND NATURE OF BUSINESS

Sindh Microfinance Bank Limited (the Bank) was incorporated on March 27, 2015 as a public unlisted company limited by
shares under the repealed Companies Ordinance, 1984 (repealed by Companies Act 2017). The Bank obtained Microfinance
banking license from State Bank of Pakistan on October 16, 2015, to operate in Sindh Province. Subsequently, the Bank
received the certificate of commencement of business from ‘Securities & Exchange Commission of Pakistan (SECP) on
November 30, 2015 and the certificate of commencement of Banking Business from State Bank of Pakistan on April 15, 2016.
The Bank's registered office is situated at 39/F, 2nd Floor, Muhammad Ali Cooperative Housing Society, Karachi. The Bank's
principal business is to provide microfinance services to the poor and underserved segment of the society as envisaged in the
Microfinance Institutions Ordinance, 2001.

The Bank is the wholly owned subsidiary of Sindh Bank Limited (the Holding bank). The Bank operates through branches and
service centers spread within the province of Sindh, the network of branches and service centers comprise of 17 (2019: 17)
branches and 58 (2019: 58) servicé centers.

The credit rating companies PACRA has maintained the long term rating of the Bank at “A-" and short term rating at “A2" as of
April 30, 2020.

2 BASIS OF PRESENTATION

These financial statements have been presented in accordance with the requirements of Banking Supervision Department (BSD)
Circular No. 11 dated December 30, 2003 issued by the State Bank of Pakistan (SBP).

3 STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with the directives and prudential regulations issued by SBP, the
requirements of the Microfinance Institution Ordinance, 2001 (the MFI Ordinance), the Companies Act, 2017 (the Companies
Act) and the International Financial Reporting Standards (IFRSs) issued by the International Accounting Standards Board
(IASB), and interpretations issued by the Standards Interpretation Committee of IASB as adopted in Pakistan. In case where
provisions of directives issued by the SBP and SECP, the MFI Ordinance and the Companies Act differ with the requirements of
these standards, such provisions of directives issued by SBP and SECP, the MFI Ordinance and the Companies Act shall prevail.

The SBP vide BSD Circular No. 10, dated 26 August 2002 has deferred the applicability of International Accounting Standard
(TAS) 39, "Financial Instruments: Recognition and Measurement" and IAS 40, "Investment Property" for banking companies till
further instructions. Further, the SECP vide its SRO 633 (I)/ 2014, dated 10 July 2014 has deferred the applicability of
International Accounting Standard (IAS) 39, "Financial Instruments: Recognition and Measurement", IAS 40, "Investment
Property" and International Financial Reporting Standard (IFRS) 7 "Financial Instruments: Disclosures" for banking companies
till further instructions.

The SBP vide BPRD Circular No. 04 of 2019, dated October 23, 2019 has extended the date of implementation of IFRS 9
‘Financial Instruments’ to January 1, 2021 for all microfinance banks. Accordingly, the requirements of this standard have not
been considered in the preparation of these financial statements. However, investments have been classified and valued in
accordance with the requirements prescribed by SBP through various circulars / regulations.

- BASIS OF MEASUREMENT
4.1  Accounting convention

These financial statements have been prepared under the historical cost convention except for obligations in respect of
. defined benefit plan and lease liabilities against right of use assets , which are carried at present value.

These financial statements have been prepared following accrual basis of accounting except for cash flow statement.

Wb o
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4.2

4.3

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Functional and presentation currency

Items included in the financial statements are measured using the currency of the primary economic environment in which
the Bank operates. The financial statements are presented in Pakistani Rupees which is the Bank's functional and
presentation currency.

Use of critical accounting estimates and judgments

The preparation of financial statements in conformity with approved accounting standards as applicable in Pakistan
requires management to make judgments, estimates and assumptions that may affect the application of policies and
reported amounts of assets and liabilities, income and expenses. The estimates and associated assumptions are based on
historical experience and various other factors that are believed to be reasonable under the circumstances, the results of
which form the basis of making the judgments about carrying values of assets and liabilities that are not readily apparent
from other sources. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on ongoing basis. Revisions to accounting estimates are
recognized in the period in which the estimates are revised.

Significant areas requiring the use of management estimates in these financial statements relate to the:

Note
a) Provision against non performing advances 7.2
b) Useful life of depreciable assets 73
¢) Impairment of non-financial assets 7.4
d) Provision for taxation 7:5
e) Provision for gratuity 7.6
f) Lease term for ROU asset 7.3

However, assumptions and significant judgments made by the management in the application of accounting policies that
have significant effect on the financial statements are not expected to result in material adjustment to the carrying
amounts of assets and liabilities in the next year.

5 STANDARDS, AMENDMENTS AND INTERPRETATIONS TO APPROVED ACCOUNTING STANDARDS

5.1

Standards, amendments and interpretations to the published standards that are relevant to the Bank and adopted
in the current year

The Bank has adopted the following new standards, amendments to published standards and interpretations of IFRSs
which became effective during the current year.

Standard or Interpretation IASB effective date
(Annual periods beginning
on or after)

IFRS 15 'Revenue from Contracts with Customers' July 1, 2018

IFRS 16 'Leases' January 1, 2019

IFRIC 23 'Uncertainty over Income Tax Treatments' January 1, 2019

IAS 19 'Plan Amendment, Curtail or Settlement' (Amendments to IAS January 1, 2019

19)

Annual improvements to IFRSs 2015 - 2017 Cycle January 1, 2019

Adoption of the above standard have no significant effect on the amounts for the year ended December 31, 2020

Page 7 of 32



5.2

53

5.4

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Standards, amendments to published standards and interpretations that are effective but not relevant

IAS 28 'Long-term Interests in Associates and Joint Ventures' (Amendments to IAS 28) became effective for annual
period beginning on or after 1 January 2019, but considered not to be relevant on the financial reporting and operations of
the Bank.

»

Standards, amendments and interpretations to the published standards that are relevant but not yet effective and
not early adopted by the Bank

IFRS 9 ‘Financial instruments’ - This standard is effective for periods beginning from or after July 1, 2018. This standard
replaces the guidance in IAS 39. It includes requirements on the classification and measurement of financial assets and
liabilities; it also includes an expected credit losses model that replaces the current incurred loss impairment model. State
Bank of Pakistan (SBP) through BPRD Circular No. 04 of 2019, deferred the effective date to January 1, 2021.

-

The following new standards, amendments to published standards and interpretations would be effective from the dates
mentioned below against the respective standard or interpretation.

Standard or Interpretation IASB effective date
(Annual periods beginning
on or after)

IFRS 14 'Regulatory Deferral accounts' July 1, 2019
IFRS 3 'Definition of a business' Amendment to IFRS 3 January 1, 2020
TAS 1/TAS 8 'Definition of Material' (Amendments to IAS | and IAS January 1, 2020
Various Amendments to References to the Conceptual Framework in January 1, 2020
IFRS Standards

The Bank is in the process of assessing the impact of these Standards, amendments and interpretations to the published
standards on the financial statements of the Bank.

Standards, amendments and interpretations to the published standards that are not yet notified by the Securities
and Exchange Commission of Pakistan (SECP)

Following new standards have been issued by the International Accounting Standards Board (IASB) which are yet to be
notified by the SECP for the purpose of applicability in Pakistan.

Standard or Interpretation IASB effective date
(Annual periods beginning
on or after)

IFRS 17 'Insurance Contracts' January 1, 2022
IFRS 1 'First-time Adoption of International Financial Reporting July 1, 2009
Standards'

et o
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SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT TRANSACTIONS AND BALANCES IN THE CURRENT REPORTING PERIOD

2020 2019
Note Rupees Rupees
Advances : 11 530,561,731 846,055,017
Provisions ; 11 (6,188,854) (14,388,287)
Deposits 15 139,339,899 126,446,866
Borrowings from State Bank of Pakistan 16 750,000,000 750,000,000

During the year the bank disbursed advances to 21,394 (2019: 50,157) parties.

The amount of provision represents general and specific provision against advances held in accordance with the requirements of
prudential regulations for microfinance banks.

Borrowings from SBP represents fund obtained under LOCF scheme from State Bank of Pakistan as described in 16.2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted and applied in the preparation of these financial statements are set out below. These
policies have been consistently applied to all year presented, unless otherwise stated.

71

7.2

Cash and cash equivalents

Cash and bank balances are stated at cost. For the purpose of cash flow statement, cash and cash equivalents comprises of
cash in hand, balances with State Bank of Pakistan (SBP), National Bank of Pakistan (NBP) and balances held with other
banks in current and deposit accounts with maturities of less then three months.

Advances - net of provisions

Advances are stated net of specific and general provisions which are determined on the basis of the Prudential
Regulations for Microfinance Banks issued by SBP. Advances are written off according to the Prudential Regulations or
when there is no realistic prospect of recovery. These regulations prescribe a time based criteria for classification of non-
performing advances into the following categories:

a) Other assets especially mentioned (OAEM): These are advances in arrears (payments / installments overdue) for
30 days or more but less than 60 days.

b) Substandard: These are advances in arrears (payments / installments overdue) for 60 days or more but less than 90
days.

c) Doubtful: These are advances in arrears (payments / installments overdue) for 90 days or more but less than 180
days.

d) Loss: These are advances in arrears (payments / installments overdue) for 180 days or more.

In addition, the Bank maintains a watchlist of all accounts overdue for 5-29 days. However, such accounts are not treated
as non-performing for the purpose of classification and provisioning.

In accordance with the Prudential Regulations the bank maintains specific provision for potential loan losses for all non
performing loans net of cash the following rates:

"OAEM NIL
Substandard 25%
Doubtful 50%

Loss 100% b

Page 9 of 32



7.3

7.4

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Operating fixed assets
Property and equipment

These are stated at cost less accumulated depreciation and any identified impairment losses (if any). Cost of property and
equipment's consists of purchase price which is equal to the fair value of consideration paid at the time of acquisition or
construction of the asset plus directly attributable costs in bringing the asset to their working conditions.

Depreciation is charged on additions from the month in which asset is available for use, using the straight line method, to
the month of disposal.

Gain or loss on disposal, if any, are recognized in the profit and loss account in the year in which they arise.

Subsequent costs are included in an asset's carrying amount or recognized as a separate asset as appropriate, only when it
is probable that future 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 expenses are charged to the profit and loss account as and when incurred.

Capital work-in-progress

Capital work in progress is stated at cost less accumulated impairment losses, if any. All expenditures connected with
specific assets incurred during installation and related advances there against, if any, are carried under this head. These
are transferred to specific assets as and when assets become available for use.

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 statement of financial position date.

Right of use assets (ROUA)

The Bank recognizes ‘Right of use asset’ (ROUA) in respect of the leases measured as the present value of the remaining
lease payments on property lease agreements and discounted using the incremental borrowing rate for the Bank. These
assets are depreciated on a straight line basis over the lease term as this method most closely reflects the expected pattern
of consumption of future economic benefits. These assets are also reduced by impairment losses, if any, and adjusted for
certain remeasurements of lease liability.

Impairment of non-financial assets

The carrying amount of assets are reviewed at each statement of financial position 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. Recoverable amount is the greater of net selling price and value in use. The resulting impairment

loss is taken to the profit and loss account. \K\w
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1.6

7.7

7.8

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS
Taxation
Current
The charge of current tax is based on taxable income at the ap'plicable rate of taxation after taking into account available

tax credits and rebates. Income for the purpose of computing current taxation is determined under the provisions of tax
laws. .

Deferred

Deferred tax is accounted for using the balance sheet method in respect of all temporary differences arising from
differences between the carrying amount of assets and liabilities in the financial statements and the corresponding tax
bases. Deferred tax liabilities are recognized for all taxable temporary differences and deferred tax assets are recognized
to the extent that it is probable that taxable profits will be available against which the deductible temporary differences,
unused tax losses and tax credits can be utilized. Deferred tax assets are subsequently reduced, where required, to the
extent that it is no longer probable that the related tax benefit will be realized.

Deferred tax is charged or credited in the profit and loss account, except in the case of items credited or charged to
statement of changes in equity, in which case it is included in equity.

Staff retirement benefits

Defined contribution plan

The Bank operates a recognized provident fund for its eligible employees. Equal monthly contributions are made, both by
the Bank and the employees, to the Fund at the rate of 10% of basic salary.

Defined benefit plan

The Bank operates a recognized funded gratuity scheme for its eligible permanent employees completing the minimum
qualifying services period of three years. Provision is made annually on the basis of actuarial recommendations based on
Projected Unit Credit (PUC) method with corresponding impact recognized in profit and loss account including past
service costs, Measurement gain or loss is recognized in statement of comprehensive income in the year in which they
arise.

Deposits

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

Borrowings
Borrowings are recorded at the proceeds received.

Borrowing costs are recognised as an expense in the period in which these are incurred except where such costs are
directly attributable to the acquisition, construction or production of qualifying asset in which case such costs are

capitalised as part of the cost of that asset. w
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7.9

79.1

7.9.2

7.9.3

7.10

7.11

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Investments

The investments of the Bank, upon initial recognition, are classified as held-for-trading, held-to-maturity and available-
for-sale, as appropriate.

Investments (other than held-for-trading) are initially measured at fair value plus transaction costs associated with the
investments. Held-for-trading investments are initially measured at fair value and transaction costs are expensed out in the

All purchase 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
benefit from investment has been expired or transferred and the Bank has transferred all risk and rewards of ownership.

Held-for-trading

-
These represent securities which are either acquired for the purpose of generating profit from short term fluctuations in
prices or dealer's margin or are securities included in the portfolio in which a pattern of short term profit making exists.
After initial measurement, such investments are carried at fair value and the gain / (loss) arising as a result of revaluation
is taken to profit and loss account.

Held-to-maturity

These are securities with fixed or determinable payments and fixed maturities which the Bank has the intention and
ability to hold till maturity. After initial measurement, such investments are carried at amortized cost.

Available-for-sale

These are investments which do not fall under the held-for-trading and held-to maturity categories. After initial
measurement, such investments are measured at fair value. The gain / (loss) arising on revaluation is shown in the
statement of financial position below equity which is taken to the profit and loss account when actually realized upon
disposal.

Premium or discount on securities classified as available-for-sale and held-to-maturity is amortized using effective
interest method and taken to profit and loss account.

Provision for impairment in the value of equity securities is made after considering objective evidence of impairment.
Provision for diminution in the value of debt securities is made as per the requirements of the prudential regulations and
charged to profit and loss account.

Statutory reserve
The Bank is required under Microfinance Institution Ordinance, 2001 and Prudential Regulation "R-4 - Statutory
Reserve", to create a reserve fund to which shall be credited an amount equal to at least 20% of its annual profits after

taxes till such time the reserve fund equals the paid-up capital of the bank and thereafter, a sum not less than 5% of its
annual profit after taxes,

Depositors' protection fund

The Bank is required under Microfinance Institutions Ordinance, 2001 to contribute 5% of its annual after tax profit and
profit earned on investments of the fund shall be credited to the Depositors' Protection Fund for the purpose of providing

security or guarantee to persons depositing money in the Bank. M
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7.12

7.13

7.14

7.15

7.16

717

7.18

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Revenue recognition

- Mark-up / return / interest earned on advances, investments and bank balances is recognized on a time proportion
basis, except in the case of advances classified under the Prudential Regulations on which mark-up is recognized

r
- Gain or loss on sale of securities is accounted for in the period in which the sale / settlement occurs.
- Fee, commission and brokerage income is recognized as services are rendered.
- Dividend income is recognized when the right to receive dividend is established.

- Other income is recognized on accrual basis when then financial services have been rendered.

Administrative expenses

-
Administrative expenses are charged to profit and loss account, on accrual basis of accounting in the period in which
these are incurred.

Dividend distribution

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

Dividend made subsequent to the date of statement of financial position are considered as non-adjusting events and are
recorded in the financial statements in accordance with the requirements of International Accounting Standards (IAS) 10,
"Events after the Balance Sheet Date' in the period in which they are approved.

Financial instruments

Financial assets and liabilities are recognized at the trade date, i.e. the date at which the Bank becomes party to a
contractual provision of the instrument. Financial assets and liabilities are derecognized when they are distinguished i.e.
when the obligation specified in the contract is discharged, cancelled or expired. Any gain or loss on derecognition of the
financial assets and liabilities are taken to income directly.

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, lending to financial institutions, investments, advances, other assets, borrowings, deposits and
other liabilities. The particular measurement methods adopted are disclosed in the individual policy statements associated
with each item.

Offsetting of financial assets and financial liabilities

Financial assets and liabilities are offset and the net amount is reported in the statement of financial position when there is
a legally enforceable right to set off the recognized amounts and there is an intention to settle on a net basis, or realize the
asset and settle the liability simultaneously.

Provisions and contingencies

Provisions are recognized when the Bank has a present legal or constructive obligation as a result of past events and when
it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and a
reliable estimate of the amount can be made. However, provisions are reviewed at each statement of financial position
date and adjusted to reflect current best estimate.
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SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

A contingent liability is disclosed when the Bank has a possible obligation as a result of past event, existence of which
will be confirmed only by occurrence or non-occurrence of one or more uncertain future events not wholly within the
control of the Bank or the Bank has a present legal or constructive obligation that arises from past events, but is not
probable that an outflow of recourses embodying economic benefits will be required to settle the obligation, or the amount
of the obligation cannot be measured with sufficient reliability.

7.19 Earnings per shares

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

7.20 General
Figures have been roundéd-off to nearest rupee, unless stated otherwise.

Where there are no amounts to be disclosed in the captions as prescribed by BSD circular No.11 dated December 30,
2003 issued by the SBP in respect of form of the financial statements for microfinance banks, these captions have not
been reproduced in these financial statements, except for the captions of the balance sheet and profit and loss account.

7.21 Related party transactions

Transactions involving related parties arising in the normal course of the business are conducted at arm's length at normal
commercial rates on the same terms and conditions as third transactions using valuation modes as admissible, unless
disclosed otherwise.

2020 2019
Note Rupees
CASH AND BALANCES WITH SBP AND NBP
Cash in hand 1,020,493 737,313
Balances with State Bank of Pakistan in 8.1 13,621,612 10,988,367
Balances with National Bank of Pakistan in 8.2 4,613,586 1,924,707
19,255,691 13,650,387

8.1  This represents balance held with SBP to meet the requirement of maintaining a minimum balance equivalent to 5%
(2019: 5%) and 10% (2019: 10%) as liquidity reserve of the Bank's time and demand deposits with a tenure of less than
one year, in accordance with regulation R-3A of the prudential regulations.

8.2  This represents balance held in saving accounts carrying mark-up at an annual average rate of 5.75% (2019: 8.5%)

2020 2019
Note e ---Rupees-----cecemcaeeen
BALANCES WITH OTHER BANKS/NBFIs/MFBs
In Pakistan
- Local currency current account 15,601,712 210,704
- Local currency deposit account 9.1 462,699,306 332,275,454
478,301,018 332,486,158

9.1 It includes the accounts maintained with the Sindh Bank Limited (the Holding bank) in daily product saving account
carrying mark-up at an annual rate of 5.5% (2019: 11.25%), balances with U-Microfinance Bank carrying mark-up at an
“annual rate of 10.75% (2019: 13.75%), and Khushhali Bank Limited carrying mark-up at an annual rate of 9.50% (2019:

14.40%). 4«0
W
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11

INVESTMENT - NET OF PROVISIONS

Held to maturity (HTM)

Federal Government securities
- Market treasury bills (T-bills)
Term deposits receipts (TDRs)

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Note

10.1
10.2

2020 2019
mmmemeee -Rupees e
12,933,096 19,095,360
675,000,000 600,000,000

687,933,096 619,095,360

10.1 This represents treasury bills carrying interest at the rate of 7% per annum with maturity on January 28, 2021.
2020 2019
10.2  Details of term deposits receipts =esseseemmmemm-—Rupees
Maturity Interest rate
2020 2019 2020 2019
U-Microfinance Bank Lithited 1 month 1month 10.00%  14.40% 100,000,000 100,000,000
U-Microfinance Bank Limited 1 month 1month 9.85% 14.35% 100,000,000 100,000,000
Khushali Microfinance Bank 2 month 2 months 14.00%  14.40% 50,000,000 50,000,000
Khushali Microfinance Bank 4 month 5 months 12.30% 14.40% 225,000,000 250,000,000
Khushali Microfinance Bank 5 month 11 months 11.50%  14.00% 50,000,000 100,000,000
Khushali Microfinance Bank 5 month - 11.50% - 50,000,000 -
Khushali Microfinance Bank 5 month - 11.50% - 50,000,000 -
Khushali Microfinance Bank 5 month B 11.50% - 25,000,000 -
Khushali Microfinance Bank 5 month - 11.50% - 25,000,000 -
675,000,000 600,000,000
ADVANCES - NET OF PROVISIONS
2020 2019
Number of Amount Number of Amount
Note loans outstanding loans outstanding
outstanding (Rupees) outstanding (Rupees)
Micro Credit
-Unsecured | 36,407 | [ 530,561,731 | [ 50,601 | [ 846,055,017 |
Less: Provision held
- Specific 11.1 P | I (908,713)' I - I I (6.058,782))_'
- General 11.3 a (5,280,141) - (8,329,505
- (6,188,854) - (14,388,287)
Microcredit advances-
net of provisions 36,407 524,372,877 50,601 831,666,730
Staff loans 3 29,432,947 1 18,307,086
Advances (net of provisions) 36,410 553,805,824 50,602 849,973,816

11.1  Particulars of non-performing loans

Advances include Rs. 5.3 million (2019: 16.5 million) which as detailed below, have been placed under non-performing

status:
2020 2019
Category of Classification Amount Provisions Provisions Amount Provisions Provisions
QOutstanding Required Held Qutstanding Required Held
Rupees

OAEM 2,772,348 - - 3,404,685 - -
Substandard 1,511,224 377,806 377,806 4,492,790 1,123,198 1,123,198
Doubtful 1,011,052 505,526 505,526 7,352,248 3,676,124 3,676,124
Loss 25,381 25,381 25,381 1,259,460 1,259,460 1,259,460

5,320,005 908,713 908,713 16,509,183 6,058,782 6,058,782

i
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15

16

OTHER ASSETS

Income/ mark-up accrued on advances
Profit receivable on TDR's

Advances, prepayments and deposits
Advance tax - net of provision

DEFERRED TAX ASSETS

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Deferred tax assets arising on account of temporary deductible difference in:

- Provision against advances and other assets
- Employee benefit
- Lease finance facility

-

Deferred tax Liabilities arising on account of temporary taxable difference in:

- Operating fixed assets
- Right to use assets

- Other comprehensive income - gratuity payable

Net deferred tax assets / (liabilities)

Note

DEPOSITS AND OTHER ACCOUNTS

Current deposits

Savings deposits 15.2

15.1  Particulars of deposits by ownership

1) Individual depositors
2) Institutional depositors
a) Corporation/firms
b) Banks/financial institution

15.2
annum (2019: 8% to 14.60%).

BORROWINGS

2020 2019
Rupees

28,589,637 17,127,408

: 48,521,918 9,773,425

12,819,146 2,600,979

14,423,170 3,312,655

104,353,871 32,814,467

1,794,768 4,172,603

3,648,548 2,518,676

7,843,957 10,973,333

13,287,273 17,664,612
(905,203) (490,916)
(8,729,809) (10,480,592)

(195,861) -
(9,830,873) (10,971,508)

3,456,400 6,693,104

2020 2019
Number of Amnust Number of Amour?t
S— outstanding A outstanding
(Rupees) accounts (Rupees)

10 298,424 10 10,827,439
81,978 139,041,475 73,198 115,619,427
81,988 139,339,899 73,208 126,446,866
81,987 19,339,899 73,207 26,446,866

1 120,000,000 1 100,000,000
81,988 139,339,899 73,208 126,446,866

Borrowings from banks/ financial institution in Pakistan

Borrowings from State Bank of Pakistan

16.1 Borrowings from banks/

Pakistan

- Unsecured
Call borrowings

financial

institution in

Note

16.1
16.2

These are remunerative saving deposits of corporate and individual clients carrying interest rate of 8.00% to 13.25% per

2020 2019
----------- =mmeme RUP @S —mmmmmmmmm e
- 50,000,000
750,000,000 750,000,000
750,000,000 800,000,000
- 50,000,000
- 50,000,000

wgfio
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SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

16.2 The Bank obtained borrowing from the State Bank of Pakistan under its line of credit fund Scheme. A total amount of
Rs. 750 million was sanctioned and was received by the Bank in two tranches. The first tranche of Rs. 109.22 million
received at markup rate of six months KIBOR +1% (ranging from 8.24% to 14.49% during the year) and the second
tranche of Rs. 640,78 million was received at a markup rate of six months KIBOR -1% (ranging from 6.24% to 12.49%
during the year). The interest on the facility is payable bi-annually and the principle can be repaid within 5 years by
2024, ’

2020 2019
Note =~ =eeeeeee Rupees-----=-=cmmmmeue

OTHER LIABILITIES

Mark-up/Return/ Interest payable 24,119,290 47,911,410

Audit fee payable 350,000 500,000

EOBI payable 200,993 211,379

Withholding tax payable 553,842 519,846

Employees provident fund payable 834,524 602,282

Gratuity payable P 17.1 12,581,199 8,591,867

Other payable 7,022,192 3,398,828

Lease liability against right of use assets 17.2 21,486,938 29,722,597

67,148,978 91,458,209

17.1  Gratuity payable
The Bank operates an approved funded gratuity scheme for all of its eligible employees. Number of employees covered
under the scheme are 253.

2020 2019

Note -—-------—-Rupees-------------- --
Opening balance 8,591,867 5,246,750
Charge for the year in P&L 17.14 4,664,723 3,251,890
Charge for the year in OCI 17.1.4 (675,391) 93,227
Payment during the year - -
Closing balance 12,581,199 8,591,867

17.1.1. Principal actuarial assumptions

The latest actuarial valuation of the gratuity scheme was carried out on 31 December 2020 by Nauman Associates using
the Projected Unit Credit Method. The following significant assumptions were used for valuation of the scheme:

2020 2019

Discount rate used for interest cost in P&L charge 11.25% 13.25%
Discount rate used for year end obligation 9.75% 11.25%
Salary increase used for year end obligation - 3
Salary increase FY2020 N/A N/A
Salary increase FY2021 8.75% 10.25%
Salary increase FY2022 8.75% 10.25%
Next salary is increased at 01-Jan-21 01-Jan-20
Mortality rates SLIC SLIC

2001 - 2005 2001 - 2005
Withdrawal rates Age-Based Age-Based
Retirement assumption Age 60 Age 60

wifeo
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17.1.2

17.1.3

17.1.4

17.1.5

17.1.6

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2020 2019
Note ———————— Rupees-------

Statement of financial position
Present value of defined benefit obligation payable 12,851,199 8,591,867
Changes in present value of defined benefit obligations
Present value of defined benefit obligation 8,591,867 5,246,750
Current service cost 17.1.4 3,779,584 2,556,696
Past service cost (credit ) - -
Interest cost on defined benefit obligation 17.1.4 885,139 695,194
Benefits due but not paid (payables) (1,447,936)
Remeasurements:

Actuarial gains from changes in financial assumptions (49,958) (50,054)

Experience adjustments (625,433) 143,281

& (675,391) 93,227

Present value of defined benefit obligation 11,133,263 8,591,867
Expenses to be charged to P&L
Current service cost 3,779,584 2,556,696
Past service cost (credit ) - -
Interest cost on defined benefit obligation 885,139 695,194
Expense chargeable to P&L 4,664,723 3,251,890
Total remeasurements chargeable in other comprehensive income
Remeasurement of plan obligation:

Actuarial gains from changes in financial assumptions (49,958) (50,054)

Experience adjustments (625,433) 143,281

Total remeasurements chargeable in other comprehensive income (675,391) 93,227
Changes in net liability
Balance sheet liability 8,591,867 5,246,750
Expense chargeable to P&L 4,664,723 3,251,890
Remeasurements chargeable in other comprehensive income (675,391) 93,227
Benefits paid - -
Benefits payable transferred to short term liability - -
Balance sheet liability 12,581,199 8,591,867

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 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:

Discount rate effect

Discount rate + 100 bps
Discount rate - 100 bps
Salary increase + 100 bps
Salary increase - 100 bps

Expected benefit payments for next financial year - 2021

2020 2019
-----—-Rupees
10,468,017 8,031,972
11,888,816 9,227,501
11,916,095 9,248,156
10,430,509 8,003,360
993,693 715,547

g o
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SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2020 2019
Note ===eeeeeee——Rupees
17.2  Lease liability against right of use assets
Lease liabilities included in the statement of financial position
As at December 31, 2020 . 21,486,938 29,722,597
Of which are:
Current lease liability 21,486,938 10,108,705
Non-current lease liability - 19,613,892
21,486,938 29,722,597
17.2.1 Movement in lease liability against right to use assets
Balance as at initial application i.e. January 01, 2020 29,722,599 43,240,194
Additions during tife year 9,014,210 9,106,127
Interest expense charged for the year 21 2,982,435 4,463,872
Lease rental payments for the year (20,232,307) (18,971,111)
Lease rentals paid in advance - (8,116,483)
21,486,937 29,722,599
SHARE CAPITAL
Authorized share capital
2020 2019 2020 2019
------- Number of Shares-------- -------RuUpees--------
200,000,000 100,000,000 Ordinary shares of Rs. 10 each ~ 2,000,000,000 1,000,000,000
Issued, subscribed and paid-up share capital
2020 2019 2020 2019
mmmmeee=INumber of Shareg---=--- Rupees
Ordinary shares of Rs. 10 each
75,000,000 75,000,000 fully paid in cash 750,000,000 750,000,000

18.1  Sindh Bank Limited is the parent bank holding 99.99% shares of Sindh Microfinance Bank Limited.
MEMORANDUM / OFF BALANCE SHEET ITEMS

There are no contingencies as at year end (2019: Nil).

2020 2019
Rupees

MARK-UP /RETURN / INTEREST EARNED
On:
- Advances 241,278,591 264,735,204
- Deposits / Placements with Banks /MFB etc. 119,205,188 79,000,681
- Investment in Federal Government securities T-Bills 909,638 3,094,860
- Staff loans 749,138 180,538

362,142,555 347,011,283

g o
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MARK-UP / RETURN / INTEREST EXPENSED

On:

- Deposits
- Leased liability
- Borrowings

ADMINISTRATIVE EXPENSES

Salaries, wages and other allowances etc.
Contribution to defined contribution plan
Gratuity expense

Staff welfare

Directors' fee

Printing and stationery

Communication

Office supplies

Travelling and conveyance

Insurance

Training and development

Utilities

Branch setup cost

Advertisement & publicity

Depreciation

Amortization

Depreciation expense on lease assets
Auditor's remuneration

Bank charges

Office cleaning and maintenance

Legal and professional fee

Fee and subscription

IT equipment and software maintenance

Others

22.1

Auditors' remuneration

Audit fee

Provident fund

Half yearly review fee

Tax services

Certification fee

Public sector code of corporate governance - report fee
Out of pocket and others

OTHER CHARGES

Loss on scrapping of fixed assets

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2020 2019
Note =eeemeeeemeeeee-Rupees

3,298,434 5,248,483
2,982,435 4,463,871
73,336,089 61,345,022
79,616,958 71,057,376
134,012,006 132,891,512
4,875,328 3,874,564
17.1 4,664,723 3,251,890
654,640 893,064
275,000 384,000
1,594,714 2,086,273
3,862,950 3,063,475
110,675 37,669
3,755,649 3,936,855
2,891,538 3,302,711
397,901 811,226
3,563,467 2,711,094
765,275 2,150,799
190,000 406,273
12.1 = 3,861,487 3,272,545
12.2 # 1,062,705 756,191
12.3 7 15,051,394 16,206,348
22.1 - 649,360 738,150
1,826,778 2,085,786
1,682,571 1,073,689
276,497 84,870
7,126,394 4,710,104
3,488,048 4,298,009
1,244,767 843,976
197,883,867 193,871,073
350,000 350,000
30,000 30,000
125,000 125,000
- 111,500
61,500 35,140
38,500 38,500
44,360 48,010
649,360 738,150
12.3 400,683 -

Wi feo
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SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2020 2019
TAXATION e R A1) TR
For the year
- current 16,587,840 23,677,311
- deferred ; 3,040,844 (3,766,551)
19,628,684 19,910,760
For the prior year's .
- current (2,188,538) (98,018)
- deferred - (3,325,100)
(2,188,538) (3,423,118)
17,440,146 16,487,642
24.1 Relationship between tax expense and accounting profit
Profit before tax 70,124,627 68,657,792
Tax at the tax rate of 29% 20,336,142 19,910,760
Effects of:
- prior year (2,188,538) (3,423,118)
- reduce rate difference - =
- others (707,458) -
Tax expense 17,440,146 16,487,642
EARNINGS PER SHARE

Basic

Basic earnings per share is calculated by dividing the profit attributable to equity holders of the Bank by the weighted
average number of ordinary shares in issue during the year.

25.1

2020 2019
semmmmmmmmnmee e RUPEE§-mmmemmmmmmn e
Profit for the year A 52,684,481 52,170,150
(Number) (Number)
Weighted average ordinary shares B 75,000,000 75,000,000
=m==mmemmemmee=-RUp£E§-=-=nmmmmmmmn
Earnings per share A/B 0.70 0.70

Diluted

There is no dilution effect on the basic earnings per share of the Bank as on December 31, 2020 (2019: Nil).

2020 2019
Note =~ seeeeeeeeeeeeeee Rupees-----=-me-nvv

CASH AND CASH EQUIVALENTS
Cash in hand 8 1,020,493 737,313
Cash and balances with SBP and NBP 8 18,235,198 12,913,074
Balances with other banks 9 478,301,018 332,486,158
Investment - net of provisions 250,000,000 250,000,000

‘ 747,556,709 596,136,545

v
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NUMBER OF EMPLOYEES

2020

Permanent

Contractual

Total number of employees

2019

Permanent

Contractual

Total number of employees

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Credit /Sales Staff Banking Staff Total
Number
’ 205 122 327
54 1 55
259 | | 123 382
215 123 338
40 1 41
255 | | 124 379
2020 2019
381 324

Average number of employees dﬂring the year

TRANSACTIONS AND BALANCES WITH RELATED PARTIES

The bank is a subsidiary of Sindh bank limited which holds 99.99% share capital of the bank. Therefore, all
subsidiarics and associated undertakings of SBL are related partics of the bank.Other related parties include
directors,key management personnel which include CEO and Head of departments (HOD's) entities under common
directorship. remuneration to directors and exectives is disclosed in note 31 to these financial staements. All
transactions involving related parties are subject to the approval of the Board of Directors. Significant transactions
with related parties during the year are as follows;

Balances with related party

- Sindh Bank Limited

(Highest balance during the year)

Relations hip

Parent Company

Deposits in daily Saving account

Rent Payable

Balances as at December 31,

Deposits in daily saving account

Rent payable
- Loan to Employess
- Sindh Insurance Limited
Premium payable
- Deposit of relative of a
key management

Transactions with related party

- Sindh Bank Limited

Mark-up / return / interest earned

key management Personnel
Associates

key management Personnel

Parent Company

Mark-up / return / interest expensed

Bank Charges
Rent Paid

- Sindh Insurance Limited
Insurance premium paid

- Sale of vehicle
- Provision for Gratuity

- Interest on Loan to Employess

- Contribution to
Provident fund

Associates

key management Personnel
key management Personnel
key management Personnel
key management Personnel

Note

11

12.5
17.1
20
22

2020 2019
————— RUpEES =mmmemeee
75,049,927 81,174,073

37,500 37,500
75,049,927 81,174,073
37,500 37,500
29,432,947 18,307,086
1,516,599 15,431
2,007 965,718
2,381,152 3,779,105
- 4,806,634
38,986 302,000
- 262,500
817,268 3,482,473

1 =
4,664,723 3,251,890
749,138 180,538
4,875,328 3,874,564

e
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SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

2020 2019
Number
NUMBER OF BRANCHES
At the beginning of the year 13 13
Closed during the year - s
13 13
NUMBER OF SERVICE CENTERS
At the beginning of the year 58 47
Opened during the year - 11
Closed during the year . =
58 58

REMUNERATION OF CHIEF EXECUTIVE OFFICER, DIRECTORS AND EXECUTIVES

2020 2019
Rupees Rupees
CEO Director Executive CEO Director Executive

-Managerial remuneration 9,104,555 - 7,953,290 8,970,000 - 12,165,348
-House rent allowance 4,097,050 3,578,981 4,036,500 - 5,474,400
-Medical allowance 910,455 795,329 897,000 - 1,216,536
-Utilities allowance 910,455 795,329 897,000 - 1,216,536
-Contribution to PF 910,455 - 795,329 897,000 - 1,216,536
-Directors fee - 225,000 - - 345,000 -
-Bonus 1,495,001 - 1,288,458 1,370417 - 908,919
-Others - 50,000 - - 39,000 -

17,427,971 275,000 15,206,716 17,067917 384,000 22,198.275
Number of persons at year end 1 4 7 1 4 T

31.1 Executive means employees, other than the chief executive officer and directors, whose basic salary exceed Rs.
1,200,000 in a financial year.

31.2 The President / Chief Executive Officer is entitled to use bank maintained car and perquisites in accordance with
the terms of his appointment.

DEFINED CONTRIBUTION PLAN

2020 2019
32.1 Disclosures relating to Provident fund (un-audited) (audited)
Rupees
Size of the fund 26,326,439 19,744,040
Cost of the investments made - 13,573,938
Percentage of investments made 0% 69%
Fair value of investments - 14,064,653
Break-up of investments
TDR's - -
Government securities — T-Bills - 13,573,938
Receivable from Sindh Microfinance Bank Limited 834,524 644,056
Bank balances 25,491,915 5,035,331
Accrued markup - 490,715
26,326,439 19,744,040

Investments out of Provident Fund have been made in accordance with the provisions of section 218 of the

Companies Act, 2017 and the rules formulated for this purpose. W

Page 26 of 32



T6J0 L7 38vg

- = = - — - = - ded vopysod [euvuy jo Juawmayes O
6LE1IL  OI0I6LLY)  f9LFIS9I6 (L8TLT61PD)  TITPISESE 106701 T6L LTSI TIS dx3 wopysod Epuruy jo uo
GLETIL 00L915 65 66EFS6LI6 PILPSLES moy

uopysod [EpuEUY Jo JuILAES O

SLO'S06°L10°1 9L9'056'68 L6STTL'ST - 6LETIL D0L'91S 65 66€'VS6'LT6 07€'9LELSL $96'516°1 000°80%'F1 PII'PSL'EST
L65TIL6T 6LETIL T99CTEv LS 1981658 0TE9LE'L LFSSIL - - L sonmqu PNO
000000008 = = - - * 000'000°008 000°000°05L - - 000'000'0S 09FL-98°11 91 sBumosiog
998'9F¥'971 FPECFRO'L * - * YEE'YB0°L TES'T9E°611 - 8I1¥00Z°1 000°80¥¥1 FII'PSL'E01 09'%1 -8 sI $1UNooow 110 pue susodacy
SNIqEY [FRuUENL]
9LFBOFTI8'1 PIC6EY LI S59°TIE'C 6L6'009'7 - 089°STL'11 T91'69L P48 1 L6 8F6'S1 LB1°OPL'SSE 10£°015908 17L'695'999 oL
- - = e - = = = - * - psod [epuruy jo O
9L BOFT98'T PIE'6E9°LI SS9TIE'E 6L6009' - 089'SZL11 Z91'69L P81 ££6'8F6°S1 LBI°OFL'SSE 10£°015°908 17L°695'999
LO¥'PISTE FESEI6S SS9TIEE 6L6°009°T - = £E8°00697 = # STV'ELL'S SOFLIILI €1 S185E YO
FOI'T9E°F98 - = - - - FOI'T9EF98 £E6'8Y6°S1 LBI'OPL'SST 9IS IFY'LLY SIFIE0'ST1 8L'SE I SOUBAPY
09€°560°619 7 " £ = - 09£°560°619 " 000°000°001 09€°560°61€ 000000007 oFFL-0IEl 01 suoisiaoid Jo 190 - waunsasug
8S1'98K°76E & - - - - 8S1°98K'TEE - - - $S1'08¥ 765 oFFL-STIL 6 SYUBG Y10 i SoUE[eE
LBE0SY'EL 089'sTL11 = . = 089°SZLT1 LOL'PT6'1 B - 2 LOL'YTS'T 8 JdEN PU® JgS Yim s0uE[eq pue yse))
$135SE [RpURLL]
dny % 6107
TR GU0 S0 X TEIA SU0 P s 5
(TR =10 qug ek 2u0 2940 03 do sypuow 03 dn gyuom o =103 qng aeakauo 240 0y dn sppuom g phoe 20N
S - s aue oy dp) 240 UOW W0 D awo oy dny PRIA 2an29 7
WSH J520a] | PPIA 0] pasodia jou | Bupivaq jsaiapu woy WU saajuy / PRI 0) pasodia ; Bupwaq 1saiau)
- - - dwd uopy U je Bo
15656 876 LLE 60T S 6L 9¥5 62L 068 (It5 166 6P OSYEOLOSI  19POLOBLL o6 OFTIIL de3 uopsod [Eusuy jo uo
LLES8Y'956 TOC 998 5 BE69RFIT - 00058 SOTEIOEE  PLOTIVI06 905 S66SLL  9S69LVT - TITOSTELL ey
. - - % = - - = - - - nysod prrauruy jo BO
LLE'88¥'956 £07°998°FS 8E6'98K1T - 000°0S€ $9T'670°EE PLY'TT9106 905'S66°SLL 956'9LFT 2 TITOST'ETN
BLO'SPILY 6LL'LISVS 8E6 981 1T 000°0ST I8'0ELTE 661°185°T1 905°L8S°11 £69°€66 - = Ll SAUPQET] 1410
000°000°0SL = » . - 000°000°05L 000°000°05L = = - SFFL-¥T9 91 sdumoviog
668°6£E°6E1 YIV'867 s - = YIV'S6T SLFIF0'6£1 000'80%F1 £97'E8%°1 = IZ0S1ETL STEI-8 st 51UN00E 19410 pue snsodagy
SMGE] [FRUEEL]
D0V BIFS061  OBISLOCIE LITEI00L  orl6i8al - LISEFT 08 OTTTSET6L1  SL6T009T 969081 €51 19V OLOBLL SF1 6P FER moy
- # * - = A g # . = - d u jo bo
00F'8ZF'S06°1 081°9L0°C11 LIZ'E10°0L 9F1°618°T1 - LAS'EFT0C 0TT'ISET6L'Y SLE'E00°97 9€9°081°€51 19¥'9L9°BLL Y1 16¥PE8
BI6EP66S1 £9CTE8 T8 LITEI00L  9¥I'6I8°TI = - SSSTINILL - - 8161758y LEY'68S'ST 1 19558 2410
LLY'P66°655 " - = LLY'¥66'65S SL6'T0097 9E9'081°E51 EFS'PSI'SST £75's59'ST1 00°FE 1 SIURAPY
960'CE6°L8Y - - - & 960'C76'L89 - - 000000°SLY 960'TE6TIT oFFI-S86 01 suoisiA0id Jo ou - yuounsaau]
810°10€°8LY TIL'T09'S1 = * % TIL'109'51 90€'669°T9¥ C = * P0£°669°T9F SLOL-§S 6 SHURQ JOYI0 Yl SIOUV[EE
169's5T°61 SO1'ZFI'FL - - - SO1TFO'y1 98S'C19'y - B £ 9S'C19'F g AN PU JGS Yim S30URIRq pue yse)
S)ISSE [EPDUBN]
dny % 0707
awal auo sipuow Xy S JEIA D spuem 1yt 0y du e G
oy =0 gng awak 2uo 2aQ o) dn spuow 03 dm uow ™o qng awakauo A o) dn sipuows oy
" e 18 auo 03 dp) S MG guowdweag  woopdn  pRikaspdayg
ASH 1/ i1k 0y pasodxa jou ; Tupwaq | woN 5K 152123u] | PRIA 0) pasodxa / Jupivaq saaau]
‘SuonousuRn
ssouIsng Jo Ao Sy Jo AN ULSI-L0YS SY) 01 INP Moj St nsodxd 1w 1SN 5 YURH | SRS W JO MANA JenEau 2y Aq pofeueiu se ysu oy | "SOTEI 1SN PrEW Ut soFuRYD JO jnsal € ST W s | [ELOURUL] 34} JO IN[RA ) 1Y) YU Y1 §1 3SU Sjd 153197u]

A5y apea dnopiew [ jsasup  [gg
INSWIOVNVIN NSTH TVIONVNIS €€

SUNAWALVLS TVIONVNIA AHL OL STLON
UALIWNET XNVE AINVNIAOHIIW HANIS



33.2

333

334

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Credit risk management

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other
party to incur a financial loss. The Bank's credit risk is primarily attributable to its advance. The bank has an effective
loan disbursement and recovery monitoring system which allow it to evaluate borrowers' credit worthiness and identify
potential problem loans. Provision for loan losses is maintained as required by the Prudential Regulation.

In summary, the maximum exposure to credit risk as at reporting date was as follows:

2020 2019
Note Rupees
Bank balances 8&9 482,914,604 334,410,865
Advances - Net of Provisions 11 553,805,824 849,973,816
Investment - Net of Provisions 10.2 675,000,000 600,000,000
Other Assets . 13 89,930,701 29,501,812
1,801,651,129 1,813,886,493

Liquidity risk management
Liquidity risk is the risk of being unable to raise funds at a reasonable price to meet commitment when they fall due or

take the advantage of investment opportunities when they rise. The management ensure that funds are available at all
times to meet the funding requirements of the Bank.

As at the reporting date the Bank's financial liabilities have contractual maturities as summarized below:

Effective yield /

2020 PR Upto one year Over one year Total
Deposits and other accounts 8-13.25 124,931,899 14,408,000 139,339,899
Borrowings 6.24 - 14.49 - 750,000,000 750,000,000
Other Liabilities 33,520,692 33,074,444 66,595,136

158,452,591 797,482,444 955,935,035

2019
Deposits and other accounts 8-14.60 126,446,866 - 126,446,866
Borrowings 11.86 - 14.60 50,000,000 750,000,000 800,000,000
Other Liabilities 53,339,446 37,598,917 90,938,363

229,786,312 787,598,917 1,017,385,229

Interest risk measurement

Interest rate risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market interest
rate. The risk is managed by regular review of market rates.

Sensitivity analysis of interest rate risk on financial assets and liabilities is presented below:

2020 2019
Note -mmmmmmmeme———Rupees
Net financial assets 331 890,729,546 916,814,763
Effect on profit and loss account
Interest rate + 100 bps 8,907,295 9,168,148
Interest rate - 100 bps (8,907,295) (9,168,148)

g o
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SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Fair value measurement
Assets and liabilities measured at fair value in the statement of financial position are grouped into three levels of fair

value hierarchy. This grouping is determined based on the lowest level of significant inputs used in fair value
measurement, as follows:

»

Level 1: Quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: Inputs other than quoted prices included within level I that are observable for the asset or liability, either
directly (i.e. as prices) or indirectly (i.e. derived from prices).

Level 3: Inputs for the asset or liability that are not based on observable market data (unobservable inputs).

Financial instrument in level 1

Currently, no financial instruments are classified in level 1.

Financial instrument in level 2

Currently, no financial instruments are classified in level 2.

Financial instrument in level 3

Currently, no financial instruments are classified in level 3.

The fair value of assets and liabilities except for staff loan and non-performing advances, their carrying values since
these assets and liabilities are either short term in nature or frequently repriced in case of customer loan and deposits.
The fair value of staff loan cannot be calculated with sufficient reliability due to the absence of current and active

market for such assets and reliable data regarding market rates for similar instruments. The provision for non -
performing advances is calculated in accordance with the Bank's accounting policy as stated in policy note.

o
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MATURITIES OF ASSETS AND LIABILITIES

2020

Market rate assets

Advances

Investments

Other caming asscts
Total market rate assets

Other non-earning assets
Total assets

Market rate liabilities

Time deposits of Rs.100,000 and above
Time deposits below Rs.100,000
Borrowing

Other cost bearing liabilities

Total market rate liabilities

Other non- cost bearing liabilities
Total liabilities

2019

Market rate assets

Advances

Investments

Other earning assets
Total market rate assets

Other non-earning assets
Total assets

Market rate liabilities

Time deposits of Rs.100,000 and above
Time deposits below Rs.100,000
Borrowing

Other cost bearing liabilities

Total market rate liabilities

Other non- cost bearing liabilities
Total liabilities

SINDH MICROFINANCE BANK LIMITED
NOTES TO THE FINANCIAL STATEMENTS

Over one month

Over six months

Total Upto one month e —— upto one year Over one year
Rupees
559,994,677 125,655,523 255,154,543 153,180,636 26,003,975
687,933,096 212,933,096 475,000,000 - -
544,424,447 495,902,529 48,521,918 - -
1,792,352,220 834,491,148 778,676,461 153,180,636 26,003,975
113,076,180 30,243,817 - 12,819,146 70,013,217
1,905,428,400 864,734,965 778,676,461 165,999,782 96,017,192
137,558,212 123,150,212 - - 14,408,000
1,483,263 - 1,483,263 - -
750,000,000 - - - 750,000,000
12,581,199 - - 993,693 11,587,506
901,622,674 123,150,212 1,483,263 993,693 775,995,506
54,866,203 33,029,265 350,000 - 21,486,938
956,488,877 156,179,477 1,833,263 993,693 797,482,444
Total Upto ene month i qnc mionth st S mouilie Over one year
upto six months upto one year
Rupees

864,362,104 115,031,468 477,641,516 255,740,187 15,948,933
619,095,360 200,000,000 319,095,360 100,000,000 -
361,311,698 351,538,273 9,773,425 - -
1,844,769,162 666,569,741 806,510,301 355,740,187 15,948,933
17,639,314 11,725,680 - 2,600,979 3,312,655
1,862,408,476 678,295,421 806,510,301 358,341,166 19,261,588
118,151,105 103,743,105 - - 14,408,000
1,211,427 - 11,009 1,200,418 -
£00,000,000 50,000,000 - - 750,000,000
8,591,867 - - 715,547 7,876,320
927,954,399 153,743,105 11,009 1,915,965 772,284,320
89,950,676 59,516,700 711,379 - 29,722,597
1,017,905,075 213,259,805 722,388 1,915,965 802,006,917

wgfo
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CAPITAL RISK MANAGEMENT

The objective of managing capital is to safeguard the Bank's ability to continue as a going concern, so that it could continue to
provide adequate returns and benefits to stakeholders by pricing products and services commensurately with the level of risk
and comply with capital requirement set by SBP. It is the policy of’the Bank to maintain a strong capital base at reasonable post
s0 as to maintain investors, creditor and market confidence, sustained future development of the business and achieve low
overall cost of the capital with appropriate mix of cost of capital. The impact of the level of capital on shareholders return is
also recognized and the Bank recognizes the need to maintain a balance between the higher returns that might be possible with
higher gearing and the advantages and security afforded by a sound capital position.

As per amendments in Prudential Regulations (R-1) issued vide BPRD Circular No. 10 of 2015 dated June 03, 2015, the
minimum paid up capital requirement (MCR), free of losses for Microfinance Banks operating at provincial level is Rs. 500
million. As at December 31, 2020, the paid up share capital of the Bank stood at Rs. 750 million (2019: Rs. 750 million).

The capital of the Bank is managed keeping in view the minimum Capital Adequacy Ratio CAR (15%) required by the
Prudential Regulations for the Microfinance Banks / Institutions. The adequacy of the capital is tested with reference to the risk-
weighted assets of the Bank. The calculation of capital adequacy enables the Bank to assess the long-term soundness. As the
Bank conducts business on a wide area network basis, it is critical that it is able to continuously monitor the exposure across
the entire organization.

The Bank manages its capital structure and makes adjustments to it in light of changes in regulatory and economic conditions.
In order to maintain or adjust the capital structure, the Bank may adjust the amount of dividend paid to shareholders, return
capital to shareholders or issue new shares.

As at December 31, 2020, the Bank's Capital adequacy ratio (CAR) is approximately 98.30% (2019: 77.33%) of its weighted
exposure, as against the minimum requirement of 15% prescribed by SBP.

Regulatory Relief to dampen the effects of Covid-19

State Bank of Pakistan vide AC&MFD Circular Letter No. 01 & 04 of 2020; in which some policy measures were prescribed
for Microfinance banks to provide regulatory relief. In order to enable Microfinance banks in extending relief measures to the
affected borrowers, following additional relief measures have been taken;

Through AC&MFD circular letter no. 7 dated August 10, 2020, each NPL category has been extended by 2-months for
borrowers who could not avail relief under the scheme. However, this facility shall stand expired on March 31, 2021.

Further, a general provision is maintained equivalent to 1% of the net outstanding balance (advances net of specific provisions)
for potential loan losses. However, general provision is not required in cases where loans have been secured against cash
collaterals with appropriate margin.

Specific and general provisions are charged to profit and loss account in the period in which they occur.

Non-performing advances are written off one month after the loan is classified as "Loss' in accordance with the requirements of
the prudential regulations for microfinance banks issued by the State Bank of Pakistan. However, the Bank continues its efforts

for recovery of the written off balances. w
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36 COMPARATIVE FIGUERS

Items presented in the statement of financial position as at December 31, 2019 have been reclassified to confirm to current
year's presentation.

Note , Before Recissaification After
classification ® - classification
Balances With Other Banks/NBFIs/MFBs
Local currency deposit account 9 332,486,158 (210,704) 332,275,454
Local currency current account 9 - 210,704 210,704
332,486,158 - 332,486,158

37 SUBSEQUENT EVENTS

No adjusting or significant non;adjusting events have occurred between the reporting date and date of authorization.

38 DATE OF AUTHORIZATION

05 MAR 20

These financial statements were authorized for issue on gy'thc Board of Directors of the Bank.

Y

+ y{al Officer Chairman

Presic&it & Chief Executive
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