L 2 YOUSUF ADI L Yousuf Adil

Chartered Accountants

18-B/1, Chohan Mansion
G-8 Markaz, Islamabad
44000, Pakistan

Tel: +92 (571) 8734400-3
Fax: +92 (51) 8350602
www.yousufadil.com

INDEPENDENT AUDITOR'S REPORT
TO THE MEMBERS OF THE BANK OF AZAD JAMMU AND KASHMIR
REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS

Opinion

We have audited the financial statements of the Bank of Azad Jammu and Kashmir (the Bank),
which comprise statement of financial position as at December 31, 2020, and the statement of
profit and loss account, the statement of comprehensive income, the statement of changes in
equity and the cash flow statement for the year then ended, and the notes to the financial
statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Bank as at December 31, 2020 and of its financial performance and its
cash flows for the year then ended in accordance with the approved accounting standards as
applicable in Pakistan and the requirements of the Bank of Azad Jammu and Kashmir Act, 2005
(the Act) and its Bye-Laws 2007 (the Bye-Laws).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). 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 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

information included in the annual report, but does not include the financial statements 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
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the financial statements or our knowledge obtained in the audit or otherwise appears to be
materially misstated. If, based on the work we have performed, we conclude that there is a
material misstatement of this other information, we are required to report that fact. We have
nothing to report in this regard.

Responsibilities of management and those charged with governance for the financial
statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with approved accounting standards as applicable in Pakistan and the requirements
of the Act and the Bye-Laws, 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 relating to going concern and
using the going concern basis of accounting unless management either intend to liquidate the Bank
or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are 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 will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

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

e 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.
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e 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.

e 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 @ manner that achieves fair presentation.

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

The engagement partner on the audit resulting in this independent auditor’s report is Shahzad Ali.
C;a;'tered Accountants

Islamabad
Date: June 04, 2021



THE BANK OF AZAD JAMMU AND KASHMIR

STATEMENT OF FINANCIAL POSITION
AS AT DECEMBER 31, 2020

ASSETS

Cash and balances with treasury banks
Balances with other banks

Lendings to financial institutions
Investments

Advances

Fixed assets

Intangible assets

Deferred tax assets

Other assets

LIABILITIES

Bills payable

Borrowings

Deposits and other accounts

Lease liabilities against right of use assets
Subordinated debt

Deferred tax liabilities

Other liabilities

NET ASSETS

REPRESENTED BY

Share capital
Reserves
Deficit on revaluation of assets

Unappropriated profit

CONTINGENCIES AND COMMITMENTS

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

2020 2019
-------- Rupees in '000--------
3,454,865 3,005,671
9,825,491 7,308,507
185,845 178,401
2,246,653 2,036,826
230,026 238,881
26,407 22,426
850,127 775,623
16,819,414 13,566,335
67,414 21,148
13,700,340 11,873,535
132,911 122,388
534,159 322,201
14,434,824 12,339,272
2,384,590 1,227,063
2,129,911 1,027,192
(12,451) (17,290)
267,130 217,161
2,384,590 1,227,063
——— —




THE BANK OF AZAD JAMMU AND KASHMIR

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED DECEMBER 31, 2020

2020 2019
Note -------Rupees in '000----—-
Mark-up / return / interest earned 19 1,511,546 1,279,455
Mark-up / return / interest expensed 20 737,253 702,719
Net mark-up / interest income 774,293 576,736

NON MARK-UP / INTEREST INCOME

Fee and commission income 21 18,668 16,234
Dividend income 9,934 8,107
Other income 22 5,696 | | 3,051

Total non-markup / interest income 34,298 27,392

Total income 808,591 604,128

NON MARK-UP / INTEREST EXPENSES

Operating expenses 23 519,386 470,061
Workers welfare fund = -
Other charges

Total non-markup / interest expenses 519,386 470,061
Profit before provisions 289,205 134,067
Provisions and write offs - net 24 31,379 8,665
Extra ordinary / unusual items - =
PROFIT BEFORE TAXATION 257,826 125,402
Taxation 25 (105,138) (53,572)
PROFIT AFTER TAXATION 152,688 71,830
Rupees
Restated
Basic and diluted earnings per share 26 127 064

The annexed notes 1 to 40 form an integral part of these financial statements. "R'
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THE BANK OF AZAD JAMMU AND KASHMIR
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2020

Balance as at January 01, 2019
Profit after taxation for the year ended December 31, 2019
Other comprehensive income

Surplus on revaluation of available-for-sale securities - net of tax

Transactions with owners, recorded directly in equity

Issue of bonus shares - note 16.5

Balance as at January 01, 2020

Profit after taxation for the year ended December 31, 2020

Other comprehensive income

Surplus on revaluation of available-for-sale securities - net of tax

Transactions with owners, recorded directly in equity

Isuue of shares againts cash - note 16.5
Issue of bonus shares - note 16.5

Closing balance as at December 31, 2020

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

% v/
nd C A
President and CEO Chief Financial Offic

Surplus/ Unappropriated Total

ital
Share capital  jeficit) on Profit
revaluation
Rupees in '000
933,811 (18,935) 238,712 1,153,588
- - 71,830 71,830
- 1,645 - 1,645
93,381 - (93,381) -
1,027,192 (17,290) 217,161 1,227,063
- - 152,688 152,688
- 4,839 - 4,839
1,000,000 - - 1,000,000
102,719 - (102,719) -
2,129,911 (12,451) 267,130 2,384,590
-
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THE BANK OF AZAD JAMMU AND KASHMIR
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31, 2020

2020 2019
...... --Rupees in "'000--—--—-

Profit after taxation for the year 152,688 71,830
OTHER COMPREHENSIVE INCOME

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

Movement in surplus on revaluation of investments - net 7,445 l 2,531

Related deferred tax expense (2,606 (886)
4,839 1,645

Total comprehensive income 157,527 73,475

The annexed notes 1 to 40 form an integral part of these financial statements. -’&‘
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THE BANK OF AZAD JAMMU AND KASHMIR
CASH FLOW STATEMENT
FOR THE YEAR ENDED DECEMBER 31, 2020

CASH FLOW FROM OPERATING ACTIVITIES

Profit before taxation
Less: Dividend income

Adjustments:
Depreciation
Provision and write-offs
Interest expense on lease liability
Provision for gratuity
Provision for leave encashment
Provision for bonus
Gain on sale of fixed assets

(Increase)/ decrease in operating assets
Advances

Others assets (excluding advance taxation)

Incrgase/ (decrease) in operating liabilities
Bills payable
Deposits
Other liabilities (excluding current taxation)

Interest paid on lease liability
Income tax paid
Net cash generated from operating activities

CASH FLOW FROM INVESTING ACTIVITIES

Net investments in available-for-sale securities

Net investments in held-to-maturity securities

Net proceeds from placements with banks

Dividend income received

Investments in operating fixed assets

Proceeds from sale of fixed assets

Net cash generated from / (used in) investing activities

CASH FLOW FROM FINANCING ACTIVITIES
Issue of share capital
Principal paid against lease liability

Dividend paid o _ o
Net cash generated from / (used) in financing activities

Increase / (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of the year
Cash and cash equivalents at eng g year

L -
President and CEO

Note

9.2
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2020 2019
Rupees in '000
257,826 125,401
(9,934) (8,107)
247,892 117,294
52,820 56,269
31,379 11,665
16,034 14,919
11,939 10,679
26,413 20,467
20,144 16,050
(1,030 (22
157,699 130,027
405,591 247,321
(241,206) (19,553)
(77,210 (140,357
(318,416) (159,910)
46,266 1,566
1,826,805 810,332
119,491 108,518
1,992,562 920,416
2,079,737 1,007,827
(16,034) (14,919)
75,047 64,436
1,988,655 928,472
5,921,844 (2,983,777)
9,934 8,107
(16,392) (13,589)
1,030 22
5,916,416 (2,989,237)
1,000,000 -
(17,050) (15,493)
982,950 (15,493)
8,888,021 (2,076,258)
__ 1845301 _ 3921559
10733323 __1845301

8CIOF 7. el




THE BANK OF AZAD JAMMU AND KASHMIR
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020
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2.1

STATUS AND NATURE OF BUSINESS

The Bank of Azad Jammu and Kashmir (the Bank) is a public unlisted Bank which was incorporated in 2096
under the Bank of Azad Jammu and Kashmir Act, 2005 (the Act) and is principally engaged In_ commergnal
banking and related services as a non-scheduled bank in Azad Jammu and Kashmir State.' The registered office
of the Bank is situated at Bank Square, Chatter, Muzaffarabad, Azad Jammu and Kashmir.The Government of
Azad Jammu and Kashmir and Behbood Fund and Group Insurance - Government autonomous body own 100%
percent of ordinary shares of the Bank as on December 31, 2020 in proportion of 94.7% and 5.3% ( 2019: 94%
and 6% ) respectively.

The Bank has 70 branches (2019: 70 branches) in Azad Jammu and Kashmir.

Impact of COVID-19

During the year, a novel strain of corona virus (COVID-19), that first surfaced in China was classified as a
pandemic by the World Health Organization on March 11, 2020. COVID-19 has affected millions of people, and
has consequently had a significant impact on the global economy.

Despite the grave economic effects of COVID-19, the banking sector has largely remained unaffected from the
Pandemic situation. According to the Mid-Year Performance Review of the Banking Sector issued by the State

Bank of Pakistan, the performance of the banking companies for the period January 2020 to June 2020 grew at
a decent pace.

Till date, there is no impairment in the assets of the Bank induced by the pandemic, nor has the Bank faced any
material financial difficulties as a result thereof. The Bank reported profits after tax of amounting to Rs. 153
milion (2019 Rs. 71 million) during the current year. The management has carried out an assessment of the
financial impact of COVID-19 on the carrying amount of the Company's assets, liabilities, incomes and

expenses, and has concluded that there are no material implications of COVID-19 that require any other specific
adinstmeants ar diselngiires in the finanrial statements

BASIS OF PRESENTATION

These financial statements have been presented in accordance with the requirements of format prescribed by
the State Bank of Pakistan's BPRD Circular No 02 dated January 25, 2018, the Act and its Bye-Laws 2007 (the
Bye-Laws).

ltems 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 Pak Rupee, which is the Bank's functional
and presentation currency.

STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with the requirements of the Act, its Bye-Laws
and International Financial Reporting Standards (IFRSs) issued by the International Accounting Standards Board
(IASB) as applicable for banking companies in Pakistan, Provisions of and directives issued under the Banking
Companies Ordinance, 1962, the Act and directive issued by the State Bank of Pakistan (SBP).

Where the requirements of the Banking Companies Ordinance, 1962, or the directives issued by the SBP differ
with the requirements of IFRSs , the requirements of the Banking Companies Ordinance and the said directives
shall prevail.

SBP has deferred the applicability of International Accounting Standard 40, ‘Investment Property’ for Banking
Companies through BSD Circular Letter No. 10 dated August 26, 2002. Further, according to the notification of
SECP dated April 28, 2008, the IFRS - 7 "Financial Instruments: Disclosures" has not been made applicable for
banks. Accordingly, the requirements of these standards have not been considered in the preparation of these
financial statements. However, investments have been classified and valued in accordance with the
requirements of various circulars issued by the SBP. '




SBP vide its BPRD Circular No. 04 of 2019 dated October 23, 2019 has directed banks in Pakistan to
implement IFRS 9 with effect from January 01, 2021. IFRS 9 includes revised guidance on the classification and
measurement of financial instruments, a new expected credit loss model for calculating impairment on financial
assets, and new general hedge accounting requirements. It also carries forward the guidance on recognition and
derecognition of financial instruments from IAS 39. The Bank is currently evaluating the impact of application of
IFRS 9 on its financial statements.

2.2  Standards, interpretations of and amendments to published approved accounting standards that are
effective for the year ended December 31, 2020

There are certain new and amended standards, interpretations and amendments that are mandatory for the
Bank’s accounting periods beginning on or after January 01, 2020 but are considered not to be relevant or do not
have any significant effect on the Bank's operations and therefore not detailed in these financial statements.

2.3  Standards, interpretations of and amendments to published approved accounting standards that are not

yet effective.

The following standards, amendments and interpretations are only effective for accounting periods, beginning on
or after the date mentioned against each of them.

Effective from accounting
period beginning on or after

- IFRS 16 'Leases' - Covid-19 related rent concessions June 01, 2020

- Interest Rate Benchmark Reform — Phase 2

(Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16) January 01, 2021

- Amendments to IFRS 3 'Business Combinations' - Reference to January 01, 2022
the conceptual framework

- Amendments to IAS 16 'Property, Plant and Equipment' - January 01, 2022
Proceeds before intended use

- Amendments to IAS 37 'Provisions, Contingent Liabilities and January 01, 2022
Contingent Assets' - Onerous Contracts — cost of fulfiling a
contract

- Amendments to IAS 1 'Presentation of Financial Statements' - January 01, 2023

Classification of liabilities as current or non-current

State Bank of Pakistan vide its BPRD Circular No. 04 of 2019 dated 23 October 2019 has directed banks in
Pakistan to implement IFRS 9 with effect from 01 January 2021

2.3.1 Other than the aforesaid standards, interpretations and amendments, the International Accounting Standards
Board (IASB) has also issued the following standards which have not been adopted locally by the Securities and
Exchange Commission of Pakistan: :

- IFRS 1 — First Time Adoption of International Financial Reporting Standards
- IFRS 17 - Insurance Contracts
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4.1

4.2

4.21

4.2.2

Use of critical accounting estimates and judgments

The preparation 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 judgement 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 involving a
higher degree of judgment or complexity, or areas where assumptions and estimates are significant to the
financial statements (mentioned in respective notes) are as follow:

)] Classification and provisioning against investment (note 4.2)

ii) Provision against advances (note 4.3)

iii) Valuation and impairment of available for sale securities (note 4.2.5)

iv) Useful life/depreciation of property and equipment (note 4.4) and valuation of right of use asset and
lease liability (note 4.6)

) Current and deferred taxation (note 4.9)

BASIS OF MEASUREMENT

These financial statements have been prepared under the historical cost convention as modified for certain
investments which are carried at fair values and right of use assets and their lease liabilties which are carried at
present values.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies adopted in the preparation of these financial statements are consistent with those of the
previous financial year.

Cash and cash equivalents

Cash and cash equivalents comprise of cash and balances with treasury banks, balances with other banks in
current and deposit account.

Investments
Classification

Investments are classified as follows:

Held for trading

These are securities included in a portfolio in which a pattern of short-term trading exists or which are acqulred
for generating a profit from short-term fluctuations in market prices or interest rate movements.

Held to maturity

These are securities with fixed or determinable payments and fixed maturity that the Bank has the positive intent
and ability to hold till maturity.

Available for sale

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

Regular way contracts

All purchases and sales of investments that require delivery within the time frame established by Prudential
Regulations of the State Bank of Pakistan or market convention are recognised at the trade date. The trade date ,
is the date on which the Bank commits to purchase or sell the investment. : :
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4.2.5

4.3
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Initial measurement

In the case of investments classified as held-for-trading, transaction costs are expepged through the prqﬁt and
loss account. Transaction costs associated with investments other than those classified as held-for-trading are

included in the cost of the investments.

Subsequent measurement

Held-for-trading

Investments classified as held-for-trading are subsequently measured at fair value. Any unrealised gain / loss

arising on revaluation is taken to the profit and loss account.

Held-to-maturity

Investments classified as held-to-maturity are subsequently measured at amortised cost using the effective

interest rate method, less any impairment.

Available-for-sale

Listed securities if any, are classified as available-for-sale are subsequently measured at fair value. Any

unrealised surplus / deficit arising on revaluation is recorded in the surplus / deficit on revaluation of securities
a;count (shown as part of equity in statement of financial position) and is taken to the profit and loss account
either when realised upon disposal or when the investment is considered to be impaired.

up value. The break-up value is

Unlisted equity securities, if any are carried at the lower of cost and break-
d financial

calculated with reference to the net assets of the investee Bank as per its latest available audite
statements. Other unlisted securities are valued at cost less impairment, if any.

Impairment

Impairment loss if any in respect of investments classified as available for sale and held to maturity (except
sukuk) is recognised based on management's assessment of objective evidence of impairment as a result of one
or more events that may have an impact on the estimated future cash flows of the investments. A significant or
prolonged decline in fair value of an equity investment below its cost is also considered an objective evidence of
impairment. Provision for diminution in the value of sukuk is made as per the Prudential Regulations issued by
the SBP. In case of impairment of available for sale securities, the cumulative loss that previously reported in
other comprehensive income is transferred to profit and loss account for the year. For investments classified as

held to maturity, the impairment loss is recognised in the profit and loss account.

Advances

Advances are stated net of provisions for non-performing advances. The Bank reviews its loan portfolio to
assess the amount of non-performing loans and advances and provision required there-against. While assessing
this requirement various factors including the delinquency in the account, financial position of the borrower, the
forced sale value of securities and requirements of the Prudential Regulations are considered. For portfolio
impairment provision on consumer advances, the Bank follows the general provision requirement set out in

Prudential Regulations.
The provisions against non-performing advances are charged to the profit and loss account. Advances are
written off when there is no realistic prospect of recovery.

Fixed assets and depreciation

Capital work-in-progress

Capital work-in-progress is stated at cost less accumulated impairment losses, if any.
Tangible assets Lk R
Fixed assets are stated at cost less impairment losses and accumulated depreciation except for freehqtd land
which is not depreciated. ey : SR






