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£ Pak-Gulf Leasing NOTES TO THE FINANCIAL STATEMENTS
Company Limited FOR THE YEAR ENDED JUNE 30, 2014

STATUS AND NATURE OF BUSINESS

Pak-Gulf Leasing Company ("the company") was incorporated in Pakistan on 27 December 1994
as a public limited company under companies ordinance, 1984 and commenced its operations
on 16 September 1996. The company is principally engaged in the business of leasing and is
listed on all three Stock Exchanges of Pakistan, namely, the Karachi Stock Exchange (Guarantee)
Limited, the Lahore Stock Exchange (Guarantee) Limited and the Islamabad Stock Exchange
(Guarantee) Limited. The registered office of the company is situated at the Forum, Rooms 125
- 127, First floor, main Khayaban-e-Jami, Clifton, Karachi.

BASIS OF PREPARATION

Statement of Compliance

These financial statements have been prepared in accordance with the approved accounting
standards as applicable in Pakistan. Approved accounting standards comprise of such International
Financial Reporting Standards (IFRS) issued by the International Accounting Standards Board
(IASB) as are notified under the Companies Ordinance, 1984 (the Ordinance), the requirements
of the Ordinance, the Non-Banking Finance Companies (Establishment and Regulations) Rules,
2003 (the NBFC Rules), the Non-Banking Finance Companies and Notified Entities Regulations,
2008 (the NBFC Regulations), and the directives issued by the Securities and Exchange
Commission of Pakistan (the SECP). Wherever the requirements of the Ordinance, the NBFC
Rules, the NBFC Regulations, or the directives issued by the SECP differ with the requirements
of IFRS, the requirements of the Ordinance, the NBFC Rules, the NBFC Regulations, the directives
issued by the SECP prevail.

Basis of Measurement

These financial statements have been prepared under the historical cost convention, except that
certain operating fixed assets are stated at revalued amount and investments classified as
'available for sale' are marked to market and carried at fair value.

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

During the year certain amendments to Standards and new interpretations became effective,
however, they did not have any material effect on the financial statements of the Company.

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

The following standards, amendments and interpretations of approved accounting standards will
be effective for accounting periods beginning on or after 01 July 2011.These standards are either
not relevant to the Company’s operations or are not expected to have significant impact on the
Company’s financial statements, other than increased disclosures in certain cases:

- IAS 24 Related Party Disclosures (revised 2009) — (effective for annual periods beginning
on or after 1 January 2011). The revision amends the definition of a related party and
modifies certain related party disclosure requirements for government-related

- Amendments to IAS 12 — deferred tax on investment property (effective for annual
periods beginning on or after 1 January 2012). The 2010 amendment provides an
exception to the measurement principle in respect of investment property measured
using the fair value model in accordance with IAS 40 Investment Property. The
measurement of deferred tax assets and liabilities, in this limited circumstance, is based
on a rebuttable presumption that the carrying amount of the investment property will be
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recovered enttirely through sale. The presumption can be rebutted only if the investment
property is depreciable and held within a business model whose objective is to consume
substantially all of the asset’s economic benefits over the life of the asset. The amendment
has no impact on financial statements of the Company.

- Amendments to IFRIC 14 IAS 19 — The Limit on a Defined Benefit Assets, Minimum
Funding Requirements and their Interaction (effective for annual periods beginning on
or after 1 January 2011). These amendments remove unintended consequences arising
from the treatment of prepayments where there is a minimum funding requirement.
These amendments result in prepayments of contributions in certain circumstances
being recognised as an asset rather than an expense. This amendment has no impact
on Company's financial statements.

- Improvements to IFRSs 2010 — In May 2010 the IASB issued improvements to IFRSs
2010 which comprise of 11 amendments to 7 standards. Effective dates, early application
and transitional requirements are addressed on a standard by standard basis. The
majority of amendments are effective for annual periods beginning on or after 1 January
2011, The amendments include list of events or transactions that require disclosure in
the interim financial statements, add an explicit statement that qualitative disclosure
should be made in the context of the quantitative disclosures to better enable users to
evaluate an entity’s exposure to risks arising from financial instruments and fair value
of award credits under the customer loyalty programmes to take into account the
amount of discounts or incentives that otherwise would be offered to customers that
have not earned the award credits. Certain of these amendments will result in increased
disclosures in the financial statements.

- IAS 27 Separate Financial Statements (2011) - (effective for annual periods beginning
on or after 1 January 2013). 1AS 27 (2011) supersedes IAS 27 (2008). IAS 27 (2011)
carries forward the existing accounting and disclosure requirements for separate financial
statements, with some minor clarifications. The amendments have no impact on financial
statements of the Company.

- IAS 28 Investments in Associates and Joint Ventures (2011) - (effective for annual
periods beginning on or after 1 January 2013). IAS 28 (2011) supersedes IAS 28 (2008).
IAS 28 (2011) makes the amendments to apply IFRS 5 to an investment, or a portion
of an investment, in an associate or a joint venture that meets the criteria to be classified
as held for sale; and on cessation of significant influence or joint control, even if an
investment in an associate becomes an investment in a joint venture. The amendments
have no impact on financial statements of theCompany.

- IAS 19 Employee Benefits (amended 2011) - (effective for annual periods beginning on
or after 1 January 2013). The amended IAS 19 includes the amendments that require
actuarial gains and losses to be recognised immediately in other comprehensive income;
this change will remove the corridor method and eliminate the ability for entities to
recognise all changes in the defined benefit obligation and in plan assets in profit or
loss, which currently is allowed under IAS 19; and that the expected return on plan
assets recognised in profit or loss is calculated based on the rate used to discount the
defined benefit obligation. The amendments have no impact on financial statements of
the Company.

- Presentation of ltems of Other Comprehensive Income (Amendments to IAS 1) - (effective
for annual periods beginning on or after 1 July 2012). The amendments require that an
entity present separately the items of other comprehensive income that would be
reclassified to profit or loss in the future if certain conditions are met from those that
would never be reclassified to profit or loss. The amendments do not address which
items are presented in other comprehensive income or which items need to be reclassified.
The requirements of other IFRSs continue to apply in this regard.
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- Disclosures — Transfers of Financial Assets (Amendments to IFRS 7) - (effective for
annual periods beginning on or after 1 July 2011). The amendments introduce new
disclosure requirements about transfers of financial assets, including disclosures for
financial assets that are not derecognised in their entirety; and financial assets that are
derecognised in their entirety but for which the entity retains continuing involvement.

25 Critical accounting estimates and judgments

The preparation of financial statements in conformity with approved accounting standards requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities, income and expenses. It also requires management to exercise judgment in application
of the Company's accounting policies. The estimates and associated assumptions are based on
historical experience and various other factors that are believed to be reasonable under the
circumstances. These estimates and assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period, or in the period of revision and future periods if the revision affects both
current and future periods.

The areas where various assumptions and estimates are significant to the Company's financial
statements or where judgment was exercised in application of accounting policies are as follows:

i) Classification and valuation of investments (notes 3.1, 5 and 9)

i) Provision for current and deferred taxation (notes 3.10 and 27)

iii) Recognition and measurement of deferred tax assets and liabilities (note 3.10 and 16)
iv) Classification and provision of net investment in finance lease (notes 3.5, 3.6 and 8)
V) Determination and measurement of useful life and residual value of operating fixed

assets (note 3.7 and 10)
vi) Measurement of leasehold premises carried at revalued amount. (note 3.7, 10 and 19)
2. Functional and presentation currency

These financial statements are presented in Pakistani Rupees which is the Company's functional
and presentation currency.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies applied in the preparation of these financial statements are
set out below.These policies have been consistently applied to all the years presented.

3.1 Financial assets

3.11 Classification

The Company classifies its financial assets in the following categories: loans and receivables,
held to maturity and available for sale. The classification depends on the purpose for which the
financial assets were acquired. Management determines the appropriate classification of its
financial assets at initial recognition and re-evaluates this classification on a regular basis.

(a) Loans and receivables

These are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market.
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(b) Held to maturity

Held-to-maturity investments are financial assets with fixed or determinable payments
and fixed maturity that the Company has a positive intent and ability to hold to maturity.

(c) Available for sale
Available for sale financial assets are those non-derivative financial assets that are
designated as available for sale or are not classified as (a) loans and receivables, (b)
held to maturity investments or financial assets at fair value through profit or loss.

Initial recognition and measurement

Financial assets are initially recognised at fair value plus any related transaction costs directly
attributable to the acquisition.

Subsequent measurement

Subsequent to initial recognition, financial assets designated by the management as loans and
receivables and available for sale are valued as follows: ;

a) Loans and receivables

Loans and receivables are carried at amortised cost.

b) Held to maturity
Subsequent to initial measurement, held to maturity investments are carried at amortised
cost.

c) Available for sale

Subsequent to initial measurement, available for sale investments are revalued and are
remeasured to fair value.

Net gains and losses arising on changes in fair value of available for sale financial assets are
taken to equity until these are derecognised. At this time, the cumulative gain or loss previously
recognised directly in equity is transferred to the profit and loss account.

Impairment

The carrying value of the Company's assets are reviewed at each balance sheet date to determine
whether there is any indication of impairment. If such an indication exists, the recoverable amount
of such asset is estimated. An impairment loss is recognised whenever the carrying amount of
an asset exceeds its recoverable amount. Impairment losses are recognised in the profit and
loss account.

Derecognition

Financial assets are derecognised when the rights to receive cash flows from the financial assets
have expired or have been transferred and the Company has transferred substantially all risks
and rewards of ownership attached to such financial assets.

Financial liabilities

All financial liabilities are recognised at the time when the Company becomes a party to the
contractual provisions of the instrument.
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A financial liability is derecognised when the abligation under the liability is discharged or cancelled
or expired.

Offsetting of financial assets and liabilities

Financial assets and financial liabilities are offset and the net amount is reported in the balance
sheet when there is a legally enforceable right to set off the recognised amounts and there is
an intention to settle on a net basis, or realise the assets and settle the liabilities simultaneously.

Cash and cash equivalents

Cash and cash equivalents include cash in hand, cheques in hand, deposits held at call with
banks, short- term running finance facilities and other short-term highly liquid investments with
original maturities of three months or less.

Net investment in lease finance

Leases where the company transfers substantially all the risks and rewards incidental to ownership
of the leased assets to the lessees, are classified as finance leases.

The leased asset is derecognised and the present value of the lease receivable (net of initial
direct costs for negotiating and arranging the lease) is recognised on the balance sheet. The
difference between the gross lease receivables and the present value of the lease receivables
is recognised as unearned finance income.

A receivable is recognised at an amount equal to the present value of the minimum lease
payments under the lease agreements, including guaranteed residual value, if any.

Each lease payment received is applied against the gross investment in the finance lease
receivable to reduce both the principal and the unearned finance income. The finance income
is recognised in the profit and loss account on a basis that reflects a constant periodic rate of
return on the net investment in the finance lease receivables.

Initial direct costs incurred by the company in negotiating and arranging finance leases are added
to finance lease receivables and are recognised as an expense in the profit and loss account
over the lease term on the same basis as the finance lease income.

Provision for potential leas > losses and provision for terminated leases

Specific provision for potential lease losses and doubtful receivables are made on the basis of
the requirements of the NBFC Regulations.

Such allowance is increased by provision charged to income and is decreased by charge offs,
net of recoveries and related legal charges.

Operating fixed assets

These are stated at cost less accumulated depreciation and impairment losses, if any, except
for leasehold premises which is stated at revalued amount less accumulated depreciation and
impairment losses, if any, and capital work-in-progress which is stated at cost less impairment
losses, if any. All expenditures connected to the specific assets incurred during installation and
construction period are carried under capital work-in-progress. These are transferred to specific
assets as and when the assets are available for use.

Subsequent costs are included in the assets' carrying amounts or recognised as a separate
asset, as appropriate, only when it is probable that future benefits associated with the item will
flow to the Company and the cost of the item can be measured reliably. All other subsequent
costs including repairs and maintenance are charged to the profit and loss account as and when
incurred.
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Depreciation is charged using the straight line method, whereby the depreciable amount of an
asset is written off over its estimated useful life at the rates specified in note 10.1 after taking
into account residual value, if any. The residual values, useful lives and depreciation methods
are reviewed and adjusted, if appropriate, at each balance sheet date.

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

Any surplus arising on revaluation of operating fixed assets is credited to the surplus on revaluation
account. Revaluation is carried out with sufficient regularity to ensure that the carrying amounts
of assets do not differ materially from the fair value of such assets. To the extent of the incremental
depreciation charged on the revalued assets, the surplus on revaluation of operating fixed assets
(net of deferred taxation) is transferred directly to unappropriated profit.

Gains or losses on sale of assets are charged to the profit and loss account in the period in which
they arise, except that the related surplus on revaluation of assets (net of deferred taxation) is
transferred directly to accumulated profit.

Other receivables

Other receivables are carried at original invoice amount less an estimate made for doubtful
receivables based on a review of all outstanding amounts at the year end. Balances considered
bad and irrecoverable are written off when identified.

Other provisions

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

Current

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

Taxable income for the purpose of computing current taxation is determined under the provisions
of the tax laws whereby lease rentals received and receivable are deemed to be the income of
the Company. Provision for taxation is thus based on taxable income determined in accordance
with the requirements of such laws, and is made at the current rates of taxation in the Income
Tax Ordinance, 2001.

Deferred tax is recognised, using the balance sheet liability method, on all temporary differences
arising between the tax base of assets and liabilities and their carrying amount. Deferred tax is
calculated using the rates that are expected to apply to the period when the differences reverse
based on the tax rates that have been enacted at the balance sheet date.

Deferred tax liabilities are recognised for all taxable temporary differences, whereas deferred
tax assets are recognised for all deductible temporary differences. A deferred tax asset is
recognised only to the extent that it is probable that future taxable profits or taxable temporary
differences will be available against which the asset can be utilised. Deferred tax assets are
reduced to the extent that it is no longer probable that the related tax benefit will be realised. In
addition, the company alsorecognises deferred tax liability on the surplus on revaluation of
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tangible fixed assets which is adjusted against the related surplus in accordance with the
requirements of International Accounting Standard 12 (IAS 12), 'Income Taxes'.

Trade and other payables

Liabilities for trade and other payables are recognised initially at fair value and subsequently
carried at amortised cost.

Staff retirement benefits

Defined contribution plan

The Company operates an approved defined contributory provident fund for all its permanent
employees. Monthly contributions are made to the fund equally by the company and the employees
in accordance with the rules of the fund. The contributions are recognised as employee benefit
expense when they become due.

Staff retirement benefits are payable to employees on completion of the prescribed qualifying
period of service under the scheme. '

Employees’ compensated absences

The Company accounts for the liability in respect of employees’ compensated absences in the
year in which these are earned. Provision to cover the obligations under the scheme is made
based on the current leave entitlements of the employees and by using the current salary level
of the employees.

Currency translation

Foreign currency transactions

Items included in financial statements are measured using the currency of the primary economic
environment in which the Company operates.

Transactions in foreign currencies are translated to Pakistani Rupees at the foreign exchange
rates prevailing on the date of the transaction. Monetary assets and liabilities in foreign currencies
are translated into Pakistani Rupees at the rates of exchange approximating those prevailing on
the balance sheet date. Exchange differences are taken to the profit and loss account.

Revenue recognition

The Company follows the finance lease method in accounting for the recognition of lease income.
Under this method, the unearned lease income i.e. the excess of gross lease rentals and the
estimated residual value over the cost of the leased assets is deferred and taken to income over
the term of the lease contract, so as to produce a systematic return on the net investment in
finance lease. Unrealised lease income is held in suspense account, where necessary, in
accordance with the requirements of the NBFC Regulations.

- Documentation charges are taken to income when realised.
- Income on investments is accounted for on accrual basis.

- Dividend income is recognised when the right to receive the dividend is established.
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3.16 Earnings per share

The Company presents basic and diluted earnings per share (EPS) for its shareholders. Basic
EPS is calculated by dividing the profit or loss attributable to ordinary share holders of the
Company by the 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 dilutive
potential ordinary shares, if any.

3.7 Dividend distribution and transfer between reserves

Dividend distribution (including stock dividend) to the Company's shareholders and transfer
between reserves, except appropriations which are required under law, are recognised in the
financial statements in the period in which such dividends are declared or such transfers between
reserves are made.

& CASH AND BANK BALANCES Note 201 2010
----------- Rupees -----------
Cash in hand 4,944 5,868
Balance with banks:
- in current accounts 2,223,959 3,151,020
- in saving accounts 4.1 8,052 3,076,456
2,236,955 6,233,344
4.1 Return on these savings accounts is earned at rates ranging from 5 percent to
12.40 percent (2010: 5 percent to 11.25 percent) per annum.
5 SHORT TERM INVESTMENT
Available for sale investments
Cost
54,300 units of National Investment Trust (2010: 54,300) 1,194,200 1,194,200
Revaluation surplus / (deficit)
As at 1 July 335,431 263,755
Surplus for the year 215,571 71,676
As at 30 June 551,002 335,431
1,745,202 1,529,631
6 OTHER RECEIVABLES - NET
Lease receivable held under litigation 6.1 48,004,012 59,181,173
Insurance premium receivable 6.2 6,229,569 4,754,708
Others . 485,000 393,200
54,718,581 64,329,081
Provision against terminated leases 6.3 (35,025,146) (35,876,448)

19,693,435

28,452,633
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This represents net investment in finance lease for cases terminated by the Company and

where litigation has commenced.

This represents insurance premiurmn receivable from lessees for leased assets insured on their
behalf by the Company. These amounts are recovered either during the lease period or on

termination / maturity of the lease contracts.

Movement of provision against
terminated leases

Balance as at 1 July

Charge for the year

Reversal during the year

Transfer of provision relating to lease
receivables held under litigation
Balance as at 30 June

LOANS AND ADVANCES TO EMPLOYEES

Due From employees

Note 2011 2010
----------- Rupees -----------
35,876,448 29,742,804
2,374,831 6,133,644
(4,343,342) -
(1,968,511) 6,133,644
8.2 1,117,209 -
35.025.146 35,876,448

- Loans & 443
- Advances 225 000 739,999
225,000 740,442
NET INVESTMENT IN FINANCE LEASES
Net investment in finance leases 8.1 713,213,608 581,547,077
Current portion shown under current assets 8.1 _(262,537,530) (215,096,678)
450,676,078 366,450,399
NET INVESTMENT IN FINANCE LEASE '
2011 2010
Later than Later than
Not later than one year and —— Not later than . one year and Total

less than five
years

one year

less than five
years

one year

45,485,139 198,579,521 244,064,660

RUPGES == === - = oo mm oo alia TS T .
289,261,872 299,144,312 588,406,184

241,470,660 215,502,351 457,063,001

31,460,409 178,168,201 209,628,610

334,747,011 497,723,833 832,470,844

272,931,059 393,760,552 666,691,611

(7.398,859)

(64,810,622)|((46,056,865)|(110,867,487)

(7,398,859)

(49,556,795 | (24,825,253)|| {74.382,048)

(8,277,586 (8,277,586)

(72,209,481) (46,056,865) (118,266,346)

(67,834,381) (24,825,253) (82,659,634)

262,537,530 451,666,968 714,204,498

Provision for potential lease

losses (note 8.2)
Net investment in finance leases

(990,390)

(990,890)

215,096,678 368,935,299 584,031,977

(2,484,900)  (2,484,900)

262,537,530 450,676,078 713,213,608

216,096,678 366,450,399 581,547,077
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