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Introduction

We have reviewed the accompanying unconsolidated condensed interim statement of financial
position of SME Bank Limited (“the Bank”) as at June 30, 2021 and the related unconsolidated
condensed interim profit and loss account, unconsolidated condensed interim statement of
comprehensive income, unconsolidated condensed interim cash flow statement, unconsolidated
condensed interim statement of changes in equity and notes to the accounts for the half year then
ended (herein after referred as the “unconsolidated condensed interim financial statements”).
Management is responsible for the preparation and presentation of this unconsolidated condensed
interim financial statements in accordance with approved accounting standards as applicable in
Pakistan for interim financial reporting. Our responsibility is to express a conclusion on these
unconsolidated condensed interim financial statements based on our review.

Scope of Review

We conducted our review in accordance with the International Standards on Review Engagements
2410, “Review of Interim Financial Information performed by the Independent Auditor of the Entity.”
A review of unconsolidated condensed interim financial statements consists of making inquiries,
primarily of persons responsible for financial and accounting matters, and applying analytical and
other review procedures. A review is substantially less in scope than an audit conducted in
accordance with International Standards on Auditing and consequently does not enable us to obtain
assurance that we would become aware of all significant matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

Qualified Conclusion

Based on our review, except for the effects of the matter described in Basis for Qualified Conclusion
sgétion of our report, and to the best of our information and according to the explanations given to
us, hothing has come to our attention that causes us to believe that the accompanying unconsolidated
condensed interim financial statements as of and for the half year ended June 30, 2021 is not
prepared, in all material respects, in accordance with approved accounting standards as applicable in
Pakistan for interim financial reporting.

The figures for the quarter ended June 30, 2021 and June 30, 2020 in the condensed interim
statement of profit or loss and condensed interim statement of comprehensive income have not been
reviewed and we do not express our conclusion as we are required to review only the cumulative
figures for the six months period ended June 30, 2021.

Basis for Qualified Conclusion

15 The Bank has Investment in its subsidiary, SME Leasing Limited (SMEL), which is carried in these
financial statements at Rs. 80.748 million (net of provision) and has an outstanding running
finance exposure of Rs. 145.247 million (including mark-up) at the balance sheet date. SMEL
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continues to operate on a net loss basis and therefore the recoverability of investment and
running finance exposure appears doubtful of recovery. Accordingly, we are unable to
determine the extent of impairment that might be necessary to be recorded against the current
carrying values of investment and running finance and its possible effect on accumulated losses
of the Bank.

2.  We were not able to verify Deferred tax asset of Rs. 929.853 million due to brought forward
losses. It has been recognized in the current financial statements as in the opinion of the
management there is certainty regarding realisability of the amount from expected net profits
arising on the future privatization of the bank.

3. Advance income tax includes refunds aggregating to Rs.232.599 million for tax years 2003 and
2004. These refunds were recorded on the basis of an order of the Appellate Tribunal Inland
Revenue dated February 10, 2011 whereby provision for doubtful debts was allowed to be taken
as a deductible expense. The issue of allowing provision for doubtful debts as an expense, in
the case of another bank, was successfully challenged by tax department in the Islamabad High
Court. The High Court ruled in favor of the tax department through its order dated March 13,
2018 which was also upheld by the Supreme Court of Pakistan through its order date June 03,
2018, therefore, the Bank has no legal basis to continue to recognize the receivable as an asset.

4.  As explained in Note 10.3, the loan portfolios of Small Business Finance Corporation (SBFC) and
Regional Development Finance Corporation (RDFC) were transferred to the National Bank of
Pakistan as due to envisaged privatization of the Bank, however, the portfolio continues to
appear as an asset in the books of the Bank.

Material Uncertainties relating to Going Concern

We draw attention to note 6.2 to the financial statements which describes that during the current
period, the Bank incurred a net loss of Rs. 481.512 million (June 30, 2020 Rs.607.608 million)
resulting into accumulated losses of Rs. 6,243.214 (December 31, 2020 Rs. 5,761.702 million). As of
une 30, 2021 the reporting date, total liabilities of the bank have exceeded its total assets by Rs.
3,641.136 million (December 31, 2020: 3,160.083 million) indicating the negative equity and due to
surplus of current demand liabilities over its total unencumbered current liquid assets creating a
negative capital of Rs. 3,641.136 million (2020 Rs. 3,160.083) which indicates the Bank’s inadequate
capacity to ensure the timely repayments. Due to cash inadequacy the Bank was unable to meet the
statutory solvency requirements of minimum capital (MCR) of Rs 10,000 million and the Capital
Adequacy Ratio (CAR) of 10%. Due to continued stressed financial conditions the Bank’s credit rating
fell from B negative (single B-) to CCC. Based on the operational results SBP granted exemption from
meeting the MCR and CAR up to December 31, 2019 or restructuring/ privatization, whichever is
earlier, subject to submission of a concrete plan from the Ministry of Finance (MoF) to provide a firm
commitment to inject the required amount of capital funds in the Bank, if its privatization does not
materialize by March 31, 2020. As stated in note 6.2, these conditions indicate the existence of a
material uncertainty that may cast significant doubt on the Bank’s ability to continue as a going
concern. Our opinion is not modified in respect of this matter.
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Emphasis of Matter

We draw attention to the following matters:

1. Note 14.3 to the financial statements, which describes in detail the status of possession of
the Bank’s property located in Lahore.

2 Note 6.1 to the financial statements, which describes in detail the current status of
privatization of SME Bank.

Qur opinion is not modified in respect of these matters.

Other Matter

The financial statements of SME Bank for the year ended December 31, 2020 were audited by another
firm of Chartered Accountants, who had expressed qualified opinion vide their report dated March 06,
2021. Further, the condensed interim financial statements of the company for the six months period
ended June 30,2020 were reviewed by same auditor whose report dated September 26, 2020
expressed qualified conclusion thereon on the same issues as reported in basis for qualified conclusion
paragraph of this report.

ISLAMABAD CHARTERED ACCOUNTANTS
DATED: Engagement Partner: Abdul Qadeer
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SME BANK LIMITED

Unconsolidated Condensed Interim Statement of Financial Position

As at June 30, 2021
(Un-audited) (Audited)
June 30,2021 December 31, 2020
Note - Rupees in '000 --------
ASSETS
Cash and balances with treasury banks 7 732,314 668,727
Balances with other banks 8 2,834 2,123
Lendings to financial institutions - =
Investments 9 4,756,640 5,828,353
Advances 10 1,595,135 1,530,344
Fixed assets 1 441,907 472,184
Intangible assets 12 1,917 1,756
Deferred tax assets - net 13 929,853 874,915
Other assets 14 511,351 562,685
8,971,951 9,941,087
LIABILITIES
Bills payable 15 297,251 99,986
Borrowings 16 2,941,038 4,127,613
Deposits and other accounts 17 8,200,202 7,602,262
Liability against assets subject to finance lease - -
Sub-ordinated loans - -
Deferred tax liabilities - -
Other liabilities 18 1,174,596 1,271,309
12,613,087 13,101,170
NET LIABILITIES (3,641,136) (3,160,083)
REPRESENTED BY
Share gapital 2,392,507 2,392,507
Reserves 206,526 206,526
Surplus/(deficit) on revaluation of assets - net of tax 19 3,045 2,586
Unappropriated loss (6,243,214) (5,761,702)
(3,641,136) (3,160,083)
CONTINGENCIES AND COMMITMENTS 20

The annexed notes from 1 to 37 form an integral part of these unconsolidated condensed interim financial

statements.

§ N e

Director

President / CEO Chief Financial Officer




10j301 1042111 1901130 [eruruLy 3D QED / uapisaig

Oy

oo/

'SJUSLWIAIRIS [BIOUBUL] WLISIUL PASUIPUCD pajepljosuooun asay) Jo Med [eidajul ue uuof /¢ 0] | wo paxauue ay |,

(p<2) (10°0) (1z'1) (z6'0) o€ (spadn.r) aaeys aad (ssof) panjippiseq
(809°L09) (ZIS'18%) (6+9°882) 988°617) NOILVXV.L HALAV SSO1
(Z0Z'8S) (165'0S) (£40°LS) 9Sp*LY) 6C uonexe|,
(018°599) (g01°2€9) (269'ste) (Zhs'L97) NOILLVXV.L 340434 SSO'1
(<98°y) 60S'T 820FC 100°F 8z 12U - SJO 91LIM PUE SUOISIAG]
(£9°0L9) (r65°0£S) (99°1Z€) (I¥€'€90) suoisia0id 210§9q sS07]
L98°9LY 9¢8'08p 900°7£T F69°'SE€T sasuadxa 1sa1aqui dmjprew-uou (8101
£88°F¢ £68'F€ 6S9°LI 60L LT LT sadrey 12410
& = = = pun,f 2JeJ[oAN SIIOMN
b86° 11 £P6' ISP LYE91T S86°'L1T 9 sosuadxa Junesadp
SASNAJXH LSTUALNI /dN-AVIN NON

(808°¢61) (8sL'h) (859°L8) (L¥9°LT) SSO[ [B10L
[ ¥86'L EV0°T 198°¢ AW0OUT JSAUNUT ddjIew-uou [2j0 ]
[l FOL 01 541 <z awodut 110

(43" - 1€ ¥Z SANLNI3S UO ($SO])/uren

= - = SQANBALIAP W] (SSO[) / awodu]
g = a - AW0oUT 2FUBYIXD UST210]
. . - . auIodU] PUAPIAL(]

8ZEY 89¢'9 ££0°T SOL'E £ 3WOOU] UOISSIWILIOD PUB 33,

AWOINI LSTUALNI /dN-MUVIN NON
(LyT'861) (ZpL'18) (10L°68) (805°1€) sso[ Jsa1apur jdn-sjrew 1aN
T 129 SEI'SPE 989°08¢C 87H'091 réd pasuadxa jsaiapul /uingal jdn-yiepn
L66'TT £6£°E67 86061 026'871 4 Pauwrea 1sa1aqul ALmial jdn-epy
000, ut saadny aoN
00T ‘0€ aunf 1202 “0€ sunyp 0T0T “0g 2unf 1207 ‘0€ dunp
papua auad jjeH papua 1apend)

1707 *0€ dunf papua IBaA Jjey 3y} 1oy
(pa)IpnE-un) JUN0IIY SSO] PUB JLJOIJ WU PISUIPUO]) PAIBPIOSUOIU()

< &  JALIAITMINYE NS



103230(] 1012901 uomoﬁmﬁ 190155 [BIURUL] JOIYD) 0D / udPISaL]

i

"SJUQUIAIE)S [BIOUBULJ WILIOJUI PASUIPUOD PAJePIjOsSuoduUn sy} Jo ped [eI3aul ue uLoj L€ 01 | WO S)0U paxauue Y],

(16L°T0€) (€S0°18%) (961°¢€1) (667°LIT) sso] aArsuaya.duiod [ejo,

- - - - 1ou
- suonesI|qo 1Jouq PAULJIP UO UIed JUIWIAUNSBIWY

sporiad juanbasqns u1 Junodde ssoj

pue jijoad 0} payIsse[daa 3 Jou [[IM JBY) SWI)|

LIS40E 65k €SP ES L8S‘T 12U-JUSWISIAUL JO UOTIBN[BAAS UO SN|dINS Ul JUSWDAON
sporiad yuanbasqns ul Junodde ssoj

pue jgoad 0) payjIsse[dal aq Avul JrYy) SWA|

Jwiodul JAISuYAdwod 1330

(809°L09) (ZIS'18%) (6¥9°882) (988°612) | UOIJBXE) JIJJE SSO] JON

000, ut saadny

0TOT ‘0¢ dunf 120Z°0€ dunp 0Z0T "0¢€ dunf 1207°0€ dunp
Papud JeaA JleH pPapud Jayien()

4[4 ‘0€ AUN[ PIPUD IBIA J[vy Y} J04]
(payipne-un) awoduy sAIsudyarduwio)) Jo JUIWSIR]S WILIIU] PISUIPUO)) Pajepiosuodu()

ILIATT JINVE HINS




SME BANK LIMITED
Unconsolidated Condensed Interim Cash Flow Statement (un-audited)
For the half year ended June 30, 2021

June 30,2021 June 30, 2020
--------- Rupees in '000 -~---------

CASH FLOW FROM OPERATING ACTIVITIES
Loss before taxation ' (532,103) (665,810)
Less: Dividend income

(532,103) (665,810)

Adjustments:
Depreciation 33,643 36,654
Amortization 616 675
Provision and write-offs 1,509 (4,865)
Gain on sale of fixed assets (668) (101)
Mark-up expense on leased liability against ROU assets 34,893 34,753
69,993 67,116
(462,110) (598,694)
(Increase)/ decrease in operating assets
Lendings to financial institutions - -
Held-for-trading securities - -
Advances (65,911) 322,668
Other assets (excluding advance taxation) 47,675 6,179
(18.236) 328,847
Increase/ (decrease) in operating liabilities
Bills payable 197,265 22,220
Borrowings from financial institutions (1,186,575) 665,768
Deposits 597,940 429,723
Other liabilities (excluding current taxation) (91,857) (59,599)
(483,227) 1,058,112
(963.573) 788,265
Income tax paid (1,014) (965)
Net cash flow (used in) / generated from operating activities (964,587) 787,300

CASH FLOW FROM INVESTING ACTIVITIES
Net investment/disinvestment in available-for-sale securities 1,072,109 (763,718)
Net investment in held-to-maturity securities - -
¢Dividend received .
vestment in operating fixed assets (2,425) (1,928)

Proceeds from sale of fixed assets 695 403
Net cash flow generated from / (used from) investing activities 1,070,379 (765,243)
CASH FLOW FROM FINANCING ACTIVITIES

Payment of lease obligation (41,494) (37,831)
Net cash flow used in financing activities (41,494) (37,831)
Increase / (decrease) in cash and cash equivalents 64,298 (15,774)
Cash and cash equivalents at beginning of the period 670,850 655,102
Cash and cash equivalents at end of the period 735,148 639,328

The annexed notes from | to 37 form an integral part of these unconsolidated condensed interim financial
statements.

pica -

WA ey,
President / CEO Chief Financial Officer Director ifector Directdr




agpang 1013331 1240 [EUBUL] JOID) 0dD / Wapisaig

T ey SR

- cpy
"SJUSWIDIE]S [RIDURULJ WIIAIUI PASUSPUOD PIJEPI[OSUOIUN 353Y) JO Jed [BISajul UR ULIO] /€ ©) [ WO S2J0U PIXIUUR 3Y ],
(9€1°1$9°€) (P1Z°€$T9) SPO'E 975'902 LOS'T6ET (paupne-un) {707 ‘0¢ dunfg Je sk due[eg
65Y - 65y & - XE] JO 13U - AWOdUL dAISUYAIdwod 1Y
(T15°18p) (Tis'18r) . - - UOHEXE) 1918 SSO[ JON]
70T “0€ dunf papua
poriad syjuou Xis 3} 10) IW0Iul AISUYIdwod [ejo],
(£80°091°¢) (ZOL'T9L*S) 985‘7 975907 LOS'T6ET (pa3Ipne) 70T ‘1€ QU Ik SB dduB|Eg
60L7T ¥79°9¢ (S16°1) - = XB] JO Jou - (550]) /awoour aarsuay1duiod 1210
(955°69¢) (965°69¢) = - - uonEXE} JOYE SO
0207 ‘1€ 13qua( papud
poriad syjuoun Xis 2y} 10§ dwodul dAIsud1dwod fejo,
(9€7°S18°D) (0LL'BIF'S) 108°¥ 975902 LOS'T6E'T (payipne-un) 0707 ‘0€ dung 3& sv duEjEy
LISFOE . 2 L18¥0E e = XE} JO 12U - awoout dAIsuayaidwos Y0
(809°L09) (809°L09) ' - - uonEXe) 1918 SSO| 1N
0702 ‘0€ dung papud
porsad sypuows Xis 21} 10j dwodul Arsudpidmod ejo
(SHH°ziIs‘T) (Zo1°118°%) (91€'00¢€) 975907 LOS'T6E'T (panpne) 0oz ‘10 Arenuer je se duejeg
000, Ul saadny
S)UIW)SIAUL
Elo ] e JO uonjENjEA2I UO e _mu-n_-wu aleys
I pajeridoaddeun) : A1oimyelg :

(oyop)/snjding

" 1707 ‘0€ dunf papua 183k Jjey oy} 104
(panpne-un) A3inb7y ul aSuey ) Jo JUIWIIE)S WLIIJU] PISUIPUC) PIJEPIjOSUOIU[)

JALIAI'TMNVE JINS




SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

1.

1.1

1.2

GENERAL INFORMATION

SME Bank Limited (the Bank) is a public limited company incorporated in Pakistan on October
30, 2001 under the repealed Companies Ordinance, 1984 having its registered office at 56-F,
Nazim-ud-Din Road, F-6/1, Blue Area Islamabad. The Bank obtained its business
commencement certificate on April 16, 2005 which became effective from the date of its issue.
The Bank is a scheduled commercial bank engaged in the business of banking with the primary
objective to support and develop Small and Medium Enterprise (SME) sector in Pakistan by
providing necessary financial assistance and business support services on sustainable basis. The
Bank is operating through a network of 13 commercial banking branches. Based on the latest
credit rating report dated November 22, 2018 issued by Pakistan Credit Rating Agency Limited
(PACRA), credit rating of the Bank was "CCC" in the long term and "B" (Single B) in the short
term. Subsequent to above, the credit rating of Bank has not been updated.

In terms of Bank's License No. BL-05 dated September 13, 2004 issued under section 27 of the
Banking Companies Ordinance 1962, the Bank is required to hold minimum paid-up-capital (net
of losses) of Rs. 1.0 billion at the time of issuance of said license, and at all times thereafter
during which the above capital is required to be raised to Rs. 1.5 billion by December 31, 2004
and to Rs. 2.0 billion by December 31, 2005 or any other amount prescribed by State Bank of
Pakistan (SBP) from time to time. SBP granted exemption vide its letter No.
BPRD/BA&CPD/646/332/2020 dated January 06, 2020 from meeting the minimum capital
requirement (MCR) till December 31, 2019 or completion of restructuring/privatization of the
Bank, whichever is earlier. Although further relaxation of MCR has not been granted but SBP
has not objected to the non-compliance of MCR as it is fully aware about the progress of the
privatization of the Bank.

“Amalgamation of defunct RDFC and SBFC

%,

The Federal Government promulgated the Regional Development Finance Corporation (RDFC)
and Small Business Finance Corporation (SBFC) Amalgamation and Conversion Ordinance,
2001 (the Ordinance 2001) setting forth the mechanism of amalgamation of defunct RDFC and
SBFC. Both these entities were Development Financial Institutions (DFIs). In pursuance of the
Ordinance 2001, Finance Division, Ministry of Finance issued an Order (SRO (1) 2001) dated
December 29, 2001 setting forth the scheme of amalgamation of RDFC and SBFC with the Bank
effective from January 1, 2002. Pursuant to this scheme entire assets and liabilities of defunct
RDFC and SBFC as at December 31, 2001 were transferred to the Bank at fair value. These two
institutions stand dissolved and ceased to exist effective January 1, 2002. The Bank allotted its
shares to the share holders of defunct RDFC and SBFC in proportion to their shareholding

therein based on the fair value of net assets of defunct RDFC and SBFC on December 31, 2001.
Bevece -

L
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

2.

3.1

BASIS OF PRESENTATION

These unconsolidated condensed interim financial statements have been prepared following the
accrual basis of accounting except for the cash flow information.

The unconsolidated condensed interim financial statements are presented in Pakistani Rupee,
which is the Bank's functional currency.

STATEMENT OF COMPLIANCE

These unconsolidated condensed interim financial statements have been prepared in accordance
with the accounting and reporting standards as applicable in Pakistan for interim financial
reporting. The accounting and reporting standards as applicable in Pakistan for interim financial
reporting comprise of’

- International Accounting Standard (IAS) 34, Interim Financial Reporting, issued by the
International Accounting Standards Board (IASB) as notified under the Companies Act, 2017;

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

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

Whenever the requirements of the Banking Companies Ordinance, 1962, the Companies Act,
2017 or the directives issued by the SBP and the SECP differ with the requirements of IAS 34,
tlie requirements of the Banking Companies Ordinance, 1962, the Companies Act, 2017 and the
sgftd directives, shall prevail.

The SBP has deferred the applicability of International Accounting Standard 40, "Investment
Property" (IAS 40), for banking companies through BSD Circular Letter No. 10 dated August 26,
2002 till further instructions. Further, according to the notification of SECP dated April 28, 2008,
the International Financial Reporting Standard 7,"Financial Instruments: Disclosure” (IFRS 7),
has not been made applicable for banks in Pakistan. Accordingly, the requirements of these
standards have not been considered in the preparation of these interim unconsolidated financial
statements. Accordingly, investments have been classified and valued in accordance with the
requirements prescribed by the SBP through various circulars. Further, SBP has defferred the
applicability International Accounting Standard 39 (IAS 39), Financial Instruments: Recognition
and Measurement; IFRS 9 'Financial Instrument' has not been adopted as SBP has deffered the
applicablity of IFRS 9 till January 2022.

pp ty ary #z
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

5.1

3.2

These unconsolidated condensed interim financial statements have been presented in accordance
with the requirements of format prescribed by SBP vide BPRD Circular Letter No. 5 dated
March 22, 2019 and International Accounting Standard 34 'Interim Financial Reporting' and do
not include all the information and disclosures required in the audited annual unconsolidated
financial statements, and should be read in conjunction with the audited annual unconsolidated
financial statements for the financial year ended December 31, 2020.

BASIS OF MEASUREMENT

The unconsolidated condensed interim financial statements have been prepared under the
historical cost convention as modified for certain investments which are carried at fair value,
obligations in respect of defined benefit schemes and lease liability under IFRS 16 at their
present values.

SIGNIFICANT ACCOUNTING POLICIES, ESTIMATES AND JUDGEMENTS AND
FINANCIAL RISK MANAGEMENT POLICIES

Significant accounting policies, estimates and judgements

The accounting policies, underlying estimates and judgements and method of computation
followed in the preparation of these condensed interim unconsolidated financial statements are
same as those applied in preparing the financial statements of the Bank for the year ended
December 31, 2020. '

There are certain new and amended standards, issued by International Accounting Standards
Board (IASB), interpretations and amendments that are mandatory for the Bank's accounting
Periods beginning on or after January 1, 2021 but are considered not to be relevant or do not have
alty significant effect on the Bank's operations and therefore not detailed in these unconsolidated
condensed interim financial statements.

The SBP vide its BPRD Circular No. 24 dated July 5, 2021 has notified the implementation date
of IFRS 9, 'Financial instruments' as January 1, 2022.

Financial Risk Management
The Bank's Financial Risk Management objectives and policies adopted by the Bank are

consistent with those disclosed in the unconsolidated financial statements for the year ended
December 31, 2020.
Lol -

Page - 3



SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

6.

6.1

6.2

FINANCIAL RESTRUCTURING AND GOING CONCERN ASSUMPTION
Current status of privatization of SME Bank

Government of Pakistan (GOP) decided in their meeting held on November 19, 2018 to relaunch
the privatization transaction of the Bank through Privatization Commission (PC). Cabinet
Committee on Privatization (CCOP) approved the new privatization program of the Bank on
March 06, 2019 to divest the GOPs equity stake in the Bank along with management control to a
strategic investor. Accordingly, PC recommended the transaction structure for the privatization
of the Bank to CCOP who approved the referred transaction structure on November 15, 2019.
Thereafter through a due process invitation for expression of interest for acquisition of 93.88%
shares of the Bank were advertised in newspapers on December 13, 2019. The last date for
submission of EOIs and Statement of Qualifications (SOQs) was February 28, 2020. Five
prospective investors have submitted their SOQs against the advertisement, out of that four have
been cleared by SBP. The buyers side due diligence is completed on August 24, 2020 and the
final draft of share purchase agreement (SPA) has been shared with three pre-qualified bidders.
Comments from pre-qualified bidders on instructions to bidders (ITB) and SPA have been
deliberated by the Transaction Committee and clarifications to this effect have been given to pre-
qualified bidders. A joint meeting of the Transaction Committee, SBP and pre-qualified bidders
held on December 29, 2020 and December 30, 2020 with reference to "Pre-Bid Conference" and
"Valuation Model" wherein the queries of pre-qualified potential bidders have been clarified and
some of them pertaining to license, merger and MCR have been forwvarded to SBP for its
clarification. Drafts of the bidding documents i.e. instruction to Bidders (ITB) and Share
Purchase Agreements (SPA) are being finalised.

going concern assumption

Dﬁring the current period the Bank incurred a net loss of Rs. 481.512 million (June 30, 2020: Rs.
607.608 million) resulting into accumulated losses of Rs. 6,243.214 millizn (December 31, 2020:
Rs. 5,761.702 million). As of June 30, 2021, the reporting Cate, the totzi liabilities of the Bank
have exceeded its total assets by Rs. 3,641.136 million (December 31, 2020: Rs. 3,160.083)
indicating the complete erosion of the Bank’s equity, which indicates the Bank’s inadequate
capacity to ensure thz timely repayments. Due to cash inadequacy the B .:nk was unable to meet
the statutory solvency requirements of minimum capital (MCR) of Rs. 10,000 million and the
Capital Adequacy Ratio (CAR) of 10%. Due to continued stressed "nancial conditions the
Bank’s credit rating fell from B negative (single B-) to CCC. Based or. the operational results
SBP granted exemption from meeting the MCR and CAR up to Jecember 31, 2019 or
restructuring/privatization, whichever is earlier, subject to submission of <. concrete plan from the
Ministry of Finance (MoF) to provide a firm commitment to inject the recuired amount of capital
funds in the Bank, if its privatization does not materialize by March 31, /2@-;3“(2‘
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

These conditions indicate the existence of material uncertainty that may cast a significant doubt
on the Bank’s ability to continue as going concern and therefore it may not be able to realize its
assets and discharge its liabilities in the ordinary course of business. To overcome the same, the
Government of Pakistan (GoP) being the majority shareholder with 93.88% shareholding in the
Bank has initiated the process of privatization of the Bank. The MoF through its letter No.
F.3(27)IF-111/2005-185 dated February 26, 2020 has informed SBP that the privatization process
is likely to be completed within the period of three to four months and requested SBP for
extension of relaxation of regulatory requirements till June 30, 2021. Thereafter, the Bank also
vide its latest letter No. SMEBL: HO: CFO&CS: 01:2021/1609/430 dated January 18, 2021 has
requested SBP to allow exemption from MCR till June 30, 2021 or privatization of the Bank
whichever is earlier. MoF and management of the Bank are hopeful of a favorable response as
SBP has not objected the non-compliance of MCR. Moreover, the process of privatization of the
Bank is at the advance stage as five prospective investors have submitted their Statement of
Qualifications (SOQs), out of which four have been cleared by SBP. The buyers side due
diligence is completed on August 24, 2020 and the final draft of share purchase agreement (SPA)
has been shared with three pre-qualified bidders. Comments from pre-qualified bidders on
instructions to bidders (ITB) and SPA have been deliberated by the Transaction Committee and
clarifications to this effect have been given to pre-qualified bidders. A joint meeting of the
Transaction Committee, SBP and pre-qualified bidders held on December 29 & 30 2020 and
December 30, 2020 with reference to "Pre-Bid Conference" and "Valuation Model" wherein the
queries of pre-qualified potential bidders have been clarified and some of them pertaining to
license, merger and MCR have been forwarded to SBP, Drafts of the bidding documents i.e.
instruction to Bidders (ITB) and Share Purchase Agreements (SPA) are being finalized.
Considering the current stage of the privatization process the management of the Bank strongly
believes that the privatization of the Bank shall be completed soon and will result into injection
tof fresh equity enabling the Bank to expand and finance its operations while MoF is committed
td. provide all necessary support to its operations till the privatization. In view of above the
management of the Bank believes that the use of going concern assumption in preparation of
these unconsolidated financial statements is appropriate and, therefore, have prepared the same
on a going concern basis.
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

7.1

8.1

(Un-audited) (Audited)
June 30, December 31,

2021 2020
Note ===--- Rupees in '000 ------
CASH AND BALANCES WITH TREASURY
BANKS
In hand
Local currency 181,471 175571
In transit - local currency - -
With State Bank of Pakistan (SBP) in:
Local currency current accounts 1.1 465,321 419,782
With National Bank of Pakistan in:
Local currency current accounts 85,473 73,334
Prize bonds 49 40
: 732,314 668,727

Deposits with the State Bank of Pakistan are maintained to comply with the statutory

requirements issued from time to time.
(Un-audited) (Audited)
June 30, December 31,

2021 2020
Note ~ --—---- Rupees in '000 ------
BALANCES WITH OTHER BANKS
In/Pakistan:
©n current accounts 500 500
On deposit accounts 12,334 11,623
Provision for doubtful balance with a bank 8.1 (10,000) (10,000)
2,834 2,123
Particulars of provision for doubtful placement with a bank
Opening balance (10,000) (10,000)
Charge for the year - Z
Reversals ’ .
Closing balance (10,000) (10,000)

Provision for doubtful balance is in respect of deposit of Rs. 10 million (Dec 31, 2020: Rs. 10
million) with Indus Bank Limited which is under liquidation.
oot -
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

(Un-audited) (Audited)
June 30, December 31,

2021 2020
Note --—-- Rupees in '000 -----
4 | FIXED ASSETS
Property and equipment 11.1 12,773 16,940
Right of use assets 11.2 429,134 455,244
441,907 472,184
11.1  Property and equipment
Net book value at the beginning of the period 16,940 34,519
Additions 1,648 1,294
Disposals (27) (302)
Depreciation (5,788) (18,571)
Net book value at the end of the period 12,773 16.940
11.1.1 Additions to fixed assets
Following additions have been made to fixed
assets during the period:
Leasehold improvements - 56
Electrical office and computer equipment 1,648 1,238
1,648 1,294
11.1.2 Disposals of fixed assets
The net book value of fixed assets disposed off
#during the period is as follows:
x,
Vehicles (27) (302)
11.2  Right of use assets
Opening net book value 455,244 497,593
Additions / adjustment 1,745 11,525
Depreciation (27,855) (53,874)
Closing net book value 429,134 455,244

The right-of-use assets (rented premises) are recognised on the present value of future cash
flows, discounted using the incremental borrowing rate at the date of initial application.
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

(Un-audited) (Audited)
June 30, December 31,

2021 2020
Note ~ -=- Rupees in '000 -----

12. INTANGIBLE ASSETS

Computer Software 121 1.917 1,756
12.1  Computer Software

Net book value at the beginning of the period/year 1,756 1,331

Additions 777 1.721

Disposals - -

Amortizations (616) (1,346)

Net book value at the end of the period/year 1917 1.756
13, DEFERRED TAX ASSET - NET

Deferred tax asset 945,829 890,643

Deferred tax (liability) (15,976) (15,728)

929,853 874.915

13.1  The Bank has recognized the deferred tax asset which represents management’s best estimate
of the probable benefits expected to be realized in future years in the form of reduced tax
liability as the Bank would be able to set off the profits earned in those years against losses
carried forward. The underlying assumption for recognition of deferred tax asset is the expected
Jrivatization of the Bank which would result in fresh equity injection from the new strategic
shareholder of the Bank and, in view of above, the management of the Bank believes that it is
probable that the Bank will be able to achieve the profits and, consequently, the deferred tax
assets will be fully realized in future.
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)

For the half year ended June 30, 2021

14.

14.1

OTHER ASSETS

Income/mark-up accrued in local currency - net of

provision 14.1
Advances, deposits, advance rent and other prepayments
Advance taxation - net 14.2
Non banking asset acquired in satisfaction of claims 14.3
Due from benevolent fund- unsecured

Receivable from NBP

Receivable from subsidiary company

Receivable from Equity Participation Fund

Trading right entitlement certificate

Receivable from Speedway Fondmetall Pakistan Limited
Receivable against factorized portfolio

Others

Less: Provision held against other assets 14.4
Other assets (net of provision)

(Un-audited) (Audited)

June 30, December 31,
2021 2020

----- Rupees in '000 -----
84,905 130,491
19,863 21,891
239,496 243,077
147,066 147,066
5,584 5,552
3,455 2,966
4,247 4,157
1.887 1,760
21,560 21,560
19,640 19,640
5,148 5,148
75,932 76,731
628,783 680,039
117,432 117,354
511,351 562,685

The balance has been arrived at after adjusting interest in suspense of Rs. 4,058.330 million (Dec
31, 2020: Rs. 4,053.680 million) which includes Rs: 265.720 million (Dec 31, 2020: Rs. 261.192

million) relating to SME portfolio.

14.2 This includes the effect of refunds aggregating to Rs. 232.599 million (Dec 31, 2020: Rs. 232.599

#ﬁillion} due from government. In respect of tax years 2003 and 2004 the tax authorities

disallowed the Bank’s claims for provisions for bad debts and SBP’s share in profits of the Bank.
Subsequently, the Appellate Tribunal Inland Revenue (ATIR) through its order dated February
10, 2011 has ruled in favor of the Bank which results in creation of refunds of Rs. 80.059 million
and Rs. 152.54 million for tax years 2003 and 2004 respectively. Thereafter, against the referred
judgement of ATIR the tax authorities filed references before the Islamabad High Court which
are pending adjudication to date. The management of the Bank is of the firm view that the Bank

will be successful in the said references.
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

14.3 This include Rs. 138.6 million (Dec 31, 2020: Rs. 138.6 million) being the successful bid made
by SME Bank for acquiring Bungalow No. 45, Block-C/3, Gulberg III, Lahore (the Property)
mortgaged with the Bank as a security in a defaulted loan and Rs. 8.47 million pertaining
stamps/stamps duties for registration of sale certificate issued by the High Court to SME
Bank/Auction Purchaser of the Property. The auction was carried out on June 30, 2015 and
subsequently the Honorable Lahore High Court through its decision dated July 14, 2015 allowed
the Bank to adjust the bid price against its outstanding dues from the borrower against the
finance facilities extended to the borrower, suspended mark-up and cost of funds. Thereafter, the
auction was also confirmed by the High Court on April 19, 2016 after hearing objection raised by
the counter party. The sale certificate was issued by the High Court on June 30, 2016 and the
same has been registered with concerned registrar on July 28, 2016. On November 24, 2016,
ownership of the Property in the record of Excise and Taxation Department has been transferred
in name of SME Bank Ltd. The Bank applied for possession of the acquired Property, which has
been accepted by the court after hearing both the parties. The court has repeatedly issued orders
to bailiff for taking possession of the Property to handover the Bank, however, due to non-
availability of police force to the bailiff, the possession of the Property could not be handed over
to the Bank. On 24 June 2019 the sponsor of the case died and thereafter on 20 August 2019 the
legal heirs of the judgement debtor submitted an objection petition for release of the Property.
During argument the request of the legal heirs has been turned down by the honorable judge as
the transaction is past and closed and advised the council to discuss only the issue of remaining
cost of funds. The next date of hearing of the case is fixed on September 08, 2021. As per latest
valuation report dated January 20, 2021, the market value of the Property was Rs. 232.573

million.
(Un-audited) (Audited)

June 30, December 31,
2021 2020

L e Rupees in '000 ----—---
14.4 #rovision held against other assets

A\avances, deposits, advance rent & other prepayments 4,477 4,510
Receivable from Speedway Fondmetall Pakistan Limited 19,640 19,640
Receivable against factorized portfolio 5,148 5,148
Other receivables - SME Portfolio 43,839 43,709
Legal charges recoverable from borrowers - SBFC & RDFC 22,659 22,659
Trading right entitlement certificate - TREC 21,560 21,560
Others 109 128
117,432 117,354
14.4.1 Movement in provision held against other assets

Opening balance 117,354 117,109
Charge for the year 1,843 2,929
Reversals for the year (1,765) (2,682)
78 247

Transferred to NBP - (2)
Closing balance 117,432 117,354

[Retsd .
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SME BANK LIMITED

Notes To The Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

15.

16.

16.1

16.2

16.3

(Un-audited) (Audited)
June 30, December

2021 31, 2020
Note  ---- Rupees in '000 -----
BILLS PAYABLE
In Pakistan 297,251 99.986
Outside Pakistan - -
__ 297251 __ 99.986_
BORROWINGS
Secured
Repurchase agreement borrowings
State Bank of Pakistan 16.2 2,835,415 || 3,941,151
Financial Institutions 16.2 - 74,596
2,835,415 4,015,747
Unsecured
Borrowing from State Bank of Pakistan
Financing facility for storage of agricultural produce 16.3 105,623 111,866

2,941,038 4,127,613
Particulars of borrowings with respect to Currencies

In local currency 2,941,038 4,127,613
In foreign currency

2,941,038 4,127,613

Thése represent transactions with financial institutions for sale of Government Securities under re-
purchase agreement (REPO) in the inter bank money market at mark-up rate 7.09% (Dec 31, 2020:
7.18% to 7.40%) per annum for period upto seven days (Dec 31, 2020: for period upto seven days).
REPO transactions are secured against investment of the Bank in Government securities.

This represents financing facility obtained from State Bank of Pakistan under the scheme "Financing
Facility For Storage of* Agri Produce (FFSAP). These carry mark up rate's ranging from 2.0% to
3.25% per annum and is repayable in quarterly installments.
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SME BANK LIMITED

Notes To The Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

17. DEPOSITS AND OTHER ACCOUNTS

June 30, 2021 (un-audited)

December 31, 2020 (audited)

Customers

Current deposits
Savings deposits
Term deposits
Others

Financial Institutions

Current deposits
Savings deposits
Term deposits

In Local |In Foreign Total In Local | InForeign Total
Currency | Currency Currency | Currency
Rupees in '000
1,190,873 - 1,190,873 || 1,195,828 - 1,195,828
3,736,312 - 3,736,312 || 3,357,871 - 3,357,871
2,364,586 - 2,364,586 || 2,405,940 - 2,405,940
323,620 - 323,620 80,594 - 80,594
7,615,391 - 7,615,391 7,040,233 - 7,040,233
25 - 25 24 - 24
524,786 - 524,786 502,005 - 502,005
60,000 - 60,000 60,000 - 60,000
584,811 - 584,811 562,029 - 562,029
8,200,202 - 8,200,202 _ 7.602.262 - 7,602,262
Ltolits.
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SME BANK LIMITED
Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

(Un-audited) (Audited)
June 30, December 31,

2021 2020
Note --—-- Rupees in '000 ------
18. OTHER LIABILITIES

Mark-up/ return/ interest payable in local currency 64,579 108,779
Unearned commission on guarantees 3,651 2,799
Accrued expenses 11,891 10,077
Sundry creditors 18.1 124,320 161,757
Branch adjustment account 1,663 1,386

Payable against employees' benefit plans
Defined benefit pension 327,020 337,993
Defined benefit funded gratuity scheme 770 4,833
Unfunded compensated absences 72,407 68,328
Security deposits against lease 280 280
Leased liability against right of use assets 18.2 536,222 541,078
Employees' VSS payments withheld 12,076 12,603
Income tax withheld payable 17,842 19,603
Others 1,875 1,793

1,174,596 1,271,309

18.1 This include Rs. 90.615 million (Dec 31, 2020: Rs. 90.615 million) payable to SBP/MoF
representing the leftover funds after settlement of VSS-2009 payments and amount of stale bills

payable Rs. 23.687 million (Dec 31, 2020: Rs. 59.287 million).
(Un-audited) (Audited)

June 30, December 31,

2021 2020
----—- Rupees in '000 -—----

18.2 This represents lease liability under IFRS 16 :

&
Gpening net book value 541,078 538,756
- Additions / adjustment 1,745 11,525
- Interest 34,893 69,451
- Payment (41,494) (78,654)
Closing net book value 536,222 541,078

19. SURPLUS/(DEFICIT) ON REVALUATION OF ASSETS

Surplus/(deficit) on revaluation of available-for-sale securities

- Federal Government securities 195 || 750
- Listed companies/mutual funds 4,490 3,228
4,685 3,978
Deferred tax on surplus/(deficit) on revaluation of available-for-sale
securities
- Federal Government securities (68) (263)
- Listed companies/mutual funds (1,572) (1,129)
3,045 2.586
Llates -
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

(Un-audited) (Audited)
June 30, December 31,

2021 2020
Note ----- Rupees in "000 -----
20. CONTINGENCIES AND COMMITMENTS
- Guarantees 20.1 306,336 229,498
- Commitments 20.2 3,048,972 4,278,596
- Other contingent liabilities 20.3 1,195,876 1,192,987

4.551.184 5,701,081

20.1 Guarantees

Financial gurantees - -
Performance guarantees 20.1.1 306,336 229,498
Other gurantees

306,336 229,498

20.1.1 This include expired letter of guarantees/performance aggregating to Rs. 52.840 million (Dec 31,
2020: Rs. 69.690 million) for which formalities for return of original documents are in process.

(Un-audited) (Audited)
June 30, December 31,
2021 2020
----- Rupees in '000 ------

20.2 Commitments

Commitments in respect of:
- forward government securities transactions 20.2.1 2,829,738 4,017,519

& forward lending 20.2.2 217,565 259,813

“‘Commitments for acquisition of:
- operating fixed assets 1,669 1,264
- intangible assets - -

Other commitments 20.2.3

3.048.972 4.278.596

20.2.1 Commitments in respect of forward government securities
transactions
Sale and repurchase agreements 2,829,738 4.017.519

[Rdsew.
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

(Un-audited) (Audited)
June 30, December 31,
2021 2020
----- Rupees in '000 --—---

20.2.2 Commitments in respect of forward lending
Undrawn facilities 152,495 202,613
Commitments to extend credit 65,070 57,200

217,565 259,813

20.2.3 Other commitments
Bills for collection
Payable in Pakistan - -

20.3 Other contingent liabilities 1,195.876 1.192.987

a) Claims not acknowledged as debt from various borrowers of
defunct RDFC. 53,686 53,686

b) Tax demands of Rs. 612.707 million raised by the Income
Tax Authorities related to VSS staff cost (tax year-2005)
which has been decided in favour of the Bank. However tax
authorities have filed appeal before ATIR against the
decision of the Commissioner Income Tax (Appeals) which
is pending adjudication. The management of the Bank
strongly believes and expects favorable outcome and
therefore no provision has been made for these effect in the
unconsolidated financial statements. 612,707 612,707

¢) The Bank and the income tax department have filed cross
appeals against the appellate order of the Commissioner
1 (Appeals), who had partly set aside the order of the taxation
e, officer, resulting in taxable income of Rs. 151.234 million
and tax liability of Rs. 52.932 (payable amounting Rs. 6.163
million after adjustment of credit for taxes paid/ suffered at
source amounting Rs. 46.768 million) against the declared
tax loss of Rs. 23,489 thousand and tax liability of Rs. 4.249
million for the tax year 2008. Without prejudice to the
appeal, the Bank has offered adjustment of said demand
against refunds available for tax year 2009. However no
provision has been made in these unconsolidated financial
statements as the management is confident of a favorable
outcome.

fawseo

6,163 6,163
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)

For the half year ended June 30, 2021

d) DCIR raised tax demand for the tax year 2010 for Rs.

211.716 million which was again amended to Rs.198,
528,541/- vide Order # 11/40 dated 22-May-2013 u/s 221,
stay against from Islamabad High Court was obtained and
also appeal was filed with CIRA-II who partly accepted the
Bank's plea in the case and remanded it back to DCIR for
verification of evidences and opportunity of hearing the
Bank for certain issues vide his order in Appeal # 968/2013
dated 07-Jan-2014. Parallel to that Bank has filed 2nd
appeal in ATIR on 27-Feb-2014 and rectification
application was also submitted with CIRA on 24-Feb-2014
no decision has been made yet. The tax department has also
filed an appeal with the ATIR through Commissioner
(Legal) vide their letter # 249 dated 7-Mar-2014. Based on
the facts revealed by the consultants vide letter #
IT/1156/2015 dated March 03, 2015, the management
strongly believes for favorable outcome in the case and
therefore no provision in this respect has been recorded in
these unconsolidated financial statements.

The taxation officer created aggregate demand of Rs.53.674
million for withheld amount of Rs.17.598 million from VSS
payment of employees for the Tax Years 2003-2004 -2005-
2006-2008-2009-2010-2011-2013 which was not deposited
upon advice of the legal advisor due to stay order of
Supreme Court of Pakistan. The case is pending before
Appellate Tribunal Inland Revenue and the provision of
default surcharge Rs. 36.076 million was not made ipso
facto.

The Officer Inland Revenue, LTU, Islamabad created
demand for Rs. 21.171 million for tax year 2016 under
section 161/205 of the Income Tax Ordinance, 2001. After
rejection of the first appeal by CIRA the Bank has submitted
second appeal before Appellate Tribunal Inland Revenue
along with stay application to keep the recovery proceedings
in abeyance. The referred second appeal has not yet been
fixed for hearing.
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December 31,
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198,529

36,076

21,171

198,529
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)

For the half year ended June 30, 2021

£

g)

h)

i)

k)

The Officer Inland Revenue, LTU, Islamabad issued an
order u/s 161/205 for the tax year 2013. The Bank filed an
appeal before the Commissioner (Appeals), who has
remanded the case back to assessing officer, notice to fresh
proceeding have been replied no further action on the
response.

The Officer Inland Revenue, LTU, Islamabad issued an
order u/s 161/205 for the tax year 2017 without serving
proper notices. An appeal against this impugned order has
been filed before the Commissioner (Appeals), which is
pending for fixation. Without prejudice, the tax department
has been requested to adjust the tax demand with the
available income tax refunds.

The Officer Inland Revenue, LTU, Islamabad made an
assessment for the year 2001-2002 vide order dated June 20,
2005 of Rs. 590.667 million and a tax demand of Rs.
118.721 million which was contested in ATIR which
ordered the appeal in Bank's favor vide Order no. ITA
No.857/IB/2006 dated April 05, 2007. Tax department has
filed income tax reference with the Islamabad High Court
having no. L.T.R. 48 of 2007.

Sales Demands of Rs. 0.791 million and Rs. 17.098 million
were created for the year 2008 & 2010 respectively during
proceedings of sales audit. Against the said demands
advance payments of Rs. 0.299 million and Rs. 3.743
million respectively were made to avail stay against
recovery of entire amount. Appellate Tribunal Inland
Revenue has remanded both cases back to the
Commissioner for fresh proceedings, which have not been
initiated yet. Furthermore, sales demands amounting Rs.
1.708 million & Rs. 1.045 million were created for the year
2009 and 2012 respectively during proceedings of sales
audit. Against the said demands advance payments of Rs.
0.577 million & Rs.1.045 million respectively were made to
avail stay against recovery of entire amount. Both appeals
are pending before Appellate Tribunal Inland Revenue for
fixation of hearing. The management strongly believes for
favorable outcome in the said cases.

Back benefits and claims of staff/femployees under litigation.
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18,663 18,663

38,723 38,723

118,721 118,721

20,807 20,998

70,630 67.550
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

June 30,2021  June 30, 2020
----- Rupees in '000 -----

21. MARK-UP/ RETURN/ INTEREST EARNED

On loans and advances to Customers

Extended by:
Defunct RDFC & SBFC - -
SME Bank Limited 103,619 150,843
103,619 150,843
Employees 1,527 1,804
Financial Institution - SME Leasing Limited - a
subsidiary company 8,295 11,072
113,441 163,719
On investments in
Available for sale securities 177,841 256,358
Held to maturity securities 1,560 2,132
179,401 258,490
On deposits with financial institutions 50 192
Lendings to financial institutions 501 596
293,393 422,997
22. MARK-UP/ RETURN/ INTEREST EXPENSED
On deposits 218,334 372,823
On ‘securities sold under repurchase agreements 124,623 246,791
On SBP Refinance Scheme 1,162 843
Brokerage and commission 931 696
Bank charges 85 91
345,135 621,244
23. FEE & COMMISSION INCOME
Branch banking customer fees 1,524 1,333
Card related fees 103 97
Credit related fees 1,507 948
Commission on guarantees 3,182 1,895
Commission on remittances 47 42
Others 5 13
6,368 4,328
fecaCeo -
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SME BANK LIMITED
Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

June 30, 2021  June 30. 2020
-------- Rupees in '000 --------

24. GAIN/(LOSS) ON SECURITIES

Realised 912 -
Unrealised - held for trading . %

24.1 Federal Government Securities 912 -
Shares - =

25. OTHER INCOME

Gain on sale of operating fixed assets - net 668 101
Others 36 10
704 111

£

X

Page - 26



SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

June 30, 2021 June 30, 2020

------ Rupees in '000 --------
26. OPERATING EXPENSES .
Total compensation expense 344,353 345,037
Property expense
Rent & taxes 2,340 2,242
Insurance 2,345 470
Utilities cost 10,020 8,257
Security (including guards) 7,919 7.828
Repair & maintenance 3,594 3.208
Depreciation 28,245 27,327
Others - -
54,463 49,332
Information technology expenses
Software maintenance 3,730 2,424
Hardware maintenance 1,066 718
Depreciation 1,534 2,545
Amortization 616 675
Network charges 7,146 6,724
Others 100 139
14,192 13,225
Other operating expenses
Directors' fees, allowances and other expenses 2,475 -
Legal and professional charges 3,882 2,057
Outsourced services costs 11,403 11,501
Travelling and conveyance 1,141 787
NIFT clearing charges 1,112 943
Depreciation 3,864 6,782
Training & development 441 390
¢, Postage & courier charges 386 378
» Communications 2,200 2,191
Stationery and printing 2,785 2,245
Marketing, advertisement & publicity 943 340
Donations - -
Auditors' remuneration 522 522
Separations cost 1,389 -
Vehicle running and maintenance 2,027 1,526
Entertainment 1,019 1.033
Subscription, books and newspapers 1,368 1,732
Deposits premium 1,792 1,808
Loss on sale of operating fixed assets - net - -
Others 186 155
38,935 34,390
451,943 441,984

e
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)

For the half year ended June 30, 2021

27.

28.

29.

30.

OTHER CHARGES

Penalties imposed by the State Bank of Pakistan
Right of use assets - unwinding of present value

PROVISIONS & WRITE OFFS - NET

Provision against lending to financial institutions
Provisions/(reversal of provision) for diminution in
value of investment
Provisions/(reversal of provision) against loans & advances
Other provisions / written off directly:

- against other assets

Bad debts written off directly

TAXATION

Current
Prior period
Deferred

BASIC/ DILUTED LOSS PER SHARE
Net loss after tax for the period

"ﬁ; Weighted average number of ordinary shares

Basic/ diluted loss per share

June 30, 2021

June 30, 2020

Rupees in '000 ---—----

- 130
34,893 34,753
34,893 34,883

311 -

1,120 (5,664)
78 799
1,509 (4,865)
4,595 6,613
(55,186) (64.815)
(50,591) (58,202)
(481,512) (607,608)
Number of shares
239,250,700 239,250,700
Rupees
(2.01) (2.54)

There is no dilutive effect on the basic earning per share of the Bank.
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

32. SEGMENT INFORMATION
32.1 Segment details with respect to business activities

The segment analysis with respect to business activity is as follows:
June 30, 2021 (un-audited)

Trading & Commercial

Sales Banking Taal
----------- Rupees in '000 ------—----
Profit & Loss
Net mark-up/return/profit 179,903 113,490 293,393
Inter segment revenue - net - 69,638 69,638
Non mark-up/return/interest income 912 7,072 7,984
Total income 180,815 190,200 371,015
Segment direct expenses 135,736 696,235 831,971
Inter segment expenses allocation 69,638 - 69,638
Total expenses 205,374 696,235 901,609
Provisions 311 1,198 1,509
Loss before tax (24,870) (507,233) (532,103)
Trading & Commercial
Sales Banking i
~mmmemmmmme Rupees in '000 -----eenee-

Balance Sheet
Cash & bank balances 465,321 269,827 735,148
Inegpstments 4,756,640 - 4,756,640
Netginter segment lending 2,304,146 2,304,146
Lending to financial institutions - - -
Advances - Performing - 1,474,710 1,474,710

- Non-performing - 120,425 120,425
Others 728,904 1,156,124 1,885,028
Total Assets __ 5,950,865 5.325.232 11,276,097
Borrowings 2,835,415 105,623 2,941,038
Deposits & other accounts - 8,200,202 8,200,202
Net inter segment borrowing 2,304,146 - 2,304,146
Others 327,421 1,144,426 1,471,847
Total Liabilities 5,466,982 9,450,251 14,917,233
Equity 483,883 (4,125,019) (3,641,136)
Total Equity & liabilities 5,950,865 5.325,232 11,276,097
Contingencies & Commitments 2.829.738 1,721,446 4,551,184

Lo .
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

June 30, 2020 (un-audited)

Trading &  Commercial Total
Sales Banking
----------- Rupees in '000 -----------

Profit & Loss

Net mark-up/return/profit 259,086 163,911 422,997
Inter segment revenue - net B 151,487 151,487
Non mark-up/return/interest income - 4,439 4,439
Total income 259,086 319,837 578,923
Segment direct expenses 257,416 840,695 1,098.111
Inter segment expenses allocation 151,487 - 151,487
Total expenses 408,903 840.695 1,249,598
Provisions - (4,865) (4,865)
Loss before tax (149.817) (515.993) (665.810)

December 31, 2020 (audited)

Trading & Commercial

Sales Banking Total
emememnmne Rupees in '000 ----seemee-n

Balance Sheet
Cash & Bank balances 378,678 292,172 670,850
Investments 5,828,353 - 5,828,353
Net inter segment lending 2,307,691 2,307,691
Lending to financial institutions - - -
Advances - Performing - 1,389,809 1,389,809

- Non-performing - 140,535 140,535
Others 764,707 1,146,833 1,911,540
Total Assets 6.971.738 5.277.040 12.248.778
Borrowings 4,015,747 111,866 4,127,613
Deposits & other accounts - 7.602.262 7,602,262
Net inter segment borrowing 2,307,691 - 2,307,691
Others 367,719 1,003,576 1,371,295
Total Liabilities 6,691,157 8,717,704 15,408,861
Equity 280,581 (3,440,664) (3,160,083)
Total Equity & liabilities 6,971,738 5.277.040 12,248,778
Contingencies & Commitments 4,017,519 1,683,562 5,701,081

prees -
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

Assumptions used:

- Unallocatable assets representing 8.25% (December 31, 2020: 7.41%) of the gross assets have
been allocated to segments based on their respective incomes.
- Unallocatable liabilities representing 4.28% (December 31, 2020: 4.48%) of the gross
liabilities have been allocated to segments based on their respective incomes.
32.2 Segment details with respect to geographical locations

Presently the Bank does not deal outside Pakistan

Unallocatable administrative expenses have been allocated to segments based on their
respective incomes except for the depreciation expense which has been allocated on the annual
basis of net book value of segment operating fixed assets.

pus
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)

For the half year ended June 30, 2021

34. CAPITAL ADEQUACY

The risk weighted assets to capital ratio, calculated in accordance with the State Bank's guidelines on

capital adequacy is as follows:

Regulatory capital base
Tier I capital

Shareholders capital/assigned capital

Reserves

Unappropriated/unremitted profits (net of losses)

Less: Adjustments

Goodwill/intangible Assets

[nvestment in equity of subsidiary

Total tier I capital

Tier Il capital
Eligible tier 11l capital
Total regulatory capital

Risk-weighted exposures

Credit risk
Balance sheet items:

Cash and other liquid assets
Investments/ lending to financial
instftittions

Loahs and advances

Fixed assets

Deferred tax assets

Other assets

Off balance sheet items
Weighted Non-funded exposures

Credit risk-weighted exposures

Market risk
Market risk-weighted exposures

Total risk-weighted exposures

(Un-audited)
June 30,
2021

(Audited)
December 31,
2020

---- Rupees in '000 ----

Capital adequacy ratio credit risk [ (a) / (b) x 100 ]
Total capital adequacy ratio [ (a)/ (c) x 100 ]

2,392,507 2,392,507
206,526 206,526
(6,243,214) (5,761,702)
(3,644,181) (3,162,669)
1,917 1,756
80,748 80,748
82,665 82,504
(3,726,846) (3,245,173)
975 8,593
(a) (3,725.871) _ (3.236.580)
June 30, 2021 (un-audited) December 31, 2020 (audited)
Boil valics Risk adjusted Bbokvalie Risk adjusted
value value
----- Rupees in '000 ----- ---- Rupees in '000 ----
735,148 567 670,850 425
4,756,640 67,821 5,828,353 66,870
1,595,135 946,532 1,530,344 906,226
443,824 441,907 472,184 472,184
929,853 929,853 874,915 874915
511,351 261,597 562,685 271,708
8,971,951 2,648,277 9,939,331 2,592,328
248,027 124,014 191,773 95,887
248,027 124,014 191,773 95,887
(b) 9.219.978 2,772,291 10.131.104 2,688,215
306,455 310,065
- 306,455 - 310,065
(c) 3,078,746 2,998.280
-134.40% -120.40%
-121.02% -107.95%
=2
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

33.

State Bank of Pakistan (SBP) has granted exemption to the Bank vide letter No. BSD/SU-
21/220/1624/2007 dated June 08, 2007 from computing capital adequacy ratio under BASEL II till
restructuring/privatization and has granted exemption from implementation of Basel III Capital Instructions
till restructuring/privatization vide SBP letter # BPRD/BA&CPD/646/000886/16 dated January 12, 2016.
Accordingly, the Bank computes capital adequacy ratio under BASEL I and SBP has allowed exemption in
meeting the minimum CAR requirements of 10% till December 31, 2019 or completion of restructuring/
privatization of the Bank, whichever is earlier vide SBP letter No. BPRD/BA&CPD/646/332/20 dated
January 6, 2020. SME has requested SBP to allow further extension which is pending.

IMPACT OF COVID-19

The outbreak of corona virus has severely affected national and global economies. Various businesses are
facing different issues with a certain degree of losses. Particularly, businesses are facing problems such as
decrease in demand, supply chain disruptions, raw material shortage, and transportation disruptions, among
others. Regulators and governmnet across the globe have introduced fiscal and economic stimulus measures
to mitigate Covid-19 impact.

The State Bank of Pakistan (SBP) has responded to the crises by cutting the policy rate as well as by
introducing regulatory measures to maintain banking system soundness and to sustain economic activity.
COVID-19 has also impacted the banks in Pakistan from various facets which include increase in credit risk
pertaining to loans and advances portfolio, reduced fee income due to slowdown in economic activity,
operational issues such as operations of branches and managing investment banking activities including
arrangement of syndicate loans, debt and capital advisory services etc.

As the current economic crisis unfolds against the backdrop of a public health emergency, the disruption to
economic activity put strain on the solvency of customers and certain distressed customers sought help for
financial hardships. Around 95 Covid affected borrowers of the Bank have availed the SBP enabled
deferment/restructuring and rescheduling relief. During the current period bank has reversed the general
provision in respect of borrowers who have availed the SBP enabeled packages amounting to Rs. 7.617
milfioh considering the recovery of economic conditions. However, General provison @ 4.5% have still
been Kept for those borrowers whose payments of loan is delayed by more then 60 days. Decreased policy
rates (KIBOR) by State Bank of Pakistan in comparison to prior period have resulted in decreased interest
income, however, the effect have been neutralized by comparatively less interest expense. The full potential
effect of the economic stress is difficult to predict given the uncertain economic environment, however, the
management of the Bank is closely monitoring the performance of its borrowers.
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2021

36. DATE OF AUTHORIZATION

| These unconsolidated condensed interim financial statements were authorized for issue on

L,dué US7, 018 ,ﬁa}[ by the Board of Directors of the Bank.

37. GENERAL

The figures in the unconsolidated condensed interim financial statements are rounded off to the nearest
thousand rupees.

! W .
i ——
| President / CEO Chief Financial Officer Director Directgr
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