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Directors’ Review on Operational Results for the Half Year
Ended June 30, 2022

On behalf of the Board of Directors, we aro pleased to prosont the unconsolidated condenzod
imterirm finsncial skatements of SHME Bank Lirmited For the Hall Year ended 300 June, 2022

The global crisis stemming from COVID 19 and economic disruptions has sharply incoreased
macropconomic uncertainty in many countries, espedally those dependent on imporied
goods. As a result of supply chain disruptions, econamic activity around the world has slowed
down. Additinnally, rising commadity prices bowvs led te increasad inflalionary pressores
many economies, leading many central banks to tighten monetary policies,

Intarnational ecanomic instability has taken its toll on the country's economy, reselting in
rising inflation and widening current account deficit. The government has started talking
drastic measures to secure the IMF agreement, whickh will result in slabie reserves, hatonce of
control and sustainable economic growth in the next few quarters.

Mational CPl reached 21.3% in June 2022, a level last seen during 2008, on the back of
continded rise in global food and fuel prices. Inflation is expected to remain elevated ovar the
next few months with the impact of higher energy rates fully reflected in the CPL bafore
easing in the latter half of F¥Y2022-23.

On the fiscal side, some slippage was observed, and the detict reached 9,0% of GOF during
luly-March 2022. This was despite a 28 % increase in tax revenue that was usad for bagher
spending, Beturning to fiscal action in lire with IMF guidelines, the government has presznied
the FY 2022-23 budget with a fiscal deficit target of 4.9 % far FY 2023, up from the projaciad
7 % in FY 2022. Despite the cancellation of various tax exemptions and the imposition of one-
tirme higher super tax, wise use of tax revenue is the koy to fiscal discipline,

For sustainable developrent, Fiscal discipling is central and the recently announcad Federsl
Audget FY2023 is a step in this direction. A revivat of the IMF program is alsa likely to h2in
improve market sentiment and FX flows, while maintaining Ffiscal discipline. The rzcont
doswnward trend in some commaodity prices is also a welcome sign and, 1T sustained, will
significantly improve the country's external account position and provide respite on the fiscql
tront.

Pakistan's benchmark KSE 100 index fell 7.5% during 40 FY2022, taking the puerall return Lo
negative 17.3 % in FY7D22 amid deteriorating global and local macroaconamic indicators.

The government is working hard on economic reforms and improving Pakistan's reputaion 0
the international market, which is still essentidl, The country neads to reduca both its impor:s
and expanditure and manage the economic situation.



Ffforts in this direction are gaing on and it is hoped that the result will come soan. Shart-Cerm
measures may help Pakistan, but it is time to look for long-term solutions.

Government of Pakistan [GoP) decided in their meeting held on Hovember 19, 20158 b2
relaunch the privatization transaction of the Bank through Privatization Comimission (FC,
Cabinet Committee on Privatization CCoP approved the new privatization pragram of the Bank
on March 08, 2079 to divest the GoPs equity stake in the Bank along with management conirel
to a strategic investor, Accordingly, PC recommended the transaction structure for the
privatization of the Bank to CCoP who approved the referred transaction sorocturs on
HNovember 15, 2019,

Thereafter through & due process invitation for axpression of interest for acquisition o
93 BB% shares of the Bank were advertised in newspapears on Decamber 13, 2019, The last
date far submission of Eols and Statemant of Qualifications (So0s) was February 28, 2020
Five prospective investars have submitted their S00s against the advertisement, aut of thet
four have been cleared by SBF.

The buyers side due diligence issued completed on August 24, 2020 and the final draft of
share purchase agreement {SPA] had been shared with three pre-gualified bidders.
Camments from pre-gualified bidders on instructions to bidders (ITAY and SBA wore
deliberated by the Transaction Committee and clarifications to this effect were given fo pre-
qualified bidders. A joint meeting of the Transaction Cammittes, SBP and pre-qualificd biddars
held on December 29th. 2020 and December 30th, 2020 wilth reference o "Pre-Bid
Conference” and "Valuation Model” wherein the queries of pre-qualified potential baddars
waere clarified and some of them pertaiming to license, merger and MCR were forwarder [0
State Bank of Pakistan for its clarification. Drafts of the bidding documents i.e. instruckion £
Ridders (ITB) and Share Purchase Agrooments (SPA could not be finalized.

Board of Privatization Commission in ids meeting held on Hovember 25, 2027 recommernided
to delist SME Bank Limited frem the list of privatization on recammendation of Financial
Adviser (FA} of Privatization Commission, who had asserted that despite all efforis and
iterative interactions with the pre-qualified bidders to date, positive feedback from the pre-
qualified hidders was not forthcoming and owing to the deteriorating financial position af tha
Bank, the transaction of privatization of SME Bank was recommended to shelve The
recomimendation of the Board of Privabizabion was presented to Cabinet Comrmitizse un
Privatizaticn (CCal) in its meeting held on December 317, 2027,

The CCoP discussed delisting of 5ME Bank Limited from the active privatization prograr. The
meeting, after a detailed discussion constituted a committee under the chairmanship ot the
Finance Mimister and representatives from SBP, SECP, Finance Division and Prvatization
Divisicn to evaluate alternative options for proceeding further. Meeting of the said cammtt e
was held on March 8, 2022 and on July 04, 20272 therein the Chair inquired about tatest
positicn and PUs stance viz-a-viz privatization of SME Bank.
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It was informed that the dacision for award of 5 digital licenses by SBP was awaited, afttor
which interest of the unsuccessful parties may be solicited with resped) 1o privatization of
SMLC Bank. After PC's briefing, the President SME Bank gave a presentation on their proposed
business plan for reform and restructuring of business operaticns.

At the conclusion of meeting the chair directed to convene a follow-up meeting of the abowe-
menticned Committee constituted by CCOP, to deliberated on way forward tor SME Bank, arter
Eid holidays, in July 2022, It was further decided that besides Committee members, SME bank
may also participate an special invitation. Date af the next meeting is awaited.

The highlights of the financial results of the Bank for the Half Year ended 305 lune, 2022 ars
presanted as follows:

Investment portfolio of the Bank has reppried Rs.3.800 milion as on Jume 30 20722
(December 2027: Bs.4.238 million). Major portion of investment is in government securities,
The bank made fresh disbursements of RBs.125 million during the pericd under review a3
compared to Rs.290 million of corresponding period of last year. Shortage af Tunds remained
bottleneck in accumulating sizeable loan portfolio. Non-performing loan (MPLs! was at 5,395
million as an June 30, 2022 whereas NPLs was 473 million at end of corresponding period of
last yoar. SME loan porttolio was at Bs.1,740 million as on June 30, 2022 with reference 1o
position of B5. 1,880 millien as on December 31, 2021.

Cruring the periad under review cost of funds of the Bank was Rs. 508 million as compare 1o the
cost of Bs.345 million for the corresponding period of last vear. Administrative expansss fo
Tat half 2022 was af Bs.465 million whereas administrative expenses for the correspanding
period was R5.452 million.

Limited branch network, low rating of the Bank was remained major impedimsnts ta creal e o
wigle and economical depasit base. In spite of these hindrances the deposits were at Bs.3,565
million by June 30, 20272, The Bank reported a net loss af Rs.623 million For the 15t half 2022,
as campared to Rs 482 million during the same pericd of 2021, The bank's gross income wes
of B5.359 million, which ¢comprises af Rz, 47 million fram SME advances, Bs.205 million fram
treasury operations and Rs.7 million from non-mark-up income. Paid up capital of the Gank iz
Rs.2,392 million. The equity stood at Rs.(4,877) million as on June 30, 2022,

Bank was assiqgned & tong-term credit rating of CCC and short-term rating of B [Single B by
PACRA credit rating agency on Movernber 22, 2018, The credit rating commpany has expressed
that the bank's aperational perfarmance is significantly under pressure because of deiay in
capital injection. Thus, continuation af the hank's aperations going forward is dependent on
frash capital injection.

Our facws will be on harmessing digilal solutions to ensure that customers” banking nesds are
fully met in a technologically advanced, secure and convanient mannar,
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We aim to regain and grow cur market share in deposits, consumer products and 5ME
financing, while expanding our branch netwaork to widen our outreach and serve (ur
cuskomers. Greater emphasis will be placed on increasing penetration in cash management
with & focus on SMEfcommercial clients, To cope with changing business dynamica, We wil
accelerate digital wansformation and focus on business process ré-enginesring across key
seginents in the Bank. At the same time, investing in human capital and creating a caring
culbure, will remain a key priority.

On behalf of the Board. | would like to thank the State Bank of Pakistan, Mimstry of Financs
and ather regulatory autherities for their support and guidance. | would also like o pay my
gratitude to our shareholders for their counsel. Most importantly, | am grateful o our valued
customers for their continued support. | will alsa like to acknowledge the dedication and hard
work of our employees who continue to contribute to the organization and enable us 1o
perfarm in a challenging business enviranmaent.

Far and o Sehalf of Board of Directors.

Chairman
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[DRAFT]

INDEPENDENT AUDITORS REPORT ON REVIEW OF UNCONSOLIDATED CONDENSED INTERIM FINAMCIAL
STATEMENTS TO THE MEMBERS OF SME BANK LIMITED

Introduction

Wi have reviewed the accompanying urconsclidated condensed interim statement af financial positicn
of SME Bank Limited {"the Bank™) as at June 30, 2022 and the related onconsolidated condensed
intarim profit and loss account, uncansclidated condensed interim statament of comprehensive incomes,
uncensolidated condensed interim statemeant of changes in equity, uncansclidated condensed interim
cash flow statement, and notes o the condensed interim financial statements for the sik-month pariod
then ended ¢herein after referred as the "unconsolidated condensed interim financial statements").
mManazement is responsible for the preparation and presentation of this unconsolidatad condensed
interim financial statements in accordance with approved accounting standards as applicable in
Fakistan for interim Ffinancial reporting. Gur respeonsibility 15 Lo express a conclusion an these
acensolidated condensed interim financlal statements based an our review,

Ecr:lpe of Review

We conducted our review in accordance with the International Standards on Review Engagameants 2413,
“Reviaw of Interim Financial Information performed by the Independent Auditor of the Entity, " A review
of unconsclidated condensed interim financial statements consists of making Inguiries, primarily of
persons responsible for financial and accounting matters, and applying analytical and cther review
procedures, A review is substantially less in scope than an audit conducied in accordance with
International Standards on Auditing and censequently does net enable us to obtain assurance that we
wauld become aware of all significant matters that might be Identified in an audit. Accordingly, we Jdo
nok express an audit opinion.

Qualified Conclusion

Based on aur review, except for the effects of the matter described in Basis for Qualified Conclusion
section of our repart, and to the best of aur information and according to the explanations given to us,
nothing has come Lo our attention thab causes us to believe that Lhe accompanying uncorsolidaled
condensed interim financial statements as of and for the half year ended June 30, 2032 55 not prepares,
in all material respects, in accordance with approved accounting standards as applicakble in Pakistan
for interim financial reporting,

Basis for Qualified Conclusion

1. The Bank has Investment in its subsidiary, SME Leasing Limited (38EL), which iz carred in these
financial statemants at Rs. BO.T4E million (net of provision of Rs, 134,709 millian] and has a&n
cutstanding running finance expasure of Bs, 140,224 millicn at the reparting date, SMEL continues
Lo operate on a nel loss basis and therefore the recoverability of Investment and running fnance
exposure is doubtful. Accordingly, we are unable to determine the extent of impairment that
might be necessary to be recordad azainst the current carrying valuss of irvestment and running
finance and its possible effect on accumulated lasses of the Bank.
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z. We oweere nob able to verify deferred tax asset of Rs. 1,035.098 million dug 1o browght forward
losses. It has been recognized in Che current financial statements as in the opinicn of the
management there is certainty regarding realisability of the amount frem expected net profits
arising on the futura privatization of the bank.

3. Advance income Cax includes refunds agpregating to Rs. 232,599 million for tax years 2003 and
2004, These refunds were recorded on the basis of an order of the Appeliate Tribunal Inland
Revenuea dated February 10, 2011 whereby provision For doubtiul debts was allowesd to be taken
as a deductible expense. Tha issue of allowing provision for doubtful debts as an expense, in the
case of another bank, was successiully challenged by tax department in the Fonourable High
Court lslamabad. The High Court ruled in favour of the tax department throuwgh its ordes dated
March 13, 2018 which was also upheld by the Honourable Supreme Courl of Fakistan Lhrcugh its
arder date Juns 03, 28, therefore, the Bank has no legal basis fo continue ta recognize the
receivable as an assek.

4,  As explained in Note 10.2, the loan portfolios of Small Business Finance Corporation (5BFC) and
Regional Development Finance Comoration (RDFC) were transferred Lo Lhe Mallonal Bank of
Pakistan as dug to envisaged privatization of the Bank, however, the portfoclio continues Lo 2ppear
a5 an asset In the books of the Bank,

Material Uncertainties relating to Going Concern

We draw attention to note &.2 to the financial statements which describes that durlng the Current
pericd, the Bank incurred a net loss of Rs. 622,632 million (Juna 30, 2021 Rs. 481,512 milllon) resulting
into accurmnulated losses of Rs, 7,468,982 millicn {December 31, 2021 Rs. 6,846,330 million}. As of June
30, 2022 the reparting date, total Habitities of the bank have exceeded its total assets by Fs. 4, 876 587
million (Tecember 31, 2021 4,260,976 milllon) indlcating the negative equity and dus o surplus of
current demand liabilities owver its Lolal unencuembered current Liguid assets creating & negative capital
of Rs. 4 876,587 million (2021 Rs, 4,260,976} which indicates the Bank's inadequate capacity to ensure
the timaly repayments. Due o cash inadequacy Lhe Bank was unable to meet the statuiory salvency
requirements of minimum capital (MCR) of Rs 10,000 million and the Capital Adeguacy Ratio (CAR) of
10%. Due to continued stressed financial conditions the Bank’s cradit rating fell from B negative [single
B to CCC for long term. Based on the operational resuits 5EBF granted exemption from maeting tha
MR and CAR up to December 31, 2019 or restructuring:” privatization, whichever is earlier, subject ta
submission of & concrate plan from the Ministry of Finance (MoF) Lo provide a firm commitment to
inject the required amount of capital funds in the Bank, if its privatization dees not matorialize by
march 31, 2020, Further, the Bank is in the process of privatization wheraby Privatization Commission
has referred the case to Cabinet Committee on Privatizatian {CCoP) on December 37, 2021, The CCoP
has constituted a committes to evaluate alternative options for further processing. 4s stated in note
6.2, these conditions indicate the exislence of a materlal uncertainty that may cast significant doubt
on the Bank's ability fo continue as a going concern. Our opinion & nok modified i respect of Lhis
matker,

e
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Emphasis of Matter
We draw attention to the following matters:

T Hote 14.3 to Lhe financial statements, which describes in detail the status of possession of the
Bank's property located in Lahore,

L Hote 6.1 to the financlal statements, which describes in detail the current status of
privalization of SKME Bank,

Cur opinion i5 not modified o respect of these matters,

Other Matter

The flaures for the three months pered ended June 30, 2022 and June 30, 2021 in the condensed
interim statement of profit or loss and condensad interim statement of comprahensive incame have not
been subject 1o Hmited review by us and we do not express our conclusion on the same as we are
required to review only the cumulative figures for the six month period ended June 30, 2022,

The engagement partner on review resulting in this independent auditers review report is ahdul Qadeer,

ISLAMABAD BDO EBRAHIM & CO
DATED: CHARTERED ACCOUNTANTS

UDIN: e
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SME BANK LIMITED
Unconsolidated Condensed Interim Statement of Finazncial Position
Ag al June 30, 2022

{Un-audited)
June 3, 022

{Audited)
December 31, 2021

Note {(Rupees in "0}
ASSETS
Cash and halances with treasury banks 7 T43.462 R24,5944
Balances with other banks b 1,887 LT
Lendings to financial institutions =l
[nvestments o 3,799,964 | 23T.T1E
Advances 10 1,462,002 I :.‘Jf'.n'[":-,'l B
Fixed azsets 11 403, 15?:' 424,240
Intangible assels 12 1, 141 1.455
Deferred tax assets - 3 1,035,098 L.O0%, 206
Other assels 14 511,097 212,349
T5Te11 8.60%,327
LIABILITIES
Bills payahle 15 31,502 19,071
Borromanngs 16 3,012,255 5,206,284
Deposits and other accounts 17 R.369,384 8,248 271
Liabilify against assets subject to finance lease - =
Sub-ordinated loans - -
Dicterred tax hahilities - -
(ther liahilities 18 1,421,352 1,395,672 |
12,834,498 [ 2,869,303
MNET LIABILITIES (4876587} (4,260,974]
HEPRESENTED BY
Share capatal 2392507 R L
Ieserves 206,526 206,526
Surplus/[deficit) on revaluation of assets - netof ax 19 (6,058) (13,670
Unappropriated loss {T.A68,962) (B, 846, 330
(4.876,587) (4,260,076)
CONTINGENCIES AND COMMITMENTS 2a £ -

The annexed noles from 1 1o 36 form an integral part of these unconsolidated condensed mtenim financial

slatements.
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SME BAMK LIFITED
Unennanlidated Condensed Interim Cash Flow Statement (wo-audited)
For the balf vear ended June 36, 2022

CASH FLOW FROM OPERATING ACTIVITIES
Loss belode taxation
Lese: Dividend income

Adjuslments:
Deprecialion
ArnorZzation
Provizion and writc-ofts
Losaipainy on sale of fxed assels
Mark-np expense on Lesed Hability against ROU assers

(Tncreasel devrease i operating assets
Lendings 1o financial institutions
Held-Tor-tgading sesurities
Advances
Other pssets fexcinding advance taxation)

Increase! (decrenase) i operating liabilitics
Bills pavakle
Borrowings fom financial institutions
Deposils
Oicher Tiabilicies {exeluding current taxation)

Ineema tex paid
Met cash flow generated {used in)f from nperating activitics

CASH FLOW FROM INVESTING ACTIVITIES

et investmentidisinvesbinent in available-for-sale scourities
et invastment in held-lo-mansity securites

Dividend received

Iivesemont in operating fxed asseis

Proceods trom sile of fxed assars

et cash fow geoernled from investing netivities

CASH FLOW FROM FINANCING ACTIYITIES
Pavmenl ol leaze obligaticn
Met cash Mow (used in) from financing activilies

Thecrease in cash and cash eqoivalents
(Cash and cash equivalents 8t beginning of the perind
Cash and cash cquivalents at end of the period

Mot

11

June 30, 2023

Jurtg 30, 2021

(Rupees in "0}

(644,135 {532.103]
(649
(edd . T82) (a3 100
29,068 | 35643
EER 616
(3.304) 1,309
. (REEY)
3d,083 || 12,893
HOLZ00 f5.593
{554,581) (AR 10
135,673 5911
(494) 476875
133,154 [1E.234]
12431 197265
(1% 051} p 1,186,575
121,118 597,940
37231 |1 (9185
(33,254) _ (483,277
{482,631) [963,573)
{1.275) _ AIIEY
(4R3,926) (96,587
312.393 REERTE
32,400 2
Gt
iLol14) r"l"“
= L
444,330 TETERL:
(42,736} (41,454}
(42,736} ERRTE
1$2,332) L2008
827,681 70,850
745,348 713,144

The snnexed notes from 1w 36 form en inlegeal par of these unconsoliduted condensed interim foancal
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SME BANK LIMITED
Motes to the Unconsolidated Condensed Interim Financial Statements (un-andited)
For the half vear ended June 30, 2022

1.

1.1

1.2

GENERAL INFORMATION

SME Bank Limited (the Bank) is a public limited company incorporated in Pakistan on October 3,
2001 under the repealed Companics Crdinance, 1984 having its registered office st 56-F, Mazm-ud-
[2in Read, F-6/1, Blue Area [slamabad. ‘The Bank obtained its business commencement cartificate an
Aprl 146, 2005 which becams effective from the date of 15 155ue. The Bank i a seheduled commercial
hank enpaged in the business of banking with the primary objective fo support and develop Small and
Mediurn Enterprise (SME) sector in Pakistan by prosviding necessary financial assistance and business
support services on sustainable basis. The Bank 1s operating through & network of |3 commoereial
panking branches. Based on the latest credit rating report dated November 22, 2018 i1ssued by Pakistan
Credit Raling Agency Lirmtad (PACREA), credit mljni._; ol the Bank was "CCOC™ m the long term and
"B" (8ingle B) in the short term. Subzequent 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 af the
Banking Companies Ordinance 1962, the Bank is required to hold minimuem paid-up-capital {net of
loszes) of s, 1.0 billion at the time of izsuance of said license, and at all times thereafter dunng which
the above capital is required to be raised to Ra. 1.5 billion by December 31, 2004 and to Rs. 2.0 billien
by Trecember 31, 2003 or any other amount prescribed by State Bank of Pakisian (SBP) lrom time to
time. SBFP granted excmption vide its letter No. BPRINBA&CPDV G403 3202020 dates] January 446,
2020 from meeting the minimum capital requirement (MCR) till December 31, 2019 or completion of
restructuring/privatization of the Bank. whichever is carlicr, Although [urther relaxalion of MUR has
nat been pranted but SBP has not objected the non-compliance of MCR as it is fully aware about the
progress of the privatization of the Bank.

Amalgamation of defunct RDFC and SBEC

The Federal Government promulgated the Regional Development Finance Corporation (RDFC) and
Small Business Finance Corporation (SBIC) Amalgamation and Conversion Oedinance, 2007 (the
Ordinance 2001} setting forth the mechanism of amalgamation of defunel RIFC and SBIC. Doth
these enfiies were Development Financial Tnstitutions (DFIs). In pursnance of the Crdinance 20401,
Finance Dvision, Ministry of Finance issued an Order (SRO (1) 2001) dated December 29, 2001
sedling lorth the scheme ol amalgamation of RIDFC and SBFC with the Bank effective from January 1.
2002, Pursuant to this scheme cotire assets and habihites of defimet RDFC and SBFC as ol December
a1, 2001 were transfeteed to the Bank at fair value. These two institutions stand dissolved and coased
to exist elfective JTanuary 1, 2002, The Dank allotted its shares to the share holders of defanct KI2FC
and 5BFC in proportion to their sharcholding therein based on the lair value of nel assets of defunct
RODFC and SBEC on December 31, 2001,

BASIS OF PRESENTATION

‘These unconsolidated condensed interim financial statements have been prepared lollowing the
accrual hasis ol accounting except for the cash flow information,
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SKME BANK LIMITED
Motes to the Uneonsolidated Condensed ITnterim Financial Statements {un-audited)
FFor the half year ended Junc 30, 2022

The unconsolidated condensed intenm financial stalements are presented m Pakistam Rupee, which 1s
the Bank's lfunctional curreney, Figures have been rounded off to the nearest thousand of rupees.
unless otherwise stated.

3. STATEMENT OF COMPLIANCE

These unconsolidated condensed mmterim financial statements have been prepared in accordance with
the accounting and reporting smandards as applicable in Pakistan for interirn financial reporting. The
apcounting and reporting standards as applicable in Pakistan Lor interim fimancial reporting comprize

- International Accounting Standard (LAS) 34, Interim Financial Feporting. 1ssued by the [nternationzl
Accounting Standards Board (1ASB) 25 notified under the Companies Acy, 201 7;

- Provisions of and dircetives i1ssucd under the Banking Companics Ordinance, 1962 and the
Compantes Act, 2007; and

- Directives 1ssued by the State Bank of Pakistan (SBP) and the Securitics and Exchange Commuission
of Pakistan (SECF).

Whenever the reguirements of the Banking Companies Ordinance, 1962, the Companies Act, 2017 o
the directives izsucd by the 5BP and the SECP differ wath the requirements of [AS 34, the
requirements of the Banking Companies Ordinanee, 1962, the Companies Act, 2017 and the said
directives, shall prewvail.

The SBP has defermed |he applicabilily of Inlemationsl Accounling Standan] 40, "Tnvestment
Property” (LAS 40), for banking companies through BSD Circular Letter Mo, 10 dated August 24, 2002
il further instructions. Further, according to the notification ot SECP dated April 28, 2008, the
International Financial Reporting Standard 7."TFinaneial Tnstrumnents: Disclosure” [TFRS 7], has naol
been made applicable for banks in Pakistan. Accordingly, the requirements of thesc standards have no
heen comsidered in the preparation of these interim unconzolidated financial statements. Accordingly,
mmvestments have beoen classificd and valued in accordance with the reguiremants presceribed by the
SAP through various circulars, Purther, SBP has defterred the applicability International Accounting
Standard 39 (TAS 39), Financial Instruments: Recogmition and Messurement; IFRS % Financial
Instrument’ has not been adopted as SBI has deffered the applicablicy of IFRS 9 tll January 01, 2624
vide SBP BPRD Circular Letter no, 0F dated July 05, 20022,

These unconzolidated condensed interim financial staternent: have been presented in aecordance with
the requirements of format prescribed by SBI vide BI'RD Cireular Letter Mo, 3 dated March 22, 2019
and Intemational Accounting Slandard 34 'Tntenm Financial Reporting’ and do nol mclwde a1l the
information and disclosures required in the audited annual unconsolidated financial statements, and
should be read in conjunction with the audiled annuai unconsolidared financial statements Tor the
financial vear cnded December 31, 2021,

S Page-2



SME BANK LIMITED

Naotes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the halt vear ended June 30, 2022

rh

5.1

BASIS OF MEASUREMENT

The unconsolidated condensed interim financial stalements hove been prepared under the historical
cost convention as modified for cermain investoments which are carried al fir value, chligations o
eespect of defined benefit schemes and lease lability under [FIZS 16 at their presont values,

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

Significant accounting policies, extimates and judgements

The acecunting policies, underlying estimates and judgements and method ol computation followed in
the preparation of these condensed interim unconsolidated financial statements are samo & hose
applicd in preparng the financial statements of the Bank for the yesr ended December 31, 2021,

There are certain new and amended standards, fssued by Intemational Accouning Slandards Board
{IASB), interpretations and smendments that are mandatory for the Bank's accounling periods
beginning on ot after January 1, 2022 but are considered not to be relevant or de not have any
sipnificant effect on the Bank’s operations and therefore nel detsiled in these unconsolidated
condensed interim financial staternents.

Effective dule of IFRS % *Financial Instruments’ has extended by STP 1o annual periods beginning on
ot after January 01, 2024 vide SBP APRD Circular Letter no. 03 dated July (05, 2022 lor banks having
gusel size less than 300 billion, IFRS % repluces the existing puidance in IAS 3%, Financial
Instruments; Classifeation and Measurement, addresses recognition, classilication, measurement and
derecoenition of financial assels amd financial liabilittes, The standard has also intnaluced 2 new
impairment model for financial asscts which requires recognition of impairmant charge based on an
‘papeeted credit losses” (ECL) approach rather than the “inewrred eredit losses” approach as currenely
lollowed. 'The ECL approach has an impact on assets of the Bank which are exposed to credu nsk, The
impact on the Bank's linancial smatements is being assessed as per implementation guidelings,

Financial Risk Management
The TRank’s Financial Risk Management ohjeclives and policies adopred by the Bank are consistenl

with those diselosed in the unconsolidated financial statements [or the vear ended December 31,
20621,

A
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SME BANK LIMITED

Notes to the Uneonsolidated Condensed Interim Financial Statements {un-gudited)
For the half vear ended June 30, 2022

6.

FINANCIAL RESTRUCTURING AND GOING CONCERN ASSUMPTION

f.1 Current status of privatization of SME Bank

Covernment of Pakistan (Gol*) decided in their meeting held on November 1%, 2018 1o relaunch the
privatization transaction of the Pank through Privatization Commission (PC). Cabingt Committer on
Privatization (CCoP) approved the new privatization program of the Bank on March 06, 20719 w divest
the GoPs cquity stake in the Bank along with management conirol to a strategic investor. Accordingly,
PC reeommended the transaction structure for the privatization of the Banlk to CCoP who appeoved the
referred transaction structure on Movember 15, 2019, Thereafter through a dug process invitation for
expression ol interest for acquisition of 93.88% shares of the Bank were advertised in newspapers on
Dccember 13, 2019, The last daie for submission of Eols and Statement ol Qualifications (So0)s) was
February 28, 2020, Five prospective investors have submitled their SOCQs azainst the adverlisemenl,
ot of that four have been cleared by SMP. The buyers side due dilipence issued compleled on August
24, 2024 and the final drali of share purchase apreement (SPA) had been shared with three pre-
gualified bidders. Comments from pre-gualified bidders on instructions to bidders {ITT¥) und SPA
were deliberated by the Transaction Committee and clavifications to this eifeel were given to pre-
qualified bidders. A joint meeting of the Tranzaction Comemittes, SBP and pre-qualificd bidders held
on Decernber 29th, 2020 and December 30th, 2020 with relerence to "Pre-Bid Conference” and
"Waluation Model” wherein the queries of pre-qualified potential bidders were clarified and some of
them pertaining {0 license, merger and MOCR were forwarded to State Bank of Pakistan for i
clarification. Drafts of the bidding documenis ie, instruction to Bidders (ITT) und Share Purchase
Apreements (SPA) could not be finalized. Board of Privatization Commission in its mecting held on
Movemnber 25, 2021 recommended o delist SME Bank Limited from the list of privatization on
recommendation of Financial Adviser (FA) of Privatization Commission, who had assorted that
despite all efforts and ilerative interactions with the pre-qualilied hdders to date, positive feedback
from the pre- yualified bidders was not forthcoming and vwing to the deteriorating financial positien
of the Dank. the transaction of privatization of SME Bank was recommended to shelve, The
recommendation of the Board ol Privalization was presented to Cabinel Commitice on Privarization
(CCaP) inals meeting held on December 31, 2021, The CCoP discussed delisting of SMT Buank
Limited from the active privatizalion program. The meeting, after a detsiled discussion constituted o
committee under the chairmanship of the Finance Minisler und representatives from SBP. STFCP,
Finance Division and Privatization Division o evaluate alternative options lor procesding further
Mecting of the sald commillee was held on March 8, 2022 and on Tuly 04, 2022 therein the Chair
inquired about latest position and PC's stance viz-a-viz privalization of SME Bank. 1t was inlbrmed
that the decision for award of 5 digital licenses by SBP was awaited, after which interest of the
vnyuccessful parties may be seliciled with respeet to privatizaton of SME Bank, After PC's briefing,
the I'resident SMI Bank gave a presentation on their proposed business plan for reform and
restruciuring of business operations. Al the conclusion of meeting the chair directed o convene a
follow-up meeting of the shove-mentioned Commirttee canstituted by QCOP, to deliberated on way
lorward for SME Bank, after Eid helidays, in July 2022, 11 was further decided that besides Commitice
members, SME bank may also partieipate vn speeial inviration. Date of the nexl mecting 1 ﬁf]tegl_
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SME BANK LIMITED

Motes to the Unconsolidated Condensed Interim Financial Statements (un-andited)
For the half year ended June 30, 2022

6.2 Going concern assumption and minimum capital requirement

During the current period the Bank incurred a net loss of Rs. 622,632 million (June 348, 2021; Es.
481,512 million) resulting into accwmulated losses of s, 7.468.962 million (December 31, 2021 R
6. 846330 million). As of June 30, 2022, the I'-:puriing Aaatee thee lplal Tiabilihes of the Bank have
excesded 1tz total assets by Rs, 4876587 mulhon (Trecember 31, 2021: Rs:-4.260.970) indicating the
complete erosion of the Bank's equity, which indicates the Bank’s inadequate capacity 1o ensure the
tmely repayments. Due o cash inadequacy the Bank was unable to meet the stafutory selvency
requirements of minimurn eapital (MCR) of Bs. 10,000 million and the Capital Adeguacy Ratio
(CAHR) of 10%. Due to continued stressed financial conditions the Bank™s credit rating fel] from B
negative (single B-) to CCC, Based on the operational results SBP pranted exemption from meeting
the MCR and CAR op to December 31, 2019 or restructuring/privatization, whichever 15 earlier,
subjec! 1o sobmission of a8 conerete plan from the Ministry of Finance (MoF) to provide a firm
commitment to inject the required amount of capital tunds in the Bank, if its privatization dees not
malenahze by March 31, 2020, These condilions indicate the existence of material uncertainty that
may cast a sipnificant doubt on the Bank's ability to continue as poing concern and therefore it may
nat be able to realize 15 assels and discharge s habihties in the ordinary course of bosiness. Tao
overcame The same, the Government of Pakistan (GoP) being the majority sharcholder with 93.88%
sharcholding in the Bank has initisted the process of privatization of the Bank. The Mok throuzh its
letter Mo, F32TUF-1E2005-185 dated February 26, 2020 bas inlormed SBP that the privatiztion
process 18 likely to be completed within the period of three to four months and requested SBI for
extension of relaxation of repulatory requirements il June 30, 2020, Therealier, the Bank also vide ils
latest letter Mo, SMEBL: HO: CFO & C5; 02;2022/1818/1 106 dated Febrary 15, 2022 has requested
SBI' to allow exemption from MCR fill June 30, 2022 or till privatization of the Bank whichever is
garhier. Mol and management of the Bank are hopelful of a Tavorable response ss SBP has noel objecied
the non-compliance of MCR. Moreover, the process of privatization of the Bank has been described in
Mote 6.1 above. Based upod the options being considered in CCol* and suppoert from Mol the
management of the Bank believes that the use of going concern assumption o preparaiion of thesc
uncaonsalidated financial statements is appropriate and, therefore, have prepared the same on 2 going
coneern basis,
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Inferim Financial Statements (un-audited)
For the half vear ended June 30, 2022

(Un-audited) { Andired)
June 3, Dweemmber 31,

' 2022 2021
7. CASIAND BALANCES WITH TREASURY Maote (Rupees in "000)
In hand
Local currency 172,036 | 46,066
In transit - local currency :
With Statc Bank of Pakistan (S0P} in:
Lawcal currency current accounts 7.1 538,009 S84 091
| With National Bank of Pakistan in:
Local currency current accounts 33,262 w4.7a7
Local curmeney deposil account - -
Prize bonds &5 18
743,462 K24 944

7.0 Deposits wilh the State Bank of Pakistan are maintained 1o comply with the statutery reguirements
issued from time to time,
{Un-sudited)  {Audisad)
June 3, Dccember 31,

2022 2021
b BALANCES WITHH OTHER BANKS Note (Rupees in "000)
_‘I In Pakistan;
- On current aceounts SN} 00
On deposil aceounts 11,387 12,237
Provigion for doubtful balanee with a bank .1 LR (10,0000
1,887 2757
8.1 Particulars of provision for doubtful placement with a bank
Opening balance { 10,000} ¢ 10,000
Charge tor the vear - .
Reverzals - -

Closing balance (10001} { lI:I!"Jn’Iﬂ |

Provision for doubtful balance i in respect of deposit of Rs. [0 million iDecember 31, 2021: Es. 11
million} with Tndus Bank Limited which is under liguidation.

A
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SME BANK LIMITED
Notes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the halt year ended June 30, 2022

11.

11.1.1

11.1.2

11.2

(Un-audited) ¢ Audited)
June 30, Dispember 31,

222 2021
Note {(Rupees in "000)
FIXED ASSETS
P'roperty and eguipment 1.1 10,310 | 1,556
Right of use assets [ 1.2 392,848 212,684
403,158 £24 240
Property and equipment
Met book value at the beginning of the period/year 11,556 1 6,941]
Additions R84 3,782
Mhsposals - {27)
Dizpreciation (2,130 {9,139
Met book value at the end of the period/year ll}:.i 10 11,554

Additions to fixed azsets

Following additions have been made to fixed assets
during the period/year:

Froperty and equipment

Leaseheld improvements ' - |25

[Furmiture and fixlure 117 3

Elecerical office and computer equipment 767 1.624
EhE 31,782

Disposals of fixed assets

The net book value of fixed assets disposed off during the

periad/vear is as follows:

Vehicles = (27|
2 (27)

Right of use assets

Crpemnyg nel book valus 412,654 435,244

Additions/adjustment 7102 12,805

Depreciation {26.235) {35.365)

Closing net book value 392,848 412,684

The right-of-use assets (rented premises) are recognised on the present value ol future cash Dows,
discounted using the incremental borrowing rate at the date of inttial application.

Page - 13 Ay



SME BANK LIMITED
Motes to the Unconsolidated Condensed Interim Financial Statements (un-andited)
For the half year ended June 310, 2022

(Un-pudited)  [Aucdited)
June 310, Dicoomber 31,

| 2022 2021
12. INTANGIBLE ASSETS Note (Rupees in '000)
i Computer Software 124 1,241 1,455

—— e

121 Computer Soflware

Met baak value at the beginning of the period/vear 1,455 1,756
Additions 230 rpy
Fisparsals - -
| Amortizations (4dd) (1,078
I et baok value at the end of the period/vear 1,241 1,455

13. DEFERRED TAX ASSET - NET

i Deferred tax asset 1,036,116 [0, G
f Deferred tax (linhility) {1.018) A EH
1,0135,00% 1,008 206

| 13.1  'I'he Bank has recomized the deferred tax asset which represents management’s hest eatimate of
the prohable benelits expected to be realized in future vears in the fomn of reduced Lax liability as
the: Bank would be able (o sel ol the prolils earmed n those venrs apainat losses carried [orsard.
The mderlyving assumption for recognition of deformed tax assct 18 the cxpocted pnivatization of the
Bank which would result in fresh equity injection from the new strategic shareholder of the Bank
and, in vigw of above, the managoment of the Bank believes that it 18 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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SMIE BANK LIMITED
Notes to the Unconsolidated Condensed Interim Financial Statements {un-uudited)
For the hall year ended June 30, 2022

14,

14.1

14.2

14.3

(Ln-audited) LAnditad)
June 310, Drzcember 31,

i 2021
OTHER ASSETS Note {IRupees in ")
Income/mark-up accrued in local currency - net of provision 14,1 80,017 R, 185
Advances, depoaits, advance rent and other prepayments 23,687 20,285
Advance Laxalion - not [4.2 232,152 236283
MNon banking asset acquired in satisfaction of claims 14.3 147,066 147,066
Due from benevelent fund- imsecured 83.685 B.GR5
Ececivable from NBE 4,461 3971
Recetvable from subsidiary company 5833 4.252
Receivable from LEguity Participation Fund 2017 3017
Trading right cntitlement cartificate 21,560 21,5460
REeceivable from Speedway Fondmets] Pakisian Limited 149,640 19,640
Receivable against factorized portfolio 5,148 3148
Orthaors 75,255 ThhEG

627,121 G30.768
Lesy: Provvimion held against other assets 14.4 116,024 117,919
Crther assers (nel of provision) S11,0%7 512,849

The balance has been amived at after adjusting interest in suspense ol Rso 4,031,859 million
(December 31, 2021 Rs. 4.041.059 million) which includes B 238,372 million {December 31,
2021: Bs. 247,449 million) relating to SME portfolie.

This includes the cffect of refunds aporegating o Ra 232,599 million (December 31, 2021 Ks.
232,599 million} due from government, In respeet of tax years 2003 and 2004 the tax awharities
dizallowed the Bank’s elaims for provisions for bad debts and SB17s share in profils of the Bank.
Subsequently, the Appellate 'I'vitunal Inland Revenue { ATTR) (hrough its order dated Februasy 14,
201117 has ruled in lavor of the Bank which results in creation of refunds of Ra. 80,0549 million and
Rs. 152,54 million for tax vears 2003 and 2004 respectively, Thercafier, against the referred
judgement of ATIR the tax authoniies Oled references before the lslamabad Hiph Court which was
lixed on January 11, 2021 and next hearing is pending adjudication to dale. The management of the
Bank 13 of the fiun view that the Bank will be stccessiul in the said references,

Thiz include Es. 138.6 million {December 31, 2021: Rs. 138.6 million) being the successful bid
made by SME Bank for sequiting Bungalow No. 43, Block-C/3, Gulberp 111, Lahore {the Properiy)
mortgaged with the Bank as a security in a defaulied loan and Rz, 847 mullion pertaining
stampsistamps duties for regisiration of sale certificate issued by the Hiph Coun 1 SME
Bank/Auchion Purchaser of the Property, The auction was carried oul on 30 June 2013 and
subsequently the Honorable Lahore 1ligh Court through is decision dated 14 July 2015 allowed the

-
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SME BANK LIMITED
Motes to the Unconsolidated Condensed Interim Financial Statements {un-audited)
Far the half vear ended June 30, 2022

Bank to adjust the hid price apainst its ontstanding dues from the borrower apainst the finance
lacilities extended 1o the Borrower, suspended mark-up and cost of funds, Therealier the suction
was also confimed by the High Cowt on April 19, 2016 after hearing objection raised by the
counter party. ‘The sale certificate was issued by the 1ligh Court on June 30, 2006 and the same has
been regislens] wilh concemned regmsirar on July 28, 2016, On MNovember 24, 20146, ovnership of
the Property in the record of Excize and Taxation Department has been transferred in name of ShE
Bark Ltd. 'The Bank applied for possession of the acquired Property, which has besn accepled by
the court afler hearing hath the parties. The courl bas repeatedly issued orders 1o bailill G inking
passesaion of the Property to handever the Bank, however, duc to non- availability of police force
to the bailiff, the possession of the Property could not be handed over to the Rank, On 24 Tune
201% the sponsor of the casc was dicd and thereatter on 20 Aupust 2019 the lepal heirs of the
judgement debtor submitted an objection petition for release of the Property. During argumen the
request 0l the legal heirs has been lumed down by the Honorable judge as the transaction is past
and closed and advised the couneil to diseuss only the issue of remaining cost of fands (OO
Meanwhile, the Legal heirs also approached High Courl and submitied a Civil Miscellaneous
application {CMA} lor restoration of RFA 635/13 which has been already decided cx-party in favor
of the Bank, arguments on CMA are in process n High Cowrt. Our Counsel has argued tha
decision of DB High Court is now time barred. [lowever on last hearing of Oulober 16, 2021 in
Banking Conml 'V 1he judge gekes] or [resh stalement of COF which will be provided to court on
next date of hearing i.e. October 26, 2021, The same was provided o courl. However, thers was no
turther proceeding on hearing on 04122021, 11122021, 18122021, 23.12.2021, 34.01.2022,
Q800 2022,15.01.2022, 22.01.2022 and 29.01.2022 as the the oripinal case file wag retained wilth
Lahore High Cowt for decision of CM in RFA-635-20H3. Wexl date ol hearing s 09.02,2022,
Whereas, the RFA-635-13 was lixed or hearing on 24-01-2022 in High Court with Division Bench
( DBY of Jushice Awvesha A. Mahk, The DB was cancclled due to her elevation as Justice from
Henorable High Court to Justiee of Honorable Supreme Cowrd of Pakistan, 8611 wailing [or
relisting the referred REA. The C.MMNa 1-C ol 2021 moved by plamntiffs for restoration of
Application MNe.1 of 2016 for restoration of RFA Mo.035:2013 was dismissed by the [Hanouwrahle
Lahore High Court, Lahore vide Order dated Febraury 28,2022 in Favour of the Bank and against
the planblTs, Consequently, he maim file retumed back from the Honourable Lahare 1igh Cour,
Lahore fo Banking Cowt whereby execution proceedings have been restored on March 12, 2022,
Un March 23, 2022, the learned Judge Banking Court alier heanng the arsnments advanced by the
Counsel ol the Rank for complianse of warant of possession with full force, adjournad the case W
April 05, 2022 and thercafter for April 04, 2022 for arguments ol the plamuils, Since neither the
plaintiffs nor their counsel appeared hefore the Coord, the leamed Judee was pleased to close the
night af plamtills for arguments and adjoumned the matter to April 21, 2022 for orders. Wo arders
were made on the dates given by the court. Last hearing date was June 24, 2022, No zext dafe has
heen given by the court yel

As per latest valuation reparl dated March 14, 2023, the markel value of the Property was Hs.
240 568 rmllion,

é&
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SMI BANK LIMITED

Motes to the Unconsolidated Condensed Tnterim Financial Statements (un-audited)
For the half year ended June 30, 2022

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

14.4  Provision held against other assets 2022 2021
Mate (Rupces in ')

Advances, deposils, advance rent & other prepayments 4 477 4477
Receivable from Speedway Fondmelal Pakistan Limited 19,640 19,644
Receivable against tactorized portfolio 5,148 5,148
(ther receivables - SME Porttolio 42,432 B
Legal charges recoverable from borrowers - SBFC & RDEC 22,058 27,059
Urading right entitlement certificate - TREC 21,560 21,560
CHhers 109 L9

115,024 [ 17414

14.4.1 Movement in provision held against other asscts

Opening balance II'.','EI‘[?“I 117,354

Chargs for the periodvear | 1,979 | 3,891

Reversals for the periodfyear (3,874)] {1,326}
(1,895) 563

Translerred 1o WP -
Closing balance 116,024 117.91%

15. BILLS FAYARLE

Itn *akistan 31,502 T4 AFT]
Calside Pukistan 2 -
31,502 - REER

16, BORROWINGS

Secured
Borrowing feom State Bank of Pakistan
Under Financing facility for storage of sgrieulbural produce 16.2 58,499 || 67,0481
Under Moedemisation of small aml medium emtemrises 16.2 34,971 || 30510
03,470 107,201
Hepurchase agreement borrowings
State Tank of Pakistan 16.3 2819527 3,098,008
Financial Institutions 16.3 04,958

2,218,785 3,098,095

3,012,255 3006080

M
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sME BANK LIMITED
Motes to the Unconsolidated Condensed Interim Financial Statements (un-audited)

For the half year ended June 34, 2022

16.1

16.2

16.3

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

2022 2021
Particulars of borrowings with respect to Currencies (Rupecs in "000)
In local currency 3012255 3,200,285
In foreipn currencies -

3012,255 3,200,284

These are secured against demand promissory nole and carmy mark up rate of 2.0% per annum
payable on quarterly hasis and having maturity period upto 7 vears.

These represen] lransactions with linancial institutions Tor sale of Government Securities under re-
purchase apreement (REPO) in the inter bank meney market at mark-up rates ranging from [3.95%
o 14.10% (December 31, 2021 10.00% o 1LI5%0 per annum for period upto theee months
(Deeember 310 2021 for penod wpte three months). REPO lransachons are secured againsl
investment of the Bank in Government securitics.

A
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SME BANK LIMITED
Notes to the Unconsolidated Condensed Interim Financial Statements (un-gudited)
For the half vear ended June 30, 2022

17. DEPOSITS AND OTHER ACCOLNTS

| June 30, 2022 (un-andited) Decermber 31, 2021 (audited)
Inm Local |[In Foreign In Local | In Forcign .
1 T Tstal 2 [ratal
Currency | Currency Curreney | Cuamency
{Rupees in "000)
Customersy
Current deposits 1,454,368 - | 1453368 || 1394107 3 1,354 107
sSavings deposits 3,058,839 - 3,058,839 (| 3911066 - 1,911,666
Term deposits 2,566,543 = 2,500,543 (| 2.163,357 - 2,103,387
Others 630,250 - 630,250 141,070 - | 141,070
T 1,000 - 0000 610,200 - To10200
Financial Institutions
Current deposits 20 - 20 441 - 441
Savings deposils 592.069 - 592,069 370,330 - ST0.530
lerm deposits G730 - 67,301} 67,200 - &7.300
Others | - - - | - -
650 FHY - 659,38 f37.071 - 638,071
5,369,389 . 8,369,389 5248271 . $.248.271

Note  (Un-aodited {Aundited)

June 30,  December 31,

2022 2021

18. OTHER LIABILITIES (Rupees in "N
Wlark-up! return/ inleres| payable in local currency 120,598 93,484
Unearned comimnission on guarantees 2,440 3.8l
Averued expenses 12.541 14,513
Sundry creditors 18.1 134,270 132.585
Brunch adjustment accounl 1.B76 [.548

: Prayable against emplovess' benefit plans

Defined benefit pension S, 705 SO0,
I Defined benefit funded gratuity scheme 7362 1,362
' Lntfunded compensated absences 73,756 (7411
! Security deposits against lease 280 280
Leased liahility against right of use assets 18.2 535614 337,165
Employees’ V55 pavments withheld 12,076 | 2,076
Income tax withheld pavahle 15,107 18,0449
{Others 1,727 1,655

1,421,352 1,305,672

p .
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SME BANK LIMITED

Motes to the Unconsolidated Condenscd Interim Financial Statements (un-audited)
For the balf vear ended June 30, 2022

18.1

18.2

18,

2L

20.1

This include Ra. 90615 millien (Deomber 31, 20210 Bs. 90615 millior) payable to SEPMoF
representing the lefiover funds after settlement of VEE-2009 payroents amd amount of stale bills
pawable s, 32210 million {December 31, 2021 Bs. 31.027 million).

{(Un-audited) (Audited)
June 30, Dzecmber 31,
This represents leass lability under IFES 16 : 2022 2021
MNote (Hupees in "(WH)
Opemng net book value 537,163 541,078
- Additions/adjustment 7,102 | 2,803
- Inlerest 34083 GY. 183
- "ayment {42,736) (23400
Clasing nel book valuc 535,614 337,165
SURPLUSADEFICTT) ON REVALUATION OF ASSETS
Surplusideficit) on revaluation ol available-for-sale seeurities
- Federal Goverument securities (8,54%) 1— {15,522
- Listed companies/mulual funds 2,909 || 2836
(3,641} {12.680)
Deferred tax on surplus/(deficit) on revaluation of available-lor-sale
- Federul Gevernment sceurities . =
- Listed companics/mutual funds (LU18) {903}
EFhﬁSE} (13,6709
CONTINGENCIES AND COMMITMENTS
- (fuaraniess 2001 294875 338,308
- C'ommitmcnts 262 30593 3316589
- (ither contingenl Hahililies 20.3 1,181,279 1.170,700
4,577,747 4,825,597
Guarantees
Financial muaranteas % -
Perlormunge guarantees 20.1.1 294 875 IIRA08
Cher puarantess - -
204878 338,08

20.1.1 This melude expired letrar of guarantees/perlormunce aggregating to Bs. 86,363 million {Devember

31,2021 Bs 92.941 million) tor which formalities for return of original documents are in DTOGESES,

v
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SME BANK LIMITED
Maotes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 33, 2022

20.2

20.2.1

20.2.2

20.2.3

20,3

Commitments

Moate

Commitments in respect of:

- forward government scecurifics fransactions
- forward lending

22,1
20:2.2

Commitments lor acquisition of
- gperating fixed assets
- intangible assets

Other commitments

bed
I
i

Commitments in respect of forward government
seeurities transactions

Sale and repurchase agrecments

Commitments in respect of forward lending

Lindrawn Tacilities
Commitments to extend credit

Other commitments

Bills for collection

Payable in Pakistan

Other continrent liabilities

al

Claims not acknowledped as debt from various borroswers of
defunet BT,

b} Tax demands of Bs. 012,707 million raised by the Income

Tax Authorities related to VES staff cost {tax wear-2003)
which has been decided in Tavor of the Bank, However tax
anthorities have filed appeal before ATIR against the decizion
of the Commissioner Income Tax (Appeals) which is pending
adjudication, The management of the Bank strongly belicves
and expects favorable outcome and therefore no provision has
been made [or these effect i be unconsolidaled Dnancial
statements.
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(Un-audited)
June 3,

2022

i Audited)
December 31,

2021

(Rupees in '000)

2,942,742 3.099 258

158 851 || 2laea2

: 1,669

- | .

3,101,593 1316389

2.942,742 1055 25%

128,574 147,562

29,977 25,100
—- 5. 215662
LI81279 1,170,700

31,860 11850

612,707 612,707

.



SME BANK LIMITED
Naotes to the Unconselidated Condensed Interim Finuncial Statements {wn-audiled)

For the half vear ended June 30, 2022

cl

a)

Ihe Bank and the income tax department have filed cross
appcals against the appellate onder of the Commissioner
(Appeals), who had partly se aside the order of the axation
olTicer, resulting in taxable income of Rz 151.234 million
and tax liability of B, 52,932 (pavable smmmiing Rs. 6,163
million afler adjustment of credil for taxes paid’ suffered at
source amounting s, 46.768 million) against the declared
tax losg of Rs. 23 489 thousand and tax liability of Bs, 4,249
million for the tax vear 2008, Without projudics to the appeal.
the Bank has offored adjusiment of smd demand apainst
refunds available for tax vear 2009, However no provision
has been made in these unconsolidated financial statements as
the managoment 15 confident of a favorable oulcoms.

DOCIR raised tax demand for the tax wear 2010 for Es
200716 million which was again amended w Rs 198,
52B,541/~ vide Order # 11/40 dated 22-May-2013 wis 221,
stay against from Islamabad High Court was obtained and
also appeal was filed with CIRA-IT wha parlly accepled the
Bank's plea in the case and remanded it back to DCIR for
verificution of evidences and opportanicy of hearing the Bank
for certain issucs vide hiz order in Appeal # 96820173 dated
{17-Jan-2014. 1*aralle]l to that Bank has filed 2nd appcul in
ATIR on 27-Feh-2014 and rectification application was also
submitted with CIRA on 24-Feb-2014 no decision has been
mude yel. The tax department has also filed an appesl wath
the ATIE through Commissioner {Legal) vide their letter &
248 dated 7-Mar-2014. Bascd on the facts revealed by the
consultants vide letter & 1711362013 dated March 03, 2013,
the management strongly helieves for lavorable outeome in
the case and thereforc ne provisien in this respect has been
recarded in these uncensolidated financial statements,

‘The taxation officor created aggregule dermamd of Bs 535674
million for withheld amount of K=.17.398 million from V55
pavinent of employess [or the Tax Years 2003-2004 -2005-

Page - 22 i

{L'n-pudifed)
June 30,
2022

{Aundited)
Decemiber 31,

2021

{Rupees in "(HM))

6,163

198,529

6,103

198,529



SME BANK LIMITED

Mates to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2022

Ly

h}

1}

2006-2008-2009-2010-2011-2013 which was ot deposited
upon advice of the lepal advisor due o slay onler of
supreme Courl of Pakistan, The case is pending before
Appellate Trbunal Inland Bevenue and the provision of
default surcharge Bs. 36.076 million was not made ipso facto

The Ollicer Inland Revenue, LTL, [slamabad created demand
for Bs. 21,171 million for max vear 2016 under section
161205 af the Income Tax Ondinanee, 2001, Alier rejection
ol the frst appeal by CIRA the Bank has submitted zecond
appeal before Appellate Tribunal Inland Revenue along with
stay  application o keep the meeovery proceedings in
ahevance, The melomred second appeal has not vet been fixed
[or hearing,

The Officer Infand Revenue, 1T Tslumahad issued an onder
wy 161205 for the tax yoar 2013, The Bank filed an appeal
before the Commissionsr (Appeals), who has remanded the
case back o assessing oflicer, notice o [Tesh proceeding have
been replicd no further action on the responsc.

The Offieer Inland Revenue, LTU, Islamabad izaued an order
ws 1614205 for the tax year 2017 withoul serving proper
nelices. An appeal apainst this Impuened order has been filed
before the Commissioner (Appeals). which is pending for
fixation, Wilhou! prejudice, the lax depariment has been
requested to adjust the tax demand with the available income
tax refunds.

The Officer Inland Revenus, LU, Islamabad imade an
assessment for the year 2001-2002 vide onler dated June 240,
2005 of Ba, 590,667 million and a tax demand of Be, 118.721
million which wasz contested in ATIR which ordered 1he
uppeal 1n Bank's favor vide Order e, ITA Mo 357 1B/2006
dated April 05, 2007, Tax department has filed income tax
reference with the Islamabad 1ligh Cowrt baving no. 1LT.R, 48

ol 2007, Page - 23

{Un-aodited)
Junc 3,
2022

Auwiiled)
December 31,
A0

{Rupees in "0}

30,076

21,171

18,663

38,723

118,721
A

36,076

21,1371

18,663

el

LE A

118,721

—



SME BANK LIMITED

Notes to the Uneonsalidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 310, 2022

i}

k)

J

Sales Demands of Rz, 0.791 million and Re, [7.09% million
werne created for the vear 2008 & 2010 respectively duning
procecdings of sales audit, Against the said demands advance
payments of Rs 0299 million and Rs, 3743 million
respeclively  wore made to avail stay against recovery of
entire  amount. Appellale Trbunal Inland Revenue has
remanded both cases back to the Commissioner for fresh
proceedings, which have not been initiated yet. Furthermare,
sales dermands amounting Ka. 1.708 million & Rs 1.0453
million were created for the year 2009 and 2012 respectively
during proceedings of sales andit. Against the said demands
advance payments of Ra. 0.577 million & Ra.1.045 million
respeciively were made o avail stay against recovery of
entire amount. Boh appeals are pending before Appellate
Tribunal Inland Fevemue for fixation of hearing, The
management strongly believes Tor favorable outeome in the
gaid cases.

The Otticer Inland Revenue, LT, Islamabad demand ol Rs,
16.939 million lor the tax vear 2006 under section 122(54) of
the Income tax Ordinance, 2001, An appeal iz pending before
Commissioner {Appeals), Meanwhile stay iz also granted in
Ihe instant case to keep the recovery proceedings in ahevance,

Back benefits and claims of stafffemplovess under liligation.
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(Un-audited)

Juane 30,
2022

ta";lj-:]'i el
Mecember 31,
2021

(Rupees in "000)

20,307

16,930

61,920}

200,807

67280




SHME BANK LIMITED
| Motes to the Unconsolidated Condensed Interim Flnancial Statements {un-aodited)
For the hall vear ended June 30, 2022

z1,

23.

MARK-UPY RETURN! INTEREST EARNED
Cin loans and advances to Cuslomers
Extended hy:
Defuncl RDEC & SBEC
SME Bank Limited

Emplovess

Financial Tnsttutiom - SME Leasing Limited - a subsidiary company

O investmeants in

Availahle for sale seeurbiey
Held 1o maturily securitiss

Oin deposits with financial instifutions
Lendings 1o financial institutions
MARK-UIY EETURN/ INTERLEST EXPENSED

Dn dapasits

o securities sold under repurchase agrecements
n SBP Refinance Scheme

Brokerape and commission

Bank chacpes

FEE & COMMISSION INCOME

Branch banking customer fiees
Card related fees

Credit related foes
Commissinn on guarantecs
Commission on remitlances
Others

Page - 25

dune 3,
2022

Jung 31,
2

(Rupees in 000

103.619

135,762
135,762 [03.009
1.150 1:a27
%4 Baws
146,616 113,441
204,204 77,841
nTR [,560
204,972 [0 4010
Lind S0
401 S0
352093 2395
S1.3, ik 218,334
193, 124,625
572 1162
Tol g3l
73 85
507,783 145,133
1,405 | 524
201 | 03
T32 1.507
5.233 3183
i 47
14 5
7601 0,368
P




SRE TANK LIMITED
Maotez o the Uneonsolidated Condensed Interim Financial Statements {un-audited)

For the half vear ended June 3, 2022

24,

4.1

25,

GAIN /(LOSS) ON SECURITIES
Reslized

Linrealised - held for trading

Tederal Governmeant Securities - el
Shares

OTHER INCORE,

(3ain on sale of operating fixed assers - nat
CHhers

Page - 26

MNote

4.1

Jumne 3l
2022

Jume 30,
2021

(Fupsees in "0F)

(847) 912
(8471 512
(847) 912
{847) 912
: B6H
: 56
- 0




SME EANK LIMITED

Motes to the Unconsolidated Condensed Inderim Financial Statements (un-audited)
For the half vear ended June 30, 2022

26.

OPERATING EXPENSES
Total compensation expense

Property expense

Fent & taxes

Tnsurance

LItilities cost

Sceuriby (ineluding guards)
Fepair & mainlenances
Depreciation

Orhers

Information technology expenses
Sollware maintenance

Hardwatre maintenance
Depreciation

Amortization

Network charges

Cithers

Other eperating expenses

Dyirectors' foes, allowsnees and other expenses
Lepal and professional charges
Ontsourced serviees costs

Travelling vnd comveyance

NIFT clearing charges

Drepreciation

Training & development

Postage & courier charges
Communications

Swstionery and printing

Marketing, adveriiscmen! & publicily
Donatiens

Auditors' remuneration

Separutionsg Cost

Vehicle munning and maintcnance
Entertainment

Subscription. books and nowspapers
Deposits premivum

(hers
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June 30,
2022

June 30,
A0

(Rupees in '000)

351,669 344,353
3,865 2,340
1,719 345

13,490 10,020 |
11,274 7914
4,285 1,594
27328 28,245
G961 54,463
7,824 1,730
929 | D66
s01 1,534
dedd a16
%402 7.146
272 1001
13,372 14,193
1,291 2475
3,745 3. u82
13,644 11,4003
870 1,141
1,390 1,113
1.23% 3,864
479 44 |
3 186
217D 2,200
2863 2. 745
796 43
522 522
s | 380
. % |
1,061 19
2,103 I36%
3,632 1,752
136 186
15,150 38.935
165,152 257 647

s




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

For the half vear ended June 30, 2022

27,

28,

28,

g1 A

June 30, June M),
222 2021

(Rupees in '000)
OTHER CHARGES

Penaltues imposed by the Stale Bank of Pakistan 5 -
Right of use assets - unwinding of present value 34,083 34,807
34,088 34,893

PROVISIONS & WRITE OFFES - NET

Provisions/(reversals) for diminution in valus of investme - 111

Provisions/(reversals) azainst loans & advances (1,499 1,120

Provisions/(reversals) against olher assels (1,895) 78

Bad debts written off dircctly - .

{3,304) 1208

TAXATION

Currcnt 5416 4 5395

Prior penods -

Deferred (26,917) (554 Fﬂ'ﬂ_
{21,501} (50,591

BASIC/ DILUTED LOSS PER SHARE

Iet loss after tax for the period (622.632) (48],512)
=

Mumber of shares

Weighted averaze number of ordinary shares 239,250,700 230 250,700
. Rupees
Rasic! diluted loss per share {2.60) (201}

There is no dilutive lect on the busic earmning per share of the Bank,

{(Un-audited) LAudited)

June 30, December 31,
2022 2021
CASH AND CASH EQUIVALENTS {Ruapees in "))
Cash and balances with treasury banks
Balances with other banks 743,402 824,944
1,87 2,737
745,349 827081
Page - 28 .



SME BANK LIMITED
MNotes to the Uneonsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended June 30, 2022

32 FAIR ¥VALUTE OF FINANCIAL INSTRIIMENTS
The fair value of quoted securities other than those classified as held to mamuity, 1s based on guoted market price. Quoted securities
classilied as held to matunty are carmed al cosl, The fwr value ol unguoted equity secunbies, other than investments i associates and
subsidiarics, is determined on the bazis of break-up value of these investments as per their latest available audited financial statements.

The fair value of tixed term loans, other assets, other liabilities, fixed term deposits and borrowings cannot be calculated with sufficient
rcliability due to the absence of a current and active market for these asscts and liabilitics and reliable data regarding market rates for

simitlar instruments.

June 3, 2022 (un-audited)

FAIR YALLE
carrying /
Level 1 Level 2 Level 3 notiomal Total
value
32.1 On balance sheet financial instruments Note (Rupees in (0N}
Financial assets measured at fair value
- Investmenits
Government securilies (T bills and P1Rs) - 1685378 - - 3685378
Ordinary shares of listed companies™utual funds 4,770 - - . 4,770
Ordinary shares of unlisted companics - - - 26470 26,470

Financial assets not measured at fair value

- Bank balances with treasury banks 322 - - - 571,361 571,301
- Balanues with other harks 322 - - - 1,857 1,5%7
- Lending to financial institutions Yl - - - - -

- Advances 2 - - - 1. 462,002 1. 462,002
- {her assels S - - - B, Linl 96,161
-Oither Investment (COLTDE) 332 - - - 2,600 2,600

- Subsiiary

ShE Leasing Limited Page-29 - ! - 80,748 &0,748
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SME BANK LIMITED
Motes to the Unconsalidated Condensed Inferim Finaneial Statements {un-andited)
Fur the half vear ended Jumne 30, 2022

32.2 The Bank has not disclosed the fuir value for these financial assets and liahililics, a5 these are for shor term and or re-priced over shart
tettn. Therelire therr camrying anonnts are reasonahle upproximation of fair value.

32.3 The Dank's policy 15 to recognise transfer into and out of the different fair value hierarchy levels at the date, the event or change in
circumatances, that caused the tmnsfer oceurred. There were no transfers hetween level 1 and level 2 during the year.

32.4 Valuation techniques and inputs used in delcrmination of fair values within level |

Fully paid-up ordinary shares “arr values ol mvesfments in listed eguily securities are valued on the
basis of closing quoted markel prices available at the Pakistan Sock

Valuation technigues and inputs used in delerminaton of fair values within level 2

Pakistan [nvestment Bonds ¢/ Market Treasury Bills Fair values of Pakislan Investment Bonds and Treasury Bills ane derdved
using the PKRY rates ([leuters page),

He
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SME BANK LIMITED

Mates to the Uneconsolidated Condensed Interim Financial Statements (un-andited)

For the half year ended June 30, 2022

33, SEGMENT INFORMATION

33.1 Seement details with respect to husiness activities

The segment analysis with reapect to business activity is as follows:
June M), 2022 (un-awdited)
Trading & Commercial

Profit & Loss

et mark-up/returmprofit

Tniter segrment revienue - net

Non mark-up'retumdinterest mmeome
Total income

Sepment dircct cxponscs

Inter segment expenses allocation
Total cxpenses

Provisions

Loss before tax

Balamee Shect

Cash & bank balances
Investments
Net inter scgment lending
Lending to financial institutions
Advances - Performing

- Mon-perlarming
{thers
Total Assets

Borrowings

Deposils & other accounts
Met inter segment borrowing
Others

Total Liabilities

Equity

Total Equity & liahbilities

Continpencies & Commitments

=

Total

Sales Banking
{Rupees in (M)
205,374 146,719 352,003
- 53,240 53,240
{198 7,601 7,403
205,176 207,501 412,736
2014,597 Hl2,426 1,007,023
5}_&4“ - 53,240
257,837 A02,420 1.060.263
4 (3,394) {3.394)
(52,661) {591,472) (6d4,133)
Trading & Commercial
.;qﬂl.‘!'; Runking s
{Rupees in '00{)
£3%,120 207,229 745,549
3. 799,966 - 3,799,960
1. 354,662 1,354,662
- 1,397,178 1,397.17%
- h4.524 64,824
752,155 1,198,439 1,950,594
5,000.241 4222332 9,312,573
2918, 78S 93,470 3,012,255
- B304, 389 R,36%,38Y
1,354,662 - 1,354,662
443,409 1,009 445 1,452,554
4,716,856 $,472.304 14,189,160
373385 (5,249.971) (4. 576,587)
Sm241 4,222,332 0,312,573
2,942,742 1,635,005 4,577,747

Page - 32
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SME BANK LIMITED

Notes to the Unconsolidated Condensed Interim Financial Siaiecments (un-audited)
For the half year ended June 3, 2022

Profit & Taoss

Nel mark-up'retum/pralit

lorer segment revenle - et

Ton mark-upfretum/interest income
Toral income

Segmenl direct expenses

Inter segment expenses allocation
Total expenses

Provisions

Lass hefore tax

Balanee Sheet

Cash & Bank halunces
Tnvestments
Met ineer segment lending
Lending to financial instilutions
Advances - Performing

- Mon-performing
Others
Total Axsets

Borrowinps

beposits & other accounts
Nel inter segmenl borrowing
{Ithers

Total Tiabilities

Hguity

Tolal Eguity & liabilites

Cantingencics & Commitments

June 340, 2021 {un-aadited)

I[mading & Commercial Toral
Hales Banking
(Rupses m OO0

1 79,503 113,480 293,353

i aY 638 #9638

a12 T2 7,084

T8LE13 [ &0, 26 371,015

135,736 690,235 831,971

69,638 - 69678

205,374 694,235 901,600

311 1,198 1,309
G,-i,ii'?ﬂj {5'1}?.1231 {532.103)

December 31, 202 | {audited}
Trading & Commercial Total
Sales Banking
(Rupees in N00)

K41 243 280 AT AE]L

4.237.713 - 4237715

2,088 8311 2,088,831

- 1,459,582 1,489 882

- 106,209 [ 06,250

734,044 1,142,706 1,940,720

3.37%5 860

—_———

5,121,298

10,687,154

eI LR 107,291 3.206.2R9

- 8248271 %.248.27!

2 48831 . 2 RK.831

423,361 SR GHT 1.414.743

5,613,190 9 344 044 14,058,134
(37,3300 (4.223,6540) {£,260,9761

3.575 400 5121298 1607158

e
1.049,258 1,726,339 1,825 547

P
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SME BANK LIMITED
Motes o the Unconsolidated Condensed Interim Financial Statements (un-audited)

For the half yvear ended June 30, 2022

Assumplions used:

- Unalloeatahle assets representing 4.66% (Decomber 31, 2021 9.02%) of the gross assets have
been allovated to seepments bused oo their respective incomes.

- Unallocatable liabilities representing 5.71% (December 31, 2021: 3.64%) of the gross liabilities
have heen allocated to segments based on thelir respective Incomes,

31.2 Segment details with respect fo geographical locations

Presently the Bank does not deal outside Pakistan,

v

Page - 34
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SME BANK LIMITED
Nates to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half year ended Junc 30, 2022

A5 CAPTTAL ADEQUACY

The risk weighted assels to capital ratia, caleulated in accardance with the Stafe Bapk's cuidelines on capital
adequacy s as folloers:
L n-audited) {Aundited}

June 34, erember 31,
22 202;
Bepulatory capital hasc {Rupeecs o "0y
Tiew [ eopitad
Sharcholders capitaliassigned capital 2,392,507 | 250k 507
Reserves 206,526 206,524
Unapproprialediunremitied profits (nel of losses) (7,468,962 | (6,E16.5330)

(4,56%,029) {4247 2977
Less: Adjustments

Goodwillfintangible Assels 1.241 455
Lvestment in gguity of subsidiary BO,748 KL 748
Deticit on revaluation of available for sale invesments 6,658 14,674 |
55,647 95,882
Toferd tver T eoprivad {4.95#,53‘&? {4.3243.1M0
Tier IT capital S15 RRd
Ellgivde tier 1T vapital : g
Total regulatery capilal (a) (4.958.061) (4,342 2057
June 30, 2022 (un-audited) December 31, 2021 (audired)
Bisisle vl Rizk adjusted il valis Fizk adjusted
value value
Risk-weighted exposyres {Rupees in "000) (Rupees in OO0
Balance sheet ilems:
Cash and other liquid assets T45,349 a7 H217.651 547
[nvestments’ Jending to financial institutions 3,799,966 33,841 4237713 56,167
Loans and advances L4622, 002 881,995 [L39a, 181 Ui 1T
Fized assets 404,399 403,158 J15.685 424,240
Deferred tax assets 1,035,093 1035, 005 [ Q08,206 L.O08. 204
Other assely 511,097 268,687 512,849 20213

TA5TH11L 2623156 B.A08.327 4 724,534

fT balance sheet items

Weighied Non-funded exposures 240,287 120,144 281,430 140715
240,287 120144 281,430 140,715
Credit risk-welghted exposures {h 8108198 2,743,300 WD 757 2,865,250
Market risk 181,757 — 63,072
Marker risk-weighted cxposures - 181,757 - 143,072
Tulal risk-weighted exposures (c) 2,925,057 3028331
Capited adequocy ratio credit visk | {a}/ () = 100 ] -1R0L73% -151.33%;
Total capital adequecy ratio [ (a) / (c) x 100 ] 169,50 % -193,39%%
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SMAE BANK LIMITED
Motes to the Unconsolidated Condensed Interim Financial Statements (un-audited)
For the half vear ended June 30, 2022
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Stale Dank of Pakistan (SBI*) has grantcd cxemption to the Bunk wide letier ™Moo BEDYSL-
212200 16242007 dated June OB, 2007 from computing capital adequacy ratio under HASEL (1 ll
eestrueturing/privatization and has granted exemption from implementation of Basel 1 Capital Instractions
Gl restructuringprivatization vide S8 lener & BPRIVBAEC MV GA6Q00EE6/ 16 dated Januery 12, 2016,
Agcordingly. the Bank computes cepital adequacy ratio under BASEL [ and SBP has allowed exemption in

meeting the minimum CAR requirements of 10% till December 31, 2004 or completion of restructoring’
privmjiatfc-u of the Bank, whichever iz carlier vide SBF letier Mo, BPRIDVBASCPTNGAAS53 220 dated
January &, 200240, SME Buenk has requested 3OP 10 allow [uciher exiension which is peeding,
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{ 36. DATE OF AUTHORIZATION

These Mnancial statements were authorized e issue by the Board of Directors of the Bank on Acugus: _2_‘1"
2022
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