


Dubai Islamic Bank Pakistan Limited

Statement of Changes in Equity
For the year ended December 31, 2018

(Deficit) /
Advance surplus on Unappro-
" against share Suluto:y revaluation priated Total
v subscription of profit
investments
(Rupees in '000)
Balance as at January 01, 2017 - Restated 10,225,567 - 404,694 60,811 1,416,263 12,107,335
Profit after taxation for the year 2 = 5 - l.602.036)] 1,602,036
Other comprehensive income - net of tax - - - (203,07 (17,459 (220,535
- - - (203,076) 1,584,577 1,381,501

Transfer to statutory reserve - - 320,407 - (320,407) -
Transaction with owners recognised directly in equity
Advance against further issuance of share capital - 1,426,721 - - - 1,426,721
Issuance of right shares at par 1,426,721 (1,426,721) - - - -
Transaction costs on issuance of right shares - - - - 3,3 (3,386)

1,426,721 - - - (3,386) 1,423,335
Balance as at December 31, 2017 - Restated 11,652,288 - 725,101 (142,265) 2,677,047 14,912,171
Profit after taxation for the year - - - - 2,509,265 2,509,265
Other comprehensive income - net of tax - - - (678,402 7,140 (671,262

- - - (678,402) 2,516,405 1,838,003
Transfer to statutory reserve - - 501,853 - (501,853) -
Balance as at December 31, 2018 11,65 - 11525954 ‘BZMI 4&];9_9 lg750ll74
The annexed notes | to 46 and Annexure I form an integral part of these financial statements.
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4.4.6

4.5

Impairment

Impairment loss in respect of investments classified as available for sale and held to maturity (except sukuk) is recognised based on
management's assessment of objective evidence of impairment as a result of one or more events that may have an impact on the
estimated future cash flows of the investments. A significant or prolonged decline in fair value of an equity investment below its
cost is also considered an objective evidence of impairment. Provision for diminution in the value of sukuk is made as per the
Prudential Regulations issued by the State Bank of Pakistan. In case of impairment of available for sale securities, the cumulative
loss that has been recognised directly in surplus / (deficit) on revaluation of securities on the Statement of Financial Position is
removed there-from and recognised in the profit and loss account. For investments classified as held to maturity, the impairment
loss is recognised in the profit and loss account.

Gains or losses on sale of investments are included in the profit and loss account for the year.
Islamic financing and related assets

These are products originated by the Bank and principally comprise of Murabaha, Running Musharaka, Wakala, Wakala Istithmar,
Istisna cum Wakala, Tijarah, Islamic Export Refinance Scheme and Shirkatulmilk. These are stated net of general and specific
provisions.

Murabaha to the purchase orderer is a sale transaction wherein the first party (the Bank) sells to the client / customer a shari‘a
compliant asset / good for cost plus a pre-agreed profit after getting title and possession of the same. On the basis of an undertaking
(Promise-to-Purchase) from the client (the purchase orderer), the Bank purchases the goods / assets subject of the Murabaha from a
third party and takes the possession thereof. However, the Bank can appoint the client as its agent to purchase the goods / assets on
its behalf. Thereafter, it sells it to the client at cost plus the profit (agreed upon).

Import Murabaha is a product used to finance a commercial transaction which consists of purchase by the Bank (generally through
an undisclosed agent) the goods from the foreign supplier and selling them to the customer after getting the title to and possession of
the goods. Murabaha financing is extended to all types of trade transactions i.e. under Documentary Credits (LCs) and Documentary
Collections.

Musharaka is a form of partnership in business with distribution of profit in agreed ratio and distribution of loss in the ratio of
capital invested.

In Shirkat ul-Milk, the Bank and the customer become co-owners in certain identified assets by acquiring the same from a third
party or by purchase of an undivided share of an asset from the customer by the Bank. Thereafter, the customer / co-owner
undertakes to purchase the share of the Bank from the Bank in a manner that the Bank would recover its cost plus the desired profit
over a period of time (i.e. till the maturity of the facility). At the end of the facility term the Bank at its own discretion may sell its
share to the customer at a nominal price.

Wakala Istithmar has been developed to facilitate exporters through investment agency where the customer acts as the investment
agent of the Bank. This medium is used to cater to the export based customer’s financial needs i.e. help the customer to bridge the
gap between the commencement of the manufacturing process and the dispatch of goods to the ultimate buyer / buyers.

Istisna cum Wakala product has two legs: first the Bank acquires the described goods by way of Istisna to be manufactured by the
customer from raw material of its own and once the goods are delivered to the Bank, the customer through an independent agency
contract, sells the same to various end-users as the agent of the Bank.

Salam is a sale transaction where the seller undertakes to supply some specific goods to the buyer at a future date against an advance
price fully paid on spot.

In Running Musharaka financing, the Bank enters into financing with the customer based on Shirkat-ul-Aqd or Business
Partnership in customers operating business. Under this mechanism the customer can withdraw and return funds to the Bank subject
to his Running Musharakah Financing limit during the Musharakah period. At the end of each quarter / half year the customer pays
the provisional profit as per the desired profit rate which is subject to final settlement based on the relevant quarterly/half-
yearly/annual accounts of the customer.

In Musawamah financings, the Bank purchases the goods and after taking the possession, sells them to the customer either in spot or
credit transaction, without disclosing the cost.
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4.6.2

4.6.3

Inventory

The Bank values its inventories at the lower of cost and net realisable value. The net realisable value is the estimated selling price in
the ordinary course of business less the estimated cost necessary to make the sale. Cost of inventories represents actual purchases
made by the Bank / customers as an agent of the Bank for subsequent sale.

Specific provision

The Bank maintains specific provision for non performing Islamic financing based on the requirements specified in the Prudential
Regulations issued by the SBP.

General provision

In accordance with the Prudential Regulations issued by SBP, unless specific exemption is available from SBP (note 9.13.3), the
Bank maintains general provisions as follows:

Secured Unsecured
Consumer financings (including housing finance) 0.5% - 1.5% 5.0%
Small enterprise financings 1.0% 2.0%

The SBP vide its letter no. BPRD/BLRP-04/DIB 2013/1644 dated October 15, 2009 has allowed relaxation to the Bank for
recognizing general provision against Musharaka cum ljara-Autos on the condition that the facility will be categorized as 'Loss' on
the 180th day from the date of default.

In this regard, the SBP vide its letter no. BPRD/BLRP-04/DIB 2013/1644 dated February 15, 2013 has decided that the exemption
from general reserve requirement shall only be valid till classified Auto financing portfolio of the Bank remain up to 5% of total
auto financing of the Bank i.e. if the classified auto financing portfolio increases beyond 5% threshold, the exemption shall stand
withdrawn from that point of time.

The net provision made / reversed during the year is charged to the profit and loss account and accumulated provision is netted off
against Islamic financing and related assets. Islamic financing and related assets are written off when there are no realistic prospects
of recovery.

Operating fixed assets and intangibles
Property and equipment

These assets are stated at cost less accumulated depreciation and accumulated impairment losses, if any. Depreciation is charged to
income by applying the straight line method over the estimated useful lives of the assets, using the rates specified in note 10.2 to
these financial statements. The depreciation charge for the year is calculated after taking into account residual value, if any.
Depreciation is charged from the month of acquisition and upto the month preceding the month of disposal.

The assets residual values, if significant, and their useful lives are reviewed and adjusted, if appropriate, at each reporting date.

Maintenance and normal repairs are charged to income as and when incurred. Subsequent costs are included in the asset's carrying
amount or are recognised as a separate asset, as appropriate, only when it is probable that future economic benefits associated with
the item will flow to the Bank and the cost of the item can be measured reliably.

Gains and losses on disposal of property and equipment, if any, are taken to the profit and loss account.
Capital work-in-progress

Capital work-in-progress is stated at cost less accumulated impairment losses, if any.

Intangible assets

Intangible assets having a finite useful life are stated at cost less accumulated amortisation and accumulated impairment losses, if
any. Such intangible assets are amortized using the straight-line method over their estimated useful lives. The useful lives and
amortisation method are reviewed and adjusted, if appropriate at each reporting date. Intangible assets having an indefinite useful
life are stated at acquisition cost, less impairment loss, if any. Amortisation is charged from the month of acquisition and upto the
month preceding the month of deletion using the rates specified in note 11.2 to these financial statements.
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Impairment

At each reporting date, the Bank reviews the carrying amounts of its assets to determine whether there is any indication that those
assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in order to
determine the extent of impairment loss. Recoverable amount is the greater of net selling price and value in use.

If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying amount of the asset is reduced to
its recoverable amount. Impairment loss is recognised as an expense immediately in the financial statements in the profit and loss
account.

Where an impairment loss reverses subsequently, the carrying amount of the asset is increased to the revised estimate of its
recoverable amount, so that the increased carrying amount does not exceed the carrying amount that would have been determined
had no impairment loss been recognised for the asset in prior years. The reversal of impairment loss is recognised as income in the
profit and loss account.

Taxation

Income tax expense comprises of current, prior and deferred tax. Income tax expense is recognized in the profit and loss account
except to the extent that it relates to items recognized directly in equity, in which case it is recognized in equity.

Current

Provision for current taxation is based on taxable income for the year, at current rates of taxation, after taking into consideration
available tax credits, rebates and tax losses as required under the seventh schedule to the Income Tax Ordinance, 2001. The charge
for current tax also includes adjustments, where considered necessary relating to prior years, which arises from assessments /
developments made during the year.

Deferred

Deferred tax is recognised using the balance sheet liability method on all major temporary differences between the carrying amounts
of assets and liabilities used for financial reporting purposes and amounts used for taxation purposes. Deferred tax is calculated
using the rates that are expected to apply to the period when the differences reverse based on tax rates that have been enacted or
substantively enacted at the reporting date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which the
asset can be utilised.

The carrying amount of the deferred tax asset is reviewed at each reporting date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all or part of the deferred tax asset to be utilised.

Deposits
Deposits are generated on the basis of two modes i.e. Qard and Modaraba.

Deposits taken on Qard basis are classified as 'Current accounts' and deposits generated on Modaraba basis are classified as 'Savings
deposits’ and 'Fixed deposits'. No profit or loss is passed on to current account depositors. While the product features of each
product differ, there is usually no restriction on withdrawals or number of transactions in current and saving accounts. In case of
fixed deposits, pre-mature withdrawals can be made as per approved terms only.

Profits realised in common pool are distributed between the Bank and the depositors in proportion to their respective share in the
pool. All Modarba based deposits are fully invested in the Common Pool to produce returns for them. In case where the Bank is
unable to utilise all funds available for investment, priority is given to the deposit account holders. Rab-ul-Maal share is distributed
among depositors according to weightages assigned at the inception of profit calculation period. Mudarib can distribute its share of
profit to Rab-ul-Maal upto a maximum of 60% of their profit as incentive profits (General Hiba).

Profits are distributed from the pool such that the depositors (remunerative) only bear the risk of assets in the pool during the profit
calculation period. In case of loss in a pool during the profit calculation period, the loss is distributed among the depositors
(remunerative) according to their ratio of investments.

When foreign currency deposits are swapped for investment in local currency, the swap element is separated from foreign exchange
income and is charged to profit / return expensed account directly (note 24).
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Pool Management

The Bank operates general and specific pools for deposits and inter-bank funds accepted / acquired under Mudaraba and
Musharakah modes.

Under the general deposits pool, the Bank accepts funds on Mudaraba basis from depositors (Rab-ul-Maal) where the Bank acts as
Manager (Mudarib) and invests the funds in the Shari'a Compliant modes of financing, investments and placements. When utilising
and investing funds, the Bank prioritizes the funds received from depositors over the funds generated from own sources after
meeting the regulatory requirement relating to such deposits.

Specific pools are operated for funds acquired / accepted from the State Bank of Pakistan (under the Islamic Export Refinance
Scheme), high net-worth individuals / companies / financial institutions and other banks for investments in Shari‘a compliant modes
of financing and liquidity management under the Musharakah / Modaraba/ Wakala modes respectively.

The profit of each deposit pool is calculated on all the remunerative assets booked by utilising the funds from the pool after
deduction of expenses directly incurred in earning the income of such pool along with related fee income, if any. The directly
related costs comprise of tracker and similar related costs. No general or administrative nature of expense is charged to pools. No
provision against any non-performing asset of the pool is passed on to the pool except on the actual loss / write-off of such non-
performing asset. Further, provisions passed on to the pool in the prior periods have been credited to pool income in the current
period as reduction in expense to the extent of recovery of provision previously charged to the pool. The profit of the pool is shared
between equity and other members of the pool on pro-rata basis at gross level (i.e. before charging of mudarib fee) as per the
investment ratio of the equity. The profit of the pool is shared among the depositors of the pool on pre-defined mechanism based on
the weightages announced before the commencement of profit calculation period after charging mudarib fee. Incentive profits
(General Hiba) is allocated to the depositors based on SBP guidelines across the board.

General Pool

For General Pool, the Bank allocates financing to Corporate, SME and Consumer Finance customers in diversified sectors and
avenues of the economy / business as mentioned in note 44. All remunerative deposits are tagged to these general pool and their
funds generated from the depositors are invested on priority basis. Depositors are Rabb-ul-Maal as they are the provider of capital
while the Bank acts as Mudarib by investing these funds in business. Since there are more than one Rabb-ul-Maal (depositor), their
mutual relationship is that of Musharakah. Profit is shared among Mudarabah partners (Bank and depositors) as per pre-agreed
profit sharing ratio. Whereas, profit sharing among the depositors is based on pre-assigned weightages. Loss, if any, is borne by
Rabb-ul-Maal as per the principles of Mudarabah.

Islamic Export Refinance - Musharka Pool

The IERS pool assets comprise of Sovereign Guarantee Sukuk, and financing to / sukuk of blue chip companies and exporters as
allowed under the applicable laws and regulations, and as such are exposed to lower credit risk. In this Scheme, SBP enters into a
Musharakah arrangement with the Bank for onward financing to exporters and other blue chip companies on the basis of Shari'a
compliant modes such as Murabahah, Istisna, etc. Under the scheme, SBP is required to share in profit and loss of the Bank's IERS
Musharakah pool.

Interbank Musharaka / Mudaraba Pools

The pool assets generally comprise of Sovereign Guarantee Sukuk only and the related liability of the FI pool comprise of
Musharakah/Mudarabah from other banks and financial institutions. These pools are created to meet the liquidity requirements of
the Bank.

Key features and risk & reward characteristics of all pools

The risk characteristic of each pool mainly depends on the assets and liability profile of each pool. As per the Bank's policy,
relatively low risk / secured financing transactions and assets are allocated to general depositors pool. The Bank maintains General
Pool, FI Pools, IERS pool and Equity pool. The general pool are exposed to general credit risk, asset ownership risk and profit rate
risk of the underlying assets involved.

The pool is exposed to Asset Risk which is the risk that is associated with Islamic mode of finance(s) applied / used under the
transaction structure(s). The Bank is well equipped to identify and properly mitigate such risk. The Bank also analyses transaction
structure of each customer to further ensure proper safeguard of depositors' interest. The review is done by experienced team of
professionals having considerable experience in the field of Islamic banking and finance. Nevertheless since Islamic banking is a
growing industry, we believe that the process of further improvement will continue as the business grows.

Credit Risk is the risk which is associated with financing that is mitigated through safeguards through available standards within
Shari‘a guidelines as disclosed in note 43.1 to these financial statements.
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Gross income (Revenue less cost of goods sold and after deduction of other direct expenses), generated from relevant assets is
calculated at the end of the month. The income is shared between the Bank and the depositors as per agreed profit sharing ratio after
deduction of commingled Bank's equity share on pro rata basis. The residual is shared among depositors as per agreed weightages.
These weightages and profit sharing ratios are declared by the Bank in compliance with the requirements of the SBP and Shari'a.

The allocation (of income and expenses to different pools) is based on pre-defined basis and accounting principles / standards.
Provisions against any non-performing assets of the pool is not passed on to the pool.

Subordinated Sukuk

The Bank records subordinated sukuk initially at the amount of proceeds received. Profit accrued on subordinated sukuk is charged
to the profit and loss account.

Earnings Per Share

Basic EPS is calculated by dividing the profit attributable to ordinary shareholders of the Bank by the weighted average number of
ordinary shares outstanding during the year. Diluted EPS is determined by adjusting the profit attributable to ordinary shareholders
and the weighted average number of ordinary shares outstanding for the effects of all dilutive potential ordinary shares, if any.

Staff Retirement Benefits
Defined benefit plan

The Bank operates an approved funded gratuity scheme for its permanent employees. The liability recognised in the statement of
financial position in respect of defined benefit gratuity scheme, is the present value of the defined benefit obligation at the statement
of financial position date less the fair value of plan assets. Contributions to the fund are made on the basis of actuarial
recommendations. The defined benefit obligation is calculated periodically by an independent actuary using the projected unit credit
method. Last valuation was conducted as on December 31, 2018.

Amounts arising as a result of "Remeasurements”, representing the actuarial gains and losses and the difference between the actual
investment returns and the return implied by the net interest cost are recognised in the Statement of Financial Position immediately,
with a charge or credit to "Other Comprehensive Income™ in the periods in which they occur.

Defined contribution plan

The Bank operates an approved funded contributory provident fund for all its permanent employees to which equal monthly
contributions are made both by the Bank and the employees at the rate of 10% per annum of basic salary. The Bank has no further
payment obligations once the contributions have been paid. The contributions made by the Bank are recognised as employee benefit
expense when they are due.

Revenue Recognition

- Profit from Murabaha is accounted for on consummation of Murabaha transaction. However, profit on the portion of revenue
not due for payment is deferred by accounting for unearned Murabaha income with a corresponding credit to deferred
Murabaha income which is recorded as a liability. The same is then recognised as revenue on a time proportionate basis. In
Murabaha transactions, the Bank purchases the goods and after taking the possession, sells them to the customer on cost plus
profit basis either in a spot or credit transaction.

- Profit from Istisna cum wakala and salam financings is recorded on an accrual basis commencing from the time of sale of
goods till the realisation of proceeds by the Bank.

- Profit on Shirkatulmilk is recognised on the basis of the reducing balance method on a time apportioned basis that reflects the
effective return / profit on the asset.

- Profit on Wakala is accounted for on a time apportioned basis that reflects the effective yield on the asset.
- Profit on Running Musharaka financing is recognised on an accrual basis. Actual profit / (loss) on Musharaka and Modaraba

financing is adjusted after declaration of profit / (loss) by Musharaka partner / modarib or at liquidation of Musharaka /
Modaraba.



