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Note 2018 2017

24.2 Commitments:
Documentary credits and short-term trade-related transactions
- letters of credit 144,579,352  132,511,662  

Commitments in respect of:
- forward foreign exchange contracts 24.2.1 217,219,090  161,197,387  
- forward government securities transactions 24.2.2 27,935,661    7,000,000      
- derivatives 24.2.3 11,285,103    5,280,080      
- operating leases 24.2.4 7,256,479      8,942,795      

Commitments for acquisition of:
- operating fixed assets 1,430,980      139,265         
- intangible assets 139,953         11,603           

409,846,618  315,082,792  

24.2.1 Commitments in respect of forward foreign exchange contracts

Purchase 126,872,293  85,637,860    
Sale 90,346,797    75,559,527    

217,219,090  161,197,387  
24.2.2 Commitments in respect of forward government securities transactions

Purchase 13,660,947    7,000,000      
Sale 14,274,714    -                 

27,935,661    7,000,000      
24.2.3 Commitments in respect of derivatives

FX options (notional)
Purchase 1,378,370      865,718         
Sale 1,378,370      865,718         

2,756,740      1,731,436      
Cross Currency Swaps (notional)
Purchase 4,026,814      1,510,582      
Sale 4,185,049      1,721,562      

8,211,863      3,232,144      
Interest Rate Swaps (notional)
Purchase 316,500         316,500         
Sale -                 -                 

316,500         316,500         

11,285,103    5,280,080      

24.2.4 Commitments in respect of operating leases
Not later than one year 1,219,754      1,471,987      
Later than one year and not later than five years 3,779,911      4,646,916      
Later than five years 2,256,814      2,823,892      

7,256,479      8,942,795      

24.2.5

24.2.6

2018 2017
Note

24.3 Other contingent liabilities

Claims against the Group not acknowledged as debts 24.3.1 17,038,156    5,938,071      

24.3.1

24.4

(Rupees in '000)

The Income Tax returns of the Bank have been filed up to the tax year 2018 (accounting year ended December 31, 2017) and were
deemed to be assessed under section 120 of the Income Tax Ordinance, 2001 (Ordinance) unless amended by the Commissioner of
Inland Revenue.

The income tax authorities have issued amended assessment orders for various tax years. The Group has filed appeals which are
pending at various appellate forums. In addition, certain decisions made in favour of the Bank are being contested by the department
at higher forums. The management of the Group is confident that the appeals will be decided in favor of the Group.

The Group makes commitments to extend credit in the normal course of its business but these being revocable commitments do not 
attract any significant penalty or expense if the facility is unilaterally withdrawn.

(Rupees in '000)

These represent certain claims by third parties against the Group, which are being contested in the Courts of law. The management is
of the view that these relate to the normal course of business and the possibility of an outflow of economic resources is remote.

During the year, a subsidiary has obtained a credit line facility limited to AZN 500,000 from a local bank carrying interest rate of 13% 
per annum. However, the subsidary has no outstanding amount against this facility as at December 31, 2018. The maturity date of 
the facility is July 19, 2020.
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25. DERIVATIVE INSTRUMENTS 

25.1 Product Analysis 

Counterparties Notional Notional Notional 
Principal Principal Principal

With Banks for 
Hedging 4,026,814  725,117           316,500     14,771             1,378,370  48,090           
Market Making -             -                  -             -                   -             -                 

With other entities for 
Hedging -             -                  -             -                   -             -                 
Market Making 4,185,049  (751,040)         -             -                   1,378,370  (48,090)          

Total 
Hedging 4,026,814  725,117           316,500     14,771             1,378,370  48,090           
Market Making 4,185,049  (751,040)         -             -                   1,378,370  (48,090)          

Counterparties Notional Notional Notional 
Principal Principal Principal

With Banks for 
Hedging 1,510,582  25,609            316,500     (4,708)              865,718     12,960           
Market Making -             -                  -             -                   -             -                 

With other entities for 
Hedging -             -                  -             -                   -             -                 
Market Making 1,721,562  (10,408)           -             -                   865,718     (12,960)          

Total 
Hedging 1,510,582  25,609            316,500     (4,708)              865,718     12,960           
Market Making 1,721,562  (10,408)           -             -                   865,718     (12,960)          

25.2 Maturity Analysis

Remaining No. of Notional 
Maturity Contracts Principal Negative Positive Net

Upto 1 month 44 1,462,433  (85,020)            85,050       30                  
1 to 3 months 66 1,512,180  (26,820)            26,820       -
3 to 6 months 14 197,096     (4,241)              4,241         -
1 to 2 Year 10 3,526,504  (431,981)          384,758     (47,223)          
2 to 3 Years 6 2,418,453  (171,636)          184,301     12,665           
3 to 5 Years 4 2,168,437  (143,919)          167,295     23,376           
Total (863,617)          852,465     

Remaining No. of Notional 
Maturity Contracts Principal Negative Positive Net

Upto 1 month 24 682,674     (3,363)              3,363         -                 
1 to 3 months 36 802,035     (6,538)              6,538         -                 
3 to 6 months 20 246,728     (3,058)              3,058         -                 
6 month to 1 Year 2 415,206     (5,646)              6,451         805                
1 to 2 Year 2 414,968     (558)                 1,656         1,098             
2 to 3 Years 8 2,718,469  (8,913)              17,503       8,590             
Total (28,076)            38,569       

25.3

25.4 Risk management related to derivatives is discussed in note 45.5.

Interest Rate Swaps FX Options 

Interest Rate Swaps FX Options 

Cross Currency Swaps

Mark to market 
gain / loss 

Mark to market 
gain / loss 

Mark to market 
gain / loss 

Cross Currency Swaps

Mark to market 
gain / loss 

Mark to Market

Disclosure relating to qualitative and quantitative information on exchange traded derivatives are disclosed in note 45.5. 

2017

(Rupees in '000)

2018

(Rupees in '000)

(Rupees in '000)

Mark to market 
gain / loss 

Mark to market 
gain / loss 

Mark to Market

(Rupees in '000)

2018

2017
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Note 2018 2017
(Rupees in '000)

26. MARK-UP/RETURN/INTEREST EARNED

On:
a) Loans and advances 40,472,966

        

28,585,588       
b) Investments 45,364,359        47,238,279       
c) 1,368,635          155,470            
d) 296,377             210,463            

87,502,337        76,189,800       

27. MARK-UP/RETURN/INTEREST EXPENSED

Deposits 33,730,188        22,784,555       
Borrowings 4,795,063          9,122,110         
Subordinated debt 307,789             138,081            
Cost of foreign currency swaps against foreign currency deposits / borrowings 662,873             348,970            

39,495,913        32,393,716       

28. FEE & COMMISSION INCOME

Branch banking customer fees 2,469,298          2,325,444         
Consumer finance related fees 278,132             210,749            
Card related fees (debit and credit cards) 2,634,203          2,210,135         
Credit related fees 150,733             186,902            
Investment banking fee 836,691             888,240            
Commission on trade 1,460,206          1,170,611         
Commission on guarantees 431,287             414,666            
Commission on cash management 603,687             537,584            
Commission on remittances including home remittances 981,721             716,862            
Commission on utility bills 109,641             99,755              
Commission income - Bancassurance 1,169,169          1,000,453         
Rent on lockers 245,842             244,934            
Commission on investments services 83,948               167,434            
Other Commission 182,193             281,211            

11,636,751        10,454,980       

29. GAIN ON SECURITIES, NET

Realised 29.1 1,304,914          4,666,486         
Unrealised - held for trading 9.1 (47,766)             (272)                 

1,257,148          4,666,214         

29.1 Realised gain on:

Federal Government Securities 269,209             897,765            
Shares & units 1,035,705          3,768,721         

1,304,914          4,666,486         

30. OTHER INCOME

Rent on property 19,213               30,734              
Gain on sale of fixed assets-net 245,866             19,954              
Gain on sale of non banking assets - net 82,410               515                   
Compensation on tax refunds 86,862               -                   

434,351             51,203              

Lendings to financial institutions
Balances with banks
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31. OPERATING EXPENSES Note 2018 2017

Total compensation expense 31.1 15,759,480        13,609,027       

Property expense
Rent and taxes 2,469,920          1,773,829         
Insurance 103,573             48,136              
Utilities cost 1,184,003          957,615            
Fuel expense generators 513,533             458,984            
Security (including guards) 1,743,167          1,464,258         
Repair and maintenance (including janitorial charges) 1,013,249          825,407            
Depreciation 11.2 557,142             453,953            

7,584,587          5,982,182         

Information technology expenses
Software maintenance 843,053             626,773            
Hardware maintenance 407,378             360,141            
Depreciation 11.2 657,053             563,582            
Amortisation 356,533             278,366            
Network charges 706,488             698,280            
Insurance 4,400                 4,606                

2,974,905          2,531,748         
Other operating expenses
Directors' fees and allowances 40,741               38,692              
Fees and allowances to Sharia Board members 14,479               6,548                
Legal and professional charges 345,683             374,022            
Outsourced services costs 37.1 1,271,889          1,242,348         
Travelling and conveyance 418,253             335,636            
NIFT clearing charges 157,898             141,070            
Depreciation 11.2 991,646             840,928            
Depreciation on non-banking assets acquired in satisfaction of claims 13.1.1 49,155               29,947              
Training and development 61,849               67,567              
Postage and courier charges 313,962             339,386            
Communication 327,215             393,075            
Stationery and printing 752,488             668,544            
Marketing, advertisement & publicity 559,566             546,085            
Donations 31.2 696                    11,817              
Auditors' remuneration 31.3 45,454               52,085              
Cash transportation charges 743,593             631,131            
Repair and maintenance 827,531             776,326            
Subscription 39,437               32,483              
Entertainment 268,356             256,536            
Remittance charges 186,476             154,065            
Brokerage expenses 44,319               32,047              
Card related expenses 737,528             562,239            
CNIC verification charges 138,237             107,363            
Insurance 821,590             255,090            
Others 238,434             279,393            

9,396,475          8,174,423         
35,715,447        30,297,380       

Total cost for the year included in other operating expenses relating to outsourced activities is Rs 335.367 million
(2017: Rs 329.591 million) pertains to the payment to companies incorporated in Pakistan. Total Cost of outsourced
activities for the year given to related parties is Rs 263.283 million (2017: Rs 177.579 million). 

(Rupees in '000)
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Note 2018 2017
31.1 Total compensation expense

Fees and allowances 495,049             495,896            
Managerial remuneration

i) Fixed 10,988,881        9,979,567         
ii) Variable - cash bonus / awards 1,686,428          2,136,488         

Charge / (reversal) for defined benefit plan 943,661             (144,497)          
Contribution to defined contribution plan 387,735             326,616            
Commission 235,391             138,658            
Staff group insurance 370,363             277,786            
Rent and house maintenance 310,364             188,780            
Medical 54,867               42,714              
Conveyance 272,825             161,253            
Sub-total 15,745,564        13,603,261       
Sign-on bonus 31.1.1 960                    4,172                
Severance allowance 31.1.2 12,956               1,594                
Grand Total 15,759,480        13,609,027       

31.1.1 During the year sign on bonus is paid to 1 employee (2017: 8).

31.1.2 Severance allowance is paid to 4 employees (2017: 1).

31.2 Detail of donations made during the year is as follows:
2018 2017

District Head Quarter Hospital, Gawadar 696                    -                   
Saleem Memorial Trust Hospital -                    5,000                
SKMC Hospital & Research Center -                    1,500                
Diabetic Association of Pakistan -                    1,000                
The Indus Hospital -                    1,000                
FRESH Foundation -                    767                   
Murshid Hospital & Charity Hospital Care Center -                    500                   
Rising Sun Education & Welfare Society -                    500                   
The Citizens Foundation -                    500                   
Pink Ribbon Hospital -                    500                   
Pakistan Association of the Blind -                    500                   
Donations individually not exceeding Rs.0.5 million -                    50                     

696                    11,817              

31.3 Auditors' remuneration

Audit fee 14,606               14,450              
Fee for audit of foreign branches 13,669               12,354              
Fee for audit of subsidiaries 6,271                 5,702                
Special certifications and sundry advisory services 7,210                 14,853              
Sales tax 1,060                 1,707                
Out-of-pocket expenses 2,638                 3,019                

45,454               52,085              

32. OTHER CHARGES

Write off of fixed assets -                    13                     
Penalties of State Bank of Pakistan 11,679               1,719                
VAT & National Building Tax & Crop Insurance Levy 151,159             128,508            
Education cess 11,593               12,713              

174,431             142,953            

(Rupees in '000)

(Rupees in '000)
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33. (REVERSALS) / PROVISIONS & WRITE OFFS - NET Note 2018 2017

2018 2017

Provision against balance with Banks 4,386                 -                   
Provisions for diminution in value of investments 9.3.1 2,860,062          3,570,201         
Provisions / (reversals) against loans & advances 10.5 (2,850,115)         (2,894,502)       
Provisions / (reversals) against other assets 13.2.1 (608,590)           562,827            
Bad debts written off directly 10.6.1 30                      14                     
Recovery of written off / charged off  bad debts (227,682)           (191,136)          
Other write offs 102                    1                       

(821,807)           1,047,405         

34. TAXATION

Current 11,239,855        3,725,143         
Prior years (1,710,032)        (2,166,582)       
Deferred 19 641,769             6,880,293         
Share of tax of associates 219,045             127,089            

10,390,637        8,565,943         

34.1 Relationship between tax expense and accounting profit

Accounting profit for the year         30,805,921        30,613,707 

Tax rate 35% 35%

Tax on income         10,782,072        10,714,797 

Tax effect of permanent differences                  4,088                    602 

Tax effect of prior years reversals          (1,710,032)         (2,166,582)

Others           1,314,509               17,126 

Tax charge for the year         10,390,637          8,565,943 

35. BASIC AND DILUTED EARNINGS PER SHARE

Profit for the year after tax attributable to equity shareholders 20,352,756        21,963,146       

Weighted average number of ordinary shares 1,185,060,006   1,147,960,005 

Basic and diluted earnings per share 17.17                 19.13                

(Rupees in '000)

(Rupees in '000)

(Number)

(Rupees in '000)

In 2017, the Group issued 72,029,258 shares in pursuant to NIB Bank Limited amalgamation with and into the Group
as on July 07, 2017.
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38. DEFINED BENEFIT PLAN

38.1 General description

- Pension fund  - funded 
- Benevolent scheme - unfunded 
- Post retirement medical benefits - unfunded 
- Employees compensated absence - unfunded

38.2 Number of Employees under the scheme

The number of employees covered under the following defined benefit schemes are:
2018 2017

- Pension fund - funded 6,554               6,853             
- Benevolent scheme - unfunded 1,730               1,654             
- Post retirement medical benefits - unfunded 12,716             13,015           
- Employees compensated absence - unfunded 12,716             13,015           

38.3 Principal actuarial assumptions

2018 2017 2018 2017 2018 2017 2018 2017
% % % % % % % %

Discount rate 13.25 8 13.25 8 13.25 8 13.25 8
Expected rate of return on plan assets 13.25 8 - - - - - -
Expected rate of salary increase 11.25 6.75 11.25 6.75 - - 11.25 6.75
Expected rate of increase in pension 0-5 - - - - - - -
Expected rate of increase in medical benefit - - - - 11.25 6.5 - -

38.4 Reconciliation of (receivable from) / payable to defined benefit plans

Note 2018 2017 2018 2017 2018 2017 2018 2017

Present value of obligations 4,690,587    3,757,366    214,252  248,518  1,730,409        2,140,300            1,028,129           1,145,135         
Fair value of plan assets (8,505,757)   (9,747,902)   -          -          -                  -                       -                      -                   
(Receivable) / payable (3,815,170)   (5,990,536)   214,252  248,518  1,730,409        2,140,300            1,028,129           1,145,135         

38.5 Movement in defined benefit obligations

Obligations at the beginning of the year 3,757,366    3,519,114    248,518  209,352  2,140,300        2,104,444            1,145,135           1,053,870         
Current service cost 38.8.1 79,236         50,292         30,660    5,168      50,364            11,162                 32,366                32,366             
Interest cost 282,259       265,940       18,096    15,221    162,569          162,391               85,302 78,477             
Benefits paid (458,268)      (389,734)      (44,628)   (38,189)   (144,664)         (149,108)              (157,708)             (145,807)          
Past service cost 38.8.2 1,044,533    -              -          -          -                 

                 

 -                       -                      -                   
Re-measurement loss / (gain) 38.8.3 (14,539)        311,754       (38,394)   56,966    (478,160)         11,411                 (76,966)               126,229           
Obligations at the end of the year 4,690,587    3,757,366    214,252  248,518  1,730,409        2,140,300            1,028,129           1,145,135         

38.6 Movement in fair value of plan assets

Fair value at the beginning of the year 9,747,902    11,292,596  - - - - - -
Interest income on plan assets 761,501       887,818       - - - - - -
Benefits paid (458,268)      (389,734)      - - - - - -
Re-measurement loss 38.8.3 (1,545,378)   (2,042,778)   - - - - - -
Fair value at the end of the year 8,505,757    9,747,902    - - - - - -

38.7 Movement in (receivable) / payable under defined benefit schemes

Opening balance (5,990,536)   (7,773,482)   248,518  209,352  2,140,300        2,104,444            1,145,135           1,053,870         
Charge / (reversal) for the year 38.8.1 644,527       (571,586)      45,499    16,464    212,933          173,553               40,702                237,072           
Employees' contribution -               -              3,257      3,925      -                  -                       -                      -                   
Re-measurement loss / (gain) recognised in OCI -                       -                      -                   
during the year 38.8.3 1,530,839    2,354,532    (38,394)   56,966    (478,160)         11,411                 -                      -                   
Benefits paid by the Bank -               -              (44,628)   (38,189)   (144,664)         (149,108)              (157,708)             (145,807)          
Closing balance (3,815,170)   (5,990,536)   214,252  248,518  1,730,409        2,140,300            1,028,129           1,145,135         

38.8 Charge for defined benefit plans

38.8.1 Cost recognised in profit and loss

Current service cost 79,236         50,292         30,660    5,168      50,364            11,162                 32,366                32,366             
Net interest on defined benefit asset / liability (479,242)      (621,878)      18,096    15,221    162,569          162,391               85,302                78,477             
Employees' contribution -               -              (3,257)     (3,925)     -                  -                       -                      -                   
Actuarial loss / (gain) -               -              -          -          -                  -                       (76,966)               126,229           
Past service cost 38.8.2 1,044,533    -              -          -          -                  -                       -                      -                   

644,527       (571,586)      45,499    16,464    212,933          173,553               40,702                237,072           

38.8.2

38.8.3 Re-measurements recognised in OCI during the year

Loss / (gain) on obligation - financial assumptions (14,539)        311,754       (38,394)   56,966    (478,160)         11,411                 -                      - 
Actual return on plan assets over expected interest income 1,545,378    2,042,778    - - - - -                      - 
Re-measurement loss / (gain) recognised in OCI 1,530,839    2,354,532    (38,394)   56,966    (478,160)         11,411                 -                      -                   

(Number) 

The plan assets and defined benefit obligations are based in Pakistan.

The Bank operates the following retirement benefits for its employees:

The latest actuarial valuations of the pension fund, employees' contributory benevolent scheme, post retirement medical benefits and employee's compensated absences were 
carried out at December 31, 2018. The principal actuarial assumptions used are as follows:

Approved Pension fund

Employees' 
contributory 

benevolent scheme Post retirement medical benefits
Employees' compensated 

absences

Approved Pension fund

Employees' 
contributory 

benevolent scheme Post retirement medical benefits

Employees’
compensated

absences

(Rupees in '000)

Pursuant to the order of the Honorable Supreme Court of Pakistan, the Bank has recorded past service cost of Rs. 1,044.533 million (one-off provision) on account of pension liability based on actuarial 
valuation.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

285Annual Report 2018



38.9 Components of plan assets

Cash and cash equivalents - net 74,685         329,080       -          -          -                  -                       -                      -                   
Shares 8,158,899    9,154,391    -          -          -                  -                       -                      -                   
Open ended mutual funds units 272,173       264,431       -          -          -                  -                       -                      -                   

8,505,757    9,747,902    -          -          -                  -                       -                      -                   

38.9.1 Significant risk associated with the plan assets

38.10 Sensitivity analysis

Approved 
Pension fund

Employees' 
contributory 
benevolent 

scheme
Post retirement 

medical benefits

Employees' 
compensated 

absences

1% increase in discount rate (347,234)       (15,436)             (176,626)          (61,363)          
1% decrease in discount rate 404,423        17,626              216,361           68,308           
1 % increase in expected rate of salary increase 183,587        -                    -                   69,535           
1 % decrease in expected rate of salary increase (136,275)       -                    -                   (63,458)          
1% increase in expected rate of pension increase 243,456        -                    -                   -                 
1% decrease in expected rate of pension increase (214,612)       -                    -                   -                 
1% increase in expected rate of medical benefit increase -                -                    128,811           -                 
1% decrease in expected rate of medical benefit increase -                -                    (110,074)          -                 

38.11 Expected contributions to be paid to the funds in the next financial year

38.12 Expected (reversal) / for the next financial year

Based on actuarial advice, management estimates that the charge / (reversal) in respect of defined benefit plans for the year ending December 31, 2019 would be as follows:

Approved 
Pension fund

Employees' 

Employees' contributory 
benevolent 

scheme
Post retirement 

medical benefits
compensated 

absences

Expected (reversal) / charge for the next financial year (455,231)       42,854              272,932           160,967         

38.13 Maturity profile

The weighted average duration of the obligation (in years) 8.01 7.72 11.36 6.31

38.14 Funding Policy

38.15

39. DEFINED CONTRIBUTION PLAN

39.1 MCB  Bank Limited (holding company)

 
39.2 MCB Islamic Bank Limited

39.3 MCB Financial Services Limited 

The company operates the provident fund scheme covering all permanent employees. Contribution at the rate of 8.33% per annum are made both by the Company and employees
to the fund.  

The Bank also operates an approved non-contributory provident fund for 815 (2017: 888) employees who have opted for the new scheme, where contributions are made by the
employees ranging from 8.33% to 12.50% per annum (2017: 8.33% to 12.50% per annum) of the basic salary.

(Rupees in '000)

The Bank operates an approved contributory provident fund for 1,050 (2017: 596) employees. Equal monthly contributions are made both by the Bank and its permanent employees
to the Fund at the rate of 8.33% of the basic salaries of employees. However, an employee has an option to increase his / her contribution upto 15% but the Bank will still contribute
8.33% of the employee's basic salary.

The risk arises when the actual performance of the investments is lower than expectation and thus creating a shortfall in the funding
objectives.

The risk arises when the actual lifetime of retirees is longer than expectation. This risk is measured at the plan level over the entire
retiree population.

The most common type of retirement benefit is one where the benefit is linked with final salary. The risk arises when the actual
increases are higher than expectation and impacts the liability accordingly.

The risk of actual withdrawals varying with the actuarial assumptions can impose a risk to the benefit obligation. The movement of
the liability can go either way.

The defined benefit plans may expose the bank to actuarial risks such as longevity risk, investment risk, salary increase risk and withdrawal rate risk as described below;

Salary increase risk

The Bank operates an approved contributory provident fund for 10,357 (2017: 10,575) employees where contributions are made by the Bank at 8.33% (2017: 8.33%) and
employees ranging from 8.33% -12.5% per annum (2017: 8.33% to 12.5% per annum) of the basic salary.

Longevity risk

Withdrawal rate

Investment risk

 No contributions are being made to pension fund due to surplus of fair value of plan’s assets over present value of defined obligation. No contribution to the pension fund is expected  
 in the next year.

(Rupees in '000)

The Bank endeavors to ensure that liabilities under the various employee benefit schemes are covered by the Fund on any valuation date having regards to the various actuarial
assumptions such as projected future salary increase, expected future contributions to the fund, projected increase in liability associated with future service and the projected
investment income of the Fund.

The Fund's investments in equity securities and units of mutual funds are subject to price risk. These risks are regularly monitored by Trustees of the employee funds.

Sensitivity analysis has been performed by varying one assumption keeping all other assumptions constant and calculating the impact on the present value of the defined benefit
obligations under the various employee benefit schemes. The increase / (decrease) in the present value of defined benefit obligations as a result of change in each assumption is
summarized below:

(Rupees in '000)
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Approved Pension fund Employees' 
contributory 

benevolent scheme

Post retirement medical benefits Employees' compensated 
absences
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40. COMPENSATION OF DIRECTORS AND EXECUTIVES

2018 2017 2018 2017 2018 2017

Fees                   -                     -             40,741           38,692 -               
Managerial remuneration and bonus           79,377           73,667                   -                     -        4,420,432      3,411,092 
Retirement benefits             3,095             2,866                   -                     -           192,397         149,933 
Rent and house maintenance 40.1           16,714           15,476                   -                     -        1,054,133         817,609 
Utilities 40.1             3,714             3,439                   -                     -           228,330         177,318 
Medical 40.1                150                   -                     -                     -             67,613           49,484 
Conveyance 40.1                   -                     -                     -                     -           801,684         727,193 

        103,050           95,448           40,741           38,692      6,764,589      5,332,629 

Number of persons 1 1 14 13             2,311             1,599 

40.1

40.2

41. FAIR VALUE MEASUREMENTS

41.1 Fair value of financial assets 

Level 1: Fair value measurements using quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2:

Level 3:

Valuation techniques used in determination of fair valuation of financial instruments within level 2

The aggregate amount charged in the consolidated financial statements for compensation, including all benefits, to the Chief Executive,
Directors and Executives of the Group is as follows:

Term Finance and Bonds

Fair value measurements using inputs other than quoted prices includedwithin Level 1 that are observable for the assets or liability,
either directly (i.e. as prices) or indirectly (i.e. derived from prices).

Fair value measurements using input for the asset or liability that are not based on observable market data (i.e. unobservable
inputs).

The Group measures fair values using the following fair value hierarchy that reflects the significance of the inputs used in making the
measurements:

The fair value of traded investments is based on quoted market prices, except for tradable securities classified by the Group as 'held to
maturity'. Quoted securities classified as held to maturity are carried at amortised cost. Fair value of unquoted equity investments other than
investments in associates and subsidiaries is determined on the basis of break up value of these investments as per the latest available
financial statements.

Fair value of fixed term loans, other assets, other liabilities, fixed term deposits and borrowings cannot be calculated with sufficient reliability due
to absence of current and active market for such assets and liabilities and reliable data regarding market rates for similar instruments. The
provision for impairment of loans and advances has been calculated in accordancewith the Group's accounting policy as stated in note 5.4 to
these consolidated financial statements.

In the opinion of the management, the fair value of the financial assets and financial liabilities other than those carried at fair value and disclosed 
in note 41.1 are not significantly different from their carrying values since assets and liabilities are either short-term in nature or re-priced over
short term.

The maturity and repricing profile and effective rates are stated in note 45.

 President / Chief Executive Directors Executives

(Rupees in 000)

The Chairman has been provided with free use of the Group maintained car. In addition to the above, the Chief Executive and certain
executives are provided with free use of the Group's maintained cars and household equipment in accordance with the terms of their
employment.

Item

The fair values of Federal Government securities are determined using the PKRV rates.

These allowances have been classified under fixed salary in total compensation note 31.1.

Valuation approach and input used

Federal Government securities

Land and buildings are revalued every three years using professional valuers on the panel of Pakistan Banker's
Association. The valuation is based on their assessment of market value of the properties.

The fair values of derivatives which are not quoted in active markets are determined by using valuation
techniques. The valuation techniques take into account the relevant underlying parameters including foreign
currency involved, interest rates, yield curves, volatilities, contracts duration etc.

The valuation has been determined by interpolating the mid rates announced by the State Bank of Pakistan.

Investments in debt securities (comprising term finance certificates, bonds and any other security issued by a
company or a body corporate for the purpose of raising funds in the form of redeemable capital) are valued on
the basis of the rates announced by the Mutual Funds Association of Pakistan (MUFAP) in accordancewith the
methodology prescribed by the Securities and Exchange Commission of Pakistan.

Fair values of GoP Ijarah Sukuks are derived using the PKISRV rates announced by the Financial Market
Association (FMA) through Reuters. These rates denote an average of quotes received from eight different pre-
defined / approved dealers / brokers.

Foreign exchange contracts

Derivatives

Operating fixed assets (land 
and building) & NBA

Government of Pakistan 
(GoP) - Ijarah Sukuks
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2018

Carrying value Level 1 Level 2 Level 3 Total

On balance sheet financial instruments

Financial assets - measured at fair value
Investments

Federal Government Securities 688,686,786                 -                     688,686,786      -                     688,686,786      
Shares 19,041,266                   19,041,266        -                     -                     19,041,266        
Non-Government Debt Securities 2,528,081                     2,528,081          -                     2,528,081          
Foreign Securities 2,522,454                     -                     2,522,454          -                     2,522,454          

Financial assets - disclosed but not measured at fair value 
41,607,188                   -                     -                     -                     -                     

Cash and balances with treasury banks 110,165,006       -                     -                     -                     -                     
Balances with other banks 13,338,117         -                     -                     -                     -                     
Lendings to financial institutions 39,149,890                   -                     -                     -                     -                     
Advances 566,792,265                 -                     -                     -                     -                     
Other assets 38,208,613                   -                     -                     -                     -                     

Non - Financial Assets measured at fair value
Operating fixed assets (land and buildings) 34,894,351                   -                     34,894,351        -                     34,894,351        
Non-banking assets 4,035,114                     -                     4,035,114          -                     4,035,114          

Off-balance sheet financial instruments - measured at fair value 

Forward purchase of foreign exchange 126,872,293                 -                     3,477,211          -                     3,477,211          
Forward sale of foreign exchange 90,346,797                   -                     3,452,374          -                     3,452,374          

Derivatives purchase 5,721,684                     -                     787,978             -                     787,978             
Derivatives sale 5,563,419                     -                     799,130             -                     799,130             

2017
Carrying value Level 1 Level 2 Level 3 Total

On balance sheet financial instruments

Financial assets - measured at fair value  
Investments

Federal Government Securities 593,454,168                 -                     593,454,168      -                     593,454,168      
Shares 22,135,368                   22,135,368        -                     -                     22,135,368        
Non-Government Debt Securities 2,296,642                     -                     2,296,642          -                     2,296,642          
Foreign Securities 2,449,656                     -                     2,449,656          -                     2,449,656          

Financial assets - disclosed but not measured at fair value 
39,734,412                   -                     -                     -                     -                     

Cash and balances with treasury banks 109,462,902                 -                     -                     -                     -                     
Balances with other banks 7,348,882                     -                     -                     -                     -                     
Lendings to financial institutions 5,273,524                     -                     -                     -                     -                     
Advances 500,965,801                 -                     -                     -                     -                     
Other assets 34,148,396                   -                     -                     -                     -                     

Non - Financial Assets measured at fair value
Operating fixed assets (land and buildings) 33,431,521                   -                     33,431,521        -                     33,431,521        
Non-banking assets 4,288,001                     -                     4,288,001          -                     4,288,001          

Off-balance sheet financial instruments - measured at fair value 

Forward purchase of foreign exchange 85,637,860                   -                     2,851,188          -                     2,851,188          
Forward sale of foreign exchange 75,559,527                   -                     2,325,532          -                     2,325,532          

Derivatives purchase 2,692,800                     -                     33,861               -                     33,861               
Derivatives sale 2,587,280                     -                     23,368               -                     23,368               

(a) Financial instruments in level 1

(b) Financial instruments in level 2

(c) Financial instruments in level 3

The table below analyses the financial and non-financial assets carried at fair values, by valuation methods. For financial assets, the Group essentially
carries its investments in debt and equity securities at fair values. Valuation of investments is carried out as per guidelines specifiedby the SBP. In case of
non-financial assets, the Group has adopted revaluation model (as per IAS 16) in respect of land and building.

The Group's policy is to recognise transfers into and out of the different fair value hierarchy levels at the date the event or change in circumstances that caused the transfer 
occurred. There were no transfers between levels 1 and 2 during the year.

Financial instruments included in level 1 comprise of investments in listed ordinary shares and units of mutual funds.

Financial instruments included in level 2 comprise of Sukuk Bonds, Pakistan Investment Bonds, Market Treasury Bills, Term Finance certificates, FX options, Cross Currency
Swaps, Interest Rate Swaps and Forward Exchange Contracts.

Currently, no financial instruments are classified in level 3. 

(Rupees in '000)

Investments (HTM, unlisted ordinary shares and associates)

Investments (HTM, unlisted ordinary shares and associates)

(Rupees in '000)
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42 SEGMENT INFORMATION
42.1 Segment details with respect to business activities 

The segment analysis with respect to business activity is as follows:

Retail Banking
Consumer 

banking
Corporate 
Banking

Treasury Islamic Banking
Asset 

Management
Others Sub-total Eliminations Total

Profit & Loss

Net mark-up/return/profit (19,999,097)      2,425,240            22,571,031         41,399,090       1,903,925          1,950               (295,715)        48,006,424        -                   48,006,424        
Inter segment revenue - net 50,778,451       (774,576)              (17,208,202)        (38,240,495)      -                     -                  5,444,822       -                     -                   -                     
Non mark-up / return / interest income 6,820,225         1,732,440            3,771,009           3,970,534         399,262             884,808          1,418,975       18,997,253        (485,381)          18,511,872        
Total Income 37,599,579       3,383,104            9,133,838           7,129,129         2,303,187          886,758          6,568,082       67,003,677        (485,381)          66,518,296        

Segment direct expenses 20,935,783       1,372,159            1,610,739           281,947            3,087,754          526,852          8,803,299       36,618,533        (84,351)            36,534,182        

Inter segment expense allocation -                    -                       -                      -                    -                 -                     -                   -                     

Total expenses 20,935,783       1,372,159            1,610,739           281,947            3,087,754          526,852          8,803,299       36,618,533        (84,351)            36,534,182        

Provisions (186,311)            (66,393)                (733,366)             1,952,015         895,646             27,828             (2,711,226)      (821,807)            -                   (821,807)            

Profit before tax 16,850,107       2,077,338            8,256,465           4,895,167         (1,680,213)         332,078          476,009          31,206,951        (401,030)          30,805,921        

Balance Sheet

Cash and Bank balances 49,001,673       33,515                 17,486,827         46,395,674       8,413,070          28,204             2,190,352       123,549,315      (46,192)            123,503,123      

Investments -                    -                       18,505,331         730,863,407     12,713,954        959,252          3,529,618       766,571,562      (12,185,787)     754,385,775      

Net inter segment lending 838,264,563     -                       -                      -                    -                     -                  134,139,482   972,404,045      (972,404,045)   -                     

Lendings to financial institutions -                    -                       1,502,544           33,603,697       4,675,000          -                  -                 39,781,241        (631,351)          39,149,890        

Advances - gross 129,656,470     24,268,379          365,400,739       -                    62,921,024        -                  28,153,868     610,400,480      (371,835)          610,028,645      

- provision held (6,627,798)        (1,702,655)           (7,413,812)          -                    (13,820)              -                  (27,478,295)   (43,236,380)       -                   (43,236,380)       

Others 31,327,270       1,887,934            8,326,592           8,127,064         5,434,142          1,114,256        45,384,334     101,601,592      (222,638)          101,378,954      

Total Assets 1,041,622,178  24,487,173          403,808,221       818,989,842     94,143,370        2,101,712       185,919,359   2,571,071,855   (985,861,848)   1,585,210,007   

Borrowings 35,293,396       -                       9,172,202           171,553,288     7,800,628          -                  407,714          224,227,228      (1,011,113)        223,216,115      

Subordinated debt -                    -                       -                      -                    -                     -                  3,891,019       3,891,019          -                   3,891,019          

Deposits & other accounts 969,799,371     16,556                 79,196,248         -                    73,307,185        -                  25,440            1,122,344,800   (38,265)            1,122,306,535   

Net inter segment borrowing -                    22,478,042          307,402,415       642,523,588     -                 972,404,045      (972,404,045)   -                     

Others 36,529,411        1,992,575            8,037,356           4,912,966         2,966,043          645,896          29,611,850     84,696,097        (222,638)          84,473,459        

Total liabilities 1,041,622,178  24,487,173          403,808,221       818,989,842     84,073,856        645,896          33,936,023     2,407,563,189   (973,676,061)   1,433,887,128   

Equity -                    -                       -                      -                    10,069,514        1,455,816       151,983,336   163,508,666      (12,185,787)     151,322,879      

Total Equity & liabilities 1,041,622,178  24,487,173          403,808,221       818,989,842     94,143,370        2,101,712       185,919,359   2,571,071,855   (985,861,848)   1,585,210,007   

Contingencies & Commitments 111,974,609      -                       204,311,803       247,754,264     17,535,062        -                  18,540,432     600,116,170       -                   600,116,170      

Retail Banking
Consumer 

banking
Corporate 
Banking

Treasury Islamic Banking
Asset 

Management
Others Sub-total Eliminations Total

Profit & Loss

Net mark-up/return/profit (11,968,986)       1,739,112            14,798,224         37,972,672       1,055,256          654                  199,152          43,796,084        -                   43,796,084        

Inter segment revenue - net 36,786,402       (783,160)              (10,219,266)        (30,534,733)      -                     -                  4,750,757       -                     -                   -                     

Non mark-up / return / interest income 6,135,163         1,559,178            2,900,828           7,433,916         439,010             672,358          612,370          19,752,823        (821,493)          18,931,330        

Total Income 30,952,579       2,515,130            7,479,786           14,871,855       1,494,266          673,012          5,562,279       63,548,907        (821,493)          62,727,414        

Segment direct expenses 18,750,470       1,223,199            1,407,779           270,169            1,845,248          409,260          7,160,177       31,066,302        -                   31,066,302        

Inter segment expense allocation -                    -                       -                      -                    -                     -                  -                 -                     -                   -                     

Total expenses 18,750,470       1,223,199            1,407,779           270,169            1,845,248          409,260          7,160,177       31,066,302        -                   31,066,302        

Provisions (262,806)           (177,069)              (526,403)             3,570,437         (55)                     -                  (1,556,699)     1,047,405          -                   1,047,405          
Profit before tax 12,464,915       1,469,000            6,598,410           11,031,249        (350,927)            263,752          (41,199)          31,435,200        (821,493)          30,613,707        

Balance Sheet

Cash and Bank balances 44,522,823       37,221                 11,740,549         51,727,835       6,094,004          9,475               2,749,249       116,881,156       (69,372)            116,811,784      

Investments -                    -                       13,523,275         641,372,549     9,186,213          1,003,821       6,132,672       671,218,530      (11,148,284)      660,070,246      

Net inter segment lending 708,281,466     -                       -                      -                    -                     -                  144,592,086   852,873,552      (852,873,552)   -                     

Lendings to financial institutions -                    -                       1,873,524           2,524,590         1,400,000          -                  -                 5,798,114           (524,590)          5,273,524          
Advances - gross 199,566,137     19,906,369          287,067,771       -                    31,474,154        -                  8,948,992       546,963,423      (291,722)          546,671,701      

- provision held (31,201,950)      (1,764,808)           (4,217,670)          -                    (1,219)                -                  (8,520,253)     (45,705,900)       -                   (45,705,900)       

Others 25,334,193       1,898,262            21,283,688         11,049,283        3,432,835          1,099,608       42,345,382     106,443,251      (72,550)            106,370,701      

Total Assets 946,502,669     20,077,044          331,271,137       706,674,257     51,585,987        2,112,904        196,248,128   2,254,472,126   (864,980,070)   1,389,492,056   

Borrowings 33,698,763       -                       9,049,493           90,091,987       7,926,790          -                  553,508          141,320,541      (858,403)          140,462,138      

Subordinated debt -                    -                       -                      -                    -                     -                  3,892,578       3,892,578          -                   3,892,578          

Deposits & other accounts 894,416,068     1,236                   74,042,363         -                    32,690,808        -                  22,968            1,001,173,443   (27,281)            1,001,146,162   

Net inter segment borrowing -                    18,232,819          220,723,332       613,917,401     -                     -                  -                 852,873,552      (852,873,552)   -                     

Others 18,387,838       1,842,989            27,455,949         2,664,869         1,337,610          660,653          35,170,739     87,520,647        (72,550)            87,448,097        

Total liabilities 946,502,669     20,077,044          331,271,137       706,674,257     41,955,208        660,653          39,639,793     2,086,780,761   (853,831,786)   1,232,948,975   

Equity -                    -                       -                      -                    9,630,779          1,452,251       156,608,335   167,691,365      (11,148,284)      156,543,081      

Total Equity & liabilities 946,502,669     20,077,044          331,271,137       706,674,257     51,585,987        2,112,904        196,248,128   2,254,472,126   (864,980,070)   1,389,492,056   

Contingencies & Commitments 132,765,032     -                       128,200,658       168,486,488     17,739,304        9,740,127       456,931,609      -                   456,931,609      

2018

2017

(Rupees in '000)

(Rupees in '000)
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42.2 Segment details with respect to geographical locations

GEOGRAPHICAL SEGMENT ANALYSIS

Pakistan South Asia Middle East Azerbaijan Sub-total Eliminations Total

Profit & Loss

Net mark-up/return/profit 46,521,993       909,102             491,127          84,202            48,006,424        -                   48,006,424        

Inter segment revenue - net (5,588)               (12,926)              18,514             -                 -                     -                   -                     

Non mark-up / return / interest income 18,273,662       233,086             483,230          7,275              18,997,253        (485,381)          18,511,872        

Total Income 64,790,067       1,129,262          992,871          91,477            67,003,677        (485,381)          66,518,296        

Segment direct expenses 35,549,030       641,781             377,570          50,152            36,618,533        (84,351)            36,534,182        

Inter segment expense allocation -                    -                     -                  -                 -                     -                   -                     

Total expenses 35,549,030       641,781             377,570          50,152            36,618,533        (84,351)            36,534,182        

Provisions (877,178)           10,624               36,772             7,975              (821,807)            -                   (821,807)            

Profit before tax 30,118,215        476,857             578,529          33,350            31,206,951        (401,030)          30,805,921        

Balance Sheet

Cash & Bank balances 107,123,649     1,906,785          14,516,518     2,363              123,549,315      (46,192)            123,503,123      

Investments 756,867,748     4,040,982          5,662,832       -                 766,571,562      (12,185,787)     754,385,775      

Net inter segment lendings 9,753,427         -                     -                  -                 9,753,427          (9,753,427)       -                     

Lendings to financial institutions 38,278,697       368,406             1,134,138       -                 39,781,241        (631,351)          39,149,890        

Advances - gross 587,538,573     16,346,935        5,827,065       687,907          610,400,480      (371,835)          610,028,645      

- provision held (42,618,053)      (132,295)            (473,698)         (12,334)          (43,236,380)       -                   (43,236,380)       

Others 101,149,210     315,568             125,964          10,850            101,601,592      (222,638)          101,378,954      

Total Assets 1,558,093,251  22,846,381        26,792,819     688,786          1,608,421,237   (23,211,230)      1,585,210,007   

Borrowings 221,020,937     616,822             2,181,755       407,714          224,227,228      (1,011,113)        223,216,115      

Subordinated debt 3,891,019         -                     -                  -                 3,891,019          -                   3,891,019          

Deposits & other accounts 1,086,223,436  16,266,330        19,855,034     -                 1,122,344,800   (38,265)            1,122,306,535   

Net inter segment borrowing -                    5,058,214          4,695,213       -                 9,753,427          (9,753,427)       -                     

Others 83,727,503       905,015             60,817             2,762              84,696,097        (222,638)          84,473,459        

Total liabilities 1,394,862,895  22,846,381        26,792,819     410,476          1,444,912,571   (11,025,443)      1,433,887,128   

Equity 163,230,356     -                     -                  278,310          163,508,666      (12,185,787)     151,322,879      
Total Equity & liabilities 1,558,093,251  22,846,381        26,792,819     688,786          1,608,421,237   (23,211,230)      1,585,210,007   

Contingencies & Commitments 579,844,263     12,396,092        7,842,488       33,327            600,116,170       -                   600,116,170      

Pakistan South Asia Middle East Azerbaijan Sub-total Eliminations Total

Profit & Loss

Net mark-up/return/profit 42,521,646       851,091             347,635          75,712            43,796,084        -                   43,796,084        

Inter segment revenue - net 18,039              (18,978)              939                  -                 -                     -                   -                     

Non mark-up / return / interest income 19,163,176       229,045             342,875          17,727            19,752,823        (821,493)          18,931,330        

Total Income 61,702,861       1,061,158          691,449          93,439            63,548,907        (821,493)          62,727,414        

Segment direct expenses 30,191,640       522,772             311,388           40,502            31,066,302        -                   31,066,302        

Inter segment expense allocation -                    -                     -                  -                     -                   -                     

Total expenses 30,191,640       522,772             311,388           40,502            31,066,302        -                   31,066,302        

Provisions 998,936            25,498               20,531             2,440              1,047,405          -                   1,047,405          

Profit before tax 30,512,285       512,888             359,530          50,497            31,435,200        (821,493)          30,613,707        

Balance Sheet

Cash & Bank balances 105,683,039     1,303,923          9,823,809       70,385            116,881,156       (69,372)            116,811,784      
Investments 664,723,702     3,549,348          2,945,480       -                 671,218,530      (11,148,284)      660,070,246      
Net inter segment lendings 7,887,166         -                     -                  -                 7,887,166          (7,887,166)       -                     
Lendings to financial institutions 3,924,590         971,730             901,794          -                 5,798,114           (524,590)          5,273,524          
Advances - gross 523,989,941     14,814,211         7,727,857       431,414          546,963,423      (291,722)          546,671,701      

- provision held (45,275,486)      (114,056)            (313,683)         (2,675)            (45,705,900)       (45,705,900)       
Others 106,018,131     287,378             121,722          16,020            106,443,251      (72,550)            106,370,701      
Total Assets 1,366,951,083  20,812,534        21,206,979     515,144          1,409,485,740   (19,993,684)     1,389,492,056   

Borrowings 135,741,629     1,887,082          3,367,635       324,195          141,320,541      (858,403)          140,462,138      
Subordinated debt 3,892,578         -                     -                  -                 3,892,578          -                   3,892,578          
Deposits & other accounts 973,031,080     13,159,012        14,983,351     -                 1,001,173,443   (27,281)            1,001,146,162   
Net inter segment borrowing -                    5,092,390          2,794,776       -                 7,887,166          (7,887,166)       -                     
Others 86,796,213       674,050             61,217             (10,833)          87,520,647        (72,550)            87,448,097        
Total liabilities 1,199,461,500  20,812,534        21,206,979     313,362          1,241,794,375   (8,845,400)       1,232,948,975   
Equity 167,489,583     -                     -                  201,782          167,691,365      (11,148,284)      156,543,081      

Total Equity & liabilities 1,366,951,083  20,812,534        21,206,979     515,144          1,409,485,740   (19,993,684)     1,389,492,056   

Contingencies & Commitments 442,337,812     9,543,753          5,050,044       -                 456,931,609      -                   456,931,609      

42.3

42.4 No revenue from transactions with a single external customer or counterparty amounted to 10% or more of the Group’s total revenue in 2018 or 2017.

Transactions between reportable segments are based on an appropriate transfer pricing mechanism using agreed rates. Furthermore, segment assets and liabilities include inter segment
balances. Costs which are not allocated to segments are included in the Head office.

2018

2017

(Rupees in '000)

(Rupees in '000)
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43 RELATED PARTY TRANSACTIONS

Directors Key Management 
Personnel

 Associates Other Related 
Parties

Directors Key Management 
Personnel

 Associates Other Related 
Parties

Investments

Opening balance -                        -                           748,172             1,312,374          -                        -                            845,396             895,864             
Investment made during the year -                        -                           -                        2,996,011          -                        -                            -                        2,555,939          
Investment redeemed / disposed off during the year -                        -                           (47,771)             (3,024,387)        -                        -                            (97,224)             (2,313,855)        
Transfer under NIB merger -                        -                           -                        -                        -                        -                            -                        174,426             
Closing balance -                        -                           700,401             1,283,998          -                        -                            748,172             1,312,374          

Provision for diminution in value of investments -                        -                           -                        5,000                 -                        -                            -                        5,000                 

Advances

Opening balance 946                    189,022               -                        2,638,740          926                    170,304                -                        922,906             
Addition / exchange adjustment 14,723               113,559                -                        7,899,213          13,495               73,475                  -                        4,817,997          
Repaid during the year (15,011)              (55,351)                -                        (8,440,083)        (13,475)             (49,421)                 -                        (5,391,663)        
Transfer in / (out) including under NIB merger -                        6,715                   -                        (557,079)           -                        (5,336)                   -                        2,289,500          
Closing balance 658                    253,945               -                        1,540,791          946                    189,022                -                        2,638,740          

Provision held against advances -                    -                       -                    -                    -                    -                        -                    -                    

Other  Assets

Markup receivable -                        4,731                   -                        29,913               -                        1,432                    -                        19,400               
Advances, deposits, advance rent and other prepayments -                        150                      86,579               633,281             -                        3,089                    52,008               589,676             
Acceptances -                        -                           -                        25,387               -                        -                            -                        34,871               
Receivable from Pension Fund -                        -                           -                        3,815,170          -                        -                            -                        5,990,537          
Provision held against other assets -                        -                           -                        -                        -                        -                            -                        -                        

Borrowings

Opening balance -                    -                       -                    993,755             -                    -                        -                    936,788             
Borrowings / exchange adjustment during the year -                    -                       -                    -                    -                    -                        -                    1,356,967          
Settled during the year -                    -                       -                    (993,755)           -                    -                        -                    (1,300,000)        
Transfer in / (out) - net -                    -                       -                    -                    -                    -                        -                    -                    
Closing balance -                    -                       -                    -                    -                    -                        -                    993,755             

Deposits and other accounts

Opening balance 3,953,730          208,466               3,100,739          3,824,540          2,542,067          132,196                2,691,699          5,880,676          
Received during the year 4,259,454          1,092,745            17,580,902        64,459,081        3,686,510          1,009,554             48,200,885        60,895,417        
Withdrawn during the year (4,457,255)        (1,121,818)           (16,985,487)      (64,891,958)      (2,274,847)        (947,553)               (47,791,845)      (62,951,553)      
Transfer in / (out) - net (10,472)             22,621                 -                    (146,256)           -                    14,269                  -                    -                    
Closing balance 3,745,457          202,014               3,696,154          3,245,407          3,953,730          208,466                3,100,739          3,824,540          

Other Liabilities

Markup payable 32,342               282                      15,968               38,354               12,586               113                       8,175                 23,142               
Accrued expenses and other payable 7,409                 55                        82,805               11,551               14,851               -                            52,146               19,236               
Unrealized loss on forward foreign exchange contracts -  outstanding -                        -                           -                        -                        -                        -                            -                        68,442               

Contingencies and Commitments

Commitments and contingent liabilities - outstanding -                        -                           10,227               5,063,359          -                        -                            9,840                 1,501,361          
Forward foreign exchange contracts (Notional) - outstanding -                        -                           -                        790,886             -                        -                            -                        18,251,209        
Forward purchase of government securities -                        -                           -                        8,739,500          -                        -                            -                        -                        

(Rupees in '000)

The Group has related party relationship with associates, employee benefit plans, its directors and key management personnel and their close family members. The detail of associates are stated in note 9.11 to the
consolidated financial statements. 

The Group enters into transactions with related parties in the ordinary course of business and on substantially the same terms as for comparable transactions with person of similar standing. Contributions to and
accruals in respect of staff retirement benefits and other benefit plans are made in accordancewith the actuarial valuations / terms of the contribution plan. Remuneration to the executives / officers is determined in
accordance with the terms of their appointment. Remuneration to Chief Executive, Directors and Executives is disclosed in note 40 to the consolidated financial statements. 

Details of transactions with related parties during the year, other than those which have been disclosed elsewhere in these financial statements are as follows:

2018 2017
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Common Equity Tier 1 Capital Adequacy ratio 14.94% 14.23%
Tier 1 Capital Adequacy Ratio 14.94% 14.23%
Total Capital Adequacy Ratio 17.02% 16.34%

2018 2017
44 CAPITAL ADEQUACY, LEVERAGE RATIO & LIQUIDITY REQUIREMENTS

44.1 Capital Adequacy
Minimum Capital Requirement (MCR):
Paid-up capital (net of losses)                                                                                                                                11,850,600          11,850,600          

Capital Adequacy Ratio (CAR):
Eligible Common Equity Tier 1 (CET 1) Capital 125,999,355       130,830,150        
Eligible Additional Tier 1 (ADT 1) Capital -                      -                       
Total Eligible Tier 1 Capital 125,999,355       130,830,150        
Eligible Tier 2 Capital 17,503,483         19,426,904          
Total Eligible Capital (Tier 1 + Tier 2) 143,502,838       150,257,054        

(Rupees in '000)

RELATED PARTY TRANSACTIONS

Directors Key Management 
Personnel

 Associates Other Related 
Parties

Directors Key Management 
Personnel

 Associates Other Related 
Parties

Income
Markup / return / interest earned 38                      15,458                 -                        142,545             540                    9,318                    -                        84,814               

Fee and commission income -                        21                        1,109,700          136,272             -                        -                            929,674             83,736               

Dividend income -                        -                           43,701               -                        -                            73,876               

Foreign exchange income -                        -                           -                        206,723             -                        -                            -                        213,322             

Net gain on sale of securities -                        0                          53                      46,195               -                        -                            48                      5,127                 

Gain on sale of fixed assets -                        85                        -                        156,400             -                        36                         -                        -                        

Rent income and reimbursement of other expenses -                        -                           3,679                 49,719               -                        -                            3,341                 49,691               

Management fee and Advisory income -                        -                           -                        653,353             -                        -                            -                        712,147             

Expense
Markup / return / interest expensed 213,722             30,629                 98,218               252,549             105,126             2,571                    69,138               164,595             

Other Operating expenses

Clearing expenses paid to NIFT -                        -                           -                        145,508             -                        -                            -                        136,080             

Contribution to provident fund -                        -                           -                        469,967             -                        -                            -                        355,375             

Rent expenses -                        -                           -                        53,739               -                        -                            4,656                 52,640               
Cash sorting expenses -                        -                           -                        157,249             -                        -                            -                        96,648               

Stationery expenses -                        -                           -                        234,318             -                        -                            -                        185,132             
Security guards expenses -                        -                           -                        446,267             -                        -                            -                        429,425             
Remuneration to key executives and non-executive directors fee 143,791             687,539               -                        -                        179,676             558,255                -                        -                        
Outsourcing service expenses -                        -                           264,691             -                        -                        -                            178,818             -                        
Donation during the year -                        -                           -                        -                        -                        -                            -                        5,000                 
E-dividend processing fee and CDC charges -                        -                           -                        5,816                 -                        -                            -                        35,491               
Travelling and hotel stay Expenses -                        -                           -                        49,247               -                        -                            -                        24,949               
Repair & Maintenance Charges -                        -                           -                        1,726                 -                        -                            -                        4,012                 
Miscellaneous expenses and payments -                        900                      -                        4,817                 740                    -                            -                        3,263                 
Sharia Fee Paid -                        -                           -                        3,595                 -                        -                            -                        4,050                 

Insurance premium-net of refund -                        -                           554,703             95,995               -                        -                            563,067             36,139               
Insurance claim settled -                        -                           280,532             -                        -                        -                            13,110               -                        

Other Transactions
Proceeds from sale of fixed assets 2,503                 3,216                   -                        425,000             -                        68                         -                        -                        
Sale of government securities -                        36,452                 4,611,381          296,705,958      -                        -                            6,568,012          54,507,456        
Purchase of government securities -                        27,486                 6,699,290          297,767,019      -                        -                            5,535,578          41,411,268        
Forward exchange contracts matured during the year -                        -                           -                        104,091,795      -                        -                            -                        70,895,322        
Insurance premium paid on behalf of related party -                        -                           12,912               -                        -                        -                            -                        -                        
Reimbursement of Insurance premium paid on behalf of a related party -                        -                           -                        12,912               -                        -                            -                        -                        
Insurance claim received on behalf of related party -                        -                           333                    -                        -                        -                            -                        -                        
Insurance claim paid to related party -

-
                        -                           -                        333                    -                        -                            -                        -                        

Dividend received 140,000             302,497             

The chairman has been provided with free use of the Bank maintained car. The Chief Executive and certain executives are provided with free use of the Bank's maintained cars and household equipment in accordance
with the terms of their employment.

2018 2017

(Rupees in '000)

- - - - -

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Risk Weighted Assets (RWAs):
Credit Risk 666,892,937       650,341,111         
Market Risk 59,642,582         150,163,491        
Operational Risk 116,673,450        118,811,771         
Total 843,208,969       919,316,374        
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Keeping in view dynamics of internal and external environment, the Group regularly reviews and updates policy manuals / frameworks and procedures in 
accordance with domestic regulatory environment and international standards.        

The Group executes its risk strategy and undertakes controlled risk-taking activities within its risk management framework. The Board of Directors and its relevant 
committee, i.e. the Risk Management & Portfolio Review Committee (RM&PRC), the senior management and its relevant committees, i.e. the Management Credit 
and Risk  Committee (MC&RC), Asset Liability Committee (ALCO), etc., are responsible to ensure formulation and implementation of comprehensive Risk 
Management Framework. This framework is based on prudent risk identification, measurement, management and monitoring processes which are closely 
aligned with the activities of the Group. The framework combines core policies, procedures and process designs with broad oversight and is supported by an 
efficient monitoring mechanism across the Group to ensure that risks are kept within an acceptable level.        
The Group ensures that not only the relevant risks are identified but their implications are also considered and basis provided for managing and measuring the 
risks. Through Internal Control units, the Group ensures that effective controls are in place to mitigate each of the identified risk.        

Independent from business groups, Head of Risk Management reports functionally to the Risk Management & Portfolio Review Committee (RM&PRC) and 
administratively to the President; the RM&PRC convenes regular meetings to evaluate bank’s risk and portfolio concentrations.  The Risk Management Group 
performs the following critical functions:        

Risk is an inherent part of banking business activities.  The risk management framework and governance structure at Group helps to mitigate and counter any 
foreseeable risk in its various lines of business.  Risk awareness forms an integral part of strategic and operational activities of risk management. Through its risk 
management policy the Group sets the best course of action under uncertainty by identifying, prioritizing, mitigating and monitoring risk issues, with the goal of 
enhancing shareholders’ value. Group's risk management structure is based on the following five guiding principles:        
        

44.2 Leverage Ratio (LR):
Eligible Tier-1 Capital 125,999,355       130,830,150        
Total Exposures 1,927,024,025    1,739,400,339     

6.54% 7.52%

45 RISK MANAGEMENT

Optimizing risk/return in a controlled manner

Establishing clear responsibility and accountability

Establishing independent and properly resourced risk management function.
Promoting open risk culture
Adopting international best practices in risk management

Risk Management Policy Formulation
Credit Risk Management
Credit Review
Credit Risk Control
Market Risk Management
Liquidity Risk Management
Operational Risk Management
IT Risk Management

Keeping in view the international best practices and SBP requirements, Board of Directors of the Group has approved a Risk Appetite Statement,
which takes into account quantitative and qualitative risk indicators, covering target ratios, credit, market, operational, liquidity and business risks.

2018 2017
(Rupees in '000)

44.3 Liquidity Requirements
Liquidity Coverage Ratio (LCR):
Total High Quality Liquid Assets
Total Net Cash Outflow
Liquidity Coverage Ratio

Net Stable Funding Ratio (NSFR): 
Total Available Stable Funding 
Total Required Stable Funding 
Net Stable Funding Ratio 

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

The full disclosures on the Capital Adequacy, Leverage Ratio & Liquidity Requirements as per SBP instructions issued from time to time is available at:
https://www.mcb.com.pk/investor-relations/capital-adequacy-statements

The SBP through its BSD Circular No. 07 dated April 15, 2009 has prescribed the minimum paid up capital (net of losses) for all locally incorporated banks of Rs. 
10 billion. The paid up capital of the Bank for the year ended December 31, 2018 stood at Rs. 11.851 billion and is in compliance with the SBP requirements. Further, 
under Basel III instructions, banks are required to maintain minimum Capital Adequacy Ratio (CAR) of 11.90% (including 1.90% capital conservation buffer), 
Common Equity Tier 1 (CET 1) ratio of 6.0% and Tier 1 ratio of 7.50% as at December 31, 2018. The Bank is fully compliant with prescribed ratios.

Under the current capital adequacy regulations, credit risk and market risk exposures are measured using the Standardized Approach and operational risk is 
measured using the Basic Indicator Approach. Credit risk mitigants are also applied against the Bank’s exposures based on eligible collateral under comprehensive 
approach.

 625,831,686 
 355,738,136 

175.92%

 618,215,949 
 321,109,281 

192.53%

 952,851,382 
 730,504,652 

130.44%

 839,957,166 
 654,386,866 

128.36%
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45.1 Credit Risk  

45.1.1 Lendings to financial institutions 

Credit risk by public / private sector 

2018 2017 2018 2017 2018 2017

Public/ Government 1,198,704           619,028              -                      -                      -                      -                      
Private 37,951,186         4,654,496           -                      -                      -                      -                      

39,149,890         5,273,524           -                      -                      -                      -                      

45.1.2 Investment in debt securities 

Credit risk by industry sector 

2018 2017 2018 2017 2018 2017

Construction 29,964                29,964                29,964                29,964                29,964                29,964                
Electricity, gas, steam and air conditioning supply 498,643              262,089              -                      -                      -                      -                      
Financials including government securities 731,116,604       624,427,702       118                     118                     118                     118                     
Manufacture of cement 285,000              285,000              285,000              285,000              285,000              285,000              
Manufacture of sugar 150,000              150,000              -                      -                      -                      -                      
Manufacture of textiles 53,531                125,737              53,531                125,737              53,531                125,737              
Power (electricity), Gas, Water, Sanitary 805,000              1,035,000           
Telecommunications 1,508,015           116,550              114,747              116,550              114,747              116,550              
Others 7,682                  307,682              7,682                  7,682                  7,682                  7,682                  

734,454,439       626,739,724       491,042              565,051              491,042              565,051              

 Gross investments  Non-performing investments Provision held

Collateral coverage and monitoring

Compliance of loan covenants/ terms of approval

Maintenance/ custody of collateral and security documentation

Credit Risk stress testing is a regular exercise. Group's credit exposures including funded and non-funded facilities are subjected to stress tests. This exercise is conducted on a
quarterly basis through assigning shocks to all assets of the Group and assessing its resulting affect on capital adequacy inline with SBP requirements.

 Gross lendings Non-performing lendings Provision held

Credit Risk Limit Controls

Credit Risk Monitoring is based on a comprehensive reporting framework. Continuous monitoring of the credit portfolio and the risks attached thereto are carried out at different levels
including businesses, Audit & Risk Assets Review, Credit Risk Control, Credit Risk Management Division, etc.

To ensure a prudent distribution of asset portfolio, the Group manages its lending and investment activities within an appropriate limits framework. Per party exposure limit is
maintained in accordance with SBP Prudential Regulations.

Management of Non Performing Loans

The Group has a Assets Rehabilitation Group (ARG), which is responsible for management of non performing loans. ARG undertakes restructuring / rescheduling of problem loans,
as well as litigation of both civil and criminal cases for collection of debt.

Stress Testing

Extension in credit facility or material change to the credit facility is subject to credit review;

Approval and review process is reviewed by RM&PRC and internal audit;

Management periodically reviews the powers of credit approving and credit reviewing authorities.

Ongoing administration of the credit portfolio is an essential part of the credit process that supports and controls extension and maintenance of credit. The Group’s Credit Risk Control is
responsible for performing following activities:

Credit disbursement authorization

Credit risk arises from Group's dealings with individuals, corporate borrowers, financial institutions, sovereigns etc. The Group is exposed to credit risk through its lending and investment
activities. Credit risk makes up the largest part of the Group’s exposure and it stems from Group's both on and off-balance sheet activities. Purpose of Credit Risk Management function
is to identify, measure, manage, monitor and mitigate credit risk. To manage adverse outcomes in terms of unfavorable scenarios, multiple control factors in the lending structure of the
Group provide additional comfort and support. Such controls range from quality of eligible collateral, pre-disbursement safety measures to post disbursement monitoring.

The Group has adopted Standardized Approach to measure Credit risk regulatory capital charge in compliance with Basel requirements. The approach mainly takes into account the
assessment of external credit rating agencies. In line with SBP guidelines on Internal Credit Risk Rating Systems, the Group has developed rating systems and all its borrowers are
internally rated. In order to further enhance the credit risk analysis and the processes, Probability Default based internal credit risk rating (ICRR) system based on the statistical modeling
and validation in line with Basel principles.The revamped ICRR is currently focused on Corporate Commercial and Corporate Large customer categories. The Internal Credit Risk Rating
Model for rating of SME Customers has also been revamped to achieve more accurate results and to improve the quality of credit decisions. 

In order to manage Group’s credit risk, following policies and procedures are in place:

Individuals who take or manage risks clearly understand them in order to protect the Group from avoidable risks;

The approval of credit limits to counter parties are subject to pre-fact review;

(Rupees in '000)

(Rupees in '000)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

The Group creates specific provision against Non-Performing Loans (NPLs) in accordance with the Prudential Regulations and other directives issued by the State Bank of Pakistan 
(SBP) and charged to the profit and loss account. Provisions are held against identified as well as unidentified losses. Provisions against unidentified losses include general provision 
against consumer loans and Small enterprise (SEs) made in accordance with the requirements of the Prudential Regulations issued by SBP and provision based on historical loss 
experience on advances. General provisions pertaining to overseas advances are made in accordance with the requirements of the regulatory authorities of the respective countries. 
Please refer note No. 10.4 for reconciliation of changes in specific and general provisions.               
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Credit risk by public / private sector 
2018 2017 2018 2017 2018 2017

Public/ Government 721,291,216       616,561,218       -                      -                      -                      -                      
Private 13,163,223         10,178,506         491,042              565,051              491,042              565,051              

734,454,439       626,739,724       491,042              565,051              491,042              565,051              

45.1.3 Advances 

Credit risk by industry sector 

2018 2017 2018 2017 2018 2017

Agriculture, forestry and fishing 9,386,665           12,922,135         798,008              657,181              763,426              522,573              
Construction 22,685,213         18,175,825         343,453              373,510              339,991              349,240              
Electricity, gas, steam and air conditioning supply 45,349,612         37,827,906         381,282              384,221              379,485              382,424              
Electronics and electrical appliances 6,058,899           6,359,320           119,040              107,559              113,320              101,839              
Financials 15,525,588         14,296,871         741,551              777,469              739,169              777,469              
Footwear and Leather garments 3,604,384           3,575,940           179,687              200,531              179,292              200,113              
Human health and social work activities 4,258,217           5,599,076           52,395                76,874                37,025                48,314                
Individuals 41,591,645         34,111,686         4,320,944           4,116,200           4,002,049           3,935,588           
Manufacture of basic metals and metal products 14,349,676         12,421,426         2,193,872           2,318,177           2,190,086           2,314,017           
Manufacture of cement 15,290,708         7,015,203           392,862              392,862              392,862              392,862              
Manufacture of chemicals and chemical and pharmaceutical products 41,436,107         42,567,285         376,631              335,998              366,010              316,468              
Manufacture of coke and refined petroleum products 22,581,791         19,697,260         361,167              288,215              360,551              287,599              
Manufacture of food & beverages products 53,415,267         50,163,111         3,233,140           3,498,986           3,169,855           3,467,137           
Manufacture of machinery, equipment and transport Equipment 2,245,534           915,854              474,815              527,872              456,142              463,445              
Manufacture of rubber and plastics products 4,793,034           2,434,304           711,653              49,119                428,762              46,298                
Manufacture of sugar 38,979,252         34,711,031         2,483,424           2,527,266           1,843,056           2,446,248           
Manufacture of textiles 82,724,853         78,174,115         13,854,193         13,845,711         13,210,706         13,612,889         
Mining and quarrying 2,510,868           280,377              10,078                2,920                  10,013                2,349                  
Manufacturing of Pulp, Paper, Paperboard 4,170,766           4,356,005           261,677              273,789              232,751              244,413              
Ship Breaking 9,207,374           7,025,143           3,040,220           2,968,619           3,040,220           2,968,619           
Services 10,835,172         13,287,979         1,135,283           1,588,028           1,030,585           1,508,513           
Telecommunications 17,945,996         21,269,227         57,304                77,215                52,791                72,703                
Transportation and storage 67,628,034         61,732,003         507,773              593,241              402,386              486,007              
Wholesale and retail traders 45,923,376         42,959,954         12,117,336         11,732,252         7,448,877           8,691,481           
Others 27,530,614         14,792,665         818,526              1,039,534           754,857              949,036              

610,028,645       546,671,701       48,966,314         48,753,349         41,944,267         44,587,644         

Credit risk by public / private sector 

2018 2017 2018 2017 2018 2017

Public/ Government 101,279,217       95,250,585         639,826              639,824              639,825              639,825              
Private 508,749,428       451,421,116       48,326,488         48,113,525         41,304,442         43,947,819         

610,028,645       546,671,701       48,966,314         48,753,349         41,944,267         44,587,644         

45.1.4 Contingencies and Commitments

Credit risk by industry sector 
2018 2017

Agriculture, forestry and fishing 929,975              1,335,665           
Construction 34,658,187         19,214,476         
Electricity, gas, steam and air conditioning supply 5,513,067           14,088,662         
Electronics and electrical appliances 2,263,031           2,442,979           
Financials 345,910,620       233,265,696       
Footwear and Leather garments 316,345              666,488              
Human health and social work activities 804,687              251,751              
Individuals 8,758,774           11,913,597         
Manufacture of basic metals and metal products 6,846,779           7,726,774           
Manufacture of cement 2,367,858           6,990,372           
Manufacture of chemicals and chemical and pharmaceutical products 20,291,122         13,208,443         
Manufacture of coke and refined petroleum products 3,951,612           5,726,433           
Manufacture of food & beverages products 13,378,114         15,172,508         
Manufacture of machinery, equipment and transport Equipment 8,228,640           3,100,068           
Manufacture of rubber and plastics products 1,391,038           1,574,827           
Manufacture of sugar 4,202,367           3,298,893           
Manufacture of textiles 18,738,315         17,012,186         
Mining and quarrying 96,453                47,025                
Manufacturing of Pulp, Paper, Paperboard 1,099,265           365,070              
Ship Breaking 2,269,451           90,964                
Services 61,467,471         53,387,208         
Telecommunications 16,839,614         16,424,642         
Transportation and storage 5,881,808           3,351,533           
Wholesale and retail traders 15,194,470         17,919,890         
Others 18,717,107         8,355,459           

600,116,170       456,931,609       

Credit risk by public / private sector 
Public/ Government 146,299,566       82,756,282         
Private 453,816,604       374,175,327       

600,116,170       456,931,609       

Provision held

Provision held

 Gross investments  Non-performing investments

Non-performing advances Provision held

 Gross advances Non-performing advances

 Gross advances 

(Rupees in '000)

(Rupees in '000)

(Rupees in '000)

(Rupees in '000)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018
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45.1.5 Concentration of Advances 
The Group  top 10 exposures on the basis of total (funded and non-funded exposures) aggregated to Rs 233,522.506 million (2017: Rs. 205,291.895 million) are as following:

2018 2017

Funded 91,638,103         109,885,020       
Non Funded 141,884,403       95,406,875         
Total Exposure 233,522,506       205,291,895       

The sanctioned limits against these top 10 exposures aggregated to Rs 281,681.726 million (2017: 267,059.555 million)

There is no provision against these top 10 exposures.

45.1.6 Advances - Province/Region-wise Disbursement & Utilization

Disbursements

Province/Region Punjab Sindh
KPK including 

FATA Balochistan Islamabad
AJK including 
Gilgit-Baltistan

Punjab 372,960,844       345,921,241       22,641,215         4,093,581           4,078                  280,581              20,149                
Sindh 211,768,605       10,961,509         182,220,207       3,187,372           12,250,912         3,148,604           -                          
KPK including FATA 4,323,059           -                          -                          4,292,846           -                          30,214                -                          
Balochistan 4,136,754           -                          -                          -                          4,136,754           -                          -                          
Islamabad 47,244,116         1,881,845           -                          2,363,815           -                          42,880,915         117,542              
AJK including Gilgit-Baltistan 460,785              -                          -                          -                          -                          -                          460,783              
Total 640,894,163       358,764,595       204,861,422       13,937,614         16,391,744         46,340,314         598,474              

Disbursements

Province/Region

Punjab 330,336,997       302,635,883       21,614,202         553,867              -                          5,533,045           -                          
Sindh 181,670,550       11,760,862         161,405,117       1,521,422           6,757,105           221,390              4,654                  
KPK including FATA 4,857,245           83                       1,842                  4,855,320           -                          -                          -                          
Balochistan 2,583,904           -                          -                          -                          2,583,904           -                          -                          
Islamabad 50,292,027         5,737,068           -                          1,314,562           -                          43,240,397         -                          
AJK including Gilgit-Baltistan 464,339 -                          -                          -                          -                          -                          464,339              
Total 570,205,062       320,133,896       183,021,161       8,245,171           9,341,009           48,994,832         468,993              

45.2 Market Risk

Utilization

Utilization

Market Risk arises from changes in market rates such as Interest Rates, Foreign Exchange Rates, Equity Prices, credit spreads and/or commodity prices as well as their correlations
and volatilities resulting in a loss to earnings and capital. MCB is exposed to market risk primarily through its trading activities, which are centered in the Treasury and Foreign Exchange
Group and the Capital Market Division. Market risk also arises from market-making, facilitation of client business and proprietary positions in equities, fixed income and interest rate
products and foreign exchange, which exposes Group to interest rate risk, foreign exchange risk and equity price risk.

The Group’s Market Risk Management structure consists of Risk Management & Portfolio Review Committee (RM&PRC) of the Board, Management Credit and Risk Committee, ALCO
and independent Market Risk Management Division reporting directly to Group Head Risk Management. Market Risk function works in close partnership with the business segments to
identify and monitor market risks throughout the Group and to define market risk policies and procedures. Market Risk seeks to facilitate efficient risk/return management decisions,
reduce volatility in operating performance and provide transparency into the Group’s market risk profile for senior management, the Board of Directors and regulators. Market risk
authority, including both approval of market risk limits and approval of market risks is vested in the ALCO.

In line with regulatory requirements, MCB has clearly defined, in its Risk Management policy, the positions which shall be subject to market risk. The definition covers the accounting
classifications as well as positions booked by different business groups under "Available for Sale" category. The assets subject to trading book treatment are frequently, mostly on daily
basis, valued and actively managed.  The positions which does not fulfill the criteria of Trading book falls under the Grouping Book and are treated as per SBP requirements. 

Besides conventional methods, the Group also uses VaR (Value at Risk) technique for market risk assessment of positions assumed by its treasury and capital market groups. In-house
based solutions are used for calculatingmark to market value of positions and generating VaR (value at risk) and sensitivity numbers. Thresholds for different positions are established
to compare the expected losses at a given confidence level and over a specified time horizon.

A framework of stress testing, scenario analysis and reverse stress tests covering both Grouping and trading books as per SBP guidelines is also in place. The results of the stress tests
are reviewed by senior management and also reported to the SBP.

The Group is also exposed to interest rate risk both in trading and Grouping books. Risk parameters along with the marked to market values of government securities held by the
Group’s treasury are generated on daily basis. The risk parameters include duration, PVBP, and VaR on individual security basis as well as on portfolio basis. These reports are
presented to the senior management for review on a daily basis.

The Group measures and manages Market Risk by using different risk parameters with combinations of various limits. A specific Board approved Market Risk Limit Policy provides
guidelines for assuming controlled market risk, its monitoring and management. The approved Limits are compared with the numbers generated by the market risk management systems 
based on the trading activity and the outstanding positions. 

(Rupees in '000)

(Rupees in '000)

(Rupees in '000)

2018

2017

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Punjab Sindh KPK including 
FATA

Balochistan Islamabad AJK including 
Gilgit-Baltistan

296 MCB Bank Limited



45.2.1 Balance sheet split by trading and banking books

Banking book Trading book Total Banking book Trading book Total 

Cash and balances with treasury banks 110,165,006       -                      110,165,006       109,462,902       -                      109,462,902       
Balances with other banks 13,338,117         -                      13,338,117         7,348,882           -                      7,348,882           
Lendings to financial institutions 39,149,890         -                      39,149,890         5,273,524           -                      5,273,524           
Investments 40,197,458         714,188,317       754,385,775       38,374,765         621,695,481       660,070,246       
Advances 566,792,265       -                      566,792,265       500,965,801       -                      500,965,801       
Fixed assets 43,789,201         -                      43,789,201         41,391,887         -                      41,391,887         
Intangible assets 1,194,657           -                      1,194,657           1,173,561           -                      1,173,561           
Other assets 56,395,096         -                      56,395,096         63,805,253         -                      63,805,253         

871,021,690       714,188,317       1,585,210,007    767,796,575       621,695,481       1,389,492,056    
45.2.2 Foreign Exchange Risk

United States Dollar 29,147,140  54,998,521         26,118,156         266,775              37,157,343         42,132,440         2,867,376           (2,107,721)          
Sri Lankan Rupees (364,982)      -                      171,106              (193,876)             20,799,971         20,812,534         4,081,628           4,069,065           
Arad Emirates Dirham (116,907)      -                      -                      (116,907)             16,096,532         15,944,630         (6,012)                 145,890              
Euro 709,714       5,412,390           4,639,790           (62,885)               986,754              5,680,061           4,594,953           (98,354)               
Great Britain Pound Sterling 785,034       6,431,110           5,667,817           21,741                30,357                95                       (1,785)                 28,477                
Japanese Yen (90,824)        136                     103,369              12,410                1,422,161           5,850,621           4,397,825           (30,635)               
Other currencies 76,593         -                      25,692                102,285              633,556              313,362              (131)                    320,063              

30,145,769  66,842,157         36,725,930         29,542                77,126,674         90,733,743         15,933,854         2,326,785           

Banking book Trading book Banking book Trading book

Impact of 1% change in foreign exchange rates on 
4,275                  4,199                  4,005                  4,005                  

45.2.3 Equity position Risk

AFS HFT AFS HFT

Impact of 5% change in equity prices on 
-                      52,421                -                      20,861                

899,642              -                      1,085,907           -                      

Limit structure to manage Foreign exchange risk includingGap limits on different tenors in major currencies are in place to control risk. Group’s net open position and Foreign exchange
exposure limit (FEEL) is monitored and reported on intra-day and day end basis. Foreign exchange risk parameters including VaR is generated and monitored on daily basis. Stress
testing of foreign exchange portfolio and its reporting to senior management and RM&PRC of the Board is a regular feature.

2018 2017

2018

Off-balance sheet 
items

Net foreign 
currency 
exposure

Net foreign 
currency 
exposure

2018

2018 2017

(Rupees in '000)

 - Profit and loss account 
 - Other comprehensive income 

Group’s proprietary positions in the equity instruments exposes it to the equity price risk in its trading and Grouping books. Equity price risk is managed by applying trading limit, scrip-
wise and portfolio wise nominal limits. VaR analysis and stress testing of the equity portfolio are also performed and reported to senior management on daily basis. The stress test for
equity price risk assesses the impact of the fall in the stock market index using certain assumptions. In addition to this Stress Testing, historical scenario analysis on Equities is also
performed periodically as advised by the State Bank of Pakistan through Guideline on Stress Testing.

Foreign Currency 
Assets

Foreign Currency 
Liabilities

Off-balance sheet 
items

(Rupees in '000)

(Rupees in '000)

Foreign 
Currency 

Assets

 - Profit and loss account 

Foreign Currency 
Liabilities

2017

2017

The core objective of foreign exchange risk management is to ensure the foreign exchange exposure of the Group remain within defined risk appetite and insulate Group against undue
losses that may arise due to volatile movements in foreign exchange rates or interest rates.  

(Rupees in '000)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

Foreign exchange risk exposes the Group to changes in the values of current holdings and future cash flows denominated in currencies other than home currency due to the exchange 
rate fluctuation and volatility. The types of instruments exposed to this risk include investments in foreign branches, foreign currency-denominated loans, foreign currency-denominated 
deposits, future cash flows in foreign currencies arising from foreign exchange transactions, etc.                
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2018

President/Chief Executive Director  
Muhammad Ali Zeb

Director
Muhammad Tariq Rafi

Director
S. M. MuneerImran Maqbool

Chief Financial Officer
Hammad Khalid

  
Most business clients have either interest rate exposures arising from debt financing or currency exposures arising out of commercial transactions from import and export of 
goods. Businesses face the risk of sudden movements in interest rates or foreign exchange rates that may adversely affect their profitability. Group provides solutions to this 
problem through its derivatives desk in major types of derivative instruments i.e.; forwards, futures, swaps and options. As an Authorized Derivative Dealer (ADD), Group is 
an active participant in Derivative market and has flexibility in providing a broad range of derivatives products covering both hedging and market making to satisfy customers’ 
needs. As an ADD, the Group offers derivative products which are permitted under the Financial Derivative Business Regulations (FDBR) or as permitted by the State Bank 
of Pakistan. Before executing Derivative transactions, the Group ensures that the clients understand the risk and reward associated with the derivative being offered. 
Derivative transactions are executed  with appropriate clients only.

Risk management activities take place at the following different levels.

Strategic Level:  
By senior management Assets and Liabilities Management Committee (ALCO), Management Credit and Risk Committee (MC&RC) and the Board of Directors to institute a 
risk management framework and to ensure provision of all resources and support required for effective risk management on Group-wide basis. The Board provides the overall 
limits/thresholds for derivatives business.

Macro Level                 
By Treasury and FX Group and Risk Management Group, responsible for policy formulation, procedure development and implementation, monitoring and reporting. 

Micro Level:               
Treasury Derivatives and Structured Product Desk where risks are actually created and Treasury Operations for settlements of the transactions.

Derivative Risk Management caters the following risks:-

Market Risk arises from changes in market rates such as Interest Rates, Foreign Exchange Rates, Equity Prices, credit spreads and/or commodity prices as well as their 
correlations and volatilities resulting in a loss to earnings and capital. In line with SBP's regulatory guidelines, Group hedges back-to-back all option transactions with other 
financial institutions. Group minimizes the exchange rate risk on its Cross Currency Swap Portfolio by hedging the exposure in intergroup market. Group also manages interest 
rate risk on its Interest Rate Derivatives and Cross Currency Swaps through various sensitivity limits approved by ALCO. Marked to market positions and sensitivity of the 
derivatives transactions are monitored on regular basis. All individual deals are approved at the appropriate level of authority after analyzing the risk and benefits associated 
with the deals.

Credit risk is a probable risk of loss resulting from customer's inability to meet contractual obligation that may have adverse impact on Group's profitability. Group manages 
the risk by setting policies and limits for counterparty based on a pre-defined criteria linked with financial health of the customer. The exposure of each counterparty is 
monitored by  Risk Management Function of the Group on daily basis. 

Considering small Derivative portfolio, Group is not exposed to any liquidity risk. However; Group manages its liquidity risk through Group's Liquidity Risk Policy which is 
defined in relevant Liquidity Risk Section.              

Group has adequate system and controls for smooth execution of derivative transactions. Transactions are executed in line with well defined accounting and operational 
aspects to mitigate the operational risk. Policies and control functions are regularly reviewed on periodic basis. The Group uses a third party's Super Derivative System which 
provides front end sales and structuring capabilities, end to end valuation solutions, risk management systems, back end processing and provides analytical tools to measure 
various risk exposures and carry out sensitivity analysis. 

The Group uses a third party's Super Derivative System which provides front end sales and structuring capabilities, end to end valuation solutions, risk management systems, 
back end processing and provides analytical tools to measure various risk exposures and carry out sensitivity analysis.

The goal of asset/liability management (ALM) is to properly manage the risk related to changes in interest rates, the mix of balance sheet assets and liabilities, the holding of 
foreign currencies, and the use of derivatives. Due to thin liquidity in the derivative market, interest rate derivatives are not actively used to manage/alter the interest rate risk 
profile of the Group.

Accounting policy has been disclosed in the note 5.

 

46.1 The Board of Directors in its meeting held on February 20, 2019 has announced a final cash dividend in respect of the year ended December 31, 2018 of Rs.4.00 per 
share (2017: Rs. 4.00 per share). These consolidated financial statements for the year ended December 31, 2018 do not include the effect of these appropriations which 
will be accounted for subsequent to the year end.

46.2 The Government has announced 4% Super tax for the Tax year 2018 (accounting year ended December 31, 2017) after year end though not yet approved. These 
consolidated financial statements for the year ended December 31, 2018 do not include the impact of Super tax announced  for tax year 2018.

Figures have been rounded off to the nearest thousand of rupees unless otherwise stated.

Under BPRD circular No.2 dated January 25, 2018 'Revised Forms of Annual Financial Statements' comparative information has been reclassified, rearranged in these 
consolidated financial statements for the purposes of better presentation. However, no significant reclassifications have been made in these consolidated financial 
statements.

These consolidated financial statements were authorized for issue by the Board of Directors of the Group in their meeting held on February 20, 2019.         
                                                            
         

45.5 Derivative Risk

46 EVENTS AFTER THE REPORTING DATE

47 GENERAL

48 DATE OF AUTHORIZATION FOR ISSUE
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All trades in shares carried out by Directors, CEO, CFO, Company Secretary, Executives, their spouse(s) and Minor Children during the
year 2018 are given as under:

Name  Status No. of shares Purchase/ Sale/ Transfer

Nor Hizam Bin Hashim  Director  500 Purchased 

Muhammad Tariq Rafi  Director  96,700  Sold 

Saeeda Perveen  Spouse of Director  2,147,186  Gifted 

Yahya Saleem  Director  500  Purchased 

Saira Shafi  Spouse of Executive 3,000  Purchased 

Saira Shafi  Spouse of Executive  3,000  Sold 

Salman Khalid Butt  Director  1,000  Purchased 
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