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INDEPENDENT AUDITOR’S REPORT TO THE BOARD OF SUPERVISORS

We have audited the accompanying financial statements of Pashtany Bank ("the Bank"), which comprise
the statement of financial position as at December 20, 2012, and the income statement, statement of
comprehensive income, statement of changes in equity and statement of cash flows for the nine months
then ended, and a summary of significant accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards, the requirements of the Law of Banking in
Afghanistan and directives issued by the Da Afghanistan Bank (DAB), and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that
we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgement, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity's preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our qualified audit opinion.
Basis for Qualified Opinion

1. 'Property and equipment' and 'Investment Property' having cost Afn. 2,071.01 million and Afn.
1,035.78 million respectively, include an amount of Afn. 1,195.66 million recognized in the
financial statements (Afn. 318.34 million in Income statement and Afn. 877.32 million in Statement o™
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of Changes in Equity) related to the revaluation of its land and building during the year ended
March 20, 2012. However, the related revaluation report and the surplus/gain on revaluation has still
not been approved by Da Afghanistan Bank (DAB) for incorporation in the financial statements
which is in contravention of DAB Circular/letter no. 429/419 dated June 18, 2009 (30-03-1388) that
requires the bank to state the properties at cost unless DAB has given specific approval for
revaluation and incorporation of surplus in the books of accounts. Had the surplus/gain on
revaluation been not included in the Retained earnings and Statement of Changes in Equity, the
retained earnings would have increased from Afn. (3,753.80) million to Afn. (4,072.13) million and
Statement of Changes in Equity balance would have reduced from Afn. 1,059.88 million to Afn.
182.26 million respectively.

2. Impairment allowance provided by the bank generally against loans and advances is not in
accordance with the relevant rules and regulations of Da Afghanistan Bank (DAB). Had the bank
provided allowance for impairment in accordance with DAB rules, the allowance for impairment
would have been higher by Afn. 324.833 million and resultantly, net loss for the year and carrying
value of loans and advances been increased and decreased by the said amount respectively. In
addition, we were unable to verify the difference of Afn 24.703 Million in loan written-off charged
during the period due to non-availability of supporting documents.

3. The bank owns investment properties amounting to Afn. 1,035.78 million (March 20, 2012: Afn.
580.76 million) which is in contravention of the requirements of Article 34 'Prohibited Activities' of
Law of Banking of Afghanistan which prohibits banks from engaging in such type of business
activities.

4. Deferred tax liability amounting to Afn 116.91 million remained unverified due to non-availability
of any supporting documentation. Furthermore, management has not recognized deferred tax
liability amounting to Afn. 175.46 million even during the current period relating to the surplus
recognized on revaluation of land and building during the year ended March 20, 2012 in
contravention of the recognition requirements of International Accounting Standard (1AS) 12
'Income Taxes' which requires that 'a deferred tax liability shall be recognized for all taxable
temporary differences'. Had the deferred tax liability been recognized in the financial statements the
net loss for the year would have increased by the said amount with a corresponding increase of same
amount in deferred tax liability. Further, deferred tax implications of the taxable temporary
differences and deductible temporary and permanent differences on property and equipment,
impairment of loans and advances, carried forward losses and pension payable have not been
accounted for in the financial statements as required by the said IAS. We were unable to quantify the
financial impact of this on financial statements due to unavailability of information.

5. 'Balances with other banks' (Note 5) include balance of Afn. 82.60 million (March 20, 2012: Afn
107.46 million) with Bank of Credit and Commerce International (BCCI) London. This is thw
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remaining balance with BCCI as at December 20, 2012 after taking into account all the subsequent
disbursements by BCCI since its bankruptcy on July 21, 1992. As per correspondence from Afghan
National Credit and Finance Limited (holding power of attorney for pursuing bank's claims) this
amount is no longer recoverable. Had this amount been written off the net loss for the year would
have increased and balances with other banks balance would have decreased by the said amount.

6. Impairment test of financial asset 'Investment in Equity Instruments' (Note 6.2 to the financial
statements) as required by International Accounting Standard (IAS) 39 'Financial Instruments:
Recognition and Measurement' was not carried out. We therefore, are not in a position to ascertain
whether carrying amounts of 'Investment in Equity Instruments' of the bank are not stated in excess
of their recoverable amount as at December 20, 2012.

7. 'Interbank balance accounts' (included within 'Other liabilities' (Note 15)) includes movements
during the year amounting to Afn. 149.82 million (March 20, 2012: Afn. 565.00 million). We have
been unable to verify these movements and consequently the closing balance as at December 20,
2012 amounting to Afn. 154.10 million (March 20, 2012: Afn. 4.28 million) as no details of the
transactions and related supporting documentation has been made available to us by the
management.

8. Reconciliation of operating fixed assets accounts in the general ledger has not been carried out with
the fixed assets register as a result of which large differences have been observed in the written
down value, accumulated depreciation and depreciation for the year figures. The management has
been unable to justify these differences. The details of the figures as per 'Fixed Assets Register’ and
the 'General ledger' along with the differences are as under:

Figure as per 'Fixed Figure as per Difference
Particulars Assets Register’ 'General Ledger' (Afn'000'.)
(Afn'000'.) (Afn'000'.)
Opening written down value 56,414 51,268 5,146
Opening accumulated depreciation 41,298 46,444 (5.146)
Closing accumulated depreciation 50,170 55,316 (5.146)
Closing written down value 58,020 52,874 5,146

9. We have not observed the counting of cash in hand stated at Afn. 1,267.33 million as at December
20, 2012 since that date was prior to our appointment as auditors. We have been unable to satisfy

ourselves as to cash in hand balance at that date by alternate audit procedures. ,l"
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Qualified Opinion

In our opinion, except for the effects of the matters described in the Basis for Qualified Opinion
paragraph, the financial statements present fairly, in all material respects, the financial position of the
bank as at December 20, 2012, and its financial performance and its cash flows for the nine months then
ended in accordance with International Financial Reporting Standards (IFRSs), the Law of Banking in
Afghanistan and directives jss v ”\ip'a Afghanistan Bank (DAB).

Ny

Auditors & Business Advisors < Ty pais
January 28, 2014 :
Kabul
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Pashtany Bank
Statement of Financial Position
As at December 20, 2012

December 20 March 20
Note 2012 2012
AFN '000' AFN '000'
Assets
Cash and Balances with Da Afghanistan Bank (DAB) 4 9.517,322 8,082,720
Balances with other banks 5 894,469 1,182,367
Investments - Net 6 131,041 39,758
Loans and advances 7 1,561,150 3,119,839
Property and equipment 8 1,942,910 2,409,651
Intangible assets 9 15,339 20,631
Investment property 10 1,035,785 580,762
Advance income tax 43,195 24,823
Other assets 11 176,792 499471
Total assets 15,318,003 15,960,022
Liabilities
Deposits from banks 12 41,111 22,853
Deposits from customers 13 13,704,860 12,909,704
Deferred tax liabilities 14 116,912 116,912
Other liabilities 15 395,532 187,116
Total liabilities 14,258,415 13,236,585
Equity
Share capital 16 2,500,000 2,500,000
Accidental reserves 17 500,000 500,000
Legal reserves 18 466,650 375,782
Retained earnings (3.753,798) (1,998.395)
Surplus on revaluation of property and equipment 19 1,344,973 1,344,973
Exchange translation reserve 1,762 1,077
Total equity 1,059,588 2,723,436
Total liabilities and equity 15,318,003 15,960,022

Contingencies and Commitments

The annexed notes 1 to 32 form an integral part of these financial statements.
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Pashtany Bank
Income Statement / Statement of Comprehensive Income
For the nine months ended December 20,2012

For the Nine For the
Months ended year ended
December 20 March 20
Note 2012 2012
AFN '000' AFN '000"
Interest income 20 228,711 347,573
Interest expense 20 (132,587) (159,674)
Net interest income 96,124 187,899
Fee and commission income 21 20,631 27,676
Foreign exchange loss (67,948) (13,064)
Other operating income 22 168,577 562,867
Operating income 217,384 765,378
Gain arising from change in fair value of investment property 10 - 318,340
Net impairment loss on loans and advances 743 (1,746,920) (1,905,115)
Personnel expenses 23 (100,499) (123,815)
Depreciation 8.1 (24,948) (29,407)
Amortization 9 (7,379) (7,265)
Other expenses 24 (84,320) (104,454)
Loss before income tax (1,746,682) (1,086,338)
Taxation 25 (8,720) (3,497)
Net Loss for the year (1,755,402) (1,089,835)
Other comprehensive income - -
Total comprehensive income (1,755,402) (1,089,835)

The annexed notes 1 to 32 form an integral part of these financial statements.




Pashtany Bank

Statement of Cash Flows
For the nine months ended December 20, 2012

For the Nine For the
Months ended year ended
December 20 March 20
Note 2012 2012
AFN '000' AFN '000'
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss for the period / year (1,755,402) (1,086,338)
Adjustment for :
Depreciation 8.1 24,948 29,407
Amortization 9 7,379 7,265
Net impairment loss on loans and advances 7 1,746,920 1,905,115
Gain arising from change in fair value of investment property 10 - (318,340)
Dividend received R (2,246)
Exchange loss 67,948 13,064
1,847,195 1,634,265
Cash flow before working capital changes 91,793 547,927
Working Capital Changes
(Increase) / Decrease in loans and advances 7 (188,231) (228,043)
(Increase) / Decrease in other assets 11 322,679 112,804
Increase / (Decrease) in deposits from banks 12 18,258 (2,729)
Increase / (Decrease) in deposits from customers 13 795,156 1,323,546
Increase / (Decrease) in other liabilities 15 208,416 (527,092)
1,156,278 678,487
Cash generated from operations 1,248,071 1,226,414
Tax paid (8,720) (3,497)
Employees welfare fund paid (1,852) (318)
Staff pension paid (475) (35,495)
Net cash from operating activities 1,237,024 1,187,104
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of Operating fixed assets 8.1 (13,230) (18,759)
Acquisition of Intangible assets (2,087) (20,485)
Acquisition of investment - net of interest (7,055) -
Dividend received - 2,246
Net cash used in investing activities (22,372) (36,998)
CASH FLOWS FROM FINANCING ACTIVITIES - -
Increase in cash and cash equivalents 1,214,652 1,150,106
Cash and cash equivalents at the beginning of the year 4 9,265,087 8,128,044
Effect of exchange differences on cash and cash equivalents (67,948) (13,064)
Cash and cash equivalents at the end of the year 4 10,411,791 9,265,087
DEFINITION OF CASH AND CASH EQUIVALENTS
Cash for the purposes of statement of cash flows consists:
Cash and Balances with Da Afghanistan Bank (DAB) 9,517,322 8,082,720
Balances with other banks 894,469 1,182,367
10,411,791 9,265,087
The annexed notes 1 to 32 form an integral part of these financial statements. /
o
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Pashtany Bank
Notes to the financial statements
For the nine months ended December 20, 2012

01. STATUS AND NATURE OF BUSINESS

Pashtany Bank (the Bank) was registered with Afghanistan Investment Support Agency (AISA) on 26 June 2004. On 26
June 2004 the bank received formal commercial banking license from Da Afghanistatan Bank (DAB), the Central Bank in
Afghanistan, to operate nationwide.

The Bank is a Limited Liability Company and is incorporated and domiciled in Afghanistan. The Principal business place
of the Bank is at Muhammad Jan Khan Watt, Kabul, Afghanistan.

The Bank has been operating as one of the leading commercial banking service provider in Afghanistan. The Bank has
Twenty One branches (2011: Twenty One branches) in operation.

02. STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION

These financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS), the
Law of Banking in Afghanistan and directives issued by Da Afghanistan Bank (DAB). Whenever, the requirements of the
Law of Banking in Afghanistan differs with the requirements of IFRS, the requirement of the Law of Banking in
Afghanistan and directives issued by Da Afghanistan Bank (DAB) takes precedence.

These financial statements have been prepared using accrual basis of accounting under the historical cost convention
except for the following material items in the statement of financial position:

- Financial Instruments designated as available for sale are measured at fair value (Note: 3.3(d)).

The financial statements comprise statement of financial position, income statement, statement of comprehensive income
as a single statement, statement of changes in equity, statement of cash flows and the accompanying notes.

The Bank classifies its expenses by the "function of expense" method.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates, It
also requires management to exercise its judgment in the process of applying the Bank's accounting policics. The areas
involving a higher degree of judgment or complexity, or areas where assumptions and estimates are significant to the
financial statements are disclosed in Note: 3.19.

In accordance with the Decision No. 3278/2420 of the Board of Da Afghanistan Bank (DAB) dated 02 October 2012 (11
Meezan 1391) which states that "The change in financial year has been ordered by International Monetary Fund (IMF) and
consquently changed the financial year of Islamic Republic of Afghanistan”, Bank has decided to change its financial year
from March 20th to December 20th,

2.1 New accounting standards and IFRS interpretations that are not yet effective

Effective from accounting period
beginning on or after

Other Comprehensive Income July 01, 2012
Amendments to TAS 01- Presentation Financial Statements - Clarificafion of —~ ™"~~~ "~ -~ -— — —=—-—-
s LA ol N R e DN S e, 2013
cumendments fo IAS 16- Property, Plant and Equipment - Classification servicing ____ January 01,2013
R e Jomipry 01 203
Amendments to 1AS 32- Financial Instruments: Presentation - Tax T AR S e e
distribution to holders of an equity instruments, and transaction costs of an equity January 01, 2013

Amendments to IAS 34- Interim Financial Reporting - Interim reporting of segment
information for total assets and total liabilities January 01, 2013



11113§29:£i£*a£‘z"a_1lﬂiff."E‘E"E___-_-___-_._-_-_________-____.__iazlim;yj!,_qui _____
IFRS 10- Consolidated Financial Statements s iapu_ar_y_()l_ZQ -
RS Y- Tl Ao~ e January 01,2013
IFRS 12- Disclosure of Interests in Ofher Enfigies ~—~ "~~~ """~ = —-—-—- January 01, 2013

10 and IFRS 11 January 01, 2013
IAS 28 (Revised 201 1)- Investments in Associaics and Jomt Venturesduetonon- o~
adoption of IFRS 10 and IFRS 11 January 01, 2013

The accounting policies set out below have been applied consistently to all the periods presented in these financial
statements.

31 Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents comprises balances with less than three months
maturity from the date of acquisition including cash in hand, unrestricted balances with Da Afghanistan Bank (DAB) and
balances with other banks,

A Financial Instruments

Financial assets and liabilities are recognized when the Bank becomes a party to the contractual provisions of the
instruments, and derecognized when the Bank loses control of the contractual rights that comprise the financial assets, and
in case of the financial liabilities when the obligation specified in the contract is discharged, cancelled or expired. All
financial assets and liabilities are initially measured at cost, which is the fair value of the consideration given and received
respectively. These are subsequently measured at fair value, amortized cost or costs, as the case may be. Any gain or loss
on dercognition of financial assets and liabilities is included in income for the year.

Transaction costs that are directly attributable to the acquisition or issue of financial assets and financial liabilities (other
than financial assets or financial liabilities at fair value through profit or loss) are added to or deducted from the fair value
of the financial assets or financial liabilities, as appropriate, on initial recognition. Transaction costs directly attributable to
the acquisition of financial assets and financial liabilities at fair value through profit or loss are recognized immediately in
profit or loss.

3.3 Financial Assets

The Bank classifies its financial assets in four categories: at fair value through profit or loss, loans and receivables, held to
maturity and available for sale investments. The classification depends on the purpose for which the financial assets were
acquired. Management determines the classification of its financial assets at initial recognition.

a) Financial assets at fair value through profit or loss

Financial assets are classified as at fair value through profit or loss when the financial asset is either held for trading or it
is designated as at fair fair value through profit or loss.

A financial asset is classified as held-for-trading if it is acquired principally for the purpose of selling in the short term or
it is part of a portfolio of identified financial instruments that are managed together and for which there is evidence of a
recent actual pattern of short-term profit-taking.

b) Loans and receivables

Loans and receivables are non-derivatives financial assets with fixed or determinable payments that are not quoted in an
active market, other than:

1) those that the entity intends to sell immediately or in the short term, which are classified as held for trading, and
those that the entity upon initial recognition designates as at fair value through profit and loss;

i) those that the entity upon initial recognition designates as available for sale; or

iif) those for which the holder may not recover substantially all of its initial investment, other than because of credit
deterioration. Cash and balances with Da Afghanistan Bank (DAB), balances with banks and receivables from
financial institution, loan and advances to customers and security deposits and other receivables are classified under
this category.



c) Held-to-maturity financial assets

Held-to-Maturity investments are non-derivative financial assets with fixed with fixed or determinable payments and fixed

other than an insignificant amount of held-to--maturity financial assets before its maturity, the entire category would be
reclassified as available for sale. Short term placements are classified under this category.

d) Available-for-sale financial assets

Available-for-sale assets are those intended to be held for an indefinite period of time, which may be sold in response to
need for liquidity or changes in interest rates, exchange rates or equity prices. Available-for-sale financial assets (AFS) are
non-derivatives that are either designated as AFS or are not classified as (i) loans and receivables, (ii) held-to-maturity
investment or (iii) financial assets at fair value through profit or loss.

Regular-way purchases and sales of financial assets at fair value through profit or loss, held-to-maturity and available for
sale are recognized on trade-date the date on which the Bank commits to purchase or sell the asset.

Financial assets are initially recognized at fair value plus transaction costs for all financial assets not carried at fair value
through profit or loss. Financial assets carried at fair value through profit or loss are initially recognized at fair value, and
transaction costs are expensed in the statement of comprehensive income. Financial assels are derecognized when the
rights to receive cash flows from the financial assets have expired or where the Bank has transferred substantially all risks
and rewards of ownership. Available-for-sale financial assets and financial assets at fair value through profit or loss are
subsequently carried at fair value. Loans and receivables and held-to-maturity investments are carried at amortized cost
using the effective interest method.

Gains or losses arising from changes in the fair value of the "financial assets at fair value through profit or loss category
are presented in the statements of comprehensive income as a part of other income in the period in which they arise. Gains
and losses arising from changes in the fair value of available-for-sale financial assets are recognized directly in other
comprehensive income, until the financial asset is derecognized or impaired.

The fair value of AFS monetary financial assets denominated in a foreign currency is determined in that foreign currency
and translated at the spot rate prevailing at the end of the reporting period. The foreign exchange gain and losses that are
recognized in profit or loss are determined based on the amortized cost of the monetary asset. Other foreign exchange
gains and losses are recognized in other comprehensive income.

3.4 Impairment of financial assets
a) Assets carried at amortized cost except for loans and advance

The Bank assesses at each balance sheet date whether there is objective evidence that a financial asset or group of assets is
impaired. A financial asset or group of financial assets is impaired and impairment losses are incurred only if there is
objective evidence of impairment as a result of one or more events that occurred after the initial recognition of the asset (a

'loss event') and that loss event (or events) has an impact on the estimated future cash flows of the financial asset or group
of financial assets that can be reliably estimated.

The criteria that the Bank uses to determine that there is objective evidence of an impairment loss include:

- Delinquency in contractual payments of principal or interest;

- Cash Flow difficulties experienced by the borrower (for example, equity ratio, net income percentage of sales);
- Breach of loan covenants or conditions;

- Initiations of bankruptcy proceedings;

- Deterioration of the borrower's competitive position: and

- Deterioration below investment grade level.

The amount of the loss is measured as the difference between the asset's carrying amount and the present value of
estimated future cash flows (excluding future credits losses that have been incurred) discounted at the financial asset's
original effective interest rate. The carrying amount of the asset is reduced through the use of an allowance account and
the amount of the loss is recognized in the income statement.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an
event occurring after the impairment was recognized (such as an improvement in the debtor's credit rating), the previously
recognized impairment loss is reversed by adjusting the allowance account. The amount of the reversal is recognized in the



b)  Loans and advances to customers

These are stated net of general provisions on loan and advances considered "Standard" and specific provisions for non-
performing loans and advances, if any. The outstanding principal of the advances are classified in accordance with the
Classification and Loss Reserve Requirement(CLRR) issued by DAB.

i) Standard: These are loans and advances, which are paying in a current manner and are adequately protected by
sound net worth and paying capability of the borrower or by the collateral, if any supporting it. A general provision
is maintained in the books of account @1% of value of such loans and advances.

ii)  Watch: These are loans and advances, which are adequately protected by the collateral, if any supporting it, but are
potentially weak. Such advances constitute an unwarranted credit risk, but not to the point of requiring a
classification of Substandard. further, all loans and advances which are past due by 31 to 60 days for principal or
interest payment are classified as Watch, A provision is maintained in the books of account @5% of value of such
loans and advances.

iii) Substandard: These are loans and advances, which are inadequately protected by current sound net worth and
paying capacity of the borrower or by the collateral , if any, supporting it. Further, all loans and advances which are
past due by 61 or 90 days for principal or interest payments are also classified as Substandard. A provision is
maintained in the books of account @25% of value of such loans and advances.

iv)  Doubtful: These are loans and advances, which can be classified as Substandard and have added characteristic that
these weaknesses make collection or liquidation in full, on the basis of current circumstances and values, highly
questionable and improbable. further, all loans and advances which are past due by 91 to 180 days for principal or
interest payments are also classified as Doubtful. A provision is maintained in the books of account @50% of value
of such loans and advances.

v)  Loss: These are loans and advances, which are not collectable and or such little value that in continuance as a
bankable asset is not warranted. Further, all loans and advances which are past due over 180 days for principal or
interest payments are also classified as Loss, A provision is maintained in the books of account @100% of value of
such loans and advances and then these loans are charged off and the reserve for losses is reduced immediately upon
determination of Loss status.

¢)  Assets classified as available for sale

The Bank assesses at each balance sheet date whether there is objective evidence that a financial asset or group of
financial assets is impaired in the case of equity securities classified as available for sale, a significant or prolonged
decline in the fair value of the security below its cost is considered as an indicator that the securities are impaired. If any
such evidence exists for available for sale financial assets, the cumulative loss - measured as the difference between the
acquisition cost and the current fair value » less any impairment loss on those financial assets previously recognized in the
statements of comprehensive income is removed from equity and recognized in the statement of comprehensive income.

recognized in the statement of comprehensive income, the impairment loss is reversed through the statement of
comprehensive income, related to an event occurring after the impairment loss was recognized.

3.5 Financial liabilities
The Bank classifies its financial liabilities in following categories;
a)  Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss are financial liabilities held for trading. A financial liability is
classified in this category if incurred principally for the purpose of trading or payment in the short term. Derivatives (if
any) are also categorized as held for trading unless they are designed as hedges.

b)  Other financial liabilities measured at amortized cost

statements.



3.6 Impairment of non-financial assets

Non-financial assets that have an indefinite useful life are not subject to amortization and are tested annually for
impairment. Non-financial assets that are subject to depreciation /amortization are reviewed for impairment whenever
events or changes in circumstances indicates that the carrying amount may not be recoverable. An impairment loss or
reversal of impairment loss is recognized in the statement of comprehensive income. An impairment loss is recognized for
the amount by which the asset's carrying value exceeds its recoverable amount. The recoverable amount is the higher of an
asset's fair value less costs to sell and value in use. For the purpose of assessing impairment, assets are grouped at the
lowest level for which there are separately identifiable cash flows. (cash-generating units)

3.7 Offsetting

Financial assets and liabilities are set off and the net amount presented in the statement of financial position when, and
only when, the Bank has a legal right to set off the amounts and intends either to settle on a net basis or to realize the asset
and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted by the accounting standards, or for gain and losses
arising from a group of similar transactions.

3.8 Investments

Classification of investment is made on the basis of intended purpose for holding such investment.
Management determines the appropriate classification of investments at the time of purchase and re-evaluates such
designation on regular basis.

Investments in associated are initially recognized at cost, being the aggregate of fair value at the date of acquisition and
any cost attributable. Investments are subsequently carried at cost less impairment losses, if any.
At inception management classifies investments in one of the following categories:(detailed explained in Note:3.3(a),(c
)&(d))

- Investment at fair value through profit or loss

- Held to maturity

- Available for sale
Investments with no active market (unquoted) are valued at higher of cost and breakup value. Breakup value of equity
instruments is calculated with reference to net assets as per the audited financial statements of the company in which the
investment has been made. Investments in associates are initially recognized at cost, being the aggregate of fair value at
the date of acquisition and cost directly attributable to the acquisition. Investments are subsequently carried at cost less
impairment losses, if any. Foreign exchange difference on investment in associates is recognized in equity.

3.9 Loans and advances

Loans and advances initially measured at fair value plus incremental direct transaction cost and subsequently measured at
their amortized cost using the effective interest method. Determination of allowance for impairment, reserve for losses and
non-accrual status cases is made in accordance with the regulations issued by Da Afghanistan Bank (DAB).

3.10 Property and equipment

These are stated at historical cost less accumulated depreciation and impairment, if any, except capital work in progress
which is stated at cost. Historical cost includes expenditures that is directly attributable to the acquisition of the asset.

Subsequent costs are included in the asset's carrying amount or recognized as a separate asset, as appropriate, only when it
is probable that future economic benefits associated with the item will flow to the Bank and the cost can be measured
reliably. The carrying value of the replaced part is derecognized. All other repair and maintenance are recognized in the
statement of comprehensive income during the financial period in which they are incurred.

Depreciation is recognized in income statement on a straight line basis over the estimated useful lives of each part of an
item of property and equipment since this most closely reflects the expected pattern of consumption of the future economic
benefits embodied in the asset. Leased assets under finance lease are depreciated over the shorter of the lease term and
their useful lives. Land is not depreciated. Land and building revaluation has been de-recognized during the current period.

The estimated useful lives for the current and comparative period are as follows:
- Building 50 years
- Furniture and fixtures 4-20 years
- Electric equipment 17 years
- Computer equipment 3 years
- Vehicles 5 years



Depreciation methods, useful lives and residual value are reassessed at each financial year end and adjusted, if appropriate.

Gains and losses on disposal of property and equipment are determined by comparing proceeds with the carrying amount.
These are included in other income in the income statement.

When the use of property changes from owner-occupied to investment property, the property is remeasured to fair value
and reclassified as investment property. Any gain arising on remeasuerment is recognized in profit or loss to the extent that
it reverses a previous impairment loss on the specific property, with any remaining gain recognized in other
comprehensive income and presented in revaluation reserve in equity. Any loss is recognized immediately in income
statement.

3.11 Intangible assets

Intangible assets are capitalized only to the extent that the future economic benefits can be derived by the Bank having
useful life of more than one year. Intangible assets are stated at cost less accumulated amortization. Amortization charged
to income applying straight line method.

Acquired computer software is capitalized on the basis of costs incurred to acquire and bring to use the specific software.
These costs are amortized over their estimated useful life of 03 years.

3.12 Investment properties

Investment properties are properties which are held to earn rental income or for capital appreciation or for both.
Investment properties are stated at their fair values. The fair values are based on the market values, being the estimated
amount for which the property could be exchanged on the date of valuation between a willing buyer and a willing seller in
an arm's length transaction after proper marketing wherein the parties had each acted knowingly, prudently and without
compulsion.

Any gain or loss arising from a change in fair value is recognized in the income statement. Rental income from investment
property is accounted for on straight line basis over the term of the lease. Lease incentives granted are recognized as an
integral part of the total rental income, over the term of the lease.

When the use of a property changes such that it is reclassified as property and equipment, its fair value at the date of
reclassification becomes its cost for subsequent accounting.

3.13 Deposits

Deposits are the bank's source of funding. Deposits are initially measured at fair value plus incremental direct transaction
costs, and subsequently measured at their amortized cost using effective interest method, except where the bank choose to
carry the liabilities at fair value through income statement.

3.14 Taxation
Current
The current income tax is calculated in accordance with the Income Tax Law, 2009. Management periodically
evaluates position taken in tax return with respect to situation in which applicable tax regulation is subject to
interpretation and establishes provision where appropriation the basis of amounts expected to be paid to the tax
authorities.

Deferred

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities in the
financial statements and the corresponding tax bases used in the computation of taxable profit. Deferred tax
liabilities are generally recognized for all taxable temporary differences. Deferred tax assets are generally for al
deductible temporary differences to the extent that it is probable that the taxable profits will be available against
which those deductible temporary s can be utilized. Such deferred tax assets and liabilities are not recognized if the
temporary difference arises from the initial recognition of other assets and liabilities in a transaction that effect
neither the taxable profit nor the accounting profit.

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

Deferred tax liabilities and assets are measured at the tax rates that are expected to apply in period in which the
liability is settled or the asset realized.. based on tax rates (and tax laws) that have been enacted or substantively
enacted by the end of reporting period. The measurement of deferred tax liabilities and assets reflects the tax
consequences that would flow from the manner in the Bank expects, at the end of the reporting period, to recover or
settle the carrying amount of its assets and liabilities,



3.15 Revenue recognition

a)  Interest income and expenses for all interest bearing financial instruments, except for those classified as held for
trading or designated at fair value through profit or loss, are recognized within "interest income " and "interest
expense” in the statement of comprehensive income using the effective interest rate method.

The effective rate of interest method is a method of calculating the amortized cost of a financial asset or a financial
liability and of allocating the interest income or expense over the relevant period. The effective interest rate is the
rate that exactly discounts estimated future cash payments or receipts through the expected life of the financial
instrument or, when appropriate, a shorter period to the net carrying amount of the financial asset or financial
liability. When calculating the effective interest rate, the Bank estimates cash flows considering all contractual terms
of financial instrument but does not consider future credit losses.

b)  Due but unpaid interest income is accrued on overdue advances for periods up to 90 Days in compliance with the
Banking regulations issued by DAB. After 90 days, overdue advances are classified as non-performing loans and
further accrual of unpaid interest income ceases.

¢)  Gains and losses on disposal of property and equipment are recognized in the period in which disposal is made.

d)  Fees and commission income and expenses are recognized on an accrual basis when the service has been provided /
received.

e)  Fees and commission income that are integral part to the effective interest rate on financial assets and financial
liabilities are included in the measurement of effective interest rate. Other fees and commission expenses related
mainly to the transactions are service fee, which are expensed as the services are received.

3.16 Foreign currency transaction and translation

a)  Functional and presentation currency
Items included in the financial statements of the Bank are measured using the currency of the primary economic
environment in which the entity operated (the functional currency), which is Afghani(AFN),

b)  Transactions and balances
Foreign currency transactions are translated into functional currency using the exchange rate prevailing a the date of
the transaction. Foreign currency assets and liabilities are translated using the exchange rate at the balance sheet
date. Foreign exchange gains and losses resulting from the settlement of such transactions and from the translation at
period end exchange rates of assets and liabilities denominated in foreign currencies are recognized in income
currently.

USD Eurc Sterling  Pak. Rupee

The exchange rate for following currencies against AFN were:
As at December 20, 2012 52.14 68.65 83.55 0.5339
As at March 20, 2012 49.40 64.88 77.63 0.54

3.17 Provisions

Provisions are recognized when there are present, legal or constructive obligations as a result of past events; it is probable
that an out flow of resources embodying economic benefits will be required to settle the obligation; and a reliable estimate
of the amounts can be made. Provisions for guarantee claims and other off balance sheet obligations is recognized when
intimated and reasonable certainty exists to settle the obligations.

3.18 Employees benefits

The banks operates pension sceme for its employees. Contributions to the scheme are made by the employees and the
bank. An employee contributes 3% of Net salary and educational allowance of Afn 200 on monthly basis, while the bank
contributes 8% of the budgeted salary on yearly basis.

Pension is payable after the retirement on monthly basis in accordance with the following rates depending upon the
completed years of service. Pension is payable to spouse incase of death of employee upto the later eldest achieves the age
of 18 years or completing education.



Completed years of service Pension Payable

1-5 years 2 months last drawn gross salary

6-9 years 3 months last drawn gross salary

10 years 3 months last drawn gross salary and 40% of last drawn gross salary
in addition to it.

Above 10 years In addition to the pension payable for 10 years, 2% of the last drawn

gross salary for each completed year of service above ten years.

3.19 Use of critical accounting estimates and judgments

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next
inancial years. Estimates and judgments are continually evaluated based on historical experience and other factors,

a)  Provision for loan losses

The Bank reviews loan to customer balances quarterly for possible impairment and records the provisions for possible ioan
losses as per the Bank's policy and in accordance with DAB regulations as disclosed in Note: 7. The Bank maintains a
general provision of 1% against outstanding loan and advances to customers as at the year end.

b)  Provision for income taxes

The Bank recognizes tax liability in accordance with the provisions of Income Tax Law 2009. The final tax liability is
dependent on assessment of Ministry of Finance, Afghanistan,

¢)  Useful life of property and equipment and intangible assets

The Bank reviews the useful life and residual value of property and equipment and intangible assets on regular basis. Any
change in estimates may effect the carrying amounts of the respective items of property and equipment and intangible
assets with a corresponding effect on the depreciation / amortization charge.

d)  Held to maturity investments

The Bank follows the IAS 39 guidance on classifying non-derivatives financial assets with fixed or determinable payments
and fixed maturity as held to maturity. This classification requires significant judgment, the Bank evaluates its intention
and ability to hold such investment to maturity.



Pashtany Bank
Notes to the financial statements
For the nine months ended December 20, 2012

December 20 March 20
Note 2012 2012
AFN '000' AFN '000
4.0 CASH AND BALANCES WITH DA AFGHANISTAN BANK (DAB)
Cash in hand 1,267,331 1,001,128
Balance with Da Afghanistan Bank:
Local Currency:
- Deposit accounts 99,110 823,544
- Required reserve account 4.1 1,072,513 891,372
- Current accounts 427,723 1,510,126
1,599,346 3,225,042
Foreign Currency:
- Current accounts 1515421 1,101,738
Placements:
- Capital Notes 4.2 5,135,225 2,754,812
9,517,322 8,082,720

4.1 Required reserve account is being maintained with DAB which is denominated in AFN to meet minimum
reserve requirement in accordance with Article 3 "Required Reserve regulations" of the Banking regulations

4.2 This represents capital notes issued by DAB up to a six months (20 March 2012: six months) carrying coupon
interest at rate ranging from 3.22% p.a. to 3.38% p-a. (20 March 2012: 3.22% p-a. to 3.44% p.a.)
5.0 BALANCES WITH OTHER BANKS
In Afghanistan
Current accounts 4,352 3,753
Outside Afghanistan
Current accounts 888,516 1,176,987
Deposit accounts J.1 1,602 1,627
894,469 1,182,367
5.1 These represent term deposits made in MCB Bank Limited having maturity up to a maximum of 12 months

(20 March 2012: 12 months) and carry interest rate at 4.1% per annum (20 March 2012: 4.1% per annum).

6.0 INVESTMENTS - NET

Investment in associated companies: 6.1
Balance at beginning of year 12,350 11,343
Exchange gain transferred to Exchange translation reserve 685 1,007
Balance at end of year 13,035 12,350
Investment in equity instruments 6.2 101,455 10,587
Held-to -Maturity 6.3 16,551 16,821
131,041 39,758
6.1 The Bank has made investment of USD 250,000 in Afghanistan Payment System (APS) LLC during the year
1389. The Bank currently holds 33.33% shares in the company. As per the Articles of Association of the

investee company, its shares cannot be sold or transferred or offered to the public.



Pashtany Bank
Notes to the financial statements
For the nine months ended December 20, 2012

6.2 Investment in equity instruments
Bank-e-Milli Afghan
Afghan National Insurance Company
Shirkat-e-Ariyana
Hotel Intercontinental
Afghan card corporation
Afghan Nasaji company

6.3 Held-to-Maturity

Term deposits accounts

6.3.

—

December 20 March 20

2012 2012

Note AFN '000' AFN "000'
9,800 2,450
7.660 7,660
250 250
64 64
163 163

18 83,518 -
101,455 10,587
6.3.1 16,551 16,821
16,551 16,821

This represents investment made in term deposit account of United Bank Limited amounting to 31 Million Pak. Rupee for a

period of eight years having interest rate at 11% p-a. (March 20, 2012: 11% p.a.)

7.0 LOANS AND ADVANCES

Term finance - amorized cost 7] 1,842,921 285,050 1.,557.872

Short term loans to employees 7.2 3,279 -

Gross  Impairment Carrying Gross Impairment Carrying
Note amount  allowance amount amount allowance amount
December 20, 2012 March 20, 2012
3,928,540 808,701 3,119.839
1.846,200 285,050 1,561,150 3,928,540 477,616 3,119,839

7.1  Term loans carry interest at 12% to 14% per annum (March 20, 2012:12% per annum) and having maturity ranging between
01 to 06 years (March 20, 2012: 1 to 6 years).These loans are secured against mortgage of property, personal guarantees,
lien on equipment, pledge of stocks and/or assignment of receivables of the borrowers,

Impairment allowance

Balance at the beginning of year
Impairment loss for the year
Loan written offs

Reversal of provision

Balance at end of year

808,701 477,616

1,746,920 1,905,115
.11 (2,270,571) (1,381,652)
- (192,378)

285,050 808,701

7.1.1 These represents "loss' category loan which have been written off in accordance with the requirements of the Banking
regulations issued by DAB (the DAB Regulations). However, in terms of paragraph 3.3.1(g) of part C of the DAB
Regulations, the write off does not affect the Bank's rights to recover the debt due from customers and does not eliminate the

borrowers' responsibility to repay the loan.

7.2 Short term loans to employees are interest free and secured against personal guarantees,

7.3 At December 20, 2012, AFN 5.90 million (March 20, 2012: AFN 1.151.00 million) of loan and advances to customers are

expected to be recovered more than twelve months after balance sheet date.

8.0 PROPERTY AND EQUIPMENT

Operating fixed assets
Capital work-in-progress
Recognized as investment property

8.1 1,942,910 1,954,628

8.2 455,023 455,023
(455,023) .

1.942.910 2,409,651

8.2  Building situated at Gulbahar Centre was under construction during the year ended March 20, 2012 and in current period

management has decided to recognize it as an investment property.
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Pashtany Bank
Notes to the financial statements
For the nine months ended December 20, 2012

10.0

11.0

12.0

13.0

13.1

13.2

14.0

15.0

15.1

INVESTMENT PROPERTY

Balance at the beginning of period / year
Gain arising from change in fair value
Addition during the period

Balance at end of the period / year

OTHER ASSETS

Cheque books

Advances to employees

Prepaid salaries

Advances to suppliers

Receivable against letter of credits
Other Assets

DEPOSITS FROM BANKS

Agriculture Bank, Kabul
Construction Bank

New Kabul Bank
Bank-e-Millie Afghan
Maiwand Bank

DEPOSITS FROM CUSTOMERS
Term deposits

Saving deposits

Current deposits

Note

8.2

13.1
13.2

December 20 March 20
2012 2012
AFN '000' AFN 000’
580,762 262,422
- 318.340
455,023 -
1,035,785 580,762
E 19,823
6.796 3,675
100 -
112,134 377,664
- 11,093
57,761 87.216
176,792 499,471
1,500 1,500
2332 2,381
36.373 18,106
286 273
620 593
41,111 22,853
376,517 391,888
5,623,068 6,449,665
7,705,275 6,068,151
13,704,860 12.909.704

All the term deposits are expected to be settled in twelve months of the balance sheet and carry interest rate ranging
from 2.7% 6% per annum (March 20, 2012: 2.7 % to 5.5 % per annum).
These carry interest rate of 2.5% to 4% per annum (March 20, 2012: 2.5 % to 5.5% per annum)

DEFERRED TAX LIABILITIES

This represent deferred tax liability related to surplus on revaluation of property and equipment and investment

property carried out in previous years.

OTHER LIABILITIES

Withholding tax payable

Staff pension payable

Interbank Balance Accounts

Deposits against letter of credits

Employees Uniform

Welfare fund for employees

Restricted balance of customer against default loans
Other payables

Staff pension payable

Balance at the beginning of period / year
Contribution / transfers made during the period / year
Payments made during the period / year

Balance at end of period / year

15.1

34,241 17,027
2,208 816
154,105 4,281
58,339 55,251
300 300
10,291 12,141
49,343 "
86,706 97,300
395,532 187,116
816 26,099
1.867 10,212
(475) (35.495)
2,208 816




Pashtany Bank
Notes to the financial statements
For the nine months ended December 20, 2012

December 20 March 20
2012 2012
AFN '000' AFN '000'
16.0 SHARE CAPITAL
Issued and paid capital 2,500,000 2,500,000
16.1 The physical shares of the Bank have not been issued to date.
Number
S. No. Name of share holder of Face Value | |Percentage Amount
shares
No. Afn % Afn
01 Ministry of Finance 2,285 1.000 91.392 2.284,800
© oz Bank-e-Milli A fghan 79 1.000 3.149 78,725
T 03 Afghan Red Crescent Society 20 1.000 0.802 20.050
i 04 Health Insurance | 1,000 0.048 1.200
”  os Spin zar corporation 1 1.000 0.029 725
" o6 Ministry of Labor and social affairs 92 1.000 3.664 91,600
" o7 Chamber of Commerce 11 1.000 0.458 11,450
o8 Saderaat Kashmesh 4 1.000 0.156 3.900
i 09 Institute of Qaraqol + 1,000 0.151 3,775
10 Carpet corporation 4 1,000 0.151 3.775
2.500 100 2,500,000
17.0 ACCIDENTAL RESERVE

18.0

19.0

This represents accidental reserve created out of retained carnings as approved by the Board of Supervisor in their
meeting held on 14 July 2008. This reserve has been created for the purpose of covering any expected losses as a result
of natural calamity or any accidents.

LEGAL RESERVE

This represents legal reserve created out of retained earnings as approved by the Board of Supervisor in their meeting
held on 18 October 2009. This reserve is not for the distribution of dividends and is also not for the adjustment of any
impaired loans and advances. During the current year Bank has recognized investment in equity instrument of Afghan
Nasaji Company amounting to 83.5 Million Afghanis. Confirmation to the same has been taken through letter 386
dated 18 December 2013 (27 Qaws 1392) from Afghan Nasaji Company and Ministry of Finance.

SURPLUS ON REVALUATION OF PROPERTY AND EQUIPMENT

Balance at the beginning of period / year 1,344,973 467,650
Surplus arising on revaluation during the year - 877,323
Balance at end of period / year 1,344,973 1,344,973

The bank revalued its land and building on 27 February 2012 resulting in revaluation surplus amounting to Afn
877,323 Million. The revalued amounts of land and building are based on the market values that were determined by
M/s Umran Sakht having knowledge of the market. Fair values were determined having regard to recent market
transactions for similar properties in the same location. Da Afghanistan Bank through its letter no. 429/419 dated 18
June 2009 (30-03-1388) has instructed the commercial banks to state the properties at cost, unless DAB has given the
instructions to use the revaluation model, as in Afghanistan it is not yet possible to reliably obtain fair values of fixed
assets at the required frequency.

For the Nine For the
Months ended year ended
December 20 March 20
Note 2012 2012
AFN '000’ AFN '000'
20.0 NET INTEREST INCOME
Interest income
Cash and cash equivalents 130,018 134,373
Loans and advances to customers 98.693 213,200
228.711 347,573
Interest expense : Deposits from customers 20.1 132,587 159,674
Net interest income 96,124 187,899
20.1 Deposits from customers
Term deposits 58,127 78,504
Saving deposits 74.460 81,170
132,587 159,674




Pashtany Bank
Notes to the financial statements
For the nine months ended December 20, 2012

21.0 FEE AND COMMISSION INCOME

Fund transfer fee/Commission

22.0 OTHER OPERATING INCOME
Rental income
Bad debts recovered
Miscellaneous

23.0 PERSONNEL EXPENSES
Salaries and wages
Contribution towards pension fund
Staff welfare

24.0 OTHER EXPENSES

Repair and maintenance
Travel

Advertisement and publicity
Building tax

Printing and stationery
Communication

Electricity

Fuel expenses

Auditor's remuneration
Cleaning and water
Kindergarten expenses
Employees Training Expenses
Others

25.0 TAXATION
Recognized in statement of financial position
Current year payment of tax

25.1 Reconciliation of effective tax rate

Loss before income tax

Total taxable income in the income statement

Note

251

Rate
(%)

20%

For the Nine For the
Months ended year ended
December 20 March 20
2012 2012
AFN 000 AFN 000
20,631 27,676
20,631 27,676
80,107 12,348
82,884 336.862
5.586 213,657
168,577 562,867
86,607 108,798
10,890 5,765
3,002 9,252
100,499 123,815
1,740 762
1,737 1,713
10,904 27,115
484 1,118
5,089 2,373
1,259 2,469
4,881 5,283
3.522 1,118
1,750 1,750
339 280
105 110
1,116 3,101
51,394 57,262
84,320 104,454
(8,720) (3,497)
(349.336) (217,967)
(1,746,682) (1,086,338)

The tax losses available for carry forward for set off against future taxable profits aggregate to Afn 2,833.02
million. Due to uncertainty about availability of future taxable profits, the Bank has not recognized deferred tax
asset amounting to Afn 566.60 million on accumulated loss at the reporting date.
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Pashtany Bank

Notes to the financial statements
For the nine months ended December 20,2012

28.0 EVENT AFTER BALANCE SHEET DATE

The bank has entered into an agreement on 15 January 20

14 (25 Jadi 1392) with Bank-e-Millie Afghan in

presence of shareholders of both organizations for provision of 20 Million USDollars capital injection in Pashtany

Minister. Resultantly, changed shareholding pattern is as follows;

Bank to stablize the deficit in equity of Pashtany Bank. Subsequently, same has

been approved by Finance

%%eage Yoage
S. No. Name of share holder before after
change ‘ change
01 Ministry of Finance 91.392 62.942
02 Bank-e-Milli Afghan 3.149 33.298
03 Afghan Red Crescent Society 0.802 0.522
04 Health Insurance 0.048 0.033
0s Spin zar corporation 0.029 0.020
06 Ministry of Labor and social affairs 3.664 2523
07 Chamber of Commerce 0.458 0.315
08 Saderaat Kashmesh 0.156 0.307
09 Institute of Qaraqgol 0.151 0.104
10 Carpet corporation 0.151 0.104
100 100
For the Nine For the
Months ended  year ended
December 20 March 20
2012 2012
29,0 TRANSACTIONS WITH RELATED PARTIES AFN '000 AFN '000'
Key management personnel compensation for the year comprised :
Managerial remunerations 4,613 5,274
Other allowances - 467
4,613 5,742
Number of Person 03 03

In addition to their salaries and allowances,
officers, and contribute to a post employment defined plan on t
all employees. Other transactions with related parties are explained in N

30.0 DATE OF AUTHORIZATION

These financial statements were authorized to be is

31.0 CORRESPONDING FIGURES

Comparative figures for Incom
difference in reporting period, that resu

02 to the financial statements.

32.0 GENERAL

Figures have been rounded off to the nearest Afghani.

Chief Executive

sued by Board of Supervisor on

the Bank also provides non-cash benefits to directors and executive
heir behalf. The terms of the plan are same as for
ote: 28 to the financial statements.

e Statement / Statement of Comprehensive Income are not comparable due to
lted due to change in the entity's financial year. For details refer to Note:




