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SOLID FOUNDATIONS

Islam is a religion that lays solid foundations in every sphere of life. With this
guidance, Meezan Bank has established dedicated Islamic Banking on core
fundamentals. The five pillars are representative of the strength of Islam and its
emphasis on faith, truth, value and support for all.
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Our Vision

OEstablish Islamic banking as banking of
first choice...O

Establish Islamic banking as banking of first choice to
facilitate implementation of an equitable economic
system, providing a strong foundation for establishing a
fair and just society for mankind.

Our Mission

OTo be a premier Islamic bank...O

To be a premier Islamic bank offering a one-stop shop
for innovative value-added products and services to
our customers within the bounds of Shariah, while

optimizing the stakeholders® value through an
organizational culture based on learning, fairness,
respect for individual enterprise and performance.






KEY CORPORATE VALUES

Core Values

Shariah Compliance, Integrity, Professionalism, Service Excellence, Social Responsibility.

Brand Personality

A sober and established, strong, empathetic, professional person; who is an extremely
loyal and dependable friend and business partner, and is committed to offering

comprehensive value-based Shariah-compliant financial solutions.

Staff

Committed, motivated, and professionally trained employees who are empathetic to

their customerOs needs.

Relationships

Are long term with Meezan Bank. We recognize and value our customersQ needs above
all, and strive to ensure their fulfillment. All customers are treated with professionalism
and in a friendly manner. It is our endeavor to ensure that they receive efficient &

timely service. The Meezan Bank experience is a unique one.
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KEY FIGURES AT A GLANC|

Rupees in millions

Dec. Dec. Dec. Dec.* June June

2004 2003 2002 2001 2001 2000
Paid-up Capital 1,346 1,064 1,001 901 901 721
ShareholdersO Equity 2,098 1,748 1,586 1,203 1,257 878
Total Assets 19,697 11,102 6,971 2,053 2,179 1,314
Financings 12,340 7,397 3,532 865 1,242 482
Deposits 13,770 7,757 5,079 637 644 214
Total Income 880 679 660 30 554 288
Operating Expenses 409 255 195 36 101 64
Profit/(Loss) Before Taxation 221 241 270 (35) 397 170
Profit/(Loss) After Taxation 224 214 223 (54) 366 126
Earnings per share - pre tax (Rs.) 1.64 1.79 2.81 (0.38) 4.44 2.36
Earnings per share - after tax (Rs.) 1.67 1.59 2.10 (0.58) 4.09 1.75
Break-up Value (Rs.) 15,59 12.99 15.84 13.35 13.95 12.17
Cash Dividend (%) 3 5.00 5.00 3 1750  15.00
Stock Dividend (%) 15.00 10.00 10.00 3 3
Right Shares 30.00 _ _ . _

*Represents figures for the six-month period ended December 31, 2001 due to change in year end from June to December.
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HISTORY OF RIBA-FREE BANKING

1947
The inception of Pakistan as

the first Islamic Republic
created in the name of Islam.

1949

The Objectives Resolution
was adopted by the first
Constituent Assembly based
on the ideology of a
sovereign Islamic state. This
was the first step in the
conception towards
PakistanOs Constitution.

1956 The first Constitution defined Islam as the State Religion and all laws to be according
to the injunctions of the QurOan and Sunnah.

1962 The establishment of the Council of Islamic Ideology (Cll) was followed by the conception
of the second constitution of Pakistan.

1973  The third constitution of Pakistan was passed allowing comprehensive legislation on
Islamic principles and establishment of a Federal Shariat Court (FSC).

1980 cllpresents its report on the elimination of interest, genuinely considered to be the first
major work in the world undertaken on Islamic Banking and Finance.

1985 Commercial banks transformed their nomenclature stating all Rupee saving accounts as
interest-free. However, foreign currency deposits in Pakistan and lending of foreign loans
continued as before.

19971 Procedures adopted by banks in 1985 was declared un-Islamic by the FSC. The government
and some banks / DFIs made appeals to the Shariat Appellate Bench (SAB) of the Supreme
Court of Pakistan.

1997 Al-Meezan Investment Bank is established as the first Islamic bank of Pakistan.
Dr. Muhammad Imran Usmani appointed as resident Shariah advisor.

1999 The Shariat Appellate Bench of the Supreme Court of Pakistan rejects the appeals and
directs all laws on interest banking to cease. The government sets a high level commission,
task forces and committees to institute and promote Islamic Banking on a parallel basis
with the conventional system.



2001

2002

2003

2004

The Shariah Supervisory Board is established at Al-Meezan Investment Bank, led by Justice
(Retd.) Muhammad Tagi Usmani as Chairman. The SBP sets criteria for the establishment
of Islamic commercial banks in the private sector and subsidiaries and stand-alone
branches by existing commercial banks, to conduct Islamic Banking in the country.

The first Islamic Banking license is issued to Meezan
Bank by the State Bank of Pakistan. Societe GeneraleOs,
(a French commercial bank) operations in Pakistan
were amalgamated with Meezan Bank. President
General Pervez Musharraf inaugurates the first
commercial banking branch of Meezan Bank at the
FTC Building, Karachi.

A Musharakah based Export Refinance Scheme is

designed by the State Bank in coordination with Meezan

Bank, in order to provide export finance to eligible

exporters on the basis of Islamic modes of financing.

Efforts are underway to develop Islamic money market

instruments like ljarah Sukuk to facilitate Banks in terms of liquidity and SLR management.

PakistanOs first Shariah compliant Mortgage facility is launched by Meezan Bank. Approved
by the Shariah Supervisory Board, the product enables home purchase, home construction,
renovation, as well as replacement of any existing mortgage.

Al Meezan Investment Management Limited (AMIM), a group company of Meezan Bank,
introduces Meezan Islamic Fund (MIF). MIF is an open-end mutual fund that is Shariah
compliant.

The SBP establishes a dedicated Islamic Banking Department (IBD) by merging the Islamic
Economics Division of the Research Department with the Islamic Banking Division of the
Banking Policy Department. A Shariah Board has been appointed to regulate and approve
guidelines for the emerging Islamic Banking industry.

The Government of Pakistan awards the mandate for its debut international Sukuk (Bond)
offering for US$ 600 million. The offering is a success and establishes a benchmark for
Pakistan. Meezan Bank acts as the Shariah Structuring Advisor for this historic transaction.

Meezan BankOs asset management arm,
Al Meezan Investment Management
Limited (AMIM), launches the Meezan
Balanced Fund (MBF). The offering
was oversubscribed 1.25 times.
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After only two years operating as a fully-fledged
dedicated Islamic Commercial Bank, Meezan
Bank is continuing to expand its product and
branch network across Pakistan. This is at a
time when the Islamic Banking industry is
becoming more vibrant than ever before,
maintaining its rapid growth both in Pakistan
and across the world. Meezan Bank, the first
pioneer Islamic Bank in Pakistan, has made a
vital contribution to this development. Its
management, employees and stakeholders are
all committed to enabling people from all walks
of life to make Riba-free banking their banking
of first choice.

We are pleased to present Meezan BankOs
annual report for the year 2004. The Bank
continues to pursue energetically its mission
as the torchbearer of Islamic Banking. As an
institution dedicated solely to offering Shariah-

compliant banking, it leads the market with innovative research and development to promote
a range of product and services in keeping with the dictates of the Shariah.

The Bank now has sixteen branches across Pakistan with more planned for this year. Our aim
remains to promote innovative financial solutions coupled with dedicated service excellence
through our customized branches. Our experienced staff members, trained in Islamic Banking,
will continue the Meezan commitment to provide a high level of service to their customers

and financial advice they can trust.

We are currently witnessing an exponential growth in Islamic Banking in Pakistan with an
unprecedented number of commercial banks opening Islamic Banking windows. This has
been made possible because of the commitments of the State Bank of Pakistan (SBP) to promote
Islamic Banking in the country. We applaud the dynamic leadership of the Governor SBP and
the dedication of the team at the newly created Islamic banking department for establishing
a level playing field and a sound framework for Islamic Banking to realize its full market

potential.

We would also like to congratulate the Government of Pakistan for its recent debut offering

of Islamic Sukuks. This was an outstanding success raising US$ 600 million at a profit rate
comparable to that enjoyed by countries with higher sovereign ratings. As the Shariah Structuring
Advisor, Meezan Bank had the honor of being a part of the team which brought this issue to

market. We are confident that the State Bank of Pakistan will shortly issue local Sukuk Bonds
to assist the development of an Islamic money market.

Alhamdolillah, we believe Meezan Bank, as the nationOs first pioneering dedicated Islamic
Commercial Bank, will maintain its leading position in the Islamic Banking industry in Pakistan

because:



¥  Meezan Bank has a team of experienced banking professionals with a shared commitment
to the values and development of Islamic Banking.

¥ The Bank has a globally recognized and very active Shariah Supervisory Board
comprised of leading internationally renowned scholars. The Bank has a Shariah
Advisor who is a scholar of sound standing and repute.

¥  The Bank has put into place state-of-the-art information technology systems to ensure
high quality service delivery to its customers.

¥  The Bank continues to penetrate the market through strategic branch expansion, new
product development, leading-edge technological investment, and training.

The main shareholders of the bank are leading financial institutions who add considerable
value directly through Board representation, and indirectly through cooperation and
syndications.

As always we would like to express our gratitude to the Ministry of Finance, State Bank of
Pakistan and all related regulatory bodies for their continuous commitment to establish a
viable Islamic financial system in the country. We also thank our shareholders, fellow Board

members, members of the Shariah Supervisory Board and employees for their common
unrelenting mission in making Meezan Bank the premier and dedicated Islamic Bank of

Pakistan.

Ebrahim bin Khalifa Al-Khalifa
Chairman
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Pakistan Kuwait Investment Company (Private) Limited

Pakistan Kuwait Investment Company (Private) Limited (PKIC), a joint venture
between the Governments of Pakistan and Kuwait, is one of the most profitable
and respected financial institutions in Pakistan. It is commonly referred to
as a leading example of sovereign joint ventures. PKIC has nurtured a
diversified experience in foreign currency transactions, project finance and
syndications in its 20 years of operations in Pakistan. It is the first financial
institution in Pakistan which has been rated AAA (Triple A) for medium to
long term by JCR-VIS Credit Rating Company Limited, an affiliate of Japan
Credit Rating Company.

Shamil Bank of Bahrain E.C.

Shamil Bank is incorporated in the kingdom of Bahrain and has grown steadily
since 1982 to become a leading Islamic Institution with a paid-up capital of
US$ 230 million. The Bank is a subsidiary of the Dar Al-Maal Al-Islami Trust,

a leading Islamic financial organization based in Geneva. The Bank operates
a network of branches in Bahrain and itOs shares are listed on the Bahrain
stock exchange.

Islamic Development Bank

Islamic Development Bank Jeddah, ("IDB") is an international financial
institution established in 1975 in pursuance of a declaration of the conference
of Finance Ministers of Muslim countries to foster economic development
and social progress in Member (Islamic) countries. The bank participates in
equity capital and grants loans for productive projects and enterprises besides
providing financial assistance in other forms for economic and social
development. It accepts deposits and mobilizes financial resources through
Shariah compatible modes. IDB has a capital base of approximately US$ 5
billion and enjoys a presence in 53 member countries.

Kuwait Awgaf Public Foundation

Kuwait Awgaf Public Foundation is attached to the Ministry of Awgaf &
Islamic Affairs, Government of Kuwait. The Foundation has a global investment
portfolio and is strictly governed by Shariah principles.

Shareholding Structure Rs. in millions

Pakistan Kuwait Investment Company (Pvt.) Limited 512
Shamil Bank of Bahrain E.C 349
Islamic Development Bank, Jeddah 126
Kuwait Awgaf Public Foundation 112
Others 246
Paid up Capital 1,346

Meezan Bank
The Premier Islamic Bank
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CORPORATE & INVESTMEI

The Corporate & Investment Banking Unit upholds the mission of the bank by striving
to provide a one-stop solution for the dynamic business needs of our corporate
clientele, within the bounds of Shariah. We endeavor to strengthen our relationship
with our customers by offering them an assorted product portfolio. The quest for new
products, suited to the business needs of our clients, has played a vital role in making
the bank a success story.

The Bank has been successful in developing Shariah compliant alternatives for the
majority of conventional banking products. We cater to both short and long-term
financing needs of our clients in addition to servicing their trade related requirements.
Murabaha and Salam meet working capital needs whereas ljarah and Diminishing
Musharakah fulfill long term financing requirements for plant and machinery.
Furthermore, the bank has structured a number of noteworthy transactions using the
Musharakah concept.

Meezan Bank successfully closed a short-term consignment based Musharakah
transaction with a reputable supplier of engineering equipment during the year 2004.
Under the arrangement, Meezan Bank opened a Usance LC for the import of the
equipment to be installed under a contract between Meezan BankOs partner and a
local buyer. The equipment upon arrival was installed by Meezan BankOs partner as
per the contract and the profit earned was shared between Meezan Bank and its
partner in accordance with the agreed ratio. The Bank generated a handsome return
on its investment.

Another notable Musharakah transaction, with a leading contracting company on the
Defense Housing AuthoritiesO (DHA) Creek City Project in Karachi, is also progressing
smoothly. Approximately 20% of the contract has been completed to date. Meezan
Bank expects to generate good return on this transaction and to replicate the model
for similar transactions in the future.

A continuously expanding product portfolio enables the bank to expand its existing
relationships as well as add new names to the client base. Our customer base is
comprised of both multinationals and blue chip local corporate groups, which currently
include names such as Al Abid Silk, Al Ghazi Tractors, Al Karam Group, Alcatel,
Attock Cement, Crescent Textile, Crescent Steel, Dawood Group, Dewan Group,
Engro Chemical, Fatima Group, Fazal Group, General Tyre, Gul Ahmed Textile, Hilton
Pharma, lbrahim Fibres, Khas Group, Master Group, MIMA Group, Nishat Group,
Premier Group, Rafhan Maize, Shafi Group, Siemens and Sitara Group.



The total financing portfolio of the bank as on December 31, 2004 amounted to
Rs. 10.42 billion compared to Rs. 7.4 billion as on December 31, 2003 - representing
an increase of over 40%. The portfolio cover is prudently distributed over all major
sectors of the economy. Sectoral distribution of the financing portfolio is shown
below:

3% 1%

10% 16%
2%
2%
1%
7%
2%
1%
4% 23%
7%
2%
5%
° 14%

Energy Others Textile Weaving Sugar
Construction Chemical and Pharma Textile Composite Leather
Glass Agribusiness Textile Others Auto & Allied
Dairy Textile Spinning Food Electronics

The Corporate & Investment Banking Unit also provides a wide range of advisory
services integrating industry, product and regional specialization to help businessesO
address their strategic needs and to formulate and execute dynamic business strategies.
The Unit managed and monitored a Rs. 910 million Syndicated Short Term Islamic
Finance Facility to Saadullah Khan & Brothers, one of the leading construction firms

of Pakistan. The unit also acted as joint advisor and lead manager for the Government
of PakistanOs divestment of 5% shares of SSGC. The transaction was oversubscribed
by 16 times and the green shoe option of an additional 5% shares was fully utilized.
The total transaction size was Rs. 1.73 billion.

Additionally Meezan Bank was a member (in the role of Shariah Structuring Advisor)
of the syndicate formed for the US$ 600 million Sukuk Issue - with leading international
banks as members of the consortium. The Sukuk Issue was oversubscribed 2.4 times.
Meezan Bank was also appointed joint advisor and arranger of a Rs. 1.2 billion IPO
of Meezan Balanced Fund for Al Meezan Investment Management Limited. This
closed-end fund is the first Shariah compliant balanced fund in Pakistan, which
combines the benefit of both equity and Islamic income instruments. The IPO was
oversubscribed.

As one of the foundational business lines of the Bank, the Corporate & Investment
Banking Unit continues to earn significant market share and bring the expertise of
cutting-edge Islamic banking with absolute service excellence to meet the market
demand for Islamic Banking.
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SMALL & MEDIUM ENTERPI

Small & Medium Enterprises (SMEQs) are officially classed in Pakistan as units employing
between 10 and 100 staff. Under this definition, there are about 80,000 SMEOs in the
country, most concentrating on trade and services. However the true significance of
SMEOs is much greater taking into account the entities operating in the informal sector,
each employing between 5 and 10 staff. According to the Asian Development Bank
Report, SMEQs account for about 80% of urban jobs and 30% of PakistanOs gross
domestic product. SMEQs are considered the engine of economic growth in both
developed and developing countries as they provide low-cost employment as the
unit cost of persons employed is lower than large-size units.

SME needs are being highly diversified, including practical and strategic business
advice, financing, marketing, and technology upgrading. Today, the SME sector is the

lifeline of big industrialEestablishments due to its direct contribution and support

towards value addition and exports. For the past three decades, the fastest growing
export industries have been dominated by SMEQOs. Of all, cotton weaving and textile,
rank among the top two exporting sectors. Others include sports goods, surgical

instruments, carpets and footwear etc. SME exports dominate low value added sectors
and rely on traditional technologies.

As part of Meezan BankOs continuous efforts to bring Islamic Financial services to all
businesses, the SME sector has also been the BankOs prime focus. With the enormous
business opportunities available, many entrepreneurs in this sector also have a strong
Shariah mindset. The potential of this sector to grow has enabled Meezan Bank to
aggressively increase its SME portfolio.

As of December 31, 2004 the SME business initiatives generated a funded exposure
of Rs. 257 million and non-funded exposure of Rs. 75.7 million. Meezan Bank remains
committed in actively contributing to the SME sector to ensure the resilience of SMEs
to withstand economic instability and maintain a reasonable growth. This will also
allow Meezan Bank to build its portfolio through providing yet another Shariah
compliant financial solution to the masses.



CAR IJARAH

Meezan BankOs Car ljarah product completeds2 years of business
operations in 2004. The year saw Meezan Bank becoming a
recognized player in the Auto Finance market with active business
volumes, significant market presence and a wide and well-established
auto dealers network.

The BankOs objective of taking the year-end 2003 portfolio of Rs. 291
million to the next level was successfully achieved with the portfolio
standing at Rs. 1.272 billion on December 31, 2004.

Car ljarah is offered in all cities where Meezan Bank has a presence,
with dedicated credit and sales teams in each city managing the
product.

During the year, the business also developed and launched a program
for the leasing of used vehicles, as an effective enhancement of the
product itself, which is yet a comparatively untapped market avenue.

The goal for 2005 is to further enhance market share while ensuring
top credit quality and the maintenance of competitive turn-around
times. Further enhancements to the product including motorcycle
leasing are currently underway.

C‘varﬁm Bank
Al )l&J

ISLAMIC CAR FINANCING
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HOUSING FINANCE

The present relevance of housing finance cannot be understated and has significant
micro and macro economic implications. Individually speaking, the investment for

a home typically represents the single largest investment most individuals will ever
make. Furthermore, housing equity on average represents up to 40% of consumer
equity in developed markets around the globe.

On a larger scale, the housing finance market is among the most important in any
economy. A well-functioning housing finance system offers incentives for households
to save, provides investors with opportunities to gain stable, long term returns, creates
large numbers of jobs for skilled and unskilled workers in construction and ancillary
industries, enables home owners to leverage their physical assets into financial assets
for investment, and contributes greatly to the deepening and broadening of the
financial sector. Housing market activity is thus an important leading indicator of
overall macroeconomic activity and has a tremendous impact, both in terms of
providing social stability and in promoting economic development. Resultantly,
ensuring the availability of housing and the growth of housing finance markets is a
policy priority in most countries.

Unfortunately, this facilitation has always occurred on a conventional interest-based
platform, hence limiting its benefit to Muslims, in particular those living in Western

countries. With the recent availability and rapid proliferation of Islamic mortgages
however, the benefits of Islamic financing can now be brought to not only the interest-
averse, but the traditionally non-Shariah compliant as well.

As with the overall financial paradigm of which it is a part, an Islamic mortgage is
based on the ownership or transfer of ownership of an asset, in this case the property,
and follows a certain defined process with adherence to specific Shariah requirements.
A conventional mortgage on the other hand is in essence just a loan of money upon
which interest is charged.

The nationOs first Islamic housing finance facility, EasyHome was officially launched
in December of 2003. It is a very comprehensive product based on the concept of

Diminishing Musharakah, that provided the market a long awaited Shariah-compliant

mortgage facility that allows home purchase, building, renovation, and even replacement

of an existing mortgage.

Bringing this facility to the market involved an extensive process addressing various
critical areas: product development and Shariah approval, internal risk management

infrastructure encompassing credit processing, analysis & credit initiation, systems
for portfolio risk management and processing control, customer sales & service through

the BankOs branch network and Call Center, and an external infrastructure covering
legal, property appraisal, property search, verification, and real estate agencies.



Meezan Bank has committed itself to ensuring that the nationOs critical need for
Housing is not only supported, but led by Islamic Housing Finance, with a
comprehensive product, very competitive pricing, and an application process that
is smooth, fair and quick, ensuring equal access to all eligible applicants.

As the pioneer in this market, the Bank has established a very thorough and customer
friendly experience for all applicants, whereby risk is controlled, service is paramount,
and dreams are turned into reality as soon as possible.

EasyHome has brought a new level of excellence to the market. From launch the
demand for this product has been completely overwhelming. With initially only one
dedicated outbound sales set-up in the whole country the portfolio neared Rs. 700
million as of December 31, 2004, with a very effective process that takes less than
3 weeks on average for a complete disbursement. The product has also achieved 5%
market share in its first year from amongst all mortgage service providers (Islamic &
Conventional) in the country.
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TREASURY & FINANCIAL IN:

Meezan BankOs Treasury is guided by Shariah and driven by a competitive spirit and a missionary zeal,
with a unit comprised of experienced and dedicated professionals. Treasury caters to the branches and
customers for all their foreign exchange requirements with efficacy and professionalism. Spot/ready
as well as all forward cover services are provided to branches/customers within Shariah guidelines.
On the other hand inter-bank FX activity is undertaken to square all daily positions and hedge the
forwards. Customers are also provided advice on a regular basis about currency movements and market
outlook (without any commitment or obligation). Over the years Treasury has steadily enhanced its
market activity and made an increasing impact in the inter-bank market, especially during the last six
months of 2004. The unit intends to enhance market activity with increased depth and enhanced
volumes.

Turnover of FX Transactions in Rs. millions for the year 2003 - 2004

2003 2004
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In the Money market, Treasury has demonstrated its ability to access the Call market or liquidity needs
based on Shariah approved modalities of Musharakah and Mudaraba. In terms of FE 25 US$, the unit
has conducted Commodity Murabaha transactions with international banks as well as participated in
Dollar Sukuk issues, namely Qatar and Dubai Sukuks, though in a small way.

Money market activity can only move to a higher plane after the issuance of Rupee Sukuks by the
GoP/SBP. Recently the GoP launched the first ever US$ 600 million Sukuk, which was co-lead managed
by leading international banks, while Meezan Bank acted as the Shariah Structuring Advisor. It is
envisaged that the GoP would launch the local counterpart of the successful US$ Pakistan Sukuk.

Meezan Bank intends to hold a workshop in the foreseeable future on the Development of an Islamic
Money Market in Pakistan for the benefit of all Islamic Divisions / departments. Financial Institutions
(F1), which is part of Treasury, and the Financial Institutions Group, were entrusted with the task of
developing and maintaining relationships with financial institutions in Pakistan and overseas. Over
the last couple of years FI has endeavored to develop humerous relationships globally and efforts are
continuing on an on-going basis. As of December 31, 2004, there were 115 correspondent banks,
covering 90 countries and 143 cities around the globe. Out of the above, 21 have confirmation lines
for Meezan Bank in 55 countries all over the world.

Financial Institutions Coverage Statistics

2003 2004 Growth
BKE Banks 70 115 64%
BKE Country Coverage 65 90 38%
Confirming Banks 15 21 40%
Confirming Country 35 55 57%
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Confirming Banks Confirming Country Coverage

FI plans to increase its correspondent banking network qualitatively and quantitatively across the globe
with emphasis on European, Asian and African markets, wherever required. Fl believes that this should
have a catalytic effect on the BankOs Trade Finance business. Locally we have plans to focus on Islamic
institutions or Banks with Islamic products / transactions primarily in the NBFI sector.



A\ Al Meezan

Al Meezan Investment Management (AMIM), a subsidiary of Meezan Bank, is the
only investment advisory and asset management company in Pakistan specializing
exclusively in the development and management of Shariah-Compliant asset
management products. This makes AMIM the only NBFC in Pakistan with a mandate
to provide Shariah Compliant investment opportunities to investors. AMIM also has
one of the longest proven track records in the private sector for managing mutual
funds.

Total assets under management of AMIM were Rs. 2 billion, as of December 31, 2003,
and grew to over Rs. 4.5 billion as of December 31, 2004, recording a growth of
125% in the last one year.

E

AMIMOs first fund, the Al Meezan Mutual Fund Limited (AMMF), established in 1996,
is one of the best performing private sector mutual funds in Pakistan. Over its eight-
year history, the average return (including dividend payouts) earned by shareholders
of AMMF has been 24.9% per annum versus 15.2% provided by the KSE, depicting
an out performance of over 9%. For the period ended December 31, 2004, AMIM
has declared an interim cash dividend of 10%, Rs. 1 per share, interim bonus shares
of 10%, and 50% Right Shares at par value of Rs. 10 for AMMF.

E

AMIMOs open end fund, the Meezan Islamic Fund (MIF) commenced operations with
a seed capital of Rs. 520 million on August 8, 2003 and as of December 31, 2004
had Net Assets in excess of Rs. 1.67 billion, reflecting a growth of 221%.EMIF has
provided a cumulative return of an impressive 45% to its unit holders from inception
until December 31, 2004, and is also the largest Shariah-compliant mutual fund in
Pakistan.

E

AMIMOs third fund, the Rs. 1.2 billion closed end Meezan Balanced Fund (MBF),
PakistanOs First Shariah-compliant balanced fund, commenced its operations on
November 30, 2004. The public offering of the fund was held from December 20 b
23, 2004, and due toEoverwhelmingEdemand by the public the fund was over-subscribed
by 1.24 times.

E

Operations of AMIM are conducted under the supervision of Meezan Bank Limited,
which is the Shariah advisor of AMIM.

Al Meezan Investment Management Limited is going to expand its product base and
launch other Shariah compliant investment products in the near future.
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NOTICE OF ANNUAL GENE

Notice is hereby given that the 9th Annual General Meeting of the members of Meezan
Bank Limited will be held Insha-Allah on Wednesday, March 30, 2005 at 09:00 a.m.
at Beach Luxury Hotel, Moulvi Tamizuddin Khan Road, Karachi to transact the
following business:

ORDINARY BUSINESS

1. To confirm the minutes of the Extraordinary General Meeting held on November
29, 2004.

2. Toreceive, consider and adopt the Audited Accounts for the year ended December
31, 2004 together with the AuditorsO and DirectorsO Reports thereon.

3. To appoint auditors of the bank for the year ending December 31, 2005 and to
fix their remuneration. The present auditors M/s A.F. Ferguson & Co., Chartered
Accountants, retire and being eligible, offer themselves for reappointment.

SPECIAL BUSINESS

4. To consider, and if thought fit, to pass the following Resolution as an Ordinary
Resolution:

OResolved that the capitalization of a sum of Rs. 175,567,448 out of the free
reserves of the Bank for the purposes of issuance of 17,556,744 ordinary shares

of Rs. 10/- each as fully paid interim bonus shares be and is hereby approved.O

5. To transact any other business with the permission of the chair.

By order of the Board

Karachi Shabbir Hamza Khandwala
March 3, 2005 Company Secretary
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Notes:

i)  The MembersO Register will remain closed from March 23, 2005 to March 30,
2005 (both days inclusive).

i) A member eligible to attend and vote at this meeting may appoint another member
as proxy to attend and vote in the meeting. Proxies in order to be effective must
be received at the registered office not less than 48 hours before the holding of
the meeting.

iii) An individual beneficial owner of the Central Depository Company, entitled to
vote at this meeting must bring his/her National Identity Card with him/her to
prove his/her identity, and in case of proxy must enclose an attested copy of
his/her National Identity Card. Representatives of corporate members should
bring the usual documents required for such purposes.

iv) Members are requested to promptly notify Share Registrar, THK Associates (Pvt.)
Ltd., Karachi, of any change in their addresses.

STATEMENT UNDER SECTION 160 OF THE
COMPANIES ORDINANCE, 1984

This statement sets out the material facts concerning the Resolution contained in item
(4) of the Notice pertaining to the special business to be transacted at the Annual
General Meeting of the Bank to be held on March 30, 2005.

Issue of Bonus Shares

In order to meet the requirements of the State Bank of Pakistan to increase the paid
up capital of the commercial banks to Rs. 1.5 billion by December 31, 2004, the
Board of Directors had proposed and issued an interim bonus issue of 15% by

transferring a sum of Rs. 175,567,448 from free reserves of the bank.

The Directors are interested in this issue to the extent of their shareholding in the
bank.
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DIRECTORSO REPORT TO -

The Directors of Meezan Bank Limited are pleased to present the eighth Annual Report
and audited financial statements, setting out detailed financial results of the Bank
along with consolidated financial statements of the group, including Al-Meezan
Investment Management Limited, for the financial year ended December 31, 2004.

Meezan Bank holds the distinction of being the first bank in Pakistan to be granted
a license as a Scheduled Islamic Commercial Bank. From this point in January 2002
onwards, the Bank has played a key developmental role in promoting Islamic finance

in the country. Through the establishment of a comprehensive internal infrastructure,

the development of viable value propositions and solutions, and the development of

a growing delivery capability, the Bank has emerged as an icon in the Islamic financial

industry, and a measure for dedicated Shariah compliance, product diversity, and

technological advancement.

Our experience todate has, by the grace of Allah, been very dynamic and growth
oriented. Within this short span of time and in this often volatile environment, the
Bank has achieved a well diversified financing portfolio which includes key blue chip
multinationals as well as strong local corporate groups. In addition, the Bank has
established itself as a premium financial services provider for the consumer sector
with Auto Finance and Housing Finance business lines, both of which continue to
attain significant market share. Furthermore, with a product menu that caters to a
broad spectrum of needs across the corporate and consumer horizons, a growing
range of financially savvy individuals from a variety of socio-economic levels are
realizing the value of Meezan BankOs competitive, secure, and effective products and
services, all resting upon the foundation of absolute Shariah compliance.

As a new commercial entity, and one with a very specific vision of bringing the benefit
of Islamic Banking to the nation, one critical goal that has been and will remain
foremost is our delivery and reach capability. The Bank has successfully embarked
upon an aggressive program of expanding our branch network in response to market
demand, through the lense of exacting analysis and placement strategy. Although this
results in a significant level of expenditure, we have by the Grace of Allah, maintained
our profitability at a robust level with a net profit after tax of Rs. 224 million on a
balance sheet footing of Rs. 19.7 billion, up from Rs. 11.1 billion for the corresponding
period last year.

Financial Highlights Amount

(Rs. in 0000s)
Authorised Share Capital 2,000,000
Paid up Capital 1,346,017
Capital Reserve 256,578
Revenue Reserve 258,325
Total ShareholdersO Funds 2,098,382
Profit Before Taxation 220,878
Add: Tax Reversal 3,480

Net Profit for the Year 224,358




Economic Overview

PakistanOs economy has shown strong growth in 2004, having attained a growth rate
of about 6.50%, with solid all round performance in key areas. Growth has been
pushed along by exports as well as agriculture. By the grace of Allah, macro economic
indicators point towards sustained economic growth in the years to come. It is also
very gratifying to note that for the first time in the history of Pakistan, an IMF arrangement
has been successfully completed. Not only did the GoP successfully complete the
PRGF arrangement with the IMF, but it did not draw the last tranche of this facility
while declaring that it would not seek a successor arrangement due to its healthy
external position. Since all the required performance criteria were met by Pakistan,
the IMF concluded that any post program monitoring was not warranted.

The agricultural sector continued to show a sustained growth rate of around 4%.
Timely rains as well as an increase in wheat and cotton cultivation have been the
major factors for improved performance. Consequently, it is envisaged that the cotton
crop is likely to cross 14 million bales for the first time in the history of the country.
The industrial sector has also performed strongly with double-digit growth, which is
likely to continue in the first half of 2005.

The private sector continued to expand strongly with credit absorption in the second
half of 2004 reaching new highs. Credit distribution was widespread and covered all
sectors of the economy, with the manufacturing sector taking about half the credit
off-take, which was followed by consumer financing, which absorbed about 15%.
It is also expected that the elimination of textile quotas in 2005 would have a catalytic
effect on Pakistan, especially in exports performance for the textile and clothing
industry, which would further enhance the growth momentum.

On the fiscal front the Central Board of Revenue (CBR) managed to surpass its half
yearly target of Rs. 250 billion in the second half of 2004. Improved revenue
administration, substantial imports, as well as continued growth, enabled the CBR
to exceed its target by 14%. The non-tax area also showed robust growth of 30%.

Overall forex reserves remained at high levels around US$ 12 billion, primarily due
to sustained remittances from expatriate Pakistanis. The higher oil bill was due largely
to price rises and higher quantities, which can be gauged by the 93% increase in cost
in the third quarter of 2004. Import of machinery and chemicals also rose by about
one-third and almost half respectively, in the second half of 2004. The exchange rate
also came under increasing pressure but the SBP intervened and finally decided to
support oil imports directly from its reserves. SBP intervention calmed the markets
and the Rupee resultantly stabilized, well under the 60 mark and currently trades
around the 59.50 level.

Money Market

Increasing demand pressures, as well as the high price of oil and all POL products
has resulted in higher levels of inflation. This necessitated the SBP to change its
monetary stance from accommodative to neutral with a firm bias. Treasury bills
registered increases, on a year on year basis by about 250 to 300 basis points in the
3, 6 and 12 month tenors. The Karachi Interbank Offer Rate (KIBOR) also kept pace
with the rise in yields in GoP securities.




As per SBP guidelines, KIBOR must be used as a benchmark for all corporate financing.
Banks have now started quoting rates for 2 and 3 year KIBOR as well. It appears likely
that yields of GoP securities would rise further in 2005 with 6 and 12 months Treasury
bill yields reaching levels of 6.50% and 7% respectively, by year end. This sustained
and strong credit demand and rising short-term yields are expected to improve the
profitability of the banking sector as a whole.

The Banking Sector

The banking sector continued to show stellar performance. While the GDP grows
beyond 6% and is likely to reach as high as 8% in the foreseeable future, the SBP
continues to raise yields especially in the shorter tenors, therefore the yield curve is
likely to flatten, as the yields in the longer term would rise at a much slower pace.
The current inflationary trend would more than likely provoke the SBP to accelerate
the tightening of monetary policy. However if growth rates continue to rise as expected
then any tightening measures would not be detrimental to the economy. In fact they
would achieve the objective of restraining inflationary pressures and real rates would
not be negative, after all. The SBP continued to focus on improving the regulatory
environment with emphasis on AML/KYC on the one hand and the implementation
of Basel Il initiatives, along with risk management parameters and standards.

Numerous banks increased their network of branches throughout the country, while
the big 4 rationalised. Continuing on the path of privatisation and divesting government
ownership, two banks were given to private parties, namely UBL and Allied Bank.
Several banks were allowed to open Islamic banking branches / divisions, including
Standard Chartered Bank, Habib Bank Limited, Habib Bank AG Zurich, Metropolitan
Bank, Bank Al Habib, and Soneri Bank. It has also been reported in the media that
the SBP is considering issuing new licenses for several dedicated Islamic banks. Such
Islamic banks / branches would inevitably increase the competition for market share,
but it is deemed that this would only be positive for Islamic finance as a whole.
Meezan Bank would face this competition and focus on the real challenge of
maintaining our position as the premier Islamic bank in Pakistan. Our wealth of
experience over the years, well entrenched brand equity, tested credibility, and
diversified product menu will all provide us with the ammunition to face any such
challenge.

Capital Markets

The capital markets of the country showed remarkable resilience, energy and strength.
The KSE-100 index scaled uncharted peaks and closed the year at 6,218 against the
previous yearOs closure of 4,471, a rise of over 39%. The rally witnessed may be
attributed to a positive sentiment stemming from a stable political environment, strong
economic indicators and good corporate earnings growth. These factors have also
resulted in enhanced levels of direct foreign investment and it is expected that the
country rating of Pakistan may be up-graded. Overall there is a tangible feel-good
factor for the country and the economy, which bodes well for the coming years.

Operating Results of the Bank

With the completion of its second year as a fully scheduled and dedicated Islamic
Commercial bank, the results are clearly indicative of an excellent growth trend. The
balance sheet grew from Rs. 11.1 billion to Rs. 19.7 billion, reflecting an increase of
77%. The highlights of the BankOs performance during the year include the tremendous



growth in the financing and investment portfolio that recorded an increase of 60%
with deposits growing by 77%. The Bank earned a profit after tax of Rs. 224 million
during the year, 5% higher than the corresponding figure reported in the previous
year. An analysis of the results shows that the income from core banking has increased
by 47%, which importantly reflects a healthy trend despite shrinking spreads, which
have beset the banking industry as a whole. The foreign trade business has also shown
impressive growth during the year as compared to the last year with the business
volume handled by the Bank more than doubling due to which the fee-based income
has increased from Rs. 54 million to Rs. 101 million, reflecting an increase of 87%.
During the year, operating expenses increased by 60%, from Rs. 255 million to
Rs. 409 million, which is mainly due to the addition of new branches as well as
required investment in information technology.

Significant achievements during the year may be
highlighted as follows:

¥ The successful opening of six new branches across the country: four in Karachi
and one each in Sialkot and Lahore.

¥  The establishment of Meezan Bank on the nationOs first ATM network, O1 LINKO.

¥ The development and launch of complete Online Banking facilities throughout
all Meezan Bank branches nation-wide.

¥ The launch of a new and unique Islamic Investment facility, entitled Meezan
Providence, which was the first of its kind in Pakistan, whereby a corporate or
business concern can make a 100% halal long-term investment of their employee
provident / gratuity / pension funds.

¥ 24 Hour /7 days a week banking launched nationwide with a branded 24/7 ATM
/ Debit card, new ATMs in Karachi and Lahore, and a revised 24/7 nation-wide
Call Center facility.

¥ The award of a mandate by the Government of Pakistan for the debut issue of
an international Sukuk (Bond) for US$ 600 million to a consortium of international
banks in which Meezan Bank was the Shariah Structuring Advisor.

¥ Al Meezan Investment Management Limited (AMIM), a subsidiary of Meezan
Bank, introduced the Meezan Balanced Fund (MBF), a closed end fund, which
is the first Shariah compliant balanced fund in Pakistan.

Future Outlook

The rapidly increasing focus on Islamic Banking in this market is a clear indication
of its viability as a profitable alternative to traditional finance, and one that cannot
be ignored. We welcome the entry of credible new players in the nascent Islamic
Banking industry and hope that this will result in significant growth in the market.
The resultant effects of increased competition and the benefits to the consumer in
terms of product variation and pricing will Insha-Allah support the overall cause of
Islamic Banking in Pakistan. It has been Meezan BankOs prime goal to promote Islamic




banking in Pakistan. In fact, the Bank has even provided Islamic Banking Advisory
services to financial institutions and is committed to playing a leading role in this
endeavor.

Meezan Bank will continue with a strategic growth plan for branch expansion across
the country, as well as making the required investment in information technology to
enable the level of service excellence we desire in this competitive arena. Furthermore,
the corporate banking initiatives at Meezan Bank will continue to be a high priority
providing our customers with optimum value through the effective delivery of Shariah
compliant products and services. Our expanding product menu caters to a variety
of financial needs, coupled with the latest technological support, access and
convenience, as well as service excellence, all within the bounds of Shariah.

More recently the Bank decided that consumer banking is essentially inevitable for
a commercial bank in todayOs market, with successful growth and acquisition going
to whoever can offer the salient deliverables in the most optimum way, as well as
effectively differentiate themselves from the rest of the market. Furthermore, in addition
to the obvious advantages of consumer banking from a revenue stream and diversification
of risk perspective, this arena affords Meezan Bank the real opportunity to address
its core vision of bringing Islamic Banking to the forefront of our society, as a viable
and feasible alternative to the conventional system. It is through our role as a service
provider to the mass of individual consumers at large that we create an awareness,
educate, and provide solutions on a large scale, reaching down to the grass roots
level. This way our solutions are not limited only to the narrow confines of a niche,
but to the society at large, which is our foremost objective.

Finally, it is worth re-emphasizing that Islamic finance is a veritable reality. The depth

and scope of this industry, both locally and internationally, evidenced by the sheer

size of investment being made, the mushrooming client bases, the quality of portfolios,
the wide experience and talent of its stakeholders and executors, are all clearly
indicative that its time to stand up and take notice. In fact in Pakistan alone the growth

rate is currently over 70% per annum with estimates of the total assets of Islamic
Banks reaching close to Rs. 500 billion in the next few years.

And as a leading example, Meezan Bank continues to educate the market in a
transparent and open manner, as to what Islamic Banking is all about, how it differs
from the conventional system, and what are its many benefits and advantages. We
welcome and in fact urge all members of society to come and see for themselves as
well.

Dividend and Right Issue
During the year the Bank declared 15% Stock Dividend (Bonus shares) continuing
its unbroken payout record since the date of listing on the stock exchange.

Further the bank has issued 30% Rights Issue at par to the shareholder.

Corporate and Financial Reporting Framework

The Board of Directors of Meezan Bank is fully cognizant of its responsibility as
recognized by the recently formulated Code of Corporate Governance issued by the
recently formulated Code of Corporate Governance issued by the Securities and
Exchange Commission of Pakistan and the State Bank of Pakistan. The following
statements are a manifestation of its commitment towards high standards of Corporate
Governance and continuous organizational improvement.



1. The financial statements prepared by the management of Meezan Bank present
fairly its state of affairs, the results of its operations, cash flow and changes in
equity.

Proper books of account of Meezan Bank have been maintained.

3. Appropriate accounting policies have been consistently applied in preparation
of financial statements, except as disclosed.

4. International Accounting Standards as applicable in Pakistan have been followed
in preparation of financial statements and any departure there from has been
adequately disclosed.

5. The system of internal control is sound in design and has been effectively
implemented and monitored.

6. There are no doubts upon the BankOs ability to continue as a going concern.

7. There has been no material departure from the best practices of Corporate
Governance as detailed in the listing regulations.

8. Key operating and financial data for the last seven years in summarized form is
annexed to the report.

9. The Bank has fully complied with best practices on Transfer Pricing and the
provisions of the Code of Corporate Governance as contained in the listing
regulations of the Karachi Stock Exchange throughout the accounting period and
the Directors are satisfied that there is an ongoing process of internal control for
identifying, evaluating and managing the significant risks faced by the Bank.

10. The value of investments of the BankOs recognized Provident Fund based on
audited accounts as at June 30, 2003 amounted to Rs. 12.7 million and based
on un-audited accounts as at December 31, 2004 amounted to Rs. 21.0 million.
The value of investments of Gratuity Fund amounted to Rs. 1.2 million based on
un-audited accounts.

11. The purchase and sale of shares by the Directors, Chief Executive, CFO and
Company Secretary, the pattern of shareholding and record of Board meetings
during the year is given in the enclosed annexure.

N

Compliance with the Code of Corporate Governance

The requirements of the Code of Corporate Governance set out by the Karachi Stock
Exchange in its Listing Regulations relevant for the year ended December 31, 2004
have been adopted by the company and have been duly complied with. A statement
to this effect is annexed with the report.

Risk Management Framework

Risk management is an integral part of the BankOs strategic decision-making process.
It ensures that a framework exists in which prudent financing decisions are taken and
return is commensurate with the risk undertaken. The management of the Bank is
acutely aware of various risks involved and ensures accurate and comprehensive
monitoring.

The Board has delegated to various committees the authority to formulate, review
and approve policies on monitoring and managing risk exposures. These committees
comprise of senior management staff of the Bank who meet regularly to deliberate
on matters relating to the various risk exposures under their respective supervision.
Such committees include:




¥ Credit Committee
¥ Asset Liability Management Committee (ALCO)
¥  Audit Committee

The Credit Committee is responsible for approving and monitoring all financing
transactions and also the overall quality of the financing portfolio. For this purpose

it has formulated Credit Policy so as to effectively monitor the risk profile of the BankOs
asset portfolio and to ensure strict adherence to the State Bank of PakistanOs Prudential
Regulations, Banking Companies Ordinance 1962, and any other regulatory requirement.

ALCO formulates short and long-term strategies to manage liquidity and rate risks in
the light of market conditions, as well as the business objectives of the Bank. The
Audit Committee has worked diligently in ensuring that the Code of Corporate
Governance has been complied with by the Bank.

The Bank has an internal audit department and it performs audit reviews of different
functions on a regular basis to examine and evaluate the adequacy and effectiveness
of internal systems and controls. It reports directly to the Audit Committee. The Bank
has also established an independent compliance function to monitor compliance risk.

The Board of Directors are taking measures to fully implement the SBP guidelines on
risk management by December 31, 2005.

Compliance Statement of Ethics and Business Practices

The BankOs reputation and its actions as a legal entity depend on the conduct of its
employees. It is the policy of Meezan Bank to follow the highest business ethics and
standards of conduct. The BankOs Code of Business Ethics and Standards of Conduct
sets parameters for ethical behavior and business practices for directors and employees.
The code is obligatory and enforced at all levels fairly and without prejudice.

Credit Rating

The JCR-VIS Credit Rating Company Limited, an affiliate of Japan Credit Rating Agency,
Japan has graded the BankOs long-term entity rating at A+ with stable outlook, while
the short-term rating has been graded at A1+, which is the highest possible in this
category.

Auditors

The present auditors M/s A.F. Ferguson & Co., Chartered Accountants, retire and being
eligible, offer themselves for re-appointment. As required under the Code of Corporate
Governance, the Audit Committee has recommended the appointment of M/s A.F.
Ferguson & Co., as auditors for the year ending December 31, 2005.

Ebrahim bin Khalifa Al-Khalifa Irfan Siddiqui
Chairman President & CEO



ANNEXURE TO THE DIRECTORS

FOR THE YEAR ENDED DECEMBER 31, 2004

The purchase and sale of shares by the Directors, Chief Executive, CFO & Company Secretary and their spouses

are given below:

DIRECTORS AND THEIR SPOUSES: Number of
shares as at
January 01,2004

NAME

Mr. Irfan Siddiqui 2,561,033
Mr. Zaigham Mahmood Rizvi 606,612
Mrs. Talat Rizvi w/o Mr. Zaigham Mamhood Rizvi 550
Mr. Ariful Islam 1,146,240
Mr. Rana Ahmad Humayun 200,000
CFO & COMPANY SECRETARY

NAME

Mr. Gohar Igbal Shaikh * 78,334

Number of
shares purchased
during the year

6,061

Bonus Shares
received during
the year

678,671
160,751
145
303,752
53,000

20,017

No. of shares
sold during
the year

61,000

Number of shares
as at December

31,2004

3,239,704
767,363
695
1,449,992
253,000

43,412

* Subsequent to the year end Mr. Shabbir Hamza Khandwala was appointed as CFO & Company Secretary of the bank.

During the year four meetings of the Board were held and

attended as follows:

NAME OF DIRECTOR

H.E. Sheikh Ebrahim bin Khalifa Al Khalifa - Chairman
Mr. Naser Abdul Mohsen Al Matrri - Vice Chairman

Mr. Irfan Siddiqui- President & CEO

Mr. Mohamed Abdul-Rehman Hussain

Mr. Zaigham Mahmood Rizvi

Mr. Tarik Kivanc

Mr. Mazen Khalid Al-Braikan

Mr. Ariful Islam

Mr. Rana Ahmad Humayun

Mr. Yousif Saleh Khalaf

Meetings
attended

NADWWNNDIDAD

Subsequent to the year end Pakistan Kuwait Investment Company (Private) Ltd. nominated Mr. Istagbal Mehdi in place of
Mr Zaigham Mahmood Rizvi, Shamil Bank of Bahrain nominated Mr. Mohammed Abdul Rahman Mohammed Bucheerei
in place of Mr. Yousif Saleh Khalaf and Kuwait Awgaf Public Foundation nominated Mr. Abdul Wahab Al Houti in place

of Mr. Mazen Khalid Al-Braikan.

42



VALUE ADDED STATEMENT

Value Added:

Profit/return on financing, investments

Rupees in 0000

and placements earned - net of provision
Fee, commission and brokerage income
Dividend income

Income from dealing in foreign currencies

Gain or sale of investments etc.

Administrative expenses

Value allocated as follows:

to employees

Salaries, allowances & other benefits |

to depositors/financial institutions

Return on deposits and other dues expensecii

to providers of capital

Bonus shares
Cash dividend

to Government

Income tax |

to expansion and growth

Depreciation

Retained in business

2004 % 2003 %
515,659 75 391,341 70
100,739 15 53,869 10
108,592 16 114,625 21

26,830 4 5,215 1
128,932 19 113,601 20
880,752 678,651
196,096 (29) 120,449 (22)
684,656 100 558,202 100
168,585 25 115,421 21|
250,393 37 182,354 33|

- 106,405
- 53,202
- - 159,607 28

(3,480) 1) 27,015 5

44,800 19,599
224,358 54,206
269,158 39 73,805 13
684,656 100 558,202 100
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SHARIAH ADVISOROS RE

The year under review was the second full year of Islamic Commercial Banking for Meezan Bank
Limited. During this time the Bank executed a variety of established Islamic Commercial Banking
products as well as two new products that were launched successfully after the approval of the Shariah
Supervisory Board. They are as follows:

1. Housing Finance Construction Product: During the current year the Bank refined the Builder
product so as to enable the offering of different variants, which now comprehensively include
House Construction and House Renovation.

2. Asset Management: The BankOs subsidiary, Al Meezan Investment Management launched another
Shariah Compliant fund by the name of Meezan Balanced Fund, with a capital of Rs. 1.2 billion.
The fund manages a combination of equity investments and Shariah compliant debt securities.

Review of Assets

The Bank primarily used Murabaha, ljarah, Islamic Export Refinance, Diminishing Musharakah and
Musharakabh for its financing activities during the year. The chart given below shows the composition
of the financing portfolio by product:

Composition of Financing

2004 2003
70
63
60
50
)
40
c
8
5 30 56
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0
Murabaha ljarah Export Ref.  Housing Musharakah Other

It is encouraging to note that Murabaha transactions now constitute 39% of the total financing portfolio
compared to 63% in the previous year while the percentage of Musharakah, ljarah and Islamic Export
Refinance have increased substantially. The BankOs total financing portfolio reached Rs. 12.339 billion
as of December 31, 2004. The Standard Agreements used by the Bank are in accordance with the
principles of Islamic Shariah and have been approved by the Shariah Supervisory Board (SSB).

During the course of the Shariah Audit the following have been carefully checked:
Murabaha Declarations

The Description of Assets

Asset ownership of the Bank or its proportion

Relevant Invoices

The sequence and order of the documents

K K K K K



¥ Purchase deeds in leasing transactions
¥ Time difference between purchases and declaration.

Based on the Shariah review the Executive Committee has directed the BankOs management not to
recognize income amounting to Rs. 7.2 million earned on certain Murabaha transactions, as the
existence of assets underlying those Murabahas at the respective date of Declaration has not been
conclusively established as yet. The EC shall conduct a detailed review of the subject Murabaha
transactions in due course and accordingly determine whether or not this amount can be recognized
as income.

It is highly recommended that, on a test basis, the BankOs representatives physically check and verify
the Assets, which are the subject of Murabaha and ljara Transactions.

It was also noted that other products of the Bank including Trade Finance, Treasury, Car ljarah and
Home Financing are being used through their approved format by the SSB. In addition to this investments
made in listed shares are based on the criteria given by the SSB.

Review of Liabilities

On the liability side, the Bank offers different Shariah Compliant deposit products. The total deposits
of the Bank reached Rs. 13.8 billion as at December 31, 2004. The procedure for calculation of profit,
weightages and redemption has been approved by the SSB. The implementation of the procedure of
profit calculation is also being checked quarterly.

Advisory

Meezan Bank acted as the Shariah Structuring Advisor for the debut Sukuk offering by the Government
of Pakistan in the international capital markets. The issue raised US$ 600 million for the GoP and was
structured on the basis of ljarah. The Bank actively participated in the review and preparation of the
underlying documentation which was approved by the SSB.

Charity
During the year an amount of Rs. 0.95 million was transferred to the Charity Account and an amount
of Rs. 0.83 million was disbursed.

Creation of New Product Development and Shariah - Compliance

Department

During the year a new department called Product Development and Shariah-Compliance was created.
This department reports directly to the Shariah Advisor and is responsible for over-seeing new product
development, training, monitoring and compliance audit.

May Allah bless us with the best Tawfeeq to accomplish these cherished tasks, make us successful in
this world and in the Hereafter, and forgive our mistakes.

Wassalam Alaikum Wa Rahmat Allah Wa Barakatuh.

Dr. Muhammad Imran Usmani
Member Shariah Supervisory Board and Shariah Advisor
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STATEMENT OF COMPLIA
CODE OF CORPORATE G(

This statement is being presented to comply with the Code of Corporate Governance contained
in Regulation No. 37 of Listing Regulations of Karachi Stock Exchange for the purpose of
establishing a framework of good governance, whereby a listed company is managed in
compliance with the best practices of corporate governance.

The Bank has applied the principles contained in the Code in the following manner:

1. The Bank encourages representation of independent non-executive directors on its Board
of Directors. At present the Board has eight non-executive directors.

2. The directors have confirmed that none of them is serving as a director in more than ten
listed companies, including this Bank.

3. All the resident directors of the Bank are registered as taxpayers and none of them has
defaulted in payment of any loan to a banking company, a DFI or an NBFI or, being a
member of a stock exchange, has been declared as a defaulter by that stock exchange.

4. No casual vacancy occurred during the year ended December 31, 2004.

5. Statement of Ethics and Business Practices has been approved and signed by the directors
and employees of the Bank.

6. The Board has developed a vision and mission statement and an overall corporate strategy
and significant policies of the Bank. A complete record of the significant policies alongwith
the dates on which they were approved or amended has been maintained.

7. All the powers of the Board have been duly exercised and decisions on material transaction,
including appointment and determination of remuneration and terms and conditions of
employment of the CEO and other executive directors have been taken by the Board.

8. The head of the internal audit of the Bank resigned on July 4, 2004. Subsequently, a new
head of internal audit was appointed by the Bank. The appointment including the
remuneration and its terms and conditions have been approved by the Board. There was
no new appointment of the CFO or Company Secretary during the year ended December
31, 2004.

9. The meetings of the Board were presided over by the Chairman. The Board met at least
once in every quarter during the year ended December 31, 2004. Written notices of the
Board meetings, alongwith agenda and working papers, were circulated at least seven
days before the meetings. The minutes of the meetings were appropriately recorded and
circulated.

10. The management of the Bank has circulated a summary of provisions of various laws i.e.
the Companies Ordinance, 1984, the Code of Corporate Governance, the Banking
Companies Ordinance, 1962, the Prudential Regulations of the State Bank of Pakistan
and the Listing Regulations of the Karachi Stock Exchange as required under clause (xiv)
of the Code i.e. with respect to the OOrientation CourseO of directors to acquaint them of
their duties and responsibilities and enable them to manage the affairs of the Bank on
behalf of shareholders.

a7



11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

The DirectorsO report for the year ended December 31, 2004 has been prepared in
compliance with the requirements of the Code and fully describes the salient matters
required to be disclosed.

The financial statements of the Bank were duly endorsed by CEO and Acting CFO before
approval of the Board.

The directors, CEO and executives do not hold any interest in the shares of the Bank,
other than that disclosed in the pattern of shareholdings.

The Bank has complied with all the corporate and financial reporting requirements of the
Code.

The Board has formed an Audit Committee. It comprises of three members, of whom two
are non-executive directors. The CEO is also a member of the committee.

The meetings of the Audit Committee were held at least once every quarter prior to
approval of interim and final results of the Bank. The terms of reference of the committee
have been formed, approved by the Board and advised to the committee for compliance.

The Board has set-up an internal audit function the members of which are considered
suitably qualified and experienced for the purpose and are conversant with the policies
and procedures of the Bank and they are involved in the internal audit function on a full-
time basis. The Bank is in the process of hiring a new head of internal audit to replace
the previous head who retired on January 1, 2005.

The statutory auditors of the Bank have confirmed that they have been given a satisfactory
rating under the quality control review programme of the Institute of Chartered Accountants
of Pakistan, that they or any of the partners of the firm, their spouses and minor children
do not hold shares of the Bank and that the firm and all its partners are in compliance
with the International Federation of Accountants (IFAC) guidelines on code of ethics as
adopted by Institute of Chartered Accountants of Pakistan.

The statutory auditors or the persons associated with them have not been appointed to
provide other services except in accordance with the listing regulations and the auditors
have confirmed that they have observed IFAC guidelines in this regard.

We confirm that all other material principles contained in the Code have been complied
with.

IRFAN SIDDIQUI
President & CEO
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REVIEW REPORT TO THE MI

ON STATEMENT OF COMPLIANCE WITH BEST
PRACTICES OF CODE OF CORPORATE GOVERNANCE

We have reviewed the Statement of Compliance with the best practices contained
in the Code of Corporate Governance prepared by the Board of Directors of Meezan
Bank Limited to comply with the Listing Regulation No. 37 of the Karachi Stock
Exchange where the Bank is listed.

The responsibility for compliance with the Code of Corporate Governance is that of
the Board of Directors of the Bank. Our responsibility is to review, to the extent where
such compliance can be objectively verified, whether the Statement of Compliance
reflects the status of the BankOs compliance with the provisions of the Code of Corporate
Governance and report if it does not. A review is limited primarily to inquiries of the
Bank personnel and review of various documents prepared by the Bank to comply
with the Code.

As part of our audit of financial statements we are required to obtain an understanding
of the accounting and internal control systems sufficient to plan the audit and develop
an effective audit approach. We have not carried out any special review of the internal
control system to enable us to express an opinion as to whether the BoardOs statement
on internal control covers all controls and the effectiveness of such internal controls.

Based on our review, nothing has come to our attention which causes us to believe
that the Statement of Compliance does not appropriately reflect the status of the BankOs
compliance, in all material respects, with the best practices contained in the Code
of Corporate Governance as applicable to the Bank for the year ended December 31,
2004.

A.F. FERGUSON & Co.
Chartered Accountants
Karachi.

March 4, 2005
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The statement is presented to comply with the requirement of State Bank of Pakistan
Circular No. BSD 7 dated May 27, 2004 OGuidelines on Internal ControlO.

The management is responsible for establishing and maintaining an adequate and
effective system of internal control for implementing strategies and policies as approved
by Board of Directors. The system of internal control is based on what management
considers to be appropriate to the BankOs activities, to the materiality of the financial
and other risks inherent in those activities and to the relative costs and benefits of
implementing specific controls. It is designed to manage rather than eliminate the

risk of failure to achieve business objectives and, as such, provides reasonable, but
not absolute, assurance against material mis-statement and loss.

In addition to discharging the above responsibility, the Board of Directors has also
formed an Audit Committee. The Audit Committee has direct oversight responsibility

to ensure the independence of the internal audit function and the independence of

the external auditors. Audit Committee meets at least once every quarter with internal
auditors to discuss the scope and results of their work and the adequacy of internal
accounting controls. The committee also meets with external auditors prior to approval

of half yearly and final results of the Bank.

Based on observations and weakness found and identified by the auditors both internal
and external, improvements are brought about by the management with the approval
of the Board of Directors in the internal controls to ensure non- recurrence of those
exceptions and eliminations of such weaknesses to the maximum possible level.

In view of the above and based on its supervision, management believes that the
internal controls are in place and operating effectively for the year under review and

that it is an ongoing process for the identification, evaluation and management of

significant risk faced by the bank. The Board has endorsed this evaluation.

Moreover keeping in view the risk exposure, internal controls are being continually
being reviewed and updated not only to conform to and to achieve full compliance
with State Bank of PakistanOs guidelines on internal controls, but also to conform,
where ever feasible and practicable, with international best practices and good
corporate governance models.

IRFAN SIDDIQUI ARIFUL ISLAM
President & CEO Chief Operating Officer
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We have audited the annexed balance sheet of Meezan Bank Limited as at December

31, 2004 and the related profit and loss account, cash flow statement and statement
of changes in equity, together with the notes forming part thereof (here-in-after referred
to as the Ofinancial statementsQ) for the year then ended, in which are incorporated
the unaudited certified returns from the branches except for four branches which have
been audited by us and we state that we have obtained all the information and
explanations which, to the best of our knowledge and belief, were necessary for the
purposes of our audit.

It is the responsibility of the BankOs Board of Directors to establish and maintain a
system of internal control, and prepare and present the financial statements in
conformity with approved accounting standards and the requirements of the Banking
Companies Ordinance, 1962 (LVII of 1962), and the Companies Ordinance, 1984
(XLVII of 1984). Our responsibility is to express an opinion on these statements based
on our audit.

We conducted our audit in accordance with the International Standards on Auditing
as applicable in Pakistan. These standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of any
material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting policies and significant estimates made by management, as
well as, evaluating the overall presentation of the financial statements. We believe
that our audit provides a reasonable basis for our opinion and after due verification,
which in case of financings covered more than 60% of the financings of the Bank,
we report that:

a) in our opinion, proper books of account have been kept by the Bank as required
by the Companies Ordinance, 1984 (XLVII of 1984) and the returns referred to
above received from the branches have been found adequate for the purposes
of our audit;

b) in our opinion:

(i) the balance sheet and profit and loss account together with the notes thereon
have been drawn up in conformity with the Banking Companies Ordinance,
1962 (LVII of 1962), and the Companies Ordinance, 1984 (XLVII of 1984)
and are in agreement with the books of account and are further in accordance
with accounting policies consistently applied except for the changes as
stated in note 5.4 with which we concur;

(i)  the expenditure incurred during the year was for the purpose of the BankOs
business; and

(i) the business conducted, investments made and the expenditure incurred
during the year were in accordance with the objects of the Bank and the
transactions of the Bank which have come to our notice have been within
the powers of the Bank;



c) inour opinion and to the best of our information and according to the explanations
given to us the balance sheet, profit and loss account, cash flow statement and
statement of changes in equity together with the notes forming part thereof conform
with the approved accounting standards as applicable in Pakistan and give the
information required by the Banking Companies Ordinance, 1962 (LVII of 1962)
and the Companies Ordinance, 1984 (XLVII of 1984), in the manner so required
and give a true and fair view of the state of the BankOs affairs as at December 31,
2004 and its true balance of the profit, its cash flows and changes in equity for
the year then ended; and

d) in our opinion Zakat deductible at source under the Zakat and Ushr Ordinance,
1980 (XVIII of 1980), was deducted by the Bank and deposited in the Central
Zakat Fund established under section 7 of that Ordinance.

A.F. FERGUSON & Co.
Chartered Accountants
Karachi.

March 4, 2005




ASSETS

Cash and balances with treasury banks
Balances with other banks

Due from financial institutions
Investments

Financings

Other assets

Operating fixed assets

Deferred taxation

LIABILITIES

Bills payable

Due to financial institutions

Deposits and other accounts

Sub-ordinated loan

Liabilities against assets subject to finance leases
Other liabilities

Deferred taxation

NET ASSETS

REPRESENTED BY

Share capital

Capital reserves

Revenue reserves

Advances against issue of right shares

Surplus on revaluation of investments

CONTINGENCIES AND COMMITMENTS

BALANCE SHEET

AS AT DECEMBER 31, 2004

Note

The annexed notes 1 to 41 form an integral part of these financial statements.

Chairman President and Chief Executive

2004

2003

Rupees in '000

7 2,623,588 1,042,285
8 1,751,083 683,596
9 1,429,053 1,211,667
10 12,339,745 7,397,078
11 1,349,184 689,226
12 204,737 78,537
19,697,390 11,102,389
13 196,145 169,062
14 2,862,139 988,964
15 13,769,807 7,756,862
16 770,631 429,790
17 286 9,236
17,599,008 9,353,914
2,098,382 1,748,475
18 1,346,017 1,064,045
19 256,578 351,444
20 258,325 221,073
1,860,920 1,636,562
18.1.1 192,312 -

21 45,150 111,913
2,098,382 1,748,475

22

Director Director




PROFIT AND LOSS ACCOUNT

FOR THE YEAR ENDED DECEMBER 31, 2004

Note

23
24

Profit/return on financings, investments and placements earned
Return on deposits and other dues expensed
Net spread earned

Provision / (reversal) of provision against non-performing financings (net) 10.7
Provision for diminution in value of investments 9.2
Bad debts written off directly 10.8

Net spread after provisions

OTHER INCOME

Fee, commission and brokerage income
Capital gain on sale of investments

Dividend income

Unrealised gain on held for trading investments
Income from dealing in foreign currencies
Other income

Total other income

25

OTHER EXPENSES
Administrative expenses
Other provisions / write offs
Other charges

Total other expenses

26

27

Extraordinary / unusual items
PROFIT BEFORE TAXATION

Taxation 28

28

- for the year
- deferred

PROFIT AFTER TAXATION
Unappropriated profit brought forward
APPROPRIATIONS AND TRANSFERS

Transferred to

Statutory reserve

Reserve for issue of bonus shares

Revenue reserves

Proposed final cash dividend (2003: Rs 0.50) per share on
134,601,710 (2003: 106,404,514) ordinary shares

Unappropriated profit carried forward

Basic earnings per share - (Rupees) 29

The annexed notes 1 to 41 form an integral part of these financial statements.

Chairman President and Chief Executive

2004

Rupees in '000

Director

534,400 375,567
250,393 182,354
284,007 193,213
16,991 (17,769)
1,750 1,995
18,741 (15,774)
265,266 208,987
100,739 53,869
81,223 105,339
108,592 114,625
42,081 -
26,830 5,215
5,628 8,262
365,093 287,310
630,359 496,297
409,296 255,449
185 20
409,481 255,469
220,878 240,828
220,878 240,828
5,470 5,731
(8,950) 21,284
(3,480) 27,015
224,358 213,813
12,073

236,431 630
214,443

(44,872)
- (42,763)
. (106,405)
- (53,202)
(44,872) (202,370)
191,559 12,073
1.67 1.59

Director




Note

CASH FLOW FROM OPERATING ACTIVITIES

Profit before taxation
Dividend income

Adjustments for non-cash charges

Provision / (reversal) of provision against non-performing financings (net)
Provision for diminution in value of investments

Unrealised gain on held for trading investments

Gain on sale of share in a subsidiary company

Gain on sale of property, equipment and others

Depreciation

Amortisation

(Increase) / decrease in operating assets
Net investments in held for trading securities
Financings

Other assets

Increase in operating liabilities
Bills payable

Due to financial institutions
Deposits and other accounts
Other liabilities

Income tax paid
NET CASH FLOW FROM OPERATING ACTIVITIES

CASH FLOW FROM INVESTING ACTIVITIES

Net investments in

- held to maturity securities

- available for sale securities

- unquoted subsidiary company

- quoted associated undertakings

- unquoted associated undertakings

Sale proceed on disposal of shares in an unquoted subsidiary company
Dividends received

Investments in operating fixed assets

Sale proceeds on disposal of property, equipment and others
Net cash outflow from investing activities

CASH FLOW FROM FINANCING ACTIVITIES

Amount received against issue of shares

Dividend paid

Net cash flow from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents as at January 1 30
Cash and cash equivalents as at December 31 30

The annexed notes 1 to 41 form an integral part of these financial statements.

Chairman President and Chief Executive

CASH FLOW STATEMENT

FOR THE YEAR ENDED DECEMBER 31, 2004

2004

Rupees in '000

2003

220,878 240,828
(108,592) (114,625)
112,286 126,203
16,991 (17,769)
1,750 1,995
(42,081) -
(450) -
(704) (1,391)
43,707 19,066
1,093 533
20,306 2,434
132,592 128,637
244,474 (147,393)
(4,959,658) (3,847,121)
(656,842) 204,228
(5,372,026) (3,790,286)
27,083 122,220
1,873,175 977,133
6,012,945 2,677,384
393,288 179,186
8,306,491 3,955,923
3,067,057 294,274
(7,112)
3,059,945 (106,736)
187,538
(120,893) (20,263)
(90,329) (345)
- (67,900)
4,080 (132,939)
(286,000) 12,900
5,300 -
107,118 140,257
(172,613) (63,379)
2,317 2,576
(551,020) (129,093)
192,312 -
(52,447) (49,987)
139,865 (49,987)
2,648,790 8,458
1,725,881 1,717,423
4,374,671 1,725,881
Director

Director




STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2004

Capital reserves Revenue reserves
Share capital  Share Statutory Reserve for  General Unappropriated Total
premium reserve issue of reserve profit
account bonus
shares

Rupees in ©000

Balance as at January 1, 2003 1,001,454 33,333 168,943 62,591 209,000 630 1,475,951
Issue of bonus shares 62,591 - - (62,591) - - -
Net profit after taxation for

the year - - - - - 213,813 213,813
Transfer to statutory reserve - - 42,763 - - (42,763) -
Transfer to reserve for

issue of bonus shares - - - 106,405 - (106,405) -
Proposed dividend - - - - - (53,202) (53,202)
Balance as at December 31, 2003 1,064,045 33,333 211,706 106,405 209,000 12,073 1,636,562
Issue of bonus shares 281,972  (33,333) - (106,405) (142,234) - -
Net profit after taxation

for the year - - - - - 224,358 224,358
Transfer to statutory reserve - - 44,872 - - (44,872) -
Balance as at December 31, 2004 1,346,017 - 256,578 - 66,766 191,559 1,860,920

The annexed notes 1 to 41 form an integral part of these financial statements.

Chairman President and Chief Executive Director Director



NOTES TO AND FORMING PART OF
THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2004

1. LEGAL STATUS AND NATURE OF BUSINESS

The Bank was incorporated in Pakistan on January 27, 1997 as a public limited company under the Companies
Ordinance, 1984 and its shares are quoted on the Karachi Stock Exchange. The Bank was registered as an Olnvestment
Finance CompanyO on August 8, 1997 and carried on the business of investment banking as permitted under SRO
585(1)/87 dated July 13, 1987 in accordance and in conformity with the principles of Islamic Shariah. A Ocertificate

of commencement of businessO was issued to the Bank on September 29, 1997.

The Bank was granted a OScheduled Islamic Commercial BankO licence on January 31, 2002 and formally commenced
operations as a scheduled Islamic commercial bank with effect from March 20, 2002 on receiving notification in
this regard from the State Bank of Pakistan (SBP) under section 37 of the State Bank of Pakistan Act, 1956. Currently,
the Bank is engaged in commercial, consumer and investment banking activities.

The Bank was operating through sixteen branches as at December 31, 2004 (2003: ten). Its registered office is at
3rd Floor, PNSC Building, Moulvi Tamizuddin Khan Road, Karachi.

2. BASIS OF PRESENTATION

The Bank provides financing mainly through murabaha, ijarah, musharakah and export refinance under Islamic
export refinance scheme. Under murabaha the goods are purchased and are then sold to the customers on credit.
The purchase and sale arising under these arrangements are not reflected in these financial statements as such but
are restricted to the amount of facility actually utilised and the appropriate portion of profit thereon. The income

on such financings is recognised in accordance with the principles of Islamic Shariah, however income, if any,
received which does not comply with the principles of Islamic Shariah is recognised as charity payable if so directed

by the Executive Committee of the Shariah Supervisory Board.

3. STATEMENT OF COMPLIANCE

3.1 The financial statements have been prepared in accordance with the requirements of the Companies Ordinance,
1984 (the Ordinance), the Banking Companies Ordinance, 1962 (the Ordinance), the directives issued by the SBP
including format for financial statements of Bank issued by SBP through BSD Circular No. 36 dated October 10,
2001, and the International Accounting Standards (IASs) issued by the International Accounting Standards Committee
(IASC) and interpretations issued by Standing Interpretation Committee of IASC (the interpretations), as adopted in
Pakistan. However, the requirements of these Ordinances and the directives of the SBP have been followed in case
where their requirements are not consistent with the requirements of the IASs and the interpretations.

3.2 The SBP through its BSD Circular letter No. 10 dated August 26, 2002 has deferred the implementation of IAS 39,
‘Financial Instruments: Recognition and Measurement' and IAS 40, 'Investment Property' for banks in Pakistan.
Accordingly, the requirements of those IASs have not been considered in preparation of these financial statements.

4. BASIS OF MEASUREMENT
These financial statements have been prepared under the historical cost convention except that investments are
valued at market rates in accordance with the requirements of SBPOs BSD Circular No. 10 dated July 13, 2004 as
amended through BSD Circular No. 11 dated August 4, 2004 and BSD Circular No. 14 dated September 13, 2004.

5. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

5.1 Cash and cash equivalents

Cash and cash equivalents comprise of cash and balances with treasury banks and balances with other banks in
current and deposit accounts.




NOTES TO AND FORMING PART OF
THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2004

5.2 Revenue recognition

() Dividend income is recognised when the BankOs right to receive payment is established.

(i) Purchase and sale of investments are recorded on the dates of contract. Gains and losses on sale of investments
are also recorded on those dates.

(iii) The Bank follows the finance method in recognising income on ijarah contracts. Under this method the unearned
income i.e. the excess of aggregate ijarah rentals over the cost of the asset under ijarah facility is deferred and
then amortised over the term of the ijarah, so as to produce a constant rate of return on net investment in the
ijarah. Gains / losses on termination of ijarah contracts, documentation charges, front-end fees and other ijarah
income are recognised as income on a receipt basis. Consistent with prior years, income on ijarah is recognised
from the date of delivery of the respective assets to the mustajir.

(iv) Profit on murabaha financings and placements is recognised on accrual basis, except the profit required to be
suspended in compliance with the Prudential Regulations issued by the SBP which is recorded on receipt basis.
Consistent with prior years, profit on murabaha is recognised on delivery of goods to the customer.

(v) Commission on letters of credit, acceptances and guarantees is recognised on receipt basis, except for commission
on guarantees in excess of Rs. 50,000 which is recognised over the period of the guarantee.

5.3 Financings

Financings are stated net of specific and general provisions against non-performing financings, if any, which are
charged to the profit and loss account.

The Bank determines the provision against financings on a prudent basis in accordance with the Prudential Regulations
issued by the SBP.

Financings are written off when it is considered that there is no realistic prospect of recovery.
5.4 Investments
5.4.1 The Bank classifies its investments as follows:

- Held for trading

These are investments acquired principally for the purpose of generating profit from short-term fluctuations in
price.

- Held to maturity

These are investments with fixed or determinable payments and fixed maturity and the Bank has positive intent
and ability to hold to maturity.

- Available for sale
These are investments which do not fall under the Oheld for trading® or Oheld to maturity® categories.

The Bank has reclassified its investment in the aforementioned categories on September 30, 2004 to comply

with the requirements of BSD Circular No. 11 dated August 4, 2004.




NOTES TO AND FORMING PART OF
THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2004

5.4.2 To comply with the requirements contained in BSD Circulars 10, 11 and 14 dated July 13, August 4 and September
24, 2004 respectively, the Bank values its investments as follows:

- Quoted securities, excluding investments categorised as Oheld to maturityO securities and investment in subsidiaries
and associates, are stated at revalued amounts.

- Unquoted securities including investments in associates and subsidiaries continue to be stated at cost less
provision for impairment, if any.

- Investments in quoted associates are carried at cost. Previously, these investments were stated at revalued
amounts in accordance with BSD Circular No. 20 dated August 4, 2000. The reason and effect of the aforementioned
change in accounting policy is stated in note 6.1.

- Investments in securities categorised as Oheld to maturityO are carried at amortised cost. Previously such quoted
investments were stated at revalued amount and the unquoted investment were stated at cost. This change in
accounting policy has not resulted in any change in the profit for the current year.

5.4.3 Any surplus/deficit arising as a result of revaluation of quoted securities categorised as Oavailable for saleQ is presented
below the shareholdersO equity in the balance sheet.

5.4.4 During the year the Bank has changed its accounting policy in respect of accounting for unrealised surplus / deficit
arising on revaluation of Oheld for trading® investments portfolio. According to the revised policy, surplus / deficit
arising on revaluation of Oheld for tradingO securities is credited / charged to the profit and loss account. Previously
any surplus / deficit arising as a result of revaluation of investments was presented below shareholdersO equity in the
balance sheet in accordance with BSD Circular No. 20 dated August 4, 2000. The reason and effect of change in
this accounting policy is stated in note 6.1.

5.4.5 The Bank has also changed its accounting policy in respect of accounting for unrealised surplus / deficit arising on
revaluation of Oheld to maturity® investments portfolio. OHeld to maturity® investments are now carried at amortised
cost. Previously any surplus / deficit arising as a result of revaluation of investments was presented below shareholdersO
equity in the balance sheet in accordance with BSD Circular No. 20 dated August 4, 2000. This change in accounting
policy has no effect on these financial statements.

5.4.6 Cost of investments is determined on moving average basis. The cost of acquisition of Odealing securitiesO (i.e. quoted
securities purchased and sold on the same day) is not considered for calculating the Omoving average costO of other
guoted securities (i.e. quoted securities sold after the date of purchase).

5.4.7 Impairment loss is recognised whenever the carrying amount of an investment exceeds its expected recoverable
amount. An impairment loss is recognised in income currently.

5.5 Operating fixed assets

5.5.1 Tangible assets
Operating fixed assets are stated at cost less accumulated depreciation. Depreciation is charged to the profit and
loss account applying the straight line method whereby the cost of an asset is written off over its estimated service
life. The full annual rate of depreciation is applied on the cost of additions while no depreciation is charged on assets
deleted during the year. Capital work in progress is stated at cost.
Items of fixed assets costing Rs. 10,000 or less are not capitalised and are charged off in the year of purchase. When

the carrying amount of an asset is greater than its estimated recoverable amount it is written down immediately to
its recoverable amount.




NOTES TO AND FORMING PART OF
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FOR THE YEAR ENDED DECEMBER 31, 2004

Maintenance and normal repairs are charged to income as and when incurred.

55.2

5.6

5.7

5.8

Profit or loss on disposals of fixed assets is included in income currently.
Intangible assets

Intangible assets comprise of computer software. Accounting for such assets is on the same basis as for tangible fixed
assets owned by the Bank.

Taxation

Current

The charge for taxation is based on expected taxable income for the year at current rates of taxation, and any
adjustments to tax payable in respect of previous years, after taking into consideration available tax credits, rebates
and tax losses etc.

Deferred

The Bank accounts for deferred taxation using the balance sheet liability method on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the financial statements. A deferred tax
asset is recognised only to the extent that it is probable that future taxable profits will be available and the credits
will be utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefit
will be realised.

Staff retirement benefits

Defined benefit plan

The Bank operates a funded gratuity scheme for all its permanent employees who have completed the minimum
qualifying eligible service of one year. The scheme was approved by the tax authorities in April 2000 and the last
actuarial valuation was conducted as at December 31, 2004. The projected unit credit method was used for actuarial
valuation.

Actuarial gains or losses are recognised in accordance with the actuary's recommendation.

Defined contribution plan

The Bank also operates a recognised contributory provident fund for all permanent employees. Equal monthly
contributions are made, both by the Bank and the employees, to the fund at a rate of 10% of basic salary.

Foreign currencies

Foreign currency transactions are recorded in rupees at exchange rates prevailing on the date of transaction. Assets,
liabilities and contingencies and commitments in foreign currencies except forward contract other than contracts
with the SBP at the year end are reported in rupees at exchange rates prevalent on the balance sheet date.

Forward contracts other than contracts with the SBP relating to the foreign currency deposits are valued at forward

rates applicable to the respective maturities of the relevant foreign exchange contract. Forward contracts with the
SBP relating to foreign currency deposits are valued at spot rate prevailing at the balance sheet date. Exchange gains

and losses are included in income currently.



NOTES TO AND FORMING PART OF
THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2004

5.9 Provisions and contingent assets and liabilities

Provisions are recognised when the Bank has a present legal or constructive obligation arising as a result of past
events and it is probable that an outflow of resources embodying economic benefits will be required to settle the
obligation and a reliable estimate of the amount of the obligation can be made.

Contingent assets are not recognised, and are also not disclosed unless an inflow of economic benefits is probable
and contingent liabilities are not recognised, and are disclosed unless the probability of an outflow of resources
embodying economic benefits is remote.

Acceptances comprise undertakings by the Bank to pay bills of exchange drawn on customers. The Bank expects
most acceptances to be settled simultaneously with the reimbursement from the customers. Acceptances are accounted
for as off-balance sheet transactions and are disclosed as contingent liabilities and commitments.

5.10 Related party transactions

Transactions between the Bank and its related parties are carried out on armOs length basis substantiated in a manner
set out in the note 40.2.

5.11 Offsetting

Financial assets and financial liabilities are offset and the net amount reported in the balance sheet when there is a
legally enforceable right to set off the recognised amounts and there is an intention to settle on a net basis, or realise
the asset and settle the liability simultaneously.

5.12 Compensated absences

The Bank recognises liability in respect of employees compensated absences in the period in which these are earned
upto the balance sheet date.

6. REASON AND EFFECT OF CHANGES IN ACCOUNTING POLICIES

6.1 Effective September 30, 2004 the Bank has changed its accounting policy in respect of matters stated in notes 5.4.2
and 5.4.4 above. These changes have been made to comply with the requirements stated in BSD Circulars 10, 11
and 14 dated July 13, August 4 and September 24, 2004 respectively issued by SBP. The effects of respective changes
are presented below separately.

- Had the accounting policy not been changed with respect to valuation of investment in quoted associates, the
investment in quoted associates and the unrealised surplus on revaluation of investments as presented below
shareholdersO equity in the balance sheet would have been higher by Rs. 128.484 million.

- Had the accounting policy not been changed with respect to accounting for unrealised surplus arising on
revaluation of investments categorised as Oheld-for-tradingO, the profit for the year ended December 31, 2004
would have been lower by Rs. 42.081 million and surplus on revaluation of investments would have been higher
by the same amount.

In accordance with the allowed alternative treatment specified in International Accounting Standard (IAS) 8 ONet
Profit or Loss for the Period, Fundamental Errors and Changes in Accounting PoliciesO the effects of the aforementioned
changes in an accounting policy have been recognised in the current period. As the Bank has reclassified its portfolio

on September 30, 2004 in accordance with the requirements of BSD Circular No. 11 dated August 4, 2004 therefore

its is not practical to state the Oheld for trading® portfolio on the same basis for the years ended December 31, 2002
and 2003. However, for the purpose of disclosure, Oheld for tradingd securities portfolio as at December 31, 2002
and December 31, 2003 has been considered as Oheld for trading® portfolio as required by SBPOs aforementioned
circulars. The restated proforma information as required by the aforementioned IAS has been presented in notes 6.2
and 6.3 below.



NOTES TO AND FORMING PART OF
THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2004

6.2 Extract of profit and loss account
Proforma
2004 2003 2004 2003
Rupees in 0000
Profit after taxation for the period before incorporating the
effects of changes in accounting policy 182,277 213,813 182,277 213,813
Cumulative effects of changes in accounting policy as stated
above 42,081 - 2,358 (295)
Profit after taxation for the year as restated 224,358 213,813 184,635 213,518
6.3 Extract of statement of unappropriated profit
Opening balance of unappropriated profit as previously reported 12,073 630 12,073 630
Effects of changes in accounting policy
- as stated above - - 39,723 40,018
- statutory reserve - - (7,945) (8,004)
Opening balance of unappropriated profit as restated 12,073 630 43,851 32,644
Profit after taxation for the year 224,358 213,813 184,635 213,518
236,431 214,443 228,486 246,162
Transfer to statutory reserve (44,872) (42,763) (36,927) (42,704)
Transfer to reserves for issue of bonus shares - (106,405) - (106,405)
Proposed dividend - (53,202) - (53,202)
Unappropriated profit 191,559 12,073 191,559 43,851
7. CASH AND BALANCES WITH TREASURY BANKS 2004 2003
Rupees in 0000
In hand
- local currency 266,600 95,870
- foreign currency 59,858 47,870
With the SBP in
- local currency current accounts - note 7.1 2,199,745 812,868
- foreign currency deposit accounts - note 7.1 97,000 85,292
With National Bank of Pakistan in
- alocal currency current account 385 385
2,623,588 1,042,285

7.1

These represent local and foreign currency amounts required to be maintained by the Bank with the SBP as stipulated

by it (the SBP).






