





PAKISTAN MORTGAGE REFINANCE
COMPANY LIMITED

Pakistan Mortgage Refinance Company (PMRC) was set up as d
Mortgage Liquidity Facility by the Government of Pakistan, the State
Bank of Pakistan and World Bank to address the long-term funding
constraint in the banking sector; which was hindering the growth of the
primary mortgage market. PMRC serves as a secure source of long-term
funding at attractive rates and at the same time ensuring sound lending
habits amongst the Partner Financial Institutions (PFls).

Its thrust is three-fold: help reduce maturity mismatch risk for PFls,
increase the availability of fixed rate mortgages and increase the
maturity structure of the mortgage loans; this in turn not only helps
improve the affordability of mortgages but also increases the number
of qualifying borrowers. With these initiatives, PMRC envisions an
expansion of the primary mortgage market, which will consequently
lead to the ultimate goal - a more widespread home ownership.

PMRC is playing a key role in providing funding to both conventional and
Islamic PFls and it endeavors to encourage and collaborate with PFls for
growth of housing finance in Pakistan.

As the Company'’s principal source of funding will be from the local bond
market; another important objective of the Company is to pioneer the
development of the local bond and sukuk markets.
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While the market interest rates increased during the year, PMRC reduced its lending rates for PFls enabling them to
lower their on-lending mortgage rates. Volumetric growth of the refinance loans and controlled operating
expenses were the key reasons for increase in the year's profitability.

Under Pakistan Housing Project, World Bank Group (WBG) via Ministry of Finance - Government of Pakistan disbursed
Sub-ordinated debt of Rs. 7.0 billion to strengthen PMRC's balance sheet. In the event PMRC is unable to meet the
minimum capital requirement as laid down by the State Bank of Pakistan (SBP), this subordinate debt can be
converted into equity by PMRC. This was included primarily to ensure sustainability of PMRC. Furthermore, WBG also
provided a credit line of Rs. 5.6 billion for refinancing of mortgage loans for the low and middle-income groups.

Human Resource

PMRC has developed a strong, dedicated and devoted team that has strong commitment to work for growth and
development of the mortgage market. It strives to maintain a work environment that fosters professionalism,
excellence and cooperation among the employees and high standards of business ethics. A lean organizational
structure with competent resources and performance culture has led PMRC to the path of growth and market
creation. This is evident from its performance in 2019 with Balance Sheet size of Rs. 20 billion and growth in its equity
base to Rs. 4.69 billion.

IransTer to Statutory Keserve 18U,368 0L/
Other comprehensive income 1096 (796)
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Capital Ratios and MCR

As of the statement of financial position date, PMRC's paid - up capital stands at Rs. 3.65 billion. SBP has allowed
PMRC to operate with an Initial Paid Up Capital (net of losses) - Minimum Capital Requirement (MCR) level of at least
Rs. 35 billion subject to MCR compliance with applicable paid up capital requirement within a period of five years
from the commencement of its operations/business.

Capital Adequacy Ratio stands at 206.9%. PMRC's capital and related ratios remain well above regulatory
requirements.

Macroeconomic Review

During FY 19, Pakistan's GDP growth slowed as economic policies to address the twin deficits took effect. Growth
lowered to 3.3 percent in FY19-a 2.5 percentage decline compared to the previous year, due to the stabilization
measures undertaken by the government. Real GDP growth is projected to be 2.4% in FY20 with the government’s
tight fiscal and monetary policies. The combined effect of the decline in the GDP growth rate and the massive
devaluation of the Pakistan rupee resulted in a reduction in per capita GDP from $1551in FY18 to $1,370 in FY19. The
impact of decline in per capita GDP coupled with rising inflation will have an impact on consumer purchasing power.

Average headline inflation increased to 6.8% in FY19 compared with 3.9% in FY18 and sharply rose to 12.6% at year end
2019, primarily because of the depreciating exchange rate and international oil prices and may persist in the year
2020 if prices of food and related items are not brought under control.




Due to the measures taken by the State Bank of Pakistan the Current Account Deficit (CAD) narrowed to US$13.8
billion in FY2019 compared to US$19.9 billion in FY18. The decline was primarily driven by lower imports primarily in
transport and machinery due to slow down in investment and industrial growth. Export, Foreign Direct Investment
and revenue collection didn’t show any marked improvement. However; Pakistan’'s improvement in ranking in ease
of doing business coupled with improved CAD and expected positive economic indicators, foreign investor
sentiments and Government's resolve to accelerate the privatization process of state-owned enterprises could
boost FDI in FY20.

Financial flows reduced in FY19; however, stabilization came in support after bilateral inflows from China, UAE and
Saudi Arabia. The approval of the IMF Extended Fund Facility in July 2019 coupled with the resumption of multilateral
budget support has contributed positively and Pakistan's foreign reserves reached to US$13 billion in December 2019.
The gradual accumulation of reserves reduced pressure on the exchange rate with some financial stability.

The Mortgage Market

Pakistan, like other developing countries, has been facing severe shortage of housing units; and this basic human
need is felt more profoundly at the bottom-of-the-pyramid comprising of the poor and financially under-served
segments of the society. According to conservative estimates, there is already a backlog of more than 10 Million
housing units which is growing approximately by about 700,000 units every year. The shortage of housing facilities is
more acute in urban cities and towns where more than half of the population lives in slums or in informal
settlements. Moreover, the low mortgage to GDP ratio of 0.2% indicates the low volume of housing finance in the
country.

Despite the challenges faced by the mortgage market and PFis; housing finance market witnessed a growth of
approximately 14% in FY19. The combined volume of outstanding housing finance from banks and HBFCL stood at Rs.
103.64 billion as of Sept 2019.

This historical growth in mortgage finance was driven by joint efforts of PFls, SBP, regulators and PMRC.

New Initiatives by Government

The present government has announced some of the projects of Naya Pakistan Housing Scheme in different
cities under its target of 5 million houses for lower segment of the population. SBP also announced a low-cost
housing policy for general public and a special subsidized financing scheme for widows, children of martyrs,
disabled citizens and transgenders.

Further, the general reserve requirements against low cost housing finance portfolio of banks/DFls was withdrawn
by SBP. In addition to this, Banks/DFls, extending housing finance to low income groups, are being allowed relaxation
in Housing Finance prudential regulation by way of increase in LTV ratio to 90:10 from existing 85:15.

In order to incentivize banks/DFIs for providing low cost housing finance, bank/DFI's exposure to low cost housing, as
defined by SBP, will not be included for calculating the real estate exposure limit.

The Government announced a reduced tax rate of 15% on the income generated from housing finance of low-cost
housing units. Moreover, Federal Board of Revenue (FBR) released a comprehensive list of property values for
generating revenue which will not only control the price spiral in real estate but will also discourage the trend from
property investors eliminating speculation in the property market.

Banks/DFIs availing refinance from PMRC have been exempted from maintaining CRR and SLR on borrowings from
PMRC. To support the growth of low-cost housing in Pakistan, SBP has reduced the risk weight to 25% for banks/ DFls’
exposure to low cost housing, further, regulatory cap of 40%, on exposure above PKR 250,000 on housing loans is
being removed.

In order to reduce the transaction cost of the small sized loans, relaxation was allowed in housing finance
prudential regulations by permitting banks/DFIs to use one model property assessment, for a low-cost housing
society/project only, in place of valuing each individual unit within that society/project.




More importantly, Real Estate Regulatory Authotity/Regulations are on the cards as suggested by many banks. This
will connect all relevant departments of property transactions under one roof. This will not only make the process of
property transactions much easier for the banks, but it will result in transparency in the transactions. Establishment
of Land Information Repository/Online Title Search and setting-up of Land Bank - Improved Master Planning are also
in process.

Credit Ratings

Based on PMRC's low exposure to credit & market risk, strong projected capitalization indicators, strong sponsors,
experienced & professional management team and sound risk management controls, VIS Credit Rating Company
Limited (VIS) has assigned entity ratings of “AAA/A-T" (Triple A/A-One Plus). Outlook on the assigned ratings is “Stable”.

Future Outlook

Keeping in view the challenging economic environment with high inflation and interest rates compared to
preceding years is likely to see higher financing rates for the end-users putting pressure on mortgage financing
during FY20. Amid such scenario, PMRC with it's financing can provide relief for the end-user as proven in preceding
year. It was able to subdue such pressures on PFls by catalyzing their mortgage advances growth through
refinancing at concessional rates. As mentioned earlier, PMRC passed on a benefit of Rs. 131 million during the last
year. PMRC keeping the same zeal is targeting an increase in disbursements for FY2020. These disbursements are
not limited to Banks but will include MFBs, DFIs, Microfinance Institutions and Non-Bank Financial Institutions. This
strategy to focus on institutions apart from Commercial Banks will ensure that the benefit of low mortgage rates is
passed on to end-user for affordable housing to the financially under-served segments of the society.

In line with market adjusted business strategy, PMRC'’s role of providing technical assistance to the PFis will
additionally play a pivotal role for our clients. Since PMRC's targeted segment of Microfinance Institutions and
Non-Bank Financial Institutions will be preparing to enter into the space of mortgage financing, the technical
assistance provided by PMRC will assist these institutions to develop products, improve & enhance underwriting and
servicing standards, thus enabling them to be competitive and sustainable in the mortgage market.

Moreover, in order to promote World Bank's global criteria for Environmental and Socially (E&S) responsible
mortgages, PMRC will engage with clients and help them design their E&S standards.

PMRC also intends to issue series of TFCs & Sukuks (Bonds) keeping in view its volumetric growth and its mandate to
develop the capital markets. These issuances will primarily support the growth in the core refinance business of
PMRC and additionally introduce fixed income instruments. Although, acceptability of PMRC bonds would be a
challenge for the company considering its recent creation in the market.

Corporate Governance

The Board of Directors has adopted, the Code of Corporate Governance issued by Securities and Exchange
Commission of Pakistan (SECP) on voluntary basis as the Board is committed to ensuring the best Governance
practices.

The Directors are pleased to report that:

. The financial statements, prepared by the management of the company, present fairly the
state of affairs of the company, the results of its operations, cash flows and changes in equity.

. Proper books of accounts have been maintained.

. Appropriate accounting policies have been consistently applied in the preparation of the
financial statements, except for the changes in accounting policies as described in Note 41to
the financial statements. Accounting estimates are based on reasonable and prudent
judgment.




. International Financial Reporting Standards, as applicable to company in Pakistan, have been
followed in preparation of financial statements.

. The system of internal control in the company is sound in design and is effectively
implemented and monitored.

. There are no significant doubts regarding PMRC's ability to continue as a going concern.

. There has been no material departure from the best practices of corporate governance
except for those as explained in the Statement of Compliance.

. Profit amounting to Rs.180.368 million has been transferred to Statutory Reserve for the
year 2019.
. The Board of Directors consists of seven (7) male and one (1) female member. The detailed

composition of the Board is given in paragraphs 2 of the Statement of Compliance with the
Code of Corporate Governance.

. Details of Directors’ training programs are given in the Statement of Compliance with the
Code of Corporate Governance.

Change in Directorship

Mr. Zahid Parekh resigned on January 22, 2019 and Mr. Risha A. Mohyeddin was appointed as director in his place on
March 5, 2019.

Mr. Rashid Nawaz Tipu and Mr. Syed Tariq Ali retired on October 4, 2019 and Mr. Syed Taha Afzal and Mr. Naved Nasim
elected as director on October 4, 2019 respectively in their places along with other retiring Directors.




Compensation of Directors

The Board has approved the remuneration policy of directors including independent directors, thereby, the Board
shalll, from time to time, determine and approve the remuneration of the non-executive and executive members of
the Board for attending Board Meetings. Such level of remuneration shall be appropriate and commensurate with
the level of responsibility and expertise offered by the members of the Board, and shall be aimed at attracting and
retaining members needed to govern the Company successfully, and creating value addition. The Board shaill
ensure that the prevailing level of remuneration of the Board does not any time compromise the independence of
independent members of the Board. No single member of the Board shall determine his/her own remuneration. The
Non-Executive Directors, including Independent Directors, are eligible for fees and logistic expenses for attending
meetings of the Board and Board Committees as approved by the Board of Directors.

Risk Management Framework

The Company has set up objectives and policies to manage the risks that arise in connection with financial
instruments. The risk management framework and policies of the Company are guided by specific objectives to
ensure that comprehensive and adequate risk management policies are established to mitigate the salient risk
elements in operations of the Company. The establishment of the overall financial risk management objectives is
consistent and in tandem with the strategy to create value and sustainability, whilst guided by a prudent and
robust framework of risk management policies. Despite the low risk business model of the Company as it enly deals
with banks and regulated Financial Institutions, it places great emphasis on the importance of risk management
and has put in place clear and comprehensive risk management framework to identify, monitor, manage and
control the relevant risk factors.

Corporate Social Responsibility
PMRC acknowledges its responsibility in a manner that its activities influence its customers, employees and
stakeholders. It strives to proactively encourage community growth and development, thereby contributing in
building a sustainable future.
Environmental and Social (E&S) sustainability is a core part of PMRC's commitment to responsible financing. PMRC
has developed comprehensive ESRM Policy and Procedures which stipulate guiding principles and underlying
processes for effective implementation of PMRC's commitment to E&S sustainahbility. It covers the integration of
ESRM practices in its refinancing activities.
PMRC, therefore, is committed to support PMLs to institutionalize, and implement adequate policies, procedures, and
practical tools for environmental and social risk screening of primary mortgages originated by them that would be
subsequently presented to PMRC for refinancing.
PMRC will, therefore, exercise reasonable efforts to support its Customers in meeting PMRC's ESS requirements.
The E&S Capacity Building Plan is prepared to address:

. Capacity Enhancement at PMRC level;

. Support to its Customers in developing systems and capacity for E&S risk management

measures specific to lending in the housing finance sector and assistance in enhancing of

the Customers’ E&S screening procedures and tools.

During the year, PMRC has donated to SoS Village, a social welfare organisation providing homes to orphans and
abandoned children and to The Citizen's Foundation for the academic session 2019-2020.

Statement of Internal Controls

The Board is pleased to endorse the statement made by the management relating to internal controls. The
statement on Internal Controls is included in the annual report.




While concerted efforts were made to follow SBP Guidelines on Internal Controls, identification, evaluation and
management of risks within each of the DFI's activities; and evaluation and change of procedures remains an
ongoing process. Hence, the company has started a detailed exercise for documentation and benchmarking of
existing processes and controls as per the requirements of SBP. The exercise is expected to fully complete in 2020.

Pattern of Shareholding

Habib Bank Limited 500,000,000 13.67%
United Bank Limited 500,000,000 13.67%
Bank Alfalah Limited 300,000,000 8.20%
Askari Bank Limited 300,000,000 8.20%
Allied Bank Limited 200,000,000 547%
Bank Al Habib Limited 50,000,000 1.37%

House Building Finance Company Limited 6,675,000 0.18%
Summit Bank Limited 1,830,000 0.05%

Auditors

The present auditors M/s. KPMG Taseer Hadi & Company, Chartered Accountants, retired and being eligible offer
themselves for re-appointment in the forthcoming Annual General Meeting. Accordingly, on the recommendation
of the Audit Committee, the Board of Directors recommends the shareholders to appoint M/s. KPMG Taseer Hadi &
Company Chartered Accountants as the statutory auditors of the company for the next term at a fee of Rs. 625,000
without out of pocket expenses and taxes to be paid at actuals.

Appreciation and Acknowledgement

On behalf of the Board and the Management, we would like to express our gratitude to our Shareholders for placing
their trust in PMRC; SBP, SECP and other regulatory bodies for their support, guidance and oversight. We would also
like to extend our appreciation to our colleagues for the diligent work towards meeting customer expectations and

their dedication towards achieving the goals and objectives.

For and on behalf of the Board of Directors.

Date: March 6, 2020




Mr. Rehmat Ali Hasnie

regara, not only IS tNe ToCuUs or IUG The bME ana Agriculture ienaing put aiso mortgage
lending (especially promotion of home ownership for low income households). Earrlier,
Mr. Hasnie was heading investment banking at NBP. His over 25 years of work
experience includes economics research, capital markets, investment banking,
treasury and credit markets at various institutions in Pakistan. He has also served on
the Boards of Pakistan Mercantile Exchange Limited, Fauji Akbar Portia Marine
Terminals Limited, Agritech Limited, First Credit Investment Bank Limited and First
National Bank Modaraba as a nominee director of NBP.
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sector and telecommunications sector reforms and successful privatization of PTCL
and some of Pakistan's key financial institutions. He has also served as Trade and
Economic Minister at the Embassy of Pakistan in Washington DC.

Mr. Qayyum holds a Master Degree in Economics with a major in International Trade

and Finance from the University of San Francisco, USA. He has received certifications
from the Kennedy School of Government, Harvard University, the Overseas Economic
Cooperation Fund and several other prestigious organizations.

He has represented Pakistan as Alternate Governor World Bank and Asian
Development Bank in their annual meetings. He also served as Executive Director on
the Board of Islamic Development Bank. Mr. Qayyum represented the Government
on the Boards of Directors of State Bank of Pakistan and Pakistan International
Airlines. He has also been on the Boards of Directors of Allied Bank Ltd. Pak China
Investment Company, and PAIR Investment Company Ltd. He was a Member of the
Economic Advisory Committee, constituted by the Ministry of Finance.

Mr. Qayyum is, presently, the Chief Executive Officer of GEl Pakistan Pvt. Ltd, an
affiliate company of Saif Group, and focused on delivering affordable and clean
energy and power solutions for Pakistan.




HEr RArking career spars over su years across Faxkisuan s ieaaing nnanciai
institutions including Standard Chartered, MCB, and Soneri Bank Limited. She holds
an MBA in Finance and Marketing from the Institute of Business Administration (IBA),
University of Karachi. Ms. Mehreen Ahmed represents Bank Alfalah on the Board of
Alfalah GHP and is also a member on the Client Councils of leading internationail
pavment schemes.
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Head of Basel and Operational Risk.

He also worked with the World Bank for more than fourteen years in the area of
Financial Sector and Private Sector Development, South Asia Region, based in
Pakistan and also worked in Afghanistan, Bangladesh, Nepal, Maldives; as well as in
the Africa Region in Ghana, Uganda, Kenya and Sierra Leone. Before joining the World
Bank, he worked in the field of Corporate and Investment Banking with Citibank, N.A
and Bear Stearns in Pakistan and in USA.

Mr.Khan has been the Chairman of NBP Fullerton Asset Management (NAFA) and of
First Women Bank Limited (FWBL). He was also on the Board of Directors for National
Institute of Financial Transactions (NIFT); ISM and FWBL and was the Chairman Audit
Committee & Risk Management Committee for FWBL and member HR and
Compensation Committees for NIFT,












Thar we realized that we only had a nebulous idea of what life in Thar




An important part of our quest as human beings is security. In Thar, people’s lives are constantly disrupted because
of natural disasters, such as severe droughts and floods. People in Thar are more effected because of their poverty.
The reason for Pakistan Mortgage Refinance Company to visit Thar was to understand about life in Thar and its
challenges, to understand the housing needs of the people in Thar, to understand Thardeep Micro Finance
Foundation’s work and how it was addressing the needs of the people. To learn how Thardeep was working to
create a difference in the lives of the people of Thar and how PMRC could contribute in Thardeep's efforts to meet
housing needs of the underprivileged.







We met few of the Thardeep housing customers and had opportunity to understand their housing needs which
primarily was for incremental housing. The customers of Thardeep were very kind to invite us to their homes; we
walked into a chounra (hut) and sat on rally (traditional Thari quilt in colourful geometric pattem). The chounra is
built on mud plastered platform and roofs are covered with scrubs and dry grass; the roofs are dome shaped. These
huts remain cool in blazing heat of desert. Villagers told us that when rain falls, it slides down the roof and does not
seep inside the chounra. These huts are also not affected by earthquakes. People get water from dug well close-by
their houses, as there were rains water in the well was fresh and refreshing however in the times of drought the water
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at attractive rates.
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(12% to 15% vs market
rate of 17% to 18%).






KPMG Taseer Hadi & Co.

Chartered Accountants

Sheikh Sultan Trust Building No. 2, Beaumont Road
Karachi, 76530 Pakistan

Telephone +92 (21) 3568 5847, Fax +92 (21) 3568 5095

REVIEW REPORT TO THE MEMBERS ON THE STATEMENT OF COMPLIANCE WITH THE BEST
PRACTICES OF CORPORATE GOVERNANCE

We have reviewed the enclosed Statement of Compliance with the best practices of
Corporate Governance (the Code) prepared by the Board of Directors of Pakistan
Mortgage Refinance Company Limited (the Company’) for the year ended December
31,2019. The code is no longer applicable on Development Finance Institutions (DFls)
vide BPRD Circular no. 14 dated October 20, 2016 issued by the State Bank of Pakistan.
However, DFIs are expected to continue to follow the best practices on corporate
governance.

The responsibility for voluntary compliance with the Code is that of the Board of
Directors of the Company. 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 Company's compliance with the provisions of the Code and
report it does not and to highlight any non-compliance with the requirements of the
Code. A review is limited primarily to inquiries of the Company's personnel and review
of various documents prepared by the Company to comply with the Code.

As part of our audit of the 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 are not required to consider
whether the Board of Directors' statement on internal control covers all risks and
controls, or to form an opinion on the effectiveness of such internal controls, the
Company's corporate governance procedures and risks.

The Code requires the Company to place before the Audit Committee, and upon
recommendation of the Audit Committee, place before the Board of Directors for their
review and approval its related party transactions distinguishing between transcictions
carried out on terms equivalent to those that prevail in arm's length transactions and
transactions which are not executed at arm's length price and recording proper
justification for using such alternate pricing mechanism. We are only required and have
ensured compliance of this requirement to the extent of the approval of the related
party transactions by the Board of Directors upon recommendation of the Audit
Committee. We have not carried out procedures to assess and determine the
Company's process for identification of related parties and that whether the related
party transactions were undertaken at arm’s length price or not.

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 Company's
compliance, in all material respects, with the best practices contained in the Code as
applicable to the Company for the year ended December 31, 2019.







The Management of the Pakistan Mortgage Refinance Company Limited (PMRC) is responsible for establishing the
Internal Control System with the main objectives of ensuring effectiveness and efficiency of operations; reliability of
financial reporting; safeguarding of assets; and compliance with applicable laws and regulations. The Internal
Control System evolves over the years, as it is an ongoing process and includes a set of rules, policies, and
procedures the company implements to provide direction, increase efficiency and strengthen adherence to
policies. The Internal Control System continues to be reviewed, refined and improved from time to time and
immediate corrective action is taken to minimize risks which are inherent in company’s business and operations.

The Board of Directors (BoD) of PMRC is responsible for ensuring that an adequate and effective Internal Control
System exists in the company and that the senior management is maintaining and monitoring the performance of
that system accordingly. The BoD is evaluating the Internal Control system through Board level sub committees i.e.
Audit Committee and Risk Management Committee. Management has adopted different strategies to ensure
effective monitoring and improvement of internal controls. These include Internal Audit, Risk Management and
Compliance function in which assurance responsibilities are divided into three lines of defense i.e. first being the
business function, Risk Management & Compliance being the second line of defense and Internal Audit being the
third line of defense respectively. Besides, management also implements the suggestions for improvement
provided by the external auditors of the Company.

All significant and material findings of the internal audit reviews are reported to the Board Audit Committee (BAC).
The BAC actively monitors implementations of recommendation to ensure that identified risks are mitigated to
safeguard the interest of the company.

PMRC's internal control system has been designed to provide reasonable assurance to the company's
management and to BoD to achieve the objectives of Internal Controls. Nevertheless; Internal Control Systems, no
matter how well designed, have inherent limitations that they may not entirely eliminate the risk of any control
breach.

PMRC has already started a detailed exercise for documentation and benchmarking of existing processes and
controls i.e. Internal Controls over Financial Reporting (ICFR) on internationally accepted standards-the Committee
of Sponsoring Organisations of the Treadway Commission (coso) Framework - to provide reasonable assurance to
the company’'s management and BoD regarding the preparation of reliable published financial statements. The
exercise is expected to be completed by the end of 2020.

The BoD endorses the management's evaluation and efforts in the Directors’ Report to have adopted above
mentioned internationally accepted standards to improve controls, processes and to ensure effective risk
management.




Statement of Compliance with Listed Companies (Code of Corporate Governance) Regulations, 2019

Pakistan Mortgage Refinance Company Limited
Year ended: December 31, 2019

The Company is an unlisted public company and has been notified as a Development Financial Institution (DFI) by
the Finance Division - Government of Pakistan. SBP vide its BPRD circular 14 of 2016 dated October 20, 2016 has
clarified that the ‘Code of Corporate Governance’ issued by Securities & Exchange Commission of Pakistan (SECP)
shall no longer be applicable on DFls.

For the purpose of better governance, the Board of Directors has however, adopted, the Code of Corporate
Governance issued by SECP on voluntary basis, except for the matters as specified in the Shareholders’ Agreement
dated April 14, 2018 (the agreement), such as the appointment of directors including independent directors will be
dealt in accordance with the Agreement.

The company has complied with the requirements of the Regulations in the following manner.

. The directors are elected as per agreement dated April 14, 2018 entered into between the Shareholders. As
per the agreement the total number of directors are Ten (10) excluding Chief Executive Officer. Composition

*Minority Private Sector Shareholders’ representatives 1
Independent Directors 3
Total directors (Excluding CEO) 10

* Minority Private Sector Shareholders means the Private Sector Shareholders who individually own and holds
less than seven and half per cent (7.5%) of the issued share capital of the company.

The present total number of directors elected are Eight (8) excluding Chief Executive Officer, as per the
following. Two (2) positions ie. one representative of Government of Pakistan, Ministry of Finance and One of
independent director are vacant.

a Male 7
b Female _ 1
2. The composition of the present Board excluding Chief Executive Officer is as follows:

i Independent Directors

i Non-Executive Directors

jii Executive Directors

— O N

v Female Directors




10.

The directors have confirmed that none of them is serving as a director on more than seven listed
companies, including this company;

The company has prepared a code of conduct and has ensured that appropriate steps have been taken to
disseminate it throughout the company along with its supporting policies and procedures;

The Board has developed a vision/mission statement, overall corporate strategy and significant policies of
the company. The Board has ensured that complete record of particulars of the significant policies along
with their date of approval or updating is maintained by the company;

All the powers of the Board have been duly exercised and decisions on relevant matters have been taken
by the Board/ shareholders as empowered by the relevant provisions of the Act and these Regulations;

The meetings of the Board were presided over by the Chairman and, in his absence, by a director elected
by the Board for this purpose. The Board has complied with the requirements of Act and the Regulations
with respect to frequency, recording and circulating minutes of meeting of the Board;

The Board has a formal policy and transparent procedures for remuneration of directors in accordance
with the Act and these Regulations.

Two of the Directors on Board and one of the Executives have completed Directors Training Program offered
by the institutes that meet criteria specified by the Commission. Detail is as under.

1. Mr.Rehmat Ali Hasnie - Chairman/Director
2. Mr. Abid Naqvi - Director
3. Mr. Zulfiqar Alam - Group Head Business and Products

The Board has approved appointment of chief financial officer, company secretary and head of internal
audit, including their remuneration and terms and conditions of employment and complied with relevant




13.

4.

15.

16.

17.

18.

19.

The terms of reference of the aforesaid committees have been formed, documented and advised to the
committee for compliance;

The frequency of meetings of the committee were as per following.

a Audit Committee Quarterly

b Human Resource Committee Half Yearly

c Risk Committee Quarterly

d Nomination Committee As and when needed

The Board has set up an effective internal audit function and Head of Internal Audit is considered suitably
qualified and experienced for the purpose and are conversant with the policies and procedures of the
company;

The statutory auditors of the company have confirmed that they have been given a satisfactory rating
under the Quality Control Review program of the Institute of Chartered Accountants of Pakistan and
registered with Audit Oversight Board of Pakistan, that they and all their partners are in compliance with
International Federation of Accountants (IFAC) guidelines on code of ethics as adopted by the Institute of
Chartered Accountants of Pakistan and that they and the partners of the firm involved in the audit are not a
close relative (spouse. parent, dependent and non-dependent children) of the chief executive officer, chief
financial officer, head of internal audit, company secretary or director of the company;

The statutory auditors or the persons associated with them have not been appointed to provide other
services except in accordance with the Act, these Regulations or any other regulatory requirement and the
auditors have confirmed that they have observed IFAC guidelines in this regard;

We confirm that all requirements of regulations 3, 7, 8, 27, 32, 33 and 36 of the Regulations have been
complied with; and

Explanation for non-compliance with requirements, other than regulations 3, 7, 8, 27, 32, 33 and 36 are below:

() Regulation 6(1): Number of independent directors on Board is governed through the shareholders
agreement.
(ii) Regulation 10(3)(v): this is first complete year of operations of the company, formal Board and its

committees’ evaluation shall be carried out in 2020.
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Chartered Accountants

Sheikh Sultan Trust Building No. 2, Beaumont Roaid
Karachi, 75530 Pakistan

Telephone +92 (21) 3568 5847, Fax +92 (21) 3568 5095

INDEPENDENT AUDITOR’S REPORT
To the Members of Pakistan Mortgage Refinance Company Limited
Report on the Audit of the Financial Statements
Opinion

We have audited the annexed financial statements of Pakistan Mortgage Refinance
Company Limited (‘the Company”), which comprise the statement of financial
position as at December 31, 2019, and the profit and loss account, the statement of
comprehensive income, the statement of changes in equity and the cash flow
statement for the year then ended, and notes to the financial statements, including a
summuary of significant accounting policies and other explanatory information 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 the audit.

In our opinion and to the best of our information and according to the explanations
given to us, the statement of financial position, the profit and loss account, the
statement of comprehensive income, the statement of changes in equity and the
cash flow statement together with the notes forming part thereof conform with the
accounting and reporting standards as applicable in Pakistan and give the
information required by the Companies Act, 2017 (X1 of 2017), in a manner so required
and respectively give a true and fair view of the state of the Company’s affairs as at
December 31, 2019 and of the profit, the comprehensive income, the changes in equity
and its cash flows for the year then ended.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing
(1sas) as applicable in Pakistan. Our responsibilities under those standards are further
described in the Auditor's Responsibilities for the Audit of the Financial Statements
section of our report. We are independent of the Company in accordance with the
International Ethics Standards Board for Accountants’ Code of Ethics for Professional
Accountants as adopted by the Institute of Chartered Accountants of Pakistan (the
Code) and we have fulfilled our other ethical responsibilities in accordance with the
Code. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Information Other than the Financial Statements and Auditor’s Report Thereon

Management is responsible for the other information. The Other information
comptises the information included in the Company's Annual Report for the year

KPMG Taseer Hadi & Co, a Partnership firm registered in Pakistan and a member firm of the KPMG network of
independent member firms affiliated with KPMG International Cooperative ("KPMG International’), a Swiss entity.
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ended December 31, 2019, but does not include the financial statements and our
auditor’'s report thereon.

Our opinion on the financial statements does not cover the other information and we
do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the
other information and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the audit or
otherwise appears to be materially misstated. If, based on the work we have performed,
we conclude that there is a material misstatement of this other information, we are
required to report that fact. We have nothing to report in this regard.

Responsibilities of Management and the Board of Directors for the Financial
Statements

Management is responsible for the preparation and fair presentation of the financial
statements in accordance with accounting and reporting standards as applicable in
Pakistan, the requirements of the Companies Act, 2017 (X1 of 2017) and for such
internal control as management determines is necessary to enable the preparation
of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, management is responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless
management either intends to liquidate the Company or to cease operations, or has
no realistic alternative but to do so.

Board of directors are responsible for overseeing the Company's financial
reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objective is to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes our opinion. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs as applicable in Pakistan will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these
financial statements.
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As part of an audit in accordance with ISAs as applicable in Pakistan, we exercise
professional judgment and maintain professional skepticism throughout the audit.
We also:

* Identify and assess the risks of material misstatement of the financial
statements, whether due to fraud or error, design and perform audit
procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

* Obtain an understanding of internal control relevant to the audit in order to
design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control.

* Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures made by
management.

* Conclude on the appropriateness of management'’s use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a
material uncertainty exists related to events or conditions that may cast
significant doubt on the Company’s ability to continue as a going concern. If
we conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the
Company to cease to continue as a going concern.

* Evaluate the overall presentation, structure and content of the financial
statements, including the disclosures, and whether the financial statements
represent the underlying transactions and events in a manner that achieves
fair presentation.

We communicate with the Board of Directors regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

We also provide to the Board of Directors with a statement that we have complied
with relevant ethical requirements regarding independence, and to communicate
with them all relationships and other matters that may reasonably be thought to bear
on our independence, and where applicable, related safeguards.



KPMG Taseer Hadi & Co.

Report on Other Legal and Regulatory Requirements
Based on our audit, we further report that in our opinion:

a) proper books of account have been kept by the Company as required by the
Companies Act, 2017 (XIX of 2017);

b) the statement of financial position, the profit and loss account, the statement
of comprehensive income, the statement of changes in equity and the cash
flow statement together with the notes thereon have been drawn up in
conformity with the Companies Act, 2017 (XIx of 2017) and are in agreement
with the books of account;

c) investments made, expenditure incurred and guarantees extended during
the year were for the purpose of the Company's business; and

A M zal At aime Aadinistilkla At eanirea nindar thia 7Aabat and Liehr Ordinanesa 1020
Date: March 6, 2020 KPMG Taseer Hadi & Co.
Chartered Accountants
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Note
Mark-up [return [ profit [ interest earned 19
NON MARK-UP I INTEREST INCOME
viviaena income
Foreign exchange income
Income [ (loss) from derivatives
Gain on securities |
Other income 22
Operating expenses 23
Workers Welfare Fund
Taxation 25

2019 2018
(Rupeesin'000)

1,529,275 223,605
20 -
900 30
272,060 166,877
19,564 -
- (721)

Xz 25z XN N =T



2019 2018
(Rupeesin'000)

Profit after taxation for the year 901,842 55,037
Other comprehensive income

Items that may be reclassified to profit and loss account in
subsequent periods:

Movement in surplus on revaluation of investments 80,244 -

Items that will not be reclassified to profit and loss account in
subsequent periods:

The annexed notes 1 to 39 form an integral part of these financial statements.
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Surplus [ (deficit)

Share. Statutory  onrevaluation of Unappmﬁrinted Total
Arnite rAsArIA Inuactmante munfi
Balance as at 01 January 2018 150,001 - - 343 150,344
Profit after taxation = = = 55,037 55,037
Other comprehensive income - - - (796) (796)
Transfer to statutory reserve = 1,007 = (11.007) =
Transactions with owners, recorded

directly in equity
Issue of share capital 3,508,505 - - - 3,508,505
UG LU S IS IS 1 ISU e R e
Transfer to statutory reserve E 180,368 - (180,368) -
Transactions with owners, recorded

directly in equity
Issue of share capital - = = = =
Movement in surplus / (deficit) on

revaluation of assets - - 80,244 - 80,244
Balance as at December 31, 2019 3,658,506 191,375 80,244 766,147 4,696,272

The annexed notes 1to 39 form an integral part of these financial statements.
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wADM FLWYY FRWVIVI WEERATIING AW TIVIILIED

Profit before taxation 901,842 56,758
Actuarial Gain 1,096 -
Amortization 2,600 188
Gain on anla of fived nasata - (93)
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STATUS AND NATURE OF BUSINESS

Pakistan Mortgage Refinance Company Limited (PMRC), "the Company” is an unlisted public limited company
incorporated in Pakistan on May 14, 2015 under repealed Companies Ordinance, 1984. The Company has been
notified as a Development Financial Institution (DFI) by the Finance Division - Government of Pakistan on
October 27, 2017. State Bank of Pakistan (SBP) issued Certificate of Business Commencement on 12 June 2018.

The Company is engaged in promoting, developing and improving the housing finance market of Pakistan, to
provide refinance facilities to banks and financial institutions against their conventional and Islamic housing
finance portfolios and to develop and promote the capital market in Pakistan. Its registered office and
principal office is situated at Bahria Complex |, MT Khan Road, Karachi.

SBP has allowed the Company to operate with an Initial Paid Up Capital (net of losses) - Minimum Capital
Requirement (MCR) level of at least Rs. 3.5 billion subject to MCR compliance with applicable paid up capital
requirement within a period of five years from the commencement of its operations/business. Furthermore,
during the forbearance period of five years, the Company will not be allowed to declare and make any cash
dividend payment to its shareholders.

BASIS OF PRESENTATION

These financial statements have been prepared in conformity with the format of financial statements
prescribed by the State Bank of Pakistan (SBP) vide BPRD Circular No. 02, dated 25 January 2018.

Statement of compliance

These financial statements have been prepared in accordance with approved accounting and reporting
standards as applicable in Pakistan for financial reporting. Approved accounting standards as applicable in
Pakistan for financial reporting comprises of:

- International Financial Reporting Standards (IFRS) issued by the International Accounting Standards Board
(1asB) as are notified under the Companies Act, 2017;

- Islamic Financial Accounting Standards (IFAs) issued by the Institute of Chartered Accountants of Pakistan
(IcaP) as are notified under the Companies Act, 2017;

- Provision of and directives issued under the Companies Act, 2017, and

- Directives issued by the State Bank of Pakistan and the Securities and Exchange Commission of Pakistan
(secp).

Whenever the requirements of the Companies Act, 2017 or the directives issued by the SBP and the SECP differ
with the requirements of the IFRS, the requirements of the Companies Act, 2017 and the said directives shall
prevail.

The SBP has deferred the applicability of International Accounting Standard (1as) 39, 'Financial Instruments:
Recognition and Measurement’ and International Accounting Standard (IAS) 40, Investment Property’ for
Banking Companies in Pakistan through BSD Circular Letter No.10 dated August 26, 2002 till further instructions.
Further, the SECP has deferred the applicability of International Financial Reporting Standard (IFRS) 7 Financial
Instruments: Disclosures’ through its notification S.R.O 411(1)/2008 dated April 28, 2008. Accordingly, the
requirements of these standards have not been considered in the preparation of these financial statements.
However, investments have been classified and valued in accordance with the requirements prescribed by
the SBP through various circulars.
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Standards, interpretations of and amendments to published accounting and reporting standards that are
effective in the current year

IFRS 16, Leases, became effective for annual reporting periods commencing on or after January 1, 2019.
The impact of the adoption of IFRS 16 on the Company's financial statements in 2019 is disclosed in note 4.1

IFRS 15 introduces a single five step revenue recognition model for all contracts with customers, unless those
contracts are in the scope of other standards and, accordingly, has superseded IAS 11 'Construction Contracts’,
IAS 18 'Revenue’ and related interpretations. Under IFRS 15, revenue is recognized at an amount that reflects the
consideration to which an entity expects to be entitled in exchange for transferring goods or services to
customers. The adoption of IFRS 15 does not have any material impact on the financial statements of the
Company.

In addition, there are certain other new standards and interpretations of and amendments to existing
accounting standards that have became applicable to the Company for accounting periods beginning on or
after January 1, 2019. These are considered either to not be relevant or to not have any significant impact on
the Company's financial statements.

Standards, interpretations of and amendments to published accounting and reporting standards that are
not yet effective

The following International Financial Reporting Standards (IFRS Standards) will be effective from the dates
mentioned below against respective standard or ammendment:

Effective date (annual
periods beginning on or after)

- IFRS 3: Business Combinations (Amendments) 1 January 2020
- IAS I Presentations of Financial Statements (Amendments) 1January 2020
- IAS 8: Accounting Policies, Changes in Accounting Estimates and Errors (Amendments) 1January 2020
- IFRS 9: Financial Instruments 1January 2021

- IFRS 9 Financial Instruments, the effective date of the standard has been extended to annual periods
beginning on or after January 1, 2021 vide SBP circular 4 dated October 23, 2019. IFRS 9 replaces the existing
guidance in IAS 39 Financial Instruments: Recognition and Measurement. IFRS 9 includes revised guidance on
the classification and measurement of financial instruments, a new expected credit loss model for calculating
impairment on financial assets, and new general hedge accounting requirements. It also carries forward the
guidance on recognition and derecognition of financial instruments from IAS 39. According to SBP circular
referred to above, the DFIs are required to have a parallel run of IFRS 9 from January 1, 2020. The DFIs are also
required to prepare pro-forma financial statements which includes the impact of IFRS 9 from the year
ended December 31, 2019. These proforma financial statements are being prepared and according to initial
exercise to estimate the impairment required under expected credit loss model.

Critical accounting estimates and judgments

The preparation of financial statements in conformity with approved accounting and reporting standards as
applicable in Pakistan requires management to make judgments, estimates and assumptions that affect the
application of policies and reported amounts of assets and liabilities, income and expenses. The estimates
and associated assumptions are based on historical experience, current trend and various other factors that
are believed to be reasonable under the circumstances, the result of which forms the basis of making
judgment about carrying values of assets and liabilities that are not readily apparent from other sources.



4.1

Actual results may differ from these estimates. The estimates and underlying assumptions are reviewed on an
ongoing basis. Revision to accounting estimates are recognised in the period in which the estimate is revised
if the revision affects only that period, or in period of revision and future periods if the revision affects both
current and future periods. The estimates and judgments that have a significant effect on the financial
statements are in respect of the following:

Note
- Classification and valuation of investments 4388
- Useful lives of fixed and intangible assets, depreciation and amortisation 4510810
- Accounting for defined benefit plan 49829
- Advances 4789
- Valuation of right of use assets and their related lease liability 41

BASIS OF MEASUREMENT

These financial statements have been prepared under the historical cost convention except for:

- Retirement benefits which are at present value as referred to in note 4.9.

- Right-of-use assets and their related lease liability which are measured at their present values in note 4.1.
- Investments classified as available-for-sale which are measured at fair value in note 8.

Functional and presentation currency

These financial statements have been presented in Pakistani Rupees, which is the Company's functional and
presentation currency. The amounts are rounded to the nearest thousand rupees except as stated otherwise.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies adopted in the preparation of these financial statements are consistent with those of
the previous financial year, except for changes explained in note 4.1.

Change in Accounting Policies

During the period, IFRS 16, Leases became applicable. IFRS 16 replaces existing guidance on accounting for
leases, including IAS 17, Leases, IFRIC 4, Determining whether an Arrangement contains a Lease, SIC-15,
Operating Leases - Incentive, and SIC-27, Evaluating the Substance of Transactions Involving the Legal Form of
a Lease. IFRS 16 introduces an on-balance sheet lease accounting model for leases entered by the lessee. A
lessee recognizes a right-of-use asset representing its right of using the underlying asset and a
corresponding lease liability representing its obligations to make lease payments. Lessor accounting remains
similar to the current standard i.e. lessors continue to classify leases as either finance or operating leases.

The Company has adopted IFRS 16 from 01 January 2019, and has not restated comparatives for the reporting
period 