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INDEPENDENT AUDITORS’ REPORT

To the members of State Life Insurance Cotporation of Pakistan
Report on the Audit of the Unconsolidated Financial Statements
Opinion

We have audited the annexed unconsolidated financial statements of State Life Insurance
Corporation of Pakistan (the Corporation), which comprise the unconsolidated statement of
financial position as at December 31, 2020, and the unconsolidated statement of comprehensive
income, the unconsolidated statement of changes in equity and the unconsolidated statement of cash
flows for the year then ended, and notes to the unconsolidated financial statements, including a
summary 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
unconsolidated statement of financial position, the unconsolidated statement of comprehensive
income, the unconsolidated statement of changes in equity and the unconsolidated statement of cash
flows 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 Insurance Ordinance,
2000 and the Companies Act, 2017 (XIX of 2017), in the manner so required and respectively give a
true and fair view of the state of Corporation’s affairs as at December 31, 2020 and of the profit, total
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 (ISAs) 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
Cortporation 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.

Emphasis of Matter

We draw attention to note 22.1.13 to the unconsolidated financial statements that describes the
chatgeability of sales tax on premium by provincial revenue authorities.

Our opinion is not modified in respect of the above matter.
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Information Other than the Unconsolidated Financial Statements and Auditors’ Report
Thereon

Management is responsible for the other information. The other information comprises the
information included in the annual report, but does not include the unconsolidated financial
statements and our auditot’s report thereon.

Our opinion on the unconsolidated 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 unconsolidated financial statements, our responsibility is to read
the other information and, in doing so, consider whether the other information is materially
inconsistent with the unconsolidated 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 Board of Directors for the Unconsolidated Financial
Statements

Management 1s responsible for the preparation and fair presentation of the unconsolidated financial
statements in accordance with the accounting and reporting standards as applicable in Pakistan and
the requirements of Insurance Ordinance, 2000 and Companies Act, 2017 (XIX of 2017) and for such
internal control as management determines 1s necessary to enable the preparation of unconsolidated
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the unconsolidated financial statements, management is responsible for assessing the
Corporation’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 Corporation or to cease operations, or has no realistic alternative but to do so.

Board of directors are responsible for overseeing the Corporation’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Unconsolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the unconsolidated financial
statements as a2 whole are free from material misstatement, whether due to fraud or etror, and to issue
an auditor’s report that includes our opinion. Reasonable assurance 1s 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 unconsolidated financial statements.

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:

e [Identify and assess the risks of material misstatement of the unconsolidated 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
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than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, mistepresentations, 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 Corporation’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 Corporation’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 unconsolidated
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 Corporation to cease to continue as a
going concern.

Evaluate the overall presentation, structure and content of the unconsolidated financial
statements, including the disclosures, and whether the unconsolidated 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.

Report on Other Legal and Regulatory Requirements

Based on our audit, we further report that in our opinion:

a)

b)

propet books of account have been kept by the Corporation as required by the Insurance
Ordinance, 2000 and the Companies Act, 2017 (XIX of 2017);

the unconsolidated statement of financial position, the unconsolidated statement of
comprehensive income, the unconsolidated statement of changes in equity and the
unconsolidated statement of cash flows together with the notes thereon have been drawn
up in conformity with the Insurance Ordinance, 2000, the Companies Act, 2017 (XIX of
2017), and are in agreement with the books of account;

the apportionment of assets, liabilities, revenue and expenses between two or more funds
has been petformed in accordance with the advice of the appointed actuary;

investments made, expenditure incurred and guarantees extended during the year were for
the purpose of the Corporation’s business; and

zakat deductible at source under the Zakat and Ushr Ordinance, 1980 (XVIII of 1980),
was deducted by the Corporation and deposited in the Central Zakat Fund established
under section 7 of that Ordinance.
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The engagement partners on the audit resulting in this independent auditots’ teport are Muhammad

Khalid Aziz and Zulfigar Ali Causer on behalf of Grant Thornton Anjum Rahman and BDO Ebrahim
& Co. respectively.

P CRL L 1%«\\:« al (‘\\U

Grant Thornton Anjum Rahman BDO Ebrahim & Co
Chartered Accountants Chartered Accountants
Karachi

Date: April 30, 2021




STATE LIFE INSURANCE CORPORATION OF PAKISTAN

UNCONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT DECEMBER 31, 2020
2020 2019
Note =-m-neoeem- (Rupees in '000)-------------

ASSETS
Property and equipment 4 850,816 920,235
Investment properties 5 3,638,142 3,375,167
Investments in subsidiaries 6 323,618 318,901
Investments

Equity securities 7 92,918,024 91,592,105

Mutual funds 8 8,686,126 7,987,521

Government securities 9 821,691,138 674,943,342

Debt securities 10 3,654,344 3,042,398
Loans secured against life insurance policies 129,180,723 111,873,885
Insurance / reinsurance receivables 11 32,574,359 26,301,325
Loans and other receivables 12 49,925,310 42,681,211
Taxation - payments less provision 3,693,190 3,875,690
Prepayments 13 62,120 64,539
Cash & bank 14 56,184,733 91,859,786
TOTAL ASSETS 1,203,382,643 1,058,836,105
EQUITY AND LIABILITIES
CAPITAL AND RESERVES ATTRIBUTABLE TO
CORPORATION'S EQUITY HOLDERS
Ordinary share capital 15 4,600,000 4,300,000
Ledger account C & D 3,943,311 2,207,145
Reserves 16 304,725 7,043
Unappropriated profit 1,460,496 1,284,882
Capital contributed to statutory fund - (650,000)
TOTAL EQUITY 10,308,532 7,149,070
LIABILITIES
Insurance liabilities 17 1,157,476,582 1,016,711,293
Retirement benefit obligations 18 2,095,926 4,722,072
Deferred capital grant 36,957 44,714
Deferred taxation 19 1,610,642 636,015
Premium received in advance 8,644,311 10,632,410
Insurance / reinsurance payables 20 566,647 480,184
Other creditors and accruals 21 22,643,046 18,460,347
TOTAL LIABILITIES 1,193,074,111 1,051,687,035
TOTAL EQUITY AND LIABILITIES 1,203,382,643 1,058,836,105
CONTINGENCIES AND COMMITMENTS 22

The annexed notes from 1 to 47 form an integral part of these unconsolidated finan-ial statements.

RER LR A 7
" N M N.’ / {;
//f g J’év, M M//\ 1
) RMAN ~DIRECTOR DIRECTOR CHIEEFIN AL OFFICER
Shosib saved Husssin Ghiasuddin Ahmed Abdul Qadir Memon Mubhammad Rashid



Shoalb Javed Hussain

STATE LIFE INSURANCE CORPORATION OF PAKISTAN

UNCONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED DECEMBER 31, 2020

Premium revenue
Premium ceded to reinsurers
Net premium revenue

Investment income

Net realised fair value gain/(loss) on financial assets

Net fair value gain on financial assets at fair value through
profit and loss

Net rental income

Other income

Net income

Insurance benefits
Recoveries from reinsurers
Claim related expense

Net Insurance Benefits

Net Change in Insurance Liabilities (other than outstanding
claims)

Acquisition expenses

Marketing and administration expenses

Other expenses

Total expenses

Profit before tax
Income tax expense
Profit for the year

Other comprehensive income

Total comprehensive income for the year

Earning (after tax) per share - Rupees

24
25

26
27
28

29

31
32
33

34

35

2020 2019
----------- (Rupees in '000)-----------
119,414,632 112,776,755
(380,092) (204,433)
119,034,540 112,572,322
87,207,086 73,184,367
207,639 (12,682)
614,755 3,615,064
559,518 568,240
17,009,232 18,446,796
105,598,230 95,801,785
224,632,770 208,374,107
64,886,618 57,143,001
(211,907) (106,879)
13,715 12,642
64,688,426 57,048,764
129,039,485 121,475,500
16,596,807 16,502,433
7,953,025 9,968,182
428,417 582,382
154,017,734 148,528,497
5,926,610 2,796,846
(1,720,268) (812,543)
4,206,342 1,984,303
4,206,342 1,984,303
97.78 51.61

The annexed notes from 1 to 47 form an integral part of these unconsolidated financial statements.
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STATE LIFE INSURANCE CORPORATION OF PAKISTAN

UNCONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2020

Balance as at January 1, 2019

Dividend paid for the year December 31, 2018

Total comprehensive income for the year

Surplus for the year retained in statutory funds-net of tax
Capital contributed to statutory fund

Capital recetved from statutory fund

Transfer for the issuance of shate capital

Balance as at December 31, 2019

Dividend paid for the year December 31, 2019

Total comprehensive income for the year

Surplus for the year retained in statutory funds-net of tax
Capital contributed to statutory fund

Capital received from statutory fund

Transfer to General reserve

Transfer for the issuance of share capital
Balance as at December 31, 2020

Attributable to equity holders of the Corporation

Capital Revenue Ledger
Share contributed to reserves Account C & Unappropriated T
capital Statutory General D [Refer profit otal
Fund reserves Note]
Rupees in '000
3,500,000 (100,000) 507,043 1,257,718 713,615 5,878,376
- - = . (713,609) (713,609)
- - - - 1,984,303 1,984,303
g E = 949,427 (949,427) -
- (650,000) % - 650,000 -

; 100,000 - - (100,000) -
800,000 - (500,000) - (300,000) -
4,300,000 (650,000) 7,043 2,207,145 1,284,882 7,149,070

- - - - (1,046,880) (1,046,880)
- - - - 4,206,342 4,206,342
- - - 1,736,166 (1,736,166) -
650,000 (650,000) -
- - 497,682 - (497,682) -
300,000 - (200,000) - (100,000) -
4,600,000 - 304,725 3,943,311 1,460,496 10,308,532

Note: This includes balances maintained in accordance with the requirements of Section 35 of the Insurance Ordinance, 2000 read with Rule 14 of the
Insurance Rules, 2017 (previously the SEC Insurance Rules, 2002) to meet solvency margins, which are mandatorily maintained for the carrying on of the life

insurance business.

The annexe?notes from 1 to 47 form an integral part of these unconsolidated finagcial statements.
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STATE LIFE INSURANCE CORPORATION OF PAKISTAN
UNCONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2020

Note

Operating Cash flows

(a) Underwriting activities
Insurance premiums received
Reinsurance premiums paid
Claims paid
Surrenders paid
Reinsurance and other recoveties recetved
Commissions paid
Other underwtiting payments, if any
Net cash flow from underwriting activities

(b) Other operating activities
Income tax paid
General management expense paid
Other operating receipts
Loans secured against life insurance policies - advanced
Loans secured against life insurance policies - repayments recetved
Net cash flow used in other operating activities
Total cash flow from all operating activities

Investment activities

Profit / return received

Dividends received

Rentals received

Payment for investments

Proceeds from disposal of investments

Fixed capital expenditure

Proceeds from sale of property and equipment

Total cash flow (used in)/generated from investing activities

Financing activities

Dividends paid

Total cash flow used in financing activities

Net cash flow (used in)/generated from all activities
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Reconciliation to Profit and Loss Account
Operating cash flows

Depreciation expense

Investment income

Amottization/capitalization

Non Cash Adjustments (APL)

Increase in assets other than cash

Decrease in liabilities other than running finance
Allocation of surplus

Other adjustments

Net change in insurance liabilities (other than outstanding claims)

Profit for the year
The annexed notes from 1 to 47 form an integral patt of these unconjo
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2020

2019

141

100,820,347 117,673,310
(293,629) (299,764)
(23,128,233) (31,216,236)
(30,046,296) (27,153,375)
158,402 207,466
(12,299,413) (14,839,294)
(4,749,131) (3,541,499)
30,462,047 40,830,608
(563,140) (566,807)
(6,439,122) (10,707,640)
284,198 (644,511)
(5,847,788) (25,749,990)
12,998,612 9,474,058
432,760 (28,194,890
30,894,807 12,635,718
69,015,755 | 72,654,495
4,572,291 5,245,226
1,050,715 1,748,301
(245,604,897) (191,668,167)
106,611,187 153,701,945
(364,221) (411,290)

- 758
(64,719,160) 41,271,268
(1,046,880) (713,609)
(1,046,880) (713,609)
(34,871,233) 53,193,377
80,810,075 27,616,698
45,938,842 80,810,075
30,894,507 12,635,718
(115,193) (122,985)
105,598,230 95,801,787
561,435 419,204
(14,045,545) (3,393,075)
22,049,696 24,627,882
(11,372,965) (5,695,601)
. (100,000)
(324,638) (713,147)
(129,039,485) (121,475,500)
4,206,342 1,084,303
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STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

1
11

1.2

1.3

1.4

1.5

LEGAL STATUS AND NATURE OF BUSINESS

State Life Insurance Corporation of Pakistan (the Corporation) was incorporated in Pakistan on
November 01, 1972 under the Life Insurance Nationalization Order, 1972 (LINO). The
Corporation’s principal office is located at State Life Building No. 9, Dr. Ziauddin Ahmad Road,
Karachi. It operates in Pakistan through 33 zones for individual life business, 4 zones for group life
business and in the gulf countries {comprising United Arab Emirates (UAE) and Kuwait} through
zonal office located at Dubai (UAE).

The Corporation 1s engaged in the life insurance business, health, accident insurance business and
takaful business.

The Corporation was issued the certificate of authorization for commencement of Window Takaful
Operation under rule 6 of the Takaful rules, 2012 by Securities FExchange Commission of Pakistan
vide letter no. 0097, dated September 22, 2016. For the purpose of carrying on the takaful business,
the Corporation has formed an Individual Family Participant Takaful Fund (IFPTE) on August 18,
2017 under the Waqf deed and cede Rupees 1 million to the IFPTF. The Waqf deed governs the
relationship of Corporation and participants for management of takaful operations. Subsequently to
the year end, the Corporation launched the Window Takatul Operations from February 2021.

The Presidential Order dated Aprl 06, 2016 in respect of State Life (Re-organization and
Conversion) Ordinance, 2016 was 1ssued by Government of Pakistan Ministry of Law and Justice to
provide for the re-organization and conversion of the State Life Insurance Corporation of Pakistan
into a Public Limited Company. After the commencement of this Ordinance, the Federal
Government established a Company namely, State Life Insurance Company Limited under the
repealed Companies Ordinance, 1984 (XLVII of 1984) with the objective of taking over the business,
functions, contracts, policies, proceedings, undertakings, assets, liabilities etc of the Corporation on
fulfillment of the statutory requirements. The National Assembly converted the said Ordinance into
Bill for the conversion of State Life Insurance Corporation of Pakistan to State Life Insurance
Company Limited and sent the Bill to Senate for approval and the Senate, instead of passing the Bill,
proposed few amendments in the Bill. For the consideration of the proposed amendments the
matter was moved to National Assembly Standing Committee on Commerce. Subsequestly, Ministry
of Commerce vide letter No.1(7)/2013-SLIC-INS dated 10-09-2020 informed that the Senate of
Pakistan passed the Bill with certain amendments. The amended Bill, as passed by the Senate, was
forwarded to the National Assembly as per Article 70(2) of the Constitution of Pakistan. The
National Assembly did not pass the amended Bill within 90 days, therefore, request was made to the
Ministry of Parliamentary Affairs to place the same before the Joint Session of the Parliament for
consideration. However, Bill was not passed by the Joint Session due to dissolution of Assembly at
that day. Hence, in terms of Article 76(3) of the Constitution of Pakistan said Bill has been lapsed,
despite the fact that it had been passed by the Senate. After detailed deliberation on the issue
between Privatization Commission and  Ministry  of Commerce, 1t was agreed that
view/comments/input from SLIC may first be obtained in the matter, and the matter is still pending
in MoC.

The Corporation maintains a shareholders' fund and five statutory funds, separately in respect of its
each class of life insurance business. The details relating to each fund has been described in note 3.4.

BASIS OF PREPARATION

These unconsolidated financial statements have been prepared on the format of financial statements
tssued by the Securities and Fxchange Commission of Pakistan (SECP) through the Insurance Rules,
2017 vide its S.R.O. 89(1) / 2017 dated 09 February 2017.




STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

2.1

2.2

2.3

24

Statement of compliance

These unconsolidated financial statements have been prepared in accordance with the approved
accounting and reporting standards as applicable in Pakistan. The approved accounting and reporting
standards comprise of International Financial Reporting Standards (IFRS) issued by the International
Accounting Standards Board (IASB) as are notified under the Companies Act, 2017 and provisions
of and directives 1ssued under the Companies Act, 2017 and Insurance Ordinance, 2000, Insurance
Rules, 2017, Insurance Accounting Regulations, 2017 and the Takaful Rules, 2012, In case
requirements differ, the provisions or directives of the Companies Act, 2017, the Insurance
Ordinance, 2000, the Insurance Rules, 2017, the Insurance Accounting Regulations, 2017 and the
Takaful Rules, 2012, shall prevail.

Basis of measurement

These unconsolidated financial statements have been prepared under the historical cost convention

except as disclosed in the accounting policies mentioned below (refer note 3).

Functional and presentation currency
These unconsolidated financial statements have been presented in Pakistani Rupee, which is the

Corporation’s functional and presentation currency. Amounts have been rounded off to the nearest
thousand, unless otherwise stated.

Standards, amendments and interpretations to the published standards that are relevant to
the Corporation and adopted in the current year

The Corporation has adopted the following new standards, amendments to published standards and
interpretations of IFRSs which became effective during the current year.

Standard or Interpretation Effective Date ( Annual period
beginning on or after)

[FRS 3 'Definition of a business' Amendment to IFRS 3 January 1, 2020
TAS 1/1AS 8 'Definition of Material' (Amendments to 1AS 1 and IAS
8) January 1, 2020

IFRS 7, IFRS 9, and IAS 39 - Interest Rate Benchmark Reform January 1, 2020

Various Amendments to References to the Conceptual Framework in
IFRS Standards January 1, 2020

Adoption of the above standard have no significant effect on the amounts for the year ended December 31,
2020.

Amendment to IFRS 4 'Insurance Contracts' - Applying IFRS 9 'Financial Instruments' with IFRS 4 addresses
issue arsing from the different effective dates of IFRS 9 and the forthcoming new standard IFRS 17
'Insurance Contracts’. The amendments introduce two alternative options for entities issuing contracts within
the scope of IFRS 4, notably a temporary exemption and an overlay approach. The temporary exemption
enables eligible entittes to defer the implementation date of IFRS 9. The overlay approach allows an entity
applying IFRS 9 from 01 July 2018 onwards to remove from profit and loss account the effects of some of the
accounting mismatches that may occur from applying IIFRS 9 before IFRS 17 1s applied.
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The Corporation has determined that it 1s eligible for the temporary exempton option since the Corporation
has not previously applied any version of IFRS 9, its activities are predominantly connected with insurance as
the percentage of the total carrying amount of its labilitics connected with 1nsurance relative to the total
carrying amount of all its liabilities 1s greater than 90 percent and the Corporation doesn't engage in significant
activities unconnected with insurance based on historical available information. Under the temporary
exemption option, the Corporation can defer the application of IFRS 9 unul the application of IFRS 17.

To determine the appropriate classification of financial assets under IFRS 9, an entity would nced to assess the
contractual cash flows characteristics of any financial asset. Indeed, the contractual terms of the financial asset
give rise, on specified dates, to cash flows that are solely payments of principal and interest on the principal
amount outstanding (“SPPI”) Le. cash flows that are consistent with a basic lending arrangement. In a basic
lending arrangement, consideration for the time value of money and credit nisk are typically the most

significant elements of interest.

IFRS 9 defines the terms “principal” as being the fair value of the financial asset at initial recognition, and the
“interest” as being compensation for (1) the time value of money, and (i) the credit risk associated with the
principal amount outstanding during a particular period of time.

The tables below set out the fair values as at the end of reporting period and the amount of change in the fair
value during that period for the following two groups of financial assets separately:

a) financial assets with contractual terms that give rise on specified dates to cash flows that are solely payments
of prncipal and interest (“SPPI”) on the principal amount outstanding, excluding any financial asset that mects
the definittion of held-for-trading in IFRS 9, or that is managed and whose performance is evaluated on a fair

value basis, and

b) all other financial assets

2020
Fail the SPPI test Pass the SPPI test
Change in Change in
Description - . unrealised Gain / Carrying , unrealised Gain /
Fair Value | Impairment _ ) Impairment ,
loss during the Value loss during the
year year
Rupees in 000
Cash at bank 56,184733 - - . - .
Investment in cquity secustics 92,918 024 - : :
Investment i goverament securtics - 821,691,138 . -
Investment in debt securities . - - 3,634 344 7573 -
Investment in mutual funds 8,086,126 - - - - -
Loans and other recervables 49,925,310 - -
Loaas secured agamst life wsurance policies 129,180,723 -
2020
. Gross Carrying amount of debt instrument that pass the SPPI test
Description
AA | A+ ] A [ aa- [ ama | A | A1 | A2 | Unrated
Rupees in '000

Investment in Debt Securities = 3,661,917 - - - - - 7,573
Investment in Govt Securities = = = = = = . = 821,691,138
Loans secured against life
: i 5 129,180,723
insurance policies B} . N




STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

2.5

2.6

2.7

Standards, amendments to published standards and interpretations that are effective but not
relevant

The other new standards, amendments to published standards and interpretations that are mandatory
for the financial year beginning on January 01, 2020 are considered not to be relevant or to have any
significant effect on the Corporation's financial reporting and operations and are therefore not
presented here.

Standards, interpretations and amendments to published accounting and reporting

standards that are relevant but not yet effective and nor early adopted by the Corporation

The following new standards, amendments to published standards and interpretations would be
effectve from the dates mentioned below against the respective standard or interpretation.

Effective Date ( Annual period

Standard or Interpretation o
beginning on or after )

[FRS 9 - Fecs in the 10 per cent’ Test for Derecognition of Financial

Liabilities (Amendments to IFRS 9) January 1, 2022
IFRS 16 - Covid-19 Related rent concessions (Amendments to IFRS

16) June 1, 2020
Onerous Contracts - Cost of Fulfilling a Contract (Amendments to

IAS 3% January 1, 2022
IAS 16 - Proceeds before Intended Use (Amendments to IAS 106) TJanuary 1, 2022

[AS 41 - Taxation in Fair Value Measurements (\mendment to IAS

41 January 1, 2022

Updating a Reference to the Conceptual Framework (Amendments to

IFRS 3) January 1, 2022

The management of the Corporation 1s in the process of assessing the impact of these Standards,

amendments and interpretations to the published standards on the unconsolidated financial
statements of the Corporation.

Standards, amendments and interpretations to the published standards that are not yet
notified by the Securities and Exchange Commission of Pakistan (SECP)

Following new standards have been issued by the International Accounting Standards Board {IASB)
which are yet to be notified by the SECP for the purpose of applicability in Pakistan.

IASB effective date
Standard or Interpretation (Annual petiods beginning
on or after)
IIFRS 1 First IlmC Adopdon  of International Financial July 01, 2009
Reportung Standards ’
[I'RS 17 Insurance Contract (Amendment to Insurance January 1, 2023
Contract)
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NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

2.8

b)

d)

Critical accounting estimates and judgments

The preparation of these unconsolidated financial statements in conformity with approved
accounting 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
and various other factors that are believed to be reasonable under the circumstances, the result of
which form the basis of making the judgments about carrying values of assets and liabilites that are
not readily apparent from other sources.

Actual results may differ from these estimates. The estimates and underlying assumptions are
reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the period in
which the estumate is revised if the revision affects only that period or in the period of the revision
and future periods if the revision affects both current and future periods.

Significant areas where assumptions, estimates and judgments were exercised in application of
accounting policies relate to:

Classification of investments

In investments classified as "amortized cost", the Corporation has included financial assets with fixed
or determinable payments and fixed maturity. In making this judgment, the Corporation evaluates its
intention and ability to hold such investments to maturity.

Provision for outstanding claims (including IBNR)

The Corporation records claims based on the sum assured or other basis set by the Corporation.
However, settlement of all the claims is made based on the nature of insured event.

Provision of claims incurred but not reported (IBNR) is made on the basis of actuarial valuation.
Actuarial valuation 1s made on the basis of past trend and pattern of reporting of claims. Actual
amount of IBNR may materially differ from the actuarial estimates.

Provision for taxation

In making estimates for taxation currently payable by the Corporation, management looks at the
current income tax law and the decisions of appellate authorities on certain issues in the past.

Impairment of other assets, including premium due but unpaid

‘The Corporation also considers the need for impairment provision against other assets, including
premium duc but unpaid and provision required therc-against. While assessing such a requirement,
various factors including delinquency in the account and financial position of the policyholders are

considered.

Fixed assets, investment properties, depreciation and amortisation

In making estimates of depreciation / amortisation, management uses method which reflects the
pattern in which economic benefits are expected to be consumed by the Corporaton. The method
applied is reviewed at each financial year end and if there is a change in expected pattern of
consumption of future economic benefits embodied in the assets, the method would be changed to
reflect the change in pattern. Such change is accounted for as change in accounting estimate in
accordance with International Accounting Standard - 8, "Accounting Policies, Changes in
Accounting Estimates and Errors".

The assets residual values, useful lives and methods are reviewed, and adjusted if appropriate, at each

reporting date.
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The Corporation also reviews value of the assets for possible impairment on an annual basis. Any
change in estimates in future years might affect the carrying amounts of respective items of fixed
assets with a corresponding effect on the depreciation / amortization charge and impairment.

f) Staff retirement benefits

Staff retirement benefits are provided as per actuarial valuation or following the actuarial advice
which is based upon certain assumptions.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies and methods of computation adopted in the preparation of these
unconsolidated financial statement are same as those applied in the preparation of the annual
unconsolidated financial statements of the Corporation for the year ended December 31, 2019.

Property and equipment
These are stated at cost less accumulated depreciation and impairment losses, if any.
Subsequent costs

Subsequent costs are included in the assets carrying amount or recognized as separatc asset, as
appropuriate, only when it is probable that future economic benefit associated with the item will flow
to the Corporation and the cost of the item can be measured reliably. Normal repairs and
maintenance are charged to statement of comprehensive income currently,

Depreciation

Depreciation is calculated on straight-line method to write off the cost of assets over their expected
useful lives at the rates specified in note 4 to the financial statements, after taking into account
residual values, if any. The useful lives, residual values and depreciation methods arc reviewed and
adjusted, if appropriate, at each reporting date. Depreciation on fixed assets is charged on a
proportionate basis.

Gain and losses on disposal

An item of fixed asset is derecognized upon disposal or when no future economic benefits are
expected from its use or disposal. Gains and losses on disposal of fixed assets are included in current

year’s income and expenses respectively.

Capital work in progress

Capital work in progress is stated at cost less impairment, if any and consist of expenditure incurred
and advances made in respect of fixed assets in the course of their acquisition, erection, construction

and installation. The assets are transferred to relevant category of fixed asset when they ate available

for use.

Investment properties

Investment propertics are accounted for under the cost model in accordance with International
Accounting Standard 40, Tnvestment Property' and S.R.O. 938 (1)/2002 dated December 12, 2002
tssued by the SECP.

These are carried at cost less accumulated depreciation and impairment losses, if any. Subsequent
expenditure, depreciation and gains or losses on disposal are accounted for in the same manner as of
operating fixed assets.
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3.4

b)

Other assets

Stock of stationery, printed material and maintenance store in hand for investment properties etc. are
valued at lower of cost or net realizable value. Cost 1s determined on ‘first in first out’ basis.

Funds

The Corporation maintains a shareholders' fund and five statutory funds, separately in respect of its
each class of life insurance business, namely:

— DPakistan Life Fund (ordinary life);

— Overseas Life Fund (ordinary life);

— Pension Fund,

— Health Insurance Fund; and

— Family Takaful Fund.

Assets, liabilities, revenues and expenses are referable to respective statutory funds or allocated to
sharcholders' fund.

Expenses of principal office are distributed among all funds on fair and equitable basis.
Pakistan Life Fund (ordinary life)

Pakistan Life Fund comprises individual life business and group life business carried out in Pakistan
as well as individual life Rupee business conducted outside Pakistan. Policyholders' liabilities as
shown in the Pakistan Life Fund are based on an actuarial valuation conducted by the Appointed
Actuary as at the reporting date.

Within the Pakistan Life Fund, business can be further classified as individual life conventional
business, BANCA business, group insurance business and a small amount of annuity business. Most
of the policies contain Discretionary Participation Feature (DPFE).

Overseas Life Fund (ordinary life)

The Overseas Life Fund entirely consists of individual life conventional business carried out at UAE,
Kingdom of Saudi Arabia and Kuwait through zonal office located in Dubai (UAE). Policyholders'
liabilities as shown in the Overseas Life Fund are based on an actuarial valuation conducted by the
Appointed Actuary as at the reporting date.

Exchange gains and losses on translation of currencies of Overseas Life Fund and Pakistan Life
[F'und (Rupee business) are taken to revenue account through statement of investment income. Most
of the new business written under the Overscas Life Fund contains a Discretionary Participation

Feature (DPF).
Pension Fund

The Penston Fund consists of funds on account of group pension deposit administration contracts.
Policvholders' liabilities as shown in the pension fund are based on an actuarial valuation conducted
by the Appointed Actuary as at the reporting date.
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Accidental and Health Insurance Fund

The corporation is implementing mega health insurance programs, i.e. Federal Sehat Sahulat Program
and KP Sehat Sahulat Program. These programs covered the 80 million population of Pakistan
across 90+ districts to provide them with health insurance coverage through a vast network of 450+
panel hospitals. The Federal Sehat Sahulat Program, with expansion to target more than 68 districts
across Pakistan, is covering around 10 million famiies (1.c. 50 million indtviduals). The growth in the
scheme has a massive impact on the quality of health care available to the poor. The scheme is
providing the secondary coverage of Rs. 60,000/- and Rs. 300,000/- under tertiaty coverage per
annum. The beneficiaries are also paid additional benefits such as cash payments of transportation
and funeral charges. Besides pure BISP data, the entire FATA, FR Region, Tharparkar and AJK
regions have been covered under this scheme. The coverage was further extended to all the disabled
person and registered transgender community of Pakistan. Plans are underway to expand the scheme
to cover 100% population of GB, Islamabad and Punjab. The KP Sehat Card Plus Program has
covered the entire population of Khyber Pakhtunkhwa, where more than 7 million families would be
covered. This scheme has a worth of around 87+ billion in the next five years. The scheme provides
inpatient hospitalization secondary coverage of Rs. 40,000/~ per member and Rs. 400,000/~ under
tertiary coverage per annum. State Life being a public sector organization would strive to extend its
services to manage social health programs most efficiently and economically.

Family Takaful Fund

The Corporation on receipt of license to start Window Takaful Operations, established a statutory
fund namely 'Family Takaful Fund' to offer Family Takaful Contracts. 'amily Takaful Contract is an
arrangement which rests on key Shariah principles of mutual cooperation, solidarity and well-being of
a community, and is based on the principles of Wakala Waqf Model. Under a Takaful arrangement,
individuals come together and contribute towards the common objective of protecting cach other
against financial losses by sharing the risk on the basis of mutual assistance.

The obligation of Waqt for Waqf participants’ liabilities 1s limited to the amount available in the
Waqf fund. In case there 1s a deficit in the Waqf Fund, the Window Takaful Operator shall grant an
interest free loan (Qard-e-Hasna) to make good the deficit. The loan shall be repayable from the
future surpluses generated in the Waqf Fund, without any excess of the actual amount given to it.
Repayment of Qard-e-Hasna shall receive priority over surplus distribution to Participants from the
Wagqf Fund.

The takaful operations under the 'Family Takaful Fund' are expected to start from the next year as
disclosed in note 1.3 to these financial statements.

Insurance contracts - classification
The Corporation maintains five statutory funds which are as follows:

- Pakistan Life Fund

- Overseas Life Fund

- Pension Fund

- Accidental and Health Insurance Fund

- Famuly Takaful Fund

Within the Pakistan Life Fund the business can be further classified as individual life conventional

business, group mnsurance business and a small amount of annuity business.
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Most of the new individual life conventional policies written by the Corporation contain a
Discretionary Participation Feature (IDPF). DPI¥ indicates policies in which the investor receives an
additional payment, the amount or. timing of which is contractually at the discretion of the issuer.

The Overseas Life Fund entirely consists of individual life conventional business. Most of the new
business written under the overseas life fund contains a DPF.

The Pension Fund consists of funds administered under Group Pension Deposit Administration

contracts.

The Accident and Health Insurance Fund consists of Group Health and Accident Insurance
Contracts.

Family Takaful Fund is not operational at the reporting date. Management intends to commence
operations of Family Takaful IFund in the ensuing year.

Considering all the five statutory funds together, the bulk of Corporation business consists of
individual life conventional policies. Most of the remaining business consists of group life insurance
business. Group Health is a relatively new venture of the Corporation which started in 2012 and has
yet to register any significant growth. The Corporation also offers some supplementary benefits
attached in the form of riders to the individual life policies and the group life contracts. Each of
these classes of business are described in greater detail below.

Contract details and measurement

The insurance contracts offered by the Corporation are described below:
Individual life policies

Individual life conventional products

These are long term contracts with either level or single premiums. These plans generally provide for
some death benefit on death during the currency of the policy and a survival benefit either on the
happening of certain contingencies or on the maturity of the policy. The premiums are payable only
in the life time of the policyholder. In case of term insurance products there is no survival benefit.

Universal life policies

Under these plans a certain amount is set aside from the premium for expenses and meeting the
mortality cost and the remainder of the premium is invested to earn some investment return.
Investment return s allocated to these products on an annual basis keeping in view the investment
earnings of the Pakistan Life Fund.

Term insurance policies

A few products of the Corporation are term insurance plans providing benefits only in case of death.
Under these policies no benefit is due if the policy holder survives the duration of the policy. The
Corporation sells both level term insurances and decreasing term insurances also known as mortgage

protection plans.

Annuities

The Corporation also has a small number of individual and group life-annuities on its books. Under
these contracts a periodic income benefit 1s payable to the insured life for as long as annuitant is
alive. Besides, the Corporation offers annuity-certain plans under which periodic income benefit is
payable for a stipulated period and is not dependent on the life of the policyholder.
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Supplementary riders

The Corporation offers various types of supplementary riders. Some of these riders offer additional
life coverage, in some cases they offer accidental death and disability benefits. The benefits can take
various forms such as lump sum payment or an income benefit or waiver of premiums due under the
host policy contract.

Insured event

Under the individual life insurance policies in most cases the insured event is either death or survival
untl the maturity date of the policy, except in case of term insurance where there is no maturity
benefit. Under the annuity policies the Corporation is exposed to the risk of longevity. In this case
the insured event is survival of the life insured for a long duration, exceeding the period normally
expected under standard mortality tables.

In case of supplementary rider the insured event is either death or just accidental death or disability
whether accidental or natural or both.

Distribution channel

The individual life business of the Corporation is sold through its dedicated sales force which is
present all over the country. This field force 1s organised under a three tier system consisting of sales
representatives, sales officers and sales managers. Each sales sector headed by a sector head is further
grouped over 1000 area offices, more than 1,200 area offices, 33 zones and 7 regional offices in
addition to one zone for the Gulf Region. The Gulf zone has its own marketing team of sector

heads, area managers and sales force.

The individual life policy holders of the Corporation come from all strata of society, with greater
representation of the rural areas due to wider outreach of its field force. New policyholders have an

average age of around 34 years.
Group life policies
Basic coverage

The group life policies are generally one year renewable term insurance contracts. In most cases they
provide group coverage to the employees of an employer. Some times the coverage is tied up with
loans extended by the employer for house building or purchase of motor vehicles or other household
items. In some cases group policies are issued to lending agencies such as banks to provide group
coverage to their borrowers. There are also a small number of group endowment policies which
provide benefits identical to individual life policies but under the umbrella of a group contract.

Supplementary coverage

In many cases the group policies also provide supplementary coverage which may include accidental
ot natural disability benefits and additional accidental death benefit. These riders also take the form
of one year renewable term insurance policies.

Insured event

Under the group life insurance policies in most cases the insured event is death due to any cause. In
case of supplementary coverage the insured event can include acctdental death or disability or natural
disabdlity.




STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

3.6

3.7

3.8

Distribution channel

The group insurance business 1s sold through four group and pension zones of the Corporation.
Each zone has its own marketing force consisting of sector heads who are full time salaried
employees of the Corporation, however, some of the group business 1s also procured through
individual life field force of the Corporation.

Most of the lives covered under the group mnsurance consist of industrial and office workers, civil
servants and employees of corporations, banks, other financial institutions, army, navy etc.

Policyholders' liabilities

Policyholders' liabilities are stated at a value determined by the appointed actuary through an actuarial
valuation carried out as at each reporting date. In determining the value, both acquired policy values
(which forms the bulk of policyholders' liabilities) as well as estimated values which will be payable
against risks which the Corporation underwrites are taken into account. The basis used are applied
consistently from year to year.

The basic liability consists of the estimated actuarial liability against each contract, which is in force.
Following elements are added to this amount:

a) any reserve required for premiums;

b) reserve for incurred but not reported (IBNR) claims;
<) reserve for income benefit in course of payment; and
d) reserve for potential losses on a policy to policy basis.

Re-insurance contracts held

The Corporation has re-insurance arrangements with Swiss Re. The net retention limit of the
Corporation for individual life is Rs. 5 million (2019: Rs. 5 million) per policy and for group life is
Rs. 5 million (2019: Rs. 5 million) per person of risk. Re-insurance premijum is recorded as an
expense evenly over the period of the re-insurance contract and is off-set against the premium
income of the respective year.

The claim recoveries arising out of re-insurance contracts are off-set against the claims cxpenses of
respective year.

Claims

The bability 1n respect of outstanding claims represents the ascertained value of claims incurred and
reported before the end of the accountng year. Incurred but not repotted (IBNR) cases are provided
on the basts of actuarial advice and included in the policyholders' liabilities.

On May 19, 2014, Securities and Exchange Commission of Pakistan (SLICP) has issued Circular No.
11 of 2014 in which they have prohibited all life insurers from writing back the unclaimed insurance
benefit amount in any circumstances. The unclaimed insurance benefits are the amount which have
become payable in accordance with the terms and conditions of an insurance policy but have not
been claimed by the policyholders or their beneficiaries. Such unclaimed amounts include unclaimed
maturity benefits, long outstanding claims and un-intimated or unclaimed death or disability claims.
The Corporation has a practice of writing back claims which are outstanding for more than three
years from the date from which the claims become payable and an equivalent amount has been
placed in ‘reserve for unpaid insurance benefits’ within the policyholders’ labilities. The Corporation
has recetved letter dated May 22, 2015 from SLLCP clarifying that the practice to retain the unclaimed
insurance benefits in its actuarial reserve is in complance with the clause 3 of the aforementioned

Circular.
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3.11

3.12

3.13

3.14

Amount due to other insurers / reinsurets

Liabilities for other insurers / reinsurers are carried at cost which is the fair value of consideration to
be paid in future for services.

Premiums due but unpaid

Premiums duc but unpaid are recognised at cost, which is the fair value of consideration to be
recetved less provision for impairment, if any.

Amount due from other insurers / reinsurers

Amount due from other insurers / reinsurers are carried at cost less provision for impairment, if any.
Acquisition costs

These are costs incurred in acquiring and maintaining insurance policies and include without
limitation all forms of remuneration paid to insurance agents and certain field force staff.

Expenses of management

Lxpenses of management represent directly attributable expenses and indirect expenses allocated to
statutory funds.

Staff retirement benefits

Provident fund

The Corporation operates a defined contribution plan, a recognized contributory provident fund
scheme for all its eligible employees. For employees who have opted for the gratuity scheme,
monthly contributions at the rate of 8.33% of their basic salaries arc made to the fund by the
Corporation. However, in respect of employees who have opted for the pension scheme, no
contribution 1s made by the Corporation to the provident fund.

b) Gratuity fund

Officers

The Corporation maintains a funded defined benefit plan for those officers who opted for gratuity
rules. On retirement, resignation, termination or on death they will be paid last month's drawn salary
for each completed year of service. Liability for the fund 1s based on the advice of appointed actuary.

Staff

The Corporation maintains a unfunded defined benefir plan for those staff who opted for gratuity
rules. On retirement, resignation, termination or on death they will be paid last month's drawn salary
for each completed year of service. Liability for the fund is based on the advice of appointed actuary.

Previously, the Corporation maintained a defined contribution plan in respect of all those officers of
the Corporation who initially opted for the unfunded gratuity scheme. At the end of each month,
starting from the effective date of admission of a member to the fund, the Corporation used to make
a contribution equal to 8.33% of the member's basic salary. However, pursuant to decision of the
Board of Directors taken in their 241st meeting held on October 20, 2015, the gratuity scheme of the
officers of the Corporation has been revamped from defined contribution plan to defined benefit

plan.
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3.16

Pension fund

The Corporation operates a defined benefit plan, a funded pension scheme for its employees opting
for the pension scheme established in 1984 and payments are made annually to the extent allowed
under the Income Tax Rules, 2002 to meet the obligations there-under on the basis of actuarial
valuation. From a previous year pursuant to the order of Honorable Supreme Court of Pakistan, the
Corporation has restored its pension scheme, as aforesaid, that was in effect before December 31,
1999. Liability for the fund 1s based on the advice of appointed actuary.

Compensated absences

From the year 2002, the un-availed earned leave balance of officers is encashed to the extent of two
third of the leave balance with simultaneously proceeding on leave for one third leave balances,
minimum for twelve days. A policy 1s already in force for the staff on similar lines. For officers leaves
upto 60 days can be carried forward upto the date of retirement and can be encashed at retirement.
Similarly, in respect of staff leaves upto 180 days can be carried forward upto the date of retirement
and can be encashed at retirement.

The liability in respect of compensated absences as at December 31, 2020 amounting to Rs.1,613
million (2019: Rs. 1,542 million) has been provided in these unconsolidated financial statements

based on actuarial valuation.

Post retirement medical benefits

The Corporation provides medical facilities to its retired officers and their spouses in accordance
with the service regulations. As at December 31, 2020, liability for post retirement medical benefit as
computed by the appointed actuary is estimated at Rs. 2,792 million (2019: Rs. 2,446 million) and the

same has been provided in these unconsolidated financial statements.

Loans secured against life insurance policies
Cash loans

Loans in cash against the security of life insurance policies may be extended to the policyholders to
the extent of 80% of surrender value of the respective policy, provided the policy has been in force
for at least two years.

Automatic non-forfeiture provisions

(a) Automatic Premium Loans secured against surrender value of the policy may be extended
to the extent of the surrender value of the respective policy, provided the policyholder has
exercised Automated Premium Loan option.

(b) An advance equal to one year premium may be allowed to the policyholder only once, if
the policyholder has exercised Auto Paid-up option provided the respective policy has
been in force for at least two years.

Revenue recognition

Premium
(a) Individual life policies

The initial premium is recognized when the policy is issued after receipt of that premium. Subsequent
premiuums falling due under the policy are recognized if received before expiry of the grace period, or
if advanced by the Corporaton under the Automatic Non-Forfeiture provisions. However,
premiums due in the month of December but not recetved by 31st December are recognized if the
grace period is to expire after the next 1st January.
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(b) Group life policies
The premium on group life policies is recognized on a proportionate basis.
Rental income on investment properties

Rental income 1s recognized on an accrual basis except where dues are more than six months old in
which case income is recognized on a receipt basis, except for the cases that are under litigation.

Investment income

Income on government securities, term finance certificates and other fixed income securities is
recognized on an accrual basis for the number of days these are held taking into account effective
vield on the instruments.

Dividend income is recognized when the Corporation’s right to receive dividend is established.
Income on debentures is recognized at the prescribed rates, except where recovery is considered
doubtful 1n which case the income 1s recognized on a receipt basis.

Capital gain / loss arising on sale of listed securities is recognized on settlement date.

Income on future transactions is taken to income as the difference between ready market purchase
price and future sale at settlement of future transactions. Income on reverse repurchase transactions
is taken to income at the date of settlement.

Deferred capital grant

Grants received for capital expenditure is credited to “Deferred liabilities”. Amount equal to the
depreciation charged during the year as per rate applicable to the respective assets 1s transferred to
other income. Grants received in cash for revenue expenditure are treated as income on the basis of

expenditure incurred.
Others

All other income are recognised on accrual basts.
Taxation
Current

Provision of current tax is based on the taxable income for the year determined in accordance with
prevatling laws (Fourth Schedule to the Income Tax Ordinance, 2001) for taxation of income. All
sources of income of the Corporation are taxed as one basket income using prevailing tax rate
expected to apply to the profit for the year, if enacted. The charge for the current tax also includes
adjustments, where considered necessary, to the provision for tax made in previous years arising
from assessments finalized during the current year for such years.

Deferred

Deferred taxation is accounted for using the balance sheet liability method providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting purposes and
the amounts used for taxation purposes. The amount of deferred tax provided is based on the
expected manner of realization on settlement of the carrying amount of assets and liabilities using the

tax rates enacted at the reporting date.

A deferred tax asset is recognised only to the extent that it 1s probable that future taxable profits will
be available and credits can be utilized. Deferred tax assets are reduced to the extent that it is no
longer probable that the related tax benefit will be realized.




STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

3.18

3.19

3.20
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3.23

3.24

3.25

Bad and doubtful debts

Known bad debts are written off and impairment loss is recognized for debts / receivables
considered doubtful.

Provisions

Provisions are recognized when the Corporation has a present legal or constructive obligation 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 can be made.

Impairment of non financial assets

The carrying amounts of non financial assets are assessed at each reporting date to ascertain whether
there is any indication of impairment. If any such indication exists then the asset's recoverable
amount s estimated. An impairment loss Is recognised, as an expense, for the amount by which the

assct's carrylng amount exceeds its recoverable amount.

The recoverable amount 1s the higher of an asset's fair value less cost to sell and value in use. Value
in use 1s ascertained through discounting of the estimated future cash flows using a discount rate that
reflects current market assessments of the time value of money and the risk specific to the assets. For
the purpose of assessing impairment, assets are grouped at the lowest levels for which there are
separately identifiable cash flows (cash generating units).

Related party transactions and transfer pricing

Transactions and contracts with the related parties are carried out at arm's length price determined in
accordance with comparable uncontrolled price method.

Cash and cash equivalents

These include cash and bank balances and deposits maturing within twelve months.
Dividend distributions and appropriations

Dividend distributions and appropriations are recorded in the petiod 1n which the distributions and
appropriations arc approved.

Earnings per share

The Corporation presents basic and diluted Earnings Per Share (EPS) for its shareholders. Basic EPS
1s calculated by dividing the profit or loss attributable to ordinary shareholders of the Corporation by
the weighted average number of ordinary shares outstanding during the year. Diluted EPS 1s
calculated if there is any potential dilutive effect on the Corporation's reported net profits.

Segment reporting

Operating segment 1s a distinguishable component of the Corporation that is engaged in providing
services that are subject to risks and returns that are different from those of other operating
segments. The Corporation accounts for segment reporting of operating results using the classes of
business as specified under the Insurance Ordinance, 2000 and the Insurance Regulations, 2017.

The Corporation’s business segments are currently reported five statutory funds, separately in respect
of cach class of life insurance business.
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Foreign currency translations

Foreign currency transactions during the year are recorded at the exchange rate approximating those
ruling on the date of transaction. Monetary assets and liabilities in foreign currencies are translated at
the rate of exchange which approximates those prevailing on the reporting date. Gains and losses on
translations are taken to income cutrently. Non monetary items that are major in terms of historical
cost 1n a forelgn currency are translated using the exchange rates as at the date of initial transactions.
Non monetary ttems measured at fair value in a foreign currency are translated using the exchange
rate at the date when the fair value was determined.

Leases

The Corporation recognizes a right-of-use asset and a lease liability at the lease commencement date,
The right-of-use asset is initially measured based on the initial amount of the lease liability adjusted
for any lease payments made at or before the commencement date, plus any initial direct costs
incurred and an estimate of costs to dismantle and remove the undetlying asset or to restore the
underlying asset or the site on which it is located, less any lease incentives recetved. The right-of-use
asset 1s deprectated on a straight-line method over the lease term as this method most closely reflects
the expected pattern of consumption of the future economic benefits. The lease term includes
periods covered by an option to extend if the Corporation is reasonably certain to exercise that
option. In addition, the right-of-use asset is periodically reduced by impairment losses, if any, and
adjusted for certain remeasurements of the lease hability.

The lease Liability 1s inutially measured at the present value of the lease payments that are not paid at
the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot
be readily determined, the Corporation’s incremental borrowing rate. Generally, the Corporation uses
its incremental borrowing rate as the discount rate.

The lease liability is subsequently measured at amortised cost using the effective interest method. It is
remeasured when there is a change in future lease payments arising from a change in fixed lease
payments or an index or rate, if there 1s a change in the Corporation’s estimate of the amount
expected to be payable under a residual value guarantee, or if the Corporation changes its assessment
of whether 1t will exercise a purchase, extension or termination option.

When the lease lability 1s remeasured in this way, a corresponding adjustment is made to the carrying
amount of the right-of-use asset, or is recorded in profit or loss if the carrying amount of the right-of-
usc asset has been reduced to zero.

The Corporation has elected to apply the practical expedient to account for each lease component
and any non-lease components as a single lease component and not to recognize right-of-use assets
and lease liabilities for short-term leases that have a lease term of 12 months or less and leases of low-
value assets. The lease payments associated with these leases is recognised as an expense on a straight-

line basis over the lease term.

Financial instruments

Financial assets and financial liabilities are recognised when the Corporation becomes a party to the

contractual provisions of the financial instrument.

Financial assets and financial liabilities are recognised initially at cost including associated transaction
costs which 1s the fair valuc of the consideration given.

The financial assets and financial habilities are measured subsequently as described below:
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Financial assets

For the purpose of subsequent measurement, financial assets are classified into the following

categories upon initial recognition:
g

* L.oans and recetvables;
* Held to maturity; and
* [Yair value through profit or loss financial assets.

Loans and receivables

Loans and recetvables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. After initial recognition, these are carried at amortized cost.

Held to maturity

These include held to maturity mnvestments that are financial assets with fixed or determinable
payments and fixed maturity and the Corporation has a positive intent and ability to hold these
investments till maturity. After initial recognition, these are carried at amortized cost.

Fair value through profit or loss

These are investment are initially recognised at cost being the fair value the of consideration given
and its related transaction cost are charged to profit and loss account. These investment are
subsequently measured at their market value with any gain or loss in statement of comprehensive

income.
Impairment of financial assets

A financial asset is assessed at each reporting datc to determine whether there is any objective
evidence that it is impatred. A financial asset 1s considered to be impaired if objective evidence
indicates that one or more events have had a negative effect on the estimated future cash flows of
that asset.

An impairment loss is reversed if there has been a change in the estimates used to determine the
recoverable amount. An impairment loss is reversed only to the extent that the asset's carrying
amount does not exceed the carrying amount that would have been determined, if no impairment

loss had been recognized.
Derecognition

Financial assets are derecognized at the time when the Corporation loses control of the contractual
rights that comprise the financial assets. Financial liabilities are derecognized at the time when they
are extinguished, that is, when the obligation specified in the contract is discharged, cancelled, or
expired. Any gains or losses on derecognition of financial assets and financial liabilities are taken to

the statement of comprehensive income immediately.
Off setting

Financial assets and liabilities are off set and the amount is reported in the statement of financial
position if the Corporation has a legal right to set-off the transactions and also intends either to settle
on a net basis or to realize the asset and settle the liability simultaneously.
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3.29

3.30

Fair / market value measurements

For investments in Government securities, fair / market value is determined by reference to
quotations obtained from Reuters page (PKRV) / (PKISRV) where applicable. Ior investments in
quoted marketable securities, other than Term Finance Certificates / Corporate Sukuks, fair / market
value is determined by reference to Stock Exchange quoted market price at the close of business on
reporting date. The fair market value of Term Finance Certificates / Corporate Sukuks and
investment in Mutual Fund is as per the rates issued by the Mutual Funds Association of Pakistan
(MUFAP).

Financial liabilities

For the purpose of subsequent measurement, financial liabilities are measured at amortised cost using
effective interest method, which approximates to its cost except for policyholders' liabilities and
liability for claims incurred but not reported (IBNR) which are measured on the basis of actuarial

valuations.

Investment in subsidiaries

Investment in subsidiaries has been carried at cost less proviston for impairment (if any).
Investment in associates

Investment in associates has been carried at cost less provision for impairment (if any).
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STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2020

i1

12.1

14

14.1

142 These catry mark-up ranging from 6.46% to 12.66%

INSURANCE / REINSURANCE RECEIVABLES
Unsecured and considered good

Note

Due from insurance contract holders

Less: provision for impairment of receivables from
Insutance contract holders

Due from other insurers / reinsurers

Less: provision for impairment of due from other insurers /
reinsurers

LOANS AND OTHER RECEIVABLES

Accrued investment income

Loans to agents

Loans to employees 121
Advance to contractors & security deposit

Other receivables

Deposit against bank guarantee

This represent interest free loans provided to employees repayable within 12 months.

Note

PREPAYMENTS

Prepaid miscellaneous expenses
Prepaid rent

CASH AND BANK

Cash and cash equivalent
- Cash in hand
- Cash in transit

Cash and bank

- Current account
- Saving account 14.2
- Fixed deposits maturing after 12 months

Cash and cash equivalent include the following for the purposes
of the statement of cash flows:

Cash and cash equivalent

- Cash in hand

- Cash in transit

Cash and bank

- Current account
- Saving account
Cash and cash equivalent

2020 2019
«------ Rupees in 000 ~~--—-
32,151,773 25,932,244
422,586 369,081
32,574,359 26,301,325
46,598,010 38,712,693
78,493 81,604
049,821 953,037
464,561 355,831
1,388,425 2,578,046
446,000 -

49,925,310 42.681,211

2020 2019

-----— Rupees in '000 ~------

46,692 60,118
15,428 4,421
62,120 64,539
12,838 16,173
190,000 252,822
14,693,173 15,901,274
31,042,831 64,639,806
10,245,891 11,049,711
56,184,733 91,859,786
12,838 16,173
190,000 252,822
14,693,173 15,901,274
31,042,831 64,639,806
45,938,842 80,810,075

(2019: 8% to 12.55%) per annum.



STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2020

15  ORDINARY SHARE CAPITAL

151 AUTHORIZED CAPITAL Note

2020 2019
Number of shates

50,000,000 50,000,000 Ordinary shares of Rs. 100 each

5.2 TYssued, subscribed and paid up shate capital
2020 2019

Number of shates

43,000,000 35,000,000 Otrdinaty shares of Rs. 100 cach
3,000,000 8,000,000 Issued during the yeat 15.3
46,000,000 __ 43,000,000

2020

2019

e Rupees in 000 =--e---

5,000,000 5,000,000
4,300,000 3,500,000

300,000 800,000
4,600,000 4,300,000

15,3 Dusing the year, the Corporation issued share capital amounting to Rs. 300 Million with the approval of

Finance Division wing of Government of Pakistan with the letters dated December 30, 2020.

16 RESERVES

Revenue reserves
Genetral reserve

17  INSURANCE LIABILITIES

Reported outstanding claims (including claims in payment) 17.1
Tneurred but not reported claims (IBNR) 17.2
Liabilities under individual conventional insurance contracts

Note

173
Liabilities under group insurance CONIActs {other than
: . 17.4
investment linked)
Other insurance liabilities (premium 175

deficiency reserve)

171 Reported outstanding claims (including claims in
payment)

Gross of Reinsurance
Payable within one year
Payable over a period of time exceeding one year

Recoverable from Reinsurance

Receivable within one yeat
Receivable over a petiod of time exceeding one yeatr

Net reported outstanding claims

2020

2019

-ummamr Rupees in '000 -------

304,725 7,043
34,878,925 23 153,121
4,081,391 3,965,610
1,116,847,629 987,760,099
1,462,422 1,603,253
206,215 229,210
1157,476,582___ 1,016,711,293
34,878,925 23.091,997

- 61,124
34,878,925 23,153,121
34,878,925 23,153,121




STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2020

17.2 Incutred but not reported claims (IBNR)

Gross of reinsurance
Reinsurance recoveties
Net of reinsutance

17.3 Liabilities under individual conventional insurance
contracts

Grtoss of reinsurance
Reinsurance credit
Net of teinsurance
174 Liabilities under group insurance contracts (other than
investment linked)
Gross of reinsurance

Reinsurance credit
Net of reinsurance

17.5 Other insurance liabilities (preminm deficiency reserve)

Gross of reinsurance
Reinsurance racoveries

Net of reinsurance

18 RETIREMENT BENEFIT OBLIGATIONS

Post retirement benefit 18.1
Accumulated Compensation Absences 18.2

2020

2019

------- Rupees in '000 -«-----

4,081,391 3,965,610
4,081,391 3,965,610
1,117,793,101 988,649,770
(945,472) (889,671)
1,116,847,629 987,760,099
1,462,422 1,603,253
1,462,422 1,603,253
206,215 229,210
206,215 229,210
482,926 3,180,072
1,613,000 1,542,000
2,095,926 4,722,072
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STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS

FOR'THE YEAR ENDED DECEMBER 31, 2020

2020 2019
18.2 Accumulated Compensation Absences T Rupees in '000 ------
Movement in Payable
Opening Balance 1,542,000 1,491,000
Addition / (Reversal) during the year 71,000 51,000
Closing balance of compensated absences 1,613,000 1,542,000
19 DEFERRED TAXATION
Deffered tax credit arising in respect of
On retained balance on Ledger Accomnt D 1,610,642 636,015
Recognised
Balance in the Recognised in  Balance as
asat  statementof other at
January  profit and comprehensive Decembet
01, 2020 loss income 31,2020
Rupees in '000
Deferred credit atising in respect of:
- on retained balance on Ledger Account D 636,015 074,627 - 1,610,642

Recognised in Recognised in

Balance as the statement other Balance as at
at January  of profit and comprehensive December
01, 2019 loss income 31, 2019

[P—— {11,153 - 000 —r-mmmrmmmmmmemmm

Deferred credit arising in respect of:

- on retained balance on Ledger Account D 472,871 163,144 - 636,015
2020 2019
20 INSURANCE / REINSURANCE PAYABLES ~um— Rupees in '000 -------
Due to other insurets / reinsurers 566,647 480,184

21 OTHER CREDITORS AND ACCRUALS

Agents commission payable 3,550,301 4,002,039
Accrued expenses 9,936,450 5,835,026
Other liabilities 9,156,295 8,623,282

22,643,046 18,460,347




STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

22

22.1
22.1.1

22.1.2

22.1.3

CONTINGENCIES AND COMMITMENTS

Contingencics

‘The Cotporation has filed appeals on different issucs in the Honorable High Court of Sindh contesting the
decision of the ATIR for the income years 1992-1993 to 2002-2003 mainly relating to turnover tax and
excess perquisites. In addition, the issue of tax rate was raised for the income years 1992-93 to 1996-97. The
Inland Revenue Department added back the excess perquisites to the taxable income and tax liability was
enhanced accordingly. Further, Inland Revenue Depariment rc-opened these assessments and rectified to
invoke provisions of turnover tax on the ground that the tax paid under Fourth Schedule of the Income
Tax Ordinance, 2001 is less than turnover tax and hence, should be paid accordingly. The Corporation then
fled aforesaid appeals on the ground that the Fourth Schedule of the Income Tax Ordinance, 2001 restricts
taxable income to that portion of actuarial surplus which is attributed to the shareholders fund by the
appointed Actuary.

All the appeals arc pending before Honorable High Court of Sindh, Karachi and management of the
Cotpotation and its tax advisor are confident that ultimate outcome of these matters will be in favour of

the Corpotation and accordingly, no provision is required in these financial statements on account of these
matters.

In the year 2010, the Inland Revenue Department served legal notices to the Corporation, requiring it to
explain why the withholding tax under section 151(1)(d) of the Income Tax Ordinance, 2001 has not been
deducted on payments made to the policyholders on the matutiry. Those notices were relared to tax years
2008 and 2009.

According to those notices, the Inland Revenue Department were of opinion that Corporation was required
1o withhold Income Tax on marurity claims by virrue of the said section. The Department considered that
the total amount of a matured policy given to the policy holder consist of bonuses and the sum assured,
The bonuses are given 1o the policy holder on the basis the amount of premium reccived during the whole
term of the policy which is a form of interest or profit on debt. Hence, the Corporation u/s 151 (1)(d) is
liable for deducting withholding tax at the rate 10% on the amount of bonuses paid to policyholder on
maturity. Thercfore, the Inland Revenue Department raised demands of Rs. 710.12 million and Rs. 738.51
million as withholding tax for tax ycar 2008 and 2009 respectively, The Corporation had filed appeals before
CIR(A)} on the grounds that policy contract as a debt instrument lacks legal sanctity and the definition of
debt is being misinterprered by the tax authonities.

CIR(A) decided the subject appeals in favor of Corporation vide order No. 27 & 28 dated September 29,
2011 on the grounds that the provisions of section 151(1)(d) of the Income Tax Ordinance, 2001 are not

atzracted to the paymears made by way of bonus on the maturity of the policics as the same can not be
construcd to be interest or profit on debt.

“I'he demand raised by the Department has not been enforced after above judgment of CIR(A), therefore,
no payment was made against the demand. Inland Revenue Department filed appeals before the ATIR
against the above orders of CIR(A) which were dismissed by leamned ATIR vide order No. 506-
07/KB/2012 on April 17, 2014

Inland Revenue Department has filed appeals before High Court of Sindh, Karachi against the orders of
ATIR. Management of the Corporation and its rax advisor are confident thar ultimate outcome of this
matter will be in favor of the Corporation and accordingly, no provision is required in these financial
statements on account of this matter.

Inland Revenue Department served a legal notice u/s 122 (5A) on apportionment of expenses under secton
67 of the Income Tax (rdinance, 2001 fo the dividend income for tax year 2004 The said notice was
replied by Corporation but not agreed by the concerned ACIR. Subscquently amended assessment order
was passed u/s 122 (5A) which resulted in tax demand of Rs. 164.88 million. The Corporation was not in
agreement with said order and preferred appeal before CIR(A). Said appeal was not upheld at this forum.
Next appeal was filed before ATIR. Meanwhile the Department adjusted demand amouat from the pending
refunds for tax year 2010.



STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

22.14

22,13

Appellate Tribunal Inland Revenue (ATIR) decided the above appeal in favor of Corporation vide order
No/ 925/KB/2010 dated July 24, 2012; wherein the addition made u/s 67 has been deleted.

The said issuc has already been decided by the Honorable High Court of Sindh, Karachi in an other appeal
on the issue reported as Commissioner (Legal) Inland Revenue v/s EFU General Insurance Lid 2011-PTD-
2042,

Inland Revenuc Department has passed an order u/s 124 of the Income Tax Ordinance, 2001 to give effect
to the appeal Ref. Document # 11/54 dated June 24, 2014 and also issued refund of Rs. 153.75 million to
the Corporation. The Corporaton had adjusted Rs. 8.80 million against demand for Tax year 2014. The
refund amountng to Rs. 2.33 million is still pending with the Department. In the year 2013, the Inland
Revenue Department filed appeal in the Honorable High Court of Sindh against the decision of ATIR
which was dismissed by the High Court of Sindh, Katachi vide order dated August 30, 2016, Inland

Reveaue Department has filed civil appeal before Honorable Supreme Court of Pakistan against the
judgement of Honorable High Court of Sindh, Karachi which is pending adjudication.

In the year 2013, Inland Revenue Department issued similat notices to Corporation regarding withholding
of tax on maturity proceeds of insurance policies as deseribed in note 22.1.2. These notices were related to
Tax Year 2010 to Tax Year 2012 stating that the Department holds a similar stance as described in the said

note. Reply was filed by the Corporation through authorized representative which was not accepted by the
Department and order u/s 161 and 205 of the Income “I'ax Ordinance was passed, resulting in total demand

of Rs. 1,577.46 million (Rs. 1,249.14 million as withholding tax and Rs. 328.32 million as default surcharge).

The entite principal demand of Rs. 1,249.14 million was paid under protest and without prejudice to its legal
right to appeal. The Corporation filed appeals before CIR(.\) which was not upheld. The Corporation then
filed appeal before ATIR against the above order which has been decided in favour of Corporation vide
consolidated order dated February 21, 2017,

Futther, LTU, Karachi had also issued nortice u/s 161/205 of the Income Tax Ordinance, 2001 similar to
the notices issued in the previous years to invoke the section 151 (1)(d) of the Ordinance to recover
withholding tax from the Corporation on the amount of bonus paid to the policyholders on the maturity of
the polices during the tax year 2013. Reply was filed through tax consultant which was not agreed by
Department and order u/s 161/205 was passed and tax demand amounting to Rs. 609.23 million including
default surcharge of Rs, 99.11 million was raised which was discharged without prejudice to legal rights to
appeal. Appeal was filed before CIR(A) against said order which was upheld vide order # 34 dated March
30, 2015,

Inland Revenue Department has issued refund amounting 1o Rs. 500 million from appeal effcct of Tax Year
2013 in july, 2015. Further, IR Department has adjusted outstanding demand for tax year 2009, 2010 and
2011 at Rs. 10.8 million, 12.58 million and Rs. 56.37 million respectively against pending appeal effect of tax
year 2013. As at December 31 2020, appeal effect amounting to Rs. 29.48 million is still pending with the
Inland Revenue Department. Inland Revenue Department has filed an appesl before ATIR aguinst the said
order of the CIR(A) which is pending till to date.

The management and legal counsel arc optimistic that ultimate outcome of the cascs shall be decided in
favor of the Corporation as ATIR has decided the appeals related to similar issuc in previous years in favour
of the Corporaton.

While assessing the income and tax liability thercon for assessment years 2000-01, 2001-02 and 2002-03,
Income Tax Department, AJK disallowed excess perquisites u/s 24()) of the Income Tax Ordinance, 1979
(repealed) as inadmissible business cxpense of Corporation. Disallowance of said expense increased raxable
income for all the threc years and tax Hability was worked out accordingly which resulted in additional tax
demand. The aggregatc additional tax demand nvolved due to addinon of cxcess perquisites 1o
Corporation's taxable income was Rs. 12.67 million (Assessment year 2000-01 to 2002-03 Rs. 1.46 million,

Rs. 9.04 million, Rs. 2.17 million respectively).
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In addition, Corporation’s assessments werce also made at higher tax rate of 43% for assessment year 2000-
01 and 2001-02 and at 45% for 2002-03 instead at the rate 5% being entire dividend income. These
assessments at higher rates also multiplied Corporation’s fax liability for cach asscssment year.

Being aggricved, Corporation preferred appeal before CIR(A), Mirpur-AJK against the alleged assessment
orders. Corporation's appeals before CIR(A), Mirpur AJK were not upheld. Thereafter, Corporation had
challenged the orders of CIR(A) before Appellate Tribunal Inland Revenue, Mirpur AJK. The learned ATIR
upheld all the appeals of the Cotporation vide order # ITAT/969-73 dated August 20, 2009.

Income Tax Department, AJK had filed reference against the order of ATIR-AJK before Honorable High
Court of AJK. At present, Departmental references are still pending before High Court of Mirpur, Azad
Jammu and Kashmir.

Assessment of the Corporation for assessment years 2000-01 and 2001-02 were finalized at tax lability of
Rs. 141.06 million and Rs. 216.83 million respectively. Subsequently, above assessments were revised vide
orders passed u/s 221 of the Income Tax Ordinance, 2001 on the grounds that surcharge af the rate 5% as
per Part 111 of First Schedule of the repealed Ordinance was not levied on the tax worked out u/s 80-D of
the repealed Ordinance. Accordingly, surcharge amounting to Rs. 7.05 million and Rs. 10.84 million was
levied for assessment years 2000-01 and 2001-02 respectively. Corporation, being aggricved filed appeals
before CIR-A against above impugned departmental orders on the grounds that surcharge at the rate 5%
was not leviable in the instant case as tax has been worked owt u/s 80-D of the repealed Ordinance.
However, CIR-A decided the appeals against Corporation. Thercafter, Corporation filed appeals before
ATIR against above judgement of CIR-A which were also decided against Corporation. Subsequently,
Corporation filed reference applications before [lonorable Sindh High Court, Karachi which has been
decided in favor of Corporation. Inland Revenue Department has filed civil appeals before Honorable
Supreme Court of Pakistan which are pending adjudication.

Inland Revenue Department initiated monitoring of withholding of taxes from Tax Years 2009 to 2013 vide
otices issued u/s 1617205 of the Income Tax Ordinance, 2001.

Based on the reply submitted by Corporation, IR Department passed orders u/s 161/205 of the Ordinance
whereby tax demand amounting fo Rs. 494.16 million was raised for above Tax Years (Tax Year 2009: Rs.
48.08 million, Tax Year 2010: Rs. 57.43 million, Tax Year 2011: Rs, 53.44 million, Tax Year 2012: Rs. 258.18
million and Tax Year 2013: Rs. 77.03 million). Without prejudice fo the legal rights to appeal, Corporation
paid above demand under protest.

Being aggrieved, Corporation filed appeals against above departmental orders before Commissioner Inland
Revenue - Appeals. CIR(:\) has vacated the orders passed by DCIR and directed the coneerned DCIR to re-
visit the case.

On the directive of CIR{A), DCIR issued notices afresh for above Tax Years. Corpotation referred these
notices to its tax consultant for complianee. On the basis of reply submitted by Corporation through
consultant, DCIR passed revised orders for Tax Years 2009 to 2013 whereby tax demand of Rs. 403.18
million was created (Tax Year 2009: Rs. 58.88 million, Tax Year 2010: Rs. 70.01 million, Tax Year 2011: Rs.
64.09 million, “Tax Year 2012: Rs. 100.38 million and Tax Year 2013: Rs. 109.82 million). Corpotation filed
appesals against aforesaid orders before CIR(A). Tax demand on account of alleged short deducton on
salary and incorrcct CPRs and penalty / default surcharge has either been deleted or set-aside by CIR(A).
Corporation’s appeals are pending before Appellate Tribunal Inland Revenue in respect of above Tax Years.
Further, Inland Revenue Depatiment issued show cause notices for monitoring of withholding taxes on
similar lines for Tax Year 2014 and 2015, On the basis of reply submitted by Corporation, Inland Revenue
Department passed orders whereby tax demand amounting to Rs. 149.94 million and Rs. 572.14 million was
raised for the Tax Year 2014 and 2015 respectively. Above orders were subsequently rectified and revised
tax demand of Rs. 212,86 million and Rs. 166.42 million was determined for Tax Year 2014 and 2015
respecuvely.

Without prejudice to the legal right to appeal, Corporation has offered adjustment of tax demand for Tax
Vear 2014 from available refunds and tax demand for Tax Year 2015 was paid in cash.
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Being aggrieved from the order of DCIR for tax year 2014 and 2013, Corporation has filed an appeal before
CIR(\) on alleged non-provision of tax payment challans and levy of default surcharge and Penalty on
account of absence of mens rea and also because of availability of significant tax refunds due to the
Corporation during the default period. CIR(A) has sct-aside the orders and directed taxation officer to
revisit the issue and levy default surcharge and penalty. Cotporation had challenged tax recovery of Rs.
71.31 million and Rs. 11.35 million on arbiteary basis for alleged non provision of tax payment challans in
respect of tax year 2014 and 2015 respectively. CIR(3) has remanded back the issuc for adjudication being
rectificatory matrer. We have written to the taxiuion officer ta pass appeal effect otders and evidence of tax
refunds were also provided, however, appeal effect orders are not yet passed.

Additonal Commissioner Inland Revenue, Audit Range-B, Zone-111, LU, Karachi has served legal norce
u/s 122 (9) of the Income Tax Ordinance, 2001 dated January 02, 2017 to Corporation for tax year 2016
whereby certain issues regarding deduction claimed on account of provision for impairment in the value of
investment propeties, deduction claimed on account of gratuity and pension, deduction claimed on account
of provision for impairment in sharcs, rationale for deduction of investment property rclated expenses,
foreign tax ctedit u/s 103 of the Ordinance claimed in the annual tax refurn, raxation of dividend income as
single basket income, etc. were confronted. Corporation has engaged tax consuliant for responding said
notice.

Subscquent to the reply filed by Corporation through its counsel, ACIR proceeded to amend an assessment
and passcd an amended assessment order dated March 06, 2017 u/s 122 (5A) of the Income Tax
Urdinance, 2001 whereby demand of Rs. 23.78 million was taised u/s 137 of the Income Tax Ordinance.

Since, Corporation has pending refunds towards Inland Revenue Department, therefore; without prejudice
to the legal right to appeal; Corporation through its tax consultant in said case has requested to adjust the
above demand against pending refunds.

Corporation filed appeal against the impugned order before CIR(A). Issue related to subjecting dividend
income to normal tax rare is decided in favor of Corporation wheteas issucs related to deduction claimed on
account of real estate expenses, provision for impaitment in value of shares and value of investment
propertics and provision for diminution in value of investment are decided against Corporation. Further,
issuc of refund adjustment amounting to Rs. 220 million against pending appeal cffect of tax year 2003 were
remanded back to concerned ACIR. Inland Revenue Department as well as Corporation filed appeals
before ATIR against order of CIR(:A) which arc pending ill to date. No date for the nest hearing has been
fixed tll date.

Additional Commissioner Inland Revenue, Audit Range-B, Zene-111, LTU, ICarachi has served legal notce
u/s 122 (9) of the Income Tax Ordinance, 2001 dated March 13, 2017 to Corporation for tax year 2015
whereby almost similar issucs as stated in note 72.1.8 were raised. Subsequent to the reply filed by
Corpotation through its counscl, ACIR proceeded to amend an assessment and passed an amended
assessment order dated April 13, 2017 u/s 122 (34) of the Income Tax Ordinance, 2001 whereby demand
of Rs. 163.5 million was raised u/s 137 of the Income Tax Ordinance. In said order, ACIR has incorrectly
adjusted Rs. 446.61 million against demand raised u/s 161 / 205 of the Ordinance which was actually duly
discharged by Corporation by making cash payment.

Corporation, not in agreement with above order, filed application for rectification u/s 221 dated April 24,
2017 through rax consultant which was rejecied by concerned ACIR vide letter dared April 28, 2017, Our
rax consultant vide letter dated May 05, 2017 again requested for rectification of order. DCIR passed
reciificd order vide letter DC # 03/117 dated December 21, 2017 whereby refund of Rs. 316.74 million is
determined as refundable to Corporation.
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Corporation filed appeal against the impugned order before CIR(A). Issues related to subjecting dividend
income to normal rax rate and disallowance on account of exchange loss related to foreign currency
balances are decided in favor of Corporation wheteas issues related to deducrion claimed on account of real
estate expenses, provision for impairment in value of shares and provision for bad debts are decided against
CorporationC. Further, issue of alleged tax adjusiment of Rs. 446.61 million was remanded back to taxation
officer. Inland Revenue Department as well as Corporation filed appeals before ATIR against order of
CIR(A) which are pending dll to date. No date for the next hearing has been fixed till date.

Additional Commissioner Inland Revenue, Audit Range-B, Zone-I1l, LTU, Karachi has served legal notice
ufs 122 (9) of the Income Tax Ordinance, 2001 dated December 31, 2014 1o Cotporation for tax year 2012
whereby certain issucs regarding reconciliation of commission expense between cash flow staternent and
monthly withholding tax starements, short withholding of tax under various provisions of the Ordinance,
raxation of dividend income as single basker income, provision for IBNR, etc. were confronted. Tax
consulrant responded said notice on behalf of Corporation. Additional information/explanation were also
ealled vide lerters dated February 24, 2015, September 22, 2015 and January 25, 2017, Subsequent to the
reply filed by tax consultant ACIR proceeded to amend an assessment and passed an amended assessment
order dated February 02, 2017 u/s122 (33) of the Income Tax Ordinance, 2001 whereby outstanding
refund for same year was utilized to adjust the demand of Rs. 39.35 million. .\fter adjustment, balance
refunds stands at Rs. 93.32 million.

Corporation has filed appeal against the impugned order before CIR(A). Issuc of subjecting dividend
income to normal tax rate, foreign tax credit claimed u/s 103, disallowance of provision for IBNR and
disallowance of amount pertaining o investment arrangement between Corporation and Bureau of
Emigration and Overseas Employment has been decided by CIR(A) in favor of Corporation vide order
dated May 22, 2017. However, CIR(A) has decided the issuc rclating to disallowance of provision for
impairment in value of shares against the Corporation. Furthet, issues of alleged non-deduction of tax on
commission payments, payment for goods and prizes were remanded back to concerned taxation officer.
Inland Revenue Department as well as Corporation has filed cross appeal before Appellate Tribunal Inland
Revenuc against above order of CIR(A) which is still pending tll to date. No date for the next hearing has
been fixed dll date.

Additional Commissioner Inland Revenue, Audit Range-B, Zone-111, LT, Karachi also issued notices ufs
1272 of the Ordinance to Corporation relared ro tax years 2011, 2013 and 2014, Vide Said notices, ACIR
confronted almost similar issucs as stated ar note 22.1.8 and 22.1.9. Corporation engaged A.F. Ferguson &
Co. for responding these notices. Subsequendy, ACIR passed amended orders whereby demand of Rs.
520.63 million was raised (Tax Year 2011: Rs. 56.37 million, Tax Year 2013 Rs. 107.12 million and Tax Year
2014: Rs. 357.14 million). Inland Revenue Department adjusted the demand related to tax year 2011 from
pending appeal cffect related to tax year 2013. Further, demand relared to tax years 2013 and 2014 was
adjusted by Inland Revenue Department from peading refund relared to tax year 2015. Corporation, being
aggtieved from above orders of ACIR, filed appeals before CIR(A}). Tssucs related to subjecting dividend
income to normal tax rate, addition on account of inter-officc rent cxpense, provision for diminution in
value of investments and tax on Burcau Fund has been decided in favor of Corporaton by CIR(A).
[However, issues related to deduction claimed on account of real estate expenses and provision for bad and
doubtful debrs are decided against SLIC. Further, issues of interest free loans to employees, alleged short
withholding of tax on advertisement and training expenses and reduction in rax liability due to reduction in
raxable surplus for tax years 2012 and 2013 werc remanded back to concerned ACIR for re-adjudication.
Inland Revenue Department as well as Corporation filed appeals before ATIR against the orders of CIR{A).
Further, on the directives of CIR(A), ACIR issued notice dated Aprl 17, 2020 in respect of remand back
issues in respect of tax year 2014. Corporation has duly submitted relevant information along with
supporting documents ta the ACIR. The ACIR has not yet passed an order 1n respect of the same.
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Addirional Commissioner Inland Revenue, Audit Range-B, Zone-111, LTU, Karachi served notice u/s 122
of the Income Tax Ordinance, 2001 dated January 10, 2018 to Corporation for tax year 2017, Vide Said
notice, ACIR confronted issues like investment arrangement berween Corporation and Bureau of
Iimigradon and (Jverscas Employment, deduction claimed on account of provision for diminuton m value
of investments, provision for impairment in the value of investment properties, provision for impairment in
the value of shares, loans/ advances to employees and agents, short withholding of tax under various
provisions of the Ordinance. Corporation engaged A.F. Ferguson & Co. for responding the notice.

Subsequently, ACIR passed amended order whercby demand of Rs. 480.25 million was raised. Corporation,
being aggrieved from above amended order, file appeal before CIR(A). Further, Corporation, through irs tax
consultant, also file application for stay of tax demand vide letrer dated Apeil 05, 2018 along with
applicaton for out of turn hearing vide letter dated March 28, 2018 before CIR(A). Hearing before CIR(A)
was held on April 26, 2018. CIR(A) vide order No. 6 dated May 03, 2018 decided issues which involves
major tax impact at Rs. 357.1 million like tax on Bureau Fund, disallowance on account of inter-company
rent expenses in favour of Corporatdon. However, issuc of disallowance on account of real estate expenses
and provision against other reccivabics arc decided against Corporation. Further, issues of interest free loans
to employees, alleged short withholding on training expenses and adjustment of tax liability against pending
appeal cffect for tax year 2010 were remanded back to concerned ACIR. Inland Revenue Department as
well as Corporation filed appeals befote ATIR against order of CIR(A) which are pending till to date. No
date for the next hearing has been fixed il dare.

According to the Sindh Sales Tax Act Z011, sales tax i payable on premium of life and health insurance
policies written in the province of Sindh. The Punjab and Baluchistan Revenue Authorities have also
intreduced sales tax on life and health insurance premium cffective from November 01, 2018 and July 03,

2015 respectively.

This being a collective issue of the industry, the Insurance Association of Pakistan (IAP) has actively taken
up the matter with the provincial tevenue authorities for the excmption on sales tax. The industry's main
contention is that life insurance is not a service, but in fact, in sum and substance, a contingent contract
under which payment is made on occurrence of an event, specified in the terms of contract or policy, and

thus is a financial arrangement. Superior courts in foreign jurisdiction have held that insurance is not 2
service,

Subsequently, life insurance companies collectively filed Constitutional Petitions (CPs) before Lahore High
Court (LIIC) and Sindh High Court (SHC) against levy of sales tax on life and health insurance in Punjab
and Sindh respectively that are pending adjudication. As far as Baluchistan Revenue Authority (BRA) is
concerned, no notice or communication has been reccived by the Corporation in this respect and hence, no
petinons were filed before any court. The Hon'ble LIIC in its order dared October 03, 2019 has restrained
PRA from taking any coercive measures against applicants.

The Corporation has filed another petition at Hon'ble LITC against impugned show cause notice. The
Honble LHC, in its order dated January 21, 2020, has dirccted that no final order shall be passed in
pursuance of the impugned show cause by Punjab Revenue Authority (PRA) until the next due date of
hearing, With effcet from April 2, 2020 unl June 30, 2020 PRA, through its notification No. S0 (TAX) 1-
110 / 2020 (COVID 19), reduced the Provincial Sales Tax (PST) rate from 16% to 0% without input tax
adjustment for life and health insurance.

The Honble SHC, in its interim order dated December 02, 2019, directed that the request of the
petitioners, seeking exemption in terms of Scction 10 of the Sindh Sales Tax Act, 2011, be considered by
the Sindh Revenue Board (SRB), in accordance with the law.

sindh Revenue Board (SRB) vide notificadon No.3-4/ 13/2020 dated June 22, 2020, has exempted life
insurance from levy of service tax up ro June 30, 2020 subject to the condition that person providing
insurance services commences c-depositing the amount of Sindh sales tax duc on such services from July,
2020 onwards. The cxemption to health insurance has been extended by the SRB up to June 30, 2021.
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Provincial Revenue Authoritics invited IAP and insurance industry to hold a dialogue for amicable
sertterment of the marter. However, due to Covid- 19 situation and conscquential lockdown, consensus is not
yet reached among stakeholders.

In view of the opinion of legal advisor the Corporation has caleulared estimated aggregated amounr of sales
tax liability amounting to Rs. 939.85 million (December 31, 2019: 835.43 million), which is calculated based
on risk premium and excluding the investment amount allocated to policies. Advisor is also of the view that
Corparation has a reasonably strong case on the metits in the constitution petitions.

Additional Commissioner Inland Revenue, Audit Range B, Zone-I1I, LTU Karachi served notice u/s 122(9}
of the Ordinance dated November 26, 2019 1o Corporation in respect of tax year 2019. Vide above notice,
ACIR confronred certain issucs like deduction claimed on account of unrcalized loss on investment,
investment in valuc, investment relared expenses, advances to employees at interest rae lower than
benchmark rate and adjustment of tax liability agamst ourstanding appeal effect of prior year.

Based on the reply filed by Corporation through tax consultant, ACIR passed amended order u/s 122(3A)
of the Ordinance dated March 13, 2020 and raised demand of Rs. 164.68 million.

Since Corporation has pending refunds/appeal cffects towards Inland Revenue Department, therefore
Corporation through irs authotized representative filed application for stay of demand. Further, being
aggrieved from above amended otder, Corporation also filed appeal before CIR-A. CIR(A) has passed order
dated Apsil 20, 2020 wherein issue telated to deduction claimed on account of impairment in valuc of
investment has been decided in favor of Corporation, However, issue of disallowance on account of real
estare expenses has been decided against Corporation. Further, matters relared to unrealized loss on
financial assets, loans/advances to employees, adjustment of tax liability against prior year appeal cffect has
been remanded back to concerned ACIR for re-adjudication. Inland Revenue Deparment as well as
Corporation filed appeals before ATIR against order of CIR(A) which are pending till to dare. No date for
the next hearing has been fixed ull date.

Additional Commissioner Inland Revenuce, Audit Range B, Zone-111, LTU Karachi served notice u/s 122(%)
of the Ordinance dated April 29, 2020 to Corporation in respect of tax year 2018, Vide above notice, ACIR
confronted certain issues like deduction claimed on account of unrealized loss on financial assets and
investment propesty related expenscs, advances to employces at interest rate lower than benchmark rate and
difference between profit as per financial statements and as per tax renun.

Based on the information/explanation submitted by Corporation fo tax authoritics against above notice,
ACIR passed an amended asscssment order u/s 122 (5) whereby tax refundable position of is determined
Rs. 1,007.84 million instead of Rs.1,1 76.06 million for tax year 2018.

Corpotation has filed appeal before CIR(A) against above asscssment order which is not yet fixed for
hearing.

The return of income for tax year 2020 was submitted declaring total income of Rs. 2,234.29 million with
tax chargeable of Rs. 621.47 million. The said return was deemed assessment order in terms of section
120(1) of the Ordinance. A notice dated December 10, 2020 for amendment of deemed assessment order
was issued by Additional Commissioner Inland Revenue to Corporation u/s 122 (9) of the Ordinance
against which information/cxplanation  has been submitted to tax authorities. However, amended
assessment order is not yer passed by the ACIR.

Commitments

The Corporation is committed in respect of capital expenditure contract aggregating to Rs. 100 million
(2019: Rs. Rs. 388 million). There were no other commitments as at the reporting date.
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Note
NET PREMIUM REVENUE

Gross Premiums

Regular premium individual policies
First year
Second year renewal
Subsequent year renewal

Group policies with cash values

Group policies without cash values

Less: expetience premium refund

Total Gross Premiums

Less: Reinsurance Premiums Ceded
On individual life first year business
On individual life second year business
On individual life renewal business
On group policies
Iess: Reinsurance commission on sk premium

Net Premiums revenue
INVESTMENT INCOME

Income from equity securities
Fair vaine throngh profit or loss

- Dividend income

Income from government and debt securities
Held to maturity
- Return on government and debt securities

NET REALISED FAIR VALUE GAIN/(LOSS) ON
FINANCIAL ASSETS

Fair value through profit or loss

Realised gain / (loss) on equity securities

NET FAIR VALUE GAIN ON FINANCIAL ASSETS
AT FAIR VALUE THROUGH PROFIT AND LOSS

Net untealised gain on investments at fair value through

profit and loss

Reversal/ (Impairment) in value

Reversal / expense related to the appreciation on shares held by LICI
Investment selated expenses

2020 2019
------- Rupees in '000 -=---—-

14,059,221 12,907,165
9,348,287 12,948,715
83,894,776 78,336,965
45,312 45,125
21,813,492 14,312,581
(9,746,456) (5,773,796)
119,414,632 112,776,755
(40,314) (31,002)
(28,012) (33,704)
(178,430) (164,873)
(149,962) (83.927)
16,626 109,073
380,092 204,433
119,034,540 112,572,322
4,721,727 5,387,958
82,485,359 67,796,409
87,207,086 73,184,367
207,639 (12,682)
670,560 3,771,586
5,738 (64,751)
222 (28,318)
(61,765) {63,453)
614,755 3,615,064
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29.1

NET RENTAL INCOME

Rental income
Less: Expenses of investment property

OTHER INCOME

Retutn on bank balances

Gain on sale of property and equipment
Return on loans to employees

Return on loans to policyholders
Exchange gain on revaluation
Miscellaneous income

NET INSURANCE BENEFITS

Gross Claims
Claims under individual policies
- by death
- by insured event other than death
- by maturity
- by surrender
- annuity payments
Total gross individual policy claims
Claims under group policies
- by death
- by insured event other than death
- by maturity
- by surrender
- annuity payments

Total gross group policy claims

Total gross claims

Less: Reinsurance Recoveries
-on individual life claims
-on group life claims

Claim related expenses

Net insurance benefit expense

There are vatious cases pertaining to policy
claiming amount due as per policy amounting
the Corporation is of the view that such claims are not valid based on the crit

issued. In total there are 749 cases out of which 2% cases are in the Supreme Couzrt of Pakistan, 309 cases are

Note

2020

2019

--—-=-- Rupees in '000 -------

1,060,590 1,040,199
(501,072) (471,959)
559,518 568,240
1,970,015 2,467,456
19 7421

52,504 53,506
14,045,562 13,356,925
738,689 2,293,266
202,443 268,222
17,009,232 18,446,796
8,340,396 7,143,526
372,682 397,113
16,693,302 15,652,310
30,046,297 27,153,375
11,297 16,752
55,463,974 50,363,076
3,094,936 3,136,887
6,326,503 3,640,133
. 1,225

658 889

547 791
9,422,644 6,779,925
64,886,618 57,143,001
(73,703) (74,363)
(138,204) (32,516
(211,907) (106,879)
13,715 12,642
64,688,426 57,048,764

pending in different High Courts of Pakistan and remaining in the lower courts.

holders in relation to individual and group insurance policies,
to Rs. 552.41 million (Decetmber 31, 2019: 485.86 million) but
etia provided in the policy
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Accident years 2016 2017 2018 2019 2020
Estimate of ultimate claims cost; - mmmmmmmansiies—— Rupees in 000 -
At the end of accident year 2,929,240 3,151,939 3,183,132 3,983,390 6,826,968
One year later 4,279,282 4,699,001 4,730,194 5,791,503 -
Two years later 4,464,341 4,941,658 4,853,501 - -
Three years later 4,533,698 4,976,747 - - -
Four years later 4,549,465 - - - -
Current estimate of cumulative claims 4,549,465 4,976,747 4,853,501 5,791,503 6,826,968
Cumulative payments (4,466,696) (5,388,510) (5,998,685) (6,963,095) (7,058,046)
82,769 (411,763) (1,145,184) (1,171,592) (231,078)
Claim psiot to 2016 4,977,480
Liability recognized in the statement -
of financial position 4,746,402

UNCLAIMED INSURANCE BENEFIT

Circular 11 of 2014 dated May 19, 2014 issued by the Securities and Exchange Comamission of Pakistan
(SECP) has established requirement for all insurers to disclose age wise break up of unclaimed insurance
benefits in accordance with format prescribed in the annexure to the said circular.

The unclaimed benefits are descrbed in the circular as the amounts which have become payable in
accordance with the terms and conditions of an insurance policy but have not been claimed by the
policyholders or their beneficiaries. Such unclaimed amounts may fall into the following categories:

Total oo o0 TR 13-24 25-36 Begg“d
Desctiption Amount Months  Moenths  Months
Months
O Rupees in '000 ~memememcceaneee ~———
Unclaimned maturity benefits 8,068,045 3,121,744 1,337,222 1,787,715 1,821,364 -
Unclaimed death benefits 6,998,979 3,262,464 700,445 1,298,315 1,737,755 -
Unclaimed disability benefits 2,755,059 2,187,911 177,712 138,816 250,620 -
Claims not encashed - -
Other unclaimed benefits 17,049,257 4,583,873 4,452,978 4,907,875 3,104,531 -
34,871,340 13,155,992 6,668,357 8,132,721 6,914,270 -
2020 2019
ACQUISITION EXPENSES Note ~----— Rupees in '000 ---—-
Remuneration to insurance intermediaries on
individual policies:
- commission to agent on first year premiums 7,045,281 6,437,356
- commission to agent on second year premiums 1,288,341 1,957,677
- commission to agent on subsequent renewal premiums 3,116,500 2,931,108
- other benefits to insurance intermediaties 392,909 1,628,849
- branch overhead 31.1 3,009,559 2,292 097

balance of f - 14,852,590 15,247,087



STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

2020 2019
Note meeen Rupees in '000 -------
balanes b{f 14,852,500 15,247,087
Remuneration to insurance intermediaries on group
policies:
- commission 3,708 5,464
- other benefits to insutance intermediaries 936 480
4,644 5,944
Other acquisition costs:
- Stamp duty 1,638,921 1,153,995
- Initial medical fees 100,652 95,407
1,739,573 1,249,402
16,596,807 16,502,433
311 Btanch overhead
Employee benefit cost 2,598,761 1,845,388
Traveling expense 243,428 289,504
Printing & stationary 9,907 9,397
Postage & telephone 26,266 21,314
Electticity, gas and water 19,735 24,534
Rent 74,118 70,918
Prize & awards 14,100 14,896
Conference & meetings 19,659 11,700
Repair & maintenance 3,585 4,446
3,009,559 2,292,097
32 MARKETING AND ADMINISTRATION EXPENSES
Employee benefit cost 321 6,299,934 8,044,673
Travelling expenses 271,173 314,270
Advertisements and sales promotion 11,504 110,949
Printing and stationery 110,476 189,747
Depreciation 114,990 122,985
Rent, rates and taxes 115,078 111,471
Legal and professional charges - business related 522,490 523,285
Electricity, gas and water 217,735 228,625
Office repairs and maintenance 36,983 49,826
Bank charges 34,286 38,955
Postages, telegrams and telephone 119,728 118,763
Appointed Actuary fees 572 572
Training expense 48,076 64,061
Annual Supetvision fees SECP 50,000 50,000
7,953,025 9,968,182
32.1 Employee benefit cost
Salaties, allowances and other benefits 8,400,571 6,170,601
Charges for post employment benefit (2,106,637) 1,874,072

6,299,934 8,044,673




STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2020

33 OTHER EXPENSES Note

Auditors' remuneration 331
Revenue stamps

Conference and meetings

Insurance charges

Office maintenance

Entertainment

Other expenses

33.1 Auditors' remuneration

Business within Pakistan

Annual audit and half yearly review fee
BDO Ebrahim & Co.
Grant Thornton Anjum Rahman

BDO Ebrahim & Co.
Grant Thornton Anjum Rahman

Business Outside Pakistan
Andit fee
Nabeel Al-Saie Public Accountants

Out of pocket expenses

34 INCOME TAX EXPENSE

For the year
Current
Deferred

For the priot year
Current

Total income tax charge for the year

2020

2019
~------ Rupees in "000

9,301 8,091
56,677 40,163
34,105 50,674

174,831 364,473
88,393 69,789
16,333 19,104
48,777 30,088

428 417 582,382

2,484 2,484
2,961 2,484
5,445 4,968
650 650

900 650
1,550 1,300
2,306 1,823
2,306 1,823
9,301 8,001
745,133 648,996
974,627 163,144
1,719,760 812,140
508 403
1,720,268 812,543




STATE LIFE INSURANCE CORPORATION OF PARISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

2020 2019
Note e Rupees in 1000 —cve-ee
341 Relationship between tax expense and accounting profit
Profit before tax 5,926,610 2,796,846
Tax at the applicable rate @ 29% (201%: 29%) 1,718,717 811,085

Reconciliation:
Tax on surplus for the year retained in statutory funds -
Tax charge on change in policyholders liabilities on restatement -

Education cess for the year 1,043 1,055
Super tax for, the year % =
Change in tax rate - -
Recognition of prior year provision 508 403
Tax expense for the year 1,720,268 812,543
35 Eaming (after tax) per share - Rupees
Profit (after tax) for the yeas 4,206,342 1,084,303
Weighted average number of ordinary shares outstanding as m—eme—= Numbers in '000 «ween--
at year end 43,016 38,449
------ Rupees -------
Eatnings per shate 07.78 51.61

The Corporation has not issued any instrument which would dilute its basic carnings per share when

exercised. Therefore, there is no dilutive effect on earnings per share.
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STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

37

TRANSACTIONS AND BALANCES WITH RELATED PARTIES

The Corporation has related patty relationships with provident fund, pension fund scheme, gratuity fund, state
owned profit oriented entities and its key management personnel.

Accrual of liability in respect of the funds are made annually. Remuneration to key management personnel are
determined in accordance with the terms of their employment / appointment. Certain key management
personnel are also provided with free use of the Corporation maintained vehicles and post retirement benefits in
accordance with their entitlement under the terms of their employment.

The related parties also comprise subsidiaries, ditectors, key management personnel and employees® benefits
funds. The Corporation in the notmal course of business cartes out transactions with various related parties,
Amounts due from and to related parties, amounts due from chairman and executives directors are disclosed in
the relevant notes.

Terms and conditions of transactions with related parties

Transactions with related parties are made at arms length prices. There have been no guarantees provided o
received for any related party receivables or payables.

Other material transactions 2nd balances with related parties are given below:

Note 2020 2019
------- Rupees in '000 «-vem--

Profit oriented state-controlled entities Aggpregate

common ownership

Investment in shares - State Bank of Pakistan 3,221 3,221

PIBs deposited with State Bank of Pakistan 485,000 410,000
Subsidiaries

Rental income received - Alpha

Insurance Company Limited

(95.15% holding) 3,976 4,168
Staff retirement fund

Contribution to provident fund 3,152 5,114

Contribution to pension fund 534,231 485,862

Contribution to funded gratuity 3,056 4,79

Expense chatged for pension fund 1,056,614 - 1,028,889
Transactions with associated companies
Dividend received during the year

Pakistan Reinsurance Company Limited 146,464 146,464
Balances with related parties - common directorship
Investment in units:

NIT Islamic Equity Fund _ 200,029_ 200,000

Balances with related parties
Retirement benefit obligation 2,095,926 4,722,072




STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

Balances with related parties - common directorship 2020 2019
----u-. Rupees in '000 -------

Investment in shares:

Fauji Fertilizer Company Limited 12,677,508 11,772,827
Sui Southern Gas Company Limited 838,591 1,242,870
Sui Northern Gas Pipelines Company Limited 1,220,801 2,093,391
Alpha Insurance Company Limited 298,818 298,818
Pakistan Cables Limited 337,448 326,474
Security Papers Limited 889,034 575,077
Shahtaj Sugar Mills Limited 48,417 63,767
Pak Data Communication Limited 99,106 36,272
Premier Insurance Company Limited 26,552 32,300
Pakistan Reinsurance Company Litmited 2,015,350 2,153,759
Arabian Sea Country Club Limited 5,000 5,000
PICIC Insurance Limited 6,234 4,013
Nina Industries Limited 4,500 4,500
Mirpurkhas Sugar Mills Ltd. 28,942 =

State Life Abdullah Haroon Road Property (Private) Limited

(Subsidiary Company) (100% holding) 26,182 26,182

State Life Lackie Road Property (Private) Limited (Subsidiary

Company) (100% holding) 12,910 12,910
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40
40.1
40.1.1

40.1.2

40.1.2.1

MANAGEMENT OF INSURANCE RISK AND FINANCIAL RISK

Insurance risk

Insurance contracts - classification

The Corporation maintains five statutory funds which are as follows:
- Pakistan Life Fund

- Ovetseas Life Fuad

- Pension Fund

- Accidental and Health Insurance Fund

- Family Takaful Fund (Not operational)

Within the Pakistan Life Fund the business can be further classified as individual life conventional
business, gronp insurance business and a small amount of annuity business.

Most of the new individual life conventional policies written by the Corporation contain a Discretionary
Participation Feature (DPF).

The Overseas Life Fund entirely consists of individual life conventional business. Most of the new
business wtitten under the overseas life fund contains a DPF,

The Pension Fund consists of funds administered under Group Pension Deposit Administration
contracts.
The Accident and Health Insurance Fund consists of Group Health and Accident Insurance Contracts.

Family Takaful Fund is not operational at the reporting date. Management intends to commence

opetations of Family Takaful Fund in the ensuing yeat.

Considering all the five statutory funds together, the bulk of Corporation business consists of individual
lifc conventional policies. Most of the remaining business consists of group life insurance business. Group
Health is a relatively new venture of the Corporation which started in 2012 and has yet to register any
significant growth, The Corporation also offers some supplementary benefits attached in the form of
tiders to the individual life policies and the group life contracts. Each of these classes of business are
described in greater detail below.

Contract details and measurement
The insutance contracts offered by the Corporation are described below:

Individual life policies
Individual life conventional products

These are long term contracts with either level or single premiums. These plans generally provide death
benefit on death duzing the tenure of the policy and a survival benefit either on the happening of certain
contingencies ot on the matutity of the policy. The premiums ate payable only in the life time of the
policyholder. In case of term insurance products there is no survival benefit,

Universal life policies

Under these plans 2 certain amount is set aside from the premium for expenses and tneeting the mortality
cost and the remainder of the premium is invested to earn some investment return. Investment return is
allocated to these products on an annual basis keeping in view the investment eanings of the Pakistan Life

Fund.

Term insurance policies

A few products of the Corporation are term insurance plans providing beriefits only in case of death.
Under these policies no benefit is due if the policy holder survives the duration of the policy. The
Cotporation sells both level tetm insutances and decreasing term insurances also known zs mortgage

protection plans.
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Annuities
The Cotporation also has a small number of individual and group life-annuities on its books. Under these
contracts a periodic income benefit is payable to the insured life for as long as annuitant is alive. Besides,

the Corporation offers annuity-certain plans under which periodie income benefit is payable for a
stipulated period and is not dependent on the life of the policyholdet.

Supplementary riders

The Corporation offers vatious types of supplementary riders. Some of these riders offer additional life
coverage, in some cases they offer accidental death and disability benefits. The benefits can take various
forms such as lump sum payment or an income benefit or waiver of premiums due under the host pelicy
contract.

Insured event

Under the individual life insurance policies in most cases the insured event is either death ot survival until
the maturity date of the policy, except in case of term insutance where there is no maturity benefit. Under
the annuity policies the Corpozation is exposed to the tisk of longevity. In this case the insured eveat is
sutvival of the life insured for a long duration, exceeding the pericd normally expected under standard
mottality tables.

In case of supplementary tider the insured event is either death ot just aceidental death or disability
whether accidental or natural or both.

Distribution channel

The individual life business of the Corporation is sold through its dedicated sales force which is present all
over the country. This field force is organised under a three ter system consisting of sales tepresentatives,
sales officers and sales managers. Each sales sector headed by a sector head is further grouped over 1243
area offices, more than 166 sector offices, 33 zones and 7 regional offices in addition to one zone for the
Gulf Region. The Gulf zone has its own marketing team of sector heads, area managers and sales force,

The individual life policy holders of the Corporation come from all strata of society, with greater
representation of the rutal areas due to wider outreach of its field force. New policyholders have an
average age of around 34 years.

Group life policies

Basic coverage

The group life policies are generally one year renewable term insurance contracts. In most cases they
provide group coverage to the employees of an employer. Some times the coverage is tied up with loans
extended by the employer for house building ot purchase of motor vehicles or other household items. In
some cases group policies are issued to lending agencies such as banks to provide group coverage to their

borrowers. There are also a small number of group endowment policies which provide benefits identical
to individual life policies but under the umbtella of a group contract,

Supplementaty coverage

In many cases the group policies also provide supplementary covetage which may include accidental or
natural disability benefits and additional accidental death benefit. These riders also take the form of one
year renewable term insurance policies.

Insured event

Under the group life insurance policies in most cases the insured event is death due to any cause. In case
of supplementary coverage the insured event can include accidental death or disability or natural disability.

Distribution channel

The group insurance business is sold through four group and pension zenes of the Corporation. Each
zone has its own marketing force consisting of sector heads who are full time salaried employees of the
Corporation, however, some of the group business is also procured thtough individual life feld force of
the Corporation.
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40.1.3
40.1.3.1

40.1.3.2

40.1.3.3

Most of the lives covered under the group insurance consist of industrial and office wortkers, civil servants
and employees of Cotporations, banks, other financial institutions, armed forces etc.

Pension business

The pension portfolio of the Corporation consists of group deposit administration pension contracts.
These ate long-term contracts providing pension benefits to the employees of the policyholder. Under
these contracts, the Corporation does not retain any insurance risk apart from a nominal investment return
guatantee. The services offered by the Corporation include benefit administration, funding advice and
investment of the funds.

These contracts do not transfer any significant insurance risk from the policyholders to the Corporation.
These are therefore by nature similar to investment contracts.

The distribution channel employed for the pension business is the same as for the group insurance
business.

The target market for this business is also similat to the target market for group insurance business.
Group Health Business

In 2012, the Cotporation entered the Health Insurance Market by signing an agreement with the Benazir
Income Support Progtamme (BISP) autherities for providing Health Insurance to the beneficiaries
enrolled under BISP Waseela-c-Sehat Programme. This contract terminated on June 30, 2015. However,
settlement of the Equalisation Reserve Fund (ERF) balance is still pending. Consequently, a provision for
this has been kept in the Actuarial Rescrves.

In the year 2015, the Corporation entered into two other agreements, namely Prime Minister's National
Health Insurance Scheme (PMNHIS) and KPK Micro Health Insurance Scheme. However, no health
cards were issued under either scheme in 2015. Thercfore, no specific Lability was kept for these
contracts,

Insured event

The PMNHIS and the KPK schemes are aimed at providing the underprivileged sector of the society the
access to health care to cope with a variety of health shocks. The schemes provide in-patient health
insurance facilitics to enrolled families, subject to Rupee limits prescribed under the respective agreements.

Reserving method

Individual life policies

The Corporation values its individual life policy liabilities by a modified net level premium method. Under
this method the Corporation’s future obligations in respect of guaranteed sums assured and declared
bonuses are discounted using a conservative interest basis. The policy liabilities are calculated by deducting

from this amount the discounted value of futute net premiums receivable under the valued policies, using
a conservative basis for calculating the net premiums.

Universal life policies

For universal life policies the amount of teserve is equal to the actual accumulated value of the portion of
preminms invested in the Pakistan Life Fund after accounting for the investment return allocated to these
policies.

Group life policies

Group life business consists of shott duration one year renewable term insurance policies. Besides, it
contains a two year life insutance scheme for emigrants. It is the Corporation's policy to record only the
carned premium in the revenue account. The Cotporation holds resetve for claims incurred but not
reported up to the valuation date and provision for experience refunds where applicable,

The Corporation also holds a premium deficiency reserve for this block of business. This reserve is
calculated on the basis of the uneamed premium reserve. The amount of this reserve teflects the view of
the Appointed Actuary regarding the eventual loss ratio expected under group insurance contracts.
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Supplementary riders

For the supplementary tiders attached to individual life policies the Corporation holds a reserve equal to
one full year's premium due under these policies. On the other hand, the supplementary ridets attached to
the group life policies are valued in the same way as the group life policies themselves.

Pension plans

The Corporation holds a reserve equal to the market value of the assets backing the pension business
statutory fund. Classification of the Government bonds held by this statutory fund as Held to Matutity
means that they are valued on an IRR basis, which is currently less than their market value.

Reserves for outstanding claims

The Corpotation holds a reserve for all claims which have been zeported but are still outstanding at the
reporting date. Another estimated reserve is kept within the actuarial liability for claims which have been
incurred but have not yet been reported. The pattetn of time lag in reporting of claims observed in
previous years is used as a means of estimating as accurately as possible the liability expected to arise from
the incurred but not reported claims vsing the chain ladder method of estimation.

Liability adequacy test

"The adequacy of liability held by the Corporation has been tested using an alternative reserving method
based upon realistic estimates of futute mortality, expenses, lapses and investment retutn, Based on the
results of this test the Appointed Actuary considers that the liability being kept by the Corporation is
adequate.

Reinsurance contracts held

The Corporation reinsures its Pakistan business under a surplus weary arrangement. Under this
arrangement any insurance risk on a particular life which exceeds the retention is automatically ceded to
the reinsurer. The retention level is fixed by the Cotporation at a level which it considers optimum and
safe.

There is a similar surplus treaty arrangement for reinsurance of the Corporation’s Gulf business. The
retention level of the Gulf business is fixed by the Cosporation which it deems to be safe for that business.

Undet both these treaties the re-insurer is not under an obligation to reinsure certain high sum assured
cases which exceed the obligatory limit of the reinsurer as specified in the respective treaty. Such cases are
teinsured by the Cotporation on a facultative basis.

The reinsurers of the Corporation are highly rated companies with 2 sound credit record,
Ptimarily, reinsurance assets are amounts due from teinsurers with respect to recoveries under claims and

profit commission. Reinsurance recovetics are measured according to the terms and conditions of the
reinsurance contracts.

Reinsurance labilities consist of amounts due to reinsurers on account of reinsurance premiums due
which ate measured according to the terms of the arrangements.

The Cotporation assesses impaitment on its reinsurance assets on a regular basis to identify any losses in
recoveries. As of now, the Corporation's all reinsurance assets are due from re-insurers with a credit rating
of "A or above”. The reinsurers maintain a sound credit history and hence no impairment provision is
required.

Accounting estimates and judgments and ptocess used for deciding assumptions

Mortality and disability

Due to nature of its business the Corporation is exposed to the risk of mortality. The reserving basis
utilizes a conservative estimate of mortality. The Cotporation carties out a continuous mertality
investigation of its individual life and group life business to assess the actual level of mortality expedenced
by it. The result of this study utlized to ascertain the safety margin built into its reserving basis and the
mortality level to be utilized for testing the adequacy of its liability.
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The Corporation also has a small exposure to disability tisk covered by some of its supplementary
contracts. The Cotporation constantly monitors its disability experience and an investigation is carried out
whenever it assesses that there is an adequate data for artiving at credible results.

Investiment income

Due to the long term nature of its individual life policies the Corporation is exposed to the tisk of adverse
fluctuations in interest rates. In particular a long term declining trend in the intetest rates can produce a
financial strain for the Corporation. To some extent this risk is mitigated by the Corporation’s policy to
match the duration of its assets with the duration of its liabilitics, whenever this is possible. The reserving
basis employed by the Corporation for valuing its liabilitics contains adequate safeguards to counter any
residual interest rate risk.

The past trend in returns available on Government bonds and the telationship of these returns to other
financial variables such as inflation rate and short term interest rates is constantly analysed to form an
opinion regarding the investment returns expected to be earned in the future on a medium term and long
term basis. These estimates are utilized in testing the adequacy of liabilitics on a realistic basis.

Expenses

The Corporation is also exposed to the risk of management expenses being beyond the permissible limits
or increase in expenses at a pace faster than expected. The Corporation carries out an annual expense
analysis to keep track of its expenses. The result of this study is utilized in the estimation of liability under

realistic assumptions to ensure the adequacy of the reserves being held.

Frequency and severity of claims
Frequency

Since the Corporation covers a latge number of lives from diverse backgrounds, which are geographically

spread all over the country, the frequency of claims is normally expected to remain relatively stable over
time due to the law of large numbers. However, the frequency can be affected in case thete is 2 variation in
the mortality rates expedenced by the group of lives insured by the Corporation. An unusual catastrophic
event such as a disease epidemic, flash floods or a major carthquake can produce a sudden spike in the

frequency.
Severity

To some extent the Cotporation is protecied from isolated large claits because the liability for any claim
exceeding its retention level is automatically passed on to the reinsurer under the existing treaty
arrangements. Flowever, there is also the rsk of a latge number of stnall claims occurring due to a
catastrophic event. Exposure to catastrophic events is also dependent upon the concentration of risk.

The Corporation is represented by 33 zones which are spread out all over the country. However, as the
population of the country is concentrated more in the Punjab and Sindh provinces, the business
distribution of the Corporation natutally reflects the same pattern. Neatly 87 % of the Corporation’s
business emanates from these two provinces.

In addition, there is also some concentration of risk due to the natute of group business. These policies

are typically issued to an employer for coverage of all the persons in their employment. Normally, the
employees of an cmployer ate distributed over one or more cstablishments maintained by the employer’s

business. This produces local concentration of risk wherever such establishments happen to exist.
Furthermote, a latge number of such establishments can exist in 4 small geographical area such as an

industrial zone ot the business district of a major city.

Sources of uncertainty in estimation of future benefit payments and premium receipts

There are many theoretical reasons giving tise to uncertainty in estimation of future benefit paymenis and
premium receipts.

Generally, mortality rates for a large segment of the population are quite stable from year to year but
mottality is dependent upon a number of factors. Unhygienic living conditions, inadequate health cate
facilities, prevalence of general siress in society or emergence of epidemic disease are some socio-
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economic reasons which may give tise to an adverse trend in mortality rates.

Life insurance also serves as a channel for savings. However, in times of economic recession the savings
rate can fall. This can reflect upon the Corporation in the form of lower new business growth and higher
Iapse rates of existing policies.

Management of insurance risk

The insurance law has laid down some minimum criteria for insurance risk management, which is
mandatory for all insurers. This includes guidance regatding minimum capital requirement for insurers,
requirement to submit a financial condition report on an annual basis, minimum reserving basis for the
financial condition report, minimum solvency requirements and requirement to match the currency of
assets and liabilities. Also the law lays down cettain restrictions on the assets that may be counted as
admissible assets, prescribes guidelines for valuation of assets and liabilities, prescribes reinsurance
arrangements and presctibes guidelines for investment of funds.

The Corporation's strategy for management of insurance risk meets the minimum standards laid down by
the law in addition to certain other practices which are specified by the Corporation.

40.1.10.1 Financial risk

a) Interest risk

The Corporation values its liabilities at the rate of 3.75% per annum, which is a requirement prescribed by
the SECP. However, the actnal retutn eatned by the Corporation is much more than this. ‘This large gap
between the valuation discount rate and the market rate ensures that there is an adequate margin for the
Corporation to absorb any impact of adverse fluctuation in the interest rates.

As a further secutity mechanistn all the guaranteed liabiliies of the Corporation ate fally backed by the
combined value of cash in hand, Govetnment bonds and policy loans. The first two of these asset classes
are by definition risk free. Also the policy loans are fully backed by the cash values of the underlying
policies. Hence this asset class also does not carry any default risk.

The practice of valuing the assets Held to Matutity by the IRR method precludes any possibility of sudden
changes in the investment return for which credit is taken in the accounts, This stability in the returns add
another layer of security against interest risk.

b) Expense risk

Expense risk is the risk that the actual expenses of the Corporation will exceed the expense margins built
in the premium rates. To cover this risk, a specific provision is kept in the actuarial reserves.

¢) Mortality risk

The mortality used in the reserving basis is the mortality prescribed by the SECP, which is the SLIC 2001-
2005 table. Due to advancement in health care technology the current mortality levels are lower than the
mortality rates of this table. Hence, the reserving basis has adequate margins for absorbing the impact of
adverse fluctuation in mortality.

d) Surrenders risk

The reserving basis used by the Corporation does not assume any surrenders. However, the Cotporation
ensures that the reserves kept by it for each policy are mote than its surrender value. This ensures that the

Corporation does not suffer any adverse impact in case any policies are surrendered.

e) Inflation risk

To a certain extent some inflation risk is alzeady built into the rescrving basis, since the average premium
size and the average sum assuted per policy tends to increase in line with inflation. Also at each actuarial
valuation date the Appointed Actuary reviews the special provisions required to be kept as described
under the heading Expense risk, keeping in view the expense level of the Corporation on the valuation
date, This provides a mechanism of adjusting for any unanticipated movements in the inflation rate.
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f) Catastrophe risk

The business of the Corporation is spread all over the country. However the insurance penetration rate in
the country is still very low. This means that for any localized segment of the population only a small
proportion of the people would be covered under life insurance. The proportion covered by the
Corporation's policies is expected to be even smaller. As a result any localized catastrophic event is not
expected to have any significant impact on the Cotporation.

The situaton is a bit different on the group insurance side where there is a higher concentraton of risk
because by its very nature this business often covers a large number of persons located within a restrieted
geographical area, such as a building or a factory premises.

This risk is mitigated to an extent due to the presence of reinsurance cover for the individual and group
policies. In addition the premium rates of the Corporaton ate designed to adequately cater for this risk.
Premium deficiency reserve held by the Corporation for its group business provides an extra layer of
sccurity against this risk.

g} Currency risk

40.1.10.2

40.1.10.3

The Corporation deals in only one currency within Pakistan. Fence, this fisk is non-existent for the
Pakistan Life Fund,

In case of the Guif business the Corporation writes business in UAE Dithams and US Dollars. The
cxchange rate parity between these two currencies is relatively stable. Also, there is a high degree of
matching between the assets and liabilities in these rwo gurrencies.

The effect of fluctuaton of currency nsk upto 10% on the net assets o the revenue account will be as
follows:

UAE
o US Dollars

December 31, 2020

10% increase 662,531 1,664,787

10% decrease (662,531) (1,664,787)
December 31, 2019

10% increasc 625,718 1,581,939

10% decrense {625,718) (1,581,939)

Credit risk and assct risk

Management of credit risk and assct risk deals with risks emanating from the assets side of the starement
of financial position. Management of this risk has already been adequatcly explained under the heading
“Financial risk management objectives and policies”. Ilence, no further explanaton is deemcd to be
necessary.

Operational risk or pricing risk

The Corporation utilizes industry recognized underwriting practices ta ensure that only standard risks ate
written on standard rates. Any sub standard risks identified during the underwriting process ate charged
suitable cxtra premiums. This ensures fair and equitable treatment between various tisk eategories and
helps in keeping its standard rates competitive by the insurance industry standards.

This practice also protects the Corporation against the risk of large number of sub-standard impaired lives
accumulating on its policy portfolio, since exera premium automatically charged to commensurates with
such risk.

For lives which are otherwise uninsurable, the Corporation offers a special product line known as the non-
declinature scheme. Individuals who are unable ro obrtain insurance cover due to their poor state of health
can choose to obtain cover under this scheme, which by passes normal urderwriting in return for a
suirable extra premum and waiting period.



STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

40.1.11

Sensitivity analysis

Mortality rates and the discounting factor are the two most significant variables which can have an impact
on the policyholder liabilities. The Corporation has tested the sensitivity of its liabilities to both these
variables which is as follows:

Variable Quagtum of Change %6 change in liability
Inerease in mortality 10% 0.10%
Decrease in mortality 10% -0.10%
Inctease in discount rate 0.5% addition in rate -3.94%
Decrease in discount rate 0.5% reduction in rate 4.15%

According to the Life Insurance (Nationalization) Order, 1972, any increase or decrease in the actuarial
surplus is shared by the policyholders and the Government as the sole shareholder in the ratio of 97.5%
and 2.5% respectively,
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STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

40.2.3

40.2.4

40.2.5

40.2.6

Interest rate risk

Interest rate risk is the risk that the value of future cash flows of a financial instrument will fluctuate because of
changes in market interest rates. The Corporation is exposed to interest rate risk since it issues insurance policies
which are long term in nature, These policies are essentially backed by long term Government bonds and cash at

bank.

It is the policy of the Corporation to match the average duration of its investments in Government bonds with
the average duration of its policyholders liabilides as much as possible but this is not always possible due to
inarket limitations. This is because sufficient quantities of the Government bonds of longer duration ate not
available in the matket. As a result some mismatch in the average duration of the Corporation's liabilities and
assets is possible.

Interest rate risk exposures from options and guarantees embedded in insurance liabilities

The Corporation’s deposit administration pension contracts have certain guarantees that transfer interest rate tisk
to the Corporation. These guarantees include a minimum guaranteed investment return of 0.375% per month on
the pension funds being managed by the Corporation. The pension liabilities of the Cotporation are a very
insignificant proportion of overall liabilities of the Corporation and historically investment retutn carned on the
assets backing these liabilities has never been below the amount of the guaranteed retuen,

Currency risk

Cutrency tisk is the risk that the fair value or future cash flows of financial instruments will fluctuate because of
changes in foreign exchange rates. This risk atises if these is a currency mismatch between the assets and
liabilities.

All assets and liabilies of the Corporation within Pakistan are in Pakistan tupees. This business is therefore not
exposed to any cuttency tisk.

The Corporation’s Overseas Life Fund undertakes business in US Dollats and UAE Dithams. It is policy of the
Corporation to ensure the maximum possible currency matching berween its assets and liabilities in each
curtency. Historically, UAE Dirham has remained pegged to US Dollar, hence any inadvertent mismatch
between these two currencies is not expected to entail any significant currency sisk.

Cartying amounts of the Corporation’s foreign currency denominated assets, liabilides and reserves are as
follows:

2020 2019
UAE Dirthams  US Dollars UAE Dithams US Dollars
‘000 000
Assers 213,293 129,824 161,012 121,655
Liabilities 61,037 25,667 12,585 19,494
Reserves 152,256 104,157 148,427 102,161

Other price risk

Other price risk is the risk that equity prices can fluctuate due to speculative investment activity, variations in the
profit outlook of industries, intetest rates prevailing in the market and general market sentiment, whether those
changes are caused by factors specific to the individual financial instrument or its issuer, or factors affecting all
similar financial instruments traded in the market.

The Corporation's investment in listed securities are exposed to market price risk arising from uncertainties
about the future value of investment securities. The Corporation limits market sisk by maintaining a diversified
portfolio and by continuous monitoring of developments in equity. In addition, the Corporation actively
monitors the key factors that affect stock market.

Credit risk

Credit risk refers to the risk that a counterpatty will default on its contractual obligation resulting in financial loss
to the Cotporation. The key areas of exposute to credit risk for the Corporation are in relation to its investment
portfolio, reinsurance program and to a lesser extent amounts due from policyholders and intermediares.



STATE LIFE INSURANCE CORPORATION OF PAKISTAN
NOTES TO THE UNCONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2020

The Corpotation has adopted a policy of only dealing with creditworthy counterparties and obtaining sufficient
collateral where approptiate, as a means of mitigating the risk of financial loss from defaults. The Corporation
only transacts with entities that are rated the equivalent to investment grade and above.

This information is supplied by independent rating agencies where available and if not available the Cotporation
uses other publicly available financial information and its own trading records to rate its major policyholders and
reinsuters. The Cotporation’s exposure and credit ratings of its countetparties are continuously monitored and
the aggregate value of ttansactions concluded is spread amongst approved counterparties.

Receivables consist of a large number of policyholdets, spread across diverse industries and geographical areas.
The Corporation extends policy loans to its policyholdets. These loans are entitely backed by the cash values of
theit policies.

The Corporation does not have any significant credit risk exposure to any single counterparty or any group of
counterparties. Concentration of credit did not exceed 5% of gross monetary assets at any time during the year.
The credit risk on liquid funds s limited because the counterpatties are banks with high credit-ratings. The

Corporation does not invest in denvative financial insttuments.

The carrying amount of financial assets represents the maximum credit exposure, as specified below:

2020 2019
Note ==--=-- Rupees in '000 -----m-

Bank deposits 55,981,895 91,590,791
Loans 130,209,037 112,908,526
Investments 926,949,632 777,565,366
Insurance / reinsurance receivables 1 32,574,359 26,301,325
Other receivables 46,833,149 41,290,739
Total 1,192,548,072 1,049,656,747
The age analysis of insurance/reinsurance receivable:

Up to 1 year 32,151,773 25,932,244

Subsequent years premium falling due under the policy are recognized if received before expiry of the grace
petiod, or if advanced by the corporation under the Automatic Non-forfeiture provisions. However, premiums
due in the month of December but not received are recognized if the grace period is to expire after the next 1st
January. Hence the age of outstanding premium is always less than one year.

The ctedit quality of the Corporation's bank balances can be assessed with reference to external credit tatings a8
follows:
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40.2.7

40,2.8

B Long Short Rating 2020 2019
ank name
term term Agency ~Rupees in '000-

Allied Bank Limited AAA A1+ PACRA 1,382 1,382
Bank Al Falah Limited AA+ Al+ PACRA 1,783,772 941,282
Dubai Islamic Bank AA Al+ JCR-VIS 100,925 129,363
First Women Bank Limited A- A2 PACRA 6,502 7,252
Habib Bank Limited AAA Atl+ JCR-VIS 16,233,469 52,998,732
MCB Bank Limited AAA Al PACRA - 14
National Bank of Pakistan AAA Al-+ PACRA 80,246 40,870
Barclays Banks - - - 20,845 -
NIB Bank Limited AAA Al+ PACRA 11,689 6,084
The Bank of Punjab AA Al+ PACRA 25 25
Samba Bank Limited AA- - PACRA 5,404 11,064
Silk Baak Limited A A2 JCR-VIS 9,928 10,176
Sind Bank Limited A Al+ JCR-VIS 1 1
Soneri Bank Limited AA- Al+ PACRA 54,789 1
Standaxd Chartered Bank Limited AAA Al+ PACRA 150 100
Summit Bank Limited - - - 47,950 13,242
United Bank Limited AAA  Al+  JCR-VIS 32,856,045 37,254,806
Habib Metropolitan Bank AAT Al PACRA 2
Julius Bar Bank AA3 - MOODY 3,418,774 33,965
Al Ahli Bank Kuwait A+ -  FITCH 1,255,654 139,026
Emirates NBD At F1 FIT'CH 358 980
Bank of Singapore - - - 93,985 2,426

55,981,895 91,590,791

The credit quality of amount due from other insurers and reinsurers can be assessed with reference to external
credit ratings as follows:

2020 2019
Amount due from other insurers / reinsutets - Rupees in '000 ~mm-v
A ot above 422,586 369,081
Liquidity risk

Liquidity tisk is the risk that the Corporation cannot meet its obligations associated with financial liabilities as
they fall due.

The Corporation has adopted an appropriate liquidity risk management framework for the management of the
Corporation’s liquidity requirements. The Corporation manages liquidity risk by maintaining banking facilities by
continuously monitoring forecast and actual cash flows and matching the maturity profiles of assets and
liabilitics. The Corporation is exposed to liquidity dsk atising from clients on its insurance and investment
contracts. The Cotporation maintains adequate liquid reserves to meet any eventuality adsing from a catastrophe.

Liquidity management ensures that the Corporation has sufficient access to funds necessary to cover insurance
claims, sutrenders, withdrawals and maturing liabiliies. In practice, most of the Corporation’s asscts arc
matketable securities which could be converted into cash when required.

The fair values of all major financial assets are estimated to be not significanty different from their carrying
values except for the following;
2020
Carrying Fair
value value
—wunese Rupees in '000 -
Government secudtes 821,691,138 842,952,048
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2019
Catrying Fair
value value
----- Rupees in '000 -------
Government secutities 674,943,342 655,375,066

41 CAPITAL RISK MANAGEMENT

The Corporation manages its capital to ensute that it remains financially solvent while maintaining adequate
financial strength to sustain business growth. It also complies with the minimum capital requitements of the
SECP. The capital structure of the Corporation consists of equity attributable to the Government which is the
sole shareholder of the Corporation and accumulated surplus.

‘There were no changes made to the objectives, policies and processes for managing capital.

Further details are given in the table below:

2020 2019
e Rupees in '000 ——
Accumulated surplus 1,460,496 1,284,882
Ledger account C & D 3,943,311 2,207,145
General reserve 304,725 7,043
Capital conttibuted to statutoty fund - {650,000)
Issued, subsctibed and paid-up capital 4,600,000 4,300,000

Shareholders’ equity 10,308,532 7,149,070
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42
421

422

FAIR VALUE OF FINANCIAL INSTRUMENTS
Carrying amount versus fair value

The following table compares the cartying amounts and fair values of the Corporation’s financial assets and
financial liabilities as at December 31, 2020.

The Cotpotation considers that the carrying amount of the following financial assets and financial liabilities are a
reasonable approximation of their fair value:

As at December 31, 2020 As at December 31, 2019
Cartying Fair Carrying Fair
amount value amount value
—— - 1) )=o)
Financial Assets
- Cash and bank deposits 56,184,733 56,184,733 91,859,786 91,859,786
- Loans secured against life insurance
policies 129,180,723 129,180,723 111,873,885 111,873,885
- loan to agents 78,493 76,493 81,604 ° 81,604
Investments

Fair value through Profit and loss

Listed equity securities and
mutual fund units 99,523,806 99,523,806 97,597,791 97,597,791
Unlisted equity securities and
mutual fund units 2,080,343 2,080,343 1,981,835 1,981,835
Held to maturity
Government secutities 821,691,138 842,952,048 674,943,342 655,375,066
Holding in subsidiary companies 323,618 323,618 318,901 318,901
Other fixed income securities 3,654,344 4,348,878 3,042,398 3,042,398
927,273,249 949,228,693 777,884,267 758,315,991
- Other receivable- excluding taxation 79,407,508 79,407,508 67,592,064 67,592,064
Financial Liabilities
- Balance of statutory funds-
including policyholders' liabilities 1,157,476,582 1,157,476,582 1,016,711,293 1,016,711,293
- Creditors and accruals 21,489,760 21,489,760 18,460,347 18,460,347
- Premium received in advance 8,644,311 8,644,311 10,632,410 10,632,410
- Insurance / teinsurance payables 566,647 566,647 480,184 480,184
FAIR VALUE HIERARCHY

The level in the fair value hierarchy within which the asset or Liability is categorised is deterrmined on the basis of
the lowest level input that is significant to the fair value measutrement.

Assets and liabilities ate classified in their entitety into only one of the three levels.

The fair value hietarchy has the following levels:

- Level 1 - quoted prices (unadjusted) in active markets for identical assets or liabilities.

- Level 2 - inputs other than quoted prices included within Level 1 that are observable for the assetor
Liability, either directly (i.c. as prices) ot indirectly (ie. derived from prices).

- Level 3 - inputs for the asset or Lability that are not based on observable market data (unobservable
inputs).
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The table below analyses assets measured at the end of the reporting petiod by the level in the fair value hierarchy
into which the fair value measurement is categorised:

As at December

31,2020 Levell Level 2 Level 3
Rupees in '000
Financial Assets at carrying value
Investments at carrying value Fair value
throngh Praofit and loss
Listed equity securities and mutual 99,523,806 99,523,806 - -
fund units
Unlisted equity securities and 2,080,343 - 2,080,343 -
mutual fund units
Holding in subsidiary companies 323,618 - 323,618 -
101,927,767 99,523,806 2,403,961 -

As at December

31, 2019 Level 1 Level 2 Level 3
S— : 1723 T 11} S
Financial Assets at catrying value
Investments at carying valne Fair valwe
through Profit and loss
Listed equity securities and mutual 97,597,791 97,597,791 - -
fund units
Unlisted equity securities and 1,981,835 - 1,981,835 -
mutual fund units
Holding in subsidiary companies 318,901 - 318,901 -
99,898,527 97,597,791 2,300,736 -

Cartying values of all other financial assets and liabilities approximate their fair value.
42.3 Transfets during the period
During the year to December 31, 2020:

- Thete were no transfers between Level 1 and Level 2 fair value measuterments.
- There were no transfers into or out of Level 3 fair value measutements.

42.4 Valuation techniques

Pair value of investments is determined as follows:

- Fait value of listed equity securities is determined on the basis of closing market prices quoted on the tespective
stock exchange.

- Unlisted equity securities are carried at cost.

- Investments in subsidiary companies ate being carried at cost.
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43 SUBSEQUENT EVENTS

d) The Board of Directors of the Corporation in their meeting held on April 29, 2021 declared dividend of Rs.
1,460.496 million,

These unconsolidated financial statements for the year ended December 31, 2020 do not include the effect of
these appropriations and these will be accounted in the unconsolidated financial statements for the year ending

December 31, 2021.
44 NUMBER OF EMPLOYEES 2020 2019
The details of number of employees are as follows:
Permanent employees as at year end 3,831 3,954
Atea manapers 1,242 1,329
5,073 5,283
Average number of employees during the year 5,178 5,202

45 CORRESPONDING FIGURES

Previous year figures have been rearranged and/or reclassified, whetever necessary, for the purpose of comparison in
the unconsolidated condensed intetim financial statements. For better presentation, reclassification made in the
unconsolidated financial statements were as follows:

Reclassification from Reclassification to Rupees '000
Statement of comprehensive income
Other Expesnses Marketing And
Administration
Ea_c‘éeﬂ.f&f
Training expense Training expense 64,001

46 DATE OF AUTHORISATION FOR ISSUE
These unconsolidated financial statements were anthorised for issue by the Board of Ditectors of the Corporation on
—HARR-20M—

47 GENERAL

Figures in these unconsolidated financial statements have been rounded off to nearest thousand of rupees. In narrative
notes, certain figures have been rounded off to million of rupees.
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Statement of Directors Form LN

{As per the requirement of Section 46(6) and Section 52(2){C)
of the Insurance Ordinance, 2000)

Section 46 (6)

a. In our opinion the annual audited financial statements of State Life Insurance Corporation
of Pakistan for the year ended December 31, 2020, set out in the forms attached to the
statement have been drawn up in accordance with the Insurance Ordinance, 2000 and any
rules made thereunder;

b. State Life Insurance Corporation of Pakistan has at all times in the year complied with the
provisions of the Insurance Ordinance and the rules made thereunder relating to paid-up-
capital, solvency and re-insurance arrangements; and

c. As at December 31, 2020, State Life Insurance Corporation of Pakistan continues to be in
compliance with the provisions of the Insurance Ordinance and the rules made thereunder
relating to paid-up-capital, solvency and reinsurance arrangements.

Section 52 (2) {C)

In our opinion, each statutory fund of the State Life Insurance Corporation of Pakistan
complies with the solvency requirements of the Insurance Ordinance, 2000, and the
Insurance Rules, 2017,

Dated: April 30, 2021

&%/—» mrﬁ MM"‘M "

CHAIRMAN DIRECTOR
Sheald Javes Huesaln Ghimauddin Anmed Abdul Qadir Memon

Muhammad Rashid



Form LM
Statement by the Appointed Actuary

required under Section 52(2) (a) & (b) of the Insurance Ordinance, 2000

In my opinion,

a. The policyholders liabilities / technical liabilities included in the balance sheet of
State Life Insurance Corporation of Pakistan as at December 31, 2020 have been
determined in accordance with the provisions of the Insurance Ordinance, 2000;
and

b. Each statutory fund of State Life Insurance Corporation of Pakistan complies with
the solvency requirements of the Insurance Ordinance, 2000.

(Shujaat Siddiquf)
Appointed Actuary of the Corporation
MA, FIA, FPSA

Dated: April 30, 2021





