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CONFIDENTIAL AND RESTRICTED

4™) Meeting of the Board of Directors of The one hundred and sixty fourth (1
as held on 5™ January, 2002 at 10: oo am., State Life Insurance Corporation of Pakjstan s
ipal Office, Karachi. at Board Room State Life Building No.9, Prin
. o .
PRESENT:

Chairman | 1. Mr. Samee-ul-Hasan

Director e & 2. Mr. Azhar Al Malik

Director i 3. Mr. Mohammad Sharif Ijaz Ghauri

Director 4. Mr. Nessar Ahmad

Director : 5. Air Marshal (Retd.) Sharbat A. Changazi

Director 6. Mrs. Spenta Kandawalla

Director 7. Mr. Umar Ata Bandial

Board Secretary 8. Mr. Akbar Ali Hussain
nmsage datcd 2™ January 2002 has been 2. The Board was informed that a fax
0 Chairman, Camp Office, Islamabad that received through Mr. Khalid Mchmood, PS
nding the Board meeting due to his pre- ' Mr. Bashir Ahmed, Director will not be att
e. The Board granted him leave of absence. . occupation and may be granted leave of absen
r. M. Saced Akhtar, Mr. Rasool Bakhsh : \ 3. The meeting was also attended by )}
nmad Mazharuddin, Executive Directors, at : Baloch, Mr. Mohammad Latif and Mr. Mohz

the invitation of the Board.

| congratulated Mr. Azhar A. Malik on his o~ 4. On behalf of the Board, the Chairma
in Ltd and wished that ICI progress from A ) v promotion as Chief Executive, of ICI Pakist
- strength 1o strength during his tenure of office
rammad Mazharuddin, Executive Director, | s. The Chairman congratulated Mr. Mc
the success in his future responsibilities. : State Life on his promotion and wished him a
JTES OF 163®®> MEETING OF THE ITEM (1) CONFIRMATION OF MIN
[ELD ON 10™ NOVEMBER 2001. BOARD OF DIRECTORS]
of the Board of Dircctors held on 10® | 6. The minutes of the 163™ Meeting
: November 2001 ‘were placed before the Boar
rs. Spenta Kandawalla seconded that the 7. Mr. Nessar Ahmad proposed and )
minutes be confirmed.
Accordingly, it was resolved as under:
' & CHAIRMAN'S : R—Ew rd 3

Board of Directors held on 10™ November, INITIALS Action: “that the Minutes of the 163 Meeting of the

DGM(BS) | 2001 be and were hereby confirmed."
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ITEM (2) IMPLEMENTATION REPORT ON DECISION TAKEN IN THE -
PREVIOUS BOARD MEETINGS.

8. The Board Secretary presented before the Board the implementation report on
decisions taken at the 163™ Meeting of the Board held on 10" November’ 2001 which was

noted.

9. ED(B&A) informed the Board that approval from the Government to the
appointment of M/s. Taseer Hadi & Co. Chartered Accountants and M/s. Riaz Ahmed &
Co. Chartered Accountants as Auditors of the Corporation for the year 2001 has since
been received subject to the condition that matter of audit fee be negotiated with the audit
firms to reduce the same. ED(B&A) also informed that the matter is being taken up with
the Government in this respect.

10. The Chairman informed the Board that the Government has constituted a
commitiee to consider proposals received from various insurers for removal of difficulties
under Section 172 of the Insurance Ordinance 2000. JS(Insurance) would be the
Convenor of the Committee.

ITEM (3) CONSIDER/APPROVE - BUDGET ESTIMATES FOR THE YEAR
2002 AND REVISED BUDGET FOR THE YEAR 2001.
Executive Director(B&A)'s Memorandum dated 11-12-2001.

11 ED(B&A) presented before the Board of Directors, a summary of Budget
Proposals for the Corporation as a whole containing (i) Actual Results for the year 2000
(ii) Approved Budget for the year 2001 (ui) Revised Budget Estimates for the year 2001
and (iv) Proposed Budget for the year 2002.together with figures of Overseas Business
operations for the above periods in US dollars. Details of Premium/Investment Income
and Revenue Expenses including Field Expenses, Acquisition Cost of First Year Premium,
Administrative Expenses, Policyholders’ Payments as well as of the Capital Expenditure
were also submitted.

12. ED(B&A) also submitted before the Board the Portfolio-wise operational results
showing details of Income, expenses and contribution to Life Fund in respect of (i)
Individual Life business (Pakistan) including Principal Office expenses (ii) Group Life
business (i) Investment (iv) Real Estate and (v) Overseas Operations as well as total for
the Corporation separately for the years 2000 (Actual), 2001 (Budgeted), 2001 (Revised)
and 2002 (Projected).

13. ED(B&A) drew the attention of the Board to the following:-
(A). Acquisition and Administrative Cost of FYP
(i) Under the Insurance Rules, the total permissible First Year Cost including

acquisition and administrative cost is about 89% of the First Year Premium.

() Acquisition costs of the First Year Premium in the year 2000 was 105% and
for the year 2001 (Revised) is 102%. Budgeted acquisition costs of FYP for
the year 2002 is expected 1o be 92%. Reduction in acquisition costs in the
year 2001 in comparison to the costs in the year 2000 is mainly due to the
control on expenses of Arca Managers and also by terminating the low
performing Area Managers. Additional reduction is expected to be achieved 7
in year 2002 by implementing the revised commission structure for the field
force.

CHAIRMAN'S
INITIALS
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(B). Renewal Expense Ratio

(ii) Rencwal expense ratio in the ycar 2000 was 57% including the expensces of
VRSS whereas the renewal expense ratio without VRSS was 41 %. The
administrative expenses have been reduced by 8.57% from Rs.2,078 millions
(in 2000) to Rs.1,900 millions (2001 revised), curtailing the renewal expense
ratio to 38% (estimated) for the year 2001. The amount of reduction in
administrative expenses in the year 2001, compared with the year 2000, was
Rs.178 million.

14.  ED(B&A) also presented before the Board, the budget highlights for the year 2002
and reasons for increase and decrease in the revised estimates of 2001 and 2002
projections over budget approved by the Board for the year 2001.

15. The Board of Dircctors was requested to kindly consider and approve Budget
Proposals for the year 2002 and Revised Budget Estimates for the year 2001, as proposed
in the budget summary within Pakistan business in Pak Rupees and for overscas business
in US dollars as alongwith budget for capital expenditure for the year 2002 as proposed in
various Annexures to the Memorandum which was submitted to the Board.

16.  The Board was also requested to consider and authorize Executive Director (B&A)
to make re-appropriation of budget among different heads of expenses accounts, in case a
genuine need for such re-appropriation arises, of course, within the overall total amount of

budget, approved by the Board of Directors.
After due deliberation, the Board resalved as under:

RESOLVED:

(i) “that the budget for the year 2002 (projected) along with capital budget for the year
2002 and revised estimates for the year 2001 be and was hereby approved. The FYP
revised estimates of individual life business for 2001 was Rs.1050 million against approved
budget of Rs.1100 million. Annexures II, II(i), “A to E4” and iii attached to the Minutes
contain details of proposed budget for the year 2002 and the revised budget for the year
2001 which are summarized as under:- :

Action:
ED(B&A)

Rupees _in Million for Pakistan Business
and US Dollars in Million for Overseas Business

Revised Budget Budget
__for2001 for 2002
a. First Year Premium.
- Pakistan 1050.000 - 1,200.000
- Overseas ‘ 1.558 - 1.948
b. Annuity and Single Premium
« Pakistan 7.700 8.100
- Owverseas - ©0.200
¢ Renewal Premium - 2™ Year
- Pakistan 523.600 682.500 )
. Overseas 1.062 1169 S etiais
d 3™ Year and sbove
- Pakistan 4014.500 4084.300 2
- Overseas 3.081 3.744 ]
¢. Group Premium ¢ 2 B

- Group Life 1,300.000 1,450.000 —
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f Investment and other Income
- Pakistan 8,551.700 8,891.600
- Overseas 1.215 1.268
¢ Real Estate Income 339.200 360.000
h. Total Gross Income
- Pakistan 15786.700 16,676.500
- Overseas 6.916 8.129
1. Total Policy Payments 5,556.000 6,219.000
- Pakistan 5,415.440 6,061.065
- Overseas 2.274 2.548
j.  Total Payments to Field Workers 1,292.000 1,379.000
- Pakistan 1,188.123 1,251.367
a - Overseas 1.677 2.065
k. Total Administrative Expenses 1,662.000 1,778.000
- Pakistan 1,900.299 2,029.942
- Overseas 0.935 1.129
1. Capital Budget
Pakistan & Overseas combined 150.500 197.500

. (ii) “that ED(B&A) be and was hereby authorized to make re-appropriation of budget
QJ?)UOZA among different heads of accounts within the overall amount of budget approved by the
(B&A) Board with subsequent intimation to the Chairman.”

ITEM (4) POSITION PAPER ON INCOME TAX MATTERS.
Executive Director(B&A)'s Memorandum dated 13-12-2001.

17. ED(B&A) presented before the Board, a Position Paper regarding different
Income Tax issues of the Corporation. Massive over-deductions of Withholding Taxes from
interest on maturity proceeds of State Life investments have arisen to Rs. 2,888 million due to:

(i) Non-issuance / delayed issuance of Withholding tax exemption certificate.

(ii) Non payment of assessed refund amounting to Rs. 113.5 million for the assessment
years 1997/98 and 1998/99 inclusive.

(iii) Non-verification of withholding tax challans amounting to Rs.103.2 million
belonging to the assessment years 1993/94 to 1998/99 inclusive.

(iv) Delay in income tax assessments of the Corporation for the assessment years
1999/2000, 2000/2001 and 2001/2002 against which an estimated refund of  Rs.
2,671.6 million is expected.

18.  Application of Section 80-D has resulted into imposition of additional income tax
as well as litigation with the Tax department as given below:

(1) Rectification of assessments w/s 156 for the year’s 1993/94 to 1996/97
inclusive by applying section 80-D instead of assessment u/s 26(a). This has
resulted in imposition of additional income tax amounting to Rs.70.7 million
on State Life for the above 4 years. Furthermore, the income tax assessment
for the assessment vear 1997/98 has also been done on 24.06.2000 w/s 80-D -
by applying turn over tax at the rate of 0.5% of the gross receipts resulting in CT: .':x:: °
additional income tax amounting to Rs. 17.9 million. The Corporation had =
filed appeals first before the Commissioner of Income Tax (Appeals) and later
on before the Appellate Tribunal.
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(i) The assessment for the assessment year 1998/99 has been done on 28.07.2001
by first applying 5% tax on taxable actuarial surplus treating the same as
dividend income and then ws 80-D by applying turnover tax at the rate of
0.5% on the gross receipts less taxable actuarial surplus on which 5% tax has
already been applied resulting into imposition of additional income tax
amounting to Rs. 22.4 million. The Corporation has also filed appeal against
this assessment order before the Commissioner of Income Tax (Appeals) on
21.08.2001 which has been rejected. State Life is now in the process of filing
an appeal before the Appellate Tribunal.

19. State Life has taken up the above income tax issues with the CBR through the
Ministry of Commerce vide our letter dated 21.12.2000 followed by a meeting of the
Chairman / other officials of State Life and the Ministry of Commerce with the Member
Income Tax, Central Board of Revenue on 08.01.2001 as a result of which the following
actions have been taken by the Income Tax Department:

). Issuance of Withholding tax exemption certificate applicable to all
Government Securities valid up to 30.06.2001.

(i). Issuance of Withholding tax exemption certificate applicable to all
Government Securities wvalid for the period from 01.07.2001 to
30.06.2002.

20. State Life has again taken up the matter with the CBR vide letter dated 16/11/2001
followed by a meeting of the Chairman / other officials of State Life and the Ministry of
Commerce with the Chairman CBR and senior officials of CBR on 19/11/2001 wherein
the following points were discussed:

(i) CBR will advise the RCIT to expedite assessments in respect of assessment
years 1999/2000, 2000/2001 and 2001/2002 and to complete the same as
soon as possible within finite and reasonable dates and not wait until just
before the assessment becomes time barred.

(ii)) CBR will advise the RCIT to complete the verification process of withholding
tax within finite and reasonable period.

(i) CBR will fry to make a refund of Rs. 113.5 million for the assessed and
verified refunds in respect of assessment years 1993-94 to 1998-99 inclusive.

(iv) CBR will advise the RCIT that State Life should be exempted from all future
deductions of withholding tax.

21. ED(B&A) informed the Board that during the meeting with the CBR, the
following points were also discussed:

(i) The major item of expected refund of Rs.2,671.6 million relates to
assessment years 1999/2000, 2000/2001 and 2001/2002 for which
assessments have not yet been done. The CBR indicated that in view of
Government’s fiscal position, there is a proposal that instead of actual tax
refunds to Banks and State Life, marketable bonds carrying a market return
would be issued. This proposal is under consideration in the Finance
Ministry. However, State Life reiterated that there was no moral or legal /]
justification for holding this money, and it should be refunded to prevent

further loss of investment income to policyholders.

CHAIRMAN'S
INITIALS
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(i) As regard to application of Section 80-D, CBR indicated that this is a subject
of litigation at the moment, and the Department won at the Tribunal stage in
respect of a private insurance Company. Therefore, the Department is also
likely to win at the Tribunal stage in respect of State Life, and the matter will
have to go to the High Court.

(iii) State Life pressed for a change in the Income Tax Ordinance, 2001, in order
to make it clear that Section 80-D should not apply to Life Insurance
Companies. The point stressed was that it would be a tax on savings. CBR
agreed to look into this.

22.  ED(B&A) submitied that the Board in its 160" meeting held on 28.04.2001 had
advised the management to explore the possibility of early completion of outstanding
assessments i.e. in respect of assessment year 1998/99, 1999/2000 and 2000/2001 and for
taking up the matter with the Tax Ombudsman for settlement of the issues and for refund
of the outstanding amount. The matter was discussed with State Life Tax Advisor who
advised to wait as the ACIT had promised to finalize the assessments by 30.06.2001.
ACIT has now issued assessment order on 28.07.2001 for the assessment year 1998/99
only with the promise to finalize the remaining assessments one by one in the coming
months. The assessments for the remaining assessment years ie. 1999/2000 and
2000/2001 have not yet been finalized by the Department. In the mean time, we have also
submitted income tax return for the assessment year 2001/2002 on 27.08.2001 well before
the prescribed date of 30.09.2001. This matter was also discussed in the meeting, with the
Chairman and senior officials of CBR held on 19" November, 2001. Subsequent to this
meeting, the Ministry of Commerce has also advised us to explore the possibility of
approaching Tax Ombudsman on account of refund of Rs. 2.7 billion by Central Board of
Revenue to StateLife in respect of assessment years 1999/2000, 2000/2001 and 2001/2002

vide fax dated 7™ December, 2001.

23. ED(B&A) informed the Board that State Life has now prepared a case for
approaching to the Tax Ombudsman through its tax advisor in respect of all our
outstanding issues with the Income Tax Department as referred above, for the following :

@) Assessed refund of Rs. 113.5 million for the assessment years 1997/98 and
1998/99.

(i)  Non-verification of withholding tax challans amounting to Rs.103.2 million
for the assessment years 1993/94 to 1998/99 inclusive.

(i)  Non-finalization of tax assessments for the assessment years 1999/2000,
2000/2001and 2001/2002.

(iv)  Imposition of Section 80-D instead of assessment w/s 26(a).

24.  The above position of State Life’s income tax matters was noted by the Board. The
Board instructed ED(B&A) that before going to the Tax Ombudsman, State Life should | .. ;avans
try administrative channels, including approaching Finance Minister through Ministry of INITIALS

Commerce in sorting out State Life income tax issues. During discussions with the Tax | ===

—_

—_—

Authorities, efforts should be made by State Life to lay emphasis on distinction between | ==

Banks and the policyholders. In case the matter cannot be sorted out, the Ministry may be /g
requested to take up the matter to the highest level. p———
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ITEM (5) CONSIDER/RATIFY AGREEMENT WITH THE CBA STATE
LIFE EMPLOYEES FEDERATION AND THE MANAGEMENT
FOR THE YEAR 2001 AND 2002.
Executive Director(P&GS)'s Memorandum dated 12-12-2001.

25.  The Board at its 163" meeting held on 10® November, 2001 was apprised of the
position regarding in process negotiation with CBA in respect of Charter of Demands for
the year 2001 and 2002 for the unionized employees of the Corporation. The Board had
agreed in principle for the package being offered to CBA and authorized Chairman to
conclude the CBA agreement within the financial implication of Rs.50 million.

26. ED(P&GS) presented before the Board, a copy of the Memorandum of agreement
between the Management and the CBA signed on 15™ November 2001 for its perusal and
ratification. The financial implication shall remain within Rs. 50 million per annum.

Afier discussions, it was resolved as under:

RESOLVED:

“that the Memorandum of the agreement executed between the Management and the CBA
on 15% November, 2001 for the years 2001 and 2002 and placed before the Board be and
was hereby ratified."

Action:
ED(P&GS)

ITEM (6) CONSIDER/APPROVE - COMMISSION AND OTHER
BENEFITS/STRUCTURE OF FIELD FORCE.
Executive DirectorMKTG)'s Memorandum dated .

27.  ED(Marketing) presented before the Board, a Memorandum to consider and
approve the revised field structure.

28. The Insurance Ordinance 2000, was promulgated on 19.08.2000, repealing the
Insurance Act, 1938. The Ordinance envisages vital structural and operational changes,
including but not restricted to regulate the business within the allowable operational cost.

29. The repealed Act and the Rules framed thereunder prescribed in detail minimum
and maximum limits on field commission and over-riding commission. The new Ordinance
contains no such provisions. Each insurer is left to regulate his own commission and
over-riding commission.

30.  The Board of Directors in its 159™ meeting held at Lahore on 26™ January, 2001
resolved as under:

“That the management should curtail first policy year acquisition cost i.e. commission
over-riding commission and other benefits to field workers and the cost of Area _
Managers, in order to create space within the legally prescribed ratio for commission CHAIRMAN'S

administrative cost assigned to the first policy year premium. Efforts be made to curtail il

expenses under all heads of non productive expenditure.” =

=

/
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31.  ED(Marketing) informed the Board that changes in the ficld structure are
traditionally carried out in consultation with the representatives of Field Federation, with a
view to make the system user friendly.. Legally our contracts are with individual workers,
under Letters of Appointment. We have the right to amend the terms of the Letters of
Appointment by giving written notice. A committee under the Convenorship of General
Manager (Actuarial) was constituted to discuss the issue with the representatives of the
Field Federation. They were informed that the field cost is to be restricted to 50% of FYP
with an allocation of 5% for Seating and Allied Facilities, Group Insurance and Medical
Facilities for the field workers. It was suggested that a new structure be implemented
eliminating cither Sales Officers or Sales Managers. The field representatives did not
agree to the idea of a two tier structure and reduction of commission rates, and insisted on
the continuation of present structure with increased quotas.

32. Since inspite of in-depth discussions, a consensus was not arrived at and the field
representatives did not put forward any viable and mutually acceptable alternate
proposition, the commitiee finalized a field structure accommodating the Field
Federation’s point of view of retaining the three tier system with ratiomalization of
commission rates. That field structure was announced on 1.3.2001, to be implemented
w.e.f. 01.07.2001.

33.  The Chairman reconstituted the commitiee under the Convenorship of Executive
Director (PHS) with Divisional Head (JA&E), Divisional Head(RE), all the Regional
Chiefs, Assistant General Manager(B&A) as members with Divisional Head(Marketing) to
act as Secretary. The main Committee delegated the task to a sub-Committee consisting of
the President and the Secretary General of the Field Federation, the Divisional
Head(Mkig) and Regional Chief(South).

34.  The sub-Committee afier long and marathon discussions unanimously submitted a
viable field structure before the main Committee. The main Committee agreed to it with
some minor changes. The document was signed by the President and the Secretary
General of the Field Federation and all the members of the main Committee. Minutes of
the proceedings duly signed by the Committee members is enclosed as Annexure-A to the
Memorandum.

35.  ED(Marketing) submitted before the Board that the new field structure is intended
to promote better productivity, consistent year-round activity and higher persistency. To
ensure achievement of these objectives, the annual guotas of SRs/SOs/SMs have been
revised and for SRs the minimum yearly and quarterly number of policies requirement has
been incorporated. The structure contains a basic rate of commission @ 35%, 15% and
8% for SRs/SOs/SMs respectively. A further productivity bonus of 5%, 5% and 4% for
SR/SO/SM shall be paid respectively half of which has been linked with quarterly quota,
and the remaining half has been linked with completion of annual quota and persistency.
The rates of persistency shall be according to the persistency track i.e. 65% for the year
2002, 70% for the year 2003 and 75% for the year 2004 and onwards. The annual quotas S
shall be increased by 25% after every three years. To promote professionalism, and to CHAIRMAN'S
climinate dummy organizations set up merely to get higher commissions, supervisory TS

agents have been allowed some personal business and/or direct sales and recruitment.
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36. The agreed revised field structure relates to quotas, persistency and first year
commission and is to be implemented w.c.f. 1.1.2002. Matters relating to the allocation of
5% towards Seating and Allied Facilities, Medical, and Group Insurance, Promotion
Criteria, Retention Criteria, Retirement of Field Workers payment of Renewal
Commission, Persistency Bonus and Stipendiary Scheme was to be finalized before 1%
July 2001 but the matter could not be finalized. These matters are expected to be resotved
in 2002 when it shall be placed before the Board for approval. The sub-Committee
unanimously has agreed with the proposed Million Dollar Round Table{ MDRT) tract as
per the structure which was to be implemented effective 1.7.2001 with minor changes.
The details have to be discussed with the field representatives for its incorporation in the
new structure. The proposed MDRT track contained in the 1% March 2001 structure
which was to be implemented from 1% July, 2001 is placed as Annexure-B to the
Memorandum.

37.  ED(Marketing) further informed the Board that it is expected that the First Year
field commission cost under the new field structure will range from 65% to 70% while
under the present System the commission cost works out to be around 77% to 79%. Thus
the implementation of the new system shall save around 10% of the First Year Premium.

38. The following Table summarises some salient features of the new structure
compared with the present structure:

Present New w.e.f.

1% Jan2002
Sales Representatives annual FYP Quota Rs.10,000/- Rs.50,000/- *
Sales Officer annual FYP Quota Rs.60,000/~  Rs.200,000/- *
Sales Manager annual FYP Quota Rs.150,000/- Rs.400,000/- *
Second year persistency requirement 60% 2002 - 65%

' 2003 - 70%
2004 & later 75%

{ Expected FY commission + over-riding T7% 10 79% 65% - 70%
Commission cost

Percentage of FY commission/or commission No 2Y; each to S.R and SO

linked to regular Quarterly production? and 2% to SM linked with
completion of regular
quarterly production

Percentage of FY commission/or commission No 2% eachto S.R and SO
linked to 2™ year persistency? . and 2% to SM linked with
o completion of annual FYP
Quota and 2™ year
persistency.

*To be increased by 25% every 3™ year, starting from 1% January, 2005.

39. In regard to 2" year and renewal commission, and 2% year persistency R aLE

commission, since no “agreement” has been reached with the Field Federation, it is
proposed that in respect of such premiums received in 2002 under policies sold upto 31*
December, 2001, we will continue to pay on the same basis as previously. This will give
time to reach a consensus Inshallah during 2002, in respect of subsequent payments. The :
Letters of Appointment of SR’s, SO’s and SM’s will be framed accordingly for the S
present.




STATE LIFE

INSURANCE CORPORATION OF PAKISTAN
MINUTES OF 164™ MEETING OF THE BOARD OF DIRECTORS

pAace No 2052

DIRECTORS

HELD AT ON

TIME

MINUTE BOOK

KARACHI 5TH JANUARY, 2002

Action:
ED(Mkt.)

Action:
ED(MKt.)

40. Seating and Allied Facilities, Medical and Group Insurance for Field Workers were
not part of their contracts, but were provided separately. Since no “agreement” has been
reached with the Federation it is proposed that these benefits for 2002 may be provided on
the previous basis. This leaves time for discussion and “agreement” with the Field
Federation.

41. A Draft Office Order containing the details of the new field structure is enclosed as
Annexure-C to the Memorandum. The Board is requested to approve (a) the Order which
will constitute an amendment to the Letters of Appointment(b) approve the continuation
for 2002 only of Seating and Allied Facilities, Medical Facilities and Group Life Insurance
on the existing basis.

42.  Mr. Mohammad Sharif Ijaz Ghauri suggested that the Representatives of the Field
Workers Federation should be given a hearing by the Board before implementing the
revised field structure. However, there was a consensus among other Board Members that
this would not be appropriate because the structure was arrived at after 5 month of the
discussion and "negotiation" with the Field Federation, from February to June 2001
inclusive. It would be a bad precedent for them to be permitted to re-open issues which
had been settled and signed by them.

Afier deliberations, it was resolved as under:

RESOLVED:

(i)"that as proposed the draft office order containing the details of the new field structure
enclosed as Amnexure " F " to the Minutes which will constitute an amendment to the
Letters of Appointment be and was hereby approved.”

(i)"that as proposed the continuation for 2002 only of Seating and Allied Facilities,
Medical Facilities and Group Life Insurance on. the existing basis be and was hereby
approved.”

ITEM (7) CONSIDER/APPROVE - PERFORMANCE BASED BONUS PLAN
FOR THE YEAR 2002.
Executive Director(P&GS)'s Memorandum dated 11-12-2001.

43.  The Board in its 162 meeting inter-alia, had resotved as follows:-

"That the performance based bonus plan for the year 2002 should be submitted to
the Board well before the start of the year”.

44. ED(P&GS) presented before the Board, a Memorandum of suggested
performance linked plan for Individual Life, Group Life, Investment Division and Real
Estate Division for 2002. It was proposed that henceforth, the bonus will be given to
officers on the basis of performance and on the basis of achievemenis of
Officers/Zones/Divisions. In the case of profitable business by the Corporation, the
proposed basis will ensure bonuses to the maximum number of officers. Simultaneously,
good workers will get premium on their performance.

45.  ED(P&GS) submitted that the aim of the Scheme is to develop "competitive go"
among the officers so that they could do their best in their ficlds. Simultancously, the
proposed plans will develop team spirit amongst the employees. All officers will have
direct interest in promotion of the business of the Corporation and they will work as a team
and motivate their colleagues for better and enhanced performance.

CHAIRMAN'S
INITIALS

_

—
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Action:
ED(P&GS)

Action:
ED(P&GS)

Action:
ED(P&GS)

Afier discussions, it was resolved as under:-

RESOLVED:

(i) "that the proposed performance-linked plans for Individual Life, Group Life,
Investment and Real Estate as shown in Annexures G, H, I and J to these Minutes be and
was hereby approved for the year 2002 only.”

(i) "that the Chairman be and was hereby authorized to make any adjustment considered
necessary in the proposed performance linked plans for the year 2002 based on the
experience for the year 2001."

(iii) “that as proposed Area Managers will not get bonuses under this plan as they have
their own incentive scheme.”

ITEM (8) CONSIDER POSITION PAPER ON EMPLOYEES TERMINATED
AS "POLITICAL APPOINTEES" AND SUBSEQUENTLY RE-

INSTATED BY THE COURTS.
Executive Director(P&GS)'s Memorandum dated 13-12-2001.

46. ED(P&GS) presented before the Board, a Memorandum to consider treatment of
employees terminated and subsequently reinstated by different Courts. During 1994-96,
335 employees were recruited by the Corporation under Phase-III of the Centralized
System of recruitment by the then Government.

47.  ED(@P&GS) informed that out of 335 persons recruited under Phase-III, 127
employees from unionized staff and 12 officers were removed from the service of the
Corporation on 4-2-2000, as per government decision, on the grounds of their
appointment being on political basis. The rest of the employees appointed during 1994-96
were regularized by the Board at its 158" meeting subject to scrutiny of the cases in a
transparent manner and condoning the irregularities of over-age, less experience and other
requirements etc.

48.  Majority of the terminated employees went into various courts against the decision
of termination of their services. The courts interceded and till preparation of this
memorandum, 74 of these employees have joined the Corporation as a result of
reinstatement ordered by various courts including Federal Service Tribunal, Labour Courts
and Supreme Court of Pakistan.

49.  ED(P&GS) also submitted a brief position of these 74 cases who have joined the
Corporation which is as follows:-

Description Ne. of employees reinstated
In staff & officers grade.

FST decision upheld by the 45 (Staff)
Supreme Court.

FST (Lahore) decision 17 (Staff)
Without back benefit

Decision of Lahore Court/NIRC 4 (Staff)
FST decision upheld by the 8 (Officers)

Supreme Court —
Total 74
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The above courts gave varying judgements on the cases under their consideration.
A summary of these decisions is as follows:-

a)
b)

c)

d)
€)

17 staff reinstated with back benefits (decision of FST, Islamabad upheld by
Supreme Court of Pakistan).

17 staff plus 2 officers were reinstated without back benefits (decision of FST,
Lahore).

28 staff reinstated by FST, Karachi with back benefits (decision of FST,
Karachi upheld by Supreme Court of Pakistan) and whose cases are still in
Supreme Court of Pakistan for withdrawal of benefits on the appeal filed by
the Corporation.

4 staff of Swat Zone reinstated by Labour Court/NIRC.

6 officers (doctors) were reinstated by FST, Karachi with back benefits
(decision of FST, Karachi upheld by Supreme Court of Pakistan) and whose
cases are still in Supreme Court for withdrawal of benefits on the appeal filed
by the Corporation.

The Supreme Court, in the case of 17 employees of Central and Northern Regions,
gave the following decision:

a)

b)

©)

They may be reinstated immediately from the date of submission of
applications given by them in the respective offices.

They may be asked to submit an affidavit that they were not employed any
where else during the termination of their services.

Decision may be taken by the Corporation towards process of issuance of
show cause notice regarding their political appointment on the basis of which
their services were terminated.

ED(P&GS) submitted before the Board that the Corporation has now to decide the
fate of these 139 terminated employees out of which 74 have joined as a result of court
reinstatements. The following options are available for the Corporation to consider their

a)

b)

In compliance with the Supreme Court decision, show cause notices may be
issued and based on case to case, their retention or termination may be
decided. Or

The employees may be absorbed in the permanent cadre of the Corporation.
The financial impact of 74 employees is Rs.8,00,000/- p.m. approx. The
numbers may increase with the passage of time.

If they are retained, the total strength of the Corporation would be as follows:-

Present strength Strength
Approved strength excluding these 74 including these 74
Officers. 1350 1135 1143
_Staff 2700 2755 821
Total 050 3890 3984
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54.  The Corporation has, therefore, to decide further line of action in respect of these
reinstated employees. At present majority of these employees are not getting the privileges
enjoyed by other regular and permanent employees of the Corporation like bonus,
promotions etc. Because these employees were appointed in 1995-96, they have gained
experience in the Corporation. Some of these are highly qualified.

After discussions, it was resolved as under:-

RESOLVED:

(i)"that the case of the 139 terminated employees who have gone to various Courts and
who have been reinstated by the Courts be reviewed on a case o case to basis objectively
and those who meet the criteria laid down in accordance with the job requirements be
confirmed and absorbed in the permanent cadre of the Corporation. The financial impact
of 74 employees is Rs.8,00,000/- p.m. approx. The numbers of such cases may increase
with the passage of time."

(ii)"that the above employees who are absorbed in the permanent cadre of the Corporation
be entitled to the privileges enjoyed by other regular and permanent employees of the
Corporation like bonus, promotion etc.”

(iii) Employees who do not meet the requirements of para - (i) may be served with show
cause notices of termination.

ITEM (9) CONSIDER/APPROVE - CONSTITUTION OF OFFICERS
GRATUITY FUND AND EXECUTION OF TRUST DEED.
Executive Director(P&GS/Law)'s Memorandum dated 08-11-2001.

55. ED(P&GS/Law) presented before the Board, a proposal for constitution of
Officers Gratuity Fund and Trust Deed and rules to be framed in connection therewith.

56. The Board of Directors at its 159 ‘meeting held on 26™ January 2001 had
approved revision of pay and allowances to officers of State Life and authorized the
Chairman to take all necessary actions to implement the decision of the Board. State Life
introduced revised pay structure for the Officers on 12" February, 2001 and one of the
clements of new pay structure approved by the Board was introduction of Defined
Contribution Funded Gratuity Scheme. Under the Scheme, the Gratuity entitiement for
past service upto 31™ December, 1999 of the Officers who had opted for previous Gratuity
Scheme are to be frozen as on 31-12-1999 and for future, Corporation will contribute
8.33% of basic pay of cach officer into Defined Contribution Gratuity Fund to be
established by the Corporation w.e.f. 1% January, 2000. Similarly, the officers who were in
Pension Scheme, their pension entitlement as on 31-12-1999 have been frozen and they
have been given option to opt for Defined Contribution Gratuity Scheme. The draft of
proposed Trust Deed and Rules have been finalized and enclosed as Annexure "A". to the
Memorandum which was submitted to the Board for approval.

57. ED(P&GS) requested the Board to approve constitution of Officers Gratuity Fund
and Trust Deed and Rules framed in connection therewith and authorize the Chairman to
executive Trust Deed on behalf of the Corporation and nominate Trustee to manage the
Officers Gratuity Fund.
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After discussions, it was resolved as under:

RESOLVED:
(i)"that the constitution of Officers Gratuity Fund be and was hereby approved.

(ii)"that the proposed Trust Deed of Officers Gratuity Fund and Rules to be framed in
connection therewith annexed to the Memorandum submitted by ED(P&GS) to the Board
be and was hereby approved.

(iii)"that the Chairman be and was hereby authorized to take all necessary steps for
execution of the Trust Deed of the Officers Gratuity Fund and Rules in connection
therewith. The Chairman was also authorized to nominate Trustees to manage the Officers
Gratuity Fund.

ITEM (10) POSITION PAPER ON WINDING-UP/SALE OF STATE ASSETS

MANAGEMENT COMPANY (SIMCO).
Executive Director(Invt.)'s Memorandum dated 12-12-2001.

58.  The Board at its 162™ meeting held on 11" August, 2001 has decided that State
Life should negotiate and buy 10% shares of SAMCO held by Beg Associates at a price
not exceeding its break-up value and that subsequent to implementation of the above
decision, the Investment Division should put up a proposal to the Board for SAMCO for
reconsideration which would then be submitted to the Ministry for clearance from the
Economic Coordination Committee (ECC).

59.  Ministry of Commerce vide its fax letter dated August 10, 2001 followed by
reminders has asked the Corporation to respond about the implementation of the decision
of ECC taken in its meeting held on 29" December 1996 regarding winding up of
SAMCO. In view of this faxletter/reminders from the Ministry, State Life so far has not
negotiated any deal with M/s. Beg Associates.

60.  ED(Invt.) also presented before the Board, a write up containing chronology of the
events relating to formation and subsequent position of the company as submitted earlier to
the Board has been updated and has been attached to the Memorandum submitted to the
Board as Annexure ‘A’. A brief about SAMCO was also submitted herewith for
reconsideration.

61.  State Asset Management Company (SAMCO) was formed in May 1995 by State
Life Insurance Corporation of Pakistan in collaboration with M/s. Beg Associates (BA) for
marketing unit linked policies. Participation in the equity of SAMCO by State Life and
BA was 90% and 10% respectively. Three agreements were executed, one between State
Life and Beg Associates, 2°° between Beg Associates and SAMCO and the third one

between State Life and SAMCO.
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62. Subsequently in 1996, the Economic Coordination Commitice (ECC) decided to
wind up SAMCO and on the basis of a note from the then Executive Director
(Investment) dated 30™ December, 1996 the winding up process was initiated. A meeting
of SAMCO Board was held and according to the decision taken, all expenses of the
company (except unavoidable) were frozen and employees of SAMCO were retrenched. It
may be noted that till that point of time expenses of Rupees 17.175 million had already
been incurred. The decision of the ECC to wind up SAMCO was conveyed to State Life
vide Ministry of Commerce letter dated 12® July, 2000 subject to the following
conditions:-

(a) Ministry of Commerce should try to recover as much as possible out of Rs
17.1 million spent so far and

(b)  The responsibility for conceptualization and implementation of the scheme
should be fixed and reference should be made to the Ehtisab Commission
to investigate the matter.

63.  The amount of Rs 17.1 million was mainly spent in the formation of the company,
development of software, payment of salaries of the employees and the establishment cost
of SAMCO. The recovery of this amount is not possible because these expenses were
incurred after approval by the Board of SAMCO.

64.  As to fixation of responsibility, the decision to form SAMCO for marketing unit
link products in collaboration with Beg Associates was made by the then Board of
Directors of State Life. However, the case is already with Regional Accountability Bureau

(RAB).

65. In October 1997 Minisiry of Commerce vide letter dated October 20 had
informed that a foreign buyer was interested in buying SAMCQO. However the Ministry did
not communicate the name of the foreign buyer. Thereafter in May 1998 a proposal was
' received from M/s. Salman & Co. Chartered Accountants on behalf of a foreign party to
buy SAMCO but the same was not materialized.

66. In February 1999 State Life had advertised sale of SAMCO in leading newspapers
but no body responded. M/s.Jardine Fleming in June 1999 offered to form a joint venture
with State Life but the proposal did not materialize. M/s. Arif Habib Securities in early
2000, expressed their interest to make investment to the extent to have the management
control. Sale of SAMCO was again advertised in 2000. The offers received from
prospective buyers included Businessman Services Corporation and Arif Habib Securities
Ltd. A letter dated 27.4.2000 was written to the Ministry for review of the ECC decision
which was replied by the Ministry vide letter dated 11.5.2000 advising that the matter be
put to the Board for consideration and recommendation The matter was discussed in 154"
meeting of the Board held on 11" July, 2000 and it was decided that SAMCO be wound
up as per earlier instructions of ECC.

CHAIRMAN'S

67. Subsequént to the above Board meeting, a verbal proposal was received from NIT INFTIALE
to buy SAMCO which did not materialize. A proposal was also received from United =
Bank Limited to acquire 90% holding in SAMCO. However, UBL thereafter did not ——

follow the matter after obscrving that ECC had already decided to wind up SAMCO. /%

68.  The bank balance in the account of SAMCO, as on 4™ November, 2001 was Rs ————
15,119,937.53.







