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CONFIDENTIAL AND RESTRICTED

The 211" Meeting of the Board of Directors of State Life Insurance
Corporation of Pakistan was held on Monday, 19™ April, 2010 at 3.30 p.m. in the
Board Room, State Life Building No.9, Dr. Ziauddin Ahmed Road, Karachi.

PRESENT:
1. Mr. Shahid Aziz Siddiqi Chairman
2. Mrs. Spenta Kandawalla Director
3. Mr. Aslam Faruque Director
4. Mr. Amin Qasim Dada Director

; 5. Mr. Rasheed Y. Chinoy Director
6. Syed A. Wahab Mehdi Director
7. Syed Hur Riahi Gardezi Director
8. Mr. Akbarali Hussain Secretary Board
LEAVE OF ABSENCE:
1. Mr. Shahid Rahim Shaikh Director

2. The meeting started with recitation of verses from the Holy Quran by
Syed Hur Riahi Gardezi, Director.
7

3. Mr. Ansar Hussain, Divisional Head(Investment) also attended the meeting
to assist the Board in respect of arriving at decision on price to be offered to M/s.
TPL Properties (Pvt) Ltd, in respect of Centre Point Project and to answer the
queries if any in the matter on documents to be executed and any other technical
) point regarding valuations and incorporation of various directives of the Board in
the documents.

ITEM (1) CONFIRMATION OF MINUTES OF 210™
MEETING OF THE BOARD OF DIRECTORS.

4.  The minutes of the 210™ meeting of the Board of Directors held on 7 April,
2010 together with implementation report were placed before the Board.

Item No.1, para-6, page-3038 — Confirmation of minutes of 208™ and 209™
meeting of the Board of Directors.

5. Mrs. Spenta Kandawalla, Director pointed out that it was in the opinion of
Syed Hur Riahi Gardezi that State Life because of SECP rules is currently
investing 9% of the policyholders fund.

Item No.2, para-14, page No.3041 - Consideration and approval of '
recommendations in minutes of 9" meeting of Real Estate Committee held | StAnMAvs
on 6-4-2010. P e

6. Syed Hur Riahi Gardezi pointed out that in the _ﬁrst line after the word
“informed”, the letter "t" be inserted to correct a typographical error.
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Item No.5(v), para-68, page No.3059 — Remarkable achievement of State Life
during the tenure of Mr. Shahid Aziz Siddigi, present Chairman, State Life.

7. Syed Hur Riahi Gardezi pointed out that in the 5" line of para-58, the word
“figures” be replaced with the word “chart".

ltem No.4 of the minutes of 210™ meeting of the Board of Diractors —

Position paper on “Centre Point” Project — current status - report of
NESPAK on Centre Point Project.

Action: 8. Mr. Rasheed Y. Chinoy presented before the Board the minutes of the 6
DH(Inv) meeting of Real Estate and Investment Division Committee for Centre Point
~—=H(RE) Project held on 17-04-2010 which was attended by Mr. Rasheed Y. Chinoy,

r{Legal) Syed Hur Riahi Gardezi, Mr. Amin Qasim Dada and Mr. Ansar Hussain. The
extract of the minutes is reproduced below:-

The Members of the Real Estate and Investment Division Committee of
Centre Point Project went through the minutes of the 210™ meeting of the
Board of Directors of State Life held on 7" April, 2010 which Is to be
confirmed at the 211" meeting of the Board of Directors to be held on 19"
April, 2010. The Convenor of the Committee Mr. Rasheed Y. Chinoy and
Syed Hur Riahi Gardezi, Member of the Committee submitted before the
Committee a list of discrepancies noted in the minutes.

The discrepancies submitted before the Committee are as follows:-

(I) Page No.3053, para-34(f)

On the issue of cost over runs, both points of view of State Life and M/s.
. TPL Properties Ltd were explained to the Committee by M/s. Ansar Hussain

Ve and Mr. Ali Jameel.
The Committee requests the Board to authorize Mr. Rasheed Y. Chinoy,
Convenor to discuss this issue with the Corporation’s Lawyer on the project
Mr. Mahmood Mandviwalla and revert back to the Board after having
obtained a legal opinion.

\ (Il) Page No.3054, para-34(q)

| Since State Life is entering into a joint venture and not selling the property,

! the issue of 10% profit on 1* day of completion is irrelevant as such para

- 34(g) should be deleted.

(liny Para-3055, para-34(p) CHAIRMAN'S

The existing contents of para-34(p) (i) & (ii) be deleted and replaced with
the following:
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Not the balance amount of Rs.1.4 billion but the entire amount will be
placed in the escrow account and will be released as follows:-
Milestones Amount Shares to be
Payable to the transferred to
seller the purchaser
(Rs.) (State Life)
(Rs))
First Delivery of (Initial seller 800,000,000/- 80,000,000/-
Milestone | escrow property) i.e.
(a) The shares along with
the Transfer Deeds;
- (b) Copy of the Share
£ Register;
(¢) The Agreement to Sell
Assets;
(d) The Resolution.
To the Escrow Ageit. ,
Second At the time of pouring of 250,000,000/- 25,000,000/ ]
Milestone slab for 20" floor |
Third At the time of pouring of 100,000,000 10,000,000/- !
Milestone | slab for 24" floor |
Fourth Upon installation of 04 lifts 100,000,000/- 10,000,000/- |
Milestone | up to 23™ floor \
Fifth Upon completion of 50% of 100,000,000/- 10,000,000/- \
Milestone fagade. |
Sixth Upon completion of 80% of 50,000,000/- 5,000,000/- |
Milestone | fagade by 30-04-2011. |
Total 1,400,000,000/- 140,000,000/- !
Out of Rs.800 million to be paid at the first milestone, a cheque of Rs.400 million
or such outstanding amount of bank mortgage as would be specified by the bank
- would be paid directly to the bank from the escrow account.
(IV) Para-3055, para-34(r)
M/s.TPL Properties Ltd and not its subsidiary management company will rent out
the property either to National or to Multinational companies
(V) Para-3055, para-34(s)
Since it has been agreed that payment from Escrow Account will be released on
certificate of architect, verification from independent qualified Project Manager is
superfluous and needs to be deleted.
9. The above discrepancies pointed out by the Convenor, Real Estate and
Action: Investment Division Committee in its minutes was deliberated upon by the CHAIRMAN'S
DH(,m,') members of the Board, however no decision was arrived at excepting that Board __._-_:‘ —
YH(RE) pgreed to changes suggested at page-3055, para-34(r) where it was pointed out P 2
(Legal) that M/s. TPL Properties (Pvt) Ltd and not its subﬁdiayv management company
will rent out the property either to national or to multi national company.
P
-
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10. Mr. Rasheed Y. Chinoy, Director informed the Board that in case of cost over
runs, M/s. TPL Properties (Pvt) Ltd would be issuing right shares to State Life of
an amount equivalent to amount of cost over runs. The Board did not agree to the
above proposal and felt that issue of right shares would be detrimental to the
interest of State Life. M/s. TPL Properties (Pvt) Ltd should be made to transfer
shares out of its own share holding in Centre Point Project to State Life equivalent
to amount of cost over runs. The issue of right shares would disturb the total paid
up capital which the Board had decided to be equivalent to the value of the
project.

11. On a query from Syed A. Wahab Mehdi, Director, Mr. Ansar Hussain,
Divisional Head(Investment) informed the Board that there existed two private
limited companies wholly owned by State Life for State Life properties located at
Abdullah Haroon Road and Lacky Road.

12. The Board further decided that a file on Centre Point Project be prepared by
Divisional Head, Investment Division, in coordination with and after incorporating
the views of Divisional Head(RE) and Divisional Head(Legal Affairs) and
circulated to each member of the Board. The file should contain the following:-

a) Implementation report of DH(Investment), GM(RED) and DH(Legal
Affairs) on all deliberations and decisions taken by the Board of Directors
at its 205" to 211" meetings of the Board.

b) Implementation report of DH(Investment), GM(RED) and DH(Legal
Affairs) on all deliberations and decision taken at the 5" , 6" and 8"
meetings of the Real Estate Committee.

c) Implementation report of DH(Investment)) GM(RED) and DH(Legal
Affairs) on all deliberations and decision taken at the 1% to 6" mestings of
Real Estate and Investment Division Committee.

d) Copies of all the documents, agreements and correspondence received
and exchanged from M/s. A&A Associates and M/s. TPL Properties (Pvi)
Ltd and legal consultants of M/s. TPL Properties (Pvt) Ltd and State Life
i.e. M/s. Rizvi, Isa, Afridi and Angell and M/s. Mahmood Mandviwalle.
The documents will include ownership documents, site plan, master plan,
approved building plan from KBCA, approval letter from SSGC, sanction
letter from KWSB/Civil Aviation Authority, Environmental Protection
Agency and drafts of all agreements to be executed by M/s. TPL
Properties (Pvt) Ltd and State Life in respect of the above project duly
vetted and cleared by Legal Consultants of both the parties and Legal
Affairs Division, Real Estate Division and Investment Division of State
Life. The documents should cover all the directives given by the Board in
respect of the project at its various meetings including directives given in
respect of powers of the Chairman and CEO, penalty clauses, cost over
runs, certification of bills for work to be done, etc. The documents should
be in line with requirements laid down in the Insurance Ordinance 2000
as well as SECP Rules and guidance issued by Ministry of Finance and
Ministry of Commerce in respect of investments and the property
documents be scrutinized and examined to ensure that it gives a valid
legal title to the joint venture and that it is free from all encumbrances.

CHAIRMAN'S
INITIALS
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e) Valuation reports of Oceanic Surveyors, Ernst & Young and NESPAK.

f) Project grading report.

g) Valuation workings of Investment Division.

h) Certificate of the architect in respect of the covered area and rentable
! area and percentage of civil work completed given by ARCOP.

-/ i) List of equipments including elevators, co-generation plant and air-
conditioning plant and their valuations.

Sﬁ:ﬁ,’:,', 13. Syed Hur Riahi Gardezi pointed out that on page-3055, para-34(r) the word
DH(RE) “the management of the property shall be at no cost to State Life.”
DH(Legal)
N ' 14. Mr. Aslam Faruque, Syed A. Wahab Mehdi and Mrs. Spenta Kandawalla
£ gf{t(';"'\‘l') were of the view that State Life should offer a price of Rs.2.75 billion for the Centre
DH(RE) Point Project. Mr. Ali Jameel of M/s. TPL Properties (Pvt) Ltd insisted on Rs.2.85

DH(Legal) bill?on. The Chairman broke the deadlock by arriving at a figure of Rs.2.8 billion
which was agreed to by all concerned.

Iltem No.2, para-14, page-3040 - Consideration and approval of
recommendations in minutes of 9™ meeting of Real Estate Committee held
on 6-4-2010.

Action: 15. Syed A. Wahab Mehdi pointed out that the following should be included in
ED(RE) para-14 “ a detailed spread sheet should be prepared by Real Estate Division in
DH(RE) which all the properties owned by State Life should be listed giving the following
details:-

Name of the property, acquisition cost, estimated market value, further
investment made in the property, income generated on an annual basis,
percentage of property unoccupied, action plan to improve yield on
investment, litigation involved if any and adverse position if any required to
be informed to the Board.

Action: 16. The Chairman State Life placed before the Board a note dated 16-04-2010
gmg‘g received from Mr. Mohammad Yahya, ED(RE/P&GS) on issues regarding
DH{Legal) investment and joint venture company viz. Centre Point which is reproduced

below:-

| being Executive Director(RE) have reviewed the entire process regarding the
investment in Joint Venture Company with M/s. TPL Properties (Pvt) Lid. My
review has led me to believe that the entire process is suffering from serious
infirmities and lacunas. There are chances that we may end-up with serious
audit objections. Moreover, the process may also be questioned as non-
transparent.

CHAIRMAN'S
INITIALS

Some of the concerns which | have is as under:-

a) The valuation done by M/s. Oceanic Surveyors (Pvt) Ltd for the project has
not been supported by any concrete material evidence. Apparently the valuo
is on the higher side. No document has ever mentioned cost of land and the
BOQ.
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b) The valuator have relied on the properties on I. |. Chundrigar Road,

d)

Q)

h)

)

k)

)

Shahrah-e-Faisal and Clifton which are far prestigious areas than Centre
Point.

The valuator have not mentioned the costmake of equipment i.e. the

elevators, co-generation plant and air-conditioning plant in their evaluate
report.

Another serious concern which needs to be brought in the notice of Board of
Directors is the exact rentable area because it appears that M/s. TPL
Properties (Pvt) Ltd have increased the total saleable area from 161,722
square feet to 196,618 square feet without any increase in the carpet area. It
needs due-diligence as to how an area can increase without increase in
number of floors.

Another important factor is that when State Life was considering the outright
purchase of the building M/s. TPL Properties (Pvt) Ltd had given assurance
about the definite income stream from the day one through M/s. Uni Lever
Pakistan, which is now missing. The terms show that before April, 2011 all
payment of Rs.1.4 billion will have been released, thus how will State Life
protect the default?

The agreement should have a clause that in case of misrepresentation and
concealment of facts as it stands before signing of the agreement should
render the agreement null and void ab-initio.

State Life will have no control over the quality of work/cost. Therefore it is
suggested that all expenses subsequent to the agreement with State Life
should be certified by a Project Manager to be appointed by State Life and
checked with BOQ before release of payment to the Contractors.

The capacity in which the Jamil Group would be executing the agreement
should be clear as to who would make the payment of stamp duty on
increase in authorized and paid up capital from Rs. 10 million to Rs. 3 billion.

Copy of audited accounts of M/s. TPL Properties (Pvt) Ltd should be kept on
record.

There should be no encumbrances and lien on the property before State Life
enters into agreement.

Transfer of property from A&A Associates to TPL Properties (Pvt) Ltd should
be completed before the deal is executed.

All legal documents to be executed by State Life should be vetted/verified
and cleared by Legal Affairs Division of State Life and Legal Consultants of
State Life.

CHAIRMAN'S
INITIALS
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DH(Inv)
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DH(Legal)
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DH(Inv)
DH(RE)

( DH(Legal)

L ~~Action:

~_JH(Inv)
“ DH(RE)
DH(Legal)
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DH(Inv)
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DH(Legal)

) { ‘ Action:

= DH(nv)

- DH(RE)
Il DH(Legal)

Action:
DH(Inv)
DH(RE)
DH(Legal)

m) The Joint Venture Company should be listed on the Stock Exchange before
any initial payment is released.

In the nutshell, the decisions pertaining to the Joint Venture Company have not
been discreetly examined nor proper due diligence have been made.

In the light of the above observations, | being Executive Director(RE) and a
member of the Real Estate and Investment Division Committee respectfully
refuses to sign any agreement in this context with any entity.

It is further proposed that the Real Estate Division and M/s. NESPAK the Real
Estate Consultants be advised to technically evaluate the entire project
especially keeping in view the nature/make/origin of equipments that will be
installed at Centre Point.

17. The Board decided that the objections raised by ED(RE) should be
addressed and the Real Estate and Investment Division Committee should put up
its views on objections raised by ED(RE) for Board consideration at the next
meeting of the Board to be held on 18" May, 2010.

18. The Board was pleased to observe that all legal and other issues raised by
the Board from time to time should be clearly elaborated and explained by all
those who have been delegated responsibility to carry out due diligence of the
project i.e. all the members of the Real Estate and Investment Division Committee
comprising of 1) Mr. Rasheed Y. Chinoy, Mr. Amin Qasim Dada, Syed Hur Riahi
Gardezi, Mr. Mohammad Yahya (representing RE Division) and Mr. Ansar

Hussain(representing Investment Division), before the matter is finally concluded.

19. The Board also decided that two separate escrow account be operated of
Rs.400 million each.

20. The Board also directed Mr. Ansar Hussain, Divisional Head(Investment) to
Project to the Board of Directors at its next meeting.

21. The Board further directed Mr. Ansar Hussain, Divisional Head(Investment),
Board to review at its next meeting. The Board was also informed by Mr. Ansar
Hussain that the transfer cost of the property from M/s. A&A Associates to M/s.
TPL Properties (Pvt) Ltd would be borne by Jameel Group themselves. The stamp
duty for increase in authorized and paid up capital of M/s. TPL Properties (Pvt)
Ltd would also be borne by Jameel Group.

22 The Board also directed Mr. Ansar Hussain, Divisional Head(Investment) to

levied on the shares of Rs.1.4 billion to be issued to State Life

obtain, check and submit revenue stream of co generation plant of Centre Point -

to submit legal documents containing the powers of CEO and Chairman to the |

let the Board know at its next meeting, the amount of stamp duty that would be *

CHAIRMAN'S
INITIALS
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' Action: 23. The Board desired that the legal consultant of State Life on Centre Point
[ g:(;‘g) Project Mr. Mahmood Mandviwalla should be available at the next Board meeting |
| (RE) to answer any queries and guide the Board on matters relating to Centre Point
| DH(Legal) Project.

L‘ 24. The Board further desired that Mr. Mohammad Yahya, ED(RE) should also
Action: be present in the next Board meeting to brief the Board on observation made by
ED(RE) him on the Centre Point Project in his Note Sheet to the Chairman which was

submitted to the Board for information.
25. Implementation report of 210" meeting of the Board of Directors were noted.
. 26. Syed Hur Riahi Gardezi, Director proposed and Mr. Amin Qasim Dada.
r{ | Director seconded that the minutes of 210™ meeting of the Board of Directors be
! confirmed.
L_‘ 27. Accordingly, it was resolved as under:-
. RESOLVED:
ggg?:t:ary “that the Minutes of 210™ meeting of Board of Directors held on 7™ April,
(Board) 2010 are confirmed.
ITEM (2) POSITION PAPER ON LAST THREE YEARS REINSURANCE
EXPENSES.
Action:
EB(:S” 28. Due to paucity of time, the above item was deferred to the next meeting of
DH(Act) the Board.
. ITEM(3) STATE LIFE'S ANNUAL ACCOUNTS TOGETHER WITH
AUDITORS REPORT AND MANAGEMENT LETTER THERECN
FOR THE YEAR ENDED 31°" DECEMBER, 2009
29. Executive Director(F&A) presented before the Board, a memorandum dated
21-04-2009 regarding State Life Audited Annual Accounts for the year ended
December 31, 2009 together with the auditor’s report to the members thereon and
the auditor’s letter to the Board of Directors containing their observations on the
( | audited accounts.
o
? 30. Divisional Head(F&A) submitted to the Board, the 37" Annual Report on tha o
L] operations of State Life Insurance Corporation of Pakistan for the year ended 31"
December, 2009 comprising of the audited financial statements/regulatory
returns: (a) Financial Statements: Balance Sheet, Profit & Loss Account,
Statement of Changes in Equity, Revenue Account, Statement of Premium,
Statement of Claims, Statement of Investment Income, Statement of Expenses, | _ """
Statements of Cash Flows and (b) Regulatory Returns: Statement of Assets for

Solvency, Classified Summary of Acoeto in Pakiotan, Btatomont of Maximum
Management Expenses limits U/S 22(9) and 23(9) of Insurance Ordinance. 2000
prescribed by SECP.

INITIALS
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31. He informed that the accounts of the Corporation for the year ended 31*
December, 2009 were jointly audited by a panel of statutory auditors namely:

i) M/s. Riaz Ahmad & Co.,
Chartered Accountants, Lahore.

ii) M/s. Anjum Asim Shahid Rahman,
Chartered Accountants, Karachi.

32. The panel of auditors was appointed by Federal Government, pursuant to
Article 28 of Life Insurance (Nationalization) Order, 1972. Accounts for 2009 of
Gulf Zone of the Corporation were audited by M/s. Sajjad Haider & Co., Chartered
Accountants, Dubai, UAE.

33. Operating results of State Life Insurance Corporation of Pakistan for 2009
were submitted to the Board showing a comparison of figures for 2009 with 2008
as given in Annex-1, Annex-2, Annex-3 and Annex-4 of the Memorandum.

34. Annex-5 to the Memorandum contained details of Investment Portfolio of
Pakistan Life Fund, Overseas Life Fund and for the Corporation as a whole.

35. Annex-6 to the Memorandum showed provisions, adjustments and additions
to Investment Portfolio made during 2009 for which specific approval of the Board
of Directors was required.

36. Aneex-7 to the Memorandum showed maximum management expenses

limits prescribed by SECP under section 22(9) and 23(9) of Insurance Ordinance,
2000.

37. Annex-8 to the Memorandum showed comparative figures for profit and loss
account of Shareholders’ Fund for 2008 and 2009.

38. A set of audited Annual Financial Statements/Regulatory Returns for 2009
as mentioned in the Memorandum, duly initialed by the Statutory Auditors,
alongwith Notes to accounts and Auditors’ Report thereon, was enclosed for
consideration of the Board. A copy of letter addressed to the Board of Directors
received from auditors alongwith initialed accounts containing their observations
was also submitted for perusal of the Board.

39. The Board was requested to consider and approve financial
statements/regulatory returns for 2009, mentioned in above para, alongwith notes
to the Accounts and Auditors Report thereon as well as amount of provisions,
adjustments and additions to Investment Portfolio mentioned in Annex-6 of the
Memorandum.

40. Chairman, Board Audit Committee informed the Board that the Board Audit
Committee in its 33" meeting held on 19" April, 2010 had considered the audited
accounts in detail. Letter of the Auditors to Board of Directors was also discussed
at length. The Board Audit Committee accordingly had made certain observations
and recommendations which have been recorded in the Minutes of the Board
Audit Committee. The minutes of the Board Audit Committee of the 33™ meeting
would be submitted to the Board at Its next meeting to be held on 16" may, 2010.

CHAIRMAN'S
INITIALS

=g
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Action:
. ED(F&A)
_ _DH(inv)
7 H(F&A)

41. The Board of Directors noted and discussed the points contained in the letter
of the auditors to the Board of Directors which contained the observations and
comments of the auditors on the Corporation's financial statements, underlying
accounting records, control and related matters.

42. ED(F&A) stated that as per Board Audit Committee's recommendations. the
Board was requested to approve the financial statements/regulatory returns for the
year ended 31% December, 2009 alongwith notes to the Accounts and the
Auditors Report thereon as well as the amount of provisions, adjustments and
additions to Investment Portfolio mentioned in Annex-6 of the Memorandum.

43. The Board was also requested to nominate two directors to sign alongwith
Chairman, State Life and Executive Director (F&A), financial statements/
regulatory returns for 2009 after consideration and approval by the Board.

44. The Statutory Auditors were present in the Board meeting in which the
audited accounts and letter of the auditors to the Board were discussed and
necessary directions were issued to the Management for improvement as
suggested by the external auditors. Chairman Board Audit Committee
recommended to the Board of Directors that the accounts may kindly be
approved.

45. The auditors in their audit report have reported the following:-

a) Securities and Exchange Commission(Insurance) Rules, 2002, require
subsequent re-measurement of available for sale investments at lower
of cost or market value where the market value is to be taken as lower if
the fall is other than temporary. The Corporation follows the accounting
policy to determine the “lower of cost or market value” on aggregate
portfolio basis (refer note 4.13 to the financial statements), which
practice, in our view is not in conformity with the aforesaid Rules.
Further, as allowed by the SECP vide its Circular No.3/2009 dated
February 16, 2009, the Corporation as at December 31, 2008
considered impairment of Rs.7,958 million in certain available for sale
securities as temporary, which was to be recognized in next calendar
year after adjustment of subsequent price fluctuations. However, the
Corporation did not follow the requirements of the aforesaid circular. As
at December 31, 2009, market value of certain available for sale
investments was lower than the cost by Rs.3,317.532 million for which
no impairment has been recorded in the accompanying financial
statements.

The Board directed that a letter be written to SECP for exemption for one
more year in this regard. The Chairman also explained that loss in shares of
individual companies have not been provided for, however the market value
of the shares on an aggregate bacie ie muoh higher and neodo no provicion.

CHAIRMAN'S
INITIALS
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' b)  Moreover, the certificates of investment of Rs. 100 million invested with

égt('::‘A ) First Dawood Investment Bank Limited were overdue since January 13,

DH(Inv) 2009 and_are doubtful of recovery, for which impairment has not been

| DH(F&A) recorded in the accompanying financial statements. In the absence of

‘ required actuarial calculations, we are unable to ascertain the financial

,‘ impacts on reported surplus, profit, policyholders’ liabilities, statutory
funds and equity.

The Chairman informed the Board that the management of First Dawood
Investment Bank had initially offered some properties price of which was to
be adjusted against their dues, however the management of the bank have
now offered some equities listed on the Stock Exchange for settiement of the
outstanding amount.

¢) The Corporation had signed a 'Fund Management Agreement’ with
Bureau of Emigration and Overseas Employment (‘the Bureau") in the
previous years to retain and invest the refundable premiums pertaining
=~ AstioR: to various emigrants and to provide the Bureau with the agreed returns
ED(F&A) thereop. As at December 31, 2009 the outstanding amount held unc_ier
DH(F&A) the said agreement was Rs.1,029.28 million on which the Corporation
DH(G&P) provided the agreed return of Rs.123.624 million during the year. The
outstanding amount has been wrongly grouped in claims payable in the
accompanying financial statements. During the year, the Corporation
obtained specific legal opinion as to its legal capacity tc manage the
aforesaid fund on behalf of the Bureau, according to which, such fund
management is not authorized by the mandate of the Corporation under
the Life Insurance (Nationalization) Order, 1972. The impact of this non
compliance on the amounts reported in the accompanying financial
statements cannot presently be determined.

The Chairman informed the Board that a letter has been written to Ministry of
Commerce in this regard for disposal of the above fund which the Ministry of
Commerce has taken up with the Ministry of Finance. The Chairman further
informed that G&P Division has been directed to follow up the matter with
Ministry of Commerce for early disposal of the fund as per the directives o
the Ministry of Finance. ‘

46. The letter of the auditors to the Board of Directors reference AB5910 dated
17" April, 2010 was presented before the Board by the representatives of the
j auditors of State Life and discussed in detall with members of the Board. The
summary of points and discussions and decision thereon are given below:-

1. Receivable of Employees Pension Fund

CHAIRMAN'S
INITIALS
It was mentioned in the letter, that last year auditor report was qualified ==
because there was an amount of Rs.409 million receivable from Employee

Pension Fund, which was not recognized in the revious years' financial
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statement of State Life, resulting in understatement of the said amount in the
revenue account in those years. The Corporation has recognized the total
amount of Rs.364 million in the current year financial statement as per the
actuarial advice which include both the effect of the current and previous
year's pension obligation. Non reorganization of this amount in prior years
constitutes an error and requires restatement of prior years' financial
statements affected by this non-recognition in accordance with the
requirements of para 42 of International Accounting Standard (IAS) 8
“Accounting Policies, Changes in Accounting Estimates and Errors”.
However, the auditors were given to understand by the management that it is
impracticable to restate the prior year's financial statements and therefore,
the adjustment has been effected in the current year financial statements
only. Accordingly, the modification from the audit report has been removed
during the year. This is for information purpose only.

2. Receivable from Government of Punjab

Last year's audit report was also qualified on the matter of non-provision for
impairment of Rs.627,462 million, out of total receivable from Government of
Punjab, on account of premium due but unpaid amounting to Rs.1,360.088
million. During the current year, the Corporation has written off receivable
from provincial government to the extent of Rs.736 million, including
receivable from Government of Punjab, which resulted in removal of
modification from the audit report during the year as well. This is for
information purpose only.

3. Taxation

The tax provision for the current year has been computed under section 113
(minimum tax based on turnover) of the Income Tax Ordinance, 2001
whereby the tax charge attributable to shareholder's fund and policyholder's
fund amounts to Rs.177.7 million and Rs.75 million respectively. It should be
noted that the Corporation, is already contesting the charge of minimum tax
in the Honorable High Court of Sindh for the assessment years 1992 to
2002, on the plea that minimum tax is not applicable on the total turnover
attributed to the policy holder's paid. Therefore, we understand that by
recording the provision under minimum tax, the Corporation is itself
weakening its stance on the appeals being filed in the Honorable Court.

Syed Hur Riahi Gardezi, Director pointed out that it was prudent to make
provision in the accounts, though the case was in the court of law. State Life
has filed an appeal in the court against the decision of FBR against State
Life. The provision in the accounts would allow the spreading of the tax

charge to a number of years rather than a charge in a particular year in case
State Life lost the appeal before the Honorable Court.

CHAIRMAN'S
INITIALS
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4. Staff retirement benefits

It was pointed out that the Corporation is not carrying out actuarial valuation
for determination of present value of the liability relating to unfunded gratuity
scheme of the employees and compensated absences for those employees
who have not opted for rule 32 of the Employees Service Regulations, 1973.
Due to the uncertainties, including the duration of employment, inflation
factor, mortality rate, and estimation of future salary levels etc., it is
imperative that such a valuation should be carried out using an independent
actuary. The auditors recommended that management should involve an
independent actuary to determine the present value of the liability related to
unfunded gratuity scheme and compensated absences as aforesaid.

On a query, DH(F&A) informed the Board that the above practice existed
which has resulted in excess provision. The Board directed Divisional
Head(F&A) to carry out an actuarial valuation from next accounting year to
determine the present value of the liability related to unfunded gratuity
scheme and compensated absences as aforesaid and make provision
accordingly.

The Auditors also drew the attention of the members of the Board towards
treatment of recognition of liability for compensated absences. In the case of
policy relating to employees who have not opted for rule 32 of the Employees
Service Regulations, 1973, the liability is being recognized on the basis of
total earned leave balances as at the year end which in some cases exceeds
the maximum ceiling of three sixty five days. This is resulting in the
recognition of excess provision. Furthermore, in case of employees who
have opted for rule 32 of the said regulations, the liability is being recognized
on the basis of total earned leaves whereas, only two third of those leaves
are encashable in the next year.

//i' Reclassification of Investment
\ The Board was informed that the Corporation has reclassified its investments

in certificates of investment (COls) and term finance certificates(TFCs)
amounting to Rs.166 million and Rs.972 million respectively from “available
for sale" to “held to maturity” category. This is only for information purpose.

6. Anti Fraud Programme and Control

The auditors recommended that the Corporation needs to develop and
implement a formal, comprehensive and robust system of anit-fraud
programs and controls (including a whistle-blowing policy for reporting of
frauds and protection of whistle blower) that are considered an integral part
of effective internal control system. Such programs and controls are basically
responses to the results of a formal periodic risk assessment procedure
which is carried out by the management to develop the riek repository of the
Corporation and possible mitigating controls.

CHAIRMAN'S
INITIALS
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A ‘whistle-blower' program allows a supplemental confidential
communication channel for employee to lodge complaints, submit concerns
regarding questionable matters, or report fraudulent behavior. This, coupled
» with strong communication of the message to employees to encourage
reporting irregularities, can prove to be the most effective anti-fraud control
- mechanism. In absence of a whistle-blower program, malpractices concealed
through undue influence or coercion could go unnoticed as the employees
are not provided with a secure communication medium. ‘

Other aspects of anti-fraud programs and controls could include:

a) a written policy on fraud conveying the expectation of Board and senior
management regarding managing the risk of fraud and a clear message
of “zero tolerance for fraud”,

‘ b) periodic fraud risk assessment that entails identification of potential

j schemes of fraud and their exposure that the Corporation needs to
mitigate;

¢) prevention techniques to avoid key fraud risk events to mitigate possible
impact on the Corporation.;

d) detection techniques and processes are established to uncover fraud
events when preventive measures fail;

e) a comprehensive fraud reporting process, including setting up some hot
lines, protection of whistle blowers, appointing senior officers to whom
instances of fraud and irregularities are to be reported, maintaining a
proper log of complaints including anonymous complaints; and

f) comprehensive policies of reporting and managing conflict of interest
situations.

In the absence of anti-fraud programs and control, any concerns relating to
7 . fraud and irregularities, breaches of ethics, internal control issues and other

f related matters may not be highlighted or submitted, investigated and dealt
with appropriately. This in turn undermines the confidence of stakeholders
and provides an opportunity for wrong-doers.

The Board directed F&A/IIA&C Division to come up with a proposal to
address the above recommendation of the auditors.

/S
/ 7. Investment properties

The Auditors pointed out that the Corporation has classified certain lands,

'l

! 2;?:&) buildings and related assets used for administrative purpose as investment

| DH(F&A) properties which is against the principles laid down IAS40. The Corporation _
_  DH(RE) has occupied approximately 22% of the total rentable area in the buildings

classified as investment properties for its administrative use.

Additionally, the Real Estate Division of the Corporation is charging notional
interest/rent on the other departments of the Corporation which is b8iING | cuainman's
shown in the expenses of the concerned departments. Although the effect is INITIALS
nullified, but the treatment being carried out is question able, as the financial ===
statements are prepared for the Corporation as a whole and this treatment
should only be valid for the management reporting purposes.
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As suggested by DH(F&A), the Board directed that RE Division should carry
out an exercise to determine the percentage of administrative use of each
building owned by State Life so that percentage of area to be classified as
administrative property and investment property can be determined.

DH(F&A) explained that the reporting of notional income and notional
expense in the financial statements was carried out as per directives and
formats prescribed by SECP.

8. Amount due to Life Insurance Corporation of India

A sum of Rs.12.881 million has been outstanding as payable to Life
Insurance Corporation of India for more than 27 years representing dividend
on certain shares received in the current and previous years that were in the
name of Life Insurance Corporation of India. The auditors recommended that
the management should expedite its efforts to resolve the matter by pursuing
it with the Ministry.

The Board directed DH(F&A) to follow up the matter with Ministry of
Commerce where a reply to a letter from State Life on the matter is still
awaited.

9. Investment in Subsidiary

The Corporation had made investment in the shares of SAMCO and
classified the same as an investment in the subsidiary. The Board of State
Life in its 164™ meeting held on 14" January, 2002 have decided to wind up
SAMCO at the earliest, however the process has not so far been completed.
The shares certificates have not been shown to the auditors for physical
verification.

The Chairman informed the auditors that the AGM of SAMCO was held on
19" April, 2010 and the company is in the process of winding up.

10. Assets not held in the name of statutory funds

Section 39 of Insurance Ordinance, 2000 states that, “none of the assets in
Pakistan of any insurer shall, except in the case of deposits made with the
State Bank of Pakistan under section 29, or in the case of assets, other than
deposits, with a scheduled bank acting as a custodian, be kept othenwise
than in the corporate name and under the direct control of the insurer and, in
the case of assets of a statutory fund of a life insurer, in the name of the
statutory fund”.

However, the auditors noted that the assets kept and investments made by
the Corporation through Statutory Fund are not held in the name of
respective Statutory Funds, which in their opinion was in contravention of
section 39 of the Insurance Ordinance, 2000.

CHAIRMAN'S
INITIALS







