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INDEPENDENT AUDITOR’S REPORT

To the members of Universal Service Fund - Company
Report on the Audit of Financial Statements

Opinion

We have audited the annexed financial statements of Universal Setvice Fund (the Company) which comprise
the statement of financial position as at June 30, 2019, and statement of income and expenditure and other
comprehensive income, the statement of cash flows for the year then ended, and notes to the 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 statement of
financial position, statement of income and expenditure and other comprehensive income and the statement of
cash flows together with the notes forming part thereof conform with the accounting and reporting standards as
applicable in Pakistan and give information required by the Companies Act, 2017 (XIX of 2017), in the manner so
required and respectively give a true and fair view of the state of the Company’s affairs as at June 30, 2019 and of
the surplus 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 Awditor’s Responsibilities for the Andit of the
Financial Statements section of our report. We are independent of the Company in accordance with the
International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants as adopted by the
Institute of Chartered Accountants of Pakistan (the Code) and we have fulfilled our other ethical responsibilities
in accordance with the Code. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Emphasis of Matter

We draw attention to note 14.2.1 & 14.2.2 to the financial statement which describes the uncertainty relating to
tax matters of the Company. No provision for tax amounting to Rs. 3,939,571,607 & Rs. 139,511,568 is made in
these financial statement on the basis of management stance and expectation of successful outcome.

Responsibilities of Management and Board of Directors for the Financial Statements

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

In preparing the financial statements, management is responsible for assessing the Company’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of
accounting unless management either intends to liquidate the Company or to cease operations, or has a realistic
alternative to do so.

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

Chartered Accountants
Member of Grant Thornton International Ltd.

Other offices in Lahore and Karachi
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Auditor’s Responsibilities for the Audit of the Financial Statements

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

As part of an audit in accordance with ISAs as applicable in Pakistan, we exercise professional judgement and
maintain professional skepticism throughout the audit. We also:

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

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

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

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

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

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

Report on Other Legal and Regulatory Requirements

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

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

b) the statement of financial position, the income and expenditure statement and the statement of cash
flows together with the notes thereon have been drawn up in conformity with the Companies Act, 2017
(XIX of 2017) and are in agreement with the books of accounts and returns;

) investments made, expenditures incurred and guarantees extended during the year were for the purpose

of the Company’s business; and
d) no Zakat was deductible at source under the Zakat and Ushr Ordinance, 1980 (XVIII of 1980).

The engagement partner on the audit resulting in this independent auditor’s report is Waqas Waris.

M/‘rgﬁnﬁ’wo WL@-&AN

slamabad
September 06, 2019

Member of Grant Thornton International Ltd.



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)

STATEMENT OF FINANCIAL POSITION

AS AT JUNE 30, 2019
June 30, 2019 June 30, 2018
Note ~ ———--- Rupees ---------
ASSETS
NON-CURRENT ASSETS
Property and equipment , 4 24,680,063 20,439,819
Intangible assets 5 24,994,338 4,100,881
Long term deposits 127,500 127,500
Long term advances 6 498,259 1,756,049
50,300,160 26,424,249

CURRENT ASSETS
Advances 7 504,941,286 1,302,301,673
Short-term prepayments 8 2,775,593 19,318,403
Interest accrued 85,152,640 54,653,185
Other receivables 9 1,096,016,872 4,500
Cash and bank balance 10 3,713,359,650 2,866,569,141

5,402,246,041 4,242 846,902
TOTAL ASSETS 5,452,546,201 4,269,271,151
EQUITY AND LIABILITIES
EQUITY - -
NON-CURRENT LIABILITIES
Fund balance (Restricted) 11 5,017,064,385 3,839,836,759
Deferred capital grant 12 49,674,401 24,540,700

5,066,738,786 3,864,377,459
CURRENT LIABILITIES
Trade and other payables 13 385,807,415 404,893,692
TOTAL EQUITY AND LIABILITIES 5,452,546,201 4,269,271,151

I.E\'
CONTINGENCIES AND COMMITMENTS 14
The annexed notes, from 1 to 23 form an integral part of these financial statements.
¥
]
CHIEF EXECUTIVE DIRECTOR

/




UNIVERSAL SERVICE FUND
(A Company incorporated under Section 42 of the Companies Act, 2017)

STATEMENT OF INCOME AND EXPENDITURE AND OTHER COMPREHENSIVE INCOME

FOR THE YEAR ENDED JUNE 30, 2019

June 30, 2019 June 30, 2018
Note - Rupees ---------
INCOME
Amortization of deferred capital grant 12 15,027,063 14,809,411
EXPENDITURE
Administrative and general expenses 15 338,523,611 315,862,068
Subsidy grant for projects 16 7,397,099,688 6,834,4306,561
Fee to technical auditors for projects 17 34,416,102 13,724,933
7,770,039,401 7,164,023,562
(7,755,012,338) (7,149,214,151)
EXPENDITURE CHARGED TO FUND BALANCE 11 7,759,025,410 7,153,421,102
NET SURPLUS/(DEFICIT) FOR THE YEAR 4,013,072 4,206,951
OTHER COMPREHENSIVE INCOME
Item not to be reclassified to income and expenditure account in subsequent
periods
Re-measurement (loss)/gain on deferred benefit plan (4,013,072) (4,206,951)
TOTAL COMPREHENSIVE INCOME FOR THE YEAR - -
¥

The annexed notes, from 1 to 23 form an integral part of these financial statements.

D/

ECUTIVE

PIRECTOR



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2019

June 30, 2019 June 30, 2018
Note = —-emo-m- Rupees ---------
CASH FLOWS FROM OPERATING ACTIVITIES
Subsidy grant disbursement (6,205,120,282) (6,786,484,959)
Technical audit fee (34,451,262) (13,622,192)
Liquidated damages, profit on deposit account and others 356,100,482 102,735,390
Payment to suppliers and employees (181,140,390) (297,598,967)
Net cash used in operating activities (6,064,611,452) (6,994,970,728)
CASH FLOWS FROM INVESTING ACTIVITIES
Procurement of property and equipment (13,857,637) (10,204,398)
Procurement of intangible assets (23,740,402) (5,306,385)
Net cash used in investing activities (37,598,039) (15,510,783)
CASH FLOWS FROM FINANCING ACTIVITIES
Grant received 6,949,000,000 9,619,000,000
Net cash used in financing activities 6,949,000,000 9,619,000,000
Net (decrease)/increase in cash & cash equivalents 846,790,509 2,608,518,489
Cash & cash equivalents at beginning of year 2,866,569,141 258,050,652
Cash & cash equivalents at end of year 10 3,713,359,650 2,866,569,141
The annexced notes, from 1 to 23 form an integral part of these financial statements.
DIRECTOR

CH7/=E ECUTIVE



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

1

STATUS AND ACTIVITIES

The Universal Service Fund Company ("the Company") was incorporated in Pakistan as a Public Company,
limited by guarantee, not having a share capital and licensed under section 42 of the repealed Companies
Ordinance, 1984 on 12 December, 2006 as a not-for-profit entity. The Company was formed under Section 10 of
the Universal Service Fund Rules, 2006 ("the Rules") and its registered office is situated at 5th floor, HBL Tower,
Jinnah Avenue, Islamabad.

Pursuant to Section 16 of the Rules, operations of the Company are funded by the Ministry of Information
Technology (MoIT), Government of Pakistan through the Universal Service Fund ("USF"), a separate entity
established under section 33 A of the Telecommunication Re-organization Act, 1996. USF is kept in the non-
lapsable public fund account of the Federal Government maintained with the Federal Treasury Office. The
account is maintained and operated by Ministry of Information Technology (MoIT). The primary objective of
the Company is to plan, develop, finance and execute communication network projects and services to un-served
or under-served areas of Pakistan as defined under Section 26 of the Rules mainly through disbursement of
grants received from Government of Pakistan, in the form of subsidies to selected contributories to USF, for
execution of the related telecom projects.

BASIS OF PREPARATION

21

2.2

Statement of compliance
These financial statements have been prepared in accordance with the accounting and reporting standards as
applicable in Pakistan. The approved accounting and reporting standards applicable in Pakistan comprise of:

- International Financial Reporting Standards (IFRS Standards) issued by the International Accounting
Standards Board (IASB) as notified under the Companies Act, 2017 (the Act);
- Accounting Standard for Not for Profit Organizations (Accounting Standard for NPOs) issued by the
Institute of Chartered Accountants of Pakistan as notified under the Companies Act, 2017; and
- Provisions of and directives issued under the Companies Act, 2017.
Where provisions of and directives issued under the Companies Act, 2017 differ from the IFRS Standards or the
Accounting Standard for NPOs, the provisions of and directives issued under the Companies Act, 2017 have
been followed.
Basis of measurement
These financial statements have been prepared under the historical cost convention except for liability for
gratuity, which is carried at present value of defined benefit obligation net of fair value of plan asset.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ESTIMATES

31

3.11

The accounting policies have been applied consistently to all periods presented in these financial statements
except in note 3.1:

Changes in accounting policy

The Company has adopted IFRS 9 'Financial Instruments' from July 01, 2018 which are effective for the
reporting period/year ending on or after June 30, 2019 and the annual periods beginning on or after July 01,
2018 respectively. The details of new significant accounting policies adopted and the nature and effect of the
changes to previous accounting policies are set out below:

IFRS 9 'Financial Instruments'
IFRS 9 replaced the provisions of IAS 39 ‘Financial Instruments: Recognition and Measurement’ that relates to
the recognition, classification and measurement of financial assets and financial liabilities, derecognition of
financial instruments, impairment of financial assets and hedge accounting. Changes in accounting policies
resulting from adoption of IFRS 9 have been applied retrospectively. The details of new significant accounting
policies adopted and the nature and effect of the changes to previous accounting policies are set out below:

\



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

Classification and measurement of financial assets and financial liabilities
IFRS 9 largely retains the existing requirements in IAS 39 for the classification and measurement of financial
liabilities. However, it eliminates the previous IAS 39 categories for financial assets of held to maturity, loans and
receivables, held for trading and available for sale. IFRS 9, classifies financial assets in the following three
categories:
a. Amortized cost;
b. Fair value through other comprehensive income (FVOCI); and
c. Fair value through profit or loss (FVTPL).
The following assessments have been made on the basis of the facts and circumstances that existed at the date of
initial application:
- The determination of business model within which a financial asset is held and contractual cash flows; and
- The designation and revocation of previous designation of certain financial assets as measured at FVIPL.
A financial asset is measured at amortized cost if it meets the following conditions and is not designated as at fair
value through profit or loss:
- it is held within business model whose objective is to hold assets to collect contractual cash flows; and
- its contractual terms give rise on specified dates to cash flows that are solely payments of principal and
interest on principal amount outstanding.
The Company accounts for financial assets at FVOCIT if the assets meet the following conditions:
- they are held under a business model whose objective it is “hold to collect” the associated cash flows and
sell; and
- the contractual terms of the financial assets give rise to cash flows that are solely payments of principal and
interest on the principal amount outstanding.
For assets measured at fair value, gains and losses will either be recorded in the statement of profit or loss or
other comprehensive income. For investments in equity instruments that are not held for trading, this will
depend on whether the Company has made an irrevocable election at the time of initial recognition to account
for the equity investment at FVOCI.
All financial assets not classified as measured at amortized cost or FVOCI as described above are measured at
FVTPL. On initial recognition, the Company may irrevocably designate a financial asset that otherwise meets the
requirements to be measured at amortized cost or at FVOCI as FVTPL if doing so eliminates or significantly
reduces an accounting mismatch that would otherwise arise.
A financial asset is initially measured at fair value plus, for an item not at FVTPL, transaction costs that are
directly attributable to its acquisition.
The adoption of IFRS 9 did not have a significant effect on the Company's accounting policies related to
financial liabilities. The accounting policies that apply to financial instruments are stated in note 3.17 to the
financial statements.
On the date of initial application of IFRS 9, the following financial assets of the Company were reclassified to
amortized cost from loans and receivables without change in carrying value.
Long term deposits;
Employee's advances;
Interest accrued; and
Bank balance.
Impairment
IFRS 9 replaces the ‘incurred loss’ model in IAS 39 with an ‘expected credit loss’ (ECL) model. IFRS 9
introduces a forward looking expected credit losses model, rather than the current incutred loss model, when
assessing the impairment of financial assets in the scope of IFRS 9. The new impairment model applies to
financial assets measured at amortized cost, contract assets and debt investments at FVOCI, but not to

investments in equity insttuments.

X



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

3.2

3.3

3.31

3.3.2

3.3.3

334

3.3.5

The Company applies the IFRS 9 simplified approach to measuring expected credit losses which uses a lifetime
expected loss allowance for all trade and other receivables. Impairment losses related to trade and other
receivables, are presented separately in the statement of profit or loss. Trade and other receivables are written off
when there is no reasonable expectation of recovery. Management used actual credit loss experience over past
years to base the calculation of ECL on adoption of IFRS 9. Given the Company’s experience of collection
history and no historical loss rates/bad debts and normal receivable aging, the move from an incurred loss model
to an expected loss model has no impact on the financial position and/or financial performance of the Company.
Loss allowance on bank balances is measured at 12 months expected credit losses. Since these assets are short
term in nature, therefore no credit loss is expected on these balances.

Functional and presentation currency
These financial statements have been presented in Pakistan Rupees which is the Company's functional and
presentation currency.

Significant accounting judgments and estimates

The preparation of financial statements in conformity with approved accounting and reporting standards requires
the use of certain critical accounting estimates. It also requires management to exercise its judgment in the
process of applying the Company's accounting policies.

Estimates and judgments are continually evaluated and are based on historic experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances. Revisions to
accounting estimates are recognized in the period in which the estimate is revised and in future periods affected.
In the process of applying the Company’s accounting policies, management has made the following estimates
and judgments, which are significant to the financial statements:

Property, equipment and intangible assets

The Company reviews the appropriateness of the rate of depreciation, useful lives and residual values used in the
calculation of depreciation/ amortization on an annual basis. Any change in estimates in the future years might
affect the carrying amounts of the respective items of property and equipment and intangible assets, with a
corresponding effect on the depreciation and amortization charge.

Employee benefits
Certain actuarial assumptions have been adopted for valuation of present value of defined benefit obligations.
Changes in these assumptions in future years may affect the liability under this scheme in those years.

Provision for doubtful advances, project and other receivables
Refer to note 3.18 (i), "impairment of financial assets".

Taxation
In making the estimate for income tax payable by the Company, the Company takes into account the applicable
tax laws, and decisions taken by the taxation authorities. In instances where the Company’s views differ from the
views taken by the income tax department at the assessment stage, and where the Company considers that its
views on items of a material nature are in accordance with the law, the related amounts are disclosed as
contingent liabilities.

Provisions and contingencies

A provision is recognized if, as a result of a past event, the Company has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be required
to settle the obligation. Provisions are determined by discounting the expected future cash flows at a pre-tax rate
that reflects current market assessments of the time value of money and the risks specific to the liability. The
unwinding of the discount is recognized as a finance cost, if any.

Whete it is not probable that an outflow of resources embodying economic benefits will be required to settle the
obligation or the amount of the obligation cannot be measured with sufficient reliability, it is disclosed as
contingent liability.

|\



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

. .

3.4 Amendments to approved accounting and reporting standards that are not yet effective
The following standards and amendments and interpretations to the approved accounting and reporting
standards would be effective from the dates mentioned below against the respective standard.
Effective date (annual
periods beginning on or

Standard or interpretation after)

IAS 1 Presentation of financial statements (Amendments) January 01, 2020
IAS 8 Accounting policies, changes in accounting estimates & errors (Amendmet January 01, 2020
IAS 23  Borrowing Costs (Amendments) January 01, 2019
IAS12  Income Taxes (Amendments) January 01, 2019
IFRS 16  Leases January 01, 2019
IAS 19 Plan Amendment, Curtailment or settlement - Amendments January 01, 2019
JAS28  Long term interest in Associates and Joint Ventures - Amendments January 01, 2019
IFRIC 23 Uncertainty over Income Tax January 01, 2019
IFRS9  Financial Instruments (Amendments) January 01, 2019
IFRS3  Business Combination (Amendments) January 01, 2019

The management anticipates that the adoption of the above standards, amendments and interpretations in future
periods, will have no material impact on the financial statements other than the impact on
presentation/disclosures. The Company is yet to assess the full impact of the amendments.

In addition to the above standards and amendments, improvements to various accounting standards have also
been issued by the TASB in December 2016 and December 2017. Such improvements are generally effective for
accounting periods beginning on or after January 01, 2018 and January 01, 2019 and *period ending on or after
June 30, 2019 respectively. The company expects that such improvements to the standards and amendments will
not have any impact on the Company's financial statements in the period on initial application.

The IASB has also issued the revised Conceptual Framework for the Financial Reporting (the Conceptual
Framework) in march 2018 which is effective for annual periods beginning on or after January 01, 2020 for
preparers of financial statements who develop accounting policies based on Conceptual Framework. The revised
Conceptual Framework is not a standard, and none of the concepts override those in any standard our any
requirements in a standard. The purpose of Conceptual Framework is to assist IASB in developing standards, to
help preparers develop consistent accounting policies if there is no applicable standard in place and to assist all
parties to understand and interpret the standards.

Further, the following new standards and interpretations have been issued by the International Accounting
Standards Board (IASB), which are yet to be notified by the Securities and Exchange Commission of Pakistan
(SECP), for the purpose of their applicability in Pakistan:

IFRS 14  Regulatory Deferral Accounts
IFRS 17  Insurance Contracts

IFRS 1 First-time Adoption of International Financial Reporting Standards
The following interpretations issued by the IASB have been waived of by SECP:
IFRIC 4 Determining whether an arrangement contains lease

IFRIC 12 Service concession arrangements

\



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

3.5

3.6

Furthermore, the following new standards and amendments to International Financial Reporting Standards
(IFRS) and interpretations became effective during the year ended June 30, 2019.

IFRS 9 - Financial Instruments

IFRS 15 - Revenue from Contracts with Customers

Clarifications to IFRS 15 Revenue from Contract with Customers

IFRIC 22 - Foreign Currency Transactions and Advance Considerations

Amendment to IFRS 7 - Financial Instruments: Disclosures, requiring additional hedge accounting disclosures
Amendment to IAS 40 - Transfer of investment property

Amendment to IFRS 2 - Classification and measurement of share-based payment transactions

Annual Improvement to IFRS 2014 - 2016 : IAS 28 - Investment in Associates and Joint Ventures

Adoption of above mentioned standards, amendments and improvement have no impact on accounting policy
except for IFRS 9 as disclosed in note 3.1.1.

Property and equipment

These are stated at cost less accumulated depreciation and impairment losses (if any). Cost comprises of
acquisition cost, non-refundable indirect taxes and any other directly attributable costs.

Depreciation is charged on assets using the straight line method, at the rates stated in note 4. A full month’s
depreciation is charged in the month of acquisition of an asset, while no depreciation is charged in the month of
an assets’ retirement.

Useful lives are determined by the management based on the expected usage of an asset, expected physical wear
and tear, technical and commercial obsolescence, legal and similar limits on the use of assets and other similar
factors.

The assets' residual values, useful lives and methods are reviewed, and adjusted if appropriate, at each financial
year end. The effects of adjustments to residual values, useful lives and methods are recognized prospectively as a
change in accounting estimates.

An item of property and equipment is de-recognized upon disposal or when no future economic benefits are
expected from its use or disposal. Any gain or loss arising on de-recognition of the assets (calculated as the
difference between the net disposal proceeds and the carrying amount of the asset) is included in the income and
expenditure statement in the year the asset is derecognized.

The cost of replacing part of an item of property and equipment is recognized in the carrying amount of the item
if it is probable that the future economic benefits embodied within the part will flow to the Company and its cost
can be measured reliably. The carrying amount of the replaced part is derecognized. The cost of the day-to-day
servicing of property and equipment is recognized in the income and expenditure statement as incurred.

Intangibles
An intangible asset is recognized if it is probable that future economic benefits that are attributable to the asset
will flow to the Company and that cost of such an asset can also be measured reliably.
Intangible assets are measured on initial recognition at cost, being the fair value of the consideration given.
Following initial recognition, intangible assets are carried at cost less accumulated amortization and accumulated
impairment, if any.
The useful lives of intangible assets are assessed either as finite or indefinite. The Company does not have an
intangible asset with indefinite useful life. Intangible assets with finite useful lives are amortized over the period
of their useful life, at rate mentioned in note 5. In respect of additions and disposal of intangible assets during a
year, amortization is charged to income and expenditure statement from the month of acquisition and up to the
month preceding the disposal of such intangible assets.
Gains and losses arising from the de-recognition of intangible assets are measured as the difference between the
net disposal proceeds and carrying amount of the asset, and recognized in income and expenditure statement
when the asset is de-recognized.
Changes in expected useful lives or the expected pattern of consumption of future economic benefits, embodied
in intangible assets, are accounted for by changing the useful life or amortization method, as appropriate, and
treated as a change in accounting estimate. X

h\



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

3.7

3.8

3.9

3.10

3.1

3.12

3.13

Advances, deposits and other receivables

These are recognized at cost, which is the fair value of the consideration given. However, an assessment is made
at each statement of financial position date to determine whether there is an indication that a financial asset or
group of assets may be impaired. If such an indication exists, the estimated recoverable amount of that asset is
determined and any impairment loss is recognized for the difference between the asset’s recoverable amount and
its carrying value.

Cash and cash equivalents

Cash and cash equivalents are carried at cost in the statement of financial position in case of local currency
balances and at closing exchange rate, in case of foreign currency balances.

Fund balance (restricted)

The management is following deferral method of accounting for amount received from MolT and included in
the fund balance. Any income earned on these funds is also included in the fund. Expenditure incurred, as
reduced by the income earned on these funds, is transferred from the fund balance to the income and
expenditure statement to match the net expenditure incurred during the year.

Deferred capital grant

Restricted funds utilized for capital expenditure are transferred from the Fund balance (restricted) and accounted
for as a deferred capital grant. An amount equal to the charge for depreciation and amortization for the year, on
property and equipment acquired, is then recognized in the income and expenditure statement.

Trade and other payables
Creditors and other payables are carried at cost which is the fair value of the consideration to be paid in future
for goods and services received.

Provision

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

Staff benefits

Defined benefit plan

The Company operates a funded gratuity scheme for employees who have completed the minimum qualifying
period of service to the Company. Provision for gratuity is made to cover obligations under the scheme in
accordance with the actuarial recommendations using the Projected Unit Credit Method. The latest actuarial
valuation was carried out as at 30 June 2019, details are given in the note 13 of the financial statements.
Compensated absences

The compensated absences provides a short-term leave encashment benefit to its employees whereby, employees
can carry forward up to a maximum of 10 leaves for a year. Employees can either avail these leaves or en-cash
them.

Taxation

Current

Provision for taxation is based on taxable profits, at the current rates of taxation, after taking into account tax
credits and tax rebates, if any. Further, the Company's income is not liable for minimum tax, under Section 113
of the Income Tax Ordinance, 2001, as the Company considers the amount received from the MolT as grant.



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

ii)

3.16

3.17

Deferred

Deferred tax is recognized using the liability method, on all major temporary differences at the statement of
financial position date, between the tax bases of assets and liabilities and their carrying amounts for financial
reporting purposes.

Deferred income tax assets are recognized for all deductible temporary differences and carry-forward of unused
tax losses, to the extent that it is probable that taxable profit will be available against which the deductible
temporary differences and / or carry-forward of unused tax losses can be utilized.

The carrying amount of all deferred tax assets is reviewed at each statement of financial position date and
reduced to the extent that it is no longer probable that sufficient taxable profits will be available to allow all or
patt of the deferred tax assets to be utilized.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the period
when the asset is realized or the liability is settled, based on the tax rates (and tax laws) that have been enacted or
substantively enacted at the statement of financial position date.

Income

Profit on bank deposits

Profit on bank deposit is accrued using the effective interest rate method.

Other income

Any other income is recorded on an accrual basis.

Profit on bank deposits and other receipts are made part of fund balance (restricted) and are adjusted against
future funding from MolT.

Foreign currency translation

Foreign currency transactions during the year are recorded at the exchange rates approximating those ruling on
the date of the transaction. Monetary assets and liabilities in foreign currencies are translated at the rates of
exchange which approximate those prevailing on the statement of financial position date. Gains and losses on
translation are taken to the income and expenditure statement. Non-monetary items that are measured in terms
of historical cost in a foreign currency are translated using the exchange rates as at the dates of the initial
transactions. Non-monetary items measured at fair value in a foreign currency are translated using the exchange
rates at the date when the fair value was determined.

Financial instruments

All financial assets and financial liabilities are recognized at the time when the Company becomes a party to the
contractual provisions of the instrument. All the financial assets are derecognized at the time when the Company
loses control of the contractual rights that comprise the financial assets. All financial liabilities are de-recognized
at the time when they are extinguished that is, when the obligation specified in the contract is discharged,
cancelled, or expired. Gains or losses on de-recognition of the financial assets and financial liabilities are taken to
the income and expenditure statement immediately.

Financial assets

Classification, initial recognition and subsequent measurement
Except for those trade receivables that do not contain a significant financing component and are measured at the
transaction price in accordance with IFRS 15, all financial assets are initially measured at fair value adjusted for
transaction costs (where applicable). The Company classifies its financial assets in the following measurement
categories:
- amortized cost
- fair value through profit or loss (FVTPL)
- fair value through other comprehensive income (FVOCI)
The classification is determined by both:
* the entity’s business model for managing the financial asset
» the contractual cash flow characteristics of the financial asset. X
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Subsequent measurement of financial assets

Financial assets at amortized cost

Financial assets are measured at amortized cost if the assets meet the following conditions (and are not
designated as FVIPL):

* they are held within a business model whose objective is to hold the financial assets and collect its
contractual cash flows
* the contractual terms of the financial assets give rise to cash flows that are solely payments of principal and
interest on the principal amount outstanding.
After initial recognition, these are measured at amortized cost using the effective interest method. Discounting is
omitted where the effect of discounting is immaterial. The Company’s cash and cash equivalents, and most other
receivables fall into this category of financial instruments.

Financial assets at fair value throngh profit or loss (F1"TPL)

Financial assets that are held within a different business model other than ‘hold to collect’ or ‘hold to collect and
sell’ are categorized at fair value through profit and loss. Further, irrespective of business model financial assets
whose contractual cash flows are not solely payments of principal and interest are accounted for at FVTPL.
Assets in this category are measured at fair value with gains or losses recognized in profit or loss. The fair values
of financial assets in this category are determined by reference to active market transactions or using a valuation
technique where no active market exists.

Financial assets at fair value through other comprebensive income (F170CI)
The Company accounts for financial assets at FVOCI if the assets meet the following conditions:
* they are held under a business model whose objective it is “hold to collect” the associated cash flows and
sell and
* the contractual terms of the financial assets give rise to cash flows that are solely payments of principal and
interest on the principal amount outstanding.
Any gains or losses recognized in other comprehensive income (OCI) will be recycled upon derecognition of the
asset.

De-recognition of financial assets
A financial asset (or, where applicable part of a financial asset or part of a group of similar financial assets) is
derecognized when:
* The right to receive cash flows from the asset have expired;
* The Company has transferred its right to receive cash flows from the asset, or has assumed an obligation to
pay the received cash flows in full, without material delay to a third party under a ‘pass-through’ arrangement;
and either
a) the Company has transferred substantially all the risks and rewards of the asset, or
b) the Company has neither transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset.
When the Company has transferred its right to receive cash flows from an asset or has entered into a pass-
through arrangement, and has neither transferred nor retained substantially all of the risks and rewards of the
asset nor transferred control of the asset, the asset is recognized to the extent of the Company’s continuing
involvement in the asset.
In that case, the Company also recognizes an associated liability. The transferred asset and the associated liablity
are measured on a basis that reflects the rights and obligations that the Company has retained. Continuing
involvement that takes the form of a guarantee over the transferred asset is measured at the lower of the original
carrying amount of the asset and the maximum amount of consideration that the Company could be required to

I epay. \ﬁ
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Financial liabilities

Classification, initial recognition and subsequent measurement

The Company classifies its financial liabilities in the following categories: at fair value through profit or loss and
amortized cost. The Company determines the classification of its financial liabilities at initial recognition. All
financial liabilities are recognized initially at fair value and in the case of other financial liabilities, also include
directly attributable transaction costs.

The subsequent measurement of financial liabilities depend on their classification, as follows:

Fair value through profit or loss

Financial liabilities at fair value through profit or loss include financial liabilities held-for-trading and financial
liabilities designated upon initial recognition as being at fair value through profit or loss. The Company has not
designated any financial liability, upon recognition, as being at fair value through profit or loss.

Amortized Cost

Assets that are held for collection of contractual cash flows where those cash flows represent solely payments of
principal and interest are measured at amortized cost. Interest income from these financial assets is included in
finance income using the effective interest rate method. Any gain or loss arising on derecognition is recognized
directly in profit or loss and presented in other operating gains/(losses), together with foreign exchange gains

and losses.
De-recognition of financial liabilities

A financial liability is derecognized when the obligation under the liability is discharged or cancelled or expired.
When an existing financial liability is replaced by another from the same lender on substantially different terms,
or the terms of an existing liability are substantially modified, such an exchange or modification is treated as a de-
recognition of the original liability and the recognition of a new liability, and the difference in the respective
carrying amounts is recognized in the income and expenditure statement.

Impairment

Financial assets

IFRS 9’s impairment requirements use more forward-looking information to recognize expected credit losses —
the ‘expected credit loss (ECL) model’. This replaces IAS 39’s ‘incurred loss model’. Instruments within the
scope of the new requirements included loans and other debt-type financial assets measured at amortized cost
and FVOC]I, trade receivables, contract assets recognized and measured under IFRS 15 and loan commitments
and some financial guarantee contracts (for the issuer) that are not measured at fair value through profit or loss.
Recognition of credit losses is no longer dependent on the Company first identifying a credit loss event. Instead
the Company considers a broader range of information when assessing credit risk and measuring expected credit
losses, including past events, current conditions, reasonable and supportable forecasts that affect the expected
collectability of the future cash flows of the instrument.

The Company recognizes loss allowances for expected credit losses (ECLs) in respect of financial assets
measured at amortized cost. The Company measures loss allowances at an amount equal to lifetime ECLs, except
for a) debt securities that are determined to have low credit risk at the reporting date; and b) other debt securities
and bank balance where credit risk (ie. the risk of default occurring over the expected life of the financial
instrument) has not increased significantly since initial recognition, which are measured at 12-month ECLs:

Loss allowances for trade receivables are always measured at an amount equal to lifetime ECLs.

When determining whether the credit risk of a financial asset has increased significantly since initial recognition
and when estimating ECLs, the Company considers reasonable and supportable information that is relevant and
available without undue cost or effort. This includes both quantitative and qualitative information and analysis,
based on the Company's historical experience and informed credit assessment and including forward-looking
information.

The Company assumes that the credit risk on a financial asset has increased significantly if it is more than past
due for a reasonable period of time. Lifetime ECLs are the ECLs that result from all possible default events over
the expected life of a financial instrument. 12-month ECLs are the portion of ECLs that result from default
events that are possible within the 12 months after the reporting date (or a shorter period if the expected life of
the instrument is less than 12 months). The maximum period considered when estimating ECLs is the maximum
contractual period over which the Company is exposed to credit risk, ¢
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Loss allowances for financial assets measured at amortized cost are deducted from the Gross carrying amount of
the assets. The Gross carrying amount of a financial asset is written off when the Company has no reasonable
expectations of recovering of a financial asset in its entirety or a portion thereof. The Company individually
makes an assessment with respect to the timing and amount of write-off based on whether there is a reasonable
expectation of recovery. The Company expects no significant recovery from the amount written off. However,
financial assets that are written off could still be subject to enforcement activities in order to comply with the
Company's procedures for recovery of amounts due.

Non-financial assets

The carrying amounts of the Company’s non-financial assets are reviewed at each reporting date to determine
whether there is any indication of impairment. If any such indication exists then the asset’s recoverable amount is
estimated.

An impairment loss is recognized if the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. A cash-generating unit is the smallest identifiable asset group that generates cash flows that
largely are independent from other assets and groups. Impairment losses are recognized in the income and
expenditure statement.

Impairment losses recognized in respect of cash-generating units are allocated first to reduce the carrying amount
of any goodwill allocated to the units and then to reduce the carrying amount of the other assets in the unit
(group of units) on a pro-rata basis.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and fair value less
cost to sell. In assessing value-in-use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to
the asset.

An impairment loss recognized in the prior periods is assessed at each reporting date for any indications that the
loss has decreased ot no longer exists. 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, net of depreciation or
amortization, if no impairment loss had been recognized.

Fair value measurement
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value measurement is based on the presumption
that the transaction to sell the asset or transfer the liability takes place either:

i) In the principal market for the asset or liability; or

i) In the absence of a principal market, in the most advantageous market for the asset or liability.
The principal or the most advantageous market must be accessible by the Company. The fair value of an asset or
a liability is measured using the assumptions that market participants would use when pricing the asset or liability,
assuming that market participants act in their economic best interest.
A fair value measurement of a non-financial asset takes into account a market participant's ability to generate
economic benefits by using the asset in its highest and best use or by selling it to another market participant that
would use the asset in its highest and best use.
The Company uses valuation techniques that are appropriate in the circumstances and for which sufficient data
are available to measure fair value, maximizing the use of relevant observable inputs and minimizing the use of
unobservable inputs.
All assets and liabilities for which fair value is measured or disclosed in the financial statements are categorized
within the fair value hierarchy, described as follows, based on the lowest level input that is significant to the fair
value measurement as a whole: X
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Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities;

Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value measurement is
directly or indirectly observable; and

Level 3 - Valuation techniques for which the lowest level input that is significant to the fair value measurement is
unobservable.

For assets and liabilities that are recognized in the financial statements at fair value on a recurring basis, the
Company determines whether transfers have occurred between levels in the hierarchy by re-assessing
categotization (based on the lowest level input that is significant to the fair value measurement as a whole) at the
end of each reporting period.

The Company's Chief Financial Officer determines the policies and procedures for both recurring fair value
measurement and for non-recurring measurement. External valuers may be involved for valuation of significant
assets and significant liabilities. For the purpose of fair value disclosures, the Company determines classes of
assets and liabilities on the basis of the nature, characteristics and risks of the asset or liability and the level of the
fair value hierarchy, as explained above.

The Company does not measure any of its assets or liabilities at fair value, except plan assets for gratuity, under
the gratuity schemew
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June 30, 2019 June 30, 2018
6 LONGTERMADVANCES @ Note = —=moee- Rupees ---------
Advance against gratuity balance to employees 498,259 1,756,049
498,259 1,756,049
6.1 The above advances were given against employees' gratuity in accordance with Company's service rules with
repayment terms of maximum twenty four (24) months and carry no markup.
June 30, 2019 June 30, 2018
7 ADVANCES  Note = mmeme—-- Rupees .........
Considered good
To employees - secured:
- Advance against gratuity - current portion 2,918,277 3,104,675
- Advance as against salary/ TADA 256,266 507,129
Advance against projects - secured 501,071,743 1,298,131,869
To suppliers 695,000 558,000
504,941,286 1,302,301,673
7.1 This represents unutilized portion of an advance paid to service providers, in respect of following projects:
June 30, 2019 June 30, 2018
-------- Rupees ---------
Advances to related parties:
PTML-BSD KharanWashuk 58,250,000 -
PTML-BSD Dera Bughti - 310,301,600
PTML-BSD Khyber - 368,800,000
PTML BSD Small Lot Balochistan-1 - 73,000,000
PMCL-BSD North Waziristan 27,082,149 -
PMCL-BSD South Waziristan 18,019,269 =
PTCL-OFC KPK 79,612,278 160,000,000
PTCL-OFC FATA 140,000,000 140,000,000
Advances to other than related parties:
Telenor-BSD Dadu 43,359,151 -
Telenor-NH&MW Lot-2(INH 25&65) 50,128,661 .
Telenor-NH&MW Lot-3(INH 50&70) 82,235,266 -
Telenor-BSD DI Khan - 100,547,092
Telenor-BSD Mohmand 2,384,969 145,483,177
501,071,743 1,298,131,869
8 SHORT-TERM PREPAYMENTS
Rent - 19,096,000
Insurance 1,706,805 145,808
Others 1,068,788 76,595
2,775,593 19,318,403

G‘(
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June 30, 2019 June 30, 2018
9 OTHER RECEIVABLES Note = 2@ eceeuis Rupees ---------
PTCL Mustung 9.1 281,929,919 -
PTCL OFC BP-05 9.1 787,860,677 -
PTCL BB HTR 9.1 26,171,616 -
Others 54,660 4,500
1,096,016,872 4,500

9.1 These represent late delivery charges recognized on delayed implementation of projects milestones.
Management believe that no expected credit losses are required to recognize because these are secured
through performance bond. Further, it is maximum outstanding balance at any time during the year.

June 30, 2019 June 30, 2018
10 CASH AND BANK BALANCE Note = =meeeeee Rupees ---------
Cash in hand 40,106 19,460
Cash at bank
- Deposit account - local currency 10.1 3,713,319,544 2,866,549,681
3,713,359,650 2,866,569,141

10.1 This carries mark-up at rate 4.25% to 11% per annum (2018: 4.25% per annum). The profit on bank deposit
is receivable with reference to the daily balance in the bank account.

June 30, 2019 June 30, 2018
11 FUND BALANCE (RESTRICTED) Note = —cceeee- Rupees ---------

Balance at the beginning of the year 3,839,836,759 1,266,316,110
Grant received during the year 6,949,000,000 9,619,000,000
Profit on deposit account 111 150,862,877 83,882,158
Miscellaneous receipts / receivables 11.2 1,872,537,851 39,680,638
12,812,237,487 11,008,878,906

Grants transferred to:
-Deferred capital grant 12 40,160,764 19,827,996
-Income and expenditure statement 7,759,025,410 7,153,421,102
-Experience adjustment 13.34 (4,013,072 (4,206,951)
7,795,173,102 7,169,042,147
5,017,064,385 3,839,836,759

1.1 Profit on bank deposit and other receipts are adjustable against future funding from MolIT, Government of
Pakistan and accordingly they are included in the fund balance.

11.2  This includes amount of Rs.1,871,029,167 (2018: Rs. 9,981,476) against liquidated damages and Rs. Nil
(2018:Rs. 28,000,000) against encashment of bank guarantee, recovered from operators.

June 30, 2019 June 30, 2018

12 DEFERRED CAPITAL GRANT s Rt sesvssons
Balance at beginning of the year 24,540,700 19,522,115
Transferred from fund balance (restricted) 11 40,160,764 19,827,996
Depreciation/amortization charged during the year 12.1 (15,027,063) (14,809,411)
Balance at end of the year 49,674,401 24,540,700

121  As at the report date, the Company has utilized Rs.180.72 million (2018: Rs.140.56 million) out of grant
received for capital expenditure. \
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June 30, 2019 June 30, 2018

13 TRADE AND OTHER PAYABLES Note ~ = ==m--m-- Rupees ---------
Project subsidy payable 131 175,232,895 321,152,194
Technical auditor fee payable 102,741 102,741
Payable to suppliers 9,557,086 8,684,137
Rent payable 10,502,800 -
Accrued liabilities 3,593,281 3,687,359
Payable to gratuity fund 13.2 5,273,612 7,079,152
Earnest money 181,545,000 64,188,109
385,807,415 404,893,692
13.1 This includes an amount of Rs. 80.71 million (2018: 99.913 million) payable to related parties.
June 30, 2019 June 30, 2018
-------- Rupees ---------
13.2 Payable to gratuity fund
The movement in net liability is as follows:
Balance at beginning of the year 7,079,152 3,290,150
Charge for the year 11,859,026 9,179,989
Remeasurement gain 4,013,072 4,206,951
Contribution (17,677,638) (9,597,938)
Balance at end of the year - Payable 5,273,612 7,079,152
13.3 'The details of actuarial valuation carried out as at 30 June, 2019 and 2018 are as follows:
June 30, 2019 June 30, 2018
Note = -——----- Rupees ---------
13.3.1 Reconciliation of payable to gratuity fund:
Present value of the defined benefit obligation 13.3.2 77,754,649 63,580,017
Fair value of the plan assets 13.3.5 (72,481,037) (56,500,865)
5,273,612 7,079,152
13.3.2 Change in the present value of defined benefit obligation
Opening balance 63,580,017 50,238,896
Current service cost 1333 12,034,992 9,218,801
Interest cost on defined benefit obligation 13.3.3 6,037,268 4,546,344
Benefits paid (6,414,680) (2,178,465)
Actuarial gain / (loss) 2,517,052 1,754,441
77,754,649 63,580,017
13.3.3 Charge for the year is as follows:
Current service cost 12,034,992 9,218,801
Interest expense 6,037,268 4,546,344
Interest income on plan assets (6,213,234) (4,585,156)
Interest income - net (175,966) (38,812)
11,859,026 9,179,989
13.3.4 Remeasurement gain - net is as follows:
Actuarial (gain) / loss recognized 2,517,052 1,754,441
Return on plan assets excluding the interest income 1,496,020 2,452,510
4,013,072 4,206,951

\



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

June 30, 2019 June 30, 2018
13.3.5 Change in fair value of plan assets ~ =smeeee- Rupees ---------
Opening balance 56,500,865 46,948,746
Interest income 6,213,234 4,585,156
Contribution made directly to gratuity fund 11,262,958 7,419,473
Payments made on behalf of the gratuity fund 6,414,680 2,178,465
Benefits paid (6,414,680) (2,178,465)
Return on plan assets, except amount included in interest income (1,496,020) (2,452,510)
72,481,037 56,500,865
Major categories of the plan assets as a percentage of total plan assets are as follows:
June 30, 2019 June 30, 2018
Cash and other deposits:
-Bank A/c 72,481,037 56,500,865
-Percentage 100% 100%

¥
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13.3.6 The principal actuarial assumptions used were as follows:
Actuarial valuation of the plan was carried out as at 30 June, 2019, by an independent valuer using projected
unit credit method, on following assumptions:
June 30, 2019 June 30, 2018
Valuation discount rate 14.50% 10.00%
Salary increase used for year end obligation N/A N/A
Salary Increase FY 2019 13.50% 9.00%
Expected return on plan assets 13.50% 9.00%
Next salary is increased on 1-Jul-19 1-Jul-18
Mortality rates SLIC 2001-2005  SLIC 2001-2005
Setback 1year Setback 1 year
Withdrawal rates Age-Based Age-Based
(per appendix) (per appendix)
Retirement assumption Age 60 Age 60
13.3.7 Estimated expenses to be charged to income & expenditure Financial Year Financial Year
2020 2019
-------- Rupees ---------
Current service cost 13,509,649 12,034,992
Net Interest (175,966) 637,942
13,333,683 12,672,934
13.4 For a change of 100 basis points in these assumptions, keeping other present value of defined benefit
obligation as at 30 June, 2019 would have been as follows:
June 30, 2019 June 30, 2018
Present value of obligation Present value of obligation
1% Increase 1% decrease 1 % Increase 1 % decrease
------ Rupees------ ---—--Rupees------
Discount rate 70,046,892 86,680,529 57,340,211 72,740,508
Salary increase rate 86,801,463 69,811,587 72,822 397 56,970,345
June 30, 2019 June 30, 2018
The average duration of the defined 11 Years 12.12 Years
benefit obligation is
13.5 Historical information 2019 2018 2017 2016
Rupees
Net staff retitement benefit liability 5,273,612 7,079,152 3,290,150 2,811,474
Experience adjustment 4,013,072 4,206,951 (726,186) (559,215)
June 30, 2019 June 30, 2018
14 CONTINGENCIES AND COMMITMENTS Note -=---oe- Rupees =--=-=---
14.1 Commitments
Subsidy grant commitments 16 10,322,964,919 16,601,767,955
Technical auditor's fee 17 30,047,062 44.361,416

Jl’



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

14.2 Contingencies

14.2.1 During FY 2013-14, the Additional Commissioner Inland Revenue (ACIR) raised a demand in respect of tax
years 2008 to 2014, amounting to Rs. 3,939,571,607 by treating the grant received from MolT as taxable
income, after giving benefit for the Company's Administrative and General expenses. The Company filed
appeals against this demand, with the Commissioner Inland Revenue Appeals [CIR(A)], for re-examining of
facts for, ignoring the provision of clause 59 of part of 2nd Schedule, limiting the scope of Charitable purpose
under section 2(11A) and ignoring the provisions of section 9, of Income Tax Ordinance, 2001 as well as
limiting the admissibility of expense by disallowing expenses for projects subsidy grant and projects technical
auditors fee. CIR (A) set aside all the orders and remanded back for admissibility of expenses not allowed and
instructions that taxation should be made as is done on normal business/profession.

The Company filed appeals with the Appellate Tribunal Inland Revenue (ATIR) against the ACIR's & CIR(A)
refusal to treat the Company funding from Government as Government Grants and its operations not of
welfare organizations. The decision of the ATIR is pending.

Further, management believes that it is not chargeable to tax as the objective of incorporation of the Company
is to purse and implement the objectivd of the telecom policy announched by Federal Government (FG) to
develope communication network in unserved and underserved areas, for this purpose it intends to obtain tax
exemption from FG and is hopeful of successful outcome.

Also , based upon the advice of its tax advisors, is confident of a favorable outcome of the above cases.
Accordingly, no provision in this regard has been recognized.

14.2.2 In respect of the Tax Year 2013, the Officer Inland Revenue (OIR) raised a demand of Rs.139,511,568, under
section 161/205 of the Income Tax Ordinance 2001, alleging short payment of withholding tax. On an appeal
filed by the Company, the CIR(A) set-aside the order on September 30, 2015 and directed the OIR to re-
examine the matter, which is pending.

14.2.3 There are some litigations filed against the USF, in which the Company is involved as proforma
defendant/respondent and has no direct financial impact even if cases are decided against USF. Further
litigations filed by Company or where Company is Petitioner/Appellant, management is of the opinion that
USF has good prima facie cases and cases are likely to be decided in favor of Company and so no provision is
made for these litigations in these financial statements.

June 30, 2019 June 30, 2018
15 ADMINISTRATIVE AND GENERAL EXPENSE Note = -------- Rupees ---------

Salaries and benefits 15.1 244,160,554 201,568,594
Training & HR development 1,371,550 -
Legal and professional charges 1,244,650 5,736,160
Rent 29,598,800 26,908,000
Utilities and office supplies 2,209,624 2,034,772
Communication charges 1,085,856 969,471
Entertainment 778,534 1,272,620
Traveling 20,528,196 20,621,630
Printing and stationery 1,545,754 1,862,812
Vehicle fuel expenses 9,450,500 6,287,071
Repairs and maintenance 1,567,364 6,986,038
Advertisement 7,820,094 25,013,506
Depreciation 4 12,180,118 12,038,468
Amortization of intangible asset 5 2,846,945 2,770,943
Auditors' remuneration 15.2 240,000 240,000
Insurance expense 1,874,774 1,531,683
Bank charges 20,298 20,300

338,523,611 315,862,068

AL



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

15.1 Salaries and benefits include Rs. 15,872,098 (2018: Rs.9,179,989) charged in respect of defined benefit scheme.

June 30, 2019 June 30, 2018
-------- Rupees ---------
15.2 Auditors' remuneration:
Annual audit fee 125,000 100,000
Interim audit fee 60,000 50,000
Certifications 55,000 90,000
240,000 240,000
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UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

18 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
The Company has exposure to the following risks from its use of financial instruments:
- Credit risk
- Liquidity risk and
- Market risk
The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk
management framework and developing and monitoring the Company’s risk management policies.

The Company’s risk management policies are established to identify and analyze the risks faced by the Company,
to set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies
and systems are reviewed regularly to reflect changes in market conditions and the Company’s activities. The
Board of Directors of the Company oversees how management monitors compliance with the Company's risk
management policies and procedures, and reviews the adequacy of the risk management framework in relation to
the risks faced by the Company.

18.1 Credit risk
Credit risk is the risk which arises with the possibility that one party to a financial instrument will fail to discharge
its obligation and cause the other party to incur a financial loss. The Company attempts to control credit risk by
monitoring credit exposures, limiting transactions with specific counterparties and continually assessing the
creditworthiness of counterparties. The Company's credit risk is primarily attributable to advances, deposits,
interest accrued, other receivables and balance at bank.
The Company limits its exposure to credit risk by maintaining bank account only with counterparties that have a
credit rating of at least A 1 and A. Considering the high credit rating, the credit risk in respect of bank balance is
considered to be low. The Company's other financial assets are not significant to its operations. The carrying
values of financial assets represents the maximum credit exposure at the reporting date are as follows:

June 30, 2019 June 30, 2018

-------- Rupees ---------
Long term deposits 127,500 127,500
Long term advances 498,259 1,756,049
Advances 504,941,286 1,302,301,673
Interest accrued 85,152,640 54,653,185
Other receivables 1,096,016,872 4,500
Bank balance 3,713,319,544 2,866,549,681

5,400,056,101 4,225,392,588

The credit quality of financial assets, for which the counter party is a bank, can be assessed by reference to
external credit ratings as shown below:

June 30, 2019 June 30, 2018

-------- Rupees ---------
Bank name: Rating Rating Agency
National Bank of Pakistan AAA/A-1+ JCR-VIS/PACRA
Bank balance 3,713,319,544 2,866,549,681
Interest accrued 85,152,640 54,653,185

3,798,472,184 2,921,202,866

The management believes that no expected credit loss allowance is required in respect of these financial assets
unless explicitly stated in the respective notes. ’6(



UNIVERSAL SERVICE FUND

(A Company incorporated under Section 42 of the Companies Act, 2017)
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2019

18.2

18.3

18.3.1

18.3.2

Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated with financial
liabilities. The Company's approach to managing liquidity is to ensure, as far as possible, that it will have
sufficient liquidity to meet its liabilities when due, under both normal and stressed condition, without incurring

any unacceptable loss or damage to the Company's reputation.
The maturity profile of the Company’s financial liabilities based on the contractual amounts is as follows:

Carrying Contractual || Maturity up to Dataety ovce
amount cash flows 1year e
up to 5 years
--------------- Rupees---------------
June 30, 2019
Project subsidy payable 175,232,895 175,232,895 175,232,895 -
Technical auditor fee payable 102,741 102,741 102,741 -
Payable to suppliers 9,557,086 9,557,086 9,557,086 -
Accrued liabilities 3,593,281 3,593,281 3,593,281 -
Earnest money 181,545,000 181,545,000 181,545,000 -
370,031,003 370,031,003 370,031,003 -
June 30, 2018
Project subsidy payable 321,152,194 321,152,194 321,152,194 -
Payable to suppliers 8,684,137 8,684,137 8,684,137 -
Accrued liabilities 3,687,359 3,687,359 3,687,359 -
Earnest money 64,188,109 22,203,109 22,203,109 -
397,711,799 355,726,799 355,726,799 -

It is not expected that the cash flows included in the maturity analysis would occur significantly eatlier or at
significantly different amounts.

Market risk

The risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in
market prices, due to changes in market sentiments, speculative activities, supply and demand of securities and
liquidity in the market. Market risk comprises of three types of risk: currency risk, interest rate risk and other
price risk. The Company is not significantly exposed to market risk.

Currency risk

Currency risk is the risk that the value of financial asset or a liability will fluctuate due to a change in foreign
exchange rates. It arises mainly where receivables and payables exist due to transactions entered into foreign
currencies.

The Company is not exposed to currency risks as it has no transaction in foreign currency.

Interest rate risk

Interest rate risk represents the risk that the fair value or future cash flow of a financial instrument will fluctuate
because of changes in market interest rate.

The Company has no significant long-term interest bearing financial asset and liability whose fair value or future
cash flows will fluctuate because of changes in market interest rates.

Financial assets include Rs. 3,713,319,544 (2018: Rs. 2,866,549,681) which earn interest. Applicable interest
rates for financial assets have been indicated in note 10.1.

As the interest rates on the Company's financial assets are fixed, there is no exposure to any fluctuation in
future cash flows.

Fair value sensitivity analysis for fixed rate instruments

The Company does not hold any financial asset at fair value through profit and loss. Therefore a change in
interest rate at reporting date would not affect income and expenditure account of the Company.
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18.3.3 Other price risk

18.4

18.5

18.6

19

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market prices (other than those arising from interest rate risk or currency risk), 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.

At the year end the Company is not exposed to price risk since there are no financial instruments whose fair
value or future cash flows will fluctuate because of changes in market prices.

Off-setting of financial assets and liabilities
The Company does not off-set any of its financial assets and financial liabilities.

Determination of fair values

Fair values of financial and non-financial assets and liabilities are determined for measurement and/or disclosure
on the basis of accounting policies disclosed in the financial statements. As at the reporting date, carrying value
of the Company's financial assets and liabilities are reasonable approximation of their fair value. Accordingly, no
fair value information has been disclosed in these financial statements.

Capital risk management

The Board of Directors monitors the Company's performance against target set on an annual basis. All of the
financing required by the Company, for its activities, is provided through Grant from MolIT. The outstanding
balance of the Grant is normally adequate for a year's operation. MolT remains committed to met the
requirements of the company.

TRANSACTIONS AND BALANCES WITH RELATED PARTIES

The Company is governed by the Ministry of Information Technology, Government of Pakistan (GoP).
Therefore, all departments and agencies controlled by the GoP ("State-controlled entities") are related parties of
the Company. Other related parties include directors, members, key management personnel, USF Employees'
Gratuity Fund and entities under common directorship. Remuneration to the chief executive, directors and
executives is disclosed in note 20 to these financial statements. Balances with related parties are disclosed in note
7,13 and 16 to the financial statements and significant transactions with related parties are as follows:

June 30, 2019 June 30, 2018
Note ~ = —-----e- Rupees ---------

State-controlled entities
- MoIT- grant received during the year 6,949,000,000 9,619,000,000

Associate due to common directorship

Subsidy grant disbursement 16

- Pakistan Telecommunication Company Limited 377,427,300 300,000,000
- Pak Telecom Mobile Limited (Ufone) 3,176,159,452 4,277,294.810
- Pakistan Mobile Communication Limited-]azz 45,101,418 =
Forfeiting of bank guarantee

- Pakistan Mobile Communication Limited-Jazz - 28,000,000

3,598,688,170 4,549,294.810

USF Employees' Gratuity Fund
Contributions paid by the Company 13 17,677,638 9,597,938

ld\
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20 REMUNERATION OF CHIEF EXECUTIVE, DIRECTORS AND EXECUTIVES
Chief Executive Directors Executives
2019 2018 2019 2018 2019 2018
Rupees
Meeting fee - - 284,000 760,000 - -
Managerial remuneration 11,017,500 5,985,938 - - 64,377,779 46,370,052
Allowances 8,112,433 4,293,562 - = 58,399,945 40,976,340
Bonus 1,300,000 : - - 16,527,388 11,600,456
20,429,933 10,279,500 284,000 760,000 139,305,112 98,946,848
Number of persons 1 1 9 9 29 19
20.1 This includes monetization allowance, amounting to Rs. 11,761,250 (2018: Rs. 9,390,000) provided in lieu of the
Company maintained car to the entitled employees. Further, the Chief Executive Officer is also entitled to
gratuity on leaving the Company.
20.2 The Directors of the Company were not paid any remuneration during the year except for the meeting fee.
20.3 Key management personnel are those persons having authority and responsibility for planning, directing and
controlling the activities of entity. The Company considers all members of their management team, including
Chief Executive Officer and Directors to be its key managment personnels. There are no transactions with key
management personnel other than under their terms of employments or entitlements.

21 NUMBER OF EMPLOYEES June 30, 2019 June 30, 2018
Employees at the year end (Number) 88 87
Average employees during the year (Number) 88 88

22 DATE OF AUTHORIZATION FOR ISSUE
These financial statements were authorized for issue by the Board of Directors of the Company on

23 GENERAL

Figures in these financial statements have been rounded off to the nearest rupee unless otherwise stated.

CHfEF/EﬁECUTIVE DCRECTOR






