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2005 2004

Note (Rupees '000)

PROPERTY, PLANT AND EQUIPMENT 14 9,184,727 9,180,716

GOODWILL 15 1,673,849 1,778,464

LONG TERM INVESTMENTS 16 6,058,006 5,765,699

LONG TERM LOANS AND ADVANCES 17 64,545 67,328

LONG TERM DEPOSITS AND PREPAYMENTS 18 3,435 3,492

CURRENT ASSETS

Stores, spares and loose tools 19 2,154,318 1,727,309

Stock in trade 20 560,472 219,180

Trade debts 21 659,713 1,407,736

Loans and advances 22 116,810 86,368

Deposits and prepayments 23 26,097 24,633

Other receivables 24 579,802 560,895

Short term investments 25 6,195,252 4,565,457

Cash and bank balances 26 1,172,113 1,055,830

11,464,577 9,647,408

28,449,139 26,443,107

Chairman Chief Executive Director
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2005 2004

Note (Rupees '000)

Sales 27 25,481,121 21,027,030

Cost of sales 28 16,382,714 13,157,653

GROSS PROFIT 9,098,407 7,869,377

Distribution cost 29 2,371,208 1,766,652

6,727,199 6,102,725

Finance cost 30 325,999 372,949

Other expenses 31 626,819 560,494

5,774,381 5,169,282

Other income 32 1,439,955 933,762

NET PROFIT BEFORE TAXATION 7,214,336 6,103,044

Provision for taxation 33 2,317,000 2,099,000

NET PROFIT AFTER TAXATION 4,897,336 4,004,044

Earnings per share - basic and diluted (Rupees) 34 9.92 8.11

The annexed notes 1 to 41 form an integral part of these financial statements.

Chairman Chief Executive Director
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2005 2004

Note (Rupees '000)

CASH FLOWS FROM OPERATING ACTIVITIES

Cash generated from operations 36 8,063,619 10,001,809

Finance cost paid (311,601) (410,332)

Income tax paid (1,506,879) (1,945,613)

Payment to gratuity fund (35,825) (43,681)

Payment to pension fund (32,249) (27,321)

Net cash from operating activities 6,177,065 7,574,862

CASH FLOWS FROM INVESTING ACTIVITIES

Fixed capital expenditure (787,074) (627,157)

Proceeds from sale of property, plant and equipment 19,724 21,180

Interest received 390,219 356,643

Investment in Pakistan Maroc Phosphore S.A., Morocco (188,187) (179,300)

Decrease in other investments 1,226,305 1,023,625

Dividend received from FFBL 950,466 475,233

Net cash generated from investing activities 1,611,453 1,070,224

CASH FLOWS FROM FINANCING ACTIVITIES

Long term financing - proceeds –        600,000

- repayments (2,225,755) (1,453,859)

Long term loans - repayments (1,741) (1,740)

Long term murabaha - repayments (41,666) (83,333)

Increase / (decrease) in short term borrowings 2,400,908 (2,872,333)

Dividends paid (4,854,691) (3,765,585)

Net cash used in financing activities (4,722,945) (7,576,850)

Net increase in cash and cash equivalents 3,065,573 1,068,236

Cash and cash equivalents at beginning of the year 4,108,330 3,039,894

Effect of exchange rate changes  2,550 200

Cash and cash equivalents at end of the year 37 7,176,453 4,108,330

The annexed notes 1 to 41 form an integral part of these financial statements.

Chairman Chief Executive Director
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Reserve for

Share Capital issue of General Unappropriated Total

capital reserve bonus shares reserve profit

(Rupees '000)

Balance at December 31, 2003 2,564,959 160,000 –       8,600,000  582,496 11,907,455

Net profit for the year ended December 31, 2004 –      –     –       –        4,004,044 4,004,044

Transfer from general reserve –      –     827,199 (1,150,000) 322,801 –

Dividends

Final dividend 2003: Rs 1.50 per share –      –     –       –        (384,743) (384,743)

First interim Rs 3.25 per share –      –     –       –        (833,612) (833,612)

Second interim Rs 4.75 per share –      –     –       –        (1,218,356) (1,218,356)

Third interim Rs 4.00 per share –      –     –       –        (1,179,881) (1,179,881)

Bonus shares issued 384,744 –     (384,744) –        –       –

Balance at December 31, 2004 2,949,703 160,000 442,455 7,450,000 1,292,749 12,294,907

Net profit for the year ended December 31, 2005 –      –     –       –        4,897,336 4,897,336

Transfer from general reserve –      –     –       (160,000) 160,000 –

Dividends

Final dividend 2004: Rs 3.00 per share –      –     –       –        (884,911) (884,911)

First interim 2005: Rs 2.50 per share –      –     –       –        (848,039) (848,039)

Second interim 2005: Rs 4.00 per share –      –     –       –        (1,560,393) (1,560,393)

Third interim 2005: Rs 3.25 per share –      –     –       –        (1,457,992) (1,457,992)

Transfer from un–appropriated profit –      –     1,542,584 –        (1,542,584) –

Bonus shares issued 1,985,039 –     (1,985,039) –        –        –

Balance at December 31, 2005 4,934,742 160,000 –      7,290,000 56,166 12,440,908

The annexed notes 1 to 41 form an integral  part of these financial statements.

Chairman Chief Executive Director
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1. STATUS AND NATURE OF BUSINESS

Fauji Fertilizer Company Limited ("the Company") is a public company incorporated in Pakistan under the
Companies Act, 1913, (now the Companies Ordinance, 1984) and its shares are quoted on the Karachi,
Lahore and Islamabad stock exchanges of Pakistan. The registered office of the Company is situated at
93 - Harley Street, Rawalpindi, Pakistan. The Company is domiciled in Rawalpindi. The principal activity
of the Company is manufacturing, purchasing and marketing of fertilizers and chemicals, including investment
in other fertilizer and chemical manufacturing operations.

2. STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with the approved accounting standards as
applicable in Pakistan and the requirements of the Companies Ordinance, 1984. Approved accounting
standards comprise of such International Accounting Standards (IAS) as notified under the provisions of
the Companies Ordinance, 1984. Wherever, the requirements of the Companies Ordinance, 1984 or
directives issued by the Securities and Exchange Commission of Pakistan differ with the requirements of
these standards, the requirements of the Companies Ordinance, 1984 or the requirements of the said
directives take precedence.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

3.1 Accounting convention and basis of preparation

These financial statements have been prepared under the historical cost convention except that investments
at fair value through profit or loss and investments available for sale are measured at their fair values. The
identifiable assets and liabilities of Pak Saudi Fertilizers Limited (PSFL) have been measured at their fair
value on acquisition.

The preparation of financial statements in conformity with IASs requires management to make judgments,
estimates and assumptions that affect the application of policies and reported amounts of assets and
liabilities, income and expenses. The estimates and associated assumptions are based on historical
experience and various other factors that are believed to be reasonable under the circumstances, the results
of which form the basis of making the judgments about carrying values of assets and liabilities that are
not readily apparent from other sources. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimates are revised.

Significant areas requiring the use of management estimates in these financial statements relate to the
useful life of depreciable assets, provision for doubtful receivables and slow moving inventory. However,
assumptions and judgments made by management in the application of accounting policies that have
significant effect on the financial statements are not expected to result in material adjustment to the
carrying amounts of assets and liabilities in the next year.

3.2 Retirement benefits

a) The Company has the following plans for its employees:

Funded Gratuity Scheme

Defined benefit funded gratuity for all eligible employees who complete qualifying period of service
and age.

Funded Pension Scheme

Defined benefit funded pension for all eligible employees who complete qualifying period of service
and age.
These funds are administered by trustees. Annual contributions to the gratuity and management
staff pension funds are based on actuarial valuation using Projected Unit Credit Method, related
details of which are given in note 10 to the financial statements. All contributions are charged
to profit and loss account for the year. Actuarial gains / losses in excess of corridor limit (10%
of the higher of fair value of assets and present value of obligation) are recognised over the average
remaining service life of the employees. 51
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Contributory Provident Fund 

Defined contributory provident fund for all eligible employees for which contributions are charged
to profit and loss account.

b) Compensated absences

The Company has the policy to provide for encashable compensated absences of its employees
in accordance with respective entitlement on cessation of service; related expected cost thereof
has been included in the financial statements.

3.3 Taxation

Provision for current taxation is based on taxable income at the current rates of taxation after taking into
account tax credits and tax rebates, if any.

Deferred tax is accounted for using the balance sheet liability method in respect of all taxable temporary
differences arising from differences between the carrying amount of assets and liabilities in the financial
statements and the corresponding tax bases used in the computation of taxable profit. Deferred tax liabilities
are recognised for all taxable temporary differences and deferred tax assets are recognised to the extent
that it is probable that taxable profits will be available against which the deductible temporary differences,
unused tax losses and tax credits can be utilised.

Deferred tax is calculated at the rates that are expected to apply to the period when the differences reverse,
based on tax rates that have been enacted. 

3.4 Property, plant and equipment and capital work in progress

Property, plant and equipment including those acquired on PSFL acquisition, are stated at cost less
accumulated depreciation except freehold land and capital work in progress, which are stated at cost. Cost
comprises acquisition and other directly attributable costs. Property, plant and equipment acquired on
PSFL acquisition are stated at their cost to the Company, which represents their fair value on acquisition,
less accumulated depreciation.

Depreciation is provided on a straight-line basis to write off the cost of an asset over its estimated useful
life without taking into account any residual value. Full year's depreciation is charged on normal additions,
while no depreciation is charged on items deleted during the year. 

Maintenance and repairs are charged to profit and loss account as and when incurred. Major renewals and
improvements are capitalised and the assets so replaced, if any, are retired. Gains and losses on disposal
of assets, if any, are included in profit and loss account currently.

Initial fill of catalysts in the ammonia plant is capitalised with plant and machinery whereas costs of
subsequent replacements of such catalysts are included in property, plant and equipment and depreciated
on a straight line basis over their estimated useful lives.

3.5 Impairment

The carrying amount of the Company's assets are reviewed at each balance sheet date to identify circumstances
indicating occurrence of impairment loss or reversal of previous impairment losses. If any such indications
exist, the recoverable amounts of such assets are estimated and impairment losses or reversal of impairment
losses are recognized in the profit and loss account. Reversal of impairment loss is restricted to the original
cost of the asset.

3.6 Goodwill

On acquisition of an entity, difference between the purchase consideration and the fair value of the
identifiable assets and liabilities acquired, is initially recognised as goodwill and amortised on a straight
line basis over the estimated useful life of the acquired depreciable assets with reversal of related deferred
tax liability.
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3.7 Investments

3.7.1 Investment in subsidiary 

Investments in subsidiaries are initially recognised at cost. At subsequent reporting dates, the recoverable
amounts are estimated to determine the extent of impairment losses, if any, and carrying amounts of
investments are adjusted accordingly. Impairment losses are recognised as expense. Where impairment
losses subsequently reverse, the carrying amounts of the investments are increased to the revised recoverable
amounts but limited to the extent of initial cost of investments. A reversal of impairment loss is recognised
in the profit and loss account.

3.7.2 Investment in associates

Investments are initially recognised at cost. At subsequent reporting dates, the recoverable amounts are
estimated in order to determine the extent of impairment losses, if any, and carrying amounts of investments
are adjusted accordingly. Impairment losses are recognised as expense. Where impairment losses subsequently
reverse, the carrying amounts of the investments are increased to the revised recoverable amounts but
limited to the extent of initial cost of investments. A reversal of impairment loss is recognised in the profit
and loss account.

3.7.3 Investment in joint venture

Investments in joint ventures are initially recognised at cost. At subsequent reporting dates, the recoverable
amounts are estimated to determine the extent of impairment losses, if any, and carrying amounts of
investments are adjusted accordingly. Impairment losses are recognised as expense. Where impairment
losses subsequently reverse, the carrying amounts of the investments are increased to the revised recoverable
amounts but limited to the extent of initial cost of investments. A reversal of impairment loss is recognised
in the profit and loss account.

3.7.4 Investments available for sale

Pursuant to the changes in IAS-39 "Financial Instruments: Recognition and Measurement", the Company
now takes gains or losses on re-measurement of available for sale investment to equity. Previously, these
investments were initially recognised at cost and at subsequent reporting dates were measured at their fair
values. Gains or losses from changes in fair values were recognised in the profit and loss account. There
is no effect of this change on the current and previous year's profit and loss account and retained earnings.

3.7.5 Investments held to maturity

Investments with fixed or determinable payments and fixed maturity, which the Company has the positive
intent and ability to hold to maturity, are carried at amortised cost, using the effective interest rate method
less impairment losses, if so determined.

3.7.6 Investments at fair value through profit or loss

Investments which are acquired principally for the purpose of selling in the near term or the investments
that are part of a portfolio of financial instruments exhibiting short term profit taking, are classified as
investments at fair value through profit or loss. These are stated at fair values with any resulting gains or
losses recognized directly in the profit and loss account. The fair value of such investments representing
listed equity securities are determined on the basis of prevailing market prices.

3.8 Stores, spares and loose tools

These are valued at weighted average cost except for items in transit, which are valued at invoice price
and related expenses incurred upto the balance sheet date. For items which are slow moving and / or
identified as surplus to the Company's requirement, a provision is made for excess of book value over
estimated realisable value.
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3.9 Stock in trade

Stocks are valued at the lower of cost and net realisable value except for stock in transit which is valued
at invoice price and related expenses incurred upto the balance sheet date. Cost includes applicable
purchase cost and manufacturing expenses.

Cost is determined as follows:
Raw materials at weighted average cost
Work in process ) at weighted average cost of purchases and
Finished goods  ) applicable manufacturing expenses

Net realisable value signifies the estimated selling price in the ordinary course of business less net of
estimated cost of completion and selling expenses.

3.10 Foreign currencies 

Transactions in foreign currencies are recorded in the books at the rates of exchange prevailing on the date
of transaction. Monetary assets and liabilities in foreign currencies at each period end are translated into
rupees at the rates prevailing on the balance sheet date. Exchange differences are included in the profit
and loss account for the year.

3.11 Revenue recognition

Sales revenue is recognised at the time of dispatch of goods to customers. Return on bank deposits and
investments and interest on loans are accounted for on a time proportion basis using the applicable rate
of return / interest. Scrap sales and miscellaneous receipts are recognised on realised amounts. Commission
on sale of the subsidiary company products is recognised when such products are sold on its behalf.
Dividend income is recognized when right to receive the dividend is established.

3.12 Borrowing costs

Borrowing costs incurred upto the date of commencement of commercial production are capitalised. All
other borrowing costs are recognised as an expense in the period in which these are incurred.

3.13 Provisions

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

3.14 Basis of allocation of common expenses

Selling and distribution expenses are allocated to the subsidiary company, in proportion to the sales volume
handled on their behalf under the Inter Company Services Agreement.

3.15 Dividend appropriation

Dividend is recognized as a liability in the period in which it is declared.

3.16 Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at cost. For the purpose of cash flow statement,
cash and cash equivalents comprise cash in hand, cash with banks on current, saving and deposit accounts
and other short term highly liquid investments that are readily convertible to known amounts of cash and
which are subject to insignificant risk of change in value.

3.17 Related party transactions

All transactions involving related parties arising in the normal course of business are conducted at arm's
length at normal commercial rates on the same terms and conditions as third party transactions using
valuation modes, as admissible, except in extremely rare circumstances where, subject to the approval of
the Board of Directors, it is in the interest of the Company to do so.
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3.18 Offsetting

Financial assets and liabilities are offset and the net amount is reported in the balance sheet, if the Company
has a legally enforceable right to setoff the recognised amounts and the Company intends to settle either
on a net basis or realise the asset and settle the liability simultaneously.

3.19 Financial instruments

Financial assets and liabilities are recognised when the Company becomes a party to the contractual
provisions of the instrument and assets and liabilities are stated at fair value. The Company derecognises
the financial assets and liabilities when it ceases to be a party to such contractual provisions of the
instruments. The Company recognises the regular way purchase or sale of financial assets using settlement
date accounting.

a) Trade and other payables

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

b) Trade and other receivables

Trade and other receivables are recognised and carried at original invoice amount / cost less an
allowance for any uncollectible amounts.

c) Derivative financial instruments

Any gain or loss from re-measuring the hedging instrument at fair value is recognised in the profit
and loss account.

d) Cash and bank balances

Cash in hand and at banks are carried at cost.

3.20 Operating leases

Rentals payable under operating leases are charged to profit and loss account on a straight line basis over
the term of the relevant lease.

2005   2004

(Rupees '000)         
4. SHARE CAPITAL

ISSUED, SUBSCRIBED AND PAID UP CAPITAL

2005                     2004           

256,495,902 256,495,902 Ordinary shares of Rs.10 each 2,564,959 2,564,959
fully paid in cash

236,978,328 38,474,385  Ordinary shares of Rs.10 each
issued as fully paid bonus shares. 2,369,783 384,744

493,474,230 294,970,287 4,934,742 2,949,703

AUTHORISED SHARE CAPITAL

This represents 500,000,000 (2004: 500,000,000) ordinary shares of Rs 10 each amounting to
Rs. 5,000,000 thousand.

4.1 Fauji Foundation held 44.35% (2004: 44.35%) ordinary shares of the Company at the year end.
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2005   2004

Note (Rupees '000)          
5. CAPITAL RESERVE

Share premium 5.1 40,000 40,000
Capital redemption reserve 5.2 120,000 120,000

160,000 160,000
5.1 Share premium

This represents premium of Rs 5 per share received on public issue of 8,000,000 ordinary shares of
Rs 10 each in 1991.

5.2 Capital redemption reserve

This represents reserve setup on redemption of preference shares of Rs 120,000 thousand in 1996.

2005   2004

Note (Rupees '000)           

6. REVENUE RESERVES

General reserve 7,290,000 7,450,000
Unappropriated profit 56,166 1,292,749

7,346,166 8,742,749

7. NON CURRENT LIABILITIES

Long term financing  - secured 7.1 981,078 2,826,736
Long term murabaha - secured 7.2 –       41,667

981,078 2,868,403
7.1 Long term financing - secured

Loans from banking companies 7.1.1

i)    ABN Amro Bank - Syndicated 7.1.1.1             275,000 458,333

ii) Muslim Commercial Bank Limited (MCB) 7.1.1.1             300,000 500,000

iii) National Bank of Pakistan (NBP) 7.1.1.1             500,000 833,333

iv)   Habib Bank Limited (HBL -1) 7.1.1.1             468,750 656,250

v)   Habib Bank Limited (HBL - 2) 7.1.1.2             125,000 187,500

vi) United Bank Limited (UBL -1) 7.1.1.2             125,000 187,500

vii) United Bank Limited (UBL - 2) 7.1.1.2             100,000 100,000

viii) United Bank Limited (UBL - 3) 7.1.1.2             500,000 500,000

ix)   Citibank N.A. 7.1.1.3                       –            805,174

2,393,750 4,228,090

Other loans

Term Finance Certificates (TFCs) 7.1.2             432,986 782,734

Government of Pakistan loan  - 5th Danish Credit 7.1.3                       –                  1,741

 2,826,736 5,012,565

Less: Current portion shown under current liabilities 1,845,658 2,185,829

            981,078 2,826,736
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7.1.1 Terms and conditions of long term finances are given below:

Lender Mark-up No of half- Date of final

rate p.a. yearly repayment

(%) instalments

outstanding

ABN 6 months' Treasury Bill rate+1.3 3 May 29, 2007
MCB 6 months' Treasury Bill rate+1.3 3 May 30, 2007
NBP 6 months' Treasury Bill rate+1.3 3 May 29, 2007
HBL - 1 6 months' Treasury Bill rate+1.3 5 May 30, 2008
HBL - 2 6 months' Treasury Bill rate+1.0 4 December 31, 2007
UBL - 1 6 months' Treasury Bill rate+1.0 4 December 31, 2007
UBL - 2                    4.5 On maturity November 02, 2006
UBL - 3                    3.5 On maturity May 31, 2006
Citibank N.A. 6 months' Treasury Bill rate+1.0 On maturity April 03, 2005
5th Danish Credit                   8.75 - October 01, 2005

7.1.1.1 Finances (i) through (iv) are secured by an equitable mortgage on the assets of the Company and hypothecation
of all assets including plant, machinery, tools and spares, and all other moveable properties situated at
Goth Machhi including stocks and book debts ranking pari passu with  each other. These loans have been
obtained for the acquisition of PSFL.

7.1.1.2 Finances (v) through (viii) have been obtained to meet the permanent working capital requirements of the
Company. Finances (v) and (vi) are secured by an equitable mortgage on the assets of the Company and
hypothecation of all assets including plant, machinery, tools and spares, and all other moveable properties
situated at Goth Machhi including stocks and book debts ranking pari passu with each other. Finances (vii)
and (viii) are secured against lien on Pakistan Investment Bonds.

7.1.1.3 Loan (ix) represented US Dollar loan disbursed in Pak Rupees at the exchange rate prevailing on the date
of disbursement and was secured against lien on Government of Pakistan Special US Dollar Bonds. The
interest payable half yearly, as well as principal were to be repaid in equivalent amounts of presentation
currency by applying the exchange rate prevailing on the respective repayment dates. This loan was obtained
for the acquisition of PSFL. It was fully repaid during the year.

7.1.2 Term Finance Certificates (TFC's) represent private placement with 2 institutional investors (2004: 3
institutional investors) for a period of 5 years (2004: periods ranging from 3 to 5 years). The annual rate
of profit is State Bank of Pakistan discount rate plus 1.5% with a floor of 11% and cap of 16%. The
balance amount of principal of TFCs at December 31, 2005 is to be repaid in 4 half-yearly installments
in arrears. These are secured by an equitable mortgage on the assets of the Company and hypothecation
of all assets including plant, machinery, tools and spares, and all other moveable properties situated at
Goth Machhi including stocks and book debts ranking pari passu with each other.

7.1.3 Government of Pakistan loan - secured

This loan represented the onlent proceeds of credit obtained by the Government of Pakistan from an
international agency.

This loan was disbursed in foreign currency and was repayable in local currency. Disbursements were
determined for repayment in Rupees by translation at the rates of exchange prevailed on the respective
dates of disbursement. Interest on loan also included the Government's exchange risk commission. This
loan was secured by a mortgage in favour of the Government of Pakistan over the Company's fixed assets.
The loan was fully repaid during the year.

57

Administrator
7.1.2 Term Finance Certificates (TFC's) represent private placement with 2 institutional investors (2004: 3
institutional investors) for a period of 5 years (2004: periods ranging from 3 to 5 years). The annual rate
of profit is State Bank of Pakistan discount rate plus 1.5% with a floor of 11% and cap of 16%. The
balance amount of principal of TFCs at December 31, 2005 is to be repaid in 4 half-yearly installments
in arrears. These are secured by an equitable mortgage on the assets of the Company and hypothecation
of all assets including plant, machinery, tools and spares, and all other moveable properties situated at
Goth Machhi including stocks and book debts ranking pari passu with each other.



2005 2004

(Rupees '000)  

7.2 Long term murabaha - secured

Faysal Bank Limited 41,667       125,000

Less: Current portion shown under current liabilities 41,667 83,333

–        41,667

The above murabaha financing carries mark-up at 4.5% p.a. Principal and mark-up are repayable in half
yearly installments upto May 31, 2006. This is secured by a registered charge on all present and future
fixed and current moveable assets of the Company ranking pari passu with long term loans. The facility
was obtained for the acquisition of PSFL.

2005 2004

Note (Rupees '000)

8. DEFERRED TAXATION

The balance of deferred tax is in respect of the following
major temporary differences:

Accelerated depreciation 2,445,504 2,516,000
Provision for slow moving / surplus spares,
   doubtful debts, other receivables
   and short term investments (44,504)      (109,000)

         2,401,000    2,407,000

9. TRADE AND OTHER PAYABLES

Creditors 1,186,285 490,354
Accrued liabilities 936,082 652,802
Consignment account with
   Fauji Fertilizer Bin Qasim Limited - unsecured 267,744 305,034
Other liabilities 15,994 14,131
Sales tax payable 135,938 319,168
Deposits 66,665 58,772
Retention money 21,522 14,742
Advances from customers 2,748,929 2,603,204
Workers' Profit Participation Fund 9.1 386,728 327,845
Workers' Welfare Fund 346,444 316,225
Unclaimed dividend 625,472 728,828

6,737,803 5,831,105
9.1 Workers' Profit Participation Fund

Balance at beginning of the year 327,845 265,499
Interest on funds utilised in Company's business –       369
Allocation for the year 386,728 327,845
Payment to the fund during the year (327,845) (265,868)

386,728 327,845
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10. RETIREMENT BENEFIT FUNDS

a) Movement in the asset recognised in the balance sheet:

Funded Funded Total  Total

gratuity pension 2005  2004

(Rupees '000)

Balance at beginning of the year –      (929) (929) 12,353
Expense for the year 35,825 33,178 69,003 57,720
Payments to funds during the year (35,825) (32,249) (68,074) (71,002)

Balance at end of the year –      –      –     (929)

(note 24)
b) Reconciliation of the asset recognised in the balance sheet:

Funded Funded Total  Total

gratuity pension 2005  2004

(Rupees '000)

Present value of defined benefit obligation 579,589 591,310 1,170,899 979,712
Fair value of plan assets (502,285) (565,789) (1,068,074) (931,270)

Deficit 77,304 25,521 102,825 48,442
Unrecognised actuarial loss (77,304) (25,521) (102,825) (49,371)

Net asset –      –      –     (929)

c) The following amounts have been charged to the profit and loss account during the current

year in respect of these schemes.

Funded Funded Total  Total

gratuity pension 2005  2004

(Rupees '000)

Current service cost 31,081 33,806 64,887 59,943
Interest cost 40,874 38,163 79,037 60,029
Expected return on plan assets (36,520) (38,791) (75,311) (62,541)
Amortization of loss 390 –      390 289

Expense for the year 35,825 33,178 69,003 57,720

Actual return on plan assets 45,874 79,646 125,520 114,854

d) Actuarial valuation of these plans was carried out as at December 31, 2005 using Projected

Unit Credit Method. Significant actuarial assumptions used were as follows:

 Gratuity     Pension

Discount factor per annum 9% 9%
Expected rate of increase in salary level per annum 11-12% 12%
Expected rate of return on plan assets per annum 9% 9%

e) "Salaries, wages and benefits" expense, stated in notes 28 and 29 include retirement benefits in
respect of gratuity, provident fund, pension plans and compensated absences amounting to
Rs. 33,821 thousand, Rs. 43,595 thousand, Rs 30,655 thousand and Rs 121,842 thousand
respectively (2004: Rs 27,539 thousand, Rs 49,609 thousand, Rs 26,463 thousand and
Rs 26,903 thousand respectively).
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2005 2004

Note (Rupees '000)

 11. INTEREST AND MARK-UP ACCRUED

On long term financing 62,826 71,515
On murabaha financing 161 484
On short term borrowings 18,657 2,234

81,644 74,233

12. SHORT TERM BORROWINGS - SECURED

From banking companies

Short term loan 12.1 500,000 100,000
Short term import credit 12.2 1,544,963 –
Short term running finance 12.3 460,000 –

2,504,963 100,000

12.1 Short term loan

This represents short term loan facility available from a bank by partial conversion of Running Finance line
amounting to Rs. 500,000 thousand (2004: Rs 100,000 thousand). This is secured by first pari passu
charge on the current assets of the Company. This facility carries mark-up at the rate of Re 0.240 (2004:
Re 0.110) per Rs 1,000 per day.

12.2 Short term import credit 

Import credit facilities of Rs. 1,544,963 thousand (2004: Nil) have been arranged from various banks
under mark-up arrangements at three months' LIBOR + 0.5% p.a. and six months' LIBOR + 0.5% per
annum.

These facilities are secured by way of hypothecation of current and fixed assets of the Company.

12.3 Short term running finances

Short term running finance facilities available from various banks under mark-up arrangements amounting
to Rs. 4,000,000 thousand (2004: Rs. 3,250,000 thousand) which represent the aggregate of sale prices
of all mark-up agreements between the Company and the banks. These facilities have various maturity
dates upto June 30, 2006.

These facilities are secured by hypothecation of present and future current assets and fixed assets of the
Company ranking pari passu in all respects with the first charge holders. The rates of mark-up range from
one month KIBOR + 0.25% to 0.80% p.a. to three months' KIBOR + 0.50% p.a. (2004: one month KIBOR
+ 0.25% p.a. to three months' KIBOR + 0.25% p.a.).
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2005 2004  

(Rupees '000)      

13. CONTINGENCIES AND COMMITMENTS

a) Contingencies

i) Guarantees issued by banks on behalf of the Company. 19,620 26,828

ii) Disputed demands for Income tax and levy of contribution
to Workers' Welfare Fund related to former PSFL decided
in favour of the Company by the Income Tax Appellate
authorities, are currently in appeal by the department.
The Company is confident that there are reasonable
grounds for a favourable decision. 295,590 295,590

iii) Income tax demands, not acknowledged as debt, have been
challenged by the Company and are currently in appeal;
the Company expects favourable outcome of appeal. –      66,000

iv) Claims against the Company and / or potential exposure
not acknowledged as debt. 62,776 62,776

b) Commitments in respect of:

i) Capital expenditure 473,243 461,006

ii) Purchase of fertilizer, stores, spares and other revenue items. 507,457 254,212

iii) Commitment for equity investment in Pakistan Maroc
Phosphore S.A.- note 16.1, Moroccan Dirhams 46,875
thousand (2004: MAD 75,000 thousand), equivalent approx. 311,250 545,903

iv) Company's share of commitments in Pakistan Maroc
Phosphore S.A. (PMP). PMP itself is committed to
incur capital expenditure of MAD 1,199,000
Equivalent Pak Rs 7,963,000 thousand. 995,375 –

v) Rentals under lease agreements:

Premises  - not later than one year 19,382 27,078
               - later than one year and not later than five years

2007 23,629 13,766
2008 19,486 13,276
2009 17,776 13,033
2010 15,423 13,845

               - later than five years 3,842 3,578

Vehicles   - not later than one year 66,783 60,462
               - later than one year and not later than five years

2007 57,702 52,529
2008 51,182 40,203
2009 40,294 34,264
2010 12,988 5,513

               - later than five years 3,628 –
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14. PROPERTY, PLANT & EQUIPMENT

C  O  S  T D  E  P  R  E  C  I  A  T  I  O  N Written down

As at of Additions / As at As at For the year / As at value as at Annual rate of

January 1, (adjustments* / December 31, January 1, (on disposals / December 31, December 31, depreciation

2005 disposals) 2005 2005 adjustments*) 2005 2005 % on cost

     (R u p e e s '000)

Freehold land 174,634 2,268 176,902 –      –       –       176,902 –
Lease hold land 82,400 –     82,400 15,450 5,150 20,600 61,800 6 1/4
Buildings and structures on freehold land 1,682,972 185,125 1,844,169 1,027,011 66,720 1,089,348 754,821 5 to 10

(23,928) (4,383)
Buildings and structures on leasehold land 42,150 –      42,150 40,431 108 40,539 1,611 5
Railway sidings 26,517 –      26,517 26,467 26 26,493 24 5
Plant and machinery 18,582,611 182,727 18,758,981 11,014,928 465,187 11,479,153 7,279,828 5

(6,357) (962)
Catalysts 313,854 182,502 378,655 223,204 75,970 181,473 197,182 20 to 50

(117,701) (117,701)
Furniture and fixtures 76,427 18,887 90,135 40,204 6,876 45,481 44,654 10 to 15

(1,665) (1,423)
(3,514) (176)

Office and electrical equipment 195,353 43,159 239,370 113,004 29,400 137,859 101,511 10 to 15
(7,851) (6,254)
8,709 1,709

Vehicles 221,300 54,958 250,562 123,523 40,327 139,179 111,383 20
(25,346) (24,496)

(350) (175) 
Maintenance and other equipment 578,419 64,127 643,361 458,616 78,594 527,479 115,882 15 to 33 1/3

(11,000) (10,663)
11,815 932 

Library books 7,403 1,537 8,940 6,267 1,109 7,376 1,564 30

21,984,040 735,290 22,542,142 13,089,105 769,467 13,694,980 8,847,162
(163,563) (160,537)

(13,625) (3,055)
Capital work in progress – note 14.4 285,781 514,851 337,565 –       –      –        337,565 –

(463,067)
                                           2005 22,269,821 609,886 22,879,707 13,089,105 605,875 13,694,980 9,184,727 

21,569,391 481,634 21,984,040 12,450,642 700,474 13,089,105 8,894,935
(66,985) (62,011)

Capital work in progress – note 14.4 140,259 448,406 285,781 –       –       285,781 –
(302,884)

                                                                2004 21,709,650 560,171 22,269,821 12,450,642 638,463 13,089,105 9,180,716 

14.1 Cost of property, plant and equipment has been shown net of Government grant of Rs 68,164 thousand
(2004: Rs 68,164 thousand).

*

*

*

*

*

*

*

*

*

*

*

*

*

*

*

*
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2005 2004    

Note (Rupees '000)      

14.2 Depreciation charge has been allocated as follows:

Cost of sales 28 752,132 683,860
Distribution cost 29 12,426 11,535
Charged to FFBL under Inter Company Services Agreement 4,909 5,079

769,467 700,474

14.3 Details of property, plant and equipment sold :

Book Sale    

Description Cost value proceeds

Vehicles (Rupees '000)

By tender to outsiders
   Mr M. Ijaz 400 200 487
   Mr Abid Ansar 250 125 382
   Mr Abid Ansar 600 300 376
   Mr Abid Ansar 450 225 651

Furniture and fixtures, office and electrical equipment,

maintenance and other equipment

By Company policy to employee
   Mr Khaliq ur Rehman 332 127 149

By insurance claim
   EFU Insurance Company 1,236 1,048 1,085

Aggregate of other items of property, plant and equipment 

with individual book values not exceeding Rs 50 thousand 160,295 1,001 16,594

163,563 3,026 19,724

2005 2004    

(Rupees '000)      
14.4 CAPITAL WORK IN PROGRESS

Civil works 161,207 220,187
Plant, machinery and equipment 176,358 65,594

337,565 285,781
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2005 2004   

Note (Rupees '000)      

15. GOODWILL

Balance at beginning of the year 1,778,464 1,883,079
Less: Amortisation for the year 31 (104,615) (104,615)

1,673,849 1,778,464

16. LONG TERM INVESTMENTS

Pakistan Maroc Phosphore S.A., Morocco 16.1 367,487 179,300

Investment in subsidiary - at cost 16.2

Fauji Fertilizer Bin Qasim Limited (FFBL) 4,752,330 4,752,330

Investments available for sale 16.3

Certificates of investment 279,998 246,525
Government of Pakistan Special US Dollar Bonds –      969,486
National Savings Certificates –      500,000

279,998 1,716,011
Investments held to maturity 16.4

Pakistan Investment Bonds (PIBs) 600,000 700,000
Term Finance Certificates 99,980 20,355

699,980 720,355

  6,099,795 7,367,996
Less: Current portion shown under short

         term investments 25
Investments available for sale

Certificates of investment  41,749 12,456
Government of Pakistan Special US Dollar Bonds –      969,486
National Savings Certificates  –      500,000

  41,749 1,481,942
Investments held to maturity

Pakistan Investment Bonds –       100,000
Term Finance Certificates  40  20,355

      40 120,355

41,789 1,602,297

6,058,006 5,765,699

16.1 Pakistan Maroc Phosphore S.A., Morocco

The Company has committed 12.5% total equity participation in Pakistan Maroc Phosphore S.A. (PMP),
amounting to Moroccan Dirhams (MAD) 100,000 thousand, out of which, MAD 53,125 thousand equivalent
to Rs 367,487 thousand have been remitted upto December 31, 2005 while the balance shall be paid
upon further equity call by PMP.

According to the Shareholders' agreement, the Company cannot sell the shares of PMP outside Fauji Group
(consisting of the Company, Fauji Foundation and FFBL) for a period of five years effective September 14,
2004. Further, if any legal restriction is laid on dividends by PMP, the same will be converted to interest
bearing loan.
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16.2 Investment in subsidiary - at cost

Investment in subsidiary represents 475,233 thousand (2004: 475,233 thousand) fully paid ordinary
shares of Rs 10 each representing 50.88% of FFBL share capital as at December 31, 2005 (2004:
50.88%). The market value of the Company's investment as at December 31, 2005 was Rs 18,130,139
thousand (2004: Rs 14,542,129 thousand), whereas value based on net assets as per audited financial
statements as at December 31, 2005 was Rs 3,931,768 thousand (2004: Rs 3,635,888 thousand).

16.3 Investments available for sale

The Company has placements in certificates of investment of a financial institution for periods ranging
from one and a half to five years at profit rates ranging from 6% to 15% per annum.

Government of Pakistan Special US Dollar Bonds were issued for a period of three years. Profit was payable
on these bonds at a rate of 2% above six months' LIBOR. These were fully encashed during the year.

National Saving Certificates were issued for 5 years. Monthly profit was payable on these certificates at
the rate of 14% per annum. These were fully encashed during the year.

Investments available for sale include Rs. Nil (2004: Rs. 1,345,568 thousand) under lien of financial
institutions against long term loans for PSFL acquisition and short term loans.

16.4 Investments held to maturity

PIBs have been issued for 10 years (2004: 5 to 10 years). Half-yearly profit is payable on these bonds at
rates ranging from 11% to 14% per annum. These include Rs 600,000 thousand (2004: Rs 700,000
thousand) under lien of a bank against loan for PSFL acquisition. Fair value of these PIBs as at December
31, 2005 is Rs 689,142 thousand (2004: Rs 864,164 thousand).

Investment in TFC represents 20,000 certificates of Rs 5,000 each of Askari Commercial Bank Limited.
Half yearly profit is payable on these TFCs at the rate of six months' KIBOR + 1.5% per annum. Fair value
of the outstanding TFCs as at December 31, 2005 is Rs. 101,980 thousand.

Investment in TFC also represented 500 certificates of Rs. 100,000 each of Orix Leasing Limited. Half
yearly profit payable on these TFCs was 14% per annum. Fair value of these TFCs as at
December 31, 2004 was Rs. 20,827 thousand. These TFCs were fully redeemed during the year.
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2005 2004   

Note (Rupees '000)      
17. LONG TERM LOANS AND ADVANCES

Loans and advances, considered good, to:

Executives 73,698 65,266
Other employees 40,760 41,449

114,458 106,715
Less: Amount due within twelve months, shown under
        current loans and advances 22 49,913 39,387

64,545 67,328

17.1 Reconciliation of carrying amount of loans to executives and other employees:

 Opening Disbursements Repayments    Closing

balance balance

as at January as at December

1, 2005 31, 2005

(Rupees '000)         

Executives 65,266 72,828 64,396 73,698
Other employees 41,449 20,165 20,854 40,760

106,715 92,993 85,250 114,458

                              2004 95,247 110,320 98,852 106,715 

These represent secured loans for house building, house rent advances and advances pursuant to agreement
with workers which are repayable within one to ten years. Mark-up at 4% per annum (2004: 4% per annum)
was charged on loans for house building during the year.

The maximum amount of advances to executives outstanding at the end of any month during the year was
Rs 73,698 thousand (2004: Rs 65,266 thousand).

2005 2004   

(Rupees '000)      
18. LONG TERM DEPOSITS AND PREPAYMENTS

Deposits 2,113 2,452
Prepayments  1,322 1,040

3,435 3,492

19. STORES, SPARES AND LOOSE TOOLS

Stores 91,835 77,123

Spares 1,947,888 1,818,916
Provision for slow moving and surplus items (108,924) (295,713)

1,838,964 1,523,203
Loose tools 106 107
Items in transit 223,413 126,876

  2,154,318 1,727,309 
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2005 2004   

Note (Rupees '000)       
20. STOCK IN TRADE

Raw materials 35,080 29,908
Work in process 18,028 10,192
Finished goods:
   Manufactured urea 19,386 22,384 
   Purchased fertilizers 487,978 156,696

 560,472 219,180

21. TRADE DEBTS

Considered good 21.1 659,713 1,407,736 
Considered doubtful 1,979 1,979

661,692 1,409,715 
Provision for doubtful debts (1,979) (1,979)

659,713 1,407,736 

21.1 This includes unsecured balance of Rs Nil (2004: Rs 160 thousand) due from Fauji Foundation, an
associated undertaking. The maximum amount outstanding at the end of any month during the year was
Rs 465 thousand (2004: Rs 16,844 thousand).

2005 2004   

Note (Rupees '000)         
22. LOANS AND ADVANCES

Current portion of long term loans and advances 49,913 39,387 
Advances to suppliers, considered good 66,897 46,981

116,810 86,368

23. DEPOSITS AND PREPAYMENTS 
Deposits 1,229 1,422
Prepayments 24,868 23,211

 26,097 24,633

24. OTHER RECEIVABLES

Accrued income on investments and bank deposits 74,315 48,927 

Advance tax 24.1 476,489 476,489

Receivable from retirement benefit fund, considered good 10 –       929

 Other receivables – considered good 28,998 34,550 
                          – considered doubtful 2,232 2,232

31,230 36,782

Provision for doubtful receivables (2,232) (2,232)

28,998 34,550

579,802 560,895

24.1 This represents tax paid by PSFL in excess of admitted tax liabilities prior to its acquisition by the Company.
The Company intends to adjust this amount after finalisation of pending re-assessments by the taxation
authorities.

67



2005 2004   

Note (Rupees '000)        
25. SHORT TERM INVESTMENTS

Term deposits with banks and financial institutions

   Presentation currency

   Available for sale (net of provision for
     doubtful recovery Rs 13,000 thousand) 500,000 2,550,000
   Held to maturity 4,650,000 –

     Foreign currency

   Held to maturity 905,963 311,860

Investment at fair value through profit or loss

   Meezan Balanced Fund (10,000 thousand
     certificates of Rs 10 each) 25.1 97,500 101,300
Current maturity of long term investments

   Available for sale 41,749 1,481,942
   Held to maturity 40 120,355

6,195,252 4,565,457

25.1 Pursuant to the changes in IAS-39 "Financial Instruments: Recognition and Measurement" and using the
transitional provision given therein, the Company has during the year taken its investment in Meezan
Balanced Fund from investments available for sale to investment at fair value through profit or loss.

2005 2004   

(Rupees '000)     
26. CASH AND BANK BALANCES

At banks:
   Deposit accounts
     Local currency 1,008,459 499,333
     Foreign currency 31,867 –
   Current accounts
     Local currency (includes drafts under collection) 168 397,939
     Foreign currency –       14,898

1,040,494 912,170
Drafts in hand and in transit 130,109 142,153
Cash in hand 1,510 1,507

1,172,113 1,055,830

Balances with banks include Rs 66,665 thousand (2004: Rs 58,772 thousand) in respect of security
deposits received. Local currency deposit accounts include Rs 15,000 thousand (2004: Rs 15,000
thousand) under lien of the bank, against a guarantee issued by the bank on behalf of the Company.
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27. SALES

Sales include Rs 6,118,167 thousand (2004: Rs 3,379,630 thousand) in respect of sale of purchased
fertilizers and are exclusive of trade allowances and sales tax of Rs 292,297 thousand and Rs 2,431,251
thousand respectively (2004: Rs 335,257 thousand and Rs 2,484,103 thousand respectively).

2005 2004    

Note (Rupees '000)         
28. COST OF SALES

Raw materials consumed 4,656,524 3,996,766
Fuel and power 2,896,648 2,444,552
Chemicals and supplies 143,456 114,750
Salaries, wages and benefits 1,553,742 1,263,122
Rent, rates and taxes 11,273 8,594
Insurance 91,469 93,175
Technical services 15,750 14,364
Travel and conveyance 100,547 82,089 
Repairs and maintenance (includes stores and spares
  consumed of Rs 423,407 thousand; 2004:
  Rs 362,832 thousand) 28.1 389,587 579,603 
Depreciation 14.2 752,132 683,860 
Communication, establishment and other expenses 461,058 342,150 
Opening stock - work in process 10,192 21,410
Closing stock   - work in process (18,028) (10,192)

Cost of goods manufactured 11,064,350 9,634,243 

Opening stock of manufactured urea 22,384 542,435

Closing stock of manufactured urea (19,386) (22,384)

2,998 520,051

Cost of sales - own manufactured urea 11,067,348 10,154,294 

Opening stock of purchased fertilizers 156,696 102,702 
Purchase of fertilizers for resale 5,646,648 3,057,353

 5,803,344 3,160,055

Closing stock of purchased fertilizers (487,978) (156,696)

Cost of sales - purchased fertilizers 5,315,366 3,003,359

 16,382,714 13,157,653 

28.1 This includes provision for slow moving and surplus spares amounting to Rs (170,292 thousand)
(2004: Rs 92,487 thousand).
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2005 2004   

Note (Rupees '000)        
29. DISTRIBUTION COST

Product transportation 1,797,694 1,234,997
Salaries, wages and benefits 367,517 309,092
Rent, rates and taxes 45,803 49,381
Insurance 450 2,813
Technical services to farmers 3,610 3,050
Travel and conveyance 58,569 48,210
Sale promotion and advertising 28,170 37,865
Communication, establishment and other expenses 40,105 21,888
Warehousing expenses 16,864 47,821
Depreciation 14.2 12,426 11,535

  2,371,208 1,766,652
30. FINANCE COST

Interest and related charges on long term financing,
   loans and murabaha 281,655 290,061
Interest on Workers' Profit Participation Fund 9.1 –      369
Mark up on short term borrowings 37,357 54,951
Exchange loss on loans 4,891 24,461
Bank charges 2,096 3,107

325,999 372,949
31. OTHER EXPENSES

Amortisation of goodwill 104,615 104,615
Workers' Profit Participation Fund 386,728 327,845
Workers' Welfare Fund 133,504 126,021
Auditors' remuneration
   Audit fee 1,020 1,020
   Fee for half yearly review, audit of consolidated accounts
     and certifications for Government and related agencies 852 893
   Out of pocket expenses 100 100

626,819 560,494
32. OTHER INCOME

Income from financial assets

Income on loans, deposits and investments 400,245 316,356
Income on tax-exempt investments 15,362 45,534
(Loss) / gain on re-measurement of investments
  at fair value through profit or loss 25 (3,800) 1,300
Gain on sale of NIT units 2,021 –
Exchange gain on financial instruments 7,130 15,381

Income from subsidiary

Commission on sale of FFBL products 21,625 19,655
Dividend from FFBL 950,466 475,233

Income from non-financial assets

Gain on sale of property, plant and equipment 16,698 16,206
Other income

Old liabilities written back 374 29,326
Scrap sales 16,432 6,635
Others 13,402 8,136

1,439,955 933,762
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2005 2004   

(Rupees '000)     
33. TAXATION

Provision for taxation -current year 2,323,000 2,184,000

-prior year –        30,000

Deferred (6,000) (115,000)

2,317,000 2,099,000

%      %

33.1 Reconciliation of tax charge for the year

Applicable tax rate 35.00 35.00

Add: Tax effect of amounts that are not
deductible for tax purpose 1.40 1.51

Tax effect of amounts relating to prior years –       0.49

Less: Tax effect of amounts exempt from tax (0.09) (0.26)

Tax effect of amounts taxed at lower rates (3.99) (2.34)

Tax effect of rebates and tax credit (0.20) (0.01)

Average effective tax rate charged on income 32.12 34.39

34. EARNINGS PER SHARE

Net profit after tax (Rupees '000) 4,897,336 4,004,044

Weighted average number of shares in issue during the year 493,474 493,474

Basic and diluted earnings per share (Rupees) 9.92 8.11

There is no dilutive effect on the basic earnings per share of the Company.

Number of shares in issue during the year 2004 have been restated for the effect of bonus shares issued
during 2005.

35. REMUNERATION OF CHIEF EXECUTIVE, DIRECTORS AND EXECUTIVES

The aggregate amounts charged in the accounts for the year for remuneration including benefits applicable
to the chief executive, directors and executives of the Company are given below:

2005  2004

Chief Executives Chief Executives
Executive Executive

(Rupees '000)

Managerial remuneration 2,151 385,334 2,021 308,026
Contribution to provident fund 142 20,081 129 15,872
Bonus and other awards –    17,839 110 28,035
Good performance award –    106,250 –   70,710
Others 1,299 110,360 1,269 73,140

Total 3,592 639,864 3,529 495,783

No. of person(s) 1 238 1 198

The above were provided with medical facilities; the chief executive and certain executives were also
provided with some furnishing items and vehicles in accordance with the Company's policy. Gratuity
is payable to the chief executive in accordance with the terms of employment while contributions for
executives in respect of gratuity and pension are based on acturial valuations. Leave encashment of
Rs 2,007 thousand (2004: Rs 4,420 thousand) was paid to the executives on separation, in accordance
with the Company's policy.

In addition, 12 (2004: 15) directors were paid aggregate fee of Rs 126 thousand (2004: Rs 186 thousand).
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Administrator
REMUNERATION OF CHIEF EXECUTIVE, DIRECTORS AND EXECUTIVES

Administrator
The aggregate amounts charged in the accounts for the year for remuneration including benefits applicable
to the chief executive, directors and executives of the Company are given below:

Administrator
Managerial remuneration

Administrator
Contribution to provident fund

Administrator
Bonus and other awards

Administrator
Good performance award

Administrator
Others

Administrator
Total

Administrator
No. of person(s)



2005  2004

(Rupees '000)        
36. CASH GENERATED FROM OPERATIONS

Net profit before taxation 7,214,336 6,103,044

Adjustments for:
Depreciation 764,558 695,395
Amortisation of goodwill 104,615 104,615
(Reversal) / provision for slow moving and surplus spares (186,789) 92,487
Provision for gratuity 34,231 29,022
Provision for pension 30,655 28,698
Finance cost 319,012 372,949
Income on loans, deposits and investments (415,607) (361,890)
Property, plant and equipment written off 10,570 –
Gain on sale of property, plant and equipment (16,698) (16,206)
Exchange (gain) / loss (3,075) 9,080
Loss / (gain) on re-measurement of
   investments at fair value through
   profit or loss 3,800 (1,300)
Dividend from FFBL (950,466) (475,233)
Old liabilities written back (374) (14,771)

(305,568) 462,846

6,908,768 6,565,890
Changes in working capital
(Increase) / decrease in current assets:

Stores and spares (240,220) (132,816)
Stock in trade (341,292) 462,117
Trade debts 748,023 468,725
Loans and advances (30,442) (22,386)
Deposits and prepayments (1,464) (1,522)
Other receivables 5,552 7,711

Increase / (decrease) in current liabilities:  
Trade and other payables 1,011,854 2,657,950

1,152,011 3,439,779
Changes in long term loans and advances 2,783 (3,408)
Changes in long term deposits and prepayments 57 (452)

8,063,619 10,001,809

37. CASH AND CASH EQUIVALENTS

Cash and bank balances 1,172,113 1,055,830

Short term highly liquid investments 6,004,340 3,052,500

7,176,453 4,108,330
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38. FINANCIAL INSTRUMENTS AND RELATED DISCLOSURES

38.1 Financial assets and liabilities
                 Interest / mark–up bearing                                       Non–interest / mark–up bearing

Interest Maturity Maturity Maturity Maturity Maturity Maturity Maturity Maturity

rates upto after one year after two years after three years after four years after five years upto after 2005 2004

one year and upto two and upto three and upto four and upto five Sub–total one year one year Sub–total Total Total

years years years years

(Rupees `000)

Financial assets

Investments
– Local currency 5% – 11.50% 5,191,789 88,786 115,635 33,948 100,040 599,780 6,129,978 –       –       –       6,129,978 4,118,180
– Foreign currency 0.75% – 4.50% 905,963 –        –        –        –        –        905,963 –       –       –       905,963 1,281,346
Loans and advances 4%        11,192 11,043 10,656 9,965 9,209 20,205 72,270 42,188 –       42,188 114,458 153,696
Trade debts –        –        –        –        –        –        –        659,713 –       659,713 659,713 1,407,736
Deposits –        –        –        –        –        –        –        1,229 2,113 3,342 3,342 3,874
Accrued income on
investments and bank deposits –        –        –        –        –        –        –        74,307 –       74,307 74,307 48,927
Other receivables –        –        –        –        –        –        –        31,230 –       31,230 31,230 37,711
Cash and bank balances
– Local currency 0.5% – 10% 1,008,459 –        –        –        –        –        1,008,459 131,787 –       131,787 1,140,246 1,040,932
– Foreign currency 0% – 3.3% 31,867 –        –        –        –        –        31,867 –       –       –       31,867 14,898

7,149,270 99,829 126,291 43,913 109,249 619,985 8,148,537 940,454 2,113 942,567 9,091,104 8,107,300

Financial liabilities

Recognised

Long term financing
– Local currency 3.5%–11% 1,845,660 887,327 93,750 –        –        –        2,826,737 –       –       –       2,826,737 4,205,650
– Foreign currency –        –        –        –        –        –        –        –       –       –       –       805,174
Long term loan –        –        –        –        –        –        –        –       –       –       –       1,741
Long term murabaha 4.5%       41,667 –        –        –        –        –        41,667 –       –       –       41,667 125,000
Short term borrowings 4.49%–9.40% 2,504,963 –        –        –        –        –        2,504,963 –       –       –       2,504,963 100,000
Trade and other payables 386,728 –        –        –        –        –        386,728 3,506,492 –       3,506,492 3,893,220 2,885,895
Interest and mark–up accrued –        –        –        –        –        –        –        81,644 –       81,644 81,644 74,233

4,779,018 887,327 93,750 –        –        –        5,760,095 3,588,136 –       3,588,136 9,348,231 8,197,693
Unrecognised

Guarantees –        –        –        –        –        –        –        19,620 –       19,620 19,620 26,828
Letters of credit –        –        –        –        –        –        –        507,457 –       507,457 507,457 254,212
Contingencies –        –        –        –        –        –        –        424,366 –       424,366 424,366 603,366
Commitments –        –        –        –        –        –        –        1,866,158 245,950 2,112,108 2,112,108 1,362,544

–        –        –        –        –        –        –        2,817,601 245,950 3,063,551 3,063,551 2,246,950

4,779,018 887,327 93,750 –        –        –        5,760,095 6,405,737 245,950 6,651,687 12,411,782 10,444,643



38.2 Risk management

a) Concentration of credit risk

Credit risk represents the accounting loss that would be recognised at the reporting date if counter
parties failed completely to perform as contracted. All the financial assets except cash in hand,
are subject to credit risk. The Company believes that it is not exposed to major concentration of
credit risk. To manage exposure to credit risk, the Company applies credit limits to its customers
besides obtaining guarantees and by dealing with variety of major banks and financial institutions.

b) Foreign exchange risk management

Financial assets and liabilities exposed to foreign exchange rate risk amount to Rs 937,831
thousand (2004: Rs 1,296,244 thousand) and Rs 1,544,963 thousand (2004: Rs 805,174
thousand) respectively at the year end.

Foreign currency risk arises mainly where receivables and payables exist due to transactions in
foreign currencies. Currently, the Company's foreign exchange risk exposure is restricted to foreign
currency investments, bank balances and short term financing. As both foreign currency assets
and liabilities are denominated in US Dollar, the Company's exposure emanating from any
fluctuations in the Pak Rupee / US Dollar parity gets hedged to a large extent. Foreign exchange
risk on these financial assets / liabilities is limited and it is further mitigated by making short term
placements / obtaining short term financing that give Company's treasury the flexibility to
readjust its portfolio.

c) Interest / Mark-up rate risk

Financial assets and liabilities include balances of Rs 99,980 thousand (2004: Rs 989,841
thousand) and Rs 4,231,699 thousand (2004: Rs 4,410,824 thousand) respectively, which are
subject to interest rate risk. Applicable interest rates for financial assets and liabilities have been
indicated in respective notes.

Variable rate long term financing except Term Finance Certificates (TFCs) is hedged against interest
rate risk by holding "prepayment option", which can be exercised upon any adverse movement in
the underlying interest rates. TFCs are hedged against the interest rate risk by instituting interest
rate caps and floors.

d) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and marketable securities,
the availability of funding to an adequate amount of committed credit facilities and the ability
to close out market positions due to the dynamic nature of the business. The Company's treasury
aims at maintaining flexibility in funding by keeping committed credit lines.

38.3 Fair value of financial assets and liabilities

The carrying values of all financial assets and liabilities reflected in the financial statements approximate
their fair values except investments held to maturity which are carried at amortised cost.
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39. RELATED PARTY TRANSACTIONS

Fauji Foundation holds 44.35% (2004: 44.35%) shares of the Company at the year end. Therefore all
subsidiaries and associated undertakings of Fauji Foundation are related parties of the Company. The related
parties comprise of directors, major shareholders, key management personnel, entities over which the
directors are able to exercise influence and employees' funds. Amounts due from and due to these
undertakings are shown under receivables and payables. The remuneration of chief executive, directors
and executives is disclosed in note 35 to the financial statements.

2005      2004       

 (Rupees '000)                

Transactions with related parties during the year are as follows:

Fauji Foundation

Office rent 2,800 2,431
Sale of fertilizer 420 4,374
Medical services  27 42
Payment for shares of Pakistan Maroc Phosphore S.A. – 179,300
Balance receivable at the year - end, unsecured 36 196
Bonus shares issued 880,313 170,624
Dividends  2,107,092 1,433,240

Fauji Fertilizer Bin Qasim Limited (FFBL)

Marketing of fertilizer on behalf of FFBL
   under sale on consignment basis 202,872 201,234
Commission on sale of FFBL products 21,625 19,655
Services and materials provided 2,980 17,108
Services and materials received 2,457 1,864
Reimbursement of expenses incurred by FFBL in
   relation to equity injection in PMP –      680
Dividend income 950,466 475,233
Balance payable at the year - end, unsecured 267,744 305,034

Mari Gas Company Limited

Purchase of gas as feed and fuel stock 6,928,493 5,884,410
Balance payable at the year - end, unsecured 348,511 290,945

Haldor Topsoe A/s, Denmark

Technical services received 15,750 14,364

Pakistan Maroc Phosphore S.A.

Advance against issue of shares 188,187 179,300

Payment to:

Employees' Provident Fund Trust 112,282 99,217
Employees' Gratuity Fund Trust 35,825 43,681
Employees' Pension Fund Trust 32,249 27,321
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40. POST BALANCE SHEET EVENT

The Board of Directors in their meeting held on January 31, 2006 have proposed a final dividend of
Rs 2.25 per share.

2005   2004       

 (Tonnes '000)                  

41. GENERAL

41.1 Production capacity

Design capacity 1,904 1,904

Production 2,303 2,174

41.2 Facilities of letters of guarantee and letters of credit

Facilities of letters of guarantee and letters of credit amounting to Rs 228,900 thousand and Rs 3,325,000
thousand (2004: Rs 20,000 thousand and Rs 2,575,000 thousand) respectively are available to the
Company under first charge by way of equitable mortgage on all fixed assets of the Company.

41.3 Donations aggregating Rs 42,134 thousand (2004: Rs 2,085 thousand), included under cost of sales do
not include any amount paid to any person or organisation in which the chief executive, directors or their
spouses had any interest.

41.4 Figures have been rounded off to the nearest thousand of rupees unless otherwise stated.

41.5 These financial statements have been authorised for issue by the Board of Directors of the Company on
January 31, 2006.

Chairman Chief Executive Director
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