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 1. HISTORICAL BACKGROUND OF ACTIVITIES

1.1. Overview
The Bank established and commenced its operations following registration at the 
Tehran Company and Industrial Ownership Registrar Office on December 9, 1999 
under registry number 157915 as Karafarinan Non-bank Credit Institution (CORP).  The 
enactment of the Non-state Bank Establishment Act in 10 April 2000, the 
endorsement of Article 98 of the Act on the Economic, Social, and Cultural Development 
Plan of Iran, and the implementation of the Non-state Bank Establishment Regulation 
of the Money and Credit Council as endorsed on 11 December 2000, collectively 
laid the foundations for the establishment of the Bank.  Based on a resolution 
of the Extraordinary General Assembly meeting of 29 November 2001 and CBI 
operating licence number H/3362 (5 December 2001), Karafarin Bank (CORP) was 
formally established and registered under the same licence number with the Tehran 
Company and Industrial Ownership Registrar Office on 26 December 2001.  The Bank 
gained listing on the Tehran Stock Exchange on February 6, 2003 and has been con-
sistently included on the TSE price quote list since 5 July 2003.  The Bank’s head office 
is based at No. 7, Kadj-Abadi Street, Vali-Asr Avenue, Tehran IRAN. 

1.2. Principal Activities 
According to Clause 2 of its Articles of Association, the Bank’s principal activities 
include, among other areas, the following:
	 Taking all forms of bank deposits including current account deposits with 
cheque books
	 Issuing bearer or registered certificates of term investment deposits
	 Granting credit facilities within the legal framework, regulations and bylaws, 
and implementation guidelines of the Act on Usury-Free Banking Operations
	 Opening letters of credit and engaging in all forms of foreign exchange 
transactions
	 Issuing and trading participation securities for the Bank or on behalf of other 
persons in accordance with the rules and regulations of the CBI
	 Receiving financial facilities from real and legal persons in accordance with 
standing rules and regulations
	 Issuing letters of guarantee and endorsing and underwriting securities including 
participation securities and accepting to service its commitments including principal 
and interest components
	 Operating safe deposit boxes
	 Granting financial facilities for the export of technical and engineering 
services
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	 Participating and investing directly or through share acquisition on stock 
exchanges, in manufacturing, service, and business projects and companies, within 
the confines defined by the CBI’s bylaws and also the Act on Usury-Free Banking 
Operations

The Bank aims at consolidating financial resources that are available through its 
deposits, financial facilities, and its other forms of financial instruments, and utilising 
these resources by granting quality loans and facilities and effectively investing in 
different lines of business and economic activity.

1.3. Number of Branches
Information on the Bank’s branches at year end 19 March 2012 and in the prior 
period is reported as follows. 

1.4. Employees
The number of employees at the end of the current and prior reporting periods is 
outlined in the table below.
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2. BASIS FOR THE PREPARATION OF FINANCIAL STATEMENTS

The consolidated financial statements of the Group and the financial statements of 
the Parent Company (the Bank) have been prepared on the basis of historical cost 
and where appropriate, by using fair market values.

3. BASIS FOR THE CONSOLIDATION

3.1. The consolidated financial statements are the composition of financial 
statement items for Karafarin Bank (CORP), four of its direct subsidiaries, and two 
indirectly controlled subsidiaries.  These entities are collectively subject to 
consolidation and presentation in the form of an individual reporting entity after 
the required elimination of intercompany transactions and outstanding balances, 
and adjustments for any unrealised intergroup gains or losses.  Where the amount 
of profit (loss) is material, following the requirements set forth in the Accounting 
Standards of Iran, it will be appropriated on a proportionate basis between group 
companies and minority shareholders.

Subsidiaries subject to consolidation are:
	  Karafarin Bank Leasing Company
	  Karafarin Bank Investment Company
	  Karafarin Bank Brokerage Company
	  Karafarin Bank Bureau de Change Company
	  Karafarin Asr-e-Amin Insurance Company
	  Karafarin Abineh Gostar Company 
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 4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

4.1. Investments
The Bank adopts the following revenue recognition and valuation methods for its 
different investments.

 

4.2. Tangible Fixed Assets

4.2.1. All tangible fixed assets, except land and goodwill (see note 4.2.2. below), are 
recorded at historical cost in the accounts.  Any expenditure incurred for improvements 
and major repairs of a fixed asset that lead to a significant extension of its useful 
life or to a material improvement in its performance quality, is capitalised and 
subsequently depreciated over the remainder of the asset’s useful life.  Maintenance 

3.2. Parent company’s shares acquired by subsidiary companies are booked in the 
accounts at historical cost and are presented as a contra-equity account under “parent 
company shares held by subsidiaries” on the group’s consolidated balance sheet.

3.3. Minority shareholders’ interest in equity comprise: share capital, reserves, 
retained earnings and current period profit (loss). 
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4.2.5. Fixed assets that are acquired and operationalised during any given month 
over the year will be accounted for and depreciated as of the start of the next calendar 
month.  In cases where a depreciable fixed asset remains unutilised due to, for 
example, closure of operations or for other reasons, depreciation for idle periods is 
accounted for at 30 percent of the rates outlined in the Depreciation Charts of 
Section 151 of Direct Taxes Act.

4.2.6. Costs incurred for improvements to or significant repairs of rental buildings are 
accounted for as an item of fixed assets and are depreciated over a period of three 
years.

4.3. Intangible Assets
All intangibles are accounted for at historical cost of acquisition.  According to CBI 
Circular MB/2946 of 6 March 2007, administrative and operations software are 
amortised using the straight line method over a 5 year period.  Goodwill and other 
intangible assets are no longer subject to any amortisation.
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costs and minor repairs are expensed as incurred and reported as part of the 
period’s profit and loss account.

4.2.2. Land and goodwill are both measured and reported on a revaluation 
basis.  The frequency of asset revaluations in the Bank is five years.  The 
process is conducted by independent valuation experts.

4.2.3. The requirements of Accounting Standard 23 in respect to accounting 
for the impairment of non-current assets have been adopted and imple-
mented in the process of reporting fixed assets. 

4.2.4. Depreciation on tangible fixed assets is based on the Depreciation 
Charts of Section 151 of Direct Taxes Act.  The rates and methods applied are 
as follows.
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4.4. Income Recognition on Facilities, Commissions and Penalties
Income from financial facilities is accounted for under the accrual method and is 
based on the probability of inflows of future economic benefits.  Recognition of the 
Bank’s various incomes follows the methods outlined in the table below.

4.5. Basis for Determination of Depositors’ Share of Income from Joint Activities   
In compliance with the requirements promulgated in Iran’s Act on Usury-Free Banking 
Operations of 30 August 1983 and its operational and implementation guidelines and 
also CBI Circular MB/1799 of 8 January 2004, all income from loans and financial 
facilities and investments in shares and participation securities that are accounted 
for under the Bank’s accounting and financial reporting procedures will be recognised 
as income from joint activities.  Depositors’ share of such income is based on their 
net resources contributed to the income-generating activities, which will then be 
credited to their accounts after appropriate deductions for the Bank’s procuration 
and agency fees.

4.6. Classification of Financial Facilities 
The Bank evaluates and classifies it financial facilities in accordance with the 
requirements presented in the “Banks and Credit Institutions Asset Classification 
Manual” of the Money and Credit Council (also referred to in CBI Circular MB/2823 of 
24 February 2007 of the Office of Banking Studies and Regulation) and also based on 
internal recommendations of its management in respect to customers’ creditworthiness and 
their economic ability as demonstrated by such factors as late repayments, customer 
financial position and the economic state of the customer’s line of business activity.  
This approach leads to the following classes for financial facilities.
	 Current Facilities: Financial facilities for which principal and interest have 
been serviced on the due date or facilities that have been past due for less than 2 
months.
	  Past Due Facilities: Financial facilities for which repayment of principal and 
interest has been outstanding and/or facilities which have been non-performing for 
over 2 but less than 6 months.
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	  Non-performing Facilities: Financial facilities for which repayment of principal 
and interest has been outstanding and/or facilities which have been non-performing 
for over 6 but less than 18 months and the customer has not yet made any clear 
attempt to service outstanding amounts. 
  
	 Doubtful Facilities: Financial facilities that have been outstanding for over 18 
months and for which the customer has yet made not clear attempt to repay 
outstanding amounts.

4.7. Provisions for Loan Losses
Doubtful facilities are provided for in accordance with the requirements of the “Banks 
and Credit Institutions Doubtful Debts’ Provisions Manual” of the Money and Credit 
Council (also referred to in CBI Circular MB/2823 of 24 February 2007 of the Office 
of Banking Studies and Regulation) as well as internal recommendations of the Bank’s 
management in regards to customers’ creditworthiness and their economic standing.  
This approach leads to the following two classes of provisions.

	 General provisions at 1.5% of total facilities’ balances (including all past, current, 
past due, non-performing and doubtful financial facilities) at each year end, excluding 
those facilities that are subject to special provisions as noted below.

	 Special provisions for the balance of past due, non-performing, and doubtful 
financial facilities.  This is calculated based on the factors outlined in the following 
after accounting for the value of security attributable to each individual facility.

4.8. Provisions for Employees’ Termination Benefits
Provisions for termination benefits are accounted for based on one month of 
employees’ latest base salary and continued benefits for each year of their service 
with the Bank.
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5. CASH

Items comprising the consolidated and parent company cash balance reported 
on the balance sheet date are as follows.

Vault cash is held by the Bank’s branches at year end.  Insurance coverage for 
vault cash against potential risks arising from theft and fire is fully provided by 
Karafarin Insurance Company.

6. DUE FROM THE CENTRAL BANK OF IRAN

Statutory deposits are determined and then deposited with the CBI in accordance 
with requirements outlined in the Central Bank’s supervisory policies.
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	  Any difference arising from currency translations of monetary items is recognised 
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 7. DUE FROM BANKS AND CREDIT INSTITUTIONS

Items comprising amounts due from other banks and credit institutions as at the 
balance sheet date are listed below

7.1. The breakdown of foreign currency deposits held with domestic and international 
banks is presented in the following table
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 8. LOANS AND FACILITIES

The Bank’s financial products in Islamic (Shariah-based) contracts as at the balance 
sheet date consist of the following items
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8.1. Disaggregation of financial facilities based on principal, unearned income and 
provisions

Financial Statements

 Karafarin Bank (CORP)Notes to the Consolidated Financial Statements
For the Year ended 19 March 2012



124

8.2. Disaggregation based on type of financial facility according to the Money and 
Credit Council’s Classification Manual is outlined below.

8.3. Financial facilities to other parties (individuals) categorised based on maturity 
and interest rate are disaggregated as follows. 
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9.1. The maturity breakdown of the year-end balance for Participation Securities is 
outlined below. 

9. PARTICIPATION SECURITIES
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 10. INVESTMENTS

10.1. The balance of the short-term investments account relates to the Bank’s 
investments in marketable shares listed on the Tehran Stock Exchange.  These 
investments are measured and reported at the lower of cost and net realisable value 
at the balance sheet date (19 March 2012) at IRR 369,054 million.

10.1.1. Investments in marketable securities are grouped as follows on the balance 
sheet date.  All amounts are in IRR million.
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10.2. The balance of long-term investments is reported on the balance sheet of 19 
March 2012 based on the original historical cost.

10.2.1. Sima Rayaneh Company listed above is currently on the verge of dissolution.

11. ACCOUNTS RECEIVABLE

Accounts receivable on the balance sheet date comprises the following items.
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11.1. Sundry debtors (Local currency- IRR) include the following items.

11.1.1. This figure represents accrued interest on financial facilities that have been 
accounted for and recognised under the accrual method.
11.1.2. This figure denotes initial deposits placed for the establishment of the Bank’s 
branch in Baghdad. 
11.1.3. The figure relates to accrued interest on participation securities that have 
been accounted for and recognised under the accrual method.

11.2. Prepayments as at the balance sheet date comprise the following items. 

Financial Statements

 Karafarin Bank (CORP) Notes to the Consolidated Financial Statements
For the Year ended 19 March 2012



129

 

12.1. Pursuant to legal mandates of Iran’s 2011-2012 budget, land and goodwill 
were revalued towards the end of the current reporting period.  Difference of IRR 
2,043,597 arising from this process has been booked as revaluation surplus, which is 
classified as part of the Bank’s Shareholders’ Equity and reported in the Statement of 
Comprehensive Income.  
* Tangible fixed assets have been fully insured against potential risks from fire, floods 
and earthquakes.

12. FIXED ASSETS
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 13. INTANGIBLE ASSETS
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14. OTHER ASSETS

15. DUE TO THE CENTRAL BANK OF IRAN

16. DUE TO BANKS AND CREDIT INSTITUTIONS
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18. QARZOL HASANE SAVINGS DEPOSITS

19. INVESTMENT DEPOSITS

 17. DEMAND DEPOSITS
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19.1. Non-IRR (FCY) term investment deposits are disaggregated by foreign currency 
at the balance sheet date as follows.

19.2. Interest rates on IRR term deposits are outlined in the table below.

19.3. The table below presents a classification of long-term investment deposits by 
maturity and interest rates.
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19.4. 

 

 

20. OTHER DEPOSITS

21. INCOME TAX PAYABLE

21.1. Changes in parent company and the group’s tax provisions over the reporting 
period are presented in the table below.

Financial Statements

 Karafarin Bank (CORP) Notes to the Consolidated Financial Statements
For the Year ended 19 March 2012



135

A summary of the Bank’s tax position over past financial reporting years is de-
scribed in the table below.

       Tax on financial performance in 2002-03 and for earlier periods have been 
finalised and paid for.
       Final notice of tax assessment for 2003-04 has been issued.  In line with the 
requirements of Article 239 of the Direct Taxes Act, the Bank has paid one third of the 
assessed tax has submitted, for the remainder, an appeal to the Supreme Tax Council.
       Final notices of tax assessment for 2004-05 and 2005-06 have been issued.  The 
Bank has accordingly paid the relevant amounts but has also filed its formal 
complaint to the Supreme Tax Council.
     Final notices of tax assessment for performance in financial periods 2006-07, 
2007-08, and 2008-09 have been issued to the Bank.  The Bank has submitted its 
appeal to the assessed tax levels and an order of reassessment has now been issued.
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22. INTEREST PAYABLE (TO DEPOSITORS)

23. ACCOUNTS PAYABLE AND PROVISIONS FOR ACCRUED EXPENSES

24. DIVIDEND PAYABLE

Financial Statements

 Karafarin Bank (CORP) Notes to the Consolidated Financial Statements
For the Year ended 19 March 2012



137

 

 

25. PROVISIONS FOR EMPLOYEES’ TERMINATION BENEFITS

25.1. Provisions for termination benefits is measured based on each employee’s last 
monthly pay of as a factor that is then applied to the number of years in service.

26. PAID-IN CAPITAL

26.1. The Bank’s capital on the date of establishment was IRR 30,000 million 
(comprising 30,000 shares with a face value of IRR 10,000 per share).  The Bank 
subsequently increased its capital level at various stages as outlined below and at the 
close of the financial period ending 19 March 2012 capital stands at IRR 4,500 billion 
(comprising 4,500 million shares each with a face value of IRR 10,000).
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26.2. Capital Adequacy
The Capital Adequacy Ratio (CAR) is measured by dividing the Bank’s capital base by 
its risk-weighted assets.  Based on the requirements of the Basel Accord, this ratio 
should be no less than 8 percent in all banks.  The CAR, which is a key indicator 
in analysing the financial statements of banks, may reflect on a bank’s ability in 
confronting unforeseeable risks and losses.  The table below presents the Bank’s CAR 
between two recent time intervals.
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Based on article 58 of the Bank’s Articles of Association as well as mandates of the 
Money and Credit Council, 15 percent of net profit after tax is allocated annually to 
statutory reserves.  Annual appropriations to statutory reserves will continue until 
the retained balance in this account equals that of the Bank’s paid-in capital.

26.2.1. Risk-weighted Assets

 27. STATUTORY RESERVES
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28. MINORITY INTEREST

29. INTEREST ON LOANS AND FACILITIES

30. INTEREST ON DEPOSITS AND INCOME FROM INVESTMENTS
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31. INTEREST PAID ON INVESTMENT DEPOSITS

32. COMMISSION INCOME
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33. INCOME FROM FOREIGN EXCHANGE TRANSACTIONS

34. OTHER INCOME
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 35. GENERAL AND ADMINISTRATIVE EXPENSE

35.1. A major portion of fees paid relates to the outsourcing of such services as 
branch security, branch cleaning and general maintenance, and postage charges. 
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Based on CBI Circular MB/2823 of 24 February 2007 of the Office of Banking Studies 
and Regulation in respect to the measurement of general provisions for loan losses, 
banks are required to allocate, at each year end, a minimum of 1.5 percent of their 
balance of loans and facilities and investments to the provisions for loan losses’ 
account.  For loans and facilities that are likely to be impaired and meet the 
criteria outlined in the abovementioned Circular, banks are required to account for 
necessary loan-specific provisions based on internal assessments of the relevant 
customers’ creditworthiness and their economic and financial position.

 

 

 

36. LOAN LOSS PROVISIONS’ EXPENSE

37. FINANCING COSTS

38. COMMISSIONS AND OTHER EXPENSES
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 39. PRIOR PERIOD ADJUSTMENT

Of IRR 255,938 million on the parent company’s statement of retained earnings, IRR 
129,310 million, IRR 30,148 million and IRR 96,480 million relate to tax paid for finan-
cial years 2007-2008, 2006-2007 and 2005-2006 respectively.  

 40. RECONCILIATION OF PRE-TAX PROFIT TO CASH FLOW FROM OPERATIONS
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 41. DISGGREGATION OF NET INCREASE IN CASH
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 42. LETTERS OF CREDIT
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43. LETTERS OF GUARANTEE

44. PARTICPATION SECURITIES – UNDERWRITINGS 

45. MANAGED FUNDS
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46. OTHER COMMITMENTS AND OFF BALANCE SHEET ITEMS

47. CAPITAL COMMITMENTS AND CONTINGENT LIABILITIES

The Bank’s commitments and liabilities have been fully disclosed and reported in the 
financial statement and the notes accompanying the financial statements.  The Bank 
has no unreported or undisclosed commitments and/or any contingent liabilities on 
the balance sheet date. 

48. EVENTS AFTER THE BALANCE SHEET DATE

There are no material post-balance-sheet date events that require separate 
disclosure.
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 50. BASIC AND DILUTED EARNINGS PER SHARE

50.1. As the only diluting equity instrument over the reporting period is that of the 
share purchase rights issued for the increase in capital from IRR 3,000 billion to IRR 
4,500 billion, therefore net profit for ordinary shareholders is used in the numerator 
of both the basic and diluted earnings per share measurements.

50.2. The weighted average numbers for ordinary shares used in the denominator 
of basic earnings per share and diluted earnings per share are 3,940,368,196 shares 
and 4,345,675,946 shares, respectively.  The reason for this difference stems from 
assumptions on potential cases of share purchase rights being exercised over the 
relevant exercise period (9 April 2011 to 11 September 2011).

51. RELATED PARTIES TRANSACTIONS

Related parties’ transactions over the reporting period ended 19 March 2012 that 
are subject to separate disclosure as per Article 129 of the Commercial Code are 
outlined in the table below.

 49. FOREIGN CURRENCY POSITION 
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