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Directors’ Report to the Shareholders

The Directors of Pakistan International Airlines
Corporation take pleasure in presenting their report
along with financial statements for the half year ended
June 30, 2004 showing a post — tax profit of Rs. 1.4
billion for the first half of the financial year. For the
quarter April — June 2004, the airline reports a pre —
tax loss of Rs. 789 million.

The second quarter was expected to be a profitable
period, however the steep rise in fuel prices escalated
the fuel bill by Rs. 750 million for April — June 2004
period. The additional impact due to higher fuel prices
over budget for the first half comes to over Rs. 1.2
billion and has severely impacted the profitability in
2004. In addition, the depreciation of Rupee versus
US$ has adversely affected the results because of the
exchange loss on the debt for recently acquired Boeing
777 and A310 aircraft. The airline has already taken
steps to mitigate the impact of the aforesaid adversities.

Revenue for the period increased to Rs. 26.5 billion
from Rs. 23.4 billion in the corresponding period last
year registering a growth of 13.2 %. The costs and
expenditure for the period, however, recorded an
increase of 18.3% to Rs. 25.9 billion against Rs.21.9
billion in the same period last year mainly on account
of increase in fuel prices.

The airline continued on its effort of improving its
product offering. During the period under review,
the airline has successfully added 11 international
destinations to its network expanding its operating
base and improving its market share. The destinations
added are Bombay, Katmandu, Almaty, Milan, Delhi,
Colombo, Fujairah, Houston, Dhaka, Tashkent and
Ras Alkhaimah. Flights to Moscow are scheduled for
launch by end of August 2004.

During the quarter April-June 2004 the airline increased
its capacity by 22% as compared with corresponding
period of last year and achieved a passenger traffic
growth of 17% over the same period. For the half
year ended June 2004, the airline’s passenger traffic
recorded an increase of 13.6% against a capacity
increase of 14.7% over January — June 2003

While expanding its route network, the airline has
aggressively re-entered the cargo market and is now

with four weekly freighter flights to Europe in addition
to its B-747 Combi flights. During April — June 2004
cargo traffic increased by 6.7% over the same period
last year, bringing the growth of the first half of the
year to 4.7% over January — June 2003 levels.

Despite increase in fuel prices, PIA has continued to
achieve significant increase in the traffic growth and
in modernizing its aircraft fleet by adding 9 wide-
body aircraft, including 3 state-of-the-art Boeing
777-200ERs and 6 half-life A-310-300s. These aircraft
have improved product offerings and resulted in
increasing the market share.

At present PIA’s cash flows reflect a healthy position
and the airline has adequate working capital and cash
generation capacity. This has resulted due to
improvement in product offering, aggressive
marketing, improvement in service standards and cost
control measures. As a result, PIA is meeting all its
operational and contractual obligations well in time.

A reflection of PIA’s turnaround is a payment of interim
cash dividend of 5% in May 2004 to all the shareholders
after eight years of no dividend payments. This will
result in greater investor confidence on PIA’s future
performance.

Management is fully aware of the challenges facing
the airline during the remaining period of the fiscal
year and has resorted to a strategy of achieving
challenging growth targets. Fares have been revised
upwards, international distribution channels are being
expanded by participating in major Global Distribution
Systems abroad and a National Distribution Company
is being formed in Pakistan for a wider and upgraded
distribution network for improved market share.

Airline’s economic fundamentals remain strong and
therefore it can confidently look forward to continued
growth and progress.

For and on behalf of the Board

Ahmad Saeed
Chairman

once again a major cargo carrier in the Pakistan market ~ August 26, 2004
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HIGHLIGHTS

JUN - 2004 JUN - 2003 Change

Shareholders' funds (Rs. in million) 7,476 1,278 485.0
Total assets (Rs. in million) 74,104 48,860 51.7
Total revenue (Rs. in million) 26,507 23,418 13.2
Profit after taxation (Rs. in million) 1,399 608 130.1
Revenue passenger kilometers (million) 6,679 5,881 13.6
Passenger seat factor (%) 67.6 68.3 (1.0) %
Revenue freight tonne kilometers (million) 177 169 4.7 %
Freight load factor (%) 51.6 57.7 (10.6) %

IMPORTANT EVENTS

m Induction of aircraft in the fleet as per fleet renewal plan:

January 29, 1st Boeing 777-200ER
February 13, 2nd Boeing 777-200ER
March 09, 2nd A310-300
March 22, 3rd Boeing 777-200ER
March 25, 3rd A310-300
May 26, 4th A310-300
June 30, 5th A310-300

m Aircraft phasedout during the period:

February 29, A300 (AP-BBA) declared total loss.
March 08, A300 (AP-BAZ) permanently grounded.
June 16, F27 (AP-AUR) declared total loss.

m Drawdown of US$ 332 million obtained under US EXIM Bank guaranteed financing for 3 Boeing
777-200ER aircraft.

m Financing arranged for PIA's three B777-200ER won Air Finance Journal 2003 award.
m Liquidation of US$ 125 million bridge financing out of EXIM Bank guaranteed financing proceeds.
m New cabin crew uniform and aircraft livery launched in February.

m  March 06 Hajj 2004 operation completed successfully. In all 108,000 Haijjis carried to and from
the Holy Land.

m PIA Engineering granted JAR 145 International Certification.
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Ford Rhodes Sidat Hyder & Co. Taseer Hadi Khalid & Co.

Chartered Accountants Chartered Accountants
Progressive Plaza 1° Floor, Sheikh Sultan Trust
Beaumont Road Building No. 2, Beaumont Road
Karachi Karachi

REVIEW REPORT TO MEMBERS

We have reviewed the balance sheet of Pakistan International Airlines Corporation (the Corporation) as at June 30,
2004 and the related profit and loss account, cash flow statement and statement of changes in equity together with
the notes forming part thereof (here-in-after referred to as the “financial statements”) for the six months period then
ended. These financial statements are the responsibility of the Corporation's management. Our responsibility is to
issue a report on these financial statements based on our review.

Except for the matters stated below, we conducted our review in accordance with the International Standard on
Auditing applicable to review engagements. This Standard requires that we plan and perform the review to obtain
moderate assurance as to whether the financial statements are free of material misstatement. A review is limited
primarily to inquiries of Corporation’s personnel and analytical procedures applied to financial data and thus provides
less assurance than an audit. We have not performed an audit and, accordingly, we do not express an audit opinion.

As more fully explained in note 15.1, pending completion of perpetual inventory count for overall inventories, lack
of documentation of physical location of floating spares and problems with the inventory accounting system, we
could not verify the accuracy of consumable stores and spares and capital spares with carrying value of Rs. 4,076
million and Rs.2,798 million respectively and we consider that there were no alternative procedures that we could
apply to confirm the existence and valuation of such inventories;

As more fully explained in note 15.3, the provision against slow moving stores and spares has not been worked out
on a basis, which takes account of the useful lives of related aircraft and age of inventories. Further, the provision is
being made on prospective basis. Had the provision for slow moving stores and spares been worked out on a basis
after taking account of useful lives of related aircraft and age of inventories, the carrying value of stores and spares
inventory and deferred tax liability would have been lower by approximately Rs. 1,456 million and Rs. 510 million
respectively, profit for the period would have been lower and accumulated losses would have been higher by
approximately Rs.946 million;

As more fully explained in note 13, committee comprising representatives of shareholders of PIA Investments Limited
(PIAIL), an associated company, has recommended its shareholders to reduce the rate of interest on renovation loan
advanced to PIAIL and cease the interest on repayment of loan. Such recommendation has also been approved by
the Federal Government. The request has not yet been approved by Board of Directors of Corporation. Had the
interest rate been reduced and interest ceased on repayment of principal amount of loan, according to recommendations
of the Committee, long term advances and tax liability would have been lower by approximately Rs. 937 million, Rs.
328 million and profit for the period would have been lower and accumulated losses would have been higher by Rs.
609 million;

Based on our review, except for the effects of the matters described in preceding paragraphs, nothing has come to
our attention that causes us to believe that the accompanying financial statements are not presented fairly, in all
material respects, in accordance with approved accounting standards as applicable in Pakistan.

We draw attention to the note 9.1.1 to the financial statements explaining the difference between the amount due

as per the Corporation records and amount claimed by Civil Aviation Authority for which a reconciliation and settlement
exercise is in progress through Ministry of Defence.

Ford Rhodes Sidat Hyder & Co. Taseer Hadi Khalid & Co.
Chartered Accountants Chartered Accountants

Karachi: August 26, 2004
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Balance Sheet (Un-audited) as at June 30, 2004

JUN - 2004 DEC - 2003 JUN - 2004

Note (Rupees in thousand) (US$ in thousand)
SHAREHOLDERS' EQUITY
Share capital 11,514,826 11,514,826 198,190
Reserves 4,280,712 4,280,712 73,678
Unrealized loss on remeasurement of investments-net (24,170) (2,876) (416)
Accumulated loss (8,295,044) (9,119,166) (142,772)
7,476,324 6,673,496 128,680
ADVANCE AGAINST EQUITY FROM GoP 4 1,081,651 - 18,617
REDEEMABLE CAPITAL 17,571,060 18,381,766 302,428
LONG-TERM LOANS 1,965,717 2,348,733 33,833
OBLIGATIONS UNDER FINANCE LEASE 5 24,080,955 1,303,234 414,474
DEFERRED LIABILITIES 6 3,650,539 4,240,421 62,832
LONG-TERM DEPOSITS AND OTHER LIABILITY 436,600 420,097 7,515
CURRENT LIABILITIES
Current maturities 4,635,332 9,476,260 79,782
Short-term loans 7 - 65,000 -
Creditors, accrued expenses and other liabilities 8 13,205,786 13,197,070 227,294
Provision for taxation - net - 459,555 -
17,841,118 23,197,885 307,076
CONTINGENCIES AND COMMITMENTS 9
74,103,964 56,565,632 1,275,455
FIXED ASSETS
Operating fixed assets 10 45,868,122 17,906,918 789,469
Capital work-in-progress 11 3,304,912 11,817,218 56,883
49,173,034 29,724,136 846,352
LONG-TERM INVESTMENTS 12 334,553 337,345 5,758
LONG-TERM ADVANCES 13 2,511,182 3,686,524 43,222
LONG-TERM DEPOSITS, PREPAYMENTS
AND OTHER RECEIVABLES 14 3,776,835 2,347,382 65,005
CURRENT ASSETS
Stores and spares 15 4,076,943 4,695,334 70,171
Short-term investments 347,992 372,962 5,990
Trade debts - net 3,231,213 3,414,167 55,615
Advances, deposits and prepayments 1,097,356 1,023,390 18,887
Advance tax - net 243,054 - 4,183
Other receivables 896,143 874,676 15,424
Cash and bank balances 16 8,415,659 10,089,716 144,848
18,308,360 20,470,245 315,118
74,103,964 56,565,632 1,275,455

The annexed notes 1 to 26 form an integral part of these financial statements.

Ahmad Saeed Asad Ali Khan
Chairman Director
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Profit and Loss Account (Un-audited) for the six months period ended June 30, 2004

Six months
Six months period ended Quarter ended period ended
Note (Rupees in thousand) (US$ in thousand)
REVENUE 17 26,506,861 23,417,888 11,913,648 10,363,424 456,228
COSTS AND EXPENDITURE 18 (25,220,771) (20,597,227) (12,542,207) (9,525,433 (434,092)
OPERATING PROFIT/(LOSS) 1,286,090 2,820,661 (628,559) 837,991 22,136
FINANCIAL CHARGES (1,016,013) (1,363,437) (452,192) (746,929) (17,487)
OTHER PROVISIONS
AND ADJUSTMENTS 19 (14,695) (215,415) 109,041 (201,754) (253)
(1,030,708) (1,578,852) (343,151) (948,683) (17,740)
OTHER INCOME 20 354,346 285,307 182,356 134,473 5,792
PROFIT/(LOSS) BEFORE TAX 609,728 1,527,116 (789,354) 23,781 10,188
TAXATION
- Current (132,534) (117,089) (59,577) (51,815) (2,281)
- Prior 21 698,465 - 698,465 - 12,022
- Deferred 21 224,204 (802,000) 716,897 (476,698) 3,859
790,135 (919,089) 1,355,785 (528,513) 13,600
PROFIT/(LOSS) AFTER TAX 1,399,863 608,027 566,431 (504,732) 23,787
APPROPRIATIONS:
Dividend 'A' Class ordinary
shares @ Re. 0.50 per share 1.3 (575,366) - (575,366) - (9,903)
Dividend 'B' Class ordinary
shares @ Re. 0.25 per share 1.3 (375) - (375) - (6)
(575,741) - (575,741) - (9,909)
824,122 608,027 (9,310) (504,732) 13,878
LOSS BROUGHT FORWARD (9,119,166) (10,267,818) (8,285,734) (9,155,058) (156,956)
LOSS CARRIED FORWARD (8,295,044) (9,659,791) (8,295,044) (9,659,790) (143,079)
EARNINGS PER SHARE
A' class ordinary shares of Rs.10
each (Rupees/US$) 1.22 0.91 0.49 (0.76) 0.02
B’ class ordinary shares of Rs. 5
each (Rupees/US$) 0.61 0.46 0.25 (0.38) 0.01

The annexed notes 1 to 26 form an integral part of these financial statements.

Ahmad Saeed Asad Ali Khan
Chairman Director
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Cash Flow Statement (Un-audited) for the six months period ended June 30, 2004

JUN - 2004 JUN - 2003 JUN - 2004

Note (Rupees in thousand) (US$ in thousand)

Cash flows from operating activities
Cash generated from operations 22 3,101,328 584,499 53,379
Taxes paid (136,678) (152,417) (2,352)
Financial charges paid (1,053,089) (932,217) (18,125)
Staff retirement benefits paid (25,549) - (440)
Cash flows from operating activities 1,886,012 (500,135) 32,461
Cash flows from investing activities
Fixed capital expenditure (21,358,688) (3,936,759) (367,619)
Advance against equity from GoP 1,081,651 997,614 18,617
Proceeds from investments 6,468 7,487 111
Proceeds from sale of fixed assets 205,224 - 3,632
Proceeds from long-term advances - net 1,240,156 34,381 21,345
(Payments of) / proceeds from long-term deposits (1,429,453) 2,886 (24,603)
Cash flows from investing activities (20,254,642) (2,894,391) (348,617)
Cash flows from financing activities
(Redemption of)/proceeds from Term Finance Certificates (152) 15,140,000 3)
Repayment of long-term loans-net (438,654) (451,568) (7,550)
Repayment of long-term advance under markup arrangements (810,555) - (13,951)
Repayment of obligations under hire purchase (462,809) (732,928) (7,966)
Financing obtained under sale and lease back transaction - 5,745,008 -
Proceeds from obligations under finance lease 18,455,240 - 317,646
Proceeds from/(payment of) long-term deposits

and other liability-net 16,503 (24,239) 284
Payment of short-term loans (65,000) (12,280,333) (1,119)
Cash flows from financing activities 16,694,573 7,395,940 287,342
(Decrease)/increase in cash and bank balances (1,674,057) 4,001,414 (28,813)
Cash and bank balances at beginning of the period 10,089,716 4,537,319 173,661
Cash and bank balances at end of the period 8,415,659 8,538,733 144,848

The annexed notes 1 to 26 form an integral part of these financial statements.

Ahmad Saeed Asad Ali Khan
Chairman Director
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Statement of Changes in Equity (Un-audited) for the six months period ended June 30, 2004

Paid up Capital Revenue Unrealized Accumulated Total
capital reserves reserves (loss) on re- loss
measurement
of

investments-net

( Rupees in thousand ------------------------- )

Balance as at January 01, 2003 6,820,631 2,351,038 1,779,674 (113,538) (10,267,818) 569,987
Unrealized gain on

remeasurement of investments-net - - - 100,280 - 100,280
Profit for the period - - - - 608,027 608,027
Balance as at June 30, 2003 6,820,631 2,351,038 1,779,674 (13,258) (9,659,791) 1,278,294
Balance as at January 01, 2004 11,514,826 2,501,038 1,779,674 (2,876) (9,119,166) 6,673,496
Unrealized loss on

remeasurement of investments-net - - - (21,294) - (21,294)
Profit for the period - - - - 1,399,863 1,399,863
Dividend
‘A’ Class ordinary shares

@ Re. 0.50 per share - - - - (575,366)  (575,366)
'‘B' Class ordinary shares

@ Re. 0.25 per share - - - - (375) (375)
Balance as at June 30, 2004 11,514,826 2,501,038 1,779,674 (24,170) (8,295,044) 7,476,324

The annexed notes 1 to 26 form an integral part of these financial statements.

Ahmad Saeed Asad Ali Khan
Chairman Director
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