
The Financial Sector in Pakistan.
 
With Particular Reference to 

Investment Finance Banks 
and Development Finance 

Institutions. 

STUDY UNDERTAKEN 

FOR USAID 
ISLAMABAD 

BY 

epru 
Economic Policy Research Unit 

Lahore, Pakistan 



':
 .....!...........iii :i:"'::' " !!:i : : '::i : : / ... P-.... :! - ' iii = - !%
.......................... .... u l, i I...... ,:
.... ...... ... /IIII................. / 


IF L 

WS;Tt I) N I)IICAKI.:N 

AR USA !) 
ISI.AMAIIAI) 

ECONOMIC POLICY I3SLARCII UNI'I' 

6(0-T'lHF. MALI, I.AI lI(11 
Tel :3010,i,4 / 3010)55 



... . .....
............... 
 .............
.......... 
........ ... 
 ........ ........ ......
 
............. ......................
 .............................
...... 
 ....
 

. ...................... 
................. ..... . ....... ....... .............
 

... . .. .. .. 
 .... ....
...... .. .. . .
 .....................
.....
 ... . . .. ... ...*..... ........... . ..... .. ... . ... 
.........
.....
...
 .....
............
... ........
.............. ...... .......
 .. ........
 ...........
 
......................
 

... .. ......
 
............. .
......
........ ....................................
.......... . ...
............ ........................................................................ ....
 

.........
 
... HAZIA':JAM ..............................
............. .....
...... ...... .....
................
........
...................
................


0-1 ...A ........i .........................
.. ......
.................................. ..........................
 ................... .....................................
............ . ...
...
.......
....................... ............................
.........
....... ...................
........................... ................................. .. ..............................................
...................... I......................... I......................... ...................
 .....................
 
,tv
 

Lle..-'6LI0Rflalr I c
 .......
........
....
... ....... ... ...... ...
 .. .... .. .....
..............
...... .....................
 ....... . . ... .................
 ......... ................ 


....... ....... 

... ........ 
......................
 .....
 

............................... 


......... 


......
 ...........
 
........... 
 .............
 

................... ....... .........
 
........... ..
 

...... 

.................
 

.. 


.......................
 

....... 


.. .... ..... ... . .....
........
.. . ......
.......... I. ....
......................................
............. 100


..........
..
:::MUI-* MAD : ..........................................
................
............
.........
... ..........
......................I ....
...... 
................. ................. .................
 .......................
.....
........................
.........................................
.... ....................
....................
....
........ ...
........................... ........
................
......................
...........................
..... ..............d ....................... 
....... X..... . .........
.....................................
.. ...................................
...........
......
.............
 ...
...........
......................................................
 



ldLLAUArTA4 	 UpT~bMWE
 

~ ~ U ~ Lvolution of P'akistan' s FinancialI Scctor 

- Sun,ary Analysis of Fiiancial institutions in 
Pakistan 

SBackgr ound
 

- Five Case Studies
 

]LjJ&i1$ -j Emerging Issues and Recommcndations
 

~ ~JLP~~LI~~ 	~Sector Su~mmary 

I ; 	 Case SLudI - Agriculture Developmlent Bank of 
Paldstan 

~L~JALi1J1I~I~ ~Review of seven DFIs
 

l Summary information on remaining DFIs
 

lJAL.VIL,1J U2() Emerging Issues and RecoLmmendations
 



ThaTtWITTIT JL
 



Development FinancialInstitutions II 	 Executive Summaty 

Pakistan's financial system has evolved through four pihases. The first phase 
witnessed the establishment of basic financial institutions to aid economic developmentl. 
The commercial banks were set up by tile private sector, whereas development finance 
institutions began operating in the public sector. The second phase was one of 
nationalisation of financial institutions in response to grievances regarding the 
concentration of industrial and financial power within a tiny corporate elite. The third phase 
did not involve a change of ownership but introduced religiously determined instruments 
and measures into a confused financial system. The current phase is one where the GOP 
is embarked on a tentative course of financial liberalisation. Attempts are underway to 
rationalise existing public sector institutions, increase competition and more towards a 
more market oriented system. Such reorganisation would require prudent regulation, but 
this would be qualitatively different from the extensive control exercised currently by the 
government. At present, the country's financial system is under considerable confusion 
and distress. GOP's efforts at reform acquire particular urgency at a time when the country 
needs to rely more on domestic resource mobilisation. 

This study examines two features of the current liberalisation. First, we examilne 
tie prospects of the forthcoming investment finance banks. The second aspect of the 
study Is a review of development finance institutions. The conclusions and 
recommendations emerging from our study, regarding both subset of institutions, are 
summarised below. 

IFBs: EMERGING ISSUES AMD RECOMMENDATIONS. 

iii. 	 The first and foremost hindrance that was faced by all parties was the lengthy 
process of seeking approval. This process has been almost two years in some cases. This 
poses a constraint for all new aspirants in the field. It is alleged that interested panties are 
using all sorts of political connections and seeking foreign government recomnicudations 
in their bid to obtain letters of intent. The pressure is building up as more applicalions find 
their way to the authorities. The experience of the Crescent Group-the only ones that have 
had the public subscription so far-is a case in point. The stock market wilh all its 
inefficiencies gives a premium to the sound reputation of the Crescent Group. This 
resulted in over subs:.ription and the price of shares being quoted at two or three times tile 
par value. Aspiring sponsors thus also see this as a way to Increase the value of their net 
worth in a short period of time. This explains the interest that has been shown by various 
parties in obtaining licenses by any possible means. This fact also encourages those 
whose intentions are only to make a 'quick buck'. 

iv. 	 The procedure that companies in Pakistan have to follow in order to have a public 
offering, whether Investment Banks or others, is aso very tedious and rampant with 
unnecessary delays. The inherent delays in this process will directly elfect the working of 
IFBs as well when they will underwrite issues of, and act -, advisors to clients going 
public. The present process requires the sponsors of any coii,.:3ny to register with tile 
registrar of joint stock companies, go to the controller of capital issue with tire 
memorandum and articles of association, have the same whetted by the Corporate Law 
Authority, seek State Bank of Pakistan approvals and then put in tire prospectus to te 
Stock Exchange fur approval before the actual floatation. The slightest of objections, say 
at stage 3 would result in going back to stage one in order for them to Le approved by the 
authorities. What would bp desirable is the ubiquitouz and much desired "ole window 
operation" whereby tile sponsors could out together tfie entire package and ther seek a 
'blanket approval' from any designateu department of the Ministry of Finance. Going a 
step beyond this, it has been suggested that the IFBs in particular should be granted 
approvals to undertake issues on behalf of clients oil their own books or by directly 
placing them in the market. In areas where the regulators wish to retain control there 
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should be a swift approval process which allows transaction to proceed before market 
condition change. 

v. 	 IFBs are allowed to act as traders and brokers of listed securities under section 5 
(b)(v) of the SRO. At present stock exchanges are not Issuing new membership cards as 
they do not want to increase membership. The only way out for the IFB is to puchase a 
card from an existing member. This has led to a monopoly situation for the existing 
members who have started quoting unrealistic prices for them. It was alleged that they 
want to sell off cards at exorbitant prices but officially document only a minimal amount in 
order to make an off-the-book profit. 

vi. 	 Nationalized Commercial Banks arid Domestic Foreign Banks in Pakistan are 
regulated by the State Bank of Pakistan. At the time the SRO of Investment Banks was 
bein, drawn, it was decided that since Investmnen! Banks are not going to be scheduled 
banks, therefore they do not need to be regulated by the SBP. Instead it was decided that 
the Ministry of Finance arid in particular the controller of capital issue would be the 
regulating authority. This decision is re.,)onsible for the regu;atory confusion that the 
investment banks are facing today. In particuiar IFBs do not have access to the money 
market like other financial institutions. As per section 5(a)(iv) of the SRO, they are al!owed 
to borrow and lend in tile call money market (Inter bank). The situation on ground is 
different, arid they cannot participate ill the Inlerbank market which puts them at a relative 
disadvantage. The more aggressive foreign baniks in Pakistan are the traditional borrowers 
in this market, due to a decline in their share of bank deposits coupled with a more active 
demand for bank credit. The Interbank or Call Money rate is artificially low. At tie peak of 
the busy season it may exceed the bank rate charged by the SBP. This is due to demand 
for credit being more than that allowed by SBP aid because Call Money does not require 
collateral. As the name indicates the money is 'on call' but participants in this market have 
a gentlemen's agreement that it will not be cailed for some time. To maintain the 
investment finance banks- liquidity position at par with commerical banks it is important 
that the present situation be amended without delay. 

vii. 	 IFBs are allowed to issue short arid long term redeemable capital which includes 
Participation Term Certificates and Term Finance Certificates under section 5 (b)(vii) arid 
5(c)(xi) of tie SRO. However, under section 120 of the Companies Ordinance a company 
can issue any instrument in tile nature of redeemable capital in favour of 'scheduled 
batiks', 'financial institutions' or other persons as may be specified for the purpose by the 
Federal Government through notiiication in thp Official Gazzette. As an IFB is neither a 
scheduled bank nor a financial institution, companies cannot issue TFCs in their favour. 
This situation can be altered only if authorities issue a notification that will amend the 
existing regulations. 

viii. 	 At present IFBs do not have authorization to function as foreign exchange dealers. 
For this reason they are not in a position to open Letters of Credit on behalf of clients. 
Thus they would have to have a standing relationship with a commercial bank for this 
purpose arid give up half of the commission that is earned. Their exclusiol from this highly 
lucrative market seems unnecessary. It must be pointed out that foreign brnks derive 
more than two thirds of their income from trade related financing. 

ix. 	 IFBs must be eligible for remedies available to commercial banks in cases of 
default such as access to tile banking tribunal. (It is a different matter that the said tribunal 
is without a judge for tile past year and a half). Moreover the existing law regarding 
foreclosures and taking pe3ession of ausets which are pledged as security leave alot to be 
desired. Thus recovery mechanisms must be put in place before IFBs call be expected to 
take on the risk of credit and new ventures. 
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x. IFBs are not allowed to take deposits that are of less that ninety days maturity nor 
have checking accounts, which differentiates them from commercial banks. Investment 
banks want to provide all services under the same roof for their corporate clients. This 
includes raising short term funds on their behalf, which may be less than 90 days maturity. 
Similarly Form L ceilings limit short term borrowing. If paper issued by prime corporate 
customers were excluded from this limit or incorporated as a sub limit, it would encourage 
entry by companies, help develop markets and create liquidity. It must be realised that the 
IFBs could play an Important role in developing a broad and flexible money market where 
funds can be channelled where they are most needed. 

xi. Specialized credit line from the State Bank are not available to IFBs as they are to 
NCBs and DFIs. These include concessioanry lines for locally fabricated machinery. 

xii. 1FBs must be able to take hold and make markets in different kinds of paper 
without restrircticns or impediments. Instead matters appear to have been made artificially 
complex due to the stamp duties tha, are imposed on the creation of new instruments. 
There is a need to build a secondary market in Pakistan. GOP has been showing an 
interest and a number of studies have been undertaken. IFBs can play an important role if 
piovided with the required incentives. In well developed money markets, liquidity is the 
'name of the game'. The only reason why there is a demand for instruments with long term 
maturitys such as 30 year bonds, is because they can be traded freely. It is recommended 
that stamp duty on IFB paper products be removed. 

xiii. To have IFBs competing with other institutions on a level playing field certain 
conditions have to be created. Liquidity and tradeability form the critical mass of capital 
markets. Pakistani authorities will have to take committed steps to fuel the market. For 
instance the crowding out effect due to unnecessarily advantageous features of certain 
instruments should be avoided. The WAPDA bonds is a case inpoint. First, they are 
guaranteed by the government. Secondly, they are just another source of non bank 
domestic borrowing. The rate of return does not reflect the operating performance of 
WAPDA. Infact the bonds prospectus did not contain a financial statement of WAPDA. 
These long term bonds have features of discounting (after 6 months with FCDC and a tax 
advantage that wili be very difficult to match for any prime corporale borrower). The prime 
customer will be able to borrow at 12.5% *- legal and administrative cost and will thus be 
Jriven out of the market. It is ofcourse critical that IFBs have access to cheaper funds as 
compared to the corporations that they are lending to. 

xiv. Since IFBs are not Included in the list of scheduled banks there is a number of 
problems that they are facing. For instance IFBs can provide guarantees on behalf of 
customers In case equipment is imported, but cannot guarantee the payment of duty 
through custom debentures, as the law only names scheduled bariks as eligible for this 
function. Section 5(c)(xii) allows IFBs to undertake guaranteeing and counter guaranteeing 
business, but public sector Institutions are resisting the acceptance of guarantees issued 
by them, as IFBs are absent from the text of the Companies Ordinance 1984. Similarly 
certain government corporations which have surplus funds cannot place them with IFBs 
since they have not been given the status of financial institutions in existing law. 

xv. The tax status of the IFBs is still not very clear and there has not been any rate 
disclosure. If the IFBs are taxed like other banks it will be unfair since the quality of the 
portfolio of the two types of institutions will be very distinct. Secondly the ainlouni of 
money that tile IFBs are spending on the research and development of new products will 
have an impact on their income thus rendering them incomparable to other banks. 
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xvi. 	 IFBs are working In a regulated environment where each activity is restricted in 
quantifiable terms as a percentage of liquid net worth or other similar measures. On the 
other hand activities of leasing companies and modarabas are not restricted or governed 
by any regulation. This results in their unlimited arid unregulated involvement in activities 
which essentially lie in the domain of investment banking. These companies are investing 
in shares, discounting bills, giving margin loans and accepting deposit and lending in an 
unrestricted manner. This results in unfair competition as the conventional leasing rates 
are 22 - 24%. Thus leasing companies are in a position to offer competitive deposit rates in 
the neighbourhood of 16-18%, which are the highest in the market. It is therefore 
recommended that either Modarabas should be disallowed investment banking activities 
or should have similar guidelines as those provided to IFBs so as to have fair competition. 

xvii. 	 A major problem exists due to the fact that investment banking is a niew concept 
in Pakistan. The market as well as the bureaucracy do not or only partially understand 
what is entails. Some think of IFBs as being synonymous with the fraudulali, investment 
companies which mushroomed in the past decac;e. These companies offereo tremendous 
returns and later decamped with the investors's noney. This is the chief reason for the 
extreme caution being exercised by regulatory agencies ard the public at large. Thus it is 
important to educate the target audience, as regards investment banking. The challenge 
facing the IFBs is, firstly to create a demand for their services and then to create an 
awareness of their name. Even the professional arid fresh graduates who are working in 
IFBs are orny familiar with the academic working of Investment Banks. The experience of 
well developed capital mar!(ets can also riot be replicated in their entirety. For this reason, 
it would be appropriate for orjanizations such as the Pakistan Banking Council anid/or the 
regulating bodies, alongwith internatiortal agencies, to hold seminars arid training 
workshops all over the country for bankers arid professionals. Donor agencies could also 
pla/ an important role by sponsoring workshops, where experienced it:vestment bankers 
from overseas could be invited to impart training to the aspiring investment bankers in 
Pakistan or those in the field be sent overseas for a short period of time to gain practical 
knowledge and experience. 

xviii. 	 Donor agencies could lend support to IFBs through various measures. First of all 
an awareness of the existence of these institutions needs to be created in the donor 
community. The IFBs came into existence due to World Bank conditionality on 
liberalization of the financial sector arid the role that the private sector could play. It 
appears that the pressure on regulatory authorities must continue ina similar manner. If 
the objectives in view are to be achieved, half hearted effort is of riu use. Instead the whole 
process 	should be monitored at every step. A positive move would be the provision of 
credit lines. In this regard donor agencies and; overseas DFIs should be encouraged to 
disburse funds through IFBs. The process cati start by a few initial projects where final 
evaluation and approval vests with the foreign DFI. At a later stage dedicated lines of credit 
could also be made available to IFBs as were given to the government controlled DFIs in 
the past. Caution must be exercised in thig regard to avoid undesirable experiences such 
as those with state controlled DFIs. For ',his rcason it will be very important to look at the 
track record of sponsors. 

xix. 	 IFB personnel should be sponsored for 'raininng courses in other less developed 
countries such as Thailand arid hndonesia. The environnient of [he financial sector is 
similar to that in Pakistan, or was recently at a stage where Pakistan is now. 

RECOMMENDATIONS FOR IMPROVING DFI PERFORMANCE 

xx. 	 DFI performance has to be seen alongwith the infrastructural arid other inherent 
weaknesses of the financial sector. DFIs may be performing similar functions but there is 
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hardly any competition among them. Applicants have also felt free to approach more than 
one institution. The government must encourage competition witllin the DFIs. For this it 
may chose certain target performance measures such as rate of return on assets or rate of 
recovery. In fair competition it is necessary to reward performance just as it is necessary 
to penalize poor results. However there must also be a miniimum acceptable level of 
adverse performance. 

xxi. 	 All DFIs must be encouraged to mobilize their own resources and not depend on 
subsidized credit facilities of the SBP or international agencies. If their mandate does not 
allow resource mobilization, it should be amended accordingly. At this stage some DFIs 
may not be in a position to do so, owing to the adverse quality of their loan portfolios. 

xxii. 	 Concentration of DFI headquarters in one region has resulted in large projects becoming 
the prerogative of Karachi businessmen. To have an equitable disbursement of funds DFI 
headquarters must be moved up country. Initially the headquarters of two institutions 
should be moved to Lahore and on3 2ach to Islamabad, Peshawar and Quetta. This 
should be coupled with opening of regional offices (as recent!y announced by ADBP). 
This step might also lead to a natural division of sectoral lending, for instance DFIs based 
inPunjab may end up financing more agro based industry and/or cotton textiles. Similarly 
there might be a natural division on the basis of rural or urban concentration of the 
projects under consideratlon. Looking ahead, if the government wants to move towards 
(say) rural industrialization , DFIs can play an important role in developing infrastructural 
faciltes for industries in selected rural areas. 

xxiii. 	 Competition for DFIs is also emerging in the form of private sector Investment Finance 
Banks. These institutions will undertake project finance activities as well and claim to have 
turn around time of 10 to 15 days. In order to compete DFIs will be forced to atleast work 
within the stated 60 day approval cycle and push towards early disbursements. 

xxiv. 	 It is recommended that DFIs should create a technical intelligence unit and hire inhouse 
technical consultants. In this age ol rapidly changing technology, such a unit should have 
the ability to evaluate technological choices, its interaction with other technologies, its 
relationship with social and economic systems and its impact oil the economic viability of 
the project. 

xxv. 	 DFl. must also consider the technological development objectives of the coulutfy 
while evaluating projects. m1porl substitution, deletion policies and utilization of 
indigenous capabiilies could - 3 consideration while considering loans. Related certain 
quantitative measures and targets could be made prerequisites for disbursal. For 
instance, they could include graduated deletion of foreign technology import by (say) 5
10% per year. 

xxvi. 	 DFI performance has been excessively top management dependant. As is the practice in 
many other areas of Pakistan :ociety, individual personalities have dominated certaill 
institutions. One way of avoiding tis would be by giving more power to the Executive 
Boards who should have an equal number of internal and external members, thus 
Increasing the chances of dissent. Decentralizing to regional or provincial levels will also 
decrease the dependence oil Head Office and the decision making on one person. 
Regulatory agencies could keel) a check onl performance by monitoring the trend in the 
number of sanctions over time and doing the needful in case there is an extreme 
movement. 

xxvii. 	 Terms and conditions of work and salary structure at DFIs need to be reviewed. Ideally 
these should be brought in line with private sector terms. Performance criteria and 
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objectives should be decided In consultation with the employees and performance reviews 
should 	be carried out regularly. Moreover performance based rewards and promotion 
must be introduced, as is the case in private banks. 

xxviii. 	 New employees should go thi ugh intensive training modules along with on-the-job 
training. This should be similar to the training programs being offered by private sector 
financial instL'ions. DFIs could also institute the Account Officer system. (see detail in 
commercial banking section). 

xxix. 	 DFIs must also have ready or on-line access to the credit infor'nation network for NCBs. 
This will enable them to have up-to-date information regarding group accounts and total 
liabilities outstanding of corporate individuals and groups, and delinquencies ,if any. 

xxx. 	 Disbursing institutions must ensure that tile recipients of funds are the initial 
sponsors of the projects. In many cases sanctions have been sold to other non deserving 
parties or original sponsors are no longer associated with the project when it finally takes 
off. 

xxxi. 	 Certain preconditions must be imposed on borrowers, such as the piovision of audited 
financial statements In a timely fashion. The integrity and sophistication of reporting 
standards depends on the sophistication of its users. In developed systems it is analysts 
and institutional stake holders who ensure high quality reporting. Laws regarding timely 
preparation of accounts are in place in Pakistan, as in other countries, but the 
implementation Is too slow or is non existent. 

xxxii. 	 Iln order to play their due role in capital market development in Pakistan, DFIs could make 
it a precondition for borrowers to have a public offering. DFIs could provide an all-in-one 
package to clients. This would also result in bette reporting practices. 

xxxiii. 	 Internationally employed loan clssification criteria must be adopted by DFIs. The 
importance of post disbursal evaluation and project monitoring must be recognized in this 
regard. Having an account officer sytem in place will aid this process greatly. 

xxxiv. 	 Over the long term it is recommended that tile DFIs be restructured linanacially and 
administratively. Some measures regarding administrative restructuring have been 
mentioned earlier. Measures for financial restructuring should include a thorough portfolio 
audit in each institution as a first step. 

xxxv. 	 Secondly the formation of a central management service company or smaller companies 
Is recommended. These should be along the lines of "work-out groups" in some Western 
countries. The company cornsists of an independen group of professionals including 
accountants, financial managers. lawyers, tax advisors which may be hired by the 
Inslitution(s). This group usually takes over the management of problem companies which 
would be similar to our 'sick units'. It carries out a management audit and puts measures 
in place that may aid in turning it around. In case of a situation beyond redemption, it aids 
in the filing of bankruptcy proceedings and the final disposal of assets of all creditors. 
DFIs could have inhouse work out groups if outside consultants are not available. 

xxxvi. 	 Institutional retructuring along the lines of commercial banks could also be undertaken. 
Here each instituion would be divided to form two separate ones. One would retain all the 
'good loans' and the other all the classified or sub standard ones. Tie purpose of tile 
latter would be restricted to that of a collection agency - collecting interest payments and 
pursuing loan recovery with the aid of the legal sytem. A combined collection agency for 
all the DFIs could also be set up. 



Abbreviations and Definitions 

DFI: 
GOP: 
IFB: 
NCB: 
SBP: 
ADB: 
ADBP: 
BEL: 
EPF: 
FEC: 
ICP: 
iDBP: 
NDFC: 
NDLC: 
NIT: 
PICIC: 

PLHCL: 
PKICL: 
SAPICO: 
SBFC: 

Development Finance institution. 
Government of Pakistan. 
!nvestment Finance Bank. 
Nationalized Commerci,; Bank. 
State Bank Of Pakistan. 
Asian Development Bank. 
Agricultural Development Bank of Pakistan. 
Bankers Equity Limited. 
Equity Participation Fund. 
Federal Bank for Co-operatives. 
Investment Corporation of Pakistan. 
Industrial Development Bank of Pakistan. 
National Development Finance Corporation. 
National Development Leasing Company.
National Investment Trust. 
Pakistan Industrial Credit and Investment 
Corporation.
Pakistan-Libya Holding Company Limited. 
Pak-Kuwait Investment Company Limited. 
Saudi-Pak Industrial and Agricultural Company.
Small Business Finance Corporation. 



Definitions 

BANKS. Financial institutions that accept funds, principally in the form of 
deposits repayable on demand or at short notice (such as demand, time, 
and savings deposits). Under the general rubric "banks" come: commercial 
hanks, which engage only in deposit taking and short- and medium-term 
lending; investment banks, which handle securities trading and 
underwriting; housing banks, which provide housing finance; and so on. In 
some countries there are universal banks, which combine commercial 
banking with investment banking and sometimes with insurance services. 

CAPITAL MARKET. The market in which iong-term financial instruments, 
such as equities and bonds, are raised ar I traded. 

COMMERCIAL BILLS. Short-term debt instruments that are used mainly 
to finance trade. Examples are promissory notes, by which debtors commit 
themselves to pay to creditors or to their order a stated sum at a specified 
date, and bills of exchange, which are drawn up by creditors and accepted 
by debtors. Commercial bills that are also accepted by banks are known 
as bank acceptances. Promissory notes issued by large corporations to 
meet their general financial need- are known as commercial paper. 

CONTRACTUAL SAVINGS INSTi'UTIONS. Occupational pension funds, 
national provident funds, life insurance companies, and similar institutions 
that collect long-term savings on a contractual basis. 

* 	 CURB MARKET. An unofficial money and capital market. 

* 	 DEVELOPMENT FINANCE INSTITUTIONS. (DF!,). Financial 
intermediaries that emphasize the provision of capital (loans and equity) for 
development. DFIs may specialize in particular sectors-for example, 
industry, agriculture, or housing. Although most provide only medium- and 
long-term capital, some, particularly those that specialize in agriculture,
also provide short-term finance. 

* 	 DISCOUNT. A reduction frorn the face value of a financial contract. 

* 	 EQUITY FINANCE. The provision of finance in a form that entitles its 
owner to share in the profits and net worth of the enterprise. 

* 	 FINANCIAL SAVINGS. The portion of total wealth held in the form of 
financial assets. 

FOREIGN PORTFOLIO INVESTMENT. Investment by foreign residents in 
domestic capital markets, without the investors' provision of technology
and management services that usually occurs with foreign direct 
investment. 

* 	 FRACTIONAL RESERVE BANKING. The practice by which commercial 
banks maintain a reserve of highly liquid assets (usually deposits in a 
central bank) equal to only a fraction of their deposit liabilities. 

INDEXATION. A mechanism for periodically adjusting the nominal value of 
contracts in line with movements in a specified price index. 



* 	 LEVERAGE. The ratio of debt to equity or of debt to total capital employed. 

* 	 LIQUID LIABILITIES. Money plus highly liquid money substitutes, such
 
savings deposits.
 

* 	 MARKET CAPITALIZATION. The total value of outstanding securities at 
present market prices. 

* 	 MONEY MARKET. A market in which short-term securities such as 
Treasury bills, certificates of deposit, and commercial bills are traded. 

* 	 NONBANK FINANCIAL INTERMEDIARIES. Financial institutions, such as 
building societies and insurance companies, that hold less-liquid liabilities 
not normally regarded as part of the money stock. 

* 	 NONPERFORMINC LOAN. A loan on which contractual obligations (for 
example, interest or amortization payments) are not being met. 

* 	 RESERVE MONEY. Currency in circulation plus deposits (of banks and 
other residents but not the government) with the monetary authorities. 

* 	 TERM FINANCING. Equity or medium- and long-term loan finance. 

Source: The World Bank's Financial Definitions. Washington, 1989. 
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1.01 	 The current weaknesses in Pakistan's financial sector are the result of a four 
staged evolution since partition. In 1947, the country's financial system, such as there was, 
remained confined to short term financing of trade and commercial activities. It was clearly 
Inadequate for the substantive development pror.ess launchud in subsequent years. 

1.02 	 The first phase of the financial sector's growth contained two features which 
mirrored the GOP's development strateges. First, the government's major priority was 
import substituting Industrialisation. A host of inccntives - such as all artifically high 
exchange rate, heavy non-tariff and tariff protection - aided this primary objective. 
Accompanying this pattern of resource allocation was the creation of private commtnercial 
banks. These banks,as well as insuracne companies, were owned by the same group of 
families who were in the forefront of the industrialisation process. The resulting 
concentration of financial and industrial assets had adverse ecquity implications. As far as 
the financial sector was concerned, such lop-sided development implied that credit was by 
and large confined to a small group of Karachi based entrepreneurs. The second feature of 
the first phase was the establishment of quasi-public sector financial instutions to direct 
credit into par*icular sectors, to finance projects that the private sector was unwilling or 
unable to. In some cases it was to promote medium and small scale industry. To a great 
extent, however, the major industrial-financial families were the beneficiaries of state 
created institutions as well. They were frequetdily represented on the Boards of these 
organisations arid managed to allocate a fair proportion of sanctions to their units. TImis, 
the first phase witnessed the evolution of a financial system which to be adequately 
serving its norrowly defined purpose - providing finance for the few entrepreneurs who 
were engaged in capital intensive import substituting industrialisation. Financial institutions 
were involved in little innovation or effort beyond their limited scope. The major 
achievement of this phase was the beginning of institution building and development of 
Indigenous management for the financial sector. Indeed much of the managerial lalenrt 
emerging from this p; :se was to provide the backbone for the development of a major 
International bank in the seventies - the Bank of Credit aird Commerce International 
(BCCI). Within the public sector, an institutional base was laid out through organisatioirs 
such as the Industrial Development Bank of Pakistan. Popular resentim.rt against tire 
industrial - inancial elite gathered force in the Ile 1960's. It led to demands for tlre 
curtailment of their control over the economy arid was responsible irpart for the downfall 
of the regime. 

1.03 	 The People's Party government, which came into power In tie truncated Pakistan, 
nationalized banks and insurance companies In 1974. This public take over of assets 
heralded the second phase of the financial sector's evolution. The process saw the 
emergence of five nationalized commercial banks and a proliferation of development 
finance Institutions. Whereas nationalization may have b[foki e hold of a few families, it 
led to a number of complications which have debilitated the financlal sector. Many of the 
problems that have emerged are common to the Involvement of an Inefficient public 
sector. The 'oot cause of shortcomings has been the use of financial institutions to 
subsidies government operations. This subsidy takes several forms. Socially desirable 
projects Inevitably involve a trade oft with pure profitability concerw .,cWotIher formi of 
subsidy is forced lending by nationalized banks to finance a burgeoning budget deficit. 
This feature has become particularly prominent in recent years, as the deficit - GNP ratio 
rate rise from 5% to nearly 8%. Funding this deficit through a 'tax' on NCBs is preferable to 
deficit financing as far as inflation is concerned. But the cost of such a policy is borne by 
an Increasingly donsirained arid inefficient financial sector. 

Nationlisation of banks has led to a number of ad"'itional adverse developments, 
in the financial sector, which are sumimarised below: 

1.04 

http:resentim.rt
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Extensive intervent~an by a centralised bureaucracy in the functioning of financial 
markets. This has led to a general lack of innovation due to the absence of 
incentives for better performance. 

ii. Administered Interest rates, which have prevented creditors from charging a 
premium for highly productive but risky projects. It has also biased lending 
towards creditworthy government guaranteed borrowers. Further, large reserve 
requirements have adversely affected the profitability of commercial banks. One of 
the likely benefits of less regulated financial markets would be grea.er flexibility in 
financing investment projects, introduction of a larger variety of financial 
Instruments and better deposit rates to attract savings. Recent experience 
provides evidence of responsiveness of savings to such incentives. The 
mushrooming of private finance companies led to difficulties not due to lack of 
funds but due to absence of prudent regulation. The response of savers to 
attractive Interest rates that were offered was somewhat dramatic. 

iii. NCBs pay out set minimum deposit rates set by the State Bank. The adjustment 
has typically lagged behind changes in the economic environment. To some 
extent this may be due to the inefficiencies of an oligopolistic market structure. But 
the primary reason appeals to be the strict controls on commercial banks which 
do no provide the necessary incentives for engaging in the mobilisation of 
deposits. Further, financial layering blunts the incentive to tend to the most 
profitable borrower and decreases the degree of competition among lenders. 

Iv. Credit has been used as an important tool for political patronage. Excess demand 
for credit inevitably involves rationing. When this scarcity is utilised for cultivating 
political allegiance there are detrimental effects. Two are notable; First, those who 
receive such credit are not particularly concerned about repayment. The nature of 
the sanctioning is one where the recipient knows that default will noi lead to 
punishment. Second, those who get credits in this manner help destroy the 
credibility of financial institutions. Such overt manipulation creates an ethos of 
favour dispensation which inhibits tile development of financial criteria for loan 
dispersal. 

v. The quality of management attracted to the nationalised financial sector often 
leaves a lot to be desired. Poor remuneration, lack of Incentives and better 
opportunities abroad have deprived the financial sector of good quality staff. Since 
the quality of management is a key skill in financial services, the migration of 
Pakistani banking professionals has hampered institutional development. 

v1. The banking sector has been used for positive discrimination pollcies. Promoting 
disadvantaged groups is desirable but very damaging, to financial Institutions who 
have to take on personnel obviously unsuited to the task. Such personnel policies 
should in future be targeted at first inducting positive discrimination entrants into 
rigorous training programmes. Further, banks have been subjected tc the 
unfortunate but common practice as 'employers of last resort'. They carry the 
burden of a highly overmanned workforce due to normal public sector pressures. 

vii. Credits directed to particular sectors have sometimes proved to be useful. 
However, sectoral allocations require continous adiustments. Not only is there 
some trade-off with more productive alternatives but these sectoral credits are 
also amenable to mainpulation by powerful lobbies. In this manner, potentially 
Important sectors may be deprived of credit. 
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viii. 	 The provision of subsidised credit, through interest rate ceilings, is effectively a tax 
on the financial sector. The concomitant low deposit rates do not encourage 
financial savings. Small spreads discourage innovation and the resulting caution 
restricts credit disbursement to safe and well known parties. The financial sector 
can be taxed more easily if it remains in public hands. Government's plans to 
liberalise the financial sector have already been adversely affected by the 
temptation to retain control over public sector organisations. 

1.05 	 The third phase ;In Pakistan's financial sector evolution did not involve a change of 
ownership. Thus the earlier comments made regarding the shortcomings of public sector 
financial Institutions remained valid thrcugh this period. The third phase involved new 
shocks to the financial system from within the public sector. It involved the introduction of 
Islamic injunctions. Two aspects of the Islamisation of the financial sector are worth noting.
First, there was an attempt to abolish the very concept of interest. Second, there was an 
addition of financial Instruments and schemes which emphasised equity participation by
the lender. The result of the latter has been an expansion of instruments but the funds 
raised through these do not appear to constitute additional resource mobilisation. 
Commercial banks are often reluctant to get involved in equity financing. 

1.06 Perhaps the most damaging effect has been the uncertainty created by measures 
ostensibly to abolish Interest. Often all this has involved complex subterfuges to discover 
Ideologically sound nomenclature. But the more pervasive effect has been greater 
Insecurity and Incohesiveness within the financial sector -attributes which are anathema to 
sound development. It is no surprise that Islamisatlon of the financial sector appears to 
have made no positive contribuion towards raising Pakistan's low savings ratio. The rates 
on PLS deposits were much lower than those being offered under the Interest based 
system. The country's savings rate is half that of India's 22%. In brief, the net effect of 
Islamisatiorn has been to Introduce an additional shock to a financial system already under 
considerablc duress. Further, these measures were accompanied by accelerated use of 
politically determined credits, rising default rates and deepening structural malaise during 
the third phase. 

1.07 	 The current phase represents the fourth in the chain of financial sector evolution. 
Towards the mid to late eighties, it wa. e'Ident that the financial system was in need of 
substantial reform. A worryingly large number of institutions are insolvent and are on an 
effective subsidy to remain in busir-ess. Loan write-offs, rising default rates and persisting 
political interference have contribu'ed to deep malaise in the financial system. Donors 
have frozen credit lines to some agencies due to poor pay-.back performance of previous 
loans, which is indicative of the problems prevalent in the sector. 

1.08 	 Pakistan is reaching a stage in its development where it has to rely increasingly of) 
domestic resources. Mobilisation of these resources is extremely important at a time when 
the net inflow of aid is shrinking. The GOP is well aware of the role that will need to be 
played by the financial sector to mobilize these resources. The needed liberalisation of the 
financial system is critically dependent onl reducing the hold of the public sector and 
erv-ouraging greater competition through the active involvement of the private sector. 
Fortu,'ataly, the present government is favourably disposed towards a greater role for the 
private sector In general. But the process of liberalising the financial sector is complex, 
particularly since this sector has been effectively subsidising a number of economic 
activities. Powerful groups stand to lose in a process of adjustment. Nonetheless, these 
contraints have been overcome in other developing countries. Liberalisation should not be 
limited 	to the reform of the banking system but should seek to develop a more broadly 
based financial system that will include money and capital markets and non-bank 
intermediaries. A balanced and competitive system of finance contributes to 
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macroeconomic stability by making the system more robust in the face of external and 
internal shocks. Active securities markets increase the supply of equity capital and long 
term credit, which are vital to Industrial investment. Further, to operate efficiently financial 
Institutions and markets have to be guided primarily by market forces rather than 
government directives. Competition needs to be strengthened by encouraging the entry of 
new and Innovative providors of financial services, by phasing out interest rate controls 
and by stimulating the development of money and capital markets. 

1.09 	 Some of the policy challenges facad by the GOP during the course of financial 
liberalisation are summarised below: 

VI 1. 	 An important feature for financial sector reform is the need to control the fiscal 
deficit. Unless this Is done, the pressure on non-bank borrowing will be too intense 
for a meaningful transition from a regulated to a more liberal financial system. 

v,/ 2. 	 The GOP would need to pay special attention to improve the foundations of a 
financial system -- this would involve improvement of the legal system. This is 
crucial, as it will enable contracts to be enforced and swift action can be 1,k.n 
against defaulters. Financial liberalisation can be volatile and would need 
prudential regulatory bodies to supervise the transition. 

3. 	 A move towards a more market based system would involve a reduction in 
V 	 directed credit programmes as well as adjustments in the structure of interest 

rates. Broader ranges for deposit and lending rates would need to be introduced. 
It will be more prudent to channel directed credits $or activities rather than 
target specific sectors. Thus exporters in general should have priority over 
producers in particular sub-sectors. 

4. 	 GOP would need to encourage autonomy in the management of those financi;d 
institutions which remain in the public sector. It is important that managers in the 
public sector should have autonomy and be accountable. GOP interference in 
asset management, personnel policy and loan decisions should be kept to the 
minimum. To the extent possible, the government should take a bolder initiative 
towards privatisation of banks. The present policy of offering nearly 20% of equity 
to the public is likely to lead to a very meagre privatisation programme. Since 
management remains with the public sector, thus these 20% floats are effectively a 
form of non-bank borrowing rather than privatisation drives. Admittedly, caution is 
needed when liberalising financial markets but being over cautious can defeat the 
whole purpose of the exercise. 

5. 	 Competition and efficiency would be encouraged by allowing foreign entry into 
domestic financial markets. This can be implemented with the provision that local 
partnership is necessary, to ensure the development of indigenous management 
capacity. Similarly, nww institutions such as investment banks should be 
encouraged not only because they could add instruments and functions but also 
because of the competitive pressure they would exert onl the public sector. 

1.10 The study provides a description of the institutional framework, its evolution and 
present status. It describes the role played by each set of institutions and their strengths 
and weaknesses. 

1.11 	 This study focuses on two aspects of the financial sector liberalisation currently 
being initiated in Pakistan. First, the emerging investment finance banks are examined in 
section B. The experience of 5 investment banks is enumerated. This section ends with an 
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analysis of future directions for IFBs in Pakistan and necessary steps required to aid their 
operations. The second component consists of an analysis of the performance ol 
development finance Institutions. A survey of their Individual performance is followed by 
the issues emerging from present slate of affairs and recommendations for their further 
development. The recent performance of seven DFIs is summarised. This is followed by a 
brief of each of the remaining DFIs. 

The study is based on interviews of the Chairmen of 5 investment banks, Ministry 
of Finance officials, development finance institution personnel, other officials and 
commentators. The written matetial consulted consisted of annual reports, articles in 
periodicals and newspapers and government publications. 
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FINANCIAL SECTOR IN PAKISTAN - AN OVERVIEW 

2.01 The financial sector in Pa,'istan consists of various Institutions namely: 

The State Bank of Paldstan 
5 Nationalized Corrmerclal bank"
 
3 Specialized Banks
 
19 Domestic Foreign banks
 
14 Development Financial Institutions (including the
 
three specialized banks)
 
7 leasing and Modaraba Companies
 
2 Stock Exchanges
 
Insurance Companies
 
Investment Finance Banks (upcomirg)
 

STATE 	BANK OF PAKISTAN 

2.02 	 The State Bank, ?akistan (SBP) is the central bank of the country. It governs and 
monitors the working or the various financial institutions and implements the monetary
policy. It was established on July 1, 1948. Under the SBP Act of 1956 it is charged with 
regulating the monetary and credit systems of the country and foster utilization of its 
productive resources. 

2.03 The Chief Executive Is the Governor who Is assisted by one or more deputy 

governors, who are appointed by federal government for a term of five years. 

2.04 As the central bank of the country, the functions of the State Bank include; 

* 	 Bank of Issue for currency notes of Rs.2 & above. 

* 	 Banker to the Government :supplies cash required for salaries and accepts 
deposits of cash. 

Advisor 	 to the Government on economic, financial and monetary matters; 
agriculture credit and industrial finance. 

Banker's Bank. It is the ;under of the last resort for commercial banks, and 
maintains a discount window where it offers re-discount facilities of 90 day trade 
bills and agriculture bills and against government securities. 

* 	 Controller of Credit and bank rate. 

Controller of Foreign Exchange :it issues licenses to institutions to function as 
authorized dealers. It exercises full control over the movement of capital to and 
from the country and both visible arid Invisible payments such as foreign 
exchange for business, travel, medical treatment and education. 

2.05 It has the sole authority to process applications for opening new branches of 
commercial banks, changing the location of existing ones and can move a court of law for 
liquidation of a bank. The State Bank obtains periodic reports from all nationalized and 
foreign banks regarding their ceilings and reserves. State Bank auditors also visit branches 
to Inspect credit documents and other books. The Finance Sector Adjustment Loan of the 
World Bank has required SBP to undertake various measures such as. Introduction of new 



Development Financial Institutions 9 	 Chapter 2 

treasury bills. These bills were to be sold at discount through open auction at regular 
intervals. The market forces would then determine the rate. So far three auctions were held 
but bids were declared since rate quoted were considered high. Setting up of an 
Information bureau to meet the needs of having a computerized credit system, accjssible 
to all banks and non-bank financial institutions. 

COMMERCIAL BANKS 

2.06 	 There are five Nationalized Commercial Banks (NCBs) namely:
 
National Bank of Pakistan
 
United Bank Ltd
 
Habib Bank Ltd.
 
Allied Bank Ltd.
 
Muslim Commercial Bank Ltd
 

2.07 	 In addition to the above there are nineteen Domestic Foreign Banks such as 
Citibank, Bank of America, Bank of Tokyo, Grindlays Bank, Banque Indosuez etc. These 
along with three specia;ized Institutions form what are known as scheduled banks. A 
scheduled bank Is one that is governed by the Companies Act 1927 and the banking 
Ordinance of 1962. Section 5 (b) of the Ordinance defines banking as "the accepting for 
the purpose of lending or investment of deposit of money from the puLlc, repayable on 
demand or otherwise and withdrawable by check, draft, order or otherwise". 

2.07 	 In addition to the above there are nineteen Dpmestic Foreign Banks such as 
Citibank, Bank of America._Bank of Tokyo, Grindlays Bank, Banque Indosuez etc. These 
along with three specialized institutions form what are known as scheduled banks. A 
scheduled bank Is one that Is governed by the Companies Act 1927 and the banking 
Ordinance of 1962. Section 5 (b) of the Ordinance defines banking as "the accepting for 
the purpose of lending of investment of deposit of money from-the pubic, repayable on 
demand or otherwise and withdrawable by check, draft, order or otherwise'. 

2.08 	 Before 1947 the banking sector had been dominated by Hindus with Habib Bank 
as the only major Muslini banks. At independence the banking system Inherited by 
Pakistan was mainly engaged in financing raw cotton export. The private sector took the 
task of economic developmental on itself and laid the foundation of the Industrial 
infrastructure. What started with 81 branches in 1947 in the territory which now comprises 
Pakistan increased tc 7,100 branches all over the country and 74 offices in foreign 
countries at the end of 1988. This phenomenal growth is responsible for the tremendous 
mobilization of Individual saving. Even though Pakistan has one of the lowest rates of 
savings amongst developing countries, it is the most important source of credit in the 
country's economy. There are nearly 21 miilion depositors at present and more than ninety 
percent are individuals. 

2.09 	 The NCBs operate on a decentralized basis. There are four provinces four 
federally administered areas, 22 districts, 311 tehsils and 45,719 villages in the country. 
Each province is politically sub divided into divisions and further into district tehsils union 
councils and village. The provincial members of tile executive board of the NCBs are fully 
responsible for all banking functions in their respective provinces. The provincial area of 
operations of each NCB is divided into circles. Each circle is responsible for three to five 
zones, with each zone responsible for a number of branches. Branches operate at the 
union-council level. All domestic foreign banks are allowed to have a maximum of three 
branches In the country except ANZ Grindlays which has eleven branches. This Is due to 
the !act that it came Into being after Independence as a merger of seven different banks. 
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2.10 	 There are three kinds of debt in Pakistan. All rates on Government debt are 
administratively determined and the rate structure Is somewhat distorted. 

Floating debt Is usually short term with maturity of one year or less. This Includes adhoc T
bills which are like an automatic overdraft facility for GOP at 0.5% and held by the State 
Bank. Regular or eligible T-bill at 6% held by commercial banks to meet their asset reserve 
requirement and Government Treasury. Deposit Receipts (GTDRs) at 9-10.5% held by the 
general public. These account for 43% of government debt. 
Permanent debt which Includes 7 - 20 years loan & bonded debt at 5-12%. 

Unfunded debt including the National Savings Scheme. This includes Instruments such as 
Defence Savings Certificates. Special Deposit Certificates ranging from 12% to 15 - 16%. 
This accounts for 44% of government's domestic debt. 

Tiha total debt and rate of return breakup is as follows. 

% Of Total Debts 	 % Rate Of Return 

30% 1.5-3% 
20 5-6.5 
20 8-12 
30 12-20 

(Source :SBP Annual report) 

Recently ineligible T-bill have been auctioned, in order to have a secondary market for the 
non bank public. 

2.11 	 The financial sector in Pakistan is characterised by an ever increase in bank 
financing. The increase in the share capital during 1983-88 was only 25% in sharp contrast 
to the increase in bank financing which over the same period was almost 50%. Five NCBs 
account for 80 percent of the financial system's assets whereas the foreign banks account 
for another 10 percent of the asset. The remaining 10 percent is accounted for by the 
specialized bangs and other non bank financial institutions. 

2.12 	 Commercial banks in Pakistan are required to hold the 6 percent T-bills to meet 
the 'liquid asset' reserve requirement of 30% as stated by the SBP. This is in addition to a 
5% cash liquid asset requirement. The reserve requirements combined with the low rate on 
eligible paper drives up the rates to the private sector borrowers. Deposits of banks are 
fully guaranteed by the Government of Pakistan .(GOP). The legal implication of this 
guarantee are anibiguous as it is not an outright insurance such as that provided by the 
FDIC in the United States (up to $100,000). 

2.13 	 The National Credit Consultative Council uses credit ceilings as the key instrument 
of monetary policy to set specific credit target for commercial banks and ensure credit 
expansion targets as allocated. In order to ensure compliance by banks the SBP 
prescribes credit target for individual banks indicating the public and private sector 
ceilings. Mandatory targets are also set by the SBP for small loans to agriculture, business 
and Industry and low cost housing in the non government sector, in keeping with the 
desirable money supply targets. Non compliance of these limits result in penalty In the 
form of return free deposit to the extent of shortfall. It is interesting to note that these 
targets are based on the market share of both local and foreign currency deposits for the 
previous period. They are not based on the rate of annual growth in deposits which, If it 



OeLelopment Financial Institutions 11 	 Chapter 2 

were a criterion, would be an incentive for the ba:nk to Increase deposit mobility. 
Traditionally the commercial banks concentrated on short term lending but lately have also 
ventured to medium and long term financing due to credit lines extended by International 
agencies. 

TABLE 1 
SCHEDULED BANKS DISTRIBUTION OF DEPOSITS & ADVANCES 

Rs. in Billion 

Size of Acct Deposit % Advances % 

0 - 10,000 
100,000 - 50,000 
50,000 - 10G,000 

100,000 - 500,000 
500,000 - 1000,000 

1000,000 -10000,000 
10000,000 & over 

82543.9 
40066.4 
18522.9 
24736.4 
6990.7 

21752.8 
25548 

89.0 
9.0 

1.18 
.6 

.10 
.9 
03 

4645.3 
16339.6 
28339.4 
13656.1 
7771.8 

44413.9 
68386.8 

45.7 
34.0 
14.2 
3.8 
.6 

1.6 
.1 

Total 22661.1 169896.8 100 

As can be seen 89% of depositors have holdings of less than Rs.10,000 whereas more 
than 40% of the advances go to. 1% of the borrowers. 

The following table shows the secheduled bank advances by the nature of security 
pledged. 

SCHEDULED BANKS ADVANCES CLASSIFIED BY SECURITY PLEDGED. 

Million Rs. 

Golb, Bullion 924.1 .5 
Shares and Financial Instruments 5754.2 3.39 
Merchandize 58065.9 34.2 
Fixed Assets Including Machinery 19235.1 11.33 
Real Estate 37989.3 22.37 
Fixed deposit & Insurance Policies 6302.7 3.71 
Other Secured Advances 35507.0 20.9 
Unsecured Advances 6118.5 3.6 

2.14 	 Major milestones in the history of the financial sector were the Nationa!ization Act 
of 1974, the setting up of the Development Financial Institutions in 1959 and the 
implementation of Islamic modes of finance which was fully accomplished In 1985. 

NATIONALIZATION 

2.15 	 In the early 1970s credit was concentrated in big accounts and banking was 
characterized by Interlocking of ownership with enterprise. On January 1, 1974 the 

100.0 
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Government of Pakistan decided to natioiialize the scheduled banks and promulgated the 
banks Nationalization Act 1974, the stated objectives were; 

To obtain access to use of capital concentrated In the hands of the rich banking 
elite and channel it to more urgent social welfare projects. 

Coordinate banking policy for joint activity without eliminating healthy competition, 

Equitable distribution of bank creait to different classes, sectors and regions. 

2.16 	 Nationalization completely ensured the exit of the private sector from banking. The 
general direction and management of affairs being totally handed over to their Executive 
Boards. Post nationalization the institutioal framework Included the setting up of the 
National Credit Consvetative Council under the auspices of the SBP. The Act further 
provided for the setting up of the Pakistan Banking Council, as a body parallel to the State 
Bank. it was assigned various functions, some of which were; 

Making policy recommendation to the government for directing banking activities 
towards national socio-economic objectives. 

Formulating policy guidelines for the banks 

Laying down performance criteria for banks and taking steps for assuring their 
observance. 

Analyzing and appraising financial performance of the banks and appointing 
auditors. 

Determining areas of coordination of banks. 

Assisting the SBP in establishing a Credit Information Bureau and establishing a 
Research Department. 

Developing management information systems and schemes for modernization of 
banks. 

2.17 	 PBC was established as a buffer between commercial banks and the government. 
In the mid 1970's the PBC worked on the reorganization of the banking sector which 
Inciuded the reconstitution of a group of banks into a new bank. It was authorized to call 
for Information statements and reports periodically. Over time however there was an 
overlap between the monitory sole of the SBP will monitor & regulate the foreign branches 
of Nationalized Banks and the SBP, the local branches. The functions of both these 
Institutions can be seen in the table ahead. Auditing of branch performance and appraisal 
of crdit procedures continues to be performed by SBP staff. PBC now has a minimal role 
in regulation. Infect it has become a target of severe criticism and has been labelled as a 
'dumping ground' or 'warehouse' for ex commercial bankers from NCBs. Most presidents 
of NOBs look upon appointment as chairman of the Banking Council as a prestigious pre
retirement perk, at the end of their career. The following table shows the regulating agency 
and the legislation for various institutions. 
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INSTITUTION BODY RESPONSIBLE FOR GOVERNING LEGISLATION 

REGULATION INSPECTION 

NCBs P.B.C S.B.P SBP Act 1956 
Banking Co Ordinance 1962. 
Banking Reform Act 1972. 
Banking (Nationalization Act) 1974. 

FOREIGN S.B.P S.B.P Bank Co Ordinance 1962. 
BANKS Bank Reform Act 1972. 

Foreign Private Investment Act 1976. 
S.B.P. Act 1956. 

ADBP S.B.P S.B.P ADBP Ordinance 1961 

!DBP S.B.P M.O.F Industrial Development Fin Ordinance 
1961. 

FEDERAL M.O.F/S.B.P M.O.F Establishment of FBC & 
BANK OF Regulation of 
COOP. Cooperative Banking 

Ordinance 1976. 

NDFC M.O.F/S.B.P M.O.F NDFC Act 1973 

PICIC S.B.P S.B.P/CLA Companies Ordinance 1984 

BEL S.B.P S.B.P/CLA Companies Ordinance 1984 

HBFC MOF MOF HBFC Act 1952 

2.18 	 The national Credit Consultative Council was set up to ensure the optimum 
utilization of bank credit in Pakistan and channelize it for deve!opment purposes in 
accordance with national policy. It determines the credit need of various sectors of the 
economy under a confidential formula and prepares a well defined credit plan before the 
commencement of each financial year. The plan is then approved and allocations made to 
various sectors in conformity with priorities set out. The members consist of 
representatives of the government, banks and financial institution, business and industry. It 
meets as often as necessary to review the credit plan and adjust the allocation in 
accordance with the emerging economic situation. The allocation for the private sector are 
residual after government / public sector borrowing requirements are deducted from the 
overall credit expansion. 

PROBLEMS CONFRON"TING COMMERCIAL BANKS 

2.19 	 The working of commercial banks ovpr the last few years has been marred by their 
Inefficient performance, political pressures and huge bad debt portfolios. The major 
problems being confronted by NCBs can be sumriiarized as follows; 

I. 	 There is inadequate competition between them, which leads to inefficient 
operations. Even the foreign banks do not provide enough competition due to 
regulations, size of operations, and tile small branch network. 

ii. 	 Concentration of lending in few hands due to inavailability of credit information. At 
present none of the commercial banks or DFIs have any syste", computerized or 



So. Name of IFB 
No. (Chief Sponsor) 

1. 	 Crescent Investment Bank Ltd. 

(Crescent Group) 

2. 	 Trust Investment Bank Ltd. 
'Jisar Akbar and Rayon 
'oup - Bank of Qatar) 

3. 	 Heo.-o Qatar 
Islamic Investment Co. 

4. 	 Fidelity Masraf (Investment 
Finance Bank) Ltd. 
(Nishat Group-Salman Taseer) 

5. 	 Security Investment 
Finance Bank Ltd. 
(Anwar Majeed) 

6. 	 Pakistan Northern Investment 

Finance Company 

7. 	 BCC Investment Bank 

8. 	 First International Investment 

Bank (Packages - Amex) 

9. 	 Islamic Investment Bank Ltd. 
(Bank of Oman) 

10. 	 Alboraka Investment & 
Dev Bank 

11. 	 Pak. Investment Bank Ltd. 

12. 	 Atlas Investment Finance Co. 
(Shirazi Group-Bank of Tokyo) 

Letter of 
Intent 

24.1.1989 

29.3.1989 

13.4.1989 

17.4.1989 

3.5.1989 

3.5.1989 

28.10.1989 

28.10.1989 

8.1.1990. 

10.1.1990 

30.1.1990 

4.5.1990 

Head Office Incorporation 
Date 

Date of 
License 

Consent for 
Capital Issue 

Clearance of 
Prospectus. 

Lahore 4.4.89 4.6.89 10.6.89 25.9.89 

Lahore 22.6.89 14.9.89 

Faisalabad 

Islamabad 

Islamabad 14.2.90 17.2.90 19.2.90 

Lahore 7.2.90 19.3.90. 23.6.90 20.7.90 

Peshawar 

Lahore 

Lahore 
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otherwise that contains information such as individual/group exposure. Therefore 
it Is difficult to know the association of IndividuEls with corporate groups or to 
obtain information on delinquent loans and uncredit worthy borrowers. 

iii. 	 Non performing loans due to lack of freedom in tho selection of loar portfolio due 
to political pressure. NCBs have full discretion on only 30 - 75% of ioterest earning 
assets. Administered distribution of credit results in crowding out of new small 
private investors. 

Iv. 	 Weak organization and lazk of managerial policies as regards credit evaluation. 
There Is lack of managerial autonomy and the work force is unionized. NCBs do 
not have the account officer system that exists In foreign banks whereby an 
account officer manages and monitors a set of accounts. The loan officer analyzes 
the reported figure periodically to assess debt ,;apacity and strength of capital 
structure. Unlike NCBs, Foreign Banks have thr. standard practice to send out a 
credit enquiry to all other banks to check tlie status of any loans and total 
txposure. Loan officers at Foreign Banks also visit management to determine 
fuilire plans has his/her evaluation tied to loF'.n performance. 

v. 	 Inadeq'eate spread between the rate of lending and rate of borrowing. Banks are 
able to n,-bilize savings at around 5% or so but earn only 6% on 35% of their 
liquid assets. 

vi. 	 Under capitalization . Their capital average is 2.9% of assets, which Is very low I
selection to the riskiness of asset portfolios and in relation to banks of othe, 
developing countries. 

vii. 	 There have been a large number of cases of willful default In the absence of 
efficient recovery mechanism. The lack of adequate credit reporting systems 
reinforces this. There have been instances of loans being granted to small and 
medium sized businesses in thc absence of audited financial statements. Banking 
tribunals are also Ineffective and the litigaion process Is lengthy and tedious. 

vil. 	 Most banks and specialized credit institutions take part in the Inter bank market. 
The more conservative institutions are lenders while the more aggressive ones are 
borrowers. Mandatory credit ceilings tend to inhibit the growth of the Inter bank 
market as they create surplus liquidity. rhis surplus is estimated as Rs 40 billion ( 
Subtracting the reserve requirements of all banks from the total deposits and 
subtracting from this the combined credit ceilings). 

2.20 	 Various recommendations made to increase the efficiency of NCBs under the 
FSAL of the World Bank include the; 

Creation of a central credit bureau (already announced by SBP) in order to have 
an information network on credit of individuals and corporate groups for all NCBs 
and Non bank finanu;i, institutions. 

ii. 	 Conducting a comprehensive portfolio audit, in order to classify loans realistically. 
The FSAL guideline calls for loan classification as sub standard doubtful and 
uncollectable and calls for a proportionate provi3ion ineach case. 

ill. 	 Establishment of performance targets such as those employed by private sector 
banks alongwith Issuance of new credit policies and procedures. 
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Iv. 	 Rationalization of the branch network on the basis of income and operating cost. 

v. 	 Improvement in the recovery of bad loans. 

DEVELOPMENT FINANCIAL INSTITUTIONS 

2.21 	 The credit enquiry committee set up in 1959 to examine the scope and working of 
the financial sector recommended the formation of spec'1lized financial Institutions. 
Development Financial Institutions or DFIs were set tip with t:ie aim of provlding medium 
and long term credits to industry and agriculture. The following are the DFIs presently 
operating in the country, namely (year established); 

Pakistan Industrial Credit and Investment Corporation (1957) - PICIC
 
Industrial Development Bank of Pakistan (1961) - IDBP
 
Agriculture Development Bank of Pakistan (1960) -ADBP
 
National Development Finance Corporation (1973) - NDFC
 
Investment Corporation of Pakistan (1966) - ICP
 
National Investment Trust (1962) - NIT 
Equity Participation Fund - EPF 
Bankers Equity Ltd (1980) - BEL 
National Development Leasing Corporation (1985)- Private Sector - N.LC 
Pak Kuwait Investment Co (1978)- Private Sector - PKI 
Pak Libya Holding Company (1978)- Private Sector - PLHC 
Saudi-Pak Industrial and Agricultural Investment 
(1981)-Private Sector - SAPICO 
Small Business Finance Corporation - SBFC 
Regional Development Finance Corporation - RDFC 
House Building Finance Corporation - HBFC 

2.22 	 Most DFIs were set up in the late 1960s to address the needs that commercial 
banks could not serve due to inadequate resources and risk aversion. Industrial 
investment offered low profitability and the time frame of repayment could well extend to a 
decade or so. Moreover, the collateral fell short of established security criteria. DFIs in 
Pakistan were meant to play an important role in the finance sector, an initiative that was 
expected to lead to a healthy growth of broad based capital markets. They were set up in a 
parallel semi-government structure where a number of private corporate executivec were 
appointed on their boards in order to ease out conventional bureaucratic delays. 

2.23 	 Most DFIs were created with distinct development objectives such as the area of 
operation or the size of the project. Besides these they were also engaged in financing 
large scale units In nationally desirable sectors. DFIs financing criteria Included 'gional 
development and objectives f development plans such as use of local raw material in 
projects,purchase of locally manufactured machinery, their Impact on the Dalance of 
payment, and preference for labor intensive technology. On certain occa3ions formulae 
set by external lending agencies were also employed when their funds were usd. 

2.24 	 The IDBP and PICIC were set up with view thai !hey would play a key role in 
linking the corporate sector with :,nternational capital. The IDBP was an institulion derived 
out of the Pakistan Industrial Fin, - e Corporation PIICO. PIFCO was set up to finance 
Industries which the priJate sectc, 'cs unable to undertake either because they were 
technologically complex or capital intensive. International development agencies such as 
the IFC and IDA also extended credit lines through the IDBP. PICIC was seL up to provide 
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long and medium term financing in local and foreign currencies for industries based on 
local raw material or are import substitutes. It also aimed it assisting foreign investors to 
locate suitable investing opportunities and bring them together with local enterprise. 

2.25 ICP and NIT were created to stimulate the money and capital markets in Pakistan. 
The objectives of the NIT was the 'pooling of resources' of a large number of small 
Investors which could then be invested in a diversified portfolio of shares. This was aimed 
at dispersing share ownership and relieving the small investor from maintaining constant 
contact with the financial position of companies. The NIT also undertook the underwriting 
of public issues. ICP was formed in order to undertake underwriting activities (PICIC rnd 
IDBP were also authorized to do the same) floating closed end funds, trading In shares or 
on its own account and providing professional investment advice. 

2.26 	 There are three joint venture DFIs namely Pak-Libya, Pak-Kuwait, and Saudi.-Pak 
which were incorporated in the late 1970 early 1980s. These aim to provide assistance to 
Industrial units, joint venture projects which may or may not be in partnership with the 
country of the sponsors. SAPICO is particularly interested in financing agro based 
Industries by taking an equity position in the venture. 

2.27 	 Then there are specialized instilutions such as the Agriculture Development Bank 
of Pakistan which provides credit to the agriculture sector, agro based Industry and farm 
related processing units. The House Building Finance Corporation finances the building 
and purchase of residential property. A detail description of all the Institutions follows In 
chapters 8 & 9. 

ISLAMIC MODES OF FINANCING 

2.23 	 The Islamization of, tile economic system which was initiated on Jan I, 16dl was 
fully implemented during 1985. It can be divided into fiscal and financial measures. Fiscal 
measures include the Zakaat and Ushr Ordinance. Financial measures required banks and 
other lending Institutions co-provide financing on the basis of participation in profit and 
loss. Under Islamic Law this is a mandatory deduction from caving deposits and profit that 
remains in the hands of the owners for one full year, which goes into the central Zakaat 
Fund. This fund Is administered by the government which then channels funds to various 
welfare projects on a nation wide scale. The various instruments of Islamic Finance are 
along the lines of equity rather than debt, and are designed on the basis of Profit and Loss 
sharing. Under Islamic banlJng the cost o-' credit is fixed for a predetermined period of 
time, on a markup basis. Financial institutions purchase assets and sell them with a profit 
margin that is mutually agreed upon with the borrower. The agreed price Is payable on a 
deferred payment basis either in lum, sum or installments. Incentives for prompt payment, 
usually a rebate on the agreed markup are standard. Markup was initially used for 
providing short term financioig and later extended to term financing. Beyond the 
predetermined period of the loan, the system is not time bound. Finance charges do not 
accrue after the agreed period so delay or default result In loss of income to the financial 
Intermediary. Loss of the 'prompt payment' rebate is the only penalty for a defaulting 
borrower. The various instruments introduced in Pakistan include the following; 

2.29 	 Profit and Loss Sharing Deposit Accounts (PLS): There is no maximum limit to the 
amount of money that can be deposited in a PLS savings account. Under the PLS system 
the proporion of profit or loss is determined retroactively by the banks once every six 
months as a function of the banks profitability during the preceding 6 months. Incase of 
term deposit the depositors are issued a Term Deposit Receipts and if the receipt is 
encashed before the date of maturity without completing the minimum period of six 
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months, the deposit Is withdrawn from the PLS and depositor does not get share in the 
profit. 

2.30 	 Musharika or Mark-up financing: Musharika Is a kind of temporary partnership 
where both a customer and a bank in an arrangement of business or financing contribute 
their money, effort or skills or a combination of all these components. In this arrangement 
profit is shared in a pre-agreed proportion but loss ifany Is borne by the capital only. Profit 
sharing ratios are determined in accordance with the profit projections compatible with the 
company's past performance or In light of future plans and the general economic climate. 
The working capital requirements of trade and industry are met through this scheme. The 
capital provided by the bank is not equity but an investment. NCBs stipulate that capital be 
in the form of checking account or an overdraft account where the deposits and 
withdrawal are at the convenience of the borrower. The company has to make payments 
at the end of each quarter. The traditional debtor creditor relationship Is maintained 
because of the predetermination. The entire management or operation remains with the 
borrowing company. Banks give due recognition to managerial skills by awarding a 
portion of the profit as 'management fee' or bonus. 

2.31 	 Hire-Purchase Financing: This scheme Is geared towards meeting the fixed 
Investment needs of various sectors such as machinery equipment, and commercial and 
Industrial vehicles. Monthly rental installments are so fixed that the amount invested by the 
bank alongwlth some rental Income is fully ammortized during the validity of the 
agreement and within the normal useful life of the article concerned. The ownership of 
articles vests in the bank till it is transferred in favor of the hirer on payment of all the 
agreed installments or incase a settlement is reached. 

2.32 	 Modarabas: Is a general or specific purpose fund which is formed under a limited 
partnership agreement. It is raised through a public subscription and is managed by a 
management company like that of a mutual fund. It is designed to pool the entrepreneurial 
talents of the not so wealthy with the money of the wealthy who may not have any 
managerial prowess. 'The Modareb' or manager is required to put in ten percent of the 
capital while the 'Rabbul Mal' or investor contributes ninety percent of It.The arrangement 
may be for a fixed period or for an indefinite period. The earnings are to be shared on a 
profit and loss sharing basis. The earnings of a modaraba are exempt from tax if ninety 
percent of it are distributed to the investors. Modarabas can also have a debt/equity ratio 
of 80 : 20. There are number of activities that a modaraba can undertake. Lately leasing of 
industrial assets and motor vehicles is a very popular activity undertaken by the various 
modaraba companies. At present there are 21 Modaraba management companies 
registered and up until now Rs 955 million has been raised through 11 funds. 

2.33 	 Lease Financing:The financial institution as lessor provides medium or long term 
credit for acquiring assets on a deferred payment basis. The lessor retains ownership of 
the assets and the lessee obt' in the possession and use of it and bears all operating risk. 
Ownership may be transferred at the lessee's option on payment of nominal residual value 
determined by the lessor. This mode has been used for financing buildings, plants and 
machinery and tubewells besides commercial motor vehicles. 

2.34 	 Participation Term Certificates: Based on a profit and loss sharing. PTCs are 
similar to converible debentures with the difference that the bank is going into a 
'partnership' with the borrower and has to participate in the profits as well as losses. The 
holders of the PTCs, In lieu of losses suffered in any financial year, are Issued convertible 
common shares of the company to the extent of such loss from the term capital created 
for the issue. Subsequently the term capital is deemed as ordinary capital. The convertible 
shares may be reduced from the profits of tile company in subsequent years, as provided 



Development Financial Institutions 18 	 Chapter 2 

In the agreement. Moreover, these shareholders have the same voting rights as the rest of 
the common stockholders. 

2.35 	 Term Finance Certificates; TFCs are issued by borrowers to establish a basis for 
payment for the purchase of assets from bank. Instead of a conventional loan 
arrangement, the bank or DFI enters into a buy sell agreement whereby it buys assets and 
re-sells them to customers. The sale price is based on cost plus an agreed rate of profit, 
established within a range set by the SBP. Cost is paid by customers ove- a 3 year period 
(short term) or 3-6 years (long term) by the issue of a series of TFCs with six month 
maturities. On each payment date a TFC matures, customers pay the bank or DFI the face 
value of the TFC which Is then cancelled. 

2.36 	 The Islamic modes of financing were implemented by the SBP by prescribing a 
methodology of calculating the maximum service charge (10 to 20%) in case of return free 
lending by NCBs and DFIs and the maximum and minimum rates applicable to the 
investment type modes (minimum 10 percent). The Islamization does not apply to foreign 
branches of NCBs nor to foreign currency accounts kept in Pakistan. All arrangements 
under interest based system at the time were to be honored till maturity and transactions 
with foreign governments and international institutions remain interest based till an 
acceptable system evolves. 

THE STATE LIFE INSURANCE CORPORATION 

2.37 	 SLIC has the monopoly of life insurance business in Pakistan. Life insurance is the 
single most important non-banking source of mobilization of household savings. The 
Insurance Act of 1938 and the investment rules made thereunder govern the investment of 
life Insurance funds. It was established on November 1, 1972 with a Principle office and 
three Peema units which were mainly concerned with selling, underwriting, claim 
settlements and servicing life policies. The three beema units have been replaced by five 
zonal offices. SLIC is fully guaranteed by the Government and has a small pension 
division as well. In the public sector pension funds are unfunded and government 
employees are members of non contributing schomes. By law pension funds are to be 
Invested in Government securities or the NSS. For SLIC the law requires that 40% of the 
funds be Invested in Government or Government approved securities. There are 
discretionary upper limits to the proportion that can be invested In certain assets. They 
are as follows; 

Qouted companiesthese should be large concerns 	 40% 

with a proven track record 

Propertleds 	 60% 

Term Finance Certificates 	 60% 

Bank Deposits 	 10% 

Actually 70-75% of the Insurance funds are invested in Government or approved securities 
and 25-30% In other assets such as real estate Investments. This Is In contrast to the 
western countries where Insurance companies and pension funds are the largest investors 
Inall kinds of Instruments of investment especially stocks and bonds. 
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THE SECURITIES MARKET 

2.38 	 Well developed cap!tal markets aid In transferring real economic resources from 
lender to borrower. The role of a stock market in any economy is of value In that; 

it collects savings that would not otherwise go into financial Investments and 
channels these into productive investments. 

Itenables companies to obtain equity to match debt for the purpose of growth and 
expansion. 

It enables the government to disinvest equity and attract Investors, thus have a 
wider ownership of enterprise. 

2.39 	 In Pakistan there are two stock exchanges one each at Karachi and Lahore. They 
are regulated by the Securities and Exchange Ordinance 1969 and the Securities arid 
Exchange rules of 1971. The Corporate Law Authority (CLA) has the dual responsibility of 
the enforcement of law and surveillance of the stock exchanges and company affairs. It 
Intervenes In the working of the exchanges whenever it Is considered necessary in public 
Interest. Insurance companies are listed while banking companies are not listed on the 
exchanges. The security market is not well developed and evidence is that out of a total 
number of 21,804 joint stock companies in the country only 1,595 are public limited 
companies. Out of these only 450 are listed on the Karachi Stock Exchange and only 298 
on the Lahore exchange. The exchange in Lahore has a role that is secondary to that of 
the KSE. According to an estimate almost 90% of the public subscription are from Industry 
that Is located In and around Karachi. At present there are two hundred members of the 
Karach Stock Exchange out of whom only 87 are active. Lahore Stock exchange has 117 
members out of whom only 18 are active. Official figures show the number of shareholders 
as greater than one million whereas participants estimate it to be around 300,00 only. 
Some selected statistics regarding the stock market are given below. 

STOCK MARKET- SELECTED STATISTICS 

1984 1985 1986 1987 1988 1989 

No. of 
Companies. 

347 362 360 382 411 450 

Market 
Capitalization 
(Rs. Million) 

19647.4 21953.5 24422.4 31617.1 38151.4 43934.9 

Index of Share 
Prices 
(1980-81 = 100) 

182.35 176.32 171.02 222.68 260.59 273.23 

Turnover of 
Shares 
(Million No.) 

N.A. 94.7 147.0 85.4 84.2 172.7 
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2.40 	 The causes for the lack luster performance of capital markets can be attributed to 
a number of factors chief among which are; 

Credit policies
 
Disparities In the Interest rate structure
 

2.41 	 Family controlled businesses are the norm In the private sector, where sponsors 
their family and friends own approximately 60% of the equity. Out of the 40% that is offered 
to the public 20% has to be offered to NIT and 10% to ICP, to 'enable them to carry out the 
role of ironing out dramatic moves in share prices'. This in turn has a favorable Impact on 
the portfoilos of investments of these institutions, due to the CCI pricing formula as 
discussed later. Family control is reluctant to admit outsiders for which reason they resort 
to cheap bank credit at low rates of interest. Good banking connections aid in this process 
which results in a high debt to equity ratio, which in turn makes the venture appear risker 
to potential shareholders, thus forming a viscous circle. Due to narrow shareholding bids, 
to takeover poor performing companies are next to imposs~lble. 

2.42 	 Interest rates as already mentioned are highly distorted. The nominal rates wary 
from 6% to 15-16% on 3 year investments of the National Saving Scheme. For deposits 
under three years, the Khas Deposit yields 12.5%. The absence of risk and tie advantage 
inherent in the NSS increases their attractiveness to individuals and institutions alike. On 
the other hand only 15% of the companies pay dividends between 20-30 0 whereas others 
have a lower rate and nearly 40% have a record of nc! paying at all over the lat 9-10 
years. 

2.43 	 According to economic literature the efficiency of the capital market can be 
measured along the following criteria; 

Allocative Efficiency: this refers to the channelizing of savings into the most 
productive and profitable uses. 

Informative Efficiency: This refers to the fact that prices fully reflect all the 
information available. 

Operational Efficiency: This reflect the day to day operation of the market. It is 
responsible for keeping transactiorns cost down and have them determined by 
market forces. 

Second period Efficiency: This arises if market provides fair game to all players. It 
is when there are equal opportunities of access to price sensitive information and 
there are no consistent opportunities to make gains at the other Investor's 
expense and so increase the inequality of wealth from one period to another. 

2.44 	 In Pakistan, information as regards companies' accounts and management 
decisions is published too late and share prices do not reflect the information available. 
Often the integrity of the accounting profession is also in question. The efficiency of a 
stock market or the lack of it is a direcl reflection of the efficiency of the economy in which 
It operates. The problems being faced by participants are reflective of the conditions 
prevalent everywhere. There don't seein to be too many 'fair games' economically, socially 
or politically, so perhaps asking for fair play on the stock exchanges is.out of context. In an 
environment where there is lack of law and order, where presence of illegal money and 
gross tax evasion are facts of life and where the august Institution of the civil service is 
corrupt achieving stock market efficiency might only remain a dream. 
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2.45 	 The trend towards having a public issue Is on the increase In Pakistan. In 1989, 38 
companies were listed. The total market capitalization at present is Rs 49 billion, which Is 
approximately equal to US $2.5 billion. There are a number of reasons why a company 
would wish to go public. Some of these as follows; 

1. 	 Public limited companies are taxed at a lower rate than private limited 
companles.Prior to 1989 the income of listed companies was taxed at 40% 
whereas the rate for private companies was 55%. This has been changed to 50% 
for listed companies as of 1989. 

2. 	 Listed companies' dividend income above Rs 15,000 Is tax exempt whereas those 
of unlisted companies are taxed at the regular Income tax rate. 

3. 	 Companies may be forced to go to the market as the amount of capital required to 
support a competitive sized business increases 

4. 	 In view of the over subscription of issues In the past underwriting is not a pre 
condition to going public which means issuers will not shy away due to the cost of 
underwriting. 

5. 	 The new generation of businessmen has professional degrees and wish to work in 
a more professional environment. Thus they are keen to instill reporting standards 
and have detailed disclosures. 

6. 	 Government policy on disinvestment of public business entities is a sign of 
encouraging the private sector. 

7. 	 Securities prices rise immediately to great heights after the issue which is very 
attractive to entrepreneurs. 

8. 	 GOP has changed rules regarding Bridge Financing. Bridge loans are required to 
be treated as debt as opposed to equity. This amendment would compell 
companies to go public. 

2.46 	 Inspite of all the above there are various factors which deter potential Investors.
 
There are a number of distortions in the securities market in Pakistan, chief among which
 
is the restriction on Issuing shares at a premium. The CCI does not allow the premium on
 
sharcs to exceed 50% of tile difference between the intrinsic value (paid up capital arid
 
reserves) and the paid up value of the share. This pricing formula has no rationale. Par
 
value, an accounting convenient does not reflect the market value of the company nor all 
the available Information. It results in the over subscription of shares, as Investors cal 
make huge gains over night. They also get a tax break. Informal trading of the securities 
starts before the official trading, where speculative group bidding pushes the price up to 
enormous heights thus rendering the public offer into a virtual lottery. The institutional 
investors such as NIT and ICP gain from this arrangement as the allotted shares show 
immediate appreciation on their books. Thus performance of their portfolios is not a 
function of asset selection or the expertise of portfolio managers. Thus market forces are 
not allowed to determine the price and have lead to the creation of a parallel market. 

2.47 	 Insider Trading is another major obstacle to the smooth working of the market. 
Insider trading by the officers and directors of thie company is not a criminal offense in 
Pakistan as It Is in most western countries. Section 244 of the Securities arid Exchange 
Ordinance states that gains made within a period of less than six months be tendered to 
the company and a report be sent to the CLA. However it provides that 'nothing In section 
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244 shall apply to a security acquired in good faith in satisfaction of debt previously 
contracted'. This virtually renders the restrictions of section 244 useless. Insider trading is 
further encouraged -due to the fact that stock brokers are allowed to sit on the board of the 
qouted companies. 

2.48 	 Some recent measures taken by GOP to encourage participation in the capital 
market are as under; 

1. 	 As mentioned earlier underwriting has been made optional in order to bring down 
the cost of the Issue. 

2. 	 Restrictions have been imposed on bridge financing, which is now being treated 
as debt for the purpose of working out debt and equity ratios. 

3. 	 The SBP has stopped general line of credit to financial institutions, indirectly 
encouraging them to go to raise resources in the market through Instruments 
such as certificates of investment such as TFC & PTCS. SBP has also issued 
instructions to DFIs regarding debt/equity and current ratios for projects of 
various sizes. 

4. 	 It has been decided to induct ii,3litutions such as investment banks as members 
to improve the quality of brokerage. 

5. 	 The privatization program will increase the supply of shares in the market. As a 
first step 10% shares of the Pakistan International Airlines have been disinvested. 
20% shares of one of the commercial banks MCB will also be offered to the 
general public (this has met opposition from the workers union of this institution). 

6. 	 To extend brokerage services to the northern part of the country, it has been 
decided to set up a stock exchange in Islamabad (the case has been put on hold 
due to evidence of corruption and nepotism in the sanctioning process). 

2.49 The government has recently decided to set up a Pakistan Fund to be sponsored 
by the Asian Development Bank. This off shore fund of US $50 will:!on is proposed to be 
listed on London Stock Exchange and is expected to attract institutional investors abroad. 

THE UNOFFICIAL FINANCIAL MARKET IN PAKISTAN 

2.50 Financed by wealthy landlords and industrialists, Pakistan unofficial or parallel 
financial sector has developed a lot over the past two decades. As in other developing 
countries, the system has developed due to the fluctuation in exchange rates, and 
transactions that are less easily monitored or controlled through the regulatory framework 
such as arms, deals, narcotics and real estate deals. It generally consists of the following 
arrangements; 

The 'Hundi' system of foreign exchange .transactions 

Credit arrangements in the rion-corporate cotton textile sector (sooter mandi) 

Merchant credit operations particularly in the commodities market 

Arrangements within the non corporate banking sector Jaurya Bazaar or other 
Indigenous banks 
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2.51 	 The Informal sector at one time was restricted to hundis which are informal 
promissory notes popularized due to the large number of workers overseas. Over time, 
however, It has become Increasingly urban in character and has developed closer arid 
more complex linkages with the formal economy. The sector is extremely fragmented and 
plays an important role in the transportation and textile sector. The informal sector 
operates chiefly through brokers who know or identify borrowers who are retailers 
requiring stock (inventory) financing, cottage industry requiring finance to purchase raw 
material or commodity traders to finance purchase of grain, spices etc from farmers. There 
is a sophisticated system of credit control which exists by way of a highly developed 
communication network among brokers which limits the chances of bad debts. the 
collection system that exists in this regard is alleged to be similar to that followed by the 
mafia in certain countries. 

2.52 	 NCBs play a very minoi role (if at all) In the informal sector. The market 
participants do not trust the NCB3 due to various reasons. For instance, NCBs cannot 
Issue bearer securities, and tax officials can obtain information regarding identity of 
account holders. 

2.53 The hundi system consists of a 'chitthi' or promissory note given by the foreign 
exchange dealer to the remitter in return for cash foreign exchange. The chitthi call be 
encased In Pakistan In domestic currency as a negotiable instrument of exchange. 

2.54 The money market in sooter mandi in Faisalabad is an elaborate credit system 
parallel to the official system where a number of self devised money instruments are used 
to facilitate transactions. These transactions are estimated at Rs 135 million per day and 
the total value of these instruments in circulation at any time is estimated at Rs 4 billion 
(source: Parallel Financial Sector in Pakistan by Ferguson Associates). Cash delivery 
receipts are a common instrument in this market and the chief participants are; 

Yarn commission agents
 
Cloth commission agents
 
Cloth exporters
 
Weavers
 
Brokers and
 
Investors
 

2.55 	 The Nationalized Commercial Banks are-a part of these arrangements III that they 
issue Cash Deposit Receipts to investors which are encashable during banking hours. 
Knowledgeable investors open PLS deposits before obtaining CDRs arid thus earn a profit. 
Any new Investor only gets a blank endorsed CDR arid the accruing profit is earned by the 
bank staff who have opened a PLS account in the Interim. A CDR is usually accepted only
if it is issued by a bank branch in one of the eight bazaars surrounding Faisalabad's clock 
tower. When presented for encashmen the banks pay in notes of small denomination, 
which acts as a deterrent against indiscriminate encashment of CDRs arid to ensure their 
quick return to the system. 

2.56 The merchant credit system consists of intermediaries known as 'arthies' who 
finance forward operations, hedging storage or speculation in specialized commodities 
such as cotton, wheat and fruit. 

2.57 	 Operations in the noncorporale banking sector date back to the colonial period 
when indigenous banks provided services to entrepreneurs in large cities. Some went on 
to become a part of the formal banking sector. Today this sector is considered to be of a 
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substantial size with 12 leaders and operations are streamilined based on interlocking 
relations. 

2.58 	 In recent years, narcotics and real estate business have provided boost to the 
Informal sector. The reach of these markets are no longer restricted to a single market, city 
or country. The unofficial market extends overseas. Funds that have been generated 
through double Invoicing of Import and export transaction proceeds of drug sales and 
possibly the proceeds of fraud committed on domestic and International banks are all 
syphoned off to bank accounts outside the country. The attraction for importers in this 
market Is the fact that they borrow Rs 100 million to pay for imports which are documented 
to show a value arourd Rs 10 million which is the basis used for calculating duties. 

2.59 	 Foreign exchange transaction in this sector have thrived due to official restrictions. 
Inspite of all the restrictions on Foreign Exchange it is fairly easy to obtain tile currency of 
any kind at a little above or below the official rate. Popular currency such as the US dollar 
and Pound Sterling sell at above the official rate Various restrictions are also responsible 
In Inflated exchange rates. For instance Banks in Pakistan are not allowed to provide 
foreign exchange for the purchase of niotor vehicle thus people resort to the unofficial 
market. According to an estimate approximately $232 million (source:Rationalization of 
DFIs) was financed through this sector last year. Foreign exchange restrictions have been 
rendered Ineffective to a large extent also due to the Foreign Exchange Bearer Certificates 
(FEBC) Scheme. Under this scheme anyone can buy FEBCs Up to an unlimited amount in 
Pakistan, convert them into foreign exchange through a check or draft and take the 
proceeds overseas without disclosing the source of funds. In Pakistan these can only be 
encased in local currency. 

2.60 	 Public transport vehicles such as taxis,trucks and bues etc. are financed through 
transport entrepreneurs operating out of this market. Real estate deals are also usually not 
financed through banks. Instead documentation In these deals is usually much below the 
actual price to avoid wealth tax and buyers do not need to disclose the source of the 
mcney. 

2.61 	 Nowadays international financial market$ offer a great channel for funds of wealthy 
Individual,, regardless of the sourc.. These markets are virtually unregulated and 
convertible currencies are free to fl,)-' around unfettered Irrespective of the source. 
According to a report by J P Morgan non bank sector residents of fifteen developing 
countries held assets abroad amounting 1o almost $300 billion at the end of 1987 which 
was more than half of the foreign debt outstanding of these countries. Wealthy families 
transfer asseis abroad due to lack of confidence in the political and economic climate in 
the country. These people will keep their assets abroad as long as the exchange rate Is 
over valued and there Isa negative real interest rate. The large budget deficit, insofar as it 
leads to deficit financing through printing of money and high inflation, and the highly 
Inefficient capital markets also contribute to this exodus. 
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3.01 	 Before recounting the experiences of the Pakistani private sector in the field of 
investment banking it Is important to keep Inmind the following discusssiun. 

INVESTMENT/MERCHANT BANKING 

3.02 	 Merchant Baking as it is known as in Europe is identical to the US phraseology of 
Investment banking. Investment/Merchant banking can be defined as wholesale banking 
dealing in large deposits and loans. It includes fee base' activities such as corporate 
advice and management of loans and initial public offerings. Typically an investment bank 
has a small proportion of operational staff and a high proportion of decision makers. It 
may typically have a limited deposit base. Investment banker organise syndicates and 
advice on sources of credit, corporate strategy, merger and acquisition activities, 
leveraged buy out decisions and privatization Issues. In developing countries they are 
usually more active in project financing activities. (Thus acts of financial sophistication and 
complexity are "business as usual" for them.) 

UNIVERSAL VS SPECIALIZED BANKING 

3.03 	 The case for having specialized banking where each institution plays a role that is 
concieved by the regulating authorities or having universal banking whereby every 
institution has the mandate to undertake any/all activities is largely a policy choice. On the 
one hand, we see a more specialized approach to banking in the United States where 
regulation in the form of the Glass Steagall Act prohibit commercial banks from 
undertaking activities that would essentially lie in the domain of investment banks. This 
regulation came in the wake of the stock market crash and was aimed to avoid the 
exposure of depositor funds to equity risk. It was formulated with a view to matching 
maturities of deposits and loans and to avoid conflict of interest situations. Commercial 
banks in the US were allowed to have investment banking subsidiaries outside the United 
States. Over time, however, due to financial engineering commercial banks are offering 
products that are very sophisticated and not much different from Investment banking 
products. The situation is quite the contrary in Europe where there are no restrictive laws 
bI commercial banks have separate investment/merchant bai;j subsidiaries. li 
general the trend in the world today is increasingly towards universal banking. Thus 
prchibitions under law are not needed when a situation naturally creates the desired 
condition. Even in Pakistan there has been a trend towards universal banking where NCBs 
have extended medium and long term lending to customers through lines of credit 
providea by the World Bank and the Asian Devlopment bank. On the other hand DFIs have 
been urged to take deposits and offer checking account facilities to the public. The charter 
of the proposed IFBs may seem to favor specialized banking but that is not the case for 
institutions such as modarabas and leasing companies (See detail follows). 

INVESTMENT FINANCE BANKS IN PAKISTAN 

3.04 	 Announced In the budget speech of 1987 by the Finance Minister of the time, 
Investment Finance Banks were given a charter for operation in the private sector. This 
step was directly In line with the conditions laid out in the Financial Sector Adjustment 
Loan (FSAL) of the World -ank which stated a need for private sector participation In the 
Financial Sector. This was done with a view to creating competition for the nationalized 
commercial Banks who were seen as incompetent and inefficient. This was envisaged by 
most as a means for the private sector to re-enter the field of banking. Tile role of these 
institutions was to provide Project Financing and Merchant Banking facilities to the 
corporate sector. They were expected to promote capital market development as 'market 
makers' providing a two way quotation system for all government paper. 



Development Financial Institutions 27 	 Chapter 3 

3.05 	 The initial government notification of 1987 attracted a total of 45 applications
which were filed in December. By June 1988 Letters of Intent were Issued to six of the 
interested parties. With the change in government, however, the previously awarded letter 
were withdrawn In November 1988 and new applications were invited. Fifty seven 
applicants came forward out of which six were given approvals by June 1989. This figure 
has reached 12 by May 1990. 

3.06 	 According to the Gazzette notification Of the government of Pakistan Statutory 
Regulation - SRO No. 585(1)/87 anyone desirous of commencing operations has to 
comply with a number of conditons, some of which are as follows (see exhibit for the 
original text of ths notification): 

1. 	 It must be registered as a Public Limited company. 

ii. 	 It should have a minimum paid up capital of one hundred million rupees and shall 
be listed on the Stock exchanges in Pakistan. 

ill. 	 Its Investment policy has to be clearly and concisely stated in its Memorandum 
and Articles of Association and the prospectus for ;ie public offer of its securities. 

3.07 	 The objects of Investment Finance Banks preclude banking business and 
Insurance business as defined by the Banking Companies Ordinance 1962 and the 
Insurance Act of 1938 respectively. As laid out in the gazzette notifications of July and 
August 1987, the chief objectives and functions are as under: 

Money Market Activities 

3.98 
I. 	 Issuing short term paper or certificates of deposit or Investment of not less than 30 

days maturity. 

Ii. 	 Trading In commercial paper issued by it clients, Government securities, 
promissory notes, Banker's acceptances and other money market instruments 
acting as a broker or on its own account. 

ill. 	 Assisting In the Issue of commercial paper, including introdution of companies to 
the money market, preparation of documentation, distribution and market making. 

iv. 	 Acting as a broker or on Its own account in the Call Money market. 

Project Financing Ar;tivites: 

3.09 

I. 	 Make investments through underNriting of pubic Issue, shares, participation term 
certificates, and term financing ceiificates. 

ii. 	 Guaranteeing and counter guaranteeing loans and obligaton. 
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Corporate Finance Activities: 

3.10 

I. 	 Act as advisor and agent in obtainig direct bak loans, export credit, syndicated 
loans leases and other project financing. 

II. 	 Assisting companies in cash management and private placement of debt and 
equity. 

iii. 	 Assisiting companies In financial restructuring, mergers and Acquisitions and 
divestiture decisions. 

iv. 	 Preparing feasability, market or industry studies and raising equity through venture 
capital for new and existing companies. 

3.11 The afore mentioned ccver a wide range of activities, infact the SRO is open to 
accomodate other activites which may be discussed with the Controller Of Capital Issue. 
Investment Banks are expected to play a major role in the restructuring of the financial 
sytem in Pakistan. They have to mobilise new sources of funds and tap into niches 
peviously ignored by commercial banks and DFIs. They are expected to develop Money 
and Capital Market operations. In addition they are expected to share the burden of DFIs 
in providing financial assistance and advisory services. 

SANCTION PROCESS 

3.12 	 The sanction process as indicated by nearly all the sponsors interviewed was not 
devoid of favoritism and political considerations. According to one source four out of the 
first eight sanctions given In the first six months of the new regime's coining to power were 
purely political favors Chief among t'em were Fidelity Masraf (Inve3tment Fianance Bank) 
Ltd, a favor to the Deputy leader of the opposition in the Punjab assembly. Trust 
Investment Bank Ltd,given to Nisar Akbar an MNA and Choudry Umar Draz an MPA in the 
Punjab assembly. The next was Tariq Islam a relation of the highest office in the country 
and one to Mr Anwar Majeed who had friends In high places. The track record of these 
sponsors except those of Fidelity Masraf was unknown. Infact, Mr Anwar Majeed, was 
Involved in a court case in one of the Gulf States on charges of embezzlement. 
Two other sanctions were given in exchange of contributions made by two of the leadng 

tocorporate groups to tle funds of the ruling party. Another two were granted due 
intervention of the emmisaries of two foreign governments. Thus merit and setting of 
tangible and measurable criteria was not the path followed by the authorities. On the other 
hand to say that all the parties who have recieved permissions to operate investment 
banks are not sound would not be true. This is further substantiated by the fact that most 
of them belong to corporate groups who can boast outstanding performance. In three 
cases the same group got sanctions by both regimes. (BCCI, AMEX, ATLAS) 

3.13 	 According to one of the sponsors the IFB sponsors can be divided into two 
categories; those who are interested in changing the present state of the capital markets in 
Pakistan. They will be sound professionally, are bound to be interested in the long term 
viability of their venture and will fight tooth and nail, any unncessary delays inl their path. 
The other category Is people who are only interested In the short term benefits they can 
derive out of setting up investment banks. These were labelled as 'fly-by-night' operations 
not much different from the investment companies of the late 1970s. In the late 1970's and 
In later in 1987-88 various finance companies appeared in the market who granted rates of 
return which were much higher than any offered. These fly-by-night operations put up sign 
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boards all over in large cities that projected their Image as large corporate house with 
diversified portfolios of business. Names such as Pioneer Industries and Samad 
Enterprises became the subject of conversation with a lot of individuals and retired 
personnel who were keen in sharing the success of these. This clearly indicates that it is 
very Important for the Government to have checks and balances to avoid institutions or 
individuals who might take advantage of naive investors and bring a bad name to all of 
them. 

By the same token it is crucial to give the professional groups enough incentives 
to operate and flourish. The post nationalization performance of commercial banks and the 
Inefficiency of the public sector DFIs is well known. It is desirable for the government to 
extend all support to IFBs in recognition of the role they are expecied to play in the health 
of the financial sector. 
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4.01 	 The following is a brief description of five investment banks that are at some stage 
of initiating operations. Detailed interviews with key executives of these institutions were 
conducted in order to do so. The various issues and policy recommendations emerging 
from these discussions follows the description. 

CRESCENT INVEc!TMENT BANK LTD. 

4.02 	 Crescent Investment Bank or Cresbank, with its hEad office in Lahore is the first 
Investment Finance bank to be set up in the private sector. It is a Joint venture of the 
Crescent Group and National Development Finance Corporation (NDFC). The equity 
structure is as follows; 

Crescent Group 50%
 
NDFC 20%
 
General Public 30%
 

4.03 	 The Crescent Group is a reputable and well established corporate group in 
Pakistan. It has been involved In various Industrial ventures and has a successful track 
record. It has the development and profitable operation of several !ndustrial and 
commercial ventures to Its credit. These include fifteen public limited compinies Including 
seven textile units, two sugar mills, distilleries jute, particle board, stee: and engineering 
works, trading, contracting and consulting and Insurance and a leasing company. The 
group has also been dominant in the field of cotton trade and has had close association 
with leading organizations in Pakistan and overseas. The share prices of companies are 
adequate reflection of the Group's performance. For instance, Cresecent jute share pice is 
107% above face value, whereas other jute mills are selling at well below par. Besides the 
Interest in Insurance and leasing (Pakistan Industrial leasing Corporation) the group had 
Interest in a commercial bank In the pre-nationalization days and also has representation 
on the board of PICIC. 

4.04 	 The group is the poineer in the field of Investment Banking in Pakistan. A brief 
history of their experience follows. The group had applied for an IFB when applications 
had been called by the previous government in 1987, but inspite of a good track record 
did not recleve permission to operate. After the elected government came Into power 
another application was Immediately filed and skepticism was expressed over the lack of 
justifiable measurable criteria that had been used previously for selection (some sanctions 
had been given during the last days of the last regime and had been rightfully entitled as 
'sanctions at midnight'). All previous permissions were subsequently cancelled and new 
applications were Invited. The Group Initially wanted the Asian Development Bank as a 
partner with a ten percent stake. The groups leasing company also has equity participation 
of the ADB and has direct lines of credit confirmed with the World bank, the Asian 
Development bank aid the Commonwealth Development Corporation. This arangement, 
however was not looked at with favor by GOP (this condition was subsequently done away 
with) and the group was forced to withdraw. It subsequently applied with NDFC as partner 
and was one of the few to be granted a 'letter of Intent' In January 1989. According to a 
sponsor of one of the banks, the ease of the sanction even this time was not entirely on the 
basis of measurable criteria, but infact was directly related to the amount of contruibution 
that a group made to the fund of the ruling party. It Is alleged that inspite of being one of 
the premier corporate groups In the country today, the Crescent Group had to resort to 
the same. 
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4.05 	 Inspite of inherent delays such as the name of the bank (five names were changed 
in the first eleven months after the letter of intent had been issued), the issue was brought 
to the public in October 1989. As expected the issue was well recieved by the public and it 
was over subscribed by 82 times and shares are subsequently being traded at almost two 
times face value. The Commencement of Business certificate was finally granted in 
December 1989, and Cresbank opened its doors for business in January 1990. Even after 
the successful public offer GOP wanted the sponsors to do it over, citing a change in 
decision regarding the sponsors' minimum equity requirement as Rs 100 million. At this 
point the sponsors expressed their inability to scratch the previous public offer and go 
through the entire process over again and GOPs objection was withdrawn. 

PRODUCTS AND COMPETITION 

4.06 The following Is a list of products and services that the bank proposes to offer; 

Project Finance
 
Equity Investment and trading in listed securities
 
Underwriting issues of corporate debt and equity
 
securities
 
Guaranteeing loans and other obligations
 
Loan syndcation
 
Financing trade
 
Financing securities purchases (Margin Finance)
 
Issuing certifictes of deposits on its own behalf and
 
on behalf of customers
 
Discounting of debt securities
 
Mobilization and management of mutual funds
 
Investment and Financial advisory services
 
Provide fee based services like fund management
 
portfolio management, preparation of feasibilities.
 

4.07 	 Management realizes at this stage that Inspite of the list of allowable activities, 
most of these require a lot more sophisticated and organized infrastructure than the 
existing. Initially management may have to undertake activities that are already being 
undertaken by other institution such as DFIs and NCBs for making inroads into the sector. 
In other words a client base will initially be built by undertaking conventional activities as it 
may take up to four or five years for formulating new products, bringing them to market 
and having people accept them. The management at Cresbank does not want to engage 
in project finance activities at the scale at which the DFIs perform this activity. Instead they 
see themselves as being the catalyst in the entire process. Management wants to provide 
"One Window Operation" for prospective clients. It wants to reduce the time taken for 
processing project financing requests and provide clients the advantage of obtaining all 
services under one roof. The bank in turn will be in a position to refer clients to various 
DFIs and function as an Interface. This would benefit the client who in turn would have a 
lot more credibility In the eyes of the DFIs. Given the present nature of the approval cycle 
for a project and the time involved in obtaining DFI approvals, it will be a welcome step for 
prime corporate clients. Cresbank has also had meetings with some private DFIs such as 
FMO the Netherlands Development Finance Corporataion and DEG a German DFI to 
obtain lines of credit. These agencies displayed caution due to the poor performance of 
DFIs in Pakistan, and cited experiences where donors were forced to freeze lines due to 
poor performance. 
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FIRST INTERNATIONAL INVESTMENT BANK LTD. 

4.08 	 First International Bank or Interbank with its head office in Lahore (physically in 
Karachi) is a joint venture of Packages Ltd., American Express Bank Ltd (AMEX). and the 
International Finance Corporation (IFC). The equity structure is as follows; 

Packages Ltd. 30.1%
 
American Express 30.0%
 
IFC 14.9%
 
General Public 25.0%
 

4.09 	 Packages Group is one of the most dynamic Industrial groups on Pakistan's 
business horizon. It has been involved in a number of industrial aid commercial ventures 
most of which have been joint venture arrangements with Industrial houses of the West. 
Often they have been first efforts of their kind, for instaoce the Tetrapak plant and the Milk 
plant. In the non profit sector, the group has been one of tihe chief sponsors of the Lahore 
University of Management Sciences. This is a private sector undertaking which is providing 
management education at par with leading business institutions of the world. The 
operating performance and reputaion of the group can be best judged by the company 
share prices which for Packages and Milkpak is 340% and 200% of face value. The 
chairman of the board Syed Baber Ali is the chairman of the Inter bank and is also on the 
board of the International Finance Corporation. 

4.10 	 The experience of the sponsors as far as sanctions for the bank are concerned 
were summarized by the chairman who said that the high officials of USAID were well 
aware of the constraints encountered in this regard. It is pointed out that the AID official 
had been made aware of the progress at every stage of the process. Th*".sanction, it was 
alleged could not have been possible without the involvernen of the highest 
representatives of the United States government, arid substantial verbal and written 
exhortations. These stemmed from the interest tile US government has in encc'u.ging 
free enterprise in Pakistan. 

4.11 	 The same partners had put in an application in tle pre democracy days and had 
nearly started operation when the licenses ware revoked and it had to be disbanded. 
Unnecessary delays were encountered by them at every juncture of the reapplication 
process, chief among whom was the highest public authority in the ministry concerned 
who at the time was of the view that foreign partners should not be given the right to 
repatriate profits. It must be pointed out that this right is safeguarded by the constitution of 
the country. 

4.12 	 Interbank's chief executive officer is Mr Fredrick Piecoczeck an experienced 
investment banker appointed by American Express. Inter bank was awarded the letter of 
Intent in October 1989 and hopes to have the public offering on July 19, 1990. At present 
the CEO is in Karachi eventhough the sanction was given for an office in Lahore. Karachi is 
the centre of Business & Commerce. The major Stock Exchange is in Karachi as are the 
corporate headquarters of various private &multinational corporations. 

4.13 	 Management sees the achievement of its objectives subject to tle regulatory 
environment and the encouragement arid i[icentives it may recieve from the authorities. 
Management sees Inter bank aid infact all the IFBs as a force that is capable of exploiting 
opportunities existing in the Financial sector. It seeks to establish profitable new areas of 
business given liberalization of markets arid the setting up of a regUlatory framework 
condusive to capital market activities. Inter bank has the advantage of having institutional 
support in the form of the world wide network of AMEX and access to and knowledge of 
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other financial markets of the world. Inter Bank management and other Investment banks, 
see it as the leader In Introduction of new financial products In Pakistan. It wants to play a 
major role In a substantial broadening of the financing options available to the corporate 
sector. AMEX's prior experience in this regard has been entirely favorable. It was one of 
the first foreign banks who offered leasing of corporate assets to prime clients. This was 
done under an unusual arrangement, whereby it went Into a tripartite agreement with a 
Modaraba company - B.R.R Modaraba and the client. 

PRODUCTS OFFERED AND COMPETITION 

4.14 The products/services that it proposes to offer include; 
Assistance Infloatation of companies including underwriting of issues. 
Arrangement and provision of short term and long term financing through paper Issue, 
Musharikas and markup arrangements 
Market making in corporate and government paper 
Money market, treasury and Foreign exchange activities (Subject to approval) 
Corporate and project advisory work 
Floatation of modarabas and mutual funds 
Introduction of investors and capital to Pakistani investment opportunities 
Loans and equity syndication 
Leasing 

Management wants to provide competition to nationalized and foreign commercial banks, 
which might be expected to react by measures such as rate reduction. It also expects 
Modaraba companies if sufficient in number, to pose competition, given their advantagous 
tax structure. (please refer to detailed discussion ahead). 

ISLAMIC INVESTMENT BANK LTD. 

4.15 	 Islamic Investment Bank Ltd. with its head office in Peshawar is being set up by a 
group of entrepreneurs and professionals. It will have six corporate directors none of 
whom will have an absolute majority. One of the key sponcors is the AI-Hurair Group from 
the Gulf who are investing almost fifteen percent in their personal capacity in this venture. 
The equity structure is as follows: 

AI-Hurair Group 15%
 
Professional group 45%
 
General 40%
 

4.16 	 The professional group consists of various retired civil servants (ex Go%,ernor State 
Bank of Pakistan, ex Secretary Ministry of Production, ex official of the PIDB etc.), 
entrepreneurs; (Mr. Fareed a chartered accountant, overseas Pakistanis and an 
experienced bankers Mr. Sultan Ahmed Khan (Chief Manager Bank of Oman in Dubal). 
This group does not have equity from any large corporate group in Pakistan and Instead 
the largest shareholding Is that of the Bank of Oman. Bank of Oman has a representation 
In Pakistan and has branches in Karachi, Lahore and Peshawar. 

4.17 	 Management wants to provide "modern services" to the entreprenpurial class. 
They want to provide innovative produr's, especially In project finance and claim to have 
recleved encouragement Inthis regard from the aministrative authorities In the North West 
Frontier Province. Management expects to compete with the Development Finance 
Institutions.The group hopes the Islamic Bank will play a major role indevelopment finance 
citing profit as not being the prime motive for business. Sponsors strongly believe in the 
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soundness of Islamic banking and its viability in the market place. "Social responsibility" 
and a "spirit of service to the nation" by locating in a relatively less developed area of the 
country were reiterated by both sponsors who were interviewed in this regard. They also 
stressed the fact that they want to play a major role in the development of sectors 
previously Ignored such as housing etc. 

4.18 	 The sponsors indicated fragmented holding and professional management as 
their competitive advantage. It was proffesionals who initiated the application and then 
went about looking for sponsors. The entire operations are being conducted solely by Mr. 
Sultan Khan who is also v'orking in the capacity of legal counsel and corporate 
accountant. They see Invesnment banking as a viable channel to direct resources away 
from the unorganized financial sector. In this regard sponsors believe that they will 
complement the role of NCBs initially and eventually hope to expand operations so as to 
compete with them. The mandate of Islamic Bank is somewhat unclear, as most activities 
were those that are undertaken by DFIs or NCBs. Sponsors projects the idea of their bank 
more as a commercial bank. Moreover the interviewer heard a lot about professionalism 
yet the professinal management team was nowhere in sight. 

THE ATLAS GROUP. 

4,19 The investmcrnt bank being set up by the Atlas group is the most recent entrant in 
the field. Having obtained the actual permission to operate on May 2, 1990 the Atlas group 
has been sai-ictloned its head office in Lahore, but will initially operate out of Karachi (along 
the lines of Interbank). The proposed equity structure is as follows; 

Atlas Group 40%
 
Bank Df Tokyo 20%
 
Asian Development Bank 20%
 
Generai Public 20%
 

4.20 	 The Atlas Group was formed in 1962 and in a period of 28 years has become one 
of the largest corporate groups in Pakistan today. It stood at number nineteen in the list of 
net assets of top twenty five corporate groups listed on the stock exchange. The group 
consists of six public limited companies engaged in diverse business. The group Is heavily 
oriented towards engineering and more specifically towards the automotive industry. The 
group has a number of joint venture projects chiefly with Japanese corporations such as 
Honda motorcycle, Japan Storage Battery Co. Ltd. and the Bank of Tokyo. The objective 
of the group has always been to transfer technology into Pakistan and use the 
international experience of partners to build a professional business venture. The share 
price of companies In the group such as Atlas Autos and Panjdarya are 250% and nearly 
300% of face value. The chairman of the board is Mr. Yusuf Shirazi who prides himself with 
the team of professionals looking after these companies. 

4.21 	 The group set up a leasing company in 1987 with National Investment Trust arid 
the Bank of Tokyo as partners. It took over the Muslim Insurance Company In 1980 which 
today, with its network of 27 branches, is one of the leading companies in the Industry. It 
also has an ivestment company dealing In innvestment and trading of financial and other 
assets. 

4.22 	 The Atlas group had also applied for a license to operate an investment bank 
during the previous regime. The permission was revoked like all the rest and the group re
applied In 1988. The chief sponsor indicated the rack of positive response from present 
authorities In the ministry concerned, so much so tl'at sponsors were asked to put up their 
case to 	the chief excutive of the country or her family members. This suggestion was 
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turned down by the sponsor and therefore there was no progress. Instead the concerned 
ministry raised objections on the location of the head office. Sanction was granted nearly 
two years after the application had been put in, and the visit of the Japanese Prime 
Minister proved to be a catalyst in this regard. It Is alleged that the final approval came 
when the Emissary of the Japanese government wanted MOF to give them a progress 
report of all joint venture projects which awaited approvals. At this point the location of the 
Head office seemed to be of no consequence to the approving authorities. 

4.23 	 The present Chief Executive Mr. Jawaid Iqbal Ahmed has been assocated with the 
group for a long time and is looking after this project till a professonal management team 
Is hired for the purpose. Management strongly feels that so far bureaucratic controls have 
inhibited social development in Pakistan instead of encouraging it. It is felt that 
Developmrent Financial Institutions and the public sector have fallen short of the expected 
role ...id only the private sector can now achieve the intended objectives. At the same time 
management feels it is very important to have checks and balances along the way so as to 
weed out those who are not seriously committed to the task of nation building and are in it 
only 1or the short term. Management wants to play a major role in mobilizing savings in the 
country and expanding the capital base. It is very conscious of the fact that individuals 
have a lot of money that is hoarded and invested in non-productive assets. 

4.24 	 Management hopes to introduce innovative mechanisms of investment and deal 
making through financial engineering. Management expects the leasing company arid the 
Investment company as playing a major role in comp!3menting the scope of the 
Investment bank. The Atlas group of companies has a historical relationship with the Bank 
of Tokyo dating back to almost 27 years and hopes to replicate kis transfer of technoogy 
experience with other Japanese corporate houses in investment banking. They hope to 
gain from the experience of the Japanese Investment banks arid are working on 
formulationg policy documents arid procedural manuals in direct consultation with co
sponsors. The Asian Development Batik is another important partner that has a wealth of 
resources, the group is seeking to tap this as well. Management realizes the importance of 
having sound promoters in order to gain the confidence of the business sector and cited 
its repeated success in the engineering sector by the same token. The management 
indicated the current dialogue between them arid Yamaichi Securities under which they 
want to study the operating structure of an investment company that the laterhasset up 
with the help of the ADB in Indonesia. 

FIDELITY MASRAF (Investment Finance Bank Ltd.) 

4.25 	 Fidelity having recently obtained the letter of intent from the government Intends 
to start operations with Faisalabad as the head office. The shareholding Is divided 
amongst five individuals / groups and the general public. These include; 

Main Mohammed Mansha 10%
 
Mean Tariq Saigol 10%
 
Mr. Jehangir 10%
 
Sapphire Group 10%
 
Mr. Salman Taseer 10%
 
General Public 50%
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4.26 	 The chief sponsors are amongst the top seven companies listed onl the stock 
exchange with the highest net asset. Mian Mansha has been the chairman of All Pakistan 
Textile Mills Association (APTMA) and Chief Executiva of the Nishat Group of companies 
(listed number 6). Mlan Tariq Saigol has also been the chairman of APTMA (listed number 
4). The Sapphire group (listed as number 7) Mr. Jehangir a leading stockbroker from 
Karachi and Mr. Salman Taseer was a partner in the reputable Auditing and Accounting 
firm of Taseer Handl and Khalid all have an equal stake. 

4.27 	 The experience of the sponsors regarding the application / approval process is 
fairly straight forward. According to one of the sponsors the initial letter of intent was given 
by the Prime Minister as political favour to one of them who was a stalwart of the People's 
Party. He further added that out of a total of six sanctions given during the first half of 1989 
four were political favours (please see detail above). 

4.28 	 Inspite of the nature of approval, even this group faced a lot of difficulty and 
unnecessary delays which were attributed in their entirety to the Ministry concerned. The 
delay was chiefly due to disagreement on the location of the Head Office. The group had 
been authorized head office in Multan whereas they had wanted one in Faisalabad. 

4.29 	 IFBs came into being due to World Bank conditionality as stated In the FSAL. The 
loan report talks of these IFBs developing into lull fledged banks ultimately which would 
provide competition to nationalized banks. GOP has sanctioned one branch initially with 
the provision of expanding into five branches over time officials have repeatedly 
mentioned that their role will be restricted to the invigoration of money and caznital markets 
at this stage and for the foreseeable future. 

4.30 	 The interest of various parties such as leading foreign banks provides evidence to 
the contrary. BCCI, American Express and Bank of Oman have already received 
approvals, whereas Citibank< and Grindlays Bank are keen to obtain approvals at the 
earliest. Observers see this as a means for them to undertake activities which they were 
previously prohibited from. These include the Issuance of certificates of deposit, 
underwriting of shares and flotation of modarabas and leasing companies. Foreign banks 
have also found an opportunity to increase profits through avenues, such as increase In 
branch network and a reduction in their tax liability. 

4.31 	 The latter can be achieved by transferring a chunk of non-funds based earning to 
the books of the Investment bank. IFBs are listed companies that will be taxed at 40% 
whereas tax liabilities of foreign banks is sometimes In excess of 75%. 
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PRESENT HINDRANCES TO SUCCESSFUL OPERATIONS. 

5.01 	 The first and foremost hindrance that was faced by all parties was the lenglhy 
process of seeking approval. This process has been almost two years in some cases. This 
poses a constraint for all new aspirants in the field. It is alleged that interested parties are 
using all sorts of political connections and seeking foreign government recommendations 
in their bid to obtain letters of intent. The pressure is building up as more applications find 
their way to the authorities. The experience of the Crescent Group-the only ones that have 
had khe public subscription so far-is a case in point. The stock market with all its 
inefficiencies gives a premium to the sound reputation of the Crescent Group. This 
resulted in over subscription and tle price of shares being quoted at two or three times the 
par value. Aspiring sponsors thus also see this as a way to increasing the value of their net 
worth in a short period of time. This explains the intere3t that has been shown by various 
parties in obtaining licenses by any possible means. This fact also encourages those 
whose intentions are only to make a 'quick buck'. 

5.02 	 The procedure that companies in Pakistan have to follow in order to have a public 
offering, whether Investment Banks or others, is aso very tedious and rampant with 
unnecessary delays. The inherent delays in this process will directly effect the working of 
IFBs as well when they will underwrite issues of, and act as advisors to clients going 
public. The present process requires the sponsors of any company to register with the 
registrar of joint stock companies, go to the controller of capital issue with the 
memorandum and articles of association, have the same whetted by the Corporate Law 
Authority, seek State Batik of Pakistan approvals and then put in the prospectus to te 
Stock Exchange for approval before the actual floatation. The slightest of objections, say 
at stage 3 would result in going back to stage one.in order for them to be approved by the 
authorities. What would be desirable is the ubiquitous and much desired "one window 
operation" whereby the sponsors could put together the entire package and then seek a 
'blanket approval' from any designated departient of the Ministry of Finance. Going a 
step beyond this, it has been suggested that the IFBs in particular should be grallted 
approvals to undertake issues on behalf of clients on their own books or by directly 
placing them in the market. In areas wl'ere the regulators wish to retain control there 
should be a swift approval process which allows transaction to proceed before market 
condition change. 

5.03 	 IFBs are allowed to act as traders and brokers of listed securities under section 5 
(b)(v) of the SRO. At present stock e, hianges are not issuing new membership cards as 
they do not want to increase membership. T he only way out for the IFB is to puchase a 
card from an existing member. This has led to a monopoly situation for the existing 
members who have started quoting unrealistic rices for them. It was alleged that they 
want to sell off cards at exorbitant prices but ofhiJally document only a minimal aniount in 
order to make an off the book profit. 

5.04 	 Nationalized Commercial Banks and Domestic Foreign Banks in Pakislan are 
regulated by the State Bank of Pakistan. At the time the SRO of Investmemt Banks was 
being drawn, it was decided that since Investment Banks are not going to be scheduled 
banks, therefore they do not need to be regulated )y the SBP. Instead ;t was decided that 
the Ministry of Finance and in particular the controller of capital issue would be the 
regulating authority. This decision is responsible ior the regulatory confusion that the 
investment banks are facing today. In particular IFBs do not have ac ess to the money 
market like other financial institutions. As per section 5(a)(iv) of the SRO, they are allowed 
to borrow and lend in the call iioney market (Inter bank). The situation on ground is 
different, and they cannot participate in the Interbank market which puts them at a relative 
disadvantage. The more aggressive foreign banks in Pakistan are the traditional borrowers 
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in this market, due to a decline in their share of bank deposits coupled with a more active 
demand 	for bank credit. The Interbank or Call Money rate is artificially low. At the peak of 
the busy season it may exceed the bank rate charged by the SBP. This is due to demand 
for credit being more than that all .wed by SBP and because Call Money does not require 
collateral. As the name indicates the money is 'on call' but participants in this market have 
a gentlemen's agreement that it will not be called for some time. To maintain the 
investment finance banks liquidity position at par with commerical banks it is important 
that the present situation be amended without delay. 

5.05 	 IFBs are allowed to issue short and long term redeemable capital which includes 
Participation Term Certificates arid Term Finance Certificates under section 5 (b)(vii) and 
5(c)(xi) of the SRO. However, under section 120 of the Companies Ordinance a company 
can issue any Instrument In the nature of redeemable capital in favour of 'scheduled 
banks', 'financial institutions' or other persons as may be specified for the purpose by the 
Federal Government through notification In the Official Gazzette. As an IFB is neither a 
scheduled bank nor a financial institution, companies cannot issue TFCs in their favour. 
This situation can be altered only if authorities issue a notification that will amend the 
existing regulations. 

5.06 	 At present IFBs do not have authorization to function as foreign exchange dealers. 
For this reason they are not in a position to open Letters of Credit on behalf of clients. 
Thus they would have to have a standing relationship with a commercial bank for this 
purpose and give up half of the commission that is earned. Their exclusion from this highly 
lucrative market seems unnecessary. It must be pointed out that foreign banks derive 
more than two thirds of their Income from trade related financing. 

5.07 	 IFBs must be eligible for remedies available to commercial banks in cases of 
default such as access to the banking tribunal. (It is a different matter that the said tribunal 
is without a judge for the past year arid a half). Moreover the existing law regarding 
foreclosures and taking posession of assets which are pledged as security leave a lot to be 
desired. Thus recovery mechanisms must be put in place before IFBs can be expected to 
take on the risk of credit and new ventures. 

5.08 	 IFBs are not allowed to take deposits thai are of less that ninety days maturity nor 
have checking accounts, which differentiates them from commercial banks. Investment 
banks want to provide all services under the same roof for their corporate clients. This 
includes raising short term funds on their behalf, which may be less than 90 days maturity. 
Similarl, Form L ceilings limit short term borrowing. If paper issued by prime corporate 
customers were excluded from this limit or incorporated as a sub limit, it would encourage 
entry by companies, help develop markets arid create liquidity. It must be realised that the 
IFBs could play an important role inl developing a broad and flexible money market where 
funds can be channelled where they are most needed. 

5.09 	 Specialized credit line from the State Bank are not available to IFBs as they are to 
NCBs and DFIs. These include cuncessioanry lines for locally fabricated machinery. 

5.10 	 IFBs must be able to take hold and make markets inl different kinds of paper 
without restrictions or impediments. Instead matters appear to have been made alificially 
complex due to the stamp duties that are imposed on the creation of new instruments. 
There is a need to build a secondary market in Pakistan. GOP has been showing an 
Interest and a number o. studies have been undertaken. IFBs can play an important role if 
provided with the required incentives. In well developed money markets, liquidity is the 
.name of the game'. The only reason why there isa demand for instruments with long term 
maturitys such as 30 year bonds, is because they can be traded freely. It is recommended 
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that stamp duty on IFB paper products be removed. 

5.11 To have IFBs competing with other institutions on a level playing field certain 
conditions have to be created. Liquidity and tradeability form the critical mass of capital 
markets. Pakistani authorities will have to take committed steps to fuel the market. For 
instance the crowding out effect due to unnecessarily advantageous features of certain 
Instruments should be avoided. The WAPDA bonds Is a case in point. First, they are 
guaranteed by the government. Secondly, they are just another source of non bank 
domestic borrowing. The rate of return does not reflect the operating performance of 
WAPD! Infact the bonds prospectus did riot contain a financial statement of WAPDA. 
These long term bonds have features of discounting (after 6 months with FCDC and a tax 
advantage that will be very difficult to match for any prime corporate borrower). The prime 
customer will be able to borrow at 12.5% + legal and administrative cost and will thus be 
driven out of the market. It is ofcourse critical that IFBs have access to cheaper funds as 
compared to the corporations that they are lending to. 

5.12 	 Since IFBs are not included in the list of scheduled banks there is a number of 
problems that they are facing. For instance IFBs can provide guarantees on behalf of 
customers in case equipment is imported, but cannot guarantee the payment of duty 
through custom debentures, as the law only names scheduled banks as eligible for this 
function. Section 5(c)(xii) allows IFBs to undertake guaranteeing arid counter guaranteeing 
business, but public sector institutions are resisting the acceptance of guarantees issued 
by them, as IFBs are absent from the text of the Companies Ordinance 1984. Similarly 
certain government corporations which have surplus funds cannot place them with IFBs 
since they have not been given the status of financial itistitutions ill existing law. 

5.13 	 The tax status of the IFBs is still not very clear arid there has not been any rate 
disclosure. If the IFBs are taxed like other banks it will be unfair since the quality of the 
portfolio of the two types of institutions will be very distinct. Secondly the amount of 
money that the IFBs are spending on the research and development of new products will 
have an impact on their income thus rendering them incomparable to other banks. 

5.14 	 IFBs are working in a regulated environment where each activity is restricted in 
quantifiable terms as a percentage of liquid net worth or other similar easures. On the 
other hand activities of leasing companies arid modarabas are riot restricted or governed 
by any regulation. This results in their unlimited arid unregulated involvement in activities 
which essentially lie in the domain of investment banking. These companies are investing 
In shares, discounting bills, giving margin loans and accepting deposit arid lending in an 
unrestricted manner. This results in unfair competition as the conventional leasing rates 
are 22 - 24%. Thus leasing companies are in a position to offer competitive deposit rates ill 
the neighbourhood of 16-18%, which are the highest in the market. It is therefore 
recommended that either Modarabas should be disallowed investment banking activities 
or should have similar guidelines as those provided to IFBs so as to have fair competition. 

5.15 	 A major problerm exists due to the fact that investment banking is a new concept 
in Pakistan. The market as well as the bureaucracy do riot or only partially understand 
what is entails. Some think of IFBs as being synonymous with the fraudulant investment 
companies which mushroomed in the past decade. These companies offered tremendous 
returns and later decamped with the investors's mcney. This is ,he chief reason for the 
extreme caution being exercised by regulatory agenicies arid the public at large. Thus it is 
important to educate the target audience, as regards Investment banking. The challenge 
facing the IFBs is, firstly to create a demand for their services and then to create an 
awareness of their name. Even the professional and fresh graduates who are working in 
IFBs are only familiar with the academic working of Investment Banks. The experience of 
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well developed capital markets call also not be replicated In their entirety. For this reason, 
it would be appropriate for organizations such as the Pakistan Banking Council and/or the 
regulating bodies, alongwith international agencies, to hold seminars and training 
workshops all over the country for bankers and professionals. Donor agencies could also 
play an important role by sponsoring workshops, where experienced investment bankers 
from overseas could be Invited to impart training to the aspiring investment bankers in 
Pakistan or those in the field be sent overseas for a short period of time to gain practical 
knowledge and experience. 

5.16 	 Donor agencies could lend support to IFBs through various measures. First of all 
an awareness of the exirtence of these institutions needs to be created In the donor 
community. The IFBs came into existence due to World Bank conditionality on 
liberalization of the financial sector and the ro!e that the private sector could play. It 
appears that the pressure on regulatory authorities must continue in a similar manner. It 
the objectives inview are to be achieved, half hearted effort is of no use. Instead the whole 
process should be monitored at every step. A positive move would be the provision of 
credit lines. In this regard donor agencies and overseas DFIs should be encouragoA to 
disburse funds through IFBs. The process can start by a few initial projects whe e final 
evaluation and approval vests with the foreign DFI. At a later stage dedicated lines of credit 
could also be made available to IFBs as were given to the government controlled DFIs in 
the past. Caution must be exercised in this regard to avoid undesirable experiences such 
as those with state controlled DFIs. For this reason it will be very important to look at the 
track record of sponsors. 

5.17 	 IFB personnel should be sponsored for training courses in other less developed 
countries such as Thailand and Indonesia. The environment of the financial sector is 
similar to that in Pakistan, or was recently at a stage where Pakistan is now. 

GOP VIEWS. 

5.18 	 The views of various GOP officials was sought In this regards. Some issues as 
perceived by officials at the Ministry are as under : 
MOF realizes the lack of a unitary regulatory authority and had suggested the creation of a 
special bureau with the SBP. The bureau has been approved as a part of the finance bill 
now after considerable delay and will be operational by the beginning of next year. MOF 
sees the role of IFBs distinct from NCBs and does not want them to think they are 
commercial banks. Thus they do not want this to be perceived as a back door entrance to 
commercial banking, which Is the perception held by the private sponsors. 

5.19 	 The private sector was decribed as being 'capricious and dishonest'. Some 
officials cast doubts over the seriousness of the efforts of the private sector. He maintained 
that the delays Insetting up operations was indicative of this - only one bank is functioning 
whereas 12 have been awarded sanctions. 

5.20 	 The official was wary of those groups who appear to be fly-by-night operators. He 
indicated that the lack of a proper management team and or hired professionals was a 
proof of their short term committment. Officials also indicated that the team of 
professionals initially shown in the applications were nowhere in sight. 

5.21 	 The large corporate groups were perceived as only serving self interests. 
Management was of the opinion that IFBs belonging to the large corporate groups will 
probably end up serving only the companies of the group, who will thus have a tight 
control over operations. Certain Officials also alluded to the fact that these may only serve 
as 'money laundering' outfits for the groups. 
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5.22 	 The authorities were not willing to concede to their demands of having checking 
accounts or being authorized dealers of foreign exchange. IFBs are not commercial 
banks and that is not their desired role, was the response. 

5.23 	 The IFBs are required to play a distinct role to invigorate the financial sector. It 
was for this reason that none of them have beern given a license to operate with a head 
office in Karachi. As cited by an Official of the Ministry, more than 70 percent of the 
deposits are in the NWFP and the Punjab, whereas more thn 80% of the lending Isdone in 
Karachi. IFBs are expected to remove this distortion by havinc ,,erations up country. 

5.24 	 The sponsors have not been straight forward in dealing with the Ministry was 
another allegation. For Instance, one group of sponsors had indicated foreign partners as 
having a 25% share in equity in the initial application but had shown a 50% participation in 
subsequent paper work, without pointing out the discrepency to the officials concerned. 

5.25 	 Another sponsor had come to the ministry to demand that the license issued to 
him should be revoked, as he had fallen out with the original sponsors. Instead he wanted 
another sanction In his own name. He was asked to resolve his disagreement Instead of 
involving officials of the Ministry in insider bickering. 

5.26 	 Officials expressed concern over the operations of the one bank in the market. It 
was alleged that they had been turning away potential clients. Moreover they had not 
advertised any deposit or resource mobiliation schemes in the six month of operation and 
seem to be Involved In only group dealings. The authorities hope to have an SBP audit 
soon whereby they will get a fair Idea of the operations of this bank. The official mentioned 
that as a last resort measure, ;f the private sector did not 'shape up' licenses may be 
revoked. 
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DEVELOPMENT FINANCIAL INSTITUTIONS - SECTORAL SUMMARY 

6.01 	 There may not bcs a single quantifiable measure by which a comparison of the 
working of all DFIs Is possible. However, the strengths and weaknesses of each can be 
weighed against their stated objectives. Their performance has been a source of concern 
for the government and international agencies who have had to resort to extreme 
measures. PIClC Is a case in point where the lines of credit that were once available from 
the World Bank have been frozen. More recently the Asian Development Bank undertook 
a study in order to investigate the rationalization of Development Financial Institutions. 
The final report and recommendations are still awaited by the concerned ministry.(1 ) The 
following Is a brief attempt to explain the working of DFIs and some reasons that have 
hampered their performance over the years. 

6.02 	 At the time Pakistan came into being, the muslim businessmen chiefly belonged to 
the trader-merchant class who were involved in the export of raw cotton, retail of cotton 
produce and similar activities. The trader merchant class was gradually moving into 
Industrial ventures and transforming into a financial-industrial class. The policies of the 
military ruler Field Marshall Ayub provided a critical stimulus to this process. Institutions 
such as the PIDC, PICIC and the IDBP were formed in the wake of those policies. The 
financial-industrial groups that emerged in the late 1950s and early 1960s, such as the 
Dawoods, the Crescent group and the Valikas, were the prime beneficiaries of these 
policies. A large portion of the loans of institutions like the IDBP and PICIC went towards 
these groups. 

6.03 	 In addition the board of the PICIC was dominated by representatives of these 
large industrial houses. From its inception PIClC did not risk providing capital to new 
groups, Instead it relied on tried and tested industrial houses which further aided in 
concentrating wealth in tile hands of thie chosent few. These industrial groups were later 
Identified among the famous 22 families in 1968 in whose hands lay more than 80% of 
Pakistan's economic wealth. 

6.04 	 The National Investment Trust (NIT) and the Investment Corporation of 
Pakistan(ICP) were created to have broad based capital markets with wide share 
ownership. They were set up to encourage individual savings to be Invested in motley and 
capital mai-ket instruments. These in(riw ;,.ons were also meant to conform to the 
risk/investment profile of the Investors. Over the years, however thes;e two institutions 
have not only been denied the membership to the stock exchanges but have also ,'t 
fulfilled their mandate. NIT has performed very well, but Its success is not due to its 
efficient Investment portfolio but due to the various concessions by the government. For 
instance a fixed percentage of any new share issue in the market has to be offered to the 
Trust. Since the price of Issues generally goes up to double or more In i short period, tile 
value of the Trust's holding goes up without any astute decision making by the portfolio 
managers. This has prevented the development of financial expertise in the institution. As 
a result the institution has not been able to provide the necessary impetus to money and 
capital market development. 

1.	 It Is over due and Ministry of Finance Officials have labelled it almost as an exercise in futility after seeing the 
draft. EPRU staff had the opportunity to briefly review it at the ADB office In Islamabad. It seemed to suffer 
from being repetitive 'ind somewhat incoherent. The recomendations made thereunder also seemed 

contradictory at timos. 
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6.05 	 The ICP has floated numerous mutual funds over the years. The effective annual 
yield of these 17 funds varies from 15 percent to greater than 40 percent. There are no 
minimum standards and the annual reports do not expound on the quality of management 
or the profile of potential investors. This is in contrast to the practice elsewhere in the 
world, where the general asset composition is disclosed. The risk profile of investops 
determines whether they want to invest in a conservative or an aggressive fund. Further 
there is no mention of the reasons why one fund has a high rate of return and the other 
low. 

6.06 	 NDFC was initially created in 1972 to provide financing to State Owned 
Enterprises, especially the balancing modernization and expansion activities of the 
nationalized Industrial units. Similarly Banker's Equity was set up to provide direct equity 
support and tinder writing facilities to private enterprise. NCBs are members of BEL and 
are chiefly responsible for Its creation. Prior to BEL, NCBs used to take part in consortium 
financing with other DFIs such as in ICP, BEL ad NDFC have also moved away from their 
main objectives In a similar fashion to that of IDBP and PICIC in the past. NDFC undertook 
project financing in the more lucrative private sector with hardly any restriction on tile 
nature or size of the projects. BEL went into project financing over and above the bridge 
financing and underwriting activities. 
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AGRICULTURAL CREDIT-SECTORAL REVIEW 

7.01 As mentioned earlier too NCCC esiblishes aggregate ceilings for credit exparsion
which are alocated among tie economy's various sectors. These ceiings cover the 
maximum amount I loans to all sector that a bank is authorized to disburse during the 
priod For agricuture the process involves the Agric iltural Credit Advisory Council and the 
State bank, after having recieved the approval from the inistry of Finance. The ACAC 
assesses credit requirement for various agricultural purposes as detailed in anrua targets
of the 5 year pan The NCCC fixes and the SBP administers the over all credit allocations 
for the sector. Ceiling for the ADBP like other DFIs and FBC are based on their absorptive 
capacity for loan disbursement and Ion recovery performance. 

7.02 	 The instituional structure of the agricultural credit system is dominated by the 
Government of Pakistan. Agriculture credit flows through three main chanels 

The Agricultural Deve!opment bank of Pkistan
 
The Nationalized Commercial Banks
 
Federal Bank for Cooperatives
 

Table I shows the source wise break up of Institutional Agricultural credit for 1988-89: 

7.03 	 The NCBs and their branch network have been discussed earlier, here an attempt 
is made to describe the cooperative credit, the Agriculture Development Bank of Pakistan 
and its role in the agricultural sector. 

COOPERATIVE BANKS 

7.04 	 A Cooperative Bank means a banking society registered under the Cooperative 
Societies Acts 1912 and 1925. The movement started in Indo-Pak towards the end of the 
niineteenth century. Initially set Up to provide credit to farmers in order to save them from 
village money lender, cooperatives were organized to encourage self help to persons of 
limited means through the Cooperative Act of 1904. Cooperatives are organized On a 
three tier system. 

Cooperative Societies
 
Provincial cooperative Banks (PCB)
 
Federal bank for Cooperatives (FBC)
 

7.05 State Bank funds are channeled through FBC which is an extentlion of tile SBP. It 
is vested with developmental amnd supervisory functions over cooperatives. The four 
provinces and two federally administered areas are served by one Provincial Cooperative 
batik each. A general manager is the chief executive of each PC. The credit function of 
loan processing, approval and collection are performed by r.ersoniel of the cooperative 
department, which has reduced the role of PCBs tu mere disbursing units. The 
cooperatives societies have an average membership 'of thirteen and are channels of credit 
at the village level. They get loans from the PCB and lend it to indvidual members. These 
are essentially village organizations with meager equity and the risk of loan repayment is 
borne by all its members. 



Table 1
 
Institutional Agricultural Credit 1988-89
 

Source-wise
 

InttuinProduction Development Total 
(Rulyees-A illion) 

Share 
Loans Loans N.(% 

* Agricultural Development 
Bank of Pakistan 2109.526 6557.997 8667.523 60.0 
Commercial Batiks 2706.500 347.600 3054.100 21.1 
Fedoral Bank for Cooperatives 2638.000 92.710 2730.710 18.9 

ITotal: 7454.026 6998.307 14452.333 100.0 

* Includes Rs. 593.027 million for agribusiness loans. 

** Net of Rs. 369.500 million for tobacco marketing. 
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THE AGRICULTURE DEVELOPMENT BANK OF PAKISTAN-CASE STUDY 

ORGANIZATION 

7.06 	 ADBP was established under the ADBP Ordinance in 1961 through the merger of 
the Agriculture Development Finance Corporation set up in 1951 and the Agriculture Bank 
of Pakistan set up in 1957. The stated objectives included the provision of better credit 
facilities to agriculturists and persons who had set up agro-based cottage industry. It has 
an authorised capital of 40 crores and subsribed capital of 36 crores. The policies and 
operations of the Bank are supervised by a Board of Directors consisting of 12 memebers,
incuding Federal Government, officials from the Ministry of Finance and the Ministry of 
Food and Agriculture, representatives of the provincial government, representatives of the 
State Bank and one from the Azad Jarnmu and Kashmir. 

7.07 	 Organizationally the bank Is structured into 10 divisions. Executive Directors are 
the Division heads who control the affairs of the division within the financial and 
administrtive powers delegated to them. Each diviision is sub divided into departments
headed by directors. There are 42 departments such as Economic Research, Planning, 
Project and Consultancy, training and manpwer development etc. These departments are 
operating units for routine business, preparation of plans and transmission of policy
guidelines. Field operations are condcted by a network of 42 regional offices 250 branches 
and a team of almost 1400 Mobile Credit Officers (MCOs). 

7.08 	 ADBP is a scheduled bank and therefore has to abide by the credit and monetary 
policies and directions issued by the SBP. It is authorized to accept deposits but is 
prohibited from engaging itself in trade or having direct interest in industrial or other 
undertakings. The bank is authorised to advance short term loans repayable within 18 
months, medium term loans to be repaid between 18 months to 5 years and long term 
loans to be reapaid within a period exceeding five years. It charges 12 percent interest 
and incase of default a 2% penal charge and an additional 2% recovery charge. Table Ir 
shows the total loan portfolio of ADBP as on June 30, 1989. The largest portfolio is that of 
loans in the Punjab. 

7.09 ADBP depends on SBP for its borrowings. It also has direct credit lines from the 
World Bank the IDA and the Asian Development Bank. The government has, what are 
essentialy soft loans at 3/4 or 1 percent service charge available from these agencies. 
These are repayable in about 50 year with a grace period of 10-15 years. 

7.10 	 Lending is done with the aid of three types of appication forms depending on the 
nature of the security.these are; 

Credit against personal surety or crops
 
Credit against a mortgage
 
Credit under the pass book cheme
 

7.11 	 Loans are provided to individuals and corporate bodies engaged in agriculture or 
contribute towards the development of agriculture. Small farmers are usualy unwillng to 
take investment for increasing produclivil/ without suitable arrangement for marketig 
surplus. In order to facilitate this and ensure that farmers get a fair price, credit is 



Table 2
 

Total Loan Portfolio as on 30.06.1989: Area-wise
 

(Rqpes-Alilliovi) 

Province/Area 	 Amount Outstanding Share (%) 

1. 	 Federal Capital Area 323.508 1.1 

2. 	 Punjab 17554.719 61.4 

3. 	 Sind 6383.562 22.3 

4. 	 N.W.F.P 2703.324 9.5 

5. 	 Baluchistan 1150.304 4.0 

6. 	 Azad Kashmir 213.622 0.8 

7. 	 Federally Administered 175.691 0.6 
Northern Areas 

8. 	 Head Olfice 97.165 0.3 

Total: 28601.895 100.0 
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disbursed to organizations that have undertaken processing and marketing of agricuture 
produce, and activities such as dairy development, poultry farming and live stock 
development. The total loans diSbursed upto June 30, 1989 since inception can be seen in 
table II: 

7.12 	 Upon r'eceipt of of an apppication, an appraisal mission is sent to collect 
information from office records through observation and field visits. After tl't a 
government delegation including rel)resentatives of institutions visit the concerned branch 
for negotiations and end up with an agreed set of minutes. The loan proposal is then 
placed before the Board of Governors for consideration and is declared 'effective' when 
terms and conditions are agreed to by both parties. Any expenses inutilizing funds are 
reimbursed while items required to be purchased internationally are purchased through 
competitivc bidding. 

7.13 	 The ADBP has to monitor loans and provide the lending instituion with information 
on financial activities, lending operations and recovery. Administrative anci procedural 
changes are also to be conveyed. Review and supervision missions start visiting the 
country after the utilization of funds has started. The term of loanws Is flexlbe and 
negotiable and can be extended. The Government of Pakistan hears the risks arising out 
of chances in the exchange rate.
 
Table IVshows the cumulative recovery of loans upto June 30, 1989 since inception:
 

7.14 	 In 1979 a senior banking executive became the chairman of the bank. On review 
at the time Itwas revealed that since 1961 only 7 lac agrlcuturists had been assisted which 
came to about 19% of total farmers in the country. Moreover there were huge arrears that 
had accumulated over the years. Major restructuring of the organization took place under 
new management, Some of the salient features were as follows; 

(i) 	 Branches were rationalized and it was decided not to open any new branches 

(ii) 	 A lot of attention was given to the needs of small farmers who were hesitant to 
come to towns and cities. 

(I1) 	 The novel concept of Mobile Credit Ollicers was introduced to provide door to 
door qredit to farmers Each MCO was provided wikh a motor cycle. They reported 
to recjional managers who were incliarge of 15-20 villages and controlled six 
branches each. 

(iv) The MCO system promoted customer-banker relationship, en1sured regular field 
visit and a well organized feed back system. Lately the introduction of the new cadre of 
Functional Mobile Credit officers or FMCOs has also proven to be an excellant way to 

Introduce new technologyto farmers and motivate them to modernize their farms. MCOs 
assist borrowers in fulfilling borrowing formalities, sanction loans on the spot and 
supervise its utilization. They also ensure the *ecovery of dues through the assistance of 
the District Revenue Administration incases of default. 

IMPACT OF ISLAMIC BANKING 

7.15 	 Based on the mark up system, Islamic financing replaced the conventional interest 
based lending In 1985. 1lie lender beconies the seller' of inputs at a 'cash price' to the 
bank and the 'credit price' paid by farmer/borrower incudes cash price plus a mark up of 
an amount intended to cover its costs plus a profit margin. The farmer is offered a 'prompt 



Province/Area 

1. 	 Federal Capital Area 

2. 	 Punjab 

3. 	Sind 


4. 	N.W.F.P 


5. 	Baluchistan 


6. 	 Azad Kashmir 

7. 	 Federally Administered 
Northern Areas 

ITotal: 

5UL.
 

Table 3 

Loans Disbursed Since Inception 
Upto June 30,1989 

No. of 

Loan Cases 

3462 

9481.64 

476551 


:120225 


44210 


9567 


1621326 

Amo.un.t ,he 

Disbursed 

.:362.989 6O18 

27496.1-24 ;61,7 

11121.2,1 

,.3533.01 -,qJ0 

1,14 28 4q4 113 ,2 

.991179.0.8 

23.8.1AO AQ5 

44529.'i59 q (T 



Table 4
 

Cumulative Recovery Since Inception
 
Upto June 30,1989
 

Province/Area 

Federal Capital Area 

Punjab 

Sind 

N.W.F.P. 

Baluclistan 

Azad Kashmir 

Federally Administered 
Northern Areas 

ITotal: 

Amount due for 

Recovery upto 


30.06.1989 
(since inception) 

147.564 

18199.075 

8734.994 

1901.537 

737.014 

225.641 

122.912 

30068.737 

Amount 

Recovered upto 


30.06.1989 
(since inception) 

120.176 

17051.772 

7430.624 

1635.185 

553.353 

199.917 

109.510 

27105.537 

(Riupes-Alilliov) 

Recovery 
Past Dues lalio (%) 

as on , (since 
30.06.1989 inception) 

27.388 81.4 

1147.303 93.7 

1304.370 85.1 

266.352 86.0 

178.661 75.8 

25.724 88.6 

13.402 89.1 

2963.200 90.1 
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payment price'as an incentive for timely repayment. There is no concept of compounding 
returns in Islamic banking and the inark up may be charged only for a 210 day 'cushion 
period' following due date, beyond which there is little or no incentive to repay. 

7.16 ADBP and NCBs adopted Islamic modes of financing in 1985. Because the World 
Bank reimburses ADBP for part of the loans disbursed to farmer, the modes of financing, 
interest rates and purposes for which the loans are made are part of the legal agreement. 
The World Bank put the condition that the ADBP lending under service charge and profit 
and loss sharing modes would not exceed 2 percent of its total lending in any one year. 

7.17 	 Markup free credit prograns in NCBs has also been criticized because of the 
alleged misuse of loans intended for the subsistence farmers. It has been singled out as 
the most costly program with the greatest negative impact on the GOP budget. 

SUPERVISED AGRICULTURE CREDIT PROGRAMME 

7.18 	 This program was introduced in 1972 after the Banking Reform Act 1972, which 
compulsorily involved commercial banks in agriculture lending. Iteniphasized productivity 
based aproach to lending.Special credit officers were appointed in this regard and it 
limited itself to small farmers. 

AGRO BASED PROJECT LENDING 

7.19 ADBP financing of small and medium Agro processing industries started in 1980
81. Project financing was undertaken with rulee resources and subsequently the Asian 
Development Bank provided assistance. This assistance was for the preparation of 
feasibility studies to develop agro-based project lending arid agro servicing sector. This 
facility was extended subsequently to provide foreign exchange credit for financing the 
establishment of such industry in the private sector. 

WOMEN INAGRICULTURE 

7.20 	 Women have been identified as having the major responsibility of wurk Inactivities 
related to livestock, poultry, cottage industry, vegetable farming and produce storage. 
They have also been Identified as principal decision makers In these activities. They 
perform a number of tasks In the pre and post harvest season as well. Their access to 
credit is limited, howqver, and where they may have access, as in the case of 
cooperatives, their requests are denied. 

7.21 	 In 1985 ADBP introduced the Couple Mobile Credit Officers Scheme where wives 
of MCOs would disbursemonitor, and recovor credit to women. There has also been an 
inclination towards hiring female credit oflicers and training them if their qualificatons fall 
short of the requirements. 

EMERGING ISSUES 

7.22 	 The ariculture holdings in Pakistan are dominated by the landed aristocracy. 
These feudals have successfully survived three land reforms over the last forty years. Infact 
it is alleged that they have been able to strengthen their holdings as a result of reforms. At 
the time of reforms, land was transferred in the na-e of tenant farmers and peasants for 
the purposes of book entries alone. These landloi.s have also dominatd the political 
scenario. Most of these families have atleast one or two members in the provincial and 
national assemblies. Their political clout precludes ihe need for having a well organized 
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lobby to plead their cause In the parliament, as might be the case in western democracies. 
Instead these people have been successful in setting the tone for policy reforms or the 
lack of the same. Their strength has resulted in the non Implementation of the contraversial 
agriculture tax which has been recommended by many objective authorities. These 
feudals have also exerted a lot of pressure on various lending institulons of the country
and since all of them are engdged In agriculture leading ADBP has been a major target of 
their pressures. 

7.23 	 The ADBP is not able to mobilize deposits for the expansion of its future lending
due to the cost of fund undcr savings and time deposits schemes. Instead it relies heav;ly 
on SBP furds. In FY 1986-7 SBP refiianceo Rs. 4.86 billion or 81% of the Rs 6.03 billion 
disbursed to the sector. Its present resource mobilization efforts might be ineffective in 
light of its lending policies. If it offers rates comparable to the market on deposits (except
demand deposts) it is bouad to face a negative spread. 

7.24 	 ADBP along with' FBCs has become unduly dependant on low cost funds which 
are avialable at only 5 percent per annum. This rate is well below the market rates which 
has led to its misuse. 

7.25 	 ADBP operaticns are centralized in the corporate office in Islamabad. All Declson 
are made by top manE.gement along the same lines as other DFIs. Most medium and long 
term loan sanctions a;e the priveledge of management in Islamabad. There is a need for 
regional offices with more autonomy and sanctioning authority. An announcement has 
recently been made in this regard. 

7.26 ADBP FBC and NCBs seemI to be offering funds to the same clientelle for the 
same purpose according to tleir accessability. This leads to all three instituitons lendin. 
for all types of ner,ds seasonal vnd non seasonal to borrowers of all sizes. 

7.27 	 Land is the primary collateral used by most institutlons,inci'se of ADBP the pass
book system INused In this purpose. The transaction costs for pass book P.ccounts are 
prohibitive fo, farmers. The acquisition in case of default is a complicated and long drawn 
procedure. The second most common form of collatral is personal guarantees or sureties. 
The recovery mechanism leaves a lot to be desired. Foreclosures are constrained by
cultura.: factor and various permissions from the Board of Revenue. 

7.28 	 There is a need for more cqualified arid tiained personnel. In order for supervised

credit to be more widespread. This in turn will ensure an improvement inl recovery ratios
 
as well.
 

RECOMMENDATIONS 

7.29 In view of Its initial efforts to mobilize deposits any impediments should be 
removed or minimized by the concerned authorities.. The cost of funds mobilized may be 
prohibitive Ifthe existing liquidity and cash reserve reuirements are adhered to. Initially it 
may be necessary to remove this temporarily arid then only a reduced percentage be 
Implemented. 

7.30 	 ADBP needs to wean itself off SBP financing. It should aim to do so by bringing its 
administrative costs under control. Moreeve; SBP should replace 100 perce;it refinancing
with interFA rate subsidies. These ,3ubsidies may even be linkcd with resource 
mobilization performance. 

7.31 There is need for making agriculture lending competitive with trade and industry. 
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This can be done by either increasing lending rates or decreasing costs by ensuring better 
credit monitoring and minimal loan losses. 

7.32 	 ADBP, NCBs ad the FBC need to specialize in the type of clientelle that each 
serves. By catering to the different markets there can be specialization of the training 
requirements and evaluating abilities of each type of institution.. This objective can, 
however, only be achieved if the said instiluion can reach out to the target market through 
its branch network. 



01 
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HISTORY 

8.01 	 The Industrial Development Bank of Pakistan originated from the Pakistan 
Industrial Finance Corporation (PIFCO). PIFCO was established in 1949 to finance 
industries which the private sector could not undertake either because they were 
technologically complex or capital intensive. It was the first Development Finance 
Corporation in Pakistan and was a joint venture of the Government and private sector. 
PIFCO financed only those industries which were very large or already established. It did 
not finance new industries or give foreign currency loans. 

8.02 	 To overcome these set backs, the Credit Enquiry Commission recommended that 
PIFCO should be converted into a development bank. To mobilize and allocate foreign 
exchange resources and cater for the long and medium term loans of the private industrial 
sector, especially medium and small industries. The Government converted PIFCO into the 
Industrial Development Bank of Pakistan in August 1961. The Bank has had the continuous 
support of the Government and State Bank. Since its inception, new industrial 
development financial institutions have been set up in Pakistan. 

OBJECTIVES 

The main objectives of IDBP are 

8.03 	 To provide medium and long term loan forestablishment of new industrial units 
and to expand, balance, modernize or replace existing units. 

8.04 	 To collaborate with the Boards of Provincial Small Industries Corporation in 
financing small industrial units. 

8.05 To provide short term loans (upto 25%) for working capital. 

8.06 	 Encourage the growth of small and medium size units in less-developed areas by 
administering the Equity Participation Fund established under the ordinance of the Federal 
Government in 1970. Also to encourage Government financed industrial trqding estates 
located in the country except in Karachi. 

8.07 Gives IDA credits for Small Scale Industrial Units. 

8.08 	 Helps the borrowers in solving their complex problems by giving them financial, 
technical and managerial advice in planning and execution of projects. 

8.09 	 Industrial projects approved by the Non-repatriable Investment (NRI) are financed 
by IDBP. 

8.10 	 Local machineries are encouraged by providing loans at a reduced rate for the 
purchase of local machinery. 

8.11 Industries which hre import substituting are encouraged by the Bank. 

8.12 	 It was only recently triat IDBP decentralised the processing of loan applications to 
regional offices to maintain better contact with the sponsors, effectively monitor projects, 
improve the quality of appraisal and improve regional profitablility. 
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OPERATIONS 

8.13 	 IDBP prescribes an Industrial Investment Schedule whereby credits are given to 
industrial enterprises. The financial targets for each industrial sector and province is 
outlined in the schedule. The Bank grants loans according to the Investment Schedule. It 
can even obtain sanctions from the Government for special loans. 

8.14 	 For limited loans the ceiling of loaning one project is Rs 4 million with a foreign 
currency requirement which does not exceed Rs 3 million. For partnerships or sole 
ownerships, the upper l[ .lit is Rs 11.5 million with a foreign currency component below 
one million rupees. The lending ceiling does not apply to mining cotton, jute, inland 
transport and shipping. The upper lending limit can be relaxed with the consent of the 
Federal Government. The Bank's lending does not have a lower limit. 

8.15 	 IDBP offer a higher rate of interest than, commercial Banks. The rate of local 
currency is between three to four percent above the Bank rate. Private industries in less 
developed areas are especially encouraged and special rates are offered to them. 

8.16 On foreign currency loans, the rate of interest is 2% above the rate of the loans 
which is given bV the z ,ancy. It is subject to a minimum of nine and a half percent or as 
specified by the Government. 

8.17 	 In the case of local currency loans, the loans have to be repaid o,/er a period from 
five to ten years. For foreign currency loans, the period of repayment is between ten to 
fifteen years, depending upon the term of foreign loan and earning capacity of the project. 
Loans can be repaid in half yearly installments, the first installment in twenty eight months 
from the date of opening of letter of credit and/or payment of the first instalment of local 
currency loan. 
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Sub-sectors 

Milling Industries 

Food Industries 

Baverage Industries 

Mfg. of Cotton Textile 
(Spinning,weaving etc) 
Mfg. of Other Textiles 

Footwear 

Other Weaaring Apparel 
and Made-up Textiles 
Mfg. of Wood Cork & 
Allied Products 
Furniture and Fixtures 

Paper & Paper Products 

Printing Publishing & 
Allied Products 
Mfg. of Leather & 
Leather Products 
Mfg of Rubber Products 

Mfg of Chemicals & 

Chemical Products 

Non-Metallic Mineral 

Products 

Basic Metal Products 


Mfg. Of Metal Products 
(Except Machinery) 
Machinery 

Electrical Machinery 

Transport Equipment 

Cotton Ginning & 
Pressing 
Hotels and Motels 

Cold Storage including 
Ice Plants 
Transport Service 
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TABLE 1
 

Loans Disbursed by Industrial Sub-sectors 


1985-86 1986-87 
Amount Ainount 

34.89 44.94 
(6.3) (4.9) 

156.33 204.04 
(28.2) (22.4) 

2.23 
(0.2) 

15.87 122.67 306.99 
(2.9) (13.4) (31.6) 

34.58 19.71 18.91 
(6.2) (2.2) 

2.75 
(0.3) 

2.35 16.93 24.00 
(0.4) (4.8) 
0.65 
(0.1) 

2.88 1.80 6.24 
(0.5) (0.2) 

56.09 21.37 61.49 
(10.1) (2.3) 

4.10 29.22 
((0.7) (3.2) 

7.31 12.21 
(1.3) (1.3) 

20.16 13.29 31.94 
(3.6) (1.5) 

47.37 62.87 
(8.5) (6.9) 

43.82 133.46 
(7.9) (14.5) 

16.26 17.203 
(2.9) (1.9) 

16.28 12.38 13.53 
(3.0) (1.4) 
1.73 12.25 
(0.3) (1.3) 
6.91 1857 
(1.2) (2.0) 
7.96 28.74 
(1.4) (3.1) 

1.L'6 
(0.1) 

11.36 35.01 
(2.1) (3.8) 

6.15 10.88 14.50 
(1.8) (1.2) 

0.96 

Chapter 8 

(Rs in Million) 

1987-88 1988-89 
Amount Amount 

45.31 31.41 
(4.6) (3.3) 

93.01 134.97 
(9.5) (14.0) 
0.58 	 1.17 

(..) (0.1) 
260.22 
(27.0) 
16.85 
(1.9) (1.7) 
1.29 2.58 
(0.1) (0.2) 
8.71 
(2.4) (0.9) 

9.64 
(1.0) 

4.97 
(0.6) (0.5) 

128.18 
(6.3) (13.3)
 
5.04 

(0.5) 
24.92 3.45 
(2.5) (0.3) 

11.49 
(3.3) (1.2) 

43.48 69.32 
(4.4) (7.2) 

71.05 48.20 
(7.3) (5.0) 

12.23 29.86 
(1.2) (3.1) 

21.21 
(1.4) (2.2) 
7.58 0.33 
(0.8) (..) 

80.78 34.52 
(8.2) (3.6) 

17.48 34.55 
(1.8) (3.6) 
2.34 3.26 
(0.2) (0.3) 

25.14 10.14 
(2.6) (3.1) 
4.31 
(1.5) (0.4) 
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Sub-sectors 

Other Service Industry 

Mining & Quarrying 

Other Miscellaneous 
Industries 

TOTAL 

58 Chapter 8 

Loans Disbursed by Industrial Sub-sectors 
(Rs in Million) 

1985-86 1986-87 1987-88 1988-89 
Amount Amount Amount Amount 

18.41 9.82 
(0.1) 

36.49 46.22 
(3.3) (1.1) (3.7) (4.8) 
1.26 20.72 5.79 28.80 
(0.2) 

17.95 
(2.3) 

41.40 
(0.6) 

34.29 
(3.0) 

14.61 
(3.2) (4.5) (3.5) (1.5) 

553.51 916.13 979.36 963.98 

(figures in parenthesis give the percentage of total amount) 

TABLE 2 

Sub-sector 

Cotton 
Textile 

1985-86 

136.12 

Recoveries by Sub-sectors 

86-87 87-88 

186.02 158.44 

88-89 

120.48 

Rs in Million 

% change 
in 88-89 
over 
87-88 

-23.96 

Other 

Textile 
50.75 59.94 71.86 91.74 +27.76 

Chemicals 76.25 79.46 100.13 39.26 -60.79 

Food, 
Baverages 

Engineering 

133.12 

29.39 

144.30 

24.67 

171.42 

31.48 

146.38 

41.15 

-14.61 

4-30.72 

SICs/Board 

Projects 

Miscella-
neous 

8.36 

67.76 

6.32 

88.90 

5.41 

165.65 

1.50 

130.25 

-72.27 

-21.37 

Total 501.75 589.61 704.39 570.76 -18.97 
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8.18 	 Over the past five years the major industries which were funded by IDBP were 
Food, cotton textiles, paper, non-metallic minerals and chemicals. The share of the Food 
Industry in disbursements (by industrial sub-sector) was the highest in 1985-86. The 
Industry accounted for 28% of the disbursements. The percentage share of the Food 
Industry in disbursements reduced to 22.4% in 1986-87 and 9.5% in 1987-88. However the 
recoveries in this sector increased by only 8% in 1986-87 since 1985-86. The recoveries 
Improved by 16% in1987-88. There was increase in the percentage share of disbursement 
by 14% In 1989 but tha recoveries declined by 14%. 

8.19 The share of Cotton textile industry in total disbursements (by industrki subsector)
has shown an increase from 2.9% in 1985-86 to 13.4% in 1986-87. The recoveries in this 
sector also increased by 37% during this year. However, from 1986-87 to 1987-88 the 
share of cotton industry in disbursements increased by 31.6%, whereas the recoveries 
decreased by 15% over the last year. The disbursement in this sector decreased by 27% in 
1988-89 and the recoveries also declined by 23.9%. 

8.20 The chemical industry accounted for 8.5% of the loans disbursed by IDBP in 1985
86. The trend in the percentage share of chemical industry in disbursements remained the 
same over the next five years. The recoveries however improved by 31% from 1985-86 to 
1987-88. There was a sharp decline in recoveries by 60%'in 1988-89. 

8.21 	 The share of miscellaneous industries in 1986 to 1987 increased from 3.2% to 
4.5%. The recoveries increased by 31% in the same year. However. from 1987 to 1988 the 
share in disbursements declined by 3.5% whereas the recoveries increased by 86%. In 
1989 the disbursements declined by 1.5% and the recoveries by 30.225%. 

8.22 	 The share of paper industry in the total disbursements (by industrial sub-sector) 
was 10.1% in 1985-86. The percentage share decreased by 2.3% in 1986-87 and kept 
increasing until it was 13.3% in 1988-89. 

8.23 	 Non-metallic minerals accounted for 14.6% of the disbursements in 1986-87 but 
the percentage share non-metallic minerals in total disbursements steadily decreased to 
5%In 1988-89. 

8.24 	 Keeping in view the objective of the Bank, IDBP should be financing new 
industries. The Bank should move away from traditional industries like textile and 
concentrate on promoting non-traditional and diversified projects. 

TABLE 	3 

Loans disbursed by provinces 

Period 1985-86 1986-87 1987-88 1988-89 
Sindh 31.2% 31.2% 24.1% 32.5% 
Punjab 40.5% 40.5% 60.1% 51.0% 
NWFP 
Balochistan 

11.9% 
16.4% 

11.9% 
16.4% 

9.7% 
6.1% 

10.6% 
5.9% 



Development Financial Institutions 60 	 Chapter 8 

8.25 	 A total of 3775 loans were given to the provinces over the past four years. Punjab 
has had the largest share of disbursement which is 48.3% over the past four years. 32.2% 
of the total amount (from 1985-89) were for Sindh, 11.9% for NWFP and 7.6% for 
Balochistan. 

8.26 Punjab and Sindh have had the largest share of disbursements. 

TABLE 4 

Loans sanctioned by purpose 

Rs in millions 

Period 	 1986-87 1987-88 1988-89 

Loans to New Units 	 80.0% 82.5% 78.9% 

Loans for expansion 	 10.4% 10.8% 9.5% 

Loans for BMR purposes 	 9.6% 6.7% 11.6% 

8.27 	 The Table shows that the largest amount (In loans sanctioned by purpose) were 
allocated for new units. The average annual percentage of loans for new units from 1986
89 was 80.5%. 

8.28 Also keeping In view the objective of the Bank,IDBP disbursed 77% of the total 
local currency loans for the fLnancing of locally manufactured machinery In 1988. In 1989 
the percentage share was 7'% of the total local currency loans. Figures for the prcvlous 
years are not available. The following are some key performance ratios of IDBP. 

PERFORMANCE RATIOS 

(Rs in millions) 

Period 84-85 85-86 86-87 87-88 88-89 

Loans disbursed. 265.4 358.3 532.3 979.4 963.9 

Return on capital 50% 44% .6% 23.7% 23.4% 

Return on assets .02% 1% 1% 3% .01% 

Disbursements per 0.68 0.69 1.12 1.17 1.16 
staff number 

Op Profit/adm cost 95% 112% 140% 163% 150% 

adm cost/staff No .07 .07 .08 .09 .11 
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8.29 	 The Table shows that the loans disbursed by IDBP amounted to Rs 963.9 m in 
1988-89. The loans increased at an average annual rate of 41.8% percent from 1984-87. 
However from 1987-88 to 1988-89 disbursements declined by 1.6%. The return on capital 
was very high, 50% in 1984-85 but decreased over the years. It was very low, 0.6% for the 
year 1986-87. 

8.30 Return on assets has been very low (an average of 1.02%) over the past five years. 
The disbursements per staff number were Rs 680,000 per staff member in 1985 and i986 
but increased to Rs 1.12 million in 1987. There was a further increase to Rs 1.17 million in 
1988. Total operating profit as a percentage of total administrative cost was 95% in 1985 
and showed a favourable trend until it was 163% in 1988. The total administrative cost as a 
percentage of the total number of staff members has been about Rs 70,980 fronm-1935-89. 

PROBLEMS 

8.31 	 Loans are given due to political pressure. The employees cannot be held responsible for 
bad loans because they are not given on a professional basis. 

8.32 	 Even though the Bank has been sanctioning loans to new units, locating new 
entrepreneurs is a difficult process because it involves risk. 

8.33 	 Insufficient data on the market in evaluating projects. IDBP goes largely by what the 
sponsors say. 

8.34 	 The World Bank suspended financial assistance to IDBP to provide loans to medium size 
Investors. 

8.35 	 No action is taken if objectives are not followed. 

8.36 	 Management changes frequently due to political pressure. 

8.37 	 Legal proceedings take a long time to settle. 

IDBP's 	CONTRIBUTION TO THE GROWTH OF DFIs 

8.38 IDBP's share in aggregate channelization of resources by DFI's fell from 11.8% in 
1984 to 10.7% in 1988. IDBP's share in advances of DFIs decreased from 13% in 1984 to 
12% in 1988. Its share in investments of DFIs increased from 3.2% in 1984 to 3.9% in 1988. 

8.39 	 The share of IDBP In aggregate resources mobi!;zed by DFIs decreased slightly 
from 11.2% In 1984 to 11.1% in 1988. THe share of IDSP in equity and borrowing of DFIs 
fell from 4% and 15.2% respectively in 1984 to 3.5% and 13.6% in 1988. Its share in 
deposits of DFIs improved from 7.6% in 1984 to 12.3% in 1988. 
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HISTORY 

8.29 Pakistan Industrial Credit and lnve, ,ient Corporation Limited (PICIC) was 
established in October 1957 with the support of thq government of Pakistan and the World
Bank. It is a public limited company and finances the private industrial sector in the form of
long or medium term loans in local or foreign currencies. In this way it helps in the 
expansion and modernization of private industrial enterprises and assists in the growth of
the capital market. It is also involved in equity participation, purchase of debentures and 
underwriting any public issue of shares and debenture. It arranges participation of local
and external finance from private and institutional investors. Besides it provides 
rn.v . erial, financial and technical services to industry in the private sector. 

8.30 	 PICIC aims at broadening the base of the industrial ownership in the country and
thereby developing the stock market. It provides loans both in foreign and local currencies 
for industrial projects in the private sector which are tinancially feasible. Purchase of local
plants and machinery and establishment of industries in the backward areas is especially
encouraged. 

8.31 To generate resources PICIC borrows both in foreign and local currencies. 
Borrov.ing in local currencies are the loans from the Government and the State Bank of 
Pakistan. International Financial Institutes such as the World Bank, Asial Development
Bank and DFW (Germany) provide loans In foreign currencies. Loans are also given by a
number of other countries. These loans are given in accordance with the purchase of
machinery from the countries. A line of equity has also been provided b), the Islamic 
Development Bank of Pakistan. 

8.32 Foreign investment in PICIC's share capital includes investments by International
Finance Corporation, Washington, an affiliate of the World Bank and Common Wealth 
Development Finance Company Ltd. London. 

OBJECTIVES 

PICIC gives long term and medium term loans in foreign and local currencies and
in this 	way assists the private sector industry in Pakistan. It provides assistance for 
acquisition of fixed assets. I! does not give loans for refunding operation or for working 
capital. 

I: makes direct participation in shares, debentures stock and underwriting public 
issues of shares and other securities. 

PICIC assists foreign investors to locate suitable opportunities for investment in
Pakistan. It also helps Pakistani entrepreneurs to obtain suitable foreign investment in their 
enterprises. It gives funds to entrepreneurs in the preparation of investment proposals. 

It gives financial, technical and managerial advice to the industries which have 
been financed and helped by it. 

PICIC helps entrepreneurs through the implementation and operational stage of 
the pr,Teu,. It takes any remedial steps if there are any financial or technical problems. 

It finances industries which are based on local raw material and are export 
oriented or would generate import saving.It diversifies investment both by region and 
Industry. 

http:saving.It
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* It gives preference to less developed areas. 

* Non traditional industries are encouraged so that new entrepreneurship can 
develop in the country. 

OPERATIONS 

TABLE 1 

Cumulative No of Projects 
Period 1985 1986 1987 1988 1989 

No 873 896 933 959 1013 

The cumulative number of projects financed by PICIC show a steady increase
from 1985-89. The average annual pei centage increase of projects was 5.6% over V'ie past
five years. 
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TABLE 2 

INDUSTRY WISE DISTRIBUTION OF LOANS SANCTIONED 

Rs in Million 
INDUSTRY 1985 1986 1987 1988 1989 

Agriculture 
& Forest 

Food 159.67 58.24 193.75 42.68 28.20 
Products (14.4) (4.5) (8.9) (2.2) (0.5) 

Sugar 83.55 46.76 108.85 463.56 564.31 

(3.6) (7.5) (5.0) (23.6' (10.2) 
Paper & 103.15 116.84 1. i 7 0.13 
Printing (8.1) (5.4) (0.1) (..) 

TEXTILES 422.66 658.05 1517.77 1059.94 3429.35 
Cotton (,;8.5) (51.3) (69.8) (54.0) (61.8) 
Jute 15.00 3.50 

(1.3) (0.2)
 
Other 48.60 98.98 
 12.61 22.67 131.50 

(7.7) (4.4) (0.6) (1.2) (2.3) 
Leather & 2.15 27.00 2.90 0.15 
Rubber (0.2) (2.1) (0.1) (..)
 

Engineering 120.56 51.42 
 98.87 55.19 361.61 
(10.8) (4.0) (4.5) (2.8) (6.5) 

Chemicals 96.49 160.28 73.74 269.55 536.42 
(6.0) (12.5) (3.4) (13.7) (9.7) 

Minerals 101.32 7.62 183.98 
(9.1) (0.3) (3.3) 

Cement, 53.82 65.80 47.42 138.24 
Ceramics (4.8) (5.1) (2.4) (2.5) 
Tourism 

Shipping 

Miscellan 32.86 13.42 39.04 177.80 
eous (3.0) (1.1) (1.8) (3.2) 

TOTAL 1112.68 1283.10 2175.49 1962.33 5551.54 

(figures in parertheses give the percentage of total amount of loans disbursed) 

8.34 Some of the m&jor industries which have been funded by PICIC were Food, 
Sugar, Textile cotton, Engineering and the Chemical Industry. Food Industry accounted for 
14.4% of the total disbursements in 1985. The percentage share of Food industry in 
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disbursements decreased to 4.5% In 1986. The percentage share of Engineering industry
In disbursements also decreased from 10.8% in 1085 to 4.0% Whilein 1986. more
importance was given to the Sugar, Textile cotton and chemical industry. The percentage
share of sugar industry in disbursements increased from 3.6% to 7.5% from 1985 to 1986.
the share of textile Industry Increased from 38.5% to 51.3% and the chemical Industry
Increased from 6%to 12.5%. 

8.35 	 In 1987 the percentage share of food industry in disbursement Increased to 8.9%
but decreased to 2.2% in 1988 and 0.5% in 1989. The cotton textile industry was given
more funds. Its share increased to 69.8% in 1987 and than declined to 54.0% in 1988 and
Increased to 61.8% in 1987. The share of chemical industry in disbursements decreased to
3.4,% in 1987 and increased to 13.7% in 1988 and than 9.7% in 1989. 

8.36 Keeping in view the objective of PICIC, it should be financing new industries 
instead of traditional ones like the textile industry. They have been giving preference totraditional indusiries only. This clashes with the policy of promoting new, non-traditional 
and diversified projects.The World Bank has recently put a credit squeeze on PICIC
barring It from financing the textile industry especially spinning units. PICIC discourages
diversification because of the risk involved in encouraging new projects. However locating
and nurturing new entrepreneurs should be an important area of responsibility for PICIC 
because it Isa development bank. 

TABLE 3 

Province wise distribution of loans sanctioned 

Rs in million 

Period 	 1985 1986 1987 1988 1989
Sindh 541.47 454.42 396.31 438.8 1453.4Punjab 	 409.77 582.55 1574.2 1476.9 3170.4
NWFP 34.87 28.88 16.62 16.40 642.7
Balochistan 126.57 196.25 187.7 30.2 24.48Islamabad 126.50Azad Kashmir 21.00 0.70 134.1 

8.37 The percentage share of loans sanctioned to provinces was the highest for Punjab 
over the past five years. In 1986 Punjab accounted for 41% of the loans sanctioned by
PICIC. The share of Sindh in the loans sanctioned was 35%, NWFP 2% and Baluchistan
15% in 1986. In 1987 the share of Punjab increased to 72% while that of Sindh was
reduced to 18% NWFP 1%and Baluchistan 2%. In 1988 Punjab again accounted for 75% 
of the loans sanctioned, while Sindh accounted for 22% and NWFP and Baluchistan 1%
each. In 1989 the loans sanctioned to Punjab decreased to 57%. Sindh was sanctioned
26% of the loans, NWFP 11.5% and Baluchistan 0.4%.

8.38 Even though one of the main objective of the bank is to support less developed
areas, people are not encouraged to put up industries in these areas due to the lack ofinf-os!ructure facilities. It Is only when the government provides these facilities that 
indust'lalization can begin in these areas. 
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TABLE 4 

Annual Recoveries of Loans 

Period Rs in Millions 
1980 306.00 
1981 350.00 
1982 406.00 
1983 440.00 
1984 484.00 
1985 538.00 
1986 652.00 
1987 778.00 
1988 942.00 
1989 1138.00 

8.39 	 The amount of loans disbursed by PICIC increased from 1985-87. The annual
recoveries of loans also show an improvement. In 1985 loans worth Rs 643 million were 
disbursed while recoveries were Rs 538 million. In 1986 loans worth Rs 722 million were 
disbursed while recoveries were Rs 652 million. 

8.40 	 From 1986-87 the loans disbursed increased by 8% while recoveries increased by
19%. From 1987-88 loans disbursed increased by 44% while recoveries increased by 21%. 
In 1988 to 1989 loans disbursed decreased by 6% while recoveries inci eased by 20%. 

8.41 	 Figure, or the recoveries of loans targeted for a particular year are not given in 
the annual reports. Therefoie, an evaluation of the Bank regarding its loan loss ratios or 
overdues Isnot possible. The following are some key performance ratios for PICIC. 

PERFORMANCE RATIOS 

Rs in millions 
Peilod 1985-86 1986-87 1987-88 1988-89 

Loans disbursed 722.0 781.0 1126.7 10S9.7 

Return on Capital 	 1.15% 1.3% 1.1% 1.2% 

Return on Assets 	 2% 2% 2% 2% 

Op Profit/adm cost 	 367% 315% 359% 346% 

8.42 	 The Table shows that return on capital has been very low over the past five years.
One reason could be that DFIs are not profit oriented institutions. They donot aim at 
making profit like other commercial banks. The return on assets which is the profit as a 
percentage of loans is also very low. It has remained 2% over the past five years. The 
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operating profit as a percentage of the administrative cost was 367% in 1986. It decreased 
to 315% In 1907 and then Increased to 359% in 1988. 
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PROBLEMS 

Bad and doubtful loans are give:, due to political pressure. The employees cannot be held 
responsible for giving bad loans because decisions are not made on professional basis. 

Weak data base for market analysis. Sponsors donot give the right information when they 
apply for loans. 

Estimates of people directly involved in the project are ncl reliable because they donot 
want competitors. Government statistics are not upto date and donot give the right figures.
It is difficult to find out the background of the sponsors. 

Projects sometimes are not in a position to satisfactorily service their debts. These include 
cost and time over ;uns during the implementation stage, technical defects, changes in 
government policies and inefficient management. PICIC takes a variety of actions to
remedy the problems. In case of managemeits difficulties, it coordinates with other banks 
and financial institutions and puts credit squeeze on the sponsoring group, which extends 
not only to the particular procc! but goes to cover all their business and industrial
undertakings. If this fails the alternative is to take the company Into Iquidation. 

Sometimes the borrowers default deliberately in servicing debts. From 1971-82 (latest
figures are not available) the overdues against the borrowing companies continued to 
grow, and their dividend payouts tended to become larger. This deteriorated the
relationship between PICIC and the clients. The number of cases which had to be filed in 
court swelled considerably. There were problems in seeking adjudication of the courts.
The legal procedures are such that it takes a very long time to get results. In many cases,
the judgement of the court comes after years of litigation and then the execution of the
decision takes a number of years and by that time the assets get substantially eroded in
value. A Law calied the Bank's Loan Recovery Law was promulgated a few years back. It 
was hoped that the loan recovery suits would be disposed of within a few months with the
promulgation of this law, but it still takes a long time for the cases to be settled. 

There is no In-service managc, ,ent development training programme in PICIC. In a few 
cases, offic;als are sGt abroad to attend courses run by the World Bank and
Deve!:pment Banking Institute. Officials are not kept informed of new developments taking
place in the world. 

Slow process of sanctioning of loans. Due to this the prices of plants and machinery go up 
and the cost of project increase. New competitors appear I the market. 

Time lag between the time the loans are sanctioned and disbursed. This problem occurs 
because of non-availability of funds. Sometimes the sponsors have to fulfill certain
conditions which cannot be met. Due to this problem it takes time before the loan is 
actually disbursed. 

The administration Isvery weak which has a negative effect on the organization. In the last 
five years, four managing directors have changed. Most of them are in their last yeafb of
retirement. Even promotions cannot be carried through without the approve' of the 
bureaucracy. 
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There is an absence of vigorous follow-up of underlying objectives of the bank as seen in 
the annual reports and Interviews with bankers. 

PICIC's CONTRIBUTION TO THE GROWTH OF DFI's. 

8.43 	 PICIC's share in the agregate resources of DFIs fell from 11.2% in 1984 to 9.7%
In 1988. Its share in equity and deposits of DFIs increased from 6.3% and 1.0%, in 1984 to
7.1% and 1.1% In 1988. However, its share in borrowing by DFIs declined from 16% in 
1984 to 13% in 1988. 

8.44 PIC.C's share in the aggregate channelization of resources by DFIs also
deteriorated frorm 12 3%in 1984 io 10% in 1988. Its share in advances and investments of
DFIs declined from 13.6% and 3.7% in 1984 to 11.5% and 3.0% in 1988. 
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HISTORY 

8.45 Sponsored by the Government of Pakistan, ihe National Investment Trust wasestablished In 1962. The National Bank of Pakistan acts as its Trustee, and the Trust 1smanaged by the National Investment Trust Limited known as the Management Company.The Board of Directors consists of !hree leading Industrialist, Presidents of four majornationalized commercial banks, Chief Executives of three D.F.Is', Chairman PakistanInsurance Corporation, representative of the Fe,4 ral Government and the ManagingDirector who is appointed by the Board with the approval of the Federal Government. Oneof the Directors Is appointed by the Federal Government as the Chairman of the Trust. TheTrust started Its operation from 1 January, 1963. 

OBJECTIVES 

When Pakistan8.46 	 was made, most of the large enterprises were family owned. Agradual monopolization of industry had led to concentration of economic power. It wastherefore necessary to broaden the Industrial base and energize small investors' capitalformation. But the government lacked resources as well as the technical know how towithstand the manipulations of those who exercised control over the capital market.
8.47 To overcome these obstacles the National Investment (Unit) Trust was set up. 1!is 

the only open-end Mutual Fund in Pakistan. Its main objectives are:-
To mobilize saving maiily of common p 3ople through sales of Certificates (NIT Units) 

* To meet t~ie growing needs of corporate sector and achieve broad-based investment 

* To bring about a diffusion of corporate ownership 

OPERATIONS 

8.48 	 The Trust Fund is divided into Units, called 'NIT Units'. 
Each Unit represents an
equal proportion of the of theassets Trust. The main function of the managementcompany Is to promote the sale of Units for investment in profitable industrial enterprisesin the corporate sector in order to broad base the share ownership of the companies listed on the Stock Exchanges. 

8.49 The Income received from the Investment of the Trust Fund and capital gainsrealized from its operations are distributed among Investors holding NIT Units as on the30th June, annually as dividend. 

8.50 The volume of the Trust's property expands or shrinls according to the quantomof sales and re-purchases. The Units are sold and repurc;ias.)d by the National Bank ofPakistan and seven other leading banks. The Issuing banks r.gister the certificates, effecttransfers and carry out consolidation, subdivislon or c.! ,;ollation of certificates. Stockbrokers ird others have been appointed as sa;es age !6'incommission basis invarious 
*cities,centers of business and Industry. A cznter register Is malntaned by the Trustee and'the mandgement company on the basis of weekly returns furnlhed )y the Issuing banks. 
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8.51 	 The NIT Units arc 'Approved Securities' and 'Approved Investments' for the purpose of the Insurance Act, 1938 and the Companies Ordinance, 1984. They provide
security of capital and Initiate capital appreciation depending upon the performance of the 
Stock Market. 

There are two kinds of Units viz Registered Units and Bearer Units. 

Re tia-M. Unit Certificates 

8.52 The NIT offices and authorized branches of banks sell Registered Units onapplication. Individuals (Insingle or joint names) and companies and trust funds can invest 
Inthese Units. 

Dividend un Registered Units Is paid annually by means of Income Distribution 
Warrants. 

Registered Units are Issued in denomination fo 5, 10, 20, 30, 40, 50, 100, 200, 300,400, 500, 1000, 5000, 10009, 25000, 50000 and 100000 Units. 

Cumulative Investment Plan 

Holders of Registered Units can reinvesi their dividend and obtain additional Units 
at concessional rate (less by 10 paisa per Unit 
Cumulative Investment Plan. According 
provide tax relief In the following year. 

theon 
to the Income 

op
tax 

ening sale 
ordinance 

price) under the 
1979, CIP Units 

Bearer Unit Certificates 

8.54 The authorized bank branches and NIT Offices sell Bearer Units against cashpayment without completion of any fos.,, or disclosure of Identity. There is no responsibility
Incase of Io.'t, stolen and destroyed Bedrer Unit Certificates or dividend coupons.

Divideh3j on Bearer Units Is paid annurilly (on presentation of the dividend 
coupons attached with the Bearer Unit Certificatet;) at any authorized branch of NationalBank of Pakistan. The rate of dividend is the same as that of Rqglstered Units. 

Bearer Units are issued in denomination of 5, 50, 100, 200, 300, 400, 500, 1000,
5000, 10000, 25000, 50000 and 100000 Units. 

UNIT PRICE 

8.55 	 The price at which the Units are sold and repurchased are announced on each
Saturday by the Man'- gement Company through the Press and are also published In theOfficial Ready Board Quotation Sheet of tha Stock Exchanges at Karachi and Lahore. 

ISLAMISATION OF NIT 

8, -,6 NIT was one of the first institutions chsen by the gevernment for the Islamisation
of the Financial System. Since 1st July, 1979 NIT has stopped investment of its funds inInterest bearing securities c.nd investments. It invests in schemes which are approved bythe State Bank of Pakistan as an Intn-rest-free mode. Investment Is nmade in Stock MarketShares, Modaraba Certificates, PTCs, TFCs and Morabaha and Leasing Financing 
arrangement for financing trade and industries.

The Government promulgated Zakat and Ushr-Ordlnance on 21st June, 1980. The
Unit holdr-rs who are defined as the 'Saheb-e-Nlal' according to the Ordinance have to pay Zakat at the rate of twc and a half percent of the repurchase value of NIT Units. This is
deducted from NIT's annual dividend fund. 
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STATISTICAL OVERVIEW 

Sales of Units 

During the period from June'84 to June'89 the number of Units have increased 
from 20.501 million Units to 112.009 million Units. The net sales of Units in 1988-89 
amot:nted to Rs 1362.491 million as against Rs 241.337 million In 1983-84 which means an 
Increase of 360% over the past flive years. The number of units sold increased by 52.2% 
forn 1984-85 and the net salses of units also Increased by 53%. From 10ci to 1987 there 
was a decline Insales of units by 27%. In 1987-88 the net sales again increased by 118% 
and then declined to 29% in 1988-89. 

TABLE 1 

SALES OF UNITS 

Figures in Millions 
Years No. of Units Net Sales of Units 

Value (Rs.) 
84-85 20.501 41.337 
85-86 
86-87 
87.88 
86-89 

31.177 
39.633 
86.462 

112.009 

(52.2%) 
(27%) 

(118%) 
(29%) 

368.325 
464.160 

1035.647 
1362.441 

(53%) 
(26%) 

(122.9%) 
(31%) 

(figures Inparanthesis give the percentage Increase over the previous yr(ar) 

Income Distribution 

The amount ot Income available for distribution was Rs.842.193 million In 1988-89 
compared to Rs 255 m In 1983-84, representing a growth of 271.32% over the past five 
years. From 1984 to 1986 there was a steady Increase in the amount of Income from 
7.05% to 27% In 1986. From 1987 to 1988 the Income Increase by 41% and increased 
again by 42% In 1988-69. The Trust declared dividend of Rs 1.90 per Unit as compared to 
Rs 1.50 per Unit In 1983-84. 
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TABLE 2 

INCOME DISTRIBUTION 

(Figures in Millions) 

Period Ammount of income Rate of Income 
in (Rs.) Distribution / Unit 

1983-84 255.000 1 50 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 

273.000 
332.800 
422.373 
596.629 
842.193 

(7.05%) 
(22%) 
(27%) 

(41.1%) 
(41.2%) 

1.60 
1.65 
1.75 
1.82 
1.91 

(6%) 
(3%) 
(6%) 
(4%) 
(5%) 

Investments 

The net Investment at cost has increased by 232.2% since 1984. It Includes shares 
of Joint Stock Companies, Modaraba Certificates, Participation Term Certificates/Term
Finance Certificates, Morabaha, PLS deposits etc. 

The following table shows that the net Investment at cost stood at Rs 4382.4 
million in 1988-89 against Rs 1319.204 million in 1983-84. The highest increase in net 
Investment was in 1987-88 when it went up by 37%. 

TABLE 3 

Investment at cost 

Figures In millions 
Period Investment at 

cost in Rs. 
1983-84 1319.204 
1984-85 1583.828 (20%)
1985-86 2058.414 29%)
1986-b 2803.800 kJ6%)
1987-88 3838.000 (37%)
1988-89 4382.371 (14%" 
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Income of the Trust 

8.60 The following table represents the annual income earned by the Trust since 1983
84. 

TABLE 4 

Income of the Trust 

Figures in millions 

Period Income in Rs. 

1983-84 229.000 
1O84-85 284.500 (24%)
1985-86 337.668 (18.7%)
1986-87 419.221 (22%)
1987-88 596.186 (42.2%)
1988-89 861.461 (44%) 

8.61 The total income of the Trust on its Investment has registered an Increase of 
276.2% over the past five years. The highest Increase In Income was in 1987-88 when It 
went up by 42% and in 1988-89 when it further increased by 44% since the previous year. 

NIT's CONTRIBUTION TO THE GROWTH OF DFI's. 

8.82 	 The share of NIT Inaggregate resources mobillsed by DFIs increased from 6% in 
1984 to 7.6% in 1988. The share of NIT '.*-equity of DFIs recorded a rise of 10.4% from 
23.4% In1984 to 3J.8% In 1988. 

NiTs contribution to the aggregate channelisation of resources by DFIs improved
from 5.1% in 1984 to 7.8% In 1988. The share of NIT Inadvances by DFIS increased from 
0.1% In 1984 to 3.2% in 1988, but its share in investments of DFIs decreased quite sharply 
falling from 38.7% In 1984 to 29.8% in 1988. 
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HISTORY 

8.83 	 The National Development Finance Corporation (NDFC) was established in 1973
with Its Head Office in Kardchi. It was originally created to finance public sectol 
corporations but Its charter was subsequently amended to provide finance to the private 
sector also. 
The traditional role played by DFIs in Pakistan was only to provide development funds to 
feasible development projects. NDFC from its very Inceptioii was expected to assume and 
discharge larger responsibilities. It mobilized resources Independently to a great extent 
and employed them for economic development of the country. It offered a wide range of
services expected of specialized development, investment and commercial banks. 
NDFC has also received permission to set up financial affiliates and subsidiary companies
and has since established the following companies: 

National Development Leasing Corporation (NDLC)

Regional Development Finance Corporation (RDFC)

Asian Leasing Corporation (ALC)

BRR Investments Limited
 

OBJECTIVES 

* Promote Industrial expansion and economic growth in the country by providing financial and 
technical assistance and consultancy services for the establishment of new enterprises as
well as for the balancing, modernization, replacement and expansion of the existing 
enterprises and financing working capital requirements. 

Identify, promote and develop new projects and investment proposals. 

assist the government Inrehabilitation of sick and problem projects 

administer and supervise the loans provided by the government and foreign institutions to 
projects in the country. 

OPERATIONS 

8.84 	 NDFC offers different forms of financing as well as working capital financing. The 
Corporation has evolved the "one window style" operation. Participation of other banks
and financial institution Is often necessitated. To avoid any Inconvenience, borrowers are 
assisted in obtaining commitments from the participating banks arid institutions. It also
provides bridge financing so that there is no delay In the release of funds. This approach
ensures minimizing the chances of implementation delays and cost overr'jns. 

8.85 The Corporation offers financial and consultancy services. This includes loan. of 
short, medium and long maturities, guarantees, underwriting, equity participation,
syndication, working capital assistance, export financing of local machinery, trade
financing of commodities between Pakistan and other members of the !slan, c 
Development Bank and consultancy services. Inthis way NDFC can attract new customers 
and build up a clientele so that it can exercise greater choice in picking up projects for 
financing. 

8.86 NDFC has devised successfully market Innovative depno.t schemes. One such 
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schem, is the Bearer Certificate of Deposit whiLh has been selling at the average rate of 
nearly a million rupees a day since it was launched in 1983. There are other deposit 
schemes which have been very successful and have not only lent stability to NDFCs 
resource base but have also helped in its growth over the years. 

8.87 NDFC was the first institute to arrange trade financing between the member 
countries of the Islamic Development Bank under a deferred payment plan and the first ill 
the country to enter into large scale financing of plant dnd equipment export from Pakistan 
and to mobilize development !3dns from the Euro-dollar market. 

8.88 	 NDFCs approach to business development is market oriented. In making market 
evaluation, it first finds out what the customer wants ano designs the product that suits his 
nced. This kind of a financial assistance is "customer driven". The customers are treated as 
mere borrowers and the depositors are taken as investors. 

8.89 	 The Corporation also gets help from the government and its assisted enterprises. 
It has evaluated the problems of certain public sector enterprises irrespective of its 
business interest in the concerned projects. This has helped the government in identifying 
weaknesses and evaluating alternatives for some of the difficulties faced by public sector 
enterprises. It has identified new business opportunities, made appraisals of industrial 
projects and identified, formulated and financed downstream projects for the country's 
only steel mills near Karachi. It has also involved itself !n the planning of the annual credit 
budget participation in the management of selected public sector enterprises through the 
appointment of nominee directors and various other assignments given by the 
governme,,. It also recommends policy changes to the government to improve the 
performance of the public sector. 

8.90 	 NDFC makes sure that the projects are followed up after they are sanctioned. The 
project cost budgets are planned tightly to discourage overspending. Local and foreign 
consultants are engaged in this to assist in-house staff. The Corporation has used the plan 
of working capital lending so that projects can be followed on almost a day-to-day basis. 

8.91 	 NDFC makes sure that its staff is fully trained. Out of 158 officers presently 
employed, 63 have undergone training in Pakistan and abroad in various aspects of 
development banking. 

8.92 	 A new sys4em isbeing designed to manage major accounts and quantitative 
projects appraisal's i) seive as a reliable data bank to facilitate monitoring of budgets and 
plans and to help :n making day to day decisions. With this new information system, the 
Corporation hooes to Improve its efficiency and client relationship. 
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TABLE I
 

FINANCIAL ASSISTANCE DISBURSED
 
SECTOR/INDUSTRY 

CONSTRUCTION 
ENERGY 

Electricity 

Oil 

Gas 

MANUFACTURING 

Agrobased 

Sugar 

Dairy & Poultry 

Oil and Vegetable ghee 

Others 

Automobile 

Cement 

Chemicals 

Steel & Engineering 

Textiles 

Others 

HEALTH CARE 

MINING 

TRANSPORT 

OTHEPS 


(figures for 1989 are not available) 

1985 1986 1987 1988 

0.5 1.1 2.1 0.4 
15.3 10.0 4.8 7.6 
2.8 1.1 
4.0 2.1 
8.5 7.9 4.8 6.5 

75.1 80.7 86.0 82.4 
25.8 39.0 

13.2 7.9 10.3 9.3 
0.5 0.3 0.3 0.0 
9.5 12.0 13.6 28.7 
1.2 1.6 1.6 1.1 
7.9 9.2 9.3 5.3 

12.0 8.6 7.4 3.9 
9.9 20.1 21.5 17.7 
8.6 9.8 9.4 10.3 
4.7 10.5 8.8 4.5 
7.5 0.7 3.8 1.7 
4.1 2.6 1.4 0.3 
0.1 

0.7 2.6 
5.0 4.9 5.7 6.5 

The manufacturing sector received the highest share in disbursements, about 
82.8% from 1985-88. In the manufacturing sector the sugar, oil & vegetable ghee, chemical 
and steel & engineering industries were given preferences. The percentage share of the 
sugar industry In total disbursements has remained almost constant over the past five 
years. It was about 10.2% from 1985-89. The oil and vegetable industry aCcounted for 
9.5% of the total disbursements and the percentage share kept on increasing until it was 
13.6% in 1987 and 28.7% In 1989. The share of the chemical industry in disbursements 
war 9.9% In 1985 and Increased to 20.1% in 1986 but declined to 17.7% In 1989. The steel 
and engineering Industry accounted for 8.6% of the total disbursenments and by 1989 i"l 
percentage share had slowly increased to 10.3%. 
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TABLE 2
 

REGIONAL DISPERSION OF TERM FINANCIAL ASSISTANCE APPROVALS
 
Province 1985 1986 1987 1988 

Sind 
Punjab 
NWFP 
Baluchistan 
Azad Kashmir 

54.6 
28.04 

4.6 
12.14 

0.6 

44.0 
43.0 
1.45 
11.0 
0.4 

31.4 
58.6 
9.0 

9.12 

64.0 
35.0 
9.0 
3.0 

(figures for 1989 are not available) 

8.94 The highest number of loans were approved for Sind and Punjab. In 1985 Sindaccounted for 54.6% of the loans. In 1987 the percentage share reduced to 31.4% butagain Increased to 64.0% in 1988. Punjab accounted for 28.04% of the approvals in 1985and percentage share increased to 43% In 1986 and 58% in 1986 but again reduced to35% in 1988. The share of Baluchistan in the number of approvals was 12.14% in 1985 butthe percentage share kept on reducing until it was only 3.0% in 1988. NWFP got only
about 6%of the share Inapprovals from 1985-88. 
The following are key performance ratios of NDFC over the period 1985-89. 

PERFORMANCE RATIOS 

Rs In million 
Year 
 1985 1986 1987 
 1988
 
disbursements 5002.5 7698.9 8521.8 11548.7Return on capital 27.8% 36.1% 63.0% 33.0%Return on assets 2.5% 2.5% 2.5% 2.5%disb/staff No 9.14 11.8 11.9 14.51Op profit/adm cost 628% 628% 675% 535%adm cost/staff No 0.07 0.07 0.08 0.11 

(figures for 1989 are not available) 

8.95 	 The disbursements of funds have increased from 1985-88. In 1985 disbursementswere about Rs 5002.5 million. Disbursements increased to Rs 7698.9 million 1986 and Rs8521 million In1987. In 1988 there was a further Increase to Rs 11548.7 million. The returnon caplial was 27.8% in 1985 and increased to 63% in 1987 and then decreased to 33% in1988. The return on asselts has been about 2.5% from 1985-88. The disbursement per staffmember have not varied considerably over the past four years. The disbursements perstaff member remained at an average of Rs 11.8 million from 1985-88. The operating profitas a percentage of the administrative cost has also remained almost constant. It was about616.5 over the past four years. The administrative cost per staff member was Rs 70,000 in1985 and 1986 but increased to Rs 80,000 in 1987 and Rs 110,000 in 1988. 

NDFCs CONTRIBUl ION TO THE GROWTH OF DFIs 

The share of NDFC In aggregate resources mobilized by DFIs ranged between 
8.96 
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21.7% and 23.8% during the period under review. Its share in equity, deposits, and 
borrowing of DFIs decreased from 9.1%, 75.3% and 13.2%, in 1984 to 7.0%, 65.0% and 
11,.6% in 1988. 

The share of NDFC in channelization of resources by DFIs declined marginally
from 23% in 1984 to 21.2% in 1988. In sharp contrast, NDFC's share in investment of DF's 
increased from 18% in 1984 to 29.7% in 1988, while its share in advances of DFIs 
decreased from 24% in 1984 to 17.2% in 1988. 
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HISTORY 

8.98 	 The Small Business Finance Corporation was established in 1972 with the aim of
financing firms to encourage them to establish new business or to expand the existing 
ones. The aim of the Bank Is to reduce unemployment among the educated people. The
Bank gives short, medium and long term loans to persons of small means who possess
skill but have meagre resources to utilize them apart from the small transporters plying
trucks, tankers, buses, wagons, taxis and rickshaws, the Corporation provides finances to 
small scale Industry whose fixed assets, including the cost of land, do not exceed Rs 2 
million and also small businesses having net assets not exceeding Rs 300,000. 

8.99 	 The State Bank of Pakistan has extended special lines of credit to the Bank. In 
1980, Its operations were Islamized with the Introduction of financing on profit-and-loss
sharing basis and hire-purchase system. The loans are granted under the Islamic
Principles of Financing and are repayable in easy Instalments within a period ranging from
three to five years with appropriate grace period. The finarce provided by the Corporation
takes the form of both local and forbign currencies. The maximum maturity period iseight 
years. Following are the objectives of the Bank. 

OBJECTIVE 

to provide loans for Cottage Industries, small Industries, traders/shop keepers and skilled 
people. 

loans are given to professionals like doctors, Engineers or Lawyers to establish or expand
offices etc. Small scale industries and professional offices Pre given for rural areas. Loans 
are also given for the purchase of cars. 

OPERATIONS 

TABLE 

Disbursements of Financial assistance 

Rs in Million 
Period 1884 1985 1986 1987 1988 

maill 
buslnessmen& 28.65 60.18 100.04 180.22 126.6
Professional 76% 75% 86% 95% 84.5% 

Cottage/Small 8.72 19.82 15.73 10.20 20.24
•dustry 	 23% 25% 13% 5% 3% 

TOTAL 37.43 80.00 115.77 190.42 149.80 

8.100 	 The average annual percentage share of cottage Industries in the total number of
loans disbursed has been 13.8% from 1984-88. The percentage share of cottage industry 
was the lowest in 1988 when it accounted for only 3%of the total loans disbursed. In 1987
the percentage share of loans disbursed to cottage Industry was 5%. 95% of the loans 
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were for small businessmen and professionals during the same year. The average annual 
percentage of loans for businessmen/professionals was 85.5% from 1984-89. 

TABLE 2 

PROVINCE WISE BREAK UP OF FINANCIAL ASSISTANCE 
(AS PERCENTAGE OF TOTAL AMOUNT) 

Period 	 1984 1985 1986 1987 1988 

Punjab 	 45% 43% 42% 33% 49% 
36% 38% 39% 49% 30%Sind 


12% 11%
NWFP 10% 12% 14% 
Baluchlstan 4% 5% 3% 5% 5% 

1% 1% .01% 3%Azad Kashmir 3% 

8.101 	 Punjab got the highest share of loans in the past five years. Punjab accounted for 
nerly 50% of the loans In 1988, and the percentage share has remained steady over the 
five 	 years. In 1987 Sind received 49% of the ioan, and Punjab received 33%. The 

was about 40% from 1984-88 and thepercentage share of Sind in the loans disbursed 
percentage share has remained steady over the past five year. The percentage share of 

NWFP, Baluchistan and Azad Kashmir in the total number of loans disbursed has also 

remained steady from 1984-88. The average annual distribution of loans for NWFP from 

1984-88 has been about 11.8%, for Baluchistan 4.4% and for Azad Kashmir 1.6%. 

TABLE 3 
RECOVERIES 

Rs in Million 

Period 	 1984 1985 1986 1987 1988 

38.20 44.57 54.24 96.93 114,23Recoveries 

8.102 	 From 1984-85 disbursements increased by 113.7% but recoveries increased only 

by 17%. In 1986 the disbursements increased by 44% and recoveries by 22%. In 1987 
disbursements went up by 64% and recoveries by 78%. In 1988 recoveries increased by 
18% and disbursements decreased by 21%. 

PERFORMANCE RATIOS 

(Rs in million) 

1986 	 1988
Year 	 1985 1987 


115 190.42 149.8tot disb 80 

Return on capital 7% 8% 9% 9%
 
Return on assets 5% 4% 3% 3%
 
disb per staff No 0.48 0.66 1.01 0.79
 
Op profit/adm cost 151% 169% 110% 125%
 
adm cost/staff No 0.04 0.04 0.07 0.07
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The total disbursement increased from Rs 80 million in 1985 to Rs 190 million in
1987. In 1988 there was a decrease in disbursement to Rs 149 million. The return on 
capital has not been very high over the past five years. It was 7% in 1985 and increased to8% in 1986 and 9% in 1989. The return on assets has been about 3.8% over the past five 
years. The disbursements per staff member were about Rs 480,COO in 1985 and increased 
to Rs 660,000 in 1986. In 1987 the disbursements per staff number further increased to Rs
1.01 million but declined to Rs 790,000 in 1989. The administrative cost per staff member 
was about Rs 50,000 from 1985-88. 
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HISTORY 

8.104 	 The Banker's Equity Limited was established in October 1979, but started its 
operation In February 1980. It was incorporated as a public limited company and 
sponsored by the State Bank of Pakistan, the Pakistan Banking Council and the
nationalized commercial banks including Habib Bank Limited, United Bank Limited,
National Bank of Pakistan, Muslim Commercial Bank Limited and Allied Bank of Pakistan 
Limited. Originally forty per cent of its capital was contributed by the State Bank of 
Pakistan and the balance sixty per cent by the Pakistan Banking Council and the
nationalized commercial banks. To privatize Bankers Equity, a portion of the shaie capital 
was offered to the general public in 1987. 

8.105 The policy formation, control and supervision of Bankers Equity is vested In its
Board of Directors which complises of the State Bank of Pakistan, the Pakistan Banking
council and Presidents of the five nationalized commercial banks and the Managing
director of Bankers Equity. The Governor of the State Bank of Pakistan is the Chairman of 
Board of Directors. 

8.106 The Bank was formed to promote and accelerate irdustrial financing in the private
sector and develop capital market in the country. Since its inception, Banker's Equity has 
been financing a wide range of medium and large scale industrial projects. It offers 
specialized services in the field of syndicated financing, merchant banking, leasing and 
modaraba finance. 

OBJECTIVES 

The main objective of Bankers Equity is to bridge the gap in Industrial finance arising from 
the heavy cost of projects. This is achieved by mobilizing the entire resources for the 
project as a whole through syndication with the nationalized commercial banks and oiher 
financial institutions. Both national and international Institutions may be partners
Irrespective of whether it is equity, bridging loan, or underwriting rupee funds or foreign 
currency loans, normal, long and short term financing or concessional financing or 
financing short term.working capital requirements. 

It provides assistance in a single package thereby curtailing the time lag in the execution 
of piojects to a great extent. The packaging capability is strengthened by the availability of 
concessional refinance facility from the State Bank of Pakistan for locally manufactured 
machinery and export of machinery. Multiple w-q of credit and equity from Asian
Development Bank, the Islamic Development Bank and other external financing agencies
and the co-financing arrangements with the local development finance institutions and the 
International financing agencies are also available. 

It provides new techniques for investment financing within the frame-work of the Islamic 
Financial System being developed in the country. One scheme Is the Participation Term 
Certificates. 1he concept of PTC and discounting of shares was Introduced keeping in
view the pattern of long ter-, finance in the corporate sector in the country within the frame 
work of the report of the Co mcl of Islamic Ideology on the elimination of Interost from the 
economy. The PTC replaced the existing instrument of long term financing which was 
debentures. 
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BEL accords high priority to the high value added-export oriented and labour intensive 
industries. 

It promotes high-tech and pioneering Industries more particularly in electronics, chemical 
and petrochemicals. 

It encourages investment in Down Stream steel-based and engineering goods industries, 
industries based on agricultural waste and those with specific indigenization targets such 
as automobiles. 

It aims to simplify the existing financial procedures and to overcome the delays in the 
implementation of projects caused by the multiple system of project financing in the 
country. 

OPERATIONS 

8.107 	 Bankers Equity Limited has the distinction of pioneering the concept of one-stop
unified package financing in the country. It offers the entire range of financial services 
extending from direct equity investment and underwriting of public issues of shares to the
provision of term financing in both local and foreign currencies, short term working capital
finance, modaraba finance, leased-based financial assistance and guarantees of foreign 
exchange.
 

8.108 	 Bankers Equity provides financing to those industrial projects which are 
sponsored by the private sector solely or co.sponsored by the private sector jointly with 
the public sector and seek public subscription of shares together with being listed on the 
stock exchange. The projects having a total capital cost of Rupees ten million and above 
are eligible for financing. While the minimum financing limit per project is for the time being
fixed at Rupees two and a half million. There is no upper limit on the amount of financing
packaged by Banker Equity for individual projects. For balancing, modernization and 
replacement of existing units, the minimum financing limit is relaxed to Rupees one and a 
half million. There is no minimum limit for successive additional financing of the projects
assisted by Bankers Equity. To be eligible for obtaining financial support from Bankers 
Equity the client should organize itself as a joint stock company.
Before financing a project, the Bank ;nakes a detailed investigation of the projects such as 
economic, techn;cal, financial, and managerial aspects. Projects which are not technically
sound are declined during the preliminary examination. The past performance of the 
sponsors is an Important criterion. 

8.109 The Bankers Equity provides the following facilities to companies who desire to 

establish medium and large scale industries in Pakistan. 

Direct equity suppori and advance loans on profit sharing basis through the instrument of 
Participation Term Certificates. It is aimad at providing term financing on PLS basis to 
projects. PTCs are negotiable and marketable financial instruments. It provides Term 
Finance Certificates which are redeemable long-term instruments based on mark-up
prevailing in the market. The certificates are issued by the sponsors and purchased by
Bankers Equity. They are ropurchased by the sponsors from Bankers Equity over a period 
upto ten years. 
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Foreign currency requirements of projects are arranged by Bankers Equity at rates
 

applicable for respective credit line. Such rates are inclusive of exchange risk cover.
 

It provides working capital to the industrial and trading concerns.
 

It finances leases to projects on the basis of periodical payments.
 

* 	 It promotes and co-sponsors projects on a mutually agreed basis. 

* 	 It manages investment portfolios. 

It provides guarantees against supplier/buyers credit In lieu of foreign currency loan. This
* 

loan Isarranged by the sponsors of the project. 

Syndicate stocks and te, m loans both in local and foreign currencies. 

is made under which an institutionalUnderwrites public Issues. An arrangement 
underwriter such as a bank of DFIs makes a commitment to purchase the unsubscrlbed 

most commonly practised technique of
shares offere6 to the general public. The 

underwriting is "stand-by" underwriting.
 

It provides technical, financial and consultancy services to the companies projects 

It assists in take overs, merger, dis-investment, re-organizing and rehabilitation of 

companies 

Floats Modaraba and mutual funds. Modaraba is a concept of Islamic finance In which 

funds are provided by one or a group of investors for business to be carried out by 

another party providing skill and effort to run the business. 
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TABLE 1
 
PERCENTAGE DISTRIBUTION OF DISBURSEMENTS BY INDUSTRIAL SECTORS
 

Period 
Food,Tobacco, 

1984-85 
24.88 

1985-86 
35.74 

1986-87 
20.6 

1087-88 
11.8 

1988-89 
13.2 

Baverages 

Textile 13.7 12.34 21.0 38.4 13.2 

Leather 	 9.25 11.6 5.2 0.9 2.7 
Paper& 
Pulp 

Chemicals, 	 8.56 40.39 16.0 19.6 6.4 
Pharmaceutical 
&Fertilizer 

Cement&Non- 38.94 23.34 16.9 10.2 8.4 
Metallic 
Minerals 

Basic Metals 	 1.05 7.1 

Metal Products 1.48 1.56 2.0 1.9 1.2 
other than 
Machinery 

Machinery 	 0.31 0.79 1.0 

Electrical 0.85 0.5 3.2 0.7 
Machinery 

Electronic 2.3 
Industry 

Miscellaneous 2.89 2.06 10.1 10.9 31.9 
Industry 

(figures give percentage of total amount of loans) 

8.110 	 In :985-86 tie Food, Tobacco and Beverage Sector accounted for the largest
share in disbursement of funds. These industries accounted for 35.74% of the total 
disbursements, follr,¢,ed by Cc-ment and Non-metallic Minerals and Products Sector at
23.34%. The Paper ind Pulp Sector was 11.16%. In 1986-87. the textile, food, tobacco and 
baverages sectors accounted for the largest share in disbursement of funds at 21% and
20.6%. The cement and other non-metallic minerals and chemicals and pharmaceuticals 
sectors accounted for 16.9% and 16% of the total disbursements. 
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8.111 	 In 1987-88 the textile sector had the largest share in disbursements 38.4%,
followed by chemica!s, pharmaceuticals, and fertilizers at 19.6%. Food, tobacco and 
beverages accounted for 11.8% of the total disbursements. In 1988-89 there was a shift to
the share of miscellaneous industries which accounted for 31.9% of the total 
disbursements, followed by 30.6% for the textile and 13.2% for the food, tobacco and 
beverages sectors. 

8.112 	 One of the main objentives of BEL was to support high-tech industries especially
electronics, chemicals and petrochemicals. BEL has not accorded priority to these 
industries over the past five years. The figures from the annual reports show that the 
percentage share of chemical, pharmaceutical and fertilizer industry in the total 
disbursements was the highest In 1986. They accounted for 40.4% of the total sham in 
disbursements. However from 1987-89 the share in disbursements declined considerably
from 16% in 1987 to 6.4% in 1989. 

8.113 	 Other high-tech industries like the ones which are steel based have not been given
priority. These Include the electronic Industry which did not contribute to the share in 
disbursements until 1989 when the percentage share was only 2.9%. The machinery
industry accountcd for an average of 0.7% of the total disbursements and the metal 
Industry accounted for about 1.6% of the disbursements. 

TABLE 2 

REGIONAL DISPERSAL OF INVESTMENTS APPROVED BY BANKER'S EQUITY 

Province 1985-86 1986-87 Net change 

Sind 16 28 148.9 
Punjab 52 50 76.9 
NWFP 21 8 -32.1 
Baluchistan 10 2 42.2 
Azaid Kashmir 12 

(figures give percentage of total amount) 

8.114 In 1986-87.the total financing approval for Sind rose 2.5 times since the previous 
year. Similarly, the financing approved for Punjab and Baluchistan have also risen by
76.9% and 42.2%. The financing approved for NWFP declined by 32.1% during 1986-87. 

TABLE 3 

REGIONAL DISPERSAL OF INVESTMENTS APPROVED BY BANKERS EQUITY 
Province 1987-88 1988-89 Net change 

Sind 22 24 54.3 
Punjab 61 36 -3 
NWFP 6 13 228.4 
Baluchlstan 9 23 233.8 
Azad Kashmir 1 3 210.4 

(figures give percentage of total amount cf loans disbursed) 
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8.115 	 In 1988-89 the financing for Punjab approved by Bankers Equity declined by 3% 
since the previous year. That of NWFP and Baluchistan increased by 228.4% and 233.8%
in 1988-89. The disbursements approved for Azad Kashmir also rose by 210.4% although
the total share In disbursements was only 3% in 1988-89. The disbursements for Sind rose 
by 54.3% over the previous year. 

8.116 	 It is seen that Punjab and Sind get the highest number of loans. This is because 
these two provinces receive the highest number of applications. Also lack of infrastructure 
facilities in the less developed areas discourage industrialists from financing in these areas. 

PERFORMANCE RATIOS (Rs in Millions) 

Year 	 1985-86 1986-87 1987-88 1988-89 

Disbursements 	 926.502 1856.7 2315.25 2734.01 
Return on Assets 6% 7% 4% 4% 
disb/tot staff 5.01 7.45 7.44 8.26 
Op Profit/tot adm cost 746% 813% 359% 359% 
adm cost/staff no 0.11 0.12 0.15 0.16 

8.117 	 The disbursements of funds have increased over the past five years. The Increase 
was the highest in 1986-87 when disbursements went up by 100.4%. In 1987-88 the 
Increase was 24.7% and 18.1% in 1988-89. 

8.118 	 The Return on assets has been an average of about 5% from 1986-89. The 
disbursements per staff number have Increased from Rs 5.01 million in 1986 to 7.45 million 
in 1987 and Rs 8.26 million in 1989. The administrative cost per staff member was Rs 
110,000 in 1986 and kept Increasing until it was Rs 160,000 in 1989. The total operating
profit as a percentage of the administrative cost was 746% in 1986 and increased to 813% 
in 1987. It decreased to 359% in 1988 and 1989. 

PROBLEMS 

* There Is an absence of vigorous follow up of underlying objectives and recoveries. 

* Loans given due to political pressure often become substandard and doubtful. 

* Market evaluations are weak due to non-availability of data. 

* 	 Legal proceeding take a long time. 

BEL's CONTRIBUTION TO TIE GROWTlI OF DFIs 

8.119 	 BEL's share in aggregate resources of DFIs Increased from 4.6% in 1984 to 6% in 
1988. Its share In aggregate deposits and borrowing of DFIs increased from 2.5% and 
3.2% in 1984 to 3.6% and 6.8% in 1938. Its share in equity of DFIs Increased from 9.3% in 
1984 to 11% in 1986 but then fell to 4.6% in 1988.
 
The share of BEL in channelization of resources of DFIs Increased from 3.8% and 3.2% in
 
1984 to 6% and 5.6% In 1988.
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HISTORY 

8.120 	 The National Development Leasing Corporation was established in 1985 as a joint
venture of the Asian Development Bank and National Development Finance Cooperation.
It is the first leasing company and was set up under the auspices of the Government of
Pakistan to Introduce leasing in the country as part of the Islamic financial system.
Leasing, which Is akin to long term financing Is ideally suited for a non interest based 
financial system. Since its Inception thirteen new leasing companies have been 
established. It is operating in the private sector and is managed by an Independent 
professional management. 

8.121 	 NDLC provides lease facilities for acquisition of productive assets In the industrial, 
energy , mining, construction, commercial and services sector by employing a whole 
range of financial services. These include among others direct purchase lease, asset lease
transfer, leveraged and syndicate lease, sales lease back, and lease advisory services. 

8.122 	 Lease presents a viable and sound alternative to conventional debt financing. The 
lessee acquires most of the economic values associated with outright ownership of the 
asset, even though the lessor retains title to it. In addition leasing allows capital
conservation upto 100% financing, Improves cash flow position, provides a tax shield, is 
self-I1..uldating and preserves existing credit lines. 

OBJECTIVES 

* To extend leasing facilities to financially sound and established enterprises. 

* 	 To upgrade the technology of the existing industries through BM&R and expansion 
programmes. Support Is mainly provided for balancing, modernization, replacement and 
expansion programmes. 

* To utilize local technology through leasing the locally fabricated equipment. 

* To achieve the objective of the Government In contributing towards promoting leasing in 
the country and thereby advancement of the Islamic economic system. The Council of 
Islamic Ideology has declared leasing conformed to the principles of Sharia. 

To provide equity support and underwriting service to the private sector enterprises and 
broad base the capital market. 

OPERATIONS 

8.123 Any capital equipment, listed below can be leased through NDLC. 

Industrial Equipment and Plants. 

Metal making and processing machinery, textile machinery, woodworking and plastic
machinery, construction equipment, scarf-folding, cranes, forklifts, racks, chemical and
pharmaceutical plants, power plants and boiler, anti-pollution equipment and Installation. 
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Office Euloment 

Office equipment in general, computer and peripheral equipment, software, electronic data
processing equipment, facsimile, electronic PABX systems, accounting machines, copiers
and calculators. 

Industrial Vehicles 

Forklifts, cranes, earth-moving equipment, concrete mixer, reefer trucks, fire trucks and 
ambulances. 

8.124 NDLC also offers assistance to overseas Pakistanis. Leasing of industrial
equipment to be purchased In foreign and local currencies and loans for similar purpose.
The letters of credit from the foreign banks for the payment of rentals on leased equipment
and interest and repayment of loan can also be accepted as a valid securit The extent of 
the security Is negotiable.
The objective is to allow the overseas Pakistanis to keep protected their savings In foreign
exchange and at the same time establish and manage industry in Pakistan with financial 
assistance from NDLC. 

8.125 The Corporation has developed a financial instrument for the mobilization of
savings as per the permission of the Government oi Pakistan. It Is based on the principal
of profit and loss sharing and consists of certificates of Investment that may be bearer or 
registered for a term of three months to ten years. 

8.126 	 It launched in June 1989 Rs. 100 million M Jaraba Fund under the name of Long
Term Venture Capital Modaraba. According to the ,%nnual Report of 1988 the leases are 
satisfactorily serviced. Thus the Corporation has 100% recovery. 
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TABLE 1
 
INDUSTRY WISE DISBURSEMENTS OF LEASES
 

(AS PERCENTAGE OF TOTAL AMOUNT)
 

SECTOR 


ENERGY 

Oil 

Gas 


MANUFACTURING 
AGROBASED 


Tobacco 

Textile & Allied 
Sugar 

Food and Allied 

ALL INCLUSIVE 
Cement 
Steel and Engineering 
Jute & Allied 
Pharmaceutical 
Paper and Board 
Other 


TRANSPORTATION AND COMMUNICATION 
CONSTRUCTION 
MINING 
PROFESSIONAL SERVICES 
HOTEL & TOURISM 
HOSPITALS & CLINICS 
MISCELLANEOUS 

1986 1988 1989 
(%) (%) (%) 

1.2.95 7.16 4.31 
10.62 6.57 4.31 
2.33 0.59 

80.85 79.74 83.04 
50.01 45.92 52.0 

8.13 4.21 2.01 
1659 22.72 22.95 
24.90 16.47 19.23 
0.39 2.53 7.82 

30.85 33.82 31.04 
8.61 7.66 4.83 
7.25 12.76 17.32 
1.04 1.01 0.51 
4.11 1.91 1.01 
5.82 4.91 0.88 
4.01 2.39 5.31 
1.93 0.00 
0.10 1.18 0.50 
0.00 0.00 0.00 
1.66 1.94 4.94 

16.59 22.72 1.08 
0.00 5.14 5.52 
5.52 0.40 

The manufacturing sector was given a priority over all other sector. The share of
the manufacturing sector in total leases has been 80% over the past four years. The
Agrobased industry.accounted for about 50% of the leases from 1986-89. The textile
Industry accounted for about 20% of the total leases and the sugar industry about 20%. 
There has been no major shift in the sectoral disbursements of leases. 
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PERFORMANCE RATIOS
 
Period 1985 1986 1987 1988 
 1989 

tot dlsb 258.0 1016.4 1609.0 

Return on 25% 35% 81% 54% 46% 
capital 

Return on 3% 4% 4% 2% 1% 
Assets 

dis per 8.60 2.42 2.682 
staff No 

Op profit/ 254% 482% 592% 402% 2389% 
adm cost 

adm cost/ 0.08 0.180.14 0.22 0.03 
staff No 

(disbursements for 1985 and 1987 are not available) 

8.128 The return on capital was the highest in 1987. The profit earned by NDLC as a 
percentage of capital was 81% during that year. The return on capital was 25% in 1985. It
Increased tc 35% in 1986 and then decreased after 1987 to 54% in 1988 and 46% in 1989.
The return on assets was averaged 2.8% from 1985-89. The disbursements per staff
member were Rs 8.6 million in 1986 but declined to Rs 2.6 million in 1988 and 89. The
operating profit as a percentage of the administrative cost was 254% in 1985 but kept
Increasing until it was 592% in 1987 and increased to 2389% in 19.". The administrative 
cost per staff member was Rs 80,000 in 1985 and kept increasing until it was Rs 220,000 in 
1988 and decreased to Rs 30,000 in 1989. 

PROBLEMS
 

Cross-border leasing: In Pakistan's case, this refers to foreign lessors leasing to Pakistani 
lessees. Under the existing law, a with-holding tax has to be deducted by the lessee and 
deposited with the government on the entire renta paid to the foreign lessor. In the case of 
a finance lease, the rental consists of both capital repayment and profit payment, and
hence the with-holding tax is being deducted not only on the profit but also on capital
repaid - an obviously unacceptable situation to the foreign lessor. This treatment should be
such that inthe case of foreign loan, the with-holding tax is deducted only on the interest
portion. In order not to discriminate against the leasing alternative, the government should
review its policy on with holding tax and rules so that on cross border leases this tax is 
deducted only on the profit portion. 

* It Is difficult to make market evaluations due to the lack of data. 
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Develotp ment Financial Institutions 94 Chapter 9 

This chapter reproduces the summary information on :he remaining DFIs provided 
by the Ministry of Finance, Government oi Pakistan. The sequence of presentation reflects 
chronology of the dates of commencement. 



ICP
 
INVESIUi ,' (W)IUIOIIArl~q OF PAJISTAN 

IIIENDRY AID OBJEcfIVES 

imc Investment Corporation of Pakistai (ICP) was establishd in 
February 1966 through an Ordinance of the Federal Uovermnient of Pakistan, 
as a development institution with the objectives of broadening the base of 
equity investments and developing the capital nmrket. Soon after its 
establislincnt, the Corporation invited applications fra spunsors seeking 
finances through underwriting of share issues and placawrYnt of 
debentures. 'I'his eflbld the enterprencures to nmet the equity and local 
currency requirennts of funds of' their projects. 

In Jamuary 1967, the Corporation ItuhIelwd its Investors Scheine in 
order to broaden the base of equity investmnts. 'lhe objective was
 
further strengthened with the floatation of First ICP Mutual Fund in June,
 
1967. 'lhe Corporation has up till June 30, 1988 launched 1.7 such Funds
 
and has thus mobilized savings of lls.190.0 million.
 

lhe Corporation seeks to ixeet the follow-ng objectives 

i) 	 Underwrit. public issuvs of shares, provide financial
 
assistance through purchase of Trnn Finance Certificate
 
/Participation 'ni Certificate to enable the enterpreneures 
t-) meet the equity and local currency requiriL le:it of funds for 
financing their )rojects and also for the purchase of locally 
manu fac tured imch inery. 

it) 	 Open and ntijtail investumnt accounts with a view to 
broadbasing share ownershiip and widening the base of pap i t Il 
market for the purchase mid stile of shares of ptiblic I imi ted 
coilip)alies. Further, with tim introduct ion o1 Sharing Account 
Scheme the Corporation )rovides fl opportuni ty to tIhe 
investors to invest in shares jointly with ICI on 'profit and 
loss sharing basis. 

iii) 	 Bui,,inq and selling shares on the stock imarket. with a view to 
providing strength to the stock exchmnge aid hell) in 
maintaining stability in share values. 

MNAGVIlENI S11UIIU. 

"lhe Board of Directors consists of 13 nuibers. Eight nxmnibers 
including the Ciahimann and tie Manging Director are appointed by ile 
Federal Governement and five are elected l)y the shareholders. 

CAPITAL STIMlUCIUIIE 

'lhe authori sed capital of tie Corporation is Its.200 11ii 11 ion. 'Ihe 
issued and subscribed capital tunuted to lls.100 mill ion on June 30, 
1987. The shares are held by the nationalized banks, foreigi banks and 
insurance corporations/coq anics. -4 



INCOME STATEMENT 

(Rs; million) 
Year Ended 30 June 

Operating Income 
1988 1987 %Change 

Interest on Loans, Discounts and Return 
on Non-Interest Bearing Accounts 72.629 73.928 (1.75) 
Gain on Sale of Investments 53.435 52.010 2.73 
Service and Commitment Charges 
Others 

19.756 
78.817 

19.782 
92.349 

(.13) 
(14.65) 

224.637 238.069 (5.64) 
Operating Expenses 

Interest on Borrowings & Return 
on Non-Interest Bearing Accounts 122.919 116.758 5.27 
Salaries, Allowances and Benefits 37.665 30.183 24.78 
Other Expenses 42.380 41.967 .98 
Depreciation 1.543 3.344 (53.85) 
Loss on Sale of Investments 1.760 .603 191.87 

206.267 192.855 6.95 

Operating Profit/(Loss) 18.370 45.214 (59.37) 
Net Profit/(Loss) before Taxation 18.370 45.214 (59.37) 
Taxation 

Prior Years - (5.871) (100.00) 
- (5.871) (100.00) 

Net Profit/(Loss) after Taxation 18.370 51.085 (64.04) 
Accumulated Profit/(Loss) B/F 93.313 54.228 72.07 

Profit Available for Appropriation 111.683 105.313 6.04 
Appropriation 

Dividends Paid and Proposed - 10.000 (100.00) 
Tr;isfer to Other Reserves 2.000 2.000 

2.000 12.000 3.33) 

Accumulated Profit/(Loss) 109.683 93.313 7.54 



MANAGEMENT INFORMATION
 

(Rs. million)
 
Year Ended 30 June

1988 1987 %Change
LOANS, ADVANCES AND PROFIT SI1ARING ARRANGEMENTS
 

Regional Breakdown of total advances approved during year- Punjab 
- Sind 

- N.W.F.P-
- Baluchistan 
- Azad Kashmir and Noithern Areas
Total 


Pegional Breakdown of total advances disbursed during year
- Punjab 
- Sind 
- N.W.F.P 

- Baluchistan 

-
 Azad Kashmir and Northern Areas
Total 


DEPOSITS AT YEAR END
- Over 1 year 

Total 


NUMBER OF EMPLOYEES (AT YEAR END)

Management

- Executive 

- Non-Executive 


Total 

Permanent Non-Management Staff
 
Total 

Total 


No. of Unionised Staff 


Total 


WAGES BILL
 
Management
- Executive 
- Non-Executive 
Total 
Permanent Non-Management Staff 
- Other 

* Total 


Total 


154.355 
 51.496 
 199.74
202.797 
 108.861 
 86.29
 

6.650 13.950 (100.0OU)
10.900 
 (38.99)

29.800 
 -

393.602 
 185.207 
 112.52
 

29.486 
 56.475 
 (47.79)

93.936 
 118.167 
 (20.51)
3.000 
 6.350 (52.76)


.167 
 32.082 
 (99.48)

19.800 
 5.000 
 296.00
146.389 
 218.074 
 (32.87)
 

202.294 
 193.252 
 4.68

202.291 
 193.252 
 4.68
 

19 
 17 
 11.76
 
271 
 239 
 13.39
 
290 
 256 
 13.28
 

273
273 289 (5.54)

289 
 (5.54)
 

563 
 545 
 3.30

FURTHER ANALYSIS OF PERMANENT NON-'4ANAGEMENT
-

273 289 (5.54)
289 (5.54)273 289 (5.54) 

1.603 
 2.150 
 (25.44)

11.635 
 7.352 
 58.26
 
13.238 
 9.502 
 39.32
 

9.693 
 8.959 
 8.19
 
9.693 
 8.959 
 8.19
 

22.931 
 18.461 
 24.21
 
FURTV!ER ANALYSIS OF PERMANENT NON-MANAGEMENT
- Unionised Staff Wage Bill 
 9.693
Total. 8.959 8.19 

9.693 
 8.959 
 0.19
 



MANAGEMENT INFORMATION
 

SPBCIFJC 1NIu wIoN - BANKS &DFI. 
1.21lIN AD CS APMuijv D- YEAR 

It(ATIN OF PAKISLM4.TP DUINRINVEM 

PRIVATE PUBLIC 
SECIXRl 	 SWIMfl TOTAL 

1988 1987 1988 1987 1988 1987 
Mnufacturing
 

-Cement - - - 
-Sugar 134.900 .....
 
-FertiIizer -....
 

-En -gy .......
 
-Textile 196.972 2E.570 -..
 

-lngineering 33.600 1.500 -..
 

-Others* 28.130 148.137 -..
 

Agricul ture,Forestry
 
Hunting and Fishing - - - -

Mining & Quarrying - - - -

Construction - - - -

Electricity, Gas 
& Water - - -. 

Carmerce - - -. 

Services - -.-
Others
 
IOTAL 393.602 185.207 .
 

* 	 includes'paper.& board, Chemicals & Pharmaceutical and 

Vanaspati & allied. 

2. BIIANII 1t WfU% AT YEAR RM 

SHAIlNG NV-SHARING ICP 
NO OF IRINESItS DEPOSIT INVESTR DEPOSIT DEPO)SIT* 

IWWUlAIES 30-6-88 30-6-87 30-6-88 30-6-87 30-6-88 30-87 
1987 IL988 1987 1988 1987 1988 

Sind Urban 2 2 70.1 71.0 39.0 35.3 105.1 106.3
 
---Sind Rural - -

Pcnjab Urban 5 5 85.4 82.2 64.4 50.7 127.8 123.1 
----Punjab Rural -

N.W.F.P Urban 1 1 7.6 7.6 9.7 9.2 11.4 11.4 
---N.W.F.P Rural - -

Baluchistan
 
Urban 1 .1 2.0 2.1 1.0 0.4 3.0 3.2
 

Baluchistan
 
-Rural - -	 - -

Azad Kaslmir 
Northen Areas
 
Urban . ... 	 . . 

Azad Kashnir & 
Northen hreas 
Rural .... ... 

* 	 Sharing Account only. 

(Rs in millions) 

DEPOSITS.
 
Deposits at year end.
 
Deposits from banks and Development.
 
Finance institutions.
 

Other deposits for period
 
- Less than 3 months 
- 3 months - I year 
- Over 1 year 202.294 193.252
 

Total (Agree with line 218 of form B2) 202.294 193.252
 



RATIOS
 
Year Ended 30 June
 
1988 1987
 

Net Profit After Thx/Net Shareholder's Equity 7.27 % 21.82 %
 
Total Income/Net Shareholder's Equity 88.97 % ]01.69 %
 
Net Profit Before Tax/Net Shareholder's Equity 7.27 % 19.31 %
 
Salaries and Benefits/Total Operating Expenses 18.26 % 15.65 %
 
Dividend Rate 
 - i0.00 %
 
Operating Profit/Total Inc6me 
 8.17 % 18.99 %
 
Net Shareholder's Equity/Total Assets 8.75 % 8.46 %
 
Borrowing Ratio 666.30 % 685.04 %
 
Liqiid Assets/Total Deposit Liabilities 6.4406 1 6.3243 1
 



EPF
 
QUITY PAITICIPATI UN 

HISIMlY AND (BJECIVES 

The Equity Participation Fund (EPF) was established by a special

legislation of the Fedel-al Governent in 1970 to foster and accelerate the
growth o small and mediun-sized industrial enterprises in the private 
sector in the less developed areas of Pakistan and providing equity
 
support to the entrepreneurs of moderate moans who are unable to raise
 
funds for industrial activity from the capital market. For the purpose of
 
the Ordinance, less-developed areas are spread over the whole of Pakistan
 
excluding the areas specified below but not excluding the Govermxnent
 
financed industrial trading estates located in any of those areas other
 
than Karachi: (i) Islamabad Capital Territory, (ii)Karachi Division,

(iii) Lahore District, (iv) Tehsil of Ferozwala, (v) Tehsil of Gujranwala,
 
(vi) Tehsil of Sialkot, (vii) Tehsil of Faisalabad, (viii) Tehsil of
 
NViltan, (ix) Tehsil of Rahinlyarkhan, (x) Tehsil of Rawalpindi, (xi) Taluka
 
of Kotri, (xii) Taluka of lyderabad, (xiii) such areas adjoining Karachi
 
Division and Lahore District as may be specified by the Central Board of
 
Revenue.
 

MNAEVVOENr SMIWU~I~E
 

The overall control of the EPF vests in its Board of Directors
 
which is composed of the Chairman who is nominatea by the Federal 
government, four Provincial Secretaries - Industries nominated by the
 
Provincial goverrments, one member representing the Federal Goverrment,
 
another State Bank of Pakistan, two Senior Executives from institutional
 
investors, and one Executive Director nominated by the IM1P who is the
 
also the Executive Director of the Fund.
 

CAPITAL S'TI-CIUR 

The authorised share capital of the Fund is Rs.200 million out of
 
which Rs.155 million was paid-up as on 30.6.88. The Fund can, however,
 
augment its resources by raising funds through issve of debentures and/or

by raising loans from the Federal Governcnt. T'he Federal Goverinvent has 
allowed a special facility in the form of tax credit for the capanies
 
which purchase shares or debentures of the fund.
 



BALANCE SHEET
 

(Rs. million)
 
Year Ended 30 June
 

ASSETS 1988 1987 %Change 

Cash and Bank Balances 
Advances/Profit Sharincg Arrangements

Loans for Project Financing 

8.051 

1.650 
1.650 

28.220 

1.650 
1.60

(71.47) 

Investments - at Cost 
Shares of Companies 
Other Investments 

144.436 
42.262 

127.765 
29.115 

13.04 
45.15 

Other AssetsOther Assets 
Fixed Assets 
Net Assets in Bangladesh 

1T.9
19.486 

.383 
51.386 

15T6 
14.966 

.122 
51.386 

19.00 
30.20 

213.93 

267.654 253.224 5.69 

EQUITY AND LIABILITIES 

Equity
Paid Up Share Capital
Accumulated Profit/(Loss) 
Capital Reserves 
Revenue Reserves 

155.000 
.005 

47.104 
30.113 

155.000 
.004 

34.959 
27.746 

-
25.00 
34.74 
8.53 

Borrowings 232.222 217.70U 6.66 
Debentures and Bonds 35.000 35.000 -

35.000 35.000 
Other Liabilities .432 .515 (16.11) 

267.654 253.224 5.69 
Contingencies and Commitments 91.496 88.876 2.94 



INCOME STATEMENT
 

(Rs. million)
 
Year Ended 30 June
 

Operating Income
 
Interest on Loans, Discounts and Return 

on Non-Interest Bearing Accounts 

Interest on Bank Deposits 

Premium on Disinvestment of
 

Funds' 1oldings 

Service and Commitment Charges 

Others 


Operating Expenses
 
Salaries, Allowances and Benefits 


other Expenses 

Depreciation 


-
operating Profit/(Loss) 


Net Profit/(Loss) before Taxation 


Net Ptofit/(Loss) after Taxation 


Accumulated Profit/(Loss) 
B/F 


Profit Available for Appropriation 


Appropriation
 
Transfer To(From) General 

Reserve 


Transfer to Other Reserves 


Accumulited Profit/CLoss) 


1988 

4.910
 
1.816 


.127 

4.705 

.393 


7 1X1.951 


1.334 

.600 

.061 


1.995 

9956 


9.956 


9.956 

.004 


9.960 


2.000 

7.955 


1987 


3.790 


2.513 


.131 

4.517
.059 

11.010 


.926 


.415 


.049 

1.390 


9.620 


9.620 


9.620 

.004 


9.624 


-

9.620 


9cu9d5i9.62 


.004
-7005 

%Change
 

29.55
 

(27.73)
 

(3.05)
 
4.16
566.10
 
8.54
 

44.06
 
44.57
 
24.48
 
43.52
 

3.49
 

3.49
 

3.49
 
-


3.49
 

(17.30)
 
3.48
 

25.00
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MANAGEMENT INFORMATION
 
(Rs. million)
 

Year Ended 30 June
 
1988 1987 %Change
 

LOANS, ADVANCES AND PROFIT SHARING ARRANGEMENTS
 

Approvals (during the year)
 
- Equity Investments 

Total 


Disbursements (during the year)
 
- Equity Investments 

Total 


Portfolio (year end)
 
- Other Loans 

- Equity Investments 

Total 


35.610 54.450 (34.60) 
35.610 54.450 (34.60) 

22.760 25.750 (11.61) 
22.760 25.750 (11.61) 

1.650 1.650 -
144.436 127.765 13.05 
146.T87 I29.4 12.88 

Regional Breakdown of total advances approved during year
 
- Punjab 14.110 22.200 (36.44)
 
- Sind 10.350 12.800 (19.14)
 
- N.W.F.P. 9.950 11.350 (12.33)
 
- Baluchistan - 6.600 (100.00)
 
- Azad Kashmir and Northern Areas 1.200 1.500 (20.00)
 
Total 35.610 54.450 (34.60)
 

Regional Breakdown of total advances disbursed during year
 
- Punjab 

- Sind 

- N.W.F.P. 

- Baluchistan 

- Azad Kashmir and Northern Areas 

Total 


NUMBER OF EMPLOYEES (AT YEAR END)
 
Management
 
-. Executive 

- Non-Executive 

To.al 

Permanent Non-Management Staff
 
- Other 

Total 


Total 


FURTHER ANALYSIS OF.PERMANENT NON-MANAGEMENT
 
- No. of Unionised Staff 

Total 


WAGES BILL
 
Management
 
- Executive 

- Non-Executive 

Total 

Permanent Non-Management Staff
 
- Other 

Total 


Total 


FURTHER ANALYSIS OF PERMANENT NON-MANAGEMENT
 
- Unionised Staff Wage Bill 

Total 


12.710 8.450 50.41 
2.600 2.200 18.18 
3.550 9.800 (63.78) 
2.700 4.800 (43.75) 
1.200 .500 140.00 

22.760 25.750 (11.61) 

1 1 -
8 6 33.33 
9 7 28.57 

10 8 25.00 
10 8 25.00 

19 15 26.67 

10 
10 

8 
8 

25.00 
25.00 

.108 

.732 

.840 
. 

.094 

.483 

.577 

14.89 
51.55 
45.58 

.494 
..494 

.349 

.349 
41.55 
41.55 

1.334 .926 44.06 

.494 

.494 
.349 
.349 

41.55 
41.55 



RATIOS
 

Net Profit After Tax/Met Shareholder's Equity 


Total Income/Net Shareholder's Equity 

Net Profit Before Tax/Net Shareholder's Equity 


Salaries and Benefits/Total Operating Expenses 


Operating Profit/Total Income 

Net Shareholder's Equity/Total Assets 


Borrowinq Ratio 


Year Ended 30 June
 
1988 1987
 

4.28 % 4.41 %
 
5.14 % 5.05 %
 
4.28 % 4.41 %
 

66.86 % 66.61 %
 
83.30 % 87.37 %
 
86.76 % 85.97 %
 
15.07 % 16.07 %
 



FBC
 

FEDERAL BANK rIM OXOPERATWIVES 

IIISTIiY AND OB3JECTIVES 

The Federal Bank for Cooperatives (F3C) was established under the
Establishent of Federal Bank of Cooperatives and Regulation of
Cooperative Banking Ordinince of 1976 to irprove and regularise the
working of Cooperative Banks in particular and strengthen the cooperative
moveant in the country in general.
 

Some of the major objectives of the Bank are sunnarlsed below:
i) Make secured loans and advances to the provincial cooperative
 

banks and nIulti-unit cooperative societies.
 
ii) Lay down policy guidelines in relation to the business of the
Provincial Cooperative Banks.
 

iii) Assist 
the Federal Goverment and the Provincial Governients
in formulating schemes for the development and revitalisation
of the cooperative movement ii.the country in general and the
Provincial Cooperative Banks ia particular.
 

iv) Assist Provincial Cooperative Banks in preparing their
seasonal and developmental loaning progranmes and conduct
appraisal and undertake feasibility study of projects covered
by such loaning progranmes.
 

v) Encourage the development of special cooperative projects, theobjects and areas of operation of which may extend to more
than one Province. 

vi) Organize training in cooperation and cooperative banking for
the eirployees of the Provincial Cooperative Banks and the
Cooperative Societies.
 

vii) Carry out research in the problems of rural credit and on such
other matters as have bearing on the developnent of the
cooperative movement in the country. 

viii) Ensure proper utilization of loans obtained from the Bank.
 
ix) Inspect the affairs of Provincial Cooperative Banks and issue
 

guidance for the inprovement of their working.
 
x) If necessary, contribute to 
the Share Capital of the
Provincial Cooperative Banks.
 



NlANAGEV~1' STUCftR 

rThe RBC is administratively under the control of the Ministry of
 

Finance. The Governor of State Bank of Pakistan, is the Chairman of the
 

Board of Directors. Seven other Director3 are nominated by the State Bank
 

while the Federal Government nominates the Mamaginig Director and 12
 

Directors including the Federal Secretaries of the Ministries of Finance
 

and Food and Agriculture and the Provincial :Secretaries for Cooperatives.
 

CAPITAL SIICIOUJE
 

There are 2000 ordinary shares of Rs.100,000 each; 75"percent of
 

the shares are held by the State Bank of Pakistan, 10 percent by th(
 

Federal Government and the rest by the Provincial Governments.
 

BALANCE SHEET
 

ASSETS
 

Cash and Bank Balances 

Money at Call and Short Notice 


Advances/Profit Sharing Arrangements
 

Loans for Project Financing 

Other Loans and Advances 


Investments - at Cost
 
Securities/Treasury Bills of
 

Federal/Provincial Governments 


Shares of Companies 

Other Investments 


Other Assets 

Fixed Assets 


EQUITY AND LIABILITIES
 

Equity
 
Paid Up Share Capital 

Accumulated Profit/(Loss) 

Revenue Reserves 


Deposit and Other Accounts
 
Current/Cont.ngency Accounts 


Borrowings
 
Local 


Other Liabilities 


Contingencies and Conmnitments 


(Rs. million) 
Year Ended 30 June 
1988 1987 %Chanqe 

14.419 6.277 129.71 
- 3.623 (100.00) 

247.462 136.000 81.95 

2,925.574 2,258.288 29.54 

3,173.036 2,394.288 32.52 

19.569 19.569 -

49.243 49.243 -

4.196 3.406 23.19 
73.008 72.218 1.09 

5.990 4.205 42.44 
3.721 2.739 35.85 

3,270.174 2,483.350 31.68 

200.000 200.000 -

.061 .257 (76.26) 

194.462 175.462 10.82 
394.523 375.719 5.00 

.908 

.908 
4.557 
4.557 

(80.07)
(80.07) 

2,810.559 
2,810.559 

2,043.443 
2,043.443 

37.54 
37.54 

64.184 59.631 7.63 

3,270.174 2,483.350 31.68 

75.000 75.000 
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INCOME STATEMENT
 

(Rs. million)
 
Year Ended 30 June
 

Operating Income 

Interent on Loans, Discounts and Return
 
on Non-Interest Bearing Accounts 

Interest on Bank Deposits

Interest on Government Securities 

Others 


Operating Expenses
 
Interest on Borrowings & Return
 
on Non-Interest Bearing Accounts 

Svlaries, Allowances and Benefits 

Other Expenses 

Depreciation 


Prior Period Adjustments

Net Profit/(Loss) before Taxation 


Net Profit/(Loss) after Taxatirn 

Accumulated Profit/(Loss) B/F 


Profit Available for Appropriation 

Appropriation


Transfer To(From) General Reserve 


Accumulated Profit/(Loss) 


1988*: 


50.568 

.359 


2.042 

.525 


53.494 


10.930 

10.147 

12.693 


.868 

34.638 

(.053)


18.803 


18.802 

.257 


19.060 


18.999 

18.999 


.061 


1987 


31.527 

.534 


2.039 

.199 


34.299 


8.244 

7.608 


11.114 

.702 


27.748 

(3.939)

2 


2.612 

.145 


2.757 


2.500 

2.500 


.257 


%Change
 

60.39
 
(32.77)
 

163.81
 
55.96
 

32.58
 
31.98
 
14.20
 
23.64
 
24.83
 
(98.65)

619.86
 

619.86
 
77.24
 

591.33
 

659.96
 
659.96
 

(76.26)
 



--

MANAGEMENT INFORMATION
 
(Rs. million)
 

lear Ended 30 June
 
1988 1987 %Change


LOANS, ADVANCES AND PROFIT SHARING ARRANGEMENTS 


Approvals (during the year)

- Term Loans 
 150.000 75.000 100.00
 
- Other Loans & Bebentures 3,000.000 2,421.000 23.92
 
Totl 
 3L5.000 2,496.000 26.20
 

Disbursements Iduring the year)
 
- Term Loans 
 134.580 15.000 79.44
 
- Other-Loans 
 2,885.700 2,419.750 19.26
 
Tota. . 3,021.260 2,494750 21.07
 

Portfol.io (year end)
 
- Term Loans 
 247.462 136.000 81.96
 
- Othei Loans 
 2,914.798 2,250.753 29.50
 
Total 
 3,162.260 2,386.753 32.49
 

Regional Breakdown of total advances approved during year

- Punjab 
 2,384.000 1,937.000 23.08
 
- Sind 211.500 246.000 (14.02)

- N.W.F.P. 
 390.000 24.4.000 59.84
 
- Baluchistan 
 - 9.000 (100.00)
 
- Azad Kashmir and Northern Areas 164.500 60.000 174.17
 
Total 
 3,150.000 2,496.000 26.20
 

Regional Breakdown of total advances disbursed during year
 
- Punjab 
 2,335.590 1,851.300 26.16
 
- Sind 
 95.000 201.600 (52.88)

- N.W.F.P. 
 433.830 323.930 33.93.
 
- Azad Kashmir and Northern Areas 155.860 
 117.920 32.17

Total 
 3,020.280 2,494.7560 21.07
 

Advances made under Small Loans Scheme 
(during year)
 
- Agriculture 
 2,885.700 2,419.750 19.26

Total 
 2,885.700 2,419.750 19.26
 

DEPOSITS AT YEAR END
 
- Less than 3 months 
 .908 4.557 (80.07)

Total 
 .908 4.557 (80.07)
 

NUMBER OF EMPLOYEES (AT YEAR END)
 
Management
 
- Executive 
 1 1 
- Non-Executive 
 59 52 13.46

Total 
 60 53 13.21
 
Permanent Non-Management Staff
 
- Other 
 156 138 13.04
 
Total 
 156 138 13.04 
Temporary Staff 
- Other 12 15 (20.00)

Total 
 12 15 (20.00)
 

Total 
 228 206 10.68
 

FURTHER ANALYSIS OF PERMANENT NON-MANAGEMENT
 
- No. of Unionised Staff 
 156 138 13.04
 

p.
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MANAGEMENT INFORMATION
 
(Rs. million.)
 

Year Ended 30 June
 
Total 1988 


156 
1987 %Chanqe
 

___ 38 13.04
 

WAGES BILL
 
Management

- Executive 

.103 
 .097
- Non-Executive 6.19
 
Total 4.302 3.792 33.45
 

4.405 - 3.889 13.27Permanent Non-Management Staff
 - Other 5.538

Total 3.668 50.98
 

5.538 
 3.6C8 
 50.98
Temporary Staff.
 
- Other 

.204
Total .131 55.73
 

.204 
 .131 55.73
 
Total 


10.147 
 7.688 31.98
 
FURTHER ANALYSIS OF PERMANENT NON-MANAGEMENT
 - Unionised Staff Wage Bill 
 5.538  3.668
Total 50.98
 

5.53- 3.668 50.98 
SPBCIFIC IIWhMTICN - BAIOKS & DFI. 
FECIRAL BAWI F( COXOPIAIVES 

1.M~ AlYVANlS APPRDVED DXRI 111 YEAR 

PRIVATE 
 PUBLICSBMSECIM lumA 
1988 1987 1988 
 1987 1988 
 1087
 

WWiutaC1turing_

-Coeent  - -

-Sugar  - -

-Fertilizer  - -

-Energy  - -

-Textile . .
 ....
 
-Engineering 
 . .
 ... 
 .
 
-Others . .
 .... 
 _
 

Agricul tureForestry

IlLmting and Fishing 134.580 75.000 
 134.580 75.000

Mining & Quarrying 
 - - - - -Electricity, Gas 
 - - -

a Water - -.
 .
 
Cunnerce - -_ 

Services 
 - -. .
 
Construction 
 - . ... .
 
Others
 

S--L-
 -T" .o
 

RATIOS 

FhC
 

Year Eneled 30 June
 
19b__ 1987
 

Net Profit After Tax/Net Shaieholder's Equity 
 4.76 %
Total Income/Net Shareholder's Equity .69 %
 
13.55 % 
 9.12 %
Net Profit Before Tax/Net Shreholder's Equity 
 4.76 % 
 .69 %
Salaries and Benefits/Total O -rating Expenses 
 29.29 %
Operating Profit/Total Income 27.70 %
 

Net Shareholder's Equity/Total Assets 
35.24 % 19.09 %
 

Bnrrowing Ratio 12.06 % 15.12 %
 
712.39 % - 543.87 1
Liqiid Assets/Total Deposit Liabilities 
 26.4185 
 : 1 4.2723 
 1 



BALANCE SHEET
 

(Rs. million)
 

ASSETS 

Cash and Bank Balances 

Money at Call and Short Notice 

Investments 
- at Cost
 
Shares of Companies 

Debentures and Bonds 


Other
Fixed AssetsAssets 


Net Assets in Bangladesh 

Net Assets of Mutual Fund 

Net Assets of State Enterprise
Mutual Fund 


EQUITY AND LIABILITIF';
 

Equity

Paid Up Share Capital

Accumulated Profit/(Loss)

Revenue Reserves 


Deposit and Other Accounts 


Other Deposits 


Borrowings 

Local

Participation Term Certificates
Musharika Arrangements 


Other Liabilities 


Year 
1988 


235.012 

1,067.885 


40.324 


.009 

480.333
476.016
3.762 


99.080 

205.457 


316.383 


2,883.928 


100.000 

109.683 

42.798 


-7
 

202.294 


20.94 

858.090 


824.193 

1,682.283 


746.870 


2L883.928 


Endvd 30 Tune 
1987 sChange 

233.701 
988.499 03 

473.442 1.45 

.052 
473.494473.494 

3.464 

(82.69) 
1.44 
.53 

8.60 
99.080 
182293 

310.888 1.76 

2,764.913 4.30' 

100.000 . 
93.313 17.54 
40.798 4.90 

193.252 4.67 

193.2 4.67 
795.722 7.83 

808.032 
,07. 774 

1.99 
4.89 

733.776 1.78 

2,764.913 4.30 



PI(IC 

PAKISTAN IUMIT INVES1MM OTMPANY LIMITED 

lISIORY AND CI3JETIVES 

The Government of Pakistan and the Government of Kuwait signed a 
protocol in July 1976 for the establishment of a company to be known ag 
Pakistan Kuwait Investment Company Limited with a views to carrying on 
investment activities in Pakistan in a profit - oriented manner. An 
agremeent in respect of the joint venture was signed in Kuwait on Mairch 8, 
1978, which was followed by the signing of the Memorandum and Articles of 
Association of the proposed CoMauny on December 23, 1978. The document 
was signed by the Secretary, Ministry of Finance, on behalf of thd 
Goverr nent of Pakistan and the Deputy Managing Director, Kuwait Fdreign 
Trading Contracting and Investment Company (KFICIC), as a nominee of the 
Government of Kuwait. The company was incorporated in March 1979 as a 
private limited caTpany. 

lhe main purpose of the coipany is to promote and expand economic 
and investment collaboration between Pakistan and Kuwait. It provides 
financial assistance for industrial enterprises in the private as well as 
public sectors. 

MVwAEMENr STDUtE 

The management and superintendence of the Company vests in a Board 
of Directors consisting of six Directors including the Managing Director,
 
who is the Chief Executive. Three Directors are nominated by each
 
shareholder. The Chairman Is the nominee of KFrCIC while the Managing 
Director is named by the Goverrnent of Pakistan. Each of the two parties 
has the right to appoint, re-appoint, replace or remove any of its 
representatives on the Board of Directors. Besides the Managing 
Directors, Controller of Capital Issues and Executive Director, the State 
Bank of Pakistan, represents the Pakistan side on the BoarO' 

CAPITAL SIlTdIMIE 

The company has an authorised capital of fls.1,000 million. TIX
 
paid-up capital is Rs. 378.100 million.
 



BALANCE SHEET
 

ASSETS
 

Cash and Bank Balances 

Advances/Profit Sharing Arrangements
 

Loans for Project Financing 

Participation Term Certificates 

Other Loans and Advances 


Investments - at Cost
 
Securities/Treasury Bills of
 
Federal/Provincial Governments 


Shares of Companies 

Debentures and Bonds 

Other.Investments 


Other Assets 

Fixed Assets 


EQUITY AND LIABILITIES
 

Equity
 
Paid Up Share Capital 

Accumulated Profit/(Loss) 

Revenue Reserves 


Other Liabilities 


Contingencies and Commitments 


(ps. million) 
Year Unded *1 Dp(tmI.rl 

19861987 

39.985 42.615 


24.402 23.850 

6.742 7.186 


145.123 150.219 

181.255
176.267 


5.000 5.000 

212.059 213.862 


5.000 5.344 

71.907 26.700 

293.966 250.906 

27.053 2).783 

29.895 29.194 


567.166 526.753 


378.100 	 343.750 

.492 1.164 


149.447 173.854 

528.039 518.760 


39.127 7.985 


567.166 526.753 


58.897 71.436 


(t.1i)
 

2.31
 
(6.1i
 
!3.3I)
 
(2.751
 

-
(.84)
 

(6.431
 
169.31
 
17.16
 
18.74
 
2.40
 

7.67
 

9.99
 
(57.73)
 
(14.03)
 
1.78
 

390.00
 

7.67
 

(17.f.
 

http:Dp(tmI.rl


INCOME STATEMENT 

(Rs. million) 
Year Ended 31 December 

1987 1986 %Change 
Operating Income 

Interest on Loans, Discounts and Return 
on Non-Interest Bearing Accounts 52.747 50.673 4.09 
Commission, Exchange, Fnes and 
Brokerage .389 4.148 (90.62) 

Gain on Sale of Investments 3.459 5.000 (30.82) 
Interest on Bank Deposits 7.761 5.688 36.44 

64.356 65.509 (1.76) 
Operating Expenses 

Interest on Borrowings & Return 
on Non-Interest Bearing Accounts .425 .991 (57.111 
Salaries, Allowances and Benefits 2.599 2.124 22.36 
Other Expenses 14.680 8.075 81.79 
Depreciation .298 .226 31.85 

18.002 11.416 57.69 
Other Income .136 .068 100.00 
Net Profit/(Ioss) before Taxation 46.490 54.161 (14.161 

Net Profit/(Loss) after Taxation 46.490 54.161 (14.16) 
Accumulated Profit/(Loss) B/F 1.164 1.094 6.39 

Profit Available for Appropriation 47.654 55.255 (]3.75) 
Appropriation 
Dividends Paid and Proposed 37.010 - -

Proposr-d Bonus Shares - 34.375 (100.00) 
Transfer To(From) General Reserve - 5.000 (100.00) 
Transfer to Other Reserves 9.352 14.716 (36.45) 

47.162 54.09T (12.80) 

Accumulated Profit/(Loss) .492 1.164 (57.71, 



- -

---- 

-----------

MANAr.FWMFNT INFORMAT.ON 

(R-, mill ion) 
Year Ended 31 [lecoimber 

12.7 
LCtIS,. nriF'ANCES AN.' 'Rr-'FT', rI,4R]'Na ARRANGEMENTS 

APpV'ova t (dui-i nt thr v,r)
 

Tcrm L.oans
"E-lU ity Inw-v-stments 


Totla L 


!Jt-'
bur'ements tdurinq thi v'.ar) 
- Trmn Loans 

F' t olII d (year end)
Torm Loans 
l u i-y I nve.stmell.nts 


To t) i 


.'.qioulat Breahdown of to-tat advances 
- F'u 11i.t 
-" SI old 


r.a Luth i s tan 

To " I 

Rovi unal. V"eahdowri of total advances 
-" Plai jab 

- SIlid 

- Batuchisian 

Tota L- - - - - -

NUM1DER OF EMPLOYEES (AT YEAR END)
 
Md nage;m.nt
 
- Executive 

- Non-Executive 

Total 

Pordneviln Non-Management Staff
 
- Other 
Tota LI---


-Total 


FURTHER ANALYSIS OF PERMANENT NON-MANAGEMENT 
- No. of Non-Unionised Staff 
Tota L 

1.TERM ADVANCES APPROVED DURING TIE YEAR
 
PRIVATE SECTOR 
 PUBLIC SECTOR 

1988 


Manufacturing
 

-Cement 0.851 


-Energy 

-Textile 16.743 


-Others 12.402 


Construction 
0.835 


Services 


100705 
.......
....
17.1013{ 

...... 2 


1,257 


295,826 

. .. 236.IL511B 

.....
52J344Q 


approved during 
15,836 

6.283 


..... . .;3 


. 22±252 

126b
 

30,831 (65.2B)
...... 9
...... L,'90 5 

....3 ±U.Q (8,78) 

50.280 (97.o84) 

266.000 2.'72~.Q 1...
2.133
 

..
 2.77
 

year 
20,145 (21,39)
 
10.939 (42.56)
 

... ..1 ,l (92.11)
 

. .2±UQ (32.10)
 

disDajrsed durilig year 
2,931 57,595 (94.91)

6,2E13 
 2s939 113.78 
A 13 (92.11)

-2.37- .....62.L220
 

4 4
 
.11 10 
 10.00
 

- --------- 1 7,14
 

2 --------- 20 2000
 
....20 20,00
 

14.71
 

2-4 ----------- 20 20.00 
- -- 20 20,00 

TOTAL
 
1907 1988 1987 1988 1987 

0.133 0.851 0.133 
4.283 - 4.283 
12.905 16.743 12.905 
2.931 12.402 2.931 

- 0.835 -
2.000 - 2.000 

TOTAL 30.831 22.252 
 30.831 22.252
 

http:INFORMAT.ON


RATIOS
 

Year Ended 31 December 
Net Profit 1986After Ta:,/N.t Shareholderis 

1987 

EquityTotal Income/Net Shareholder',s Equity 
 8.80 % 
 10.44 %
Net Profit Before Tax/Net Shareholder's Equity 12.21 
%
Salaries and Benefits/Total 12.64 %
 
Dividend Rnte 

Operating Expenses 8.80 % 10.44 %14.43 %
Operating Profit/Total 18.60 %
Income 1.00 %
Net Shareholder's Uquity/Total Assets 
 1.87 
 82.

7187 % 
 82.48 %
93.10 % 98.48 % 



PLHC
 

PAK-LIBYA IflLDING CUIMPANY LIMITED 

HISIORY AND C[3JECrIVES 

The establislnent of Pak-Libya Holding Company Limited (PLIIC) as a
Joint Stock Company on October 14, 1978 with its registered office at
 
Varachi was the outcome of a mutual agreement signed on February 8, 1976
between the Governments of Pakistan and Libya. 'he Company cormxnced
 
business operations in October 1980.
 

To achieve its prime objective of facilitating industrial investment
 
in Pakistan, PLIIC providcs a comprehensive package of various modes of

financing. Its operational sphere includes provision of local and foreign

financing, equity participation, underwrting of public issucs and bridge

finance facilities, short-term investment, co-sponsoring of joint

ventures, and also participation in financial packages in consortium with
 
other financial institutions and financing projects by way of Islamic,

mdes of financing particularly on the basis of Participation Term
 
Certificates (PTCs) both for local and foreign currency financing. 
To
 
further broaden PUIC's sphere of investment activities other Islamic modes
 
of financing are also being explored such as 
lease financing, modaraba,

nusharika, mark-up, etc. 
 In order to encourage greater utilization of
 
indigenous machinery the company also extends financing facilities to

prospective entrepreneures for locally fabricated machinery under State
 
Bank of Pakistan's Refinancing Scheme.
 

MqWIAlVU~~r SMUUM 

The executive authority for thp - .,duct of the Company's business
 
vests in its Board of Directors on which three Directors each have been

nominated by the two Goverrments including its Chairman, the Managing

Director and Deputy Managirng Director. 

CAPTIAL STRU.ICIE
 

The paid-up share capital of PLIE in 1987 was Rs.1000 million.
 



BALANCE SHEET
 

(Rs. million)

Year Ended 31 December
 

ASSETS 


Cash and Bank Balances 

Money at Call and Short Notice 

Advances/Profit Sharing Arrangements
Loans for Project Financing

Participation Texrm Certificates 

Other Loans and Advance.s 


Invest~ents - at Cost 

Securities/Treasury Bills of
Federal/Provincial Governments 

Shares of Companies 

Debentures and Bonds 

Other Investments 


Other Assets 

Fixed Assets 


EQUITY AND IIABILITIES
 

Equity
 
Paid Up Share Capital

Accumulated Profit/(Loss)

Capital Reserves 

Revenue Reserves 


Borrowings

Local 


Other Liabilities 


1987 


10.436 

27.307 


483.424 

507.410 


.334 


991.168 


80.000 

180.152 

110.792 

31.011" 


401.95 

171.858 

29.430 


1,632.154 


1,000.000 

1.059 


144.000 

210.165 


1,355.224 


159.181 


159.181 


117.749 


1,632.154 


1986 %Change
 

14.539 (28.22)
 
87.307 (60.72)
 

589.980 (18.06)
 
222.987 
 127.55
 

.633 (47.23)
 

813.600 21.82
 

32.500 146.15
 
147.407 
 22.21
 
135.222 (18.06)
 
42.462 (26.96)
 

357.591 
 12.40

146.804 
 17.06
 
28.035 
 4.97
 

1,447.876 
 12.72
 

1,000.000
 
4.181 (74.67)
 

102.000 
 41.17
 
183.011 
 14.83
 

1,289.192 
 5.12
 

47.422 
 235.66
 
47.422 235.66
 

111.262 
 5.8i
 

1,447.876 
 12.72
 



INCOME STATEMENT
 

(Rs. million)
 
Year Ended 31 Decembr
 

Income

Operating 


Interest on Loans; Discounts and Return
 
on Non-Interest Bearing Accounts 


Commission, Exchange, Fees and
 
Brokerage 


Gain on Sale of Investments 

Interest on Bank Deposits 

Interest on Government Securities 

Service and Commitment Charges 

Others 


Operating Expenses
 
Interest on Borrowings & Return
 
on Non-Interest Bearing Accounts 


Salaries, Allowances and Benefits 

Other Expenses 

Depreciation 


Operating Profit/(Loss) 

Net Profit/(Loss) before Taxation 


Net Profit/(Loss) after Taxation 

Accumulated Profit/(Loss) B/F 


Profit Available for Appropriation 

Appropriation
 

Dividends Paid and Proposed 

Transfer To(From) General Reserve 

Transfer to Other Reserves 


Accumulated Profit/(Loss) 


1987 


140.694 


2.300 

4.555 

6.503 


20.964 

9.226 

7.391 


191.633 


2.908 

4.546 

2.729 

.417 


10.600 


181.033 

181.033 


181.033 

4.181 


185.214 


115.000 

27.155 

42.000 


184.155 


1.059 


1986 %Chaing:
 

113.544 23.91
 

2.273 1.38
 
4.418 3.10
 

25.737 (74.7 ,
 
9.081 130.85
 

10.471 (11.88)
 
11.921 (38.00)
 

177.445 7.99
 

1.866 55.84
 
3.921 15.93"
 
2.996 	 (8.91)
 
.396 5.30
 

9.179 15.48
 

168.266 7.58
 
168.266 7.58
 

168.266 7.58
 
13.155 (68.21)
 

181.421 2.09
 

110.000 4.54
 
25.240 7.58
 
42.000 

177.240 3.90
 

4.181 (74.67)
 



'MANAGEMENT INFORIATION
 
(Rs. million)
 

Year Ended 31 December
 
1987


LOANS, ADVANCES AND PR(FIT SHARING ARRANGEMENTS
 

Approvals (during the year)
 
- Term Loans 

- Other Loans & Bebentures 
- Equity Investments 
Total 

Disbursements (during the year)

- Term Loans 

- Other Loans 

- Equity Investments 

Total 


Portfolio (year end)

- Term Loans 

- Other Loans 

- Equity investments 

Total 


148.339 

52.750 

44.500 


245.589 


210.471 

60.050 

33.000 

304.321. 


480.911 

507.410 

180.152 


1,168.473 


1986 %Change
 

341.256 (56.53)
 
112.000 (52.90)

39.300 13.23
 

492.556 (50.14)
 

179.700 
 17.12
 
29.440 103.97
 
12.100 179.34
 

221.240 
 37.55
 

587.469 (18.14)
 
222.987 
 127.55
 
147.407 22.21
 
957.863 21.99
 

Regional Breakdown of total advan:es approved during year
- Punjab 
 95.914 186.905 (48.68)
- Sind 
 148.675 234.676 (36.65)
- N.W.F.P. 
 1.000 70.975 (98.59)
Total 
 245.589 
 492.556 (50.14)
 

Regional Breakdown of total advances disbursed during year
- Punjab 

- Sind 

- N.W.F.P. 

- Baluchistan 

Tot;l 


NUMBER OF EMPLOYEES 

Management

-Executive 

- Non-Executive 

Total 


(AT YEAR END)
 

Permanent Non-Management Staff
 
- Other 

Total 


Temporary Staff
 
- Other 

Total 


Total 


FURTHER ANALYSIS OF PERMANENT NON-MANAGEMENT
 
- No. of Non-Unionised Staff 

Total. 


WAGES BILL
 
Management
 
- Executive 

- Non-Executive 

Total 


152.582 

137.366 


4.373 

10.000 


304.321 


4 

3 

7 


46 

46 


1 

1 


54 


46 

46 


.616 


.339 


.955 


165.015 (7.53)
 
24.175 
 468.22
 
1.950 124.26
 

30.100 (66.70)
 
221.240 37.55
 

4 
2 50.00
 
6 16.67
 

43 6.98
 
43 6.98
 

6 (83.33)
 
6 (83.33)
 

55 (1.82)
 

43 6.98
 
43 6.98
 

.529 16.45
 

.391 (12.30)
 

.920 3.80
 



MANAGEMENT INFORMATION
 

Permanent Non-Management Staff
 
- Other 


Total 

Temporary Staff
 
- Other 


Total 


Total 


FURTIIER ANALYSIS OF PERMANENT NON-MANAGEMENT
 2.001
- Non-Unionised Staff Wage Bill 


Total 

1.TUi AIDYVAIES 

-'ufacturing
 
-Cement-

-Sugar 

-Fertilizer 

-Energy 
-Textile 


(Rs. million)
 
Year Ended 31 December
 

1987 


2.001 

2.001 


.008 


.008 


2.964 


-
-Engineering. - 15.009 
- 80.939 241.385
-Others 80.939 241.385 

Agriculture,Forestry
 
hunting and
 ------Fishing 


---
-

Mining & Quarrying 
-----Construction 


- 147.650 5.000

Others 147.650 5.000 -

NIL NIL 245.589 492.556'1U'AL 24-5.589 492.556 

RATIOS
 

Net Profit After Tax/Net Shareholder's Equity 


Total Income/Net Shareholder's Equity 


Net Profit Before Tax/Net Shareholder's Equity 


Salaries and Benefits/Total Operating Expqnses 


Dividend Rate 

Operating Profit/Total Income 

Net Shareholder's Equi.ty/Total Assets 

Borrowing Ratio 


2.001 


APIlUVID IXI11HU, E YEAll 

PRIVAThSEItXI PIC SFCLtIE f1YL
 

1987 1988 1987 
 1988 1987 1988
 

-----
- - 124.275- 124.275 

--


-


--
--

- 17.000 106.896
17.000 106.896 
- 15.000
 

1986 %Change
 

1.516 31.99
 

1.516 31.99
 

.067 (80.06)
 

.067 (08.06)
 

2.503 18.42
 

1.516 31.99
 
1.516 31.9s
 

Year Ended 31 December
 
1987 1986
 

13.35 % 13.05 %
 
14.14 % 13.76 %
 
13.35 % 13.05 %
 
42.88 % 42.71 %
 
11.50 % 11.00 %
 
94.46 % 94.82 %
 
.83.03 % 89.04 %
 
11.74 % 3.67 % 



SAPICO
 
SAUDI-PAK INDUSMIAL AND AGRICUrIJURAL INVES'IVIENT (XYPANY 

ISTOIRY AND OaJECrIVES 

Saudi-Pak Industrial and Agricultural Investment Qxcrany (SAPIC)has been established to meet the'financing requirements of industrial and
agricultural sectors, proiioto and accelerate industrial development and
establish agro-based industries. 
 It is a joint venture betieen the
Kingdan of Saudi Arabia and the Governent of PWi:istan, and wasincorporated as a private limited conpany under the Cxrpany Law on
December 23, 1981. 

Ihe objectives of the conpany are investment in the industrial and
agro-based industrial fi3lds in the-Islamic Republic of Pakistan on
comnerciai basis through the carrying out of industrial and agro-based
industrial projects and marketing of their products in Pakistan and
 
abroad.
 

MANAC~yr KRIUM 

The overall control and supervision of SAPIOD vests in its Board of
Directors caiprising three Pakistanis and three Saudi Directors. 
The
Pakistani Directors are nominated by the Federal Government of Pakistan.
The Federal Finance Ministry is responsible for the affairs of the
caipany. 
The Chief Iaecutive officer is also appointed by the Federal
 
Governient. 

CAPTI AL USfl1U)C=n 

The share capital of the cxpany as authorised by the Goverrnent is
Its.1,O00 million, of which Rs.800 million has been paid against the first

and second calls by the respective goverinnents.
 



BALANCE SHEET
 

(Rs. million)
 
Year Ended 31 December
 

ASSETS
 

Cash and Bank Balances 

Money at Call and Short Notice 

Advances/Profi Sharing Arrangements


Loans for Project Financing 


Investments - at Cost
 
Securities/Treasury Bills of
 
Federal/Provincial Governments 


Shares of Companies 

Other Investments 


Other Assets 

Fixed Assets 


EQUITY AND LIABILITIES
 

Equity
 
Paid Up Share Capital 

Accumulated Profit/(Loss) 

Revenue Reserves 


Other Liabilities 


Contingencies and Commitments 


1987 


31.681 

519.431 


312.915 

312.915 


159.364 

81.800 

84.000 


325.164 

54.321 

16.916 


1,260.428 


800.000 

.289 


449.625 

1,249.914 


10.514 


1,260.428 


397.842 


1996 %Change
 

24.-084 31.54
 
534.935 (2.89)
 

222.994 40.32
 
222.994 40.32
 

163.011 (2.23)
 
69.700 17.36
 
86.500 (2.89)
 

319.211. 1.86
 
41.732 30.16
 
6.103 177.17
 

1,149.059 9.69
 

800.000
 
.946 (69.45)
 

343.625 30.84
 
1,144.571 9.20
 

4.488 134.26

J 

1,149.059 9.69
 

382.747 3.94
 

Oi
 



INCOME STATEMENT
 

(Rs. million)
 

Operating Income
 

Interest on Loans, Discounts and Return
 
on Non-Interest Bearing Accounts 

Interest on Bank Deposits 

Interest on Government Securities 

Service and Commitment Charges

Others 


Operating Expenses
 
Salaries, Allowances and Benefits 

Other Expenses 

Depreciation 


Operating Profit/(Loss) 

Net Profit/(Loss) before Taxation 


Net Profit/(Loss) after Taxation 

Accumulated Profit/(Loss) B/F 


Profit Available for Appropriation 

Appropriation
 
Transfer To(From) General Reserve 

Transfer to Other Reserves 


Accumulated Profit/(Loss) 


Year Ended 

1987 


49.024 

41.388 

16.250 

4.560 

7.806 


119.028 


3.739 

9.148 

.798 


13.685' 


105.343 

105.343 


105.343 

.946 


106.289 


-

106.000 

106.000 

.289 


31 December
 
1986 


26.050 

41.648 

13.298 

1.567 


36.706 


119.269 


2.735 

9.041 

.492 


12.268 


107.001 

107.001 


107.001 

3.945 


110.946 


74.000 

36.000 


110.000 


.946 


%Change
 

88.19
 
(.621)
 

22.19
 
191.00
 
(78.73)
 

(.20)
 

36.70
 
1.18
 

62.19
 
11.55
 

(1.54)
 
(1.54)
 

(1.54)
 
(76.02)
 

(4.19)
 

(100.00)
 
194.44
 
(3.63)
 

(69.45)
 

IP
 



MANAGEMENT INFORMATION
 
(Rs. million).
 

Year Ended 31 December
 
1987 1986 %Change
 

LOANS, ADVANCES AND PROFIT SHARING ARRANGEMENTS
 

Approvals (during the year)
 
- Term Loans 194.087 121.366 59.92 
- Equity Investments 66.213 53.000 24.93 
Total 260.300 174.366 .49.28 

Disbursements (during the year) 
- Term Loans 101.P89 152.135 (32.96) 
- Equity Investments 17.932 22.587 (20.61) 
Total 119.921 174.722 (31.36) 

Portfolio (year end) 
- Term Loans 312.914 222.994 40.32 
- Equity Investments 101.340 78.408 29.25 
Total 414.254 301.402 37.44 

Regional Breakdown of total advances approved during year 
- Punjab 233.656 126.438 84.80 
- Sind 12.505 35.796 (65.07) 
- N.W.F.P. 12.954 4.500 187.87 
- Baluchistan 1.185 7.632 (84.47) 
Total 260.300 174.366 49.28 

Regional Breakdown of total advances disbursed during year 
- Punjab 90.221 150.090 (39.89) 
- Sind 20.796 23.000 (9.58) 
- Baluchistan 8.904 .982 806.72 
- Azad Kashmir and Northern Areas - .650 (100.00) 
Total 119.921 174.722 (31.36) 

NUMBER OF EMPLOYEES (AT YEAR END) 
Management 
- Executive 5 4 25.00 
- Non-Executive 10 10 -
Total 15 14 7.14 
Permanent Ncn-Management Staff 
- Production 19 14 35.71 
Total 19 14 35.71 

Total 34 28 21.43 

FURTHER ANALYSIS OF PERAANENT NON-MANAGEMENT 
* - No. of Non-Unioni3ed Staff 19 14 35.71 
Total 19 14 35.71 

WAGES BILL 
Management 
- Executive 432.671 448.036 (3.43) 
- Non-Executive 1,004.264 650.921 54.28 
Total 1,436.985 1,098.959 30.76 
Permanent Non-Management Staff 
- Production 485.334 474.822 - 2.21 
Total 485.334 474.822 2.21 

Total 1,922.269 1,573.181 22.14 

FURTHER ANALYSIS OF PERMANENT NON-MANAGEMENT 
- Non-Unionised Staff Wage Bill 485.334 474.822 2.21 
Total 485.334 474.822 2.21 
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1.7T1 ADVM! APPUM ixrN MIE YEAR 

T111VAXr SUiAR FIWLIC SECetl 'IUIAL 
&WufaCtirng 1988 1987 

-Cement - -
-pugas - _
-Fertilizer - -
-Energy - _ 
-Textile 1.300 -
-Engineering 182.387 152.276 
-Others 5.000 22.090 

1988 

NIL 

1987 

NIL 

1988 1987 

- -

1.300 -
182.387 152.276 

5.000 22.090 

Agricul ture,Forestry 
Hunting and 
Fishing - _

Mining & Quarrying - -
Coriat ruet Ion - _ 
Services 7.000 -
Others 64.613 -
WIUIL 260.300 154.366 NIL NIL-

_ _ 

7.000 -
64.613 -

260.300 -174.366 

RATIOS
 

Year Ended 31 December
 
1987 
 1986
 

b Profit After Tax/Net Shareholder's Equity 
 0.42 %
tal Income/Net Shareholder's Equity 9.3.1 V
 
9.52 % 
 10.42 %
t Profit Before Tax/Net Shareholder's Equity 
 8.42 %
Laries and Benefits/Total Operatin~g Expenses 9.34 7I
 

27.3.
!rating Profit/Total Income 7 22.11 Y. 
t Shareholder's Equity/Total As;ots 

80.50 ,fl%.';i 
9 . If. .,. 'I , 
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10.01 Over time, there has been a considerable overlap betweenr functions of separate
DFIs as their mandates were expanded to permit similar activities. Their various functions 
and the overlap has been summarized in Table 1. Many reasons have been cited for the 
overlap of functions, some of which are: 

I. 	 There is a scarcity of credit in Pakistan for financing industrial ventures. There will 
always be a large number of prospective clients chasing the few sources. 
Therefore financing industrial ventures will always be an attractive prospect. 

ii. 	 DFIs In Pakistan have taken little initiative in building infrastructure in the financial 
sector. Had they engaged in activities never done before their profitabilty was 
likely to have been adversely affected. Project financing is something tested and 
tried and allows them to remain inside their comfort zone'. 

iii. 	 Client demands have been responsible, to a large extent, for the institution offering 
a particular set of similar products/services. For instance if an existing large PICIC 
client wanted working capital financing for a new project, PICIC did not want to
lose them to another institution. Nor did the clients want to go to another 
Institution, having developed a track record and credit history with PICIC. So 
mandates and charters were adjusted to accomodate such client requests. 

10.02 Most DFIs are not only performing similar functions but have also been sanctioning project
financing loans largely concentrated in a particular area. The location of the head offices of 
virtually all of DFIs in Karachi has been cited as one of the main reasons for this state of 
affairs. Many of them have regional offices, but no sanctioning authority at that level. The 
IDBP was the only institution which reviewed loans and .,anctioned them at the regional
level. 

10.03 	 The loan sanction-disbursement process cycle is full of unneces.F~ary delays. In general the 
sanction process at any DFI usually involves the following steps; 

Project Review
 
Legal documentation
 
Market survey/Feasability
 
Board approvals
 
Disbursement
 
Project Supervision 

10.04 	 Over time DFIs have become a prey to bureaucratic delays. According to an estimate it 
takes almost two years for a project application to be processed and for the funds to be 
disbursed. During this period the applicant may be required, in extreme cases, to 
undertake 80-120 visits to the DFI headquarters. The legal documentation is usually
lengthv and delays between loan approval and disbursements are long. The slow release 
of funds sometimes leads to abandonment of implementation schedule and project
suspension till such time that funds become available. Delays sometimes necessitate re
appraisal and re-scheduling. As a result projects either go ahead with reduced scope on 
available finances or, anticipating delays, the sponsors look for alternative financing.
Moreover, there is hardly any i.ionitoring or supervision by DFI staff beyond disbursement. 

10.05 	 The appraisal process gives too little importance to the choice of technology or the impact
of the choice of technology. While evaluating financial viability and macro economic 
development effects it is also important to consider the appropriateness of technology to 
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the country's capabilities and problems. 

10.06 	 There is a trend In DFIs to sanction bigger projects, thus eliminating those that are small 
but may seem complicated due to design. These are usually innovative from a social or 
technological viewpoint and may be new or very labor intensive. Such projects may 
deviate slightly from the Institution's quantitative guidelines. 

10.07 	 There are some dedicated lines available to DFIs to finance the purchase of locally 
manufactured machinery. However since the collateral quality is a major consideration 
and Institutions are risk averse they like to finance foreign manufactured machinery.
Machinery manufactured by reputable suppliers Is bound to have a better re sale and 
subsequent salvage value. Thus by playing it safe DFIs are not contributing to the 
country's inJigenous technological capability. 

10.08 	 Management of DFIs is done through executive boards which consist of federal and 
provincial nominees. There is a very high turnover at the board level which Is responsible 
for lack of continl!ity of policy. The management of these institutions, like most others In 
Pakistan is 'personality dependant'. The profitable operations of NDFC and BEL has 
repeatedly been attributed to the genius of its ex-chairmen's management style, and the 
length of stay In office Top management has a lot of power as regards who gets the loan. 
Th .str,,ngth of one person has often swayed the entire board in one direction or another. 
The decisions of the chief executive are rarely challenged by senior managers. If they wish 
to indulge In speculative ventures, it will be obvious only after the event. Senior 
management at DFIs has been known to rush towards undertakings that may not have 
been viable but were undertaken due to personal motives. 

10.09 	 Initially all DFI sanctions used to go through a central agency which provided an objective 
assessment . The projects under consideration were evaluated on economic and 
technical grounds before the actual disbursement. In order to liberalize the process and 
remove unnecessary delays this agency was done away with. There were two outcomes 
of this action. Some decision makers became extremely conservative while others were 
swept up with all the power. 

10.10 	 In the absence of clear cut objectives the cautious managers became overly conservative. 
They are still hesitant to make any decision, even if they know it to be iight, for fear of 
retributon. Moreover politicaly Inspired decisions have also become falrly common. 'he 
aggressive managers took bold measures some of which proved to be very successful. 
NDFC is a case in point. It was set up to provide financing exclusively to SOF so that there 
was no need to compete for resources of other institulons and NCBs. This changed in the 
late 1970s when new departments were subsequently added with innovative objectives in 
view and private sector ventures of all sizes and descriptions were undertaken. Many 
competent people were atttracted to this public sector DFI with a private sector profile. Its 
profitability performance has been well above other DFIs. However skepticism on whether 
such performance is sustainable abounds. The institution showed some slack when there 
was a change In management and lately shadows of doubt have been repeatedly cast 
over the performance of the innovative departments. To qoute an official of the Finance 
Ministry, the departments "have smart names and are filled with smart people in smart 
clothes who can converse in good english but are not able to produce a worthwhile 
analyls of industrial policy, when asked." 

10.11 	 Management at DFIs is expected to perform like entrepreneurs yet they are not looked 
upon with favor Incase of mistakes. Everyone welcomes a success story but are reluctant 
to appreciate that in order to achi,,ve the desired objectives even the most successful 
entrepreneurs'win some and lose some'. If management is provided with targets to be 
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met there must be guidelines for the minimum acceptance of non performing 
undertakings. If not, narrowly defined financial viability will always remain the foremost 
consideration which may not necessarily be the most desirable. 

10.12 	 There Isa general lack of appropriate expertise in DFIs due to more desirable terms being 
offered by private banks and private enterprise. Exodus of bright qualified people to better 
prospects overseas Is also taking place. This extreme shortage is further accentuated by
the 'thinning out effect' due to expansion in the operations and rapid promotions. 

10.13 	 There is no specialized cadre for commercial or development bankers. Similarly there are 
no special skill requirements for new employees. There is a lack of structured training 
programs for entrant. This results in fresh inductees going straight to the decision making 
position and then undergoing 'on-the-job-training'. 

10.14 	 Hiring and firing decisions are also motivated by political considerations. As was 
mentioned by an official in the concerned ministry, 28 people from a particular region were 
hired as clerical staff during the previous elected government. These people were 
promoted to the official cadre due to pressure by the present government. There appears 
to be no justification for this, as these staff members were only matriculates whereas there 
were many graduates and experienced people who were superceded. In Pakistan today
the problem of positive discriminatin in favor of various ethnic, geographical groups and 
women is a glaring reality. But such measures are diffi. An official of the Ministry labelled 
this as 'the cost of democracy.' 

10.15 	 There are no special incentives or performance ba.qed rewards for DFI personnel. There 
are no performance criteria nor any well defined objectives. In general promotions within 
the organization are a factor of the time spent in a position and not any achievements such 
as quick decision making or good credit. All this results in staff following a path of least 
resistance so as to be safe and secure in their jobs. 

10.16 	 Financial planning has been taken out of the hands of the borrower, with all of the assets 
of the business backing one loan and subsequent lenders having second and third charge 
on the same asset (subject to prior lender approval). These institutions used collateral 
guidelines as Ifit were a term loan Instead of project financing. 

10.17 	 In the absence of any credit Information network there is not enough scrutiny at the 
appraisal level. It is difficult for institutions to evaluate the credibility of the individuals, their 
track record and repayment histories with other Institutions. Further it is difficult to get an 
Idea of the individual's total indebtedness or that of his group. 

10.18 	 Borrowers also suffer from a reputation of being unprofessional. DFI personnel cite 
frequent examples of lack of proper paper work and delay in provision of audited financial 
statements as part of the application package. Further, any objections raised by DFI staff 
are looked upon as delays and means of extracting financial favors by sponsors. 

Regulatory agencies have not played a very positive role In streamlining the working of the DFIs 
either. The NIT and ICP have repeatedly been denied membership of the stock 
exchanges, on grounds that they are direct competitors. The government and the relevant 
ministry have been discouraged from Interference In this regard by International agencies. 
On the other hand Ifthe government continues using the current pricing formula for public 
offerings and continues to stipulate what is to be offered to them they will never be viewed 
as playing a positive role in market making. 

10.20 	 Since their inception subsidized credit lines have been made available on easy terms to 
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DFIs. This 'spoon feeding' has led to iack of creation of innovative means of resource 
mobilization. These Instituion have r(.,lied on credit ceilings and have always sought.
expansion of ceiings. It is only recently that this request has been denied and they have 
been asked to mobilize their own resources. As can be seen in Annexure 6 there are 
advertisements of PICIC and IDBP in the various national dailies introducing new schemes. 
At this stage one cannot help but wish them luck as their track record has not been very
good and it is ironical to see these advertisements appearing almost at the same time as 
repayment notices.(please refer to annexure 7). 

10.21 The loan loss experiences and low recovery ratios have become an essential characteristic 
of DFI performance. These can be attributed to a number of factors; 

1. 	 Foreign currency denominated loans have been classified due to non payment
because of the fast depreciating value of the rupee. In the absence of appropriate
"edging mechanisms even the interest payments on loans sanctioned in the early 
1960s are in default. 

2. 	 A number of industrial undertakings have been declared 'sick units'. This adverse 
classification is sometimes desired by the entrepreneurs. These people often 
make a considerable amount of money while setting up the venture and lter wish 
to gain by getting preferential treatment. DFI management has no built in 
mechanism that would check this practice. 

3. 	 The actual intentions of the businessman are not evident to the DFI in the absence 
of post disbursement review or on going appraisal. In cases where the 
entrepreneur had a portfolio of businesses DFIs have been known never to 
question why one or two units should be declared sick when others are doing 
well. 

4. 	 Similarly when the industry is a clear winner due to its inherent supply-demand 
situation or other favorable factors there is little justification for poor performance.
For instance cotton ginning, yarn and cement units have the advantage of 
competing in a seller's market, so there is no apparent reason for the declared 
unprofitable operations. 

5. In Pakistan the legal framework for debt recovery is very weak and full of 
unnecessary delays which may take up to five or ten years. As a result the 
institutions have become very cautious with respect to collateral. 

6. 	 Many borrowers resort to wilfull default in the absence of any sound recovery
mechanism. There is always snme tension between the borrower who wants 
litigation so as to delay the recovery and the lender who invariably opts for a out
of-court settlement. 

7. 	 At the end of the day the only asset worth having as collataeral is land ::. ' 
though it forms a very small part of the assets of any heavy industry. It .. 
somewhat absurd for the rate of growth of Industry to be constral: ed by Its LJI1,(y 
to provide land as collateral. 

RECOMMENDATIONS FOR IMPROVING DFI PERFORMANCE 

10.22 	 DFI performance has to be seen alongwith the Infrastructural and other Inherent 
weaknesses of the financial sector. DFIs may be performing similar functions but there is 
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hardly any competition among them. Applicants have also felt free to approach more than 
one Institution. The government must encourage competition within the DFIs. For this it 
may chose certain target performance measures such as rate of return on assets or rate of 
recovery. In fair competition it is necessary to reward peformance just as it is necessary 
tc penalize poor ret.ults. However there must also be a miniimum acceptable level of 
adve.se performance. 

10.23 	 All DFIs must be encouraged to mobilize their own resources and not depend on 
subsidized credit facilities of the SBP or internaticnal agencies. If their mandate does not 
allow resource mobilization, it should be amended accordingly. At this stage sorne DFIs 
may not be Ina position to do so, owing to the adverse quality of their loan portfolios. 

10.24 	 Concentration of DFI headquarters in one region has resulted in large projects becoming
the prerogative of Karachi busincssmen. To have an equitable disbursement of funds DFI 
headquarters must be moved up country. Initially the headquarters of two institutions 
should be moved to Lahore and one each to Islamabad, Peshawar and Quetta. This 
should be coupled with opening of regional offices (as recently announced by ADBP). 
This step might also lead to a natural division of sectoral lending, for instance DFIs based 
in Punjab may end up financing more agro based industry and/or cotton textiles. Similarly 
there might be a natural division on the basis of rural or urban concentration of the 
projects under consideration. Looking ahead, if the government wants to move towards 
(say) rural industrialization , DFIs can play an important role in developing infrastructural 
facilties for industries in selected rural areas. 

10.25 	 Competition for DFIs is also emerging in the form of private sector Investment Finance 
Banks. These Institutions will undertake project finance activities as well and claim to have 
turn around time of 10 to 15 days. In order to compete DFIs will be forced to atleast work 
within the stated 60 day approval cycle and push towards early disbursements. 

10.26 	 It Is recommended that DFIs should create a technical intelligence unit and hire inhouse 
technical consultants. In this age of rapidly changing technology, such a unit should have 
the ability to evaluate technological choices, its Interaction with other technologies, its 
relationship with social and economic systems and its impact on the economic viability of 
the project. 

10.27 	 DFis must also consider the technological development objectives of the country while 
evaluating projects. Import substitution, deletion policies and utilization of indigenous
capabiities could be a consideration while considering loans. Related certain quantitative 
measures and targets could be made prerequisites for disbursal. For instance, they could 
Include graduated deletion of foreign technology import by (say) 5-10% per year. 

10.28 	 DFI performance has been excessively top management dependant. As is the practice in 
many other areas of Pakistan society, individual personalities have dominated certain 
Institutions. One way of avoiding this would be by giving more power to the Executive 
Boards who should have an equal number of Internal and external members, thus 
Increasing the chances of dissent. Decentralizing to regional or provincial levels will also 
decrease the dependence on Head Office and the decision making on one person.
Regulatory agencies could keep a check on performance by mor,itoring the trend in the 
number of sanctions over time arid doing the needful in case there is an extreme 
movement. 

10.29 	 Terms and conditions of work and salary structure at DFIs need to be reviewed. Ideally 
'hese should be brought In line with private sector terms. Performance criteria and 
objectives should be decided Inconsultation with the employees and performance reviews 
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should be carried out regularly. Moreover performance based rewards and promotion 
must be Introduced, as is the case in private banks. 

10.30 	 New employees should go through intensive training modules along with on-the-job 
training. This should be similar to the training programs being offered by private sector 
financial Institutions. DFIs could also institute the Account Officer system. (see detail in 
commercial banking section). 

10.31 	 DFIs must also have ready or on-line access to the credit Information network for NCBs. 
This will enable them to have up to date Information regarding group accounts and total 
liabilities outstanding of corporate Individuals and groups, and delinquencies ,ifany. 

10.32 	 Disbursing institutions must ensure th3t the recipients of funds are the Initial sponsors of 
the projects. In many cases sanctions have been sold to other non deserving parties or 
original sponsors are no longer associated with the project when it finally takes off. 

10.33 	 Certain preconditions must be imposed on borrowers, such as the provision of audited 
financial statements in a timely fashion. The integrity and sophistication of reporting 
standards dapends on the sophistication of its users. In developed systems it is analysts 
and Institutional stake holders who ensure high quality reporting. Laws regarding timely 
preparation of accounts are in place in Pakistan, as in other countries, but the 
implementation Is too slow or Is non existent. 

10.34 	 In order to play their due role in capital market development in Pakistan, DFIs could make 
ita precondition for borrowers !ohave a public offering. DFIs could provide an all-in-one 
package to clients. This wc-Jd also result in better reporting practices. 

10.35 	 Internationally employed loan clssification criteria must be adopted by DFIs. The 
Importance of post disbursal evaluation and project monitoring must be recognized in this 
regard. Having an account officer sytem in place will aid this process greatly. 

10.36 	 Over the long term it is recommended that the DFIs be restructured finanacially and 
administratively. Some measures regarding administrative restructuring have been 
mentioned earlier. Measures for financial restructuring should include a thorough portfolio 
audit Ineach !nst uilon as a first step. 

10.37 	 Secondly tMe formatio,, 1 a central management service company or smaller companies 
is recommended. These should be along the lines of "work-out groups" in some Western 
countries. The company consists of an Independent group of professionals including 
accountants, financial managers. lawyers, tax advisors which may be hired by the 
Institution(s). This group usually ta. -s over the management of problem companies which 
would be similar to our 'sick units'. It carries out a management audit and puts measures 
Inplace that may aid in turning it around. In case of a situation beyond redemption, it aids 
in the filing of bankruptcy proceedings and the final disposal of assets of all credihors. 
DFIs could have Inhouse work out groups if outside consultants are not available. 

10.38 	 Institutional retructuring along the lincs of commercial banks could also be L: '-'rtaken. 
Here each Institulon would be divided to form two separate ones. One would retain a;;thc
'good loans' and the other all the clasjified or sub standard ones. The purpose of t,, 
latter would be restricted to that of a collection agency - c'-llecting Interest payments and 
pursu!ng loan recovery with the aid of the legal sytem. A .ombined collection agency for 
all the DFIs could als,, be set up. 
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of 1947). tl Federal 

inexercise of th.2 powers onferrcd by sub-:,ection (4) and 
Is,.tICs (Continuance of Control) Act, 1947 (XXIX

Govcrnmmnt is pleased to stipulate that all consents and 
inveStment iinance c6mpanies, for issue of capital. for

ni:kin,, a public offer or i:!kin, any othe.r action under sub-section (2) or'sub
sect ion (3) ol" the said s ct.'io sh:,li ibe subject to the following conditions 

(I) 	Duinitions.-In this notilication, unless there is any thing repugnant
in the sibject or cojItext.---

(a) "'\ct " mezns th Ca pil;l Issues (Continuance o C:onmtrol) Act. 
1947 (Act XXIX of 1947) ; 

(I) 	 " associatCL con panicS " or " associated issuer " or - associated 
client 	" includes companics and associated undertakings as delined 
in sub-section (2) of section 2 of the Ordinance ; 

(c) " bankers acceptancc " recans a draft drawn on a commercial bank 
or invcstinent inuicc company t)y an individual or firm ordering
the drawee bank or investment finance company to pay to the order 
of third person a specilicd sum of money, either oil demanid or at 
some future specified date, and accepted by the drawee 
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(d) 	 Controller " ican~as the Controller of Capital Is.su,-s'appointed 
undcr the Act 

(e) 	" close relative " hicludes spouse and inin or children 
(f) " company " means a company incorporatcd under a law for the 

time being in force ; 

(g) " investment finance company " toe',ins a company registered andgrainted licence under this notification to undertake and carry oi the 
business of" an investment finance cornmpany• 

0h) 	 - liquid net worth " means an investiment Iiinance cormanys book 
value (or net worth) reduced by its fixed assets and direct invCSt
meat of more than 20 per cent in the paid u) capitalI of a clienti
enterpri,,c or a lease or leases it, respect ol'its assets aggregating more
than 20 per cent of the total a :sets of the enterprise 

(i) 	" margin loan " means a loan made by an invest ment (inance com.k 
party to aclient to partly finance investments by the client in market
able securities which shall be held by investment finance conp, v 
as collateral, tei amount invested br tihe Cli.'nt bei! tile " IlMrgiiL""
against (he loan 

0) 	- marketable securities " means freely iegotiable debt ald equily
instruments bearer or, otherwise, such as corporate stocks and shares 
and Modaraba certificates listed on Stock Exchansgcs. Government 
or Government-guaranteed securities, corporate financial paper.
short-term commercial paper, bankers' ac :cptance.. certificatc. 
of deposit and investment, Participation Term Certificates and 
Term Finance Certificates 

(k) 	" Ordinance means the Companies Ordcinance. 1984 (XLVII of 
1984) ; 

(1) " risk assets " means marketable securities and other assets held b\ 
an investment finance company in the ordinary course ofits businesS: 

(m) words and expressions which have been used ill this notification 
but not defined and have been definecd in the Act or tile Ordinance
shall have the same meaning as in the Act or the Ordinance. 

2. Conmniencenew 0'operation.-(I) Ani investment linance company laall 
commence business and its operations as such company only after it has been ru.
gisterCd a111d issued a licence under this notification b\ Cohuh 'troller. 

(2) A company proposing to commence tihe business of investment financc 
company shall make an application to the Controller, in tihe manner notified bv
tle Controller in the official Gazette, with a declaration that it complies \\ith afl
tle terms, conditions and requirements of this notification and shall comply with
all that is required of investment finance companies in the conduct of such business. 

(3) At the time of making the applications under sub-paragraph (2). the up
plicant-company shall have fultilled and complied with the following conditions.na niely : 
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(a) 	 it ,hall be registered as a public limited company under-the.Ordinance 
or any othCr lW 10r the time being in force with objects and functions 
specified in paragraph 4 of" this notification 

(h) 	 it shall have a milnimnum paid-up capital of one hundred million rupees 
and shall bq listed on Stock Exchanges in Pakistan , 

(e) ;ts investment policy shall he clearly and concisely stated in its Memoran
dum and Articles of Association and the prospectus published for public 
onfer of its securities. The prospectus shall, so far as may be, conform 
to and comply with all applicable provisions of the Ordinance and the 
Act • 

(d) 	no person who has been con-,icted of fraud or breach of trust or of Liln 
of'ellCe inol\vin6g morll turpitude shall be its director officer or em
ployec ' LW 

(e) 	no lei-son who has bee1 adjudged as insolvent or has suspended pay
menlt or has conilp,.tnlldCd with his creditors shall be its director, officer 
or employee. 

(4) The Controller .ll. if lie is Satisfied that tLe company has fulfilled the 
conditions specifiCd in (ub-pa'agraphs (2) and (3)and in his opinion the promoters 
thereof are persons of" mcans :in1d ilntergrity, have knowledge of matters which the 
company may have to dcal with as an investment finance company and have engaged 
adequate qualilied strll]. rc.ister tile company as an investment finance compan2. 

3. 	 Icll"Oiio in 1t're, i llirtnicLliOW.-Anl investment cornpunym , 	 finance 
will not transact aln bv,iness ol the basis of interest, except for the time beinu 
that relating to foreign loans and credits. All financial transactions will be in 
accordance with the 1slainic iiiodes ot financing. 

4. atr un pllrchas' (r sal,' i beneficial oiLers.-An investment finance coim
painy shall nol. witlhout the prior alpproval in writing of the Controller, purchase
anything from, or sell anything to. any director, officer, employee or a person who 
either individUallV or in ccucert with close relatives beneficially owns ten per cent 
or more either of tle cquit\' ,,r other securities with voting rights, if"any, issued 
by lie investimen t ina nc c,.tinlpar,,. 

5. 	 Objects ill j 1tn.i..-The objects and functions of investment finance 
Collpanies shalll be as Iollows. iamcly : 

(a) 	 Moele y mnlr/i-k actiiriics • 

(i) 	Issuinag short-tcrjni paper o1" its own or certificate of deposits or 
investments o1" not less than 30 days maturity. 

(ii) 	Trading in commercial paper issued by its clients, Government 
securities. prtomissorl'y notes, bankers' acceptances and other money 
market instruments; acting either as a broker or acting on its own 
accotlul. 

(iii) 	 A.isisting inl the issue of' commercial paper, including introduction 
of companies to the money market, preparation of" documentation. 
distribution and mariket makinu. 

(i\,) 	 Acting as broker or oi its own account in the Call Money Market. 
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(b) Capital market activities 

(v) Trading in listed securities, both equity and non-equity ilnstIrut ents. 
acting either as broker or acting ona its own ICCOunt. 

(vi) 	Providing professional analysis of securities to both institutional 
and individaul investors. 

(vii) 	Issuing of long-term certificates of deposit or invcstmCnt Inl under
writing of stocks and shares. shortand long tcrm Participation
Term Certificates and other neotialc term obligations of corpora
tions and financial institutiotns. act ing singly or jointly as mn11.11ager.
underwirter and distributor ol su .:h issues and takirig IIn active patrt
in all stages of preparation for stich issues either public issues or 
private placement. 

(viii) 	 Floating and managing both opcn-trod and closed-end mutual funds 
and managing portfolios ol stocks atnd shares, pension and provident.
funds, Participation Tform Certilcaxtes and other negotiable and 
debt instruments for boti indi\id LI Mld institutionl: clicnt s. on a 
discretionary as well as nol-discrcoionar, basis.

(ix) 	 Providing margia lonn.. to indi'idul.'I l I i \L.'ti1 ILd 	insti tuLion orS. 
(N) 	 Offering of cash managenmiet accounts to cnrable clients to shift 

at their discretion a1on1 variou, investment alternatives. 

(c) 	Project financihg ctivitiea. 

(' i) 	 Making investments in proicct., hio,.h tiindcrwrii iu- oA' p(h i. 
issue of stocks and shares and sictritics. short-termiand long-termI
Participation Tern ('CrtiiicaIcs IInLITem'Ill Iin:lnce CertilicatCs o 1 
varyingfeatures. 

(xii) 	 Guaranteeing and cotlnter- t LInLecinl lo1ns Mdan 	 obligations. 

(d) 	 Co'poratefiniancial services 

Ifor coipanics
direct bank loans, "s'dicatcd Ioan s. exporl credits, lease,; and pro
ject finances, both dotcsticaillv a.tad itcimatiolallv. 

(xiii) 	 Acting as adviser arJ iioatcial la_,en in obtaitningt 

(.i\) 	 Assisting coLpanli. iII l r l" Clacemen; of debt and Cqt.LIH, t0
mestically and abrt:,Id. 

(x\) Acting as adviser to corlmpalics in corporate or financial restruc
turing as well as in the ircparation of resource mobilisation plans'. 

(x\vi) Acting as adviser io companies in mereCI' S,atCitisitioll andl divesi

tures. 

(xvii) 	 Assisting companies \\itli cash miana-egement systems. 

(xviii) 	 Preparing feasibility, market or industry studies for companies, both 
domnestic and foreign ...... ..------.*.-...... ..... 

txix) Raising equity, such as Ihiml, '.cn 1'1,i 1aiidlpikil. ii.x 
ling compancs, by acting ab a finaticial intermediary. 
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(e) General 

(x\) Carrying on any other investment finance business specifically al
lowei'- by the Controller with the exception of banking business and
ins,,ance business as defined in the Banking Companies Ordinance,
1962 (LVII of 1962), and the Insurance Act, 1938 (IVof 1938), respectively, and in this connection they will neither issue cheque
books nor accept deposits. 

(xxi) Raising funds throh equity, foreign debentures, bth short and
Il*~g_;t'rl, coinmerci p slrdatm j le of short and long
term_ iipa Term Certificates and.Tcri* Fi'nai' -Certificates,lmip&sit and investment ccrtificate, floating.and niangmg of.MQdarabas and through other methods and instruments 

Provided that tile period of term finance certificates and other
instruments shall not be less than 30 clays. 

6. Ratio of equt .to liabilities.-An investment finance company shall maintain for the first two years of its operation a ratio of equity to liabilities of not lessthan one is to seven and thereafter this ratio may be increased up to a maximum of 
one is to ten. 

7. Submission of reports, .tc.-(1) An investment finance company shallsubmit quarterly reports to the Controller in the manner and form to be prescribed
by him from time to time or in any specific case or on any particular occasion andshall comply with such orders, directions or advice as the Controller may give in 
writing.
 

(2) The Controller shall monitor h: general financial health of the company,
and, at his discretion, may order special audit and appoint an auditor to carry outdetailed scrutiny of the affairs of the comptny, or appoint both an auditor and anInspector, provided that the Controller, may, during the pendency of the scrutiny, 
pass such interim orders and directions for the due completion of the scrutiny as 
may be deemed appropriate by him. 

(3) On receipt of (hi.! audit rennrtspecial or report from the Inspector, the ..."nrotler may dirri 11wIrivestiment linance company to do or to abst-n fromdoing certain ij,,,.., and isstie directives for immediate compliance which shall 
forthwith be complied. 

(4) All orders, directions, advice under the foregoing 3ub-paragraphs and al.that may be required to be done thereunder shall be done, acted upon and carried
 
out. In case an investment finance company fails to comply with or carry out the
said orders, directions, or advice, the Controller may take action under section 13 of
the Act or any other law by making a complaint. 

(5) The Controller, in case of gross mismanagement of the investment finance comoany, may also cancel the registration and licence granted to the investment
 
finance company.
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of Controller,8. Total investment in equilies.-Without the approval 

(a) the total assets in equities shall not exceed an investment finance 
company's lici'lid net worth, except equities taken up as aconsequence of 

underwriting commitment in which case this limit may be exceeded by 

the amount of equities taken up for a period or six months: and 

(b) risk assets shall not e:xceed ten times an investment finance comipany' s 

liquid net worth. 

.suer 	 q/f risk assets.-9. AIa.'innin exposure to (Ising/c issuer or associ, ed 
an invest-

Lnless oto :rwise specified by the Controller, the maximum exposure ot 
to anty singl1e issuer. associated companies or associated

nient 	 linance company 
of"risk assets, shall not exceed the following limitsi:suer 

Maximum 
exposure to 

single issuer/ 
associated-isstier 

expressed as
Risk Assets percent of 

investment 
finance * 

company's 
liquid net 

worth 

Equity. investment .. .. .. .. .. 10% 

Margin Loan .. .. .. .. .. .. 10% 

Corporate financial pap-r and short-term commercial paper .. 35/, 

uderwriting of shares and corporate linancial paper . 50 / 

cummitmunts shall be 
10., Underwritingcommitments.-All underwritinu 

fully backed by either available funds or firm stand by lines ofcredit or other fuiid

ing arrangements. 

11. 	 -Principlesfor margin loans.-The grant of margin loans to clients shall 

be governed by the following principles 

(a) The aggregate of margin loans granted by an investment linance company 

shall not exceed 50% of its liquid net worth. 

(b) 	 The margin to be maintained by the client shall not be less than 33-1/3,, 

of the loan amount .utstandijg calculated as the residual value obtained 
value the loan amount out

after deductin'g from the portlolio's market 
tafldilg. 
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"c) Margin loans to a single client or associated clicnts (being the same, in 
the case of corporate bodies, as associated companies' or associated 
issuers) ,hall not exceed 10 . of an investment finance company'ni liquid 
net worth. 

(d) 	 Margin loans shall be approved by a minimum two-thirds majority of the 
Board of an investmenL finance company and shall not be granted to any 
employee, officer, director, or a shareholder having a beneficial owner
ship including that of close relatives of more than 10 %in the paid-up 
capital of the investment linance company whether directly or indirectly 
(throuph their close relatives, companies controlled by them, affiliates, 
subsidiaries, or by way of acting in concert with others). 

I'. Insurance 'overage.--Ai investment linance company shall obtain suffi
cient insurance coverage On its own or on its clients' benefit against any losses that 
may be incurred as a result of employee's fraud or gross negligence 

Provided that the Controller may. from time to time, specify the nature and 
extent or insurance coverage to be oiot:tined by an investment finance company. 

13. Exchange fluctuation risk. --Ani investment finance company shall make 
satisfactory arrangement to insulate itsclf from exchange fluctuation risks associat
ed with foreign currency obligations and transactions. 

14. Ban on acquiring controlli, h'terest.--Except where it is ieccssary to 
protect its investment, an investment finance company shall not seek to acquire a 
controlling interest in any enterprisc in which it has invested or has any other.interest 
which would give it primary responsibility for management. 

15. Managing mutual Jiinds and discretionary" client accounts.-In managing
mutual funds and discretionary client accounts, an investment finance company 
shall

(a) 	 exercise due diligence and prudence to achieve the investment objective 
of the mutual fund holders and liscretionary clients 

(b) 	so organise its affairs that mutual fund and discretionary client accounts 
are managed separately from other activities, each investment or disin
vestment decision being taken independenltl on its own merit without 
consideration of any other potential or actual ;nvolvement of the invest
mnent linance company ; and 

(c) sectire no remuneration directly or indirectly resulting from or otherwise 
rehted to()t ' (l n. 

Explanation
In the event of any dispute, the onus of proof shall be on the investment 

linance company to show that it complied with the principles stated at cluses (a), (b)
and (c). 

16. ,Auditi !faccounts.--(I) The accounts of an investment finanee company 
shall be audited by an auditor who is a chartered accountant within the meaning
of the Chartled Accountants Ordinance, 1961 (X of 1961), appointed by the in
vestment finance company with the approval in writing of the Controller (which 
shall be obtained prior to proposing the name of the auditor at the Annual General 
Meeting) and such auditor shall have the same powers, duties and lia:bilities as an 
auditor of a company has under the Ordinance. 
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(2) A casual vacancy )f an auditor shall be filled with the prior apprt,\:al in
 
writing of the Controlleo.
 

17. Opening of branches.-(l) An investmeiit finance company may be au
thorised by the Controller to open one branch to begin with.
 

(2) For opening more branches, the investment linance company shall obtain
 
prior permission in writing from the Controller.
 

18. Penalties.-(l) Any contravention of and an attempt to contravene these
 
conditions shall be punishable under section 13 of the Act.
 

(2) Without prejudice to an action and punishiment under section 13 of the Act,

in case of contravention of any provision of this notification the Controller may

cancel the registration licence of the investment finance company alter issuing a
 
show cause notice and giving such cZompany an opportunity of being heard or passe.
 
an order deemed appropriate by the Controller which shall bc complied with as
 
ordered.
 

(3) Upon cancellation of the registration and liccnce, the functions and car
rying on the business of investment finance company shall cease and the 'Con
troller may move the Court for a winding up order il respect of the company.
 

(4) Every director, chief executive, manager and other officcr of a defaulting

investment finance company shall be liable as provided under sub-section (2) of
 
section 13 of the Act.
 

19. Allscellanenus.-(l) An investment finance company shall not offer any
of its own or other securities for any consideration other than cash. nor make -,ill\ 
loan or advance against these securities. .e,,n> 

-- 2) Noninvestnment finance company shall-	 -s-.. 

(a) 	transfer ownership of coutrolling shares, merge with, acquire or take-over 
any other investment finance company tnlss it has obtained the prior 
approval of the Controller in writing to the scheme or such merger, 
acquisition or take-over; 

(b) 	make a loan or advai.., .y to any person except in connection with 
the ordinary course o1' businuss of the investment finance company ; and 

(c) employ as a broker, directly or indirectly, any of its directors, officers or 
employees, or a p.rs3n who biieficially owns whether individually or in 
asso-iatioa wth clo;- relatives ten p.,r cert or more either of the equity 
or other securitie3 fwithVotinll fights, ii' aiy, issux. 4by -the investment 
finance company. 

[F. 	N). 14 (I) RO (INV)/85.] 

SHAMIM AHMAD KHAN,
Controller of CapitalIssues. 
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Slalutory Notifications (S. R. 0.) 

GOVERNMiENT O" PAKISI'AN 

FINANCE DIVISION 

(ln'eshment and Capital Isses Wing) 

NOTIFICATION 

Ishm/.,o(d. Mhe 31st Uf,.h'i. 1987 

S. R.0. 752 (1)/87.-Pursuant t) sub para,_,raph (2) of paragralph (2)' of
Ei:i.11ce D)ivision's S.R.O. No. 585 (1)/87 dated the 1311h .July. 1987 follo 'vn, 
pIro'-',:durc Ibr applying to li t,Comroller of Capital 1sstes I:or regi,Irai;on as
Investment Fiiiince Company is notiied for lk pu!:lic ill'ortation • 

(i) 	 In l.'wt ist instance. tlose de;i ous ofl' . t.amIcm a"* I1 .,nic:i! Finance
Company should apply to the Coitroler CMi (,, ,, 
providing information (as given ,IAiinex. I) 1',r ohtair.ing permiss;on 
io form an Invcstmcnt 5 n iie Collpally. 

(ii)Oi receipt of the permission f'rom the F'ederal Government, Ihe so11
sori ,-0ould apply to CC] on Form I. 

l ii) Tlie :.!cieaCfl Of licecC to 1e iSSued rermittintIV 	CCI, the conipan icsto carry on the business of an Investlmen Flinallce Company isakl. 
Ipbl)lished for public information (Forin II).

[F. 	No. 14MI-110 (IN)]85.] 

SIHAMIM AHMAD KHAN. 
Controller of Capita! Issiwle 

(14S9) 
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A nnex I 
!NIORIVlATION -O BE SURPLIED FOR OBTAINING pEikIiSSIloN 'IcCI'ORM AN INVESTMENI FNANCE COMPANY IN TERMS (I:S.R.O. 585 (1)/87 DATED 13TH JULY 19N7 

I. 11-lam es, any formei' names, Father's/Husband':; name, nattionality,1 II r'siwleli in and ht.-inc.,s addresses aaid clails tl" other dirc loroclupalio11s shins anmlof [lie )roposed dirclors an.d and Chairman olliccts iimCuding Chiel' E.'ecuti*or ile Board indica'ing their respective desim.l la! n iid Iami. ofirnis in which any one is a part,:r 

2. NaelC ol colpaiecs, firms or org'alristionsol" thvh.icil aforcsatiddil cccrs :md officers hIve hece dirWctors, iJnIagIee1s, ('licc's, eilploVe.s or paa'ijt ill pas.
rs 
" 
 -


3. Financial sIanklidn., profl'ssitwl'I qu ification s acIii c ptricnct." of 1rSel'sinmentioned in(I) ahove, supported by documentary evidence
 

Whether anv al'oesaid
4. person has ever been convicted ol 'rtaudoW trutq or breachor of'Ian olffenceIf .,,'Ilpl invol\vin.! mornl tu rpitu.de or rcat i\Cdaticularsz thercor. 1'l scri'ice. 

. hether ;l.a person rcl'errcd to in(I above or an ccmpa nyii \:l..ic lh or !.Ioet. aiaslsoci ted in the 1p.st has been .idtiml.. ..'I;pcndCd payment id icalcd aala in.,olvean oor leaullcd inmaking )-.VymenIs or has cov'opoundcdvi!i his or alhir creditor or pone inWo liquidlam, If so, ION p:nrtdiwclIrs tlacto!'.6. Sharehokliiies of cach of the person referred to in!'I) a11ove ill Ihv pro

po,'s(I conmpaly.
 

7. Nani. s of1ptofessiona ;I,-be e ea:e'.!,I rr si UmallaiIgllicl, 

,. 1)escription o1' btisile s operations to be undertaken and organizatioanialill-)p and plans A withIIasibilily report, if preparLd. 

9. llank references. 

FOR M I 

[See p;rag.M,1p1 2(2)] 
S.R.O. 505 (I)!87, dazed 130i Jutt 19N7. 

APPI.ICATION FORM FOR REGISTRATION Of- INVESI'MI:NT 
1FINANCE COMPANY 

'i e,t 
To! , 198 

The Con! al'1cr oflCapital IIsucs, 

F)I-iAt SMu 

\V hereby apply k" reg..istrat aon --.....................
gl;ip'i 2 t rader pal'a.rS.R.0. 585 11187, daled I3th July', 19S7, as ! i tmnii inilanicc 

http:rpitu.de
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2. 	 We herebiy conlir ..---. 

(i) that itis registered under the Companies OrdinarcC 198',l as U puhlic 
limited company with the paid up capital of Rs. one hundred million 

(1)that none o its directors, officers or employees has been conicted III 
fraud or breach or trust or of an ol'cue involving moral turpituide 

(c) that none of its directors, officer or em)loyees has been adjudged in 
insol'ent or hassuspended payment or ha:s compounded with his cre
ditor,; ; 

(d)that it has ,-ngajed adequate qtia Ilicd stalL" 

the 	details of which aire Us follows 

3. 	Three copies o' lilfollowing pertaililt heh" docuneiltit. to complan 
aire al.so enclosed 

(a) Meinoralnduli aind A ticlC. ol .\1,soc dul certified aladtlCatiO SiUned 
by all diret'i.rs. 

(b)Certilicate olf ilcorlporation (ine Copy or which should he certilied 
by the Regisira', Joint Stock Companies). 

(C) 	Prospeclu., published for public oll*Cr of ,ceurii ics. 

id) 	 La tc.t aaditned Balance Shed iihd Proliaand Luss Account t tIlwr 
With related docIuMInls. 

4. Jt'ol'maLation aad documenl,; as requilred in the A nnesur i-, thist- rm
 
duly \e tilied :nd signed by all directors alngwi h lhree spare copics applitfI h ;ts 
cation and an ailltdvii aS to OhecorrcteS or Ihe detil by the Chicl Ex ecuti\C 
and li.:directorse i r hed here\\ith. '\ CLIlde'take to ke,:p tih. informt tio:o 
up to by c nniica thelrein within IOtirwc1ndate coninmuniczaing ond ion. 

days o" such clt;in. eslnlolliilical ions.
 

5. We I'ui h'r Indl'tllkC that challl..c illh trandtlin ai. ..\ rieICSL i no4 Ih1 i 

of Associalion arll in I
aiiy 	Cha,ag ll,'niajotitv' share-ht0iders a(Id dhIc.trs shall bC 
iiMitde without pliir 1W\'i teniuii hol'i.a'ion of the Cotnroller o1'Capilal .[ISsuei 
ancd thiait \c ltll cornmply will all irqutLi reine.Is or law .t11d Cioll o1 'ei.itlhiiol. 

I ii i,n. 

0. WC he g iutiniised by the director: ul' the cornlpariy hereby :,ole.,il) 
declare and airiin that it the best of our knowledge anad Iel~Ict i nltinora 
contained in this application (U:Olrm-1), annex to Fnrm-I n ad the dcit- ieCtiis 
tccompanying Ihl'creto ate true alnd correct anad that all Il'lr.coaidithl!l, a1ad1 
recuirelicnts .l"S.lR. 9. 585 (M)1/7 ;laiuu/ 13th itt.r, interip,'cl o1" all maitlers1987 
precedent to the rte.!isitration or 'lie s-,i ..... .......... all illvcsiniile lI iin!ic 
company or incidental thereto hlive been duly coamplied wilh and the said coai
pany shall also comply with all that is required of ain in'metiI inance coinpn a 
in the conduct of such business. 

Yours faithfully 

Verified by
Oath Commissioner. 

http:reine.Is
http:diret'i.rs


.' klIx to I *Ifll 

1. 	 Name of the Company • . .. .. I. Date of receipt of applicatio. 

2. 	 Registered office ofthe compnny .. .. 2. D;atc or i,ccstrtion 

3. Date orincorporationasu paLblicJimilcdcomj y 	 Rcgn~t rati'r. No ... .. 

4. 	 Authorised, subscribed and paid up capitb of 
tilecompany 4. Date of Issue of Licence 

5. 	 N1aageIC11. 
..intrq o ControllerSigtture

(a) 	 Nanie-. bumaes,%and addiesses of direc: rs. ofCapital Issues 
amount of shares beld by each and nan is)
of thebanker(s) of each of them .. .. FORM It 

(b) 	 DiiIecor's interest, dire.t or indirec; i [Sec paragraph 2(4)]
 
an. 11iher companv(ies) giving detail: of
such interest. ... .. . . LICE NCE TO CARRY ON TIlE BUSINESS OF AN IN MS1'ENT F.ANCE 

(c) 	 Dctails of persons or erOup controllln . :he COMNPAN'Y 
company including 01 tlhose persons ,ho
 
oxn 10 .or more sharc zicn number ind 
 OFFICE OF THE CONTROLLER OF CAPITAL ISSUES 
value of shares held . 

(d)N. ni(s) of hoirine. subsidiary and :sso- Islainabad,the 

ciated underaking(s), if any
 

(e) 	 Whether any director. oflicer or emp -,yee Registration Ao. 
of the company Las bcc convicted o. any 
fraud or breach of rusi or c..ramittCL anyc 
offence inolvne moral turp:uue or ha. Certified tat hnvin."considered the appuiet-n f,r registration under para
been ad idicited as insoi'ewi o suIpL :ded graph 2(4) of S.R.O. 585 (1)!87 and being saiisficd that the c".mpany, whose parli
payrncnt or compa:ed wi jii cred ,rs. culars are specified belov, is eligible for registration1 . in exercise of the powers 

conferred under paragraph 2(4) of S.R.O. 585 (1)!87 do hereby grant licence to 
t:) N:.nc of tile pi oposed chief executive t":icer the company subject to the condition. laid down in the said S.R.O. or imposed 

of 1i,:company. his quAjfications. -,PC- thereafter 
rice,: and proposed remuneration 

1. Name 
6. 	 Reasont for selecting the proposeJ plri; - of 

business .i~ing statistical data. if azy 2 Addies . . 

.7.	Whe:hcr tilcompany I tllis all the cond! ons 
laid down il paragraph 2(3 of S.F.-). 5851..r 3. Date of Registration. 
ind mhefthcr il is arrcc:.ible to pc4'.t the --onr
troller j Capiral Issues or any officer autho iscd 4. Other partitulars, if any
 

on his bchialf to satisfy himself by impecti, a of
 
the books of the company or otherwise !hL the
 
prescribed conditions are being ftu!filled b-. the
 
company . .. Issued under my signature and sal
 

s. Any addi'ionrtl facts ixhich the company may
wish to add in support of its apprition .. Signaitre of the Controller 

4 CnitalIsnuex. 

.198 
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INTRODUCT ION:
 

Crescent Investment Bank L.imited (Cr'esB.ank is the first
investmen t- bank in the private sec tot-. Cres@ank has bn
 
incorporated under- the Companies Ordinance 
 1984 as a public
limited company w.ith the paid--up capital of Rs. 100 mill..oi-,. The
Bank is a joirt venture of the -Crescent Group and National 
Development Finance Corporat..ion (MIUFC T have inlhey partLi.:ilj.

the equ:y.y conttrilb..t ion of re-... ak to 
 the exten 1t ofl 50 percen t:
and 20 percen t.; reslpect.i.ve . O la...1. ince iih rty per e::e:. of the 
capital has been raised from the general public. 

Crescent Group, a r-eputable and well est.ablished group, has

for years been involved in converting .ide.as into real itLy by

repeatedlv btinging ; .inldustrial v',i.a
n varied 1entu.res to frui. atio'. 
Crescent Grou.p has successILul1 track record of daveloping i
 
profit.ably operating inidius trial,several cofmmer-cia 1yen u as 
(.including fiftenn public companies) with a wide ragr-e of product
and services. The industri.al venLures include seven texLi le 
units, two sugar mills dJ.sti].leries, jute, particle board urea
for-ma 1deh;y'd e, s tee 1 and eng ineering works , cons tr-uct-ii-i 
insurance and leasing. The Group is also developing its 
exper-tise in the field of powier gener-ation, including technical 
and financial feasibli..ties, enginering and arrangin fin.ancia 1 
packages, etc. The Gr-oup has also been doinent in the field ofcotton trade and is bac:ed by seven modern giin.ng factoriesin 
the cotton gjrowingj arease of Punjab and Sind. Cresce- t G"roup has 
a substar|tial resour-e p,:Jol o1- project, englineerrl-Ig and f ina..ncial
services. These resources are regiularly supplemented by a close 
association with leading '. ineer-ingthe financial,. and supp1y

rJg,anizations, within Pakistan and O)versea:. 

- I-,..,, .. ~. , l .. I .; , .j .. 

financial insLtitutioni in Pakisa.-n in tihe publi: sector. 
. 

NL.FC 
resource base cons:i.sts of furds r'aised thr'ou.gh its own deposit
sch-emes and credit from State Bank ofIines the Pakistan and 
lin's provided by mu].tinationa.l lending agercies such as Wor'JId
B:ank, Asian Development Bank, Is lamic Development B-an.:k and oLher 
sourcps. 

CresEank has been placed under the administr'ative control of 
the Mini-try of Finance through the ofice of the Controller of 
Caoiita1 Issues. 
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SERVICES:
 

CresBank's primary obJective is to provide a wide r.:ange ,i:of 
fin*rncial product.-- ana services to individual5 and enterpt-ises in 
the country. The broad --nd fle:ible framewor'k for" the investment 
companies allows litresEan:k to undertal:e a wide range of 'fun tioans 
and provide a varie ty o1 firf.::fl, ia1 product and sevices., 

The ac tivi tie-s in which 1st ank ::aIIn egage in i as
 
fol 1owsi 

- Fl-ovide projec-t 1inarce 
-- Make equ,.ity irve-sttment and trade in IJiLed seiuritie.5 

Underwriting of issue of .orporate eclu.ity and debt 
Secutri ties 

- Gu~ranteeing loans and other ob ligjations 
-- Loan syrdication
 
- Financinig trade
 
- Finaic vg se(::uriti.%s purchiases (Margin Finance)
..

- Isuinj cerLificat"s of deposits on its own behalf and on 

behalf of custome-s 
- )isconting of Oebt S,*&ecuri ties 

l-. and marnagemeit, of Mutual 'Fundsobi 1Lzatj.on 
-- vnstment and financial advisot-y services 
- Frov..de fee based services like -fund manargment, portflio 

management, prep.arati on of feasibility studic-s/report 
etc.
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DEPOSIT CERTIFICATES:
 

CresBank has developed Deposit Cet-tificates keeping in view 
the requirements of varied group of depositors like individuals 
and organizations in rspect of liquidity., high return and simple
formalities. The certificates arc both registered and bearer in 
nature. 

The important feature o! each type of scheme are given 

hereunder: 
I. i't Cer-t if icte ._ cd,.red 

Under this scheme deposits can be placed for a fixed period 
varying from 3; dnys to 5 years. 

Profit under this scheme is paid at the time of maturity or 
in case of certificates of longer maturity i.e. more than 
six months the profit is paid on half yearly basis. 

The expected profit rates applicable to deposit certificates 
for the first half of the year 1990 are as follows: 

pe. od rates 
30 days B.0% 
3 months 10.0% 
6 months 11.0% 
1 year 12.0% 
2 years 12.5%
 
3 years 13.0. 
4, years 13.5% 
5 years 14.0% 

The certificates are non negotiable and non transfarablu. 
The encashment can only be made at the place of issue. 

In case, the certificate(s) are lost, stolen or destroyed, 
duplicate certificate(s) can be is sued against indemnity. 

The Certif-icates are undenominated arid issued according to 
the requirenent of the c.ustomer. 

Identification of the Depositor is required at the time 
of deposit and encashment.. 
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This is a 
bearer instrument and ownershi:) is tr.-nsfet-red by 
mere delivery. The scheme is simple..st form of placing
deposits ard no forma.lities in respect of account opening 
forms, signatur'e., etc. are requi-ed. 
 The scheme .is 
developed for i.nvestors who w.:.nt to ma,intairn .iquidi'ty witl'h
fl.aX{.. 'lL(l.| r~e I.'U r'*. 

The del osit is accepted Yor a 5 
 year period. However,

certificates can le enca3hed 
at any time dur-ing :he maturity
 
pearid along with app].icabl,e profit.
 

No claim in tesp.ct of stolen, lost or destroyed 
certificates is entertained and no duplicate certificate is 
issued.
 

The holder is deemed and treated as absolute owner of the 
certificates for the purposes of paymen t of proceeds and for 
all other purposes (not.wi.hstanding any notice o; owner-ship 
or writing thereon or notice of any previous lon or theft 
or confiscation or any othr- similar act thereof).
 

Trhe Deposit Cer.ti:icates are available 
 in the following
 
denominations.
 

Rs. 10,000/'
Rs. 25 ,"000/=
 

Rs. (, 000/=
Rs. 100.,000/=
 

Rs. 250. 000/:= 
"The e;p*cl.:-tet prof.it tes '-.pplica.hl to depos.it certificatesa 

for l.he first hall o 
 th'e y:nr 1990 are a, fllow: 

Ptriod 
 Rates
 

a) 	At maturitv (i.e. 5
 
years from the date of
 
issue) 
 14.0(%
 

b) 	On premature encashment
 
after:
 

4 years M.. 
3 years 13.0% 
2 years 1"2.5% 

I year 12.0. 
6 months 11.0%
 
3 months 0.0%
 
1 month 	 8.0% 

Profit is payable at the time of encashment/maturity.
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Deposit Accounts:
 

This is a unique deposit scheme which allows multiple
 
withdrawals and deposits without any limit. The salient :features
 
of the account are as follows:
 

Multiple withdrawals cain be made through Withdrawal
 

Request slip.- which Tay he obtained from the Bank branch.
 

Minimum balance acceptable is Rs. 10,000/=. 

Deposit to be kept with the B.Eank fo - a minimum period 
of 30 days. 

Deposits below the minimum limit in any single day during
 
the month will not attract any profit for the month.
 

Frofit is calculated an the min.imum monthly balance and 
credited to the account on half yearly basis. 

Rate of profit is 0% per annum which is subject to change
 
from time to time.
 

Deposit Account facility is available to the following:
 
-indiviuals
 

-sole traders
 
-private limited company
 
-public: limited company
 
-trusts, funds, societies, etc.
 

1dent.ificatinn of the .ac:ou.nt holder is necessary. 

The account is liable to compulsory deduction of Zakat 
subject tO the exa(mptiorn provided in the Zakat and Usher 
Ord .nance. 



GENERAL INFORMAT ION:
 

(point no. 1 to 4 below do not apply to our" )earer Dceposit 
Certificates) 

1. 	 Clients desirous of placing funds with Cresarl,: may do so 
by cash ,- cheques, demand dt-afts/pay orders drawn to the 
order of cre-cent Investment Elank Ltd., crossed "CCCOUNI 
PAYEE"., isup. or ted by completed Account Olpen ing form,
specimen sign.-utures card and a copy of National Identity 
C-ard. 

2. 	 On ma turi ty, Deposit Certi.fica te wi 1l be repaid in 
accordance with the depo..itot-'s wri tlen in.tructions after 
a prope- ischarge on the reverse of the cert.i.fircate. 

3. 	 CresBank may: at its sole discretion, authoriso withdrawal 
of a deposit evena befot-e ma tur .ty subject to appropriate 
adj usttmeit in (a) the pt-of i t paid before encashmen t and 
(b) the t-elativ'e profit. rate .-applicable ther'eon. 

4. In the event of deposi to .r's death, ' the deposit and profit
accrued thereon will be paid on request of the legal heirs 
after- the completion of prescribed legal formalities. 

5. 	 The profit is linked with the pretax profit of the CresBank 
and distributed on the basis of profit and loss sharing. The 
rate of the profit are subject to change from time to time 
accor-ding to the prcfitab lity of the Sank. 

6. 	 Profit is calculated on the basis of 365 d.-: a yeat-. 

7. 	 No pr-o i i.s jaya. 1e if ' , sled J f en,.::,- w J. th i.r one 
month from the date of issue. 

8. 	 No profit is payable on Deposit Certificates after the 
maturity date. 

9. 	 Minimum deposit limit is'- RS. 10,000/--. 

10. 	 The certificates are only to be encashed at the place of 
issue. 

11. 	 Zakat shall he charged and collected on a compulsory basis 
in accordance with the Zakat and I-shr" Ordinance, t960, and 
r"ules made thereurnder. 0epoasi [t Certificates on which return 
is paid periodically, the Zakat will be deducted from the 
fi.r'st payment made after the valuation date or on encashment 
whichever. is earlier. 
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12. 	 Deposit Certificates on which return is paid on en(a..hmInt 
or maturity, the Zal::at. will be c1l ected on maturity or 
encashment if falling after at lea-t one Valuatioir, Date. 

13. 	 Persons exempted from the pt-civisions of the Zakat: ordinance 
at-e 
 required to file rnecossary declaration wi tlh the 
concerned office/branch of Creslarl::k with in a period of 
three months pr'ior to 'vZaluation Date. 

14. 	 It slha uld be noted that Zakat J.s charged/ collected on the 
basis of hijra calendar year. Hence, incstance may ari-sewhen two Za t Va. I Iation )a te. m.-i , fall jn cine V-rILg r.arl 
year- and in that event Zakat will he collected twice in the 
same Gre'egorian year. 

15. 	 This brochure is for- the general guidance of prospective
deposi tors. 1-heproft ate., specific features of the 
schemes are subject to change without any notice. 

16. 	 For further information, please contact our office / b-anch 
or one of the following officers: 

Laho-e: Mr. Ali Sameer lo.l. 324110
 
Mr-. Mohsir Mehdi I t
 

F'*arachi: Mr. Malimood Ahmed 
 Tel. 	 524677., 526091. 

ADDRESS:
 

Crescent Investment Bank Ltd. 
45 'ah-ah--e--uaid-e-A.., 
I.a hore.
 
Tel: 324110, 324733
 

Tele(: 44415 CGS PI. 



I, 
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MARG IN F I NAiNCE 

One of the main area of a-,c tivi ties of the Cres~ank is providinq 
Margin Finance against the security of listed shares. The main 
objective for the f:inancing is to contribute in the 
 devclopment
 

of the capital markets in 
the country by increasing the 1.iq.idity
 

of interested investors. 

WHAT I Sti'MAR;HIN F11-4N 

The financing against the 
leveraged purchases of securities is 
called Margin Finance. Marg in Finance collater-alised by share 
purchases are made to iridividuals /firms /companies who wants to 
buy shares but do not have enough liquidity to the finance fu .ll 
cost of the 
 purchases or wants to leverage themselves with the
 
expectation of future rise in prices resulting in Capital gain.
 
The expected Capital gain 
 combined with dividend yield i.s e;

pected to more than offset the financing cost. The totai aost 
shares purchased is met. proporti.onately from financincj fr-omt the 
Cres~ank called Margin Finance and from the client's own s-ource.

called Margins. 

HI:W MARGINS ARE CALCULAiE) 

Margins are normally calculated on 
 the basis of maximum debt
 

equity ratio of 60:40 an0illuitrat-d hereunder:
 

If 100 shares are bought by a client at Rs. 20) per 
share, the total cost disr'egarding commission will be 

Rs. 2000/-. Assumi.ng that the client invests 40 per

cent, the margin finance will be Rs. 1200 and mar'gin on 
purchase date will 
be Rs. 800. The shares purchased
 

would be 
 retained by Cr'e ank as collateral. In the 
case of fall in price of shares, the Bank wi.l call -for 

additional margin to maintain the 60:40 ratio. 

http:Assumi.ng


Wilt) t'':iN -PLY 

Th'ui target :u.stomers for Margin Finrirce are the ind'ividuals wi. th 

a tra:k record of de.-al.rig in capital marl:t3 and having gocwi 

rtepte in meet:ing th.ir (-0il11). t.ein-'1"ts againsiIt: purchase of share. 

lie f:i rms and compaiiies engaged in the tradinLif se'uriLie.3 atI: 

stock..:: e:xcharng .s ca.n-i for financing fiac .ili:y.a].a apply iargJin 

Share~s Putri:I~chased ins Vle ma Iirijn and mai.rgJinr a re oagqc. th f inan~ice taker): 

as co1fa 1 Cres:ank at ts sl1. creLinn an call Tr ad---

d )..I; ]ona. ciCuri.1. agai.f'.3ns.1. aniy i : inance ..t m a r ".-i. i t.
 

) the, secrrit.ie_s .i.sted at h.:t,:l-itl # iL.- .Eixy f'or 

tli m rgii j. i-u-in:anF .o i.rjlin iTac i.]i.ty ro 

Not . -- the , tock-I h n e' 

f e. r a i :r,-.r-e Iresti k, 

-d list- or sh W.i th r.1L h.-..acceptabl .F~iiares espect.ive margiln tmn11 r.;.'. 

in g.jivern in Lhe Anneur. 1 

T1he rate oi: rne turn payabJ.e by the c 1 ien t onimargin fi rance:'. shaI I. 

LitariVved at, an case to('case basib. WI J iltlUtual1consen..
 

tId fF;|L ]Nf"IRI'wT I iI4I, 

1, I1 .i lls. deis'':irottus '1 ,.i..aJ.e.iiij iarg F ina e ii CIulh" in .nc. f' i , 

-UaIi.: m.ay do so n.y applying for an d-a1location of a Mat-gin 
Fi rc.erin, on standard fori supprteid by reer!nices] irie a i
 

bank.: andstock brokerser I angi: riisai.-r's a c:opy of Natitonal on..ii. 

ti.t y .Card. 

2. n aproval o1: te facility tie c .ent is re'Lired to open .

'larcj Lri )o;o .itAccoiuntt; wi Ih !re.Uank:
 

, may .- debi.t
._. tYeiLatn.il' , a. ils; s le di.screti.on, the d .epo.sit.tac--" 

count fotcr any margt:Jin aga inst any au thlorizL'ed put.:ha:30m or tat-r 

any add.iI..onal mariinr recquired to mtaiai.in the iiarg in r .tio 

against a particular coL Iater:l.
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4. 	 Ctres+Banl,: m..y, at its :ole disct-eLio.r,a.t the- I: m' o,P f.+i n. 

shar14.e pices call fo:r a~dd it.ional margin to ai.n ta.in re'j'ALI~ 

rat.io for a p.ar t:icLI. seu.r":i.tr'1. 'y or Lo sel.l the co:laIeiraI 

w.ilthout inrormir.n.g the. clientI_ and ,adjusti 1 Tinancinl1 :nid 

a.ny other dues ou.t taldiri., 

thil-i-thwa from• . r tl a i,-.t-{|in OLepo.si.it A ccountI .i 's.Il.je';"i " to' pr i.o"r" 

cl]. rt.h.r:: 1fro [7Lt. b.LiaI: 

6. In tli even'lt ,, clie"nt's de.ath., baiancie o the Delosi: ':-

:our : atnd prof.t.L .c:Crued thereon after adju.stmentri of all the 

out tad n ,fc:oeitr. to.LfL...oiv in f in-Ian' , will. be ai..Ldih,:. 	 1 on 

reque s. rIh . . 1 rsOT lgL. l i at Oit 1ea.e thetcopltio1" 


T. I1- Jt,.'. i an.Ii Is 	 .ink.ed theA 	 l". with pretax
 

pror i" ri al,. di r .d tihe I 1.s)).t 

L 'i an .

of7 	 r.iu andd I.s onr li,2 0) pic'o1 i .2t1 

ad 	 -. ihari.ng minimum bal ance dur.n a ca.*.ndar mtltih. 

le ra te, of- i .r Lubi to c.:in.e fom to-. i .e.t sub:j time . 

accordirngto the pro..tabi, li:y of the .ank, 

U. 
 I-trU '£ : t-s c 1.,ulat ., Oi : . bas of 3;.-j d y.s a- yat payablIe 

bianl . ay.I)i..
 

1I. 	 I i..t
l.'po Ac.ount.;ii su'..:uje,',t:t(o Zal2.:t: wi ch 3h llI. t e ciJ.rge'.1le.d 

inld l'::l,ected: on a comripul.sor yf basi inii i. a.'rd;c;or'a-c.2 wNJ. i lie 

La I: a n Cn Iaind- !.rd ri.;ie. 1'!6), aId rules dit..'er1e1 h ,.'under . 

'11h Lakat will be ded tctled on thle out.s-tandinj bal.1ance arn Ll,, 

va luat.ion dai:e. 
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NP,!riorn eve(.h)p teci f ralI) t lie p Itcivi .1.< is~ t) he "ai': k.t-.. ChAId I~ s.;::-

aI 'k_ ti.0CqLAI.i.r d t~O 1LI1 ice es r y do'i . t -Lc)n ti1- .1- . L.k"I'I' 

c c rn d a 1!-f i (:: e /b ranc: h ao t. esj Rar4.~k1ck n a~ p r.i.od f:j -1.1: 11cIo 
mon Ihs ro tco YVa ltLion Late. 

J . sh C. I CJL)C! r Ct . I t.h -at ZaY~.:. L J. Ch.-ar - 'c . c t, '1.a r a I.h 

*6 t V " 1: u.AI3 i. o f .. A n ''L rit,Z. -1c ii in): a c 7r'11t:vt* arI :Z 

c..-Aur arid o tin *vr- e n LV L wiit I v~ c:o IICc t. -.! J t va cc0 in t:Ic., 

Ui'aisiregartia*n ye, rr' 

1 .2' . . cci:hur-:2 .1F, -kw tho. pu o)s pc~ t. j ".-L . ti'7.1-MI" L U. I gU~ .1. I.5..flcoce tl 

t'11 1~: 1.1i~A' U- ~ I- ~*pr:.L i -. r'-N LLUt'-0:5 C) I t II?Q I emicr r-r L I . le 

b5j' c t- to- c ci' NUiICNt. EWV' otc 

FcsrFt-* utr tjl-r .,.iioirw- i on ., plc. siL on t.: t: c)ur o t*-i.c-o~/hr~an.h or 

one i t.he, Vl .lowi ng otfjf.c*rs: 

Lahbore~: - r . )I i sa'meer Tce I 4 I1 8):':1 
Mr.- Iiohi~n tiehld i. Tel 12 11 c 62 1 

K.~&.PIi Mr .'iJmoiU )kv leI . j2tI6YT'7 It:s..' 



LIST OF ACCEPTAOLE SHARES
 

FOR MARGIN FINANCE
 

Name Of The Companies Margin X 


A.Finance Cos., Mutual Fund & 8anks 


1)Bankers Equity 40 


2)Atlas 601 Lease 50 


3)B.RR Capital nodaraba 40 


4)Crescent Investment Bank Ltd. 40 


5)1st Grindlays flodaraba 40 


6)1st ICP 40 


7)2nd ICP 40 


8)3rd ICP 40 


9)4th ICP 40 


10) 5th ICP 40 


11) 6th ICP 40 


12) 7th ICP 40 


13) 8th IC' 40 


14) 9th ICP 40 


15) l0th ICP 40 


16) IIth ICP 40 


17) 12th ]CP 40 


18) 13th ICP 40 


19) 14th ICP 41 


$0) 15Lh ICP 40 


21) 16th ICP 40 


32) 17th ICP 40 


43) 18th ICP 40 


24) ICP S.E.tI.F 40 


25) LIV Capital fodaraba 40 


26) Mod. Ali Mali 40 


27) HDLC 40 


20) Orix Leasing 40 


29) PICIC 40 


30) PIL Corp 40 


31) 1st National 55 


NagQ Of The Companies Margin
 

C.Cotton fextiles
 

1)Allaasaya 40
 

2)Alhamd 40
 

3)Ayesha 40
 

4)Uhanero 40
 

5)Burewala 41
 

6)Crescent 40
 

7)Crescot 51
 

8)0awood Cotton 40
 

9)Dewan 40
 

10) Gul Ahmed 40
 

12) 6ulistan 40
 

12) Gulshan Spinning 40
 

13) Hussain Industries 40
 

14) Ittefaq 40
 

15) Jubilee Spinning 40
 

16) Kohinoor Industries 40
 

17) Kohinoor Spinning 40
 

18) Mohamad Farooq 40
 

19) fushtaq 40
 

20) fla Cotton 40
 

21) Nafees Cotton 40
 

22) 11ishat Mills 40
 

23) Qouetta 40
 

24) Sana 40
 

25) Sapphire 40
 

26. Service (Tex) 40
 

27) Shadab 40
 

28) Shams 40
 

29) hahe~n Cotton 40
 

30) Sar 40
 

31) Sunshine 40
 

32) Suraj Cotton 40
 

33) Zaian 40
 



H.Casent
 

I)Asbestos 
 40 N.Chemicals & Pharmaceuticals
 

2)Cherat 


3)Gharibwal 


4)Zeal Pak 


1.Tobacco 


I)Pakistan lobacco 


J.Fuel & EnerQy 


1)Attock Ref. 


2)Burshane Fak 


3)Haroon Oils 


4)Karachi Electric 


5)National Refinery 


61 P.B.S. 


7)Pal. Oilfields 


8)PA Refinery 


9)Pak. vtate Oil 


10) Sui Suothern Gas 


II)Sui Northern 6ar 


40 


40 


40 


40 


40 


40 


50 


40 


40 


40 


40 


40 


40 


40 


40 


1)Abbot Lab5 40
 

2)Berger Paints 40
 

3)Boots Company 40
 

4)Ciba Sei',, 40
 

5)Cynamid 40
 

61 Dawood Hercules 40
 

7)Exxon Chemical 40
 

8)Ferozsons Lab 40
 

9)Glaxo Labs. 4u
 

10) Hoechit 0
 

11) ICI Pak 40
 

12) Otsuka 50
 

13) PaL Gua & Chem. 40
 

14) Parkc Davii 40
 

15) Pak Oxygen 40
 

16) Reckitt , Colman 40
 

17) Sandoz 40
 

18) Sind Alkalis 40
 

19) Sitara Chemical 40
 

20) Smith Kline & French 40
 

21) Wah Nobel CHem. 40
 

22) Wellcome 40
 

23) Wyeth LUbs. 40
 



0.Paper & Board 
 S.Food & Allied
 

1)Orient Straw 	Board 
 40 1)Brooke gand 40
 

2)Packages 
 40 2)Lever Brothers 40 

3)Pak. Paper Product 40 3) Milkpak 40 

4)Pak. Papersack 40 41 	Rafan Maize 40
 

51 	Secsirity Paper 
 4 	 5)Shezan International 40
 

6)National Foods 50
 

P.Vanaspati &Allied
 

1)Associated Ind. 
 40 T.Glass & Ceramics
 

2)Fatima Ent. 40 
 1)Esco Ind, 50
 

3)Fazal Yeg. 
 40 	 2)Prince Glass 40
 

4)Kakakhel 	 40
 

5)Wazir Ali 	 40
 

U.Miscellaneous
 

I)Grays of Cambridge 40
 
0.Construction 
 2)Haji Oosa 40
 

3)	United Distributors 40
 

Pakistan
 

R.Leather &Tannerei
 

1)Data Shoes 40
 

2)Hilal Tannery 50
 

3,)National Tannery 40
 

4)Service (Shoes) 40
 

5-)Universal Leather 40
 

Ii 
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"INS
ISSUES FACING INVESIMENT BANKS REiARDINI'G DEL ..!N TAINI1O.. I FUFZ 
I 

THE GOVERNING ST!!1kORY._U.I~hFWNJK;SRuACTIVITIES THLA AR E1MITTED UNDER 

585 (1) / 87u 

I! -LaUtr,.

Investment Banking activities have been 	 powmi I .d under 

Lie Il.umtmenlt and lalpL.AL I ].i -uei 
Notitication - S..O 158.5 (1)/87 issued by 


Wing of the Finance Divisiun of the Government o 'ak::istan Nt;OW).
 

These activities are classified into five major cti:gories:

a) Money Market Activities
 

b) Capital larlket Act:ivitie.
 

c) Project Financini 

d) Corporate Financial Services & 

of Inves-tment banking activitie-s.
 
These categories cover a very wide range 


Most of, these, activities are explicitly stated and permitted 
under the said 

to a.comrmudate
theSRO is "ot a sealed regulation and is open
SRO. Iritact, 

:n he 
Investment Banking activitio3 which are listed in the SkJ but other 


Issues and may be permitted it found
 
discussed with the Controller of Capital 


conducive.
 

Banking is new in Pakistan, the market as well an the 
As Investment 


Uptil now the only experience

bureaucracy do not'understand it completely. 

has beemi with the irauoumrlt
market has had with invesi:ment Bdnt,:inqthat the 


b in
bi ,id ip !th past decado of i -inqj
lnivestment Finaice Coimlpinlion' wllh 

Iler.. 
returns and l inally taking-oit with the invusturs money.

tremendous 


fore, the market is cauLiouA and so are *the regulatory bodiei..
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As Cresiank - Crescent Investment Banl: is the first Investmeri Lbant: tc, star L 

operatiar-:. in Pakistan, it is in a position to specif.' such areas of businei.; 

and activities wherq Inves taient Bankswill counter pr oblesn. IlIhse probliemis ii 

not removed will undermin the role of Investment Oank.. 

Investment Banks are expected Lo play a major- role in Lhe restructurig at Lhe 

financial system in Pakistan,. 1hey have to ,kiobLlise new sources o tLund5 and 

tap into those niches where Commerciial 'anks and Developil-,it Finance 

institutions- DFI's hWive not ventured. in%.esLitient t"ank-s are exf.pec:ted to 

develop the Capital market and oney IMlarket Operatiuns, by f-rt ant:roiJuLzrn 

in t:rumenLs of varied nature and then increatiing their ma1l:etlthL it. 13'..' er,-

couraging their discountiny .:knd trading un the stock,, echaroye5 and o., tr the 

counters of financial institutions. Uther respons.ibilities include sharing 

the bjrden of-DFI's in providing financil a,.istance to projects .ind provd0-

ing advisory services to investors. 

Following i5 a list of the problems faced in, various activities which are 

limit the- scope of Investment Banking. 

A) MONEY MARr:ET ACTIVITIES: 

i) Trading in Government Securities: 

The Section 5. (a) (ii) of the SRO permits Investment Fanks to purcha.-e 

and sell Government Securities on its own account and as a broker. Coin

(nercial Banks are tho app-ovEd agents fo- the sale of lJ411'1- Pearer 

BondB, Natioi-l bav ng !.I:,,leei "nd othOVt Su0l ,jovernrmnt se,.l vities. 

FCDC has, approved C,-utA,.lnk as it. brok:ers only :or the sale of the third 

issue of WAPDA Dearer onds. However, it is des,;"able that sale and 

purchase of all governmtent securities snould lso be allowed to lnvest

ment Banks, as is to comercial Wankri. 



ii) Acting as a Broker or on its Own Account in the Call Money Market: 

As per Section 5. (a)(iv) of the SRO,, Investment Banks are allowed to 

borrow and lend in the Call Money larket. As this is the cheapest forn 

,o funding available to meet the current liqu'.dity requirement3 it Bia 

very essential source cri funds available to a!l commercial b ri:s and 

financial institutions.' Investment Banks will require to lend and bur

row in the Call llo.ey Market to manage their liquidity posit.ion in the 

same manner as CBs and DFIs. 

CAPITAL MARKET ACTIVITIES: 

i) Trading in Listed Securities, both Equity and Non-Equity Inistruments,
 

Acting either as a broker or Acting on its Own Account:
 

jThis activity has been allowed uder Section b.(b)(v) of the S.1. In.

vestment Banks hav_ been allowed to act as a broker on th_ stack ex

change but they will not be issued new membership card,;. The stock ex

change does not want tu increase the number of its members, therefore, 

Investment Banks will have Jh e to purt.hase a c:ard from an evisting fnes,-

ber. This situation has lead to a monopoly situation for the existing 

caro holders. They have started quoting unrealistic prices fur their
 

membe!'ship cards. Ther, is also an accounting probl.m involved under 
DY
 

which the seller of the card wants to sell at 1,'ne/hbitani price but 

bill the buyer of the card for a minimal amount, in order to a od tU:x 

,problems. 

When investment Bail.:tng is a government approved activity ans i] co,-. 

pected to improve the economic environment or the country tle a5Iock e:i 

change should allow fresh meiibership U.) all fi-vestment: a ,. Ie~t-

,ent Banks have no, allowed to act as a broker on the stock e:;ch.?nrge. 

Thr,11t3-.,: e 



C) PROJECT F!INANCIW3 ACTIVITIES:
 

i) Issue of Short and Long-Term Participation Term Certificates-PTC's
 

and Term Finance CirLificates-TFC's:
 

This activity has been allowed under Section 5. (b) (vii) and 5. (c)(xi,
 

of the SRO. As per tie definition of redue,,abla capital in Clause .Q--i;
 

of Section 2. of the Companies Ordinance 1984, redeemable capiLal in

cludes TFC's.
 

The problem facing In'utment Banl, in thi respect is that under Sec

tion. 120 of the Companies Ordinance, a company can i.ssue _any instru

merit in the nature of redeem:,bte capital in favour of Schedule bids.., 

Financial institution5 or other per ons as m-ay be Gpecifted tor the pur

pose by the Federal Government by notification in the Official Gazette. 

The term *Financial Institution' has been defined in Clause 15-A of Sec

tion. 2 of the Companies Ordinance . his term means "a Firnnr:ial In

stitution set-up and controlled by the Federal Government or a Frovin

cial Government or a cLrporation set-up or controlled bv such 

government" and incJudes such other institutions or companies as the 

Federal Government by notification in the Official Gazette specifies for 

the purpose. 

As, an Investment bank ij neither a Schedule Oank nor a Financial In

stitution, companies go.,erned by the lmlpanies drdinance cannot is:ue , 

TFC in fi vo, r !i n lvt'W--IIawrt hlan.. Iheie I'.,..,, .an ,ppr i Ilr , la 

notification to thi. effect is requ.Lred undar Sec:tion 2. 1lb--) Sec.:,n,d 


tion 120. of the Companies Ordinance J984.
 



ii) Guaranteeing and Counter-Guaranteeing Loans and Obligations: 

The Section 5. (c) (xii) allows Investment Banks to undertake guarante.e

in thls activity is lIat, the large.ing business. The problem faced 

or ourpublic sector corpqrate institutions, which aro a major component 

target market resist tle acceptance of guaranLoa: issued by an Invest-

Bank. 1Ihis follows from the auseice or IvestLrent Banks in thement 

1904. Financial Institutions ac-definitions of the Cooianies Ordinance 

cording to the Ordinance are only S,:hedule Danl..s anj DFI's. Tht:retore, 

should be defined irl the onpanlieuit i5 -equired that Lnvestment banks 

Ordinance 1984. 

Other Problems.
 

1) Unregulated.Competition:
 

environment.The Investment Banks are working in an extremely regulated 

The activities ot Investment Banks are 5pecitically defined in the RU 

No. 585 I)/87 and each activity is rest:ricted in terms of percentage-i 

or such other ratios. Whereas, an the otherof the liquid net worth 

are not definedhand, the ativities of Leasing and Modaraba Companies 

under any government regula'on. Due to t.hisi they are doing all lnvet-

They are investingment Bankiog activities without any -nntrol limits. 

margin accepting largein shares, discounting bills, giving loans, 


deposits & lending them out without any government control.
 

control and their high earning rate=,
As a result of this lack of 


l. tl 1, "nmr~ Invpgt...................
Iadara~Ia and Lpi-nsi.. 


ment Banks ii rates and limits ot a:sist'nce that can be offered to
 

clients.
 



Therefore, 
Modarabas should be erilhvr disallowed Invesfinent Uanking Ac
tivities or if Modarabas are to be allowed to do -all Investment Banking
Activities, 
they should be governed by specific regulations that shouid
define their aGtivities and similar limits in each activity should be 
applied t, them as are applicable to Investment Banks. This will at
least bring Investment Banks, 
Modarabas and Leasing Companies on the
 
same footing.
 

Dealing in Foreign 
E:change Through Letter of Credit Business:
 
Leasing Companie i along with Cfjare involved in the Letter of credit 
busiios.. As this activity has a lot ut potential in term of tievelop-
ment of a customer base, and profitabilit, Investment banks should also 
be given the opportunity to operate in this business. 

Definition of Investment Banks should be 
 Incuded 
 in all Government 
Notifications, Regulations, Acts and Laws:
As Investment Bank is a new termi.nology, all previous government laws, 
acts and notifications need to be updated. At every place where the 
Aoros Schedule Bariks (Commercial Banko,) and Development Finance Institu
'tion are used, the word Investment Banil:s should be added. 
 This addition
 
will solve many problems that Investment Banks mijht face in the future 
while dealing its clients (individuals, Public sec,'or arid Private sector 
Companies, Ministries and all oth..r Government offices). 





STRICTLY CONFIDENTIAL
 

FOR EPRU AND US AID ONLY
 

QFsTI.o.NNAI RR 

Interbank will commence business only after floaration of its shares on
 
the Stock Exchanges*. The ideas below will be subject to tile test of the
 
market and the regulatory environment, and therefore susceptible to
 
substantial change and develop,ment.
 

low do you view Ilie role of your Investment. Bnk (11B) ii tihe 
Finanictil Sector ? 

As a private sector force we will exploit existing Opp rtuni jesand ssek
 
to estabLish pr~fitable new areas of business. Gven YiheraiLsarion O
 
tl _mrk.t a; i the settin~gof a_reguiatory framework conducive to capital 

nin.rke 2., we hopy. to be a leader iii new areas and in the intro
t~uctiouuLnewprodtt s in Pakistans__ttlereby providing a substantial 

hrnadinng fthfinancing__options available to the corporate sector. 

Plense list the ProdIts and Sr:vivos yoU1I'1.ll lJoposes to otrer. 

Assistance in floatation of companies including underwriting of issues.
 
Arrangement and provision of short and long term finance through paper issues,
 
.musha ras and pwk k-up arrangei ent$_ .......
 
Market making in corporate and_.gvernment papei.
 
Money market, treasury and foreign exchange activities.
 
Corporate and projec advisory work,
 
FJIo t.a lmi. o.f ,mQdd rohaa-and-nuttaLd1,i as"
 
Introdtir-on fin jestors andc.apiLto__,isani investninpportunities.
 
Loan and equity syndication. Leasing.
 

,hnt olher Produrts and/or services would you ideally like to offer ? 

Do You .npe cotpetitIon from olher Inslt illons siieh ns Nnltonalized 
Comiinor;ial Bnnks, 'Privatlo IVo'ign Iknsnlk, I)evoloinor'i linnnco 
1is th1utilons nud L.nsing Coinphit,,, oi Modni ms el ? flow ? 

If conditions permit our securities issues to develop well, the natlonalised 
and foreign commercial banks will underpresent interest rate conditions 
be capable of competing throUgh rate reductions. Modarabas would be 
competition if'a sufficient number were established, giveti their 

.advantageous tax status. 



Do you soe nny Policy constrnifl..s in Ih )rrSent. :harter hint thle Irfs 
have been grantecd ? (e.g uv.ndlss ()ovap) will) 11CtIitlls or I)is, 
NCIIs ore.) 

The 	 present charter is a brief guideline (as per 'SRO of 13 July 
1987). The regulatory and 
legal frmework presently constrains
 
at every step as 
the SRO has no effect in terms of chang:ing this
 
environment, e.g. the approval process of 
 apital issues, ability
 
of investors to hold issues, __a 
 t 	 onsiderations, etc.
 

i.q
Could Iho above tim0ti,,mo 5ii(,s I)t siraunliinv(i I)y Minilsn-y or Finnncco 
mid/or Stale Biank or Pakislaun ? Plhlaso stiggf4osl how ? 

Yes. General approvals should be g.ranted 
to the Investment Finance
 
--mPai.P.a o_ undertake issues 
on behalf of clients on their own
 
.bnaankor. bpleie 
 t .j market. In those areas where the
 
rngintjrals o retagin_§pqecific c orl,tere should be a
"nno window" swift apprcoval rocess,_which allows a transaction to 
prnced hpfore market conditions change. 

]inve you been 
If so, whnt. do 

able to carve oult a 
you soo as you m,colll 

ni(he within IilI prespn t 
lev ndvnimlngo ? 

gui(lelines ? 

We have not yet commenced business. Our advantage will be that we 
are a streamlined'pody h ''sto--ahowtedge of 
other markets and products, capable--n--6 'c-ti0"n--i--aTstan. 

flow (.,111 1s l)( vit~ r rfrgllrngIf) .II)Pl(1 vwill N('Is nii,, ,1,Iehir Vhlt,1 Ilnl(I 
Instllflons on t levol ilaying fie'il,!? 

l. I17's must haqyaccess to the money markets as any financial 
institutloni(u_ eiii ied by_ thje_.State ank).
 

2- TF1's InticsLZha,.Ve.autli 
 .j.iot as FX dealers.___.....
 
3- TFR's must he__0Ligj e__for_ the remedies avalLble to banks in
 

r.zasesfde£au... ............
. . . . . . . . . .
.-/--.lJ-B-.-musL:be able D_-tke, hold and make markets in all kinds 

of paper without restriction or impediment. 
5. 	 1i-B's should be permitted to raise funds for periods of less
 

than 30 days.
 



What. Fhniinl Inceontives could I)i'oiIot. the. above II,|1 1oned without 
istfllr-hing the (oimpelifivo o. vli'oiigii, wt of' Ihl10 pr ivalo .Seclor 7 

Co.paties could be encouraged to raise funds by way of paper e.g.

"Form 1" limits short term borrowings. If paper were excluded from
 
this limit or incorporated as a sub-limit, this would encourage
entryby companies, helpevellp markets and create liquidity.___ 

Liciuidaty of paper will allow compcnies to productively invest
 
short term funds (less than 70 days) representing a real boost to
 
the emerging capital markets.
 
Elimination of stamL) duty on .[. pap.r prod(ucs. .......
 _ 

What proceduro did you rollow II phlni ipig a II11.1on. to opornt an IFB ? 
Submission of appjilcation throuK..aprpr ate channels, supported 

y ubs ta i-Q.nt lal writ _j.. 

WhatI. was tho time lpso btwee.n apiplli oun and i)applovlI for the
 
sett.ing up or . I V II ? CoIlml 
 YoI0 Sg e.0l ways Io l titC timeIh 1 
Involved. 

-A-rxat.2-years. _ __On.ew.-dow.apo1.ti.cal approva p rocess. 

Wer- fle'e hIu olhtir eon a ra iii ? Plear(,o elal ,I u ,,. 

................. .
 . . 



What is the ownership structuro of yor .7Fl 7 

low did yoU go nbout selecting npiwoprinto pnrlijor(r) ? 

. ... .. ... ... . . . .. . . . . . 

Do you hInve a Pival. Foreignt I:iI n ir leaso alson. partn, ? indicate 
If the Bnnk alrondly had a represo nlli a it Pikn1t alit. 

What rules and regulations govern [IFB equity holders with respect to 
repntriation of prorits ? 

Please feel free t.o ise Ihis spnco for any ndclititai comments. 

'rhnnk You for yotir timo and corsidorttion! 
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Easy to buy - Easy to cash
 
With Highest Profit Rates.
 

A prosperous fu tu re is In your hanes whe n you're a h older o f an Matuilly frort '.t' Exp e ct eddl fro' 
xece
IDBP Beareror Registered Certificate. Irrespective' of denomination, datof Isue Protitrat.RS 1000,'- or Rs. 100.000/- IDBP.Deposit Certificates oforyou thefollowing benefits which really make your investment worthwhile. 5years 1425% peranncrn 

, Highest prolt - Ma xlmum * 4ye rs 
expected yield of 14.25% per 

Ease of transfer - Beeror 3year 13.75% 
12.75%cerlialos are transferable to 2ywsannum 2.25%

others as cash [ yea 11.75%
 
&Flexible retention periods * Acceptable as collateral 6 rnvnths 1075%
3
- month to a 2on5%One 05%maturity of - By banks and financial institu. Ih 

5 ijarslions for shorlttrm financing* Unlimited possession -No * Convenience - Simple prorestriction on value and number cedire for purchase and
of corlificales on

an investor can cashment
 
purchase
 
So. why settle for anythlng less,
when you can get so much more INDUSTRIALwith lOOP Certificates. 

DEVELOPMENT
 

BANK OF PAKISTANInvest in IDBP Deposit Certificates.
IDOP.7-90 Po 

fl*LINTAS 



Profitably participate
 
* in 

Pakistans progress
 
P~It.is y CORPli :
d 

1, 
 .J t
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,S 6's s.:v , 
CERTIFICATES OF DEPOSIT 
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Bearer & Registered 

Rs. 00I.' S.10.0001-;' N. 5.6 R00, 

1.mTonth, 3 months, 6 months andj1 Woe 

. PROFITS: . r 
P!. Mot Hihr returns on Profit&I, .0 

PICIC Certificates of Deposit (PCDs) Bearer and Registered MULTIPLE BENEFITS..:
 
offer not only total security of inlestment but also the promise *Sleadondiesm t
0 S fe nr sournes tmeof highr returns on PLS basis. 

. Easily encashable and transt ,,le 

For the period enn 111l2.I989 the following profits * Pegular income
 
ha%ebeen declared: * Mote niurity options
 

S& Acceptable as
sollateral by banks and PICIC 

* Iruvestinent Period Rate per Annuin o Discounting I icilities 

S t No limit on p case "* 

f'CLUS 3 Months 9.25%X BEARER CER~f.!-ATE5S 
PCDs 6 .Monhs 1.50% Puichahle over the counter No names, no forms..o 

PCDs I Year 11.50%, signatures. Total secrecy. As good as casts and transferable by
 
PCDs 2Years I 2.0y, her change of'ehands.
 

PCDs 3Years -12.50% RGSEECRTFCESi'
 
,PCDs4Years 13.50% EGITERED CERTIFICATE 

.'CDs 5Years 14.00%, . Purchasable on completion of prescribed form Replaceable in* * 
.1 case of lo~ss.Ollicially transferabrle at any time Assurance of safe' P, 

and regular income for individuals, corporate bodils.fim 
V -1 iooro -. o ;societies and trust., 

*PICIC...Promotinig Pursuits of Progress I*~. 

PAKISTAN INDUSTRIAL.
 
CREDIT & INVESTMENT CORPORATION LTD. '
 

..,.....

HedOffice:StaleIAoBun N . 1.1 Chu n-.Road, .O. B.. o., Ka. . •2 
A lo Zt4fl220T-.:nv sno.CbieAdd,. t'tICICORP.Ko..rk Toko. 2715PICICtK. 

... . F,, nI. ,, . . 0 pl,.co , -,. .. oi~s. .rdis.id i .PCD r.. 
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It. CiNv1wt4i HoA Pl .o3D4964 I- Art& , F~iaraaio Fnkawaf CAnri, Phione:79166 Sc.irWi. MsInRoad" 
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DEFAULTERS
 

ALL IDBP clients whose accounts 
are in arrears are well advised in 
their own interest to clear IDBP 
dues by June 3(), 1990, failing
which their credit facilities may be 
frozen by the nationalised banks 

Ad under the instructionsof PBC. The 
9 defaulters will not only become 

id liable to be black-listed by theIDBP for any future credit facilities 
,, but may also be deprived ofsupport and facilities from the 
IS.
 

"". 	 Federal/Provincial Governments 
and their allied agencies. 

ID13P.6-90 
R-LINTAS 





'low do you view the'role of your Investment Bank (IF1) In the 
Finaucinl Sector 7 

Please list the Products and Services your I11 proposes to offer. 

Whnt otlher Products and/or servives would you idealiy like to ofoer ? 

Do You sCe (:ompottion H'om1 ollV lust lt l.rios such as Nationalmid 
Commercial Banks , Privale Fornig ii I1n ks, l)Dovolol, l Flinanco 
Institutions and Le.asin g Companies or Modar las (e, " Ilow ? 



Do you see any Policy constraints In tile present charter that tile IFls
have been granted ? (e.g needless overlap with functions of DPIs, 
NCBs etc.) 

Could the nbove mentiloned Issuos he strenwl I)y Miiliistry of Finnce
and/or State Bank or Pakisan 7 I'l(aso suggest how ? 

Have you been able to carve out a niche withi the p)resont guidelines ?If so, what do you see as your compet.il.ivn advnllago ? 

How c.ll IFBs be (ou(onrnged to como)Ple with N(I s miiid other linancinal 
Institutions on a level plnyillg field ? 



What Financial Incentives could proiote tile above montloned without 
disturbing the competitivo onvi'oninvii or Ile priv. ecioeoO ? 

What pr'ocedure did you follow ill obtaining a ih.'!i.s. to Operate nn JFB ? 

Wh,at was the time lnpse between npplication and approvnl for tile 
setting up of tile IFlB ? Could you suggest ways to reduce the time 
involved. 

were there Any oiller constra-1inlls ? Pl asv (Ail-aato. 



What Is the ownership structuie, of your IFH ? 

How did you go about selecting appropriate partner(s) ? 

Do you have a Private Foreign I lk ais a partn.I 7 Pleas also indieateIf the Bank already had a represeantaion in Pakislan, 

What rules and regulations govern IF13 equity holders with respect to
repatriation of profits ? 

Please fool free to use this space for anly additiolal comiments. 

Thank You for your time and considoration! 


