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INTRODUCTION

This study on capital markets was commissioned by USAID. The report provides a
brief historical review of the domestic financial sector and the inslitutionai framework
prior to the recent reforms undertaken by the Government of Pakistan to develop
this sector. It evaluates the reforms and the manner in which these measures are
intluencing the growth of capital markets. It discusses the policy, legal, fiscal and
institutional factors that constrain the development of these markets and the
implications of these and other constraints on the expansion of the housing finance
sector. The final chapter is devoted to the formulation of proposals that will facilitate
the evolution, and thereafter efficient funclioning of capital markets in general and
the housing finance sector in particular.

DOMESTIC SAVINGS AND THE FINANCIAL SECTOR

1.02

1.03

1.04

1.05

BACK

Pakistan’'s national savings rate at barely above 13% of GNP is rather low, both in
absoiute terms and relative to other similarly placed countries.

The government has been a ne! dissaver for many years. The gap between
revenues and expenditures has expanded steadily causing the fiscal deficit to rise
from around 5% of GDP in the early 1980s to just below 8% of GDP in 1991-92.
Tne long term environment for growth is threatened by these large and growing
deficits.

Financial and capital market development is important for the overall mobilization of
savings and for the allocation of resources required for complementing and
supporting the funding needs of productive activities, including housing finance.

Despite the relatively low per capita income and the low rate of national savings the
financial sector is quite large, dynamic and diverse compared with other countries
at a similar stage of development.

GROUND TO THE HINANCIAL SECTOR REFORMS

1.06

1.07

1.08

Prior to the May 1991 tinancial reforms there was an elaborate system of regulations
governing the financial system in general and the banking sector in particular. The
tlow and level of credit to different sectors of the economy was administered by the
government.

Under the financial regime ot ceilings the banking sector provided the government
caplive funds at low interest rates for financing its expenditures. Whereas one portion
of government debt was provided by the banking srctor at around 6%, much below
market rates of interest, another portion was provided by the public directly through
government saving schemes that carried high inlerest rates - 14% 1o 16%.

The banks had little motivation to mobilize deposits. The government, therelfore,
decided to facilitate the development of a struclure that would be less centred on
credit ceilings and provide the financial institutions with an incentive 1o play a more
active role in mobilizing savings.

FINANCIAL SECTCR REFORMS

1.09

The key measures that lie at the heart of the tinancial sector reform programme are:

(a) improvement of the competitive environment in which banks operate through
privatisation and greater reliance on market forces;



(b) liberalisation of exchange controls;

(c) the deregulation of the structure of interest rates and a gradual dismantling
of the system of directed credit;

(d) permission for foreign ownership of equity; and
{e) improved bank supervision.
Also, to improve the capilal base, for ensuring safely and security, and to maintain

the operationality of financial inslitutions, well-designed, stringent prudential capital
adequacy standards have been introduced.

IMPACT OF LIBERALISATION ON THE FINANCIAL SECTOR

1.11

1.13

The timing of the liberalisation measures happily coincided with a growth in the
overall size of the markel. As a result new entrants had a relatively easy entry into

the market.

Since June, 1991, deposits have increased by 32.5% (a growth of 23% on an
annualized basis). The growth in bank deposilts can be attributed to the following

factors.

a) The government's reform programme as a result of which there has been
an increase in foreign currency deposits by US$ 1.4 billion between May
1991 and November 1992.

b) The establishment of new coinmercial banks has resulted in concerled
deposil mobilisation drives by these institutions.

c) The stock market boom brought money into the banking system for
participation in equity investments.

d) The deficit financing undertaken by the government (money supply grew by
around 18% between 1990 and 1991 and at 20.6% during 1991-92 and the
first five months of 1992-93) also brought about an increase in monetary
savings.

) The significant slump in the property market, mainly as a resull of the
collapse of the cooperatives in the Punjab.

f) The swilching of corporale, pension and provident funds from National
Savings Schemes (NSSs) into banks following the government's decision to
prohibit, firsi the corporate sector, and now pensior: and provident funds from
investing in NSSs.

However, the financial sector reforms are too recent to enable a more robust
analysis of their impact. Also, this period has coincided with changes in government
policy in the other sectors that are impacting upon the growth of the financial sector.

Some of the events are too recent and the basis for drawing conclusions loo fragile
to infer that this growth in deposits is of a permanent nature. For instance, a fair
proportion of these deposils may well represent money that has been "parked
temporarily” in search of more attractive investment opportunities - for instance, in
traditional investmerits like real estate. Factors like the low rate of return on bank
deposits compared with the returns on instruments fike Treasury Bills (TBs) and
Federal Investment Bonds (FIBs) and the current rate of inflation (even if we accept
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the officially accepted rate of 10%) seem {o support this view.

Nevertheless, savers are at least, 250 to 300 basis points better off (for instance
since privatisation MCB have raised the return on PLS accounts by 1%). Interesl
rates would have, perhaps, risen even further had this period not coincided with the
occurrence of other events (referred to above) that induced a flow of capital into the
financial sector, in paricular into the commercial banking system.

The notewerthy aspect of the execution of the programme has been the flexibility
shown in implementation.

THE EFFECT OF THE REFORMS ON THE STOCK MARKET

1.17

1.18

The economic reforms introduced by the government had an immediate impact on
the stock market. They changed the perception of investors and served as the
ignition point for an increase in investment and economic activity. The new KSE
share price index soared to 1680 until a correction pushed it back to its current level
of around 1230, while the State Bank General Index of Share Prices rose by 93.2%
during 1991-92 compared with an increase of 38.2% in the preceding year. Market
capitalization has increased from Rs. 52 billion in 1989 to Rs. 200 billion in
December, 1992.

The traded number of shares increased from 361 million to 725 million while the
value of traded shares rose from Rs. 27.9 billion to Rs. 85.8 billion. In 1991 the
average daily turnover was 2.4 million. By 1992 the daily turnover had increased 1o
3 million, with a substantial proportion of trading accounted for by foreign inveslors.

The potential of the stock market 1o serve as an instrument for raising long term
funds has not been fully exploited. There is evidence of its capacily to absorb large
offerings. Between April 1991 and September 1992 capital of Rs. 22 billion was
raised through the Karachi Stock Exchange through new flotations, righls issues and
bonus shares, over and above the Rs. 4.5 billion raised (in cash terms) through
privatisation.

GROWTH IN GOVERNMENT DEBT

1.20

1.21

1.22

NEW

One major area of concern is the huge and burgeoning government debt and the
impact it is having on the financial markets in general and the interest rate structure

in particular.

The government's domestic debt has increased from Rs. 58.1 billion in 1980-81 to
over Rs. 500 billion in 1991-92, growing al a galloping rate of almost 22% per
annum and as a percenlage of the GDP from 20.9% to 42.4%.

During the first five months of the current fiscal year (1992-93) the government’s
borrowings from the banking system for budgetary purposes has already exceeded
the target for the entire year.

DEBT INSTRUMENTS

1.23

Since March, 1991 the government has been auctioning two debt instruments, which
have the crucial capability of liquidity:

a) Treasury bills - TBs - (a floating debt instrument).

b) The Federal Investment Bonds - FIBs - (a permanent debt instrument) that
are available for 3, 5 and 10 year periods.
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The TBs are zero coupon instruments of 6 month maturity and can be discounted
with the State Bank. Rates on TBs have been growing sleadily, increasing from
8.55% lo 13.2% (as contrasted with 13% on a 3 year FIB).

The FIBs are fixed income securities, paid hall yearly, carrying a rate dependent
upon the maturity period; 13% for 3 years, 14% for 4 years and 15% for a 5 year
malurity period respectively. Federal Investment Bond auclions have been more
predictable than Treasury Bill auctions.

As part of the reform rmeasures the State Bank has established the Subsidiary
General Ledger Account (SGLA), a book-based system for setiling secondary market
deals. The establishment of a book-based system at the State Bank "as improved
the security and efficiency of the system.

A strong secondary market for T.Bills has developed, but only between banks.

The development of the secondary market will to a large extent depend on the
allitude of the government towards the development of financial markets. The
perception of the Ministry of Finance is that the major players in the market are
colluding to drive rates to unreasonably high interest levels. This attitude has tended
to thwar the development of the secondary market.

CONSTRAINTS TO DEVELOPMENT OF CAPITAL MARKETS

1.29

1.30

1.31

1.32

1.1 Policy Constraints

A stable macro-economic environment is critical for the successful implementation
of financial reforms. Inflation reduces reliability of prices as a factor of information.
Long term investments are viewed as risky. Considerable efforls and resources are
required to overcome or adjust to price distortions. Thus, a high degree of price
slability is essential for the success of the liberalisation programme, especially
because financial markets in Pakistan today are not only shallow but have not fully
recovered from the financial wounds inflicted upon them by the recent scandals
involving the cooperative societies. The government, therefore, needs 1o take urgent
measures to keep inflation under control if the liberalization measures are to achieve
the objectives associated with their initiation, the most imporant of which will revolve
around the reduction of its budgetary deficit.

Investors find it difficult to operate in a system in which there are frequent changes
in policies. Continuity of policies is critical for introducing the stability that will attract
serious investors. Long lerm reforms announced in advance enhance the
government's credibility and also give affected inslitutions time to adjust.

The tinancial sector is still characlerised by uncertainty caused by frequent changes
in government policies. For instance, in January 1992, the government ostensibly
dismantled the structure of credit ceilings and introduced the concept of a 65%
credit/deposit ratio. However, alter the banks had expanded their deposit base by
US$ 700 million the State Bank imposed a 3% exchange cover risk on the plea that
the banks could atford to pay it. Later on the credit deposit ratio for privale sector
lending was reduced to 30% on local currency deposits and 40% on foreign currency
deposits. The State Bank has now intimated that from April, 1993 a uniform credit
deposit ratio will be applicable.

Till the fiscal year 1992-93, the government had permitted the privale seclor to set
up Modarabas which were 1o be exempt from income tax. The imposition, in 1992-
93, of an income tax at the rale of 25% on all modarabas in existence for more than
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1.38

1.39

3 years provides another example of the government backtracking and introducing
a levy (without giving adequale notice to modarabas already in existence).

Finally, during the last 2-3 years the government first withdrew the exemption from
taxation of dividend incomes and then raised the taxation rate each year.

1.2 Fiscal Treatment ot Different Financial Instruments

A major impediment faced by the private sector in mobilizing resources is the
inconsistency of tax treatment on the profits of various instruments. Fiscal
concessions have been granted to incomes earned by funds invested in specific
instruments. For example, Special Saving Certilicates (SSCs) and earlier issues of
WAPDA bearer bonds are exemp! from income tax.

1.3 Constraints to Development of Secondary Markets for
Government Debt

A big constraint to the trading of TBs and FIBs is the imposition of the withholding
tax. TBs and FIBs are sold cum-interest and the holder of the instrument on maturity
is liable 1o pay the withholding tax on the enlire return. This adversely affecls the
market for instruments the maturities of which are close to the inlerest payment date.

Al the same time that it has been issuing Federal Investiment Bonds (which in
themselves are fairly atiractive instruments) the government is negatively impacting
upon their marketability by permitting the issue of other government guaranieed
paper which has vastly superior qualities in that it is bearer and exempt from Zakat.

The current policy of the State Bank is to do Repo at 15%. The facl that the State
Bank is always willing lo do Repo and that this rale is fixed, and does not adjusl
to market conditions at different moments in time during the year, it is negatively
impacting upon the development of a secondary market.

1.4 Incentives to _Invest in Real Estale versus Financial Assets

In Pakistan the incentives to invest in financial assets are lower than the incentives
to invest in other assets, in particular urban fand.

The legal and fiscal instruments and the instilutional arrangements that enable or
facilitate speculation in land for long periods include the following:

a) The low non-utilization charges levied by development authorities for leaving
land vacant.

b) The properly tax structure thal enables vacant -land lo virually escape
property tax.

c) The absence of a capital gains tax.

d) Land can be transferred through powers of aftorney. A property may

exchange hands several time, without each lransaction being legally liable
for taxes (stamp duty and registration fees) which become payable only on
the execution of a lease or a sale.

e) Under Muslim Personal Law there is no statutory requirement to register an
oral gift.
f) The legal system permits ownership of land in fictitious names, in the name
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of a person other than the real owner, i.e., holding il ‘benami’.

1.5 Business Culture_and Legal Constraints

The legal system is inadequate and slow in enforcing contractual obligalions. The
inability to enforce contracts through legal channels is one of the root causes of the
inefficiency in the Pakistani economy. Il has 1o be made more responsive lo the
needs of financial fiberalisation. This wili require a supportive legal, adminisirative
and regulatory structure for prolecting deposilors of private hanks and an adequate
bankruptcy law for enforcing foreclosures.

1.6 Multiple Requlalory Agencies

Capital markets are currenlly being regulaled by various government agencies,
including the Ministry of Finance, the State Bank of Pakistan, the Corporate Law
Authority, the Religious Board, the Internal Finance Wing of the Ministry of Finance
and the Controller of Capital lssues. The existence of multiple regulators hinders the
smooth functioning of capital markets.

it would be desirable to confer onto the Corporate Law Authorily or some similar
agency lhe right to deal with all capital market issues.

NTIAL NEW INSTRUMENTS - COMMERCIAL PAPEF

1.43

1.44

1.45

1.46

1.47

There is little incentive for top tier companies 1o float commercial paper because they
have good access to bank credit. In fact, the top tier of the prime corporations, can
borrow at rates (10% to 11%) which are even lower than the (credit) risk ree rates
being offered on government securities. Also the existence of some instruments like
SSCs and the ready availability of government T-Bills and FIBs backed by
government guarantees make it ifficull for private companies lo issue their own

paper.

Stamp duty at 3.5% in Sindh - it varies between provinces - on privale seclor
marketable securities inhibils the development of a markel for commercial paper.

The regulations governing the operations of providém and pension funds do not
permit them to invest in corporate debt.

The Islamic mode of finance impedes development of financial markets. Problems
are encountered in even issuing convertible bonds because they carry a fixed

interest rate.

The Slate Bank has also imposed several restrictions that make public issues of
commercial paper more difficult. Specifically, private sector companigs cannot issue
securilies in bearer form, placing them at a compelitive disadvantage vis-a-vis public
seclor institutions, which have been allowed 1o issue bearer securities for the past
several years. Furthermore, banks are nol permitted to provide bank guarantees on
any securily issue by a private sector firm.

FACTORS CONSTRAINING GROWTH OF HOUSING FINANCE

1.48

K.1 Cost of Funds

Existing financial instilutions have alternative oplions for advancing credit thal reduce
the altraction for housing loans. In a market starved for funds the banks are not
under any pressure to venture into aclivities other than those they have performed
traditionally. Not only are they earning risk iree yield on long term government bonds
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of 15%, the interest rates on most corporale credit is 16% - 18%. [n other words,
there is a huge demand for credil against which ‘better quality collateral is being
offered (than would be provided by an individual seeking a housing loan). The
banking sector can hardly be expected to show a greal deal of enthusiasm for
extending housing loans that would invariably be much smalier in size, and yet
require the devotion of more administrative resources (in terms of personnel and
costs). The willingness of commercial banks to venture into housing finance type
activities will be adversely affected even further with the recent decision of the State
Bank to raise the reserve requirement from 40% lo 45% of deposils.

The financial institutions would broaden their base of operations irito relatively riskier
areas only if the profit margins were higher, which would mean an interest rate of

at least 20%.

Only a small segment of the population would be able to service debls for new
housing at rates of interest exceeding 20%, unless the banks express willingness
to extend considerably smaller home improvement loans.

For new special purpose housing finance companies the biggest problem would be
deposit mobilization. In the present financial environment, where interest rates would
be pegged to rates being offered on government securilies, the high cost of funds
would inevitably push up the on-lending rates to levels even more formidable than
ihe ones indicated earlier above, makig the debl servicing costs of new housing
prohibitive for the middle and a substantial proportion of the upper income groups.

K.2 The Taxation Issues_Hindering Development
of a Housing Finance Market

In the case of sell occupied property the government does not permit the tax payer
1o set off the expendilure on debl servicing (the financial charges component) against
his other income.

According lo income tax experis housing finance companies (HFCs) could becomne
liable for the 2.5% turnover fax.

Some 1ax praclitioners also argue that the nature of the mortgage agreement could
potentially lead to the company having to pay properly tax al rates applicable to
rented out properlies, at 25% of the “annual rent".

K.2 Problems of Foreclosure

A large problem in developing housing finance in Pakistan is the difficulty of
enlorcing foreclosure laws in the event of a defaull. The procedural complications
encountered by financial institutions in cashing a collateral, particularly of immovable
property, is a deterrent holding back the private seclor from venturing into housing

finance activities.

However, the relatively successful performance of Banking Tribunals provides some
basis for optimism that the formidable challenge of foreclosure can be addressed
through an appropriate strengthening of the legal framework and the judicial
machinery, by developing strong credit appraisal procedures and by strengthening
institutional capacities.

K.4 Cost of Registering Property Related Transactions

Another important factor that will hinder the growth of housing finance will be the
high cost of registering properly related transactions. The costs in urban areas in

7



Sindh include a 1% registration fees, a 8.5% provincial stamp duty, a 2.5% properly
transfer fee charged by local government, a 5% capital value tax (CVT) on certain
categories of residential plots exceeding 240 sq.yds., other charges (professional
charges, brokerage fees and court fees). In the case of a loan, there is a 1% charge
for registration of the mortgage documents, a 3% stamp duty for a non-bank financial
institution (the stamp duty is 1% in the case of a banking company) plus charges
for fire insurance and professional input.

L. RECOMMENDATIONS

1.58

1.59

1.60

1.61

Some policy, legal and institutional reforms are critical for creating the enabling
environinent for the long term development of capital niarkets in general and the
housing finance sector in particular. A more detailed and focused effort would be
required to draw up precise proposals taking into consideration their wider
implications and their inter-secloral linkages and, on the other hand, some of the
relevant changes would be politically and practically difficult to introduce in the
foreseeable future. We mention these issues as some of them seem critical to the
development of a housing finance industry.

Such a package of re‘arms would broadly cover the following areas:

a) Measures to bring down the government's budget deficit, touching 8% of the
GDP.
b) Granting of greater autonomy to the Slate Bank to pursue a consistent

monetary policy without interlerence from higher levels of government.

c) More efieclive foreclosure mechanisms through apprapriate amendments in
the legislative framework, procedural changes and slrengthening of the

judicial machinery.

d) Development of a well trained supervisory slaif at the State Bank to ensure
that the rapidly expanding financial institutions comply with the new prudential
regulations.

e) Development of an Apex institution for the regulation of the securities market.

L.1 Measures that can be Implemented in the Short_Term

L.1.1_ Housing Finance Policy

The government should allow the deduction, against the taxable income of a tax
payer, the interest element of a housing loan - placing an upper limit on the value
of the loan,

Some of the instruments that could reduce the cost of funds for housing finance that
the government should consider are:

a) Fiscal incentives, for inslance, concessions in income tax for a specilic
period, for those providing housing finance.

b) Permission to HFCs to have access lo passbook saving accounts, as is the
case in almost every developed country. Passbook savings can serve as a
growing source nf capital for morigage lending.

(] The treatment of housing finance companies (HFCs) as commercia! banks
for purposes of inter-bank borrowing. The cost of funds can be lowered by
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allowing HFCs access to interbank funds, particularly because these
companies will be undercapilalized in their early years of operation. There
is a critical need to provide them with shorl term funds to meel liquidity
needs and provide for stable cash management. Access o passbook savings
[(b) above] will be a longer lerm source of funds and it will take HFCs
several years to build up this deposit base.

d) Lowering of the costs of registering property related transactions (registration
fees, stamp duly, capital value tax, etc.) and mortgage documentation. These
issues are beyond the scope of this study bul are critical to the development
of the housing finance industry.

L.1.2 Policies Regarding Capital Market Securities

For fixed interest securities held by banks the Government of Pakislan must iniliate
a system of regular auctions reasonably interspaced in time to give the secondary
market time to develop.

During the last 18 months there have been 84 issues of FIBs (28 for each period
of maturity). The crowding of issues has given rise o a fairly complicated secondary
market. The market could be simpiified considerably if there was only one issue per
annum.

The government should have a uniform policy for all securities in respect of the
liability for Zakat and for wealth tax and income tax (withholding tax) purposes.

The private sector, like public sector corpo.ations, should be permilled to issue
bearer certificates (commercial paper) and domeslic banks should be ailowed lo
guarantee paper issued by the private sector.

To facilitate the development of a market for commercial paper the Federal
Government should persuade the Provincial Governments to reconsider the high rate
of stamp duly and the stage at which il is to be levied. Currently duty at 3.5% is
payable both at the time of issue of paper and at all subsequent lransfers.

Underwriting is a requirement for public issues; il gives the market iiquidity. No
restrictions on the amount of issue or fees should be placed.

A separate study needs to be conducted for identifying proposals for developing
secondary markets.

A sludy also needs to be undertaken to develop proposals for reducing muitiplicily
of regulations and regulatory bodies.

L.2 Recommendations that can be Underiakgn in the Medium Term

..2.1 Access to Pension/Provident Funds

Pensions/provident funds should be allowed to operale in the equities market. This
will give the market both depth and liquidity.

L.2.2 Supervision_and Monitoring of Financial Inslitutions

After the recent reforms controlling money supply has become a more sophisticaled
exercise, reinforcing the importance of well trained staff responsible for performing
the reyulatory functions. Added to this is the onerous responsibility of having to
regulate almost 110 financial institutions. The State Bank, therefore, needs internal
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reforms, qualified and suitably trained staff to ensure compliance with sound business
practices and enable streamlining of the various departmenis to mzke them more
efficient and productive.

In view of the history of financial scams in the country and the recent proliferation
of new financial institutions there is a need for eslablishing deposit insurance
schemes.

L.3 Proposals that can be Implemented in the Long Term

L.3.1 Capital Adequacy Ratios

The capital adequacy ratios of banks should be based on Bank for Inlernational
Settlements (BIS} guidelines where capital adequacy is a funclion of risk weighted
assets rather than of the gearing ratio.

L.3.2 Private Sector Involvement in Policy Formulation

In view o! the problems encountered by different players in the market (including the
government) in interpreting and implementing different policy changes the government
should involve the private sector in formulating policies, making legislative changes
and in devising implementation mechanisms and instruments.

However, the financial systems will function effectively only if the private sector also
responds positively to government initiatives in this direction. Currently, entrepreneurs
do not collaborate with each other to develop codes of behaviour and standards for
self regulation. An institutional structure for disciplining and publicly reprimanding
those abusing the freedoms and not rectifying their operational practices will help
marginalize those not complying with the grounc rules. The private sector will have
lo fulfil these obligations itsell and not rely primarily on the government to perform
these functions.

L.3.3 Other Stock Market REforms

There are an equal number of stock market reforms which are addressed in detai
in the Section on Recommendation (Section 13). They are listed here and cover the
following issues:

- Fraud prevention and detection
- Insider trading

- Capital base

- More players

- Retail market constraints

- Complaint registration

- Share transfer

- Setllement

10



2. SCOPE OF STUDY AND METHODOLOGY




A INTRODUCTION

2.01

2.02

2.03

2.04

This section of the report introduces the objectives of the assignment, describes the
methodology adopted for conducting the study and identifies the limitations of the
study.

This study was commissioned by the USAID. The aim of the study is to develop an
understanding of the developments taking place in domeslic capital markets and the
policy, procedural, institutional and legal constraints being faced by the different
players that are active in the market. The report reviews recent developments in the
domestic financial structure, in the light of the financial reforms introduced by the
Government of Pakistan, and makes an assessment of their likely impact on the
evolution and growth of capital markets in general and the supply and demand for
housing finance in particular.

It examines the structure of capital markels, the institutional arrangements, the
activities of the key parties - the State Bank, the commercial banks, the institutional
investors, the stock exchanges, the investiment finance companies, the modarabas,
etc., and the rules and regulations governing their operations. it examines the legal,
fiscal and regulatory framework governing the market for government debt, equities
and other securities and how they impact upon the development of capital markels.
It assesses the supply, demand and ownership paitern of securities and analyses
the underwriting procedures, the financing patlerns and the cosls of public issues.
It also briefly looks al malters connected with the pricing of new public issues and
government regulations requiring ‘arge companies to go public.

The findings of this report are based upon the resulls of extensive interviews and
a review of available data and policy documentation. Whatever factual and anecdotal
information was available has been incorporated and subjecled to an examination

in this reponrt.

B. METHODOLOGY

2.05

The following methodology was adopled to satisfy the objectives of the study:
a) A review was undertaken of the financial reforms that have been introduced.

b) An evaluation was carried out of the capilal markets, the institutional
arrangements (both in the public and private seclors) and the more important
financial instruments being introduced by the govemment and the privale
sector to mobilize savings.

c) A critical aspect of the study included exlensive interviews of a representative
sample of bankers (in commercial banks and DFls), instilutional investors,
stock brokers, and relevant officials of the State Bank (Annexure-3) - the key
players - on the manner of functioning of capital markets.

C. LIMITATIONS OF STUDY

2.06

As the introduction of the package of financial reforms was introduced, and the
initiation of the process of capital market development based on market signals took
place only recently, much of the assessment of their likely impact on the volume of
savings or the financialisation of savings is analytical, but not irrefutable evidence,
particularly in view of the fact that this period has coincided with the large
devaluation of the property market and the siinilar large swings in the slock market -
alternative investment opportunities.

12
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Before forming definite conclusions at the macro level the reader would be well-
advised to place the responses of the different actors in this sector in their proper
perspective. Respondents demonstrated obvious and understandable biases in their
answers, thereby casting doubts on the accuracy of the replies. For instance, due
consideration must be given to the human urge lo overstate one's own perlormance,
to state what they perceive 1o be in their own interest and, where results are
unsatisfactory, to pin the blame upon others and claim that the role and attitude of
others must change before the level of efficiency of the system can be raised.
Bankers and stock brokers, therefore, exaggerate their own efficiency, the unhelpful
allitude of the bureaucracy and the lack of information, while the government is
understandably reluctant to accept some of the procedural and policy weaknesses
of the programme. Therefore, wherever possible, we have presented both points of
view to provide as comprehensive and as objective a piclure as was possible for
us to do within the narrow time frame available for completing the study.

13



3. THE MACRO ENVIRONMENT AND
THE FINANCIAL SECTOR




~

INTRODUCTION

3.01 Since the mid sixties Pakistan has been registering an annual growth rate of 2.5%
in per capita GNP compared with an average of just under 1.9% in the case of other
developing countries, excluding China. The high growth rates have been achieved
through a heavy dependence on external capital inflows - there has been a gap of
5 to 6 percentage points belween gross domeslic investment as a percentage of
GDP and domestic savings as a percentage of GDP - and by running down the
already limited physical and social infrastruclure.

DOMESTIC SAVINGS

3.02 Pakistan's savings rate is rather low, both in absolute termis and relative to other
similarly placed countries. Pakistan's domestic savings rate has remained below 10%
for most of its history - and between 6.5% to 8.5% since the 1970s - compared with
the rate in excess of 20% for most low and lower middle income countries.

3.03 The national savings rate at around 14% of GNP has, however, been perceptibly
higher than the domestic savings rate on account of the substantial inflows of
workers' remittances. However, despite the additionality of remittances the national
savings rate is rather low in comparison with the gross investment rates required for

sustaining future growth.

3.04 A comprehensive piclure of housecholds savings is not available because details of
household wealth of non-financial assets are not available and these conslitute the
bulk of household wealth, The most important compenent of financial assels are

deposits.

3.05 The government has been a net dissaver for years. The gap belween revenues and
expenditu.es has expanded over the years, causing the fiscal deficit to rise from
around 5% of GDP in the early 1980s to just under 8% of GDP in 1991-92. The
long term environment for growth and the ability of the government to support
development is threatened by these large and growing deficits.

THE FINANCIAL SECTOR

3.06 Financial and capital market development is important for the overall mobilization of
savings and for the allocalion of resources required for complementing and
supporting the funding needs of productive activities, including an important sub-
seclor of the financial sector, housing finance. In this the role of financial
intermediaries is simply the mobilization of savings of the community and passing
them on lo potential investors by adopting prudent norms of lending.

3.07 Despite the relatively low per capita income and the low rate of national savings the
financial sector is quite large, dynamic and diverse in comparison with other countries

at a similar stage of development.

3.08 This study, therefore, reviews the scenario developing in the financial markels by
examining the financial instruments and interest rate structures that were in place
before the financial sector reforms of 1991 (Sections 5 and 6), the relorms
introduced by the government to improve the efliciency of financial markets (Section
8), the size and nature of government debt and its impact on the interest rale
struclure and the environment for the development of the housing finance sector
(Section 10), the policy, legal, fiscal, instilutional and other constrainls to the
development of capital markets in general and the housing finance sector in
particular (Sections 11 and 12).
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INTRODUCTION TO INSTITUTIONS OPERATING
IN THE FINANCIAL SECTOR




A.

2

INTRODUCTION

4.01

4.02

4.02

This section introduces the different institutions operating in the domestic financial
seclor and the variely of roles they perform in the sector. The recent proliferation
in the variety of financial institutions in the marketplace makes it imponant to review
the status and role of each type of institution.

As the financial seclor in Fakistan has evolved, the government has created a
framework for cpecialised institutions, each designed to meet the needs of a specific
financial service. The increasingly complex nature of finance has increased the
variely of institutions. These include commercial banks, investment finance
companies, development finance institutions, leasing companies, modarabas, stock
brokers and housing finance companies. As a resull the financial seclor today
comprises 4 NCBs, 2 provincial government banks, 2 privatised commercial banks,
9 new privale commercial banks, 22 loreign banks, 15 leasing companies, 39
modarabas (mutual fund companies), 9 private investment banks, 11 DFls while
letters of intent have been granted to 8 housing finance companies (see Annexure-
2 for complete list of names). Each type of inslitution addresses the needs ¢l a
specific segment of the market.

These financial institutions can be essentially classified into two broad categories,
banking companies and non-bank financial institutions, with both being controlled
primarily by the central bank, the State Bank of Pakistan. They are also regulaled,
depending upon the nature of the instilution, by the Corporate Law Authority, the
Ministry of Finance and the Religious Board. The roles of these instilutions are
described below:

BANKING COMPANIES

4.03

4.04

4.05

4.06

4.07

Banking in Pakistan is basically conducled by the 37 scheduled banks. In addition
to these, 2 provincial government banks and the DFls conduct core banking
aclivities. Core banking activilies are mobilizing deposits, lending funds and
conducting trade related activities.

The ccmmercial banks play an especially important role in mobilising deposits from
the public. In addition, they are involved in helping companies meet their working
capital requirements, providing a conduit for overseas Pakistanis to remit foreign
currency home, and for financing foreign trade.

Three NCBs and the 2 previously nationalized banks have traditionally controlled in
excess of 80% of banking sector aclivities. However, their market share has been
declining over the last 5 years and this rate of decrease in market share is expecied
lo accelerate with the induction of the new private banks.

The three nationalised commercial banks in Pakistan, Habib Bank Limited, United
Bank Limited, and National Bank of Pakistan have a very large branch network thal
facilitates deposit mobilisation. While these institutions play an important role in
financing short-term credit requirements, their success in raising deposits ensures
that they have a significant surplus of funds that can be on lent or invested in
government securities. Two NCBs have been privatised since 1990. Muslim
Commercial Bank was sold by auction/negotiation, while Allied Bank was sold to its
employees.

The foreign banks in Pakistan are branch operations; they are not separate legal

entities. They are primarily niche players and have been successful because of their
superior management skills and better access lo international financial markets.
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4.08

4.09

NON-
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According to most respondents almost 80% of foreign currency deposits are with
foreign banks, partly because of their marketing efforts and parly because of their
credibility as international banks.

As one of the measures (see Section 9) to induce compelition into the financial
seclor, the government recently allowed several financially sound groups to set up
new commercial banks and 9 such institutions have been established.

BANK FINANCIAL INSTITUTIONS

4.10

4.12

4.13

4.14

Development Finance Institutions (DFIs) play a crucial role in providing lerm finance
for industrial and agricultural veniures. They are the most important source of long
term project finance in the country. They maintain a close relationship with different
aid-giving agencies, often acling as the primary channel for disbursement of foreign
aid to the private sector. These DFIs primarily focus on providing long term debt 1o
companies. They can, therefore, be differentiated from the government-owned mutual
funds and unit trusts, which focus on equity investments in companies. The complele
list appears in Annexure-2.

C.1 DFls

Pakistan has also entered into joint venlure DFIs with Kuwait (Pakistan Kuwail
Investment Company), with Libya (Pak-Libya Holding Company Limited) and with
Saudi Arabia (Saudi-Pak Industrial and Agricultural Investment Company Limited).
These companies are owned jointly by the governments ol the two countries, and
work to provide project finance to various venlures. Currently, however, their level
of activity is fairly limited.

C.2 Leasing Companies

Leasing companies are a relatively new phenomenon in Pakistan, dating to the late
1980s. Because of the financial structure of leases, leasing to finance assels has
become popular. It is especially advantageous for companies to execule leasing
agreemenits if lhey are liable for currenl taxes. In addition, the desire to find new
sources of capilal has caused many comparies to turn to leasing as a means lo
finance growth without using normal overdrafl facilities. Besides traditional leasing
companies, modarabas (described below) have also become very important players
in the leasing industry.

C.3_Modarabas

As part of the effort lo Islamise the economy in the 1980s, the government laid the
framework for the establishment of modarabas in Pakistan. A modaraba is
conceptually similar to a close-ended fund where a management company provides
expertise while investors provide capital. Modarabas were especially popular with
sponsors because they had the advantage of being exempt from income tax. This
exemplion has now been withdrawn for modarabas thal became operational more
than three years ago. Modarabas established less than three years ago will remain
tax-free for three years from inception. Modarabas can only engage in activities that
are approved by the Religious Board as being Islamic.

C.4 Investment Banks

The government has recently oullined procedures for the estgblishanent of investment
banks and some of these have already been established.

18



4.15

C.5 Housing Finance_Institutions

Historically, there has only been one housing finance institution In Pakislan, which
Is government-owned. In recenl years, however, there has been Increased interest
in the field, and the government has recently given approval to 8 new companies
to enter the field. One is already in operation while 3 are expecled lo commence

operations during 1993.

MUTUAL FUNDS

4.16

4.17

There are two large government organisations that provide mutual fund services in
Pakistan. These organisations place funds in publicly traded stocks, as long term
invesiments or for short term trading. In addition, some modarabas and other
companies have now starled participating in the market for equities.

Nationa! Investment (Unit) Trust is an open-ended mulual fund. It has the option to
purchase 15 per cent of all new public share issues from the issuers. A unigi e
characteristic of its Unit is that it does not reflect current market equity prices. NIT
has a huge portiolio of shares and has appointed al least one director on the boards
of many companies. The Investment Corporation of Pakistan (ICP) manages 21
closa-ended mutual funds. In addition, ICP underwrites new share issues and
promoles awareness about the stock markel.

STOCK EXCHANGE

418

The Karachi Stock Exchange was established in 1949, and currently enjoys a markel
capitalization of around Rs. 200 billion. While stock brokers have been established
for many years, the recent reforms have contributed to the increased interest in the
stock market. Professional standards have risen and information technology has
tecently been introduced (see detailed discussion in Section-7).

STATE BANK OF PAKISTAN

4.19

The key official institution is the Slate Bank of Pakistan. The Stale Bank of Pakislan
ic requlated by the State Bank of Pakistan Act, 1955. This Act oullines the role and
responsibilities of the Stale Bank as the nation’s central bank. The Slate Bank has
two primary functions. It controls the money supply and the foreign exchange
reserves and prolects interests of depositors in financial instilutions. It issues
currency, acls as banker for the federal government, advises the government on
economic, financial and banking issues, is the banker for the various banking
instilutions, controls credit policy, and regulates foreign exchange lransaclions.
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5. FINANCIAL INSTRUMENTS AVAILABLE TILL
THE 1991 REFORMS




INTRODUCTION

5.01

This chapter provides a brief introduction to the various financial instruments
available for investment prior to the financial reforms in 1991.

COMPOSITION OF PRIVATE FINANCIAL SAVINGS

5.02

5.03

5.04

It is estimated that the corporale sector in Pakistan is responsible for around 12%
to 15% of private savings,' the household sector providing the balance.

According 1o one sludy on earnings of companies registered on the Karachi Stock
Exchange, small firms retain almost all their profits for financing operations and
expansion of production facilities compared wilh 85% savings by large companies,
i.e., for every unit increase in profits these firms save 85% of it.? This is because
corporate sector clients have better access to the banking sector and other sources
of finance.

Enumerated below are the various instruments which were available to inveslors
before the 1991 reforms; most of these are still available.

INVESTMENTS AVAILAGLE TO THE GENERAL PUBLIC

5.05

5.06

5.07

C.1 Bank Depcsils

The total bank deposits as at June 30, 1992 were Rs. 416.7 billion, made up of Rs.
310.3 billion in the form of time deposits while Rs. 106.4 billion comprised demand
deposits. It is interesting to nole that demand deposits make up almost 26% of the
total deposits. This provides one explanation of the low cost of funds available to
commercial banks. Local currency bank deposits are maintained on a profit and loss
sharing (PLS) basis. The rates of return on PLS deposils are announced every six
moanths by the scheduled banks. The tables provided in Annexures 3 and 4 show
the growth in deposits of banks between 1986 and 1991 as well as the rates of
return that were availed on these deposits. The weighted average rates of return on
saving deposils were around 7.5% in 1990 and 8.5% in 1991, while the yield on 6
months to less than 2 year fixed deposits ranged between 8.6% and 11.7% during
the same period. Between 1986 and 1991 deposils with scheduled banks increased
at around 12.8% per annum. Of all deposits held by banks the share of foreign

banks is 13%.

C.2 National Savings Schemes

Several instruments were also launched by the government through the Central
Directorate of National Savings, to caler to the various needs of individual investors.
These are listed below:

The instruments under this scheme can be purchased from banks, post offices and
national savings centres. The total amount held in the National Saving Schemes as
ol March 31, 1992 was approximately Rs. 165 billon. The main instruments available
under these schemes were as follows:

a) Defence Savings Certificates (DSCs)
b) Khas Deposit Certificates (KDCs)
c) Special Savings Centificates (SSCs)

These are described below and Annexure-10 provides a profile of these securities:
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c)

Defence_Saving Certilicate

This is a tax exempt registered securily with a ten year maturity period_. it
is issued al par. The compounded rate of return for a ten year holding period
is around 16%.

Khas Deposit Certificate

This was a registered securily vhich was issued at par with a three year
malurity and six monthly coupon payments of 15% for the first 2.5 years and
17% in the last six months. This was discontinued in 1990.

Special Savings Certilicate

This security with a three year malurity period is exempt from income lax.
The rate of refurn is 11.5% for bearer and 12.5% for registered certificales.

D. OTHER SCHEMES

5.08

Several other schemes have been launched by the State Bank and other government
institutions, as given below:

Foreign Exchange Bearer Certificates (FEBCs)
WAPDA Bonds

National Investment Trust Units {NIT Units)
Special National Fund Bonds

National Prize Bonds

Civil Aviation Authority Bonds

These are briefly described be'ow and Annexure-10 provides a profile of these
securities:

a)

b)

c)

d)

Foreign Exchange Bearer Cerlificates

These certificates of a three year malurity period are available in bearer form.
The holder has an option to converl to foreign currency. The return accrues
at a yearly rate of 14%, 15% and 16% respeclively. The profil is payable
on encashment.

WAPDA Bonds

These are government guaranteed issues and are traded in the market, with
miaturities ranging from 5 to 10 years and rates of return varying from 12.5%
to 15%, payable six monthly. The profit on the first three issues of these
bonds were oxcmpi from income tax.

National Investment Trust Units

These units are issued by a closed-end mutual fund and are available in
both bearer and registered form. The recent annual dividends was 18%. I,
however, is subject to a withholding tax of 10%.

Special National Fund Bonds

These are non-negoliable, tax Iree, zero coupon, five year bonds that pay
a rate of return of 9%.
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) National Prize Bond

Prize bonds are Issued by the government, via the commercial banks, to the
general public. The prize money offers the opportunity of high returns to
speculative investors.

f) Civil Aviation Authority Bonds

These government guaranteed lax free bearer bonds are issued by the Civil
Aviation Authority and have a malurity period of 5§ years. The bonds pay a
return of 15.5% per annum. The profit is paid every 6 months.

E. INSTRUMENTS AVAILABLE OUTSIDE CEILING (BANKS)

E.1 Federal/Provincial Government Loans

5.09 The government has been raising debl by issuing long term Federal and Provincial
Government bonds. The total Federal Government Bonds as on 30th June, 1991
were Rs. 8.674 billion. The oulstanding balances of the Provincial Governments'

Loans as on 30th June, 1991 was as follows:
Rs. in Millions

Government of Punjab 503.9
Government of Sindh 1,723.7
Government of NWFP 730.8
Government of Baluchistan 1,015.2
Total: 3,973.6

E.2 Treasury Bills (3 months)

510 The main financial instrument thal banks could earlier buy was the three months
Treasury Bill yielding a return of just under 6%; which were included in the reserve
requirement of banks. These bills could be discounted at 6.06% by the State Bank.
These Treasury Bills were available at all times, from the issuer. This scheme was
discontinued in March, 1991.

E.3 Treasury Bills (Auction)

5.11  The government used to issue Treasury Bills through an auction system and these
bills were investments outside ceiling. The rates on these Treasury Bills were
regulaled at approximately 6.5%. The disadvantage of these Treasury Bills, compared
to the 3 month Treasury Bills, was that this investment did not qualify for the reserve
requirement.

1. Estimated from reported private and corporate savings in Pakistan from the Economic
Survey, State Bank Annual Report and Balance Sheel Analysis of Companies Listed on the

Stock Exchange.

2. The Determinants of Corporate Savings in Pakistan: A Case Study of Companies registered
with the Karachi Stock Exchange, Applied Economics Research Centre, Univ. ol Karachi,
Sept. 1990.
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INTRODUCTION

6.01  This chapter briefly introduces the inlerest rale structures on bank deposits,
government securities and on different categories of borrowings.

LOCAL CURRENCY DEPOSITS

6.02 In 1985 the State Bank legislated to bring all returns on local currency deposils onto
a profit and loss sharing basis, with prolils being declared every 6 months on a
provisional basis in advance.

6.03 Over a 10 year period the weighted average rate of return has ranged from a
minimum of 6.98% (in 1987) to a maximum of 7.64% (in 1983). The comparative
figure for 1991 is estimated at 8.5%.

6.04  On term deposits the rales have not been overly impressive eilher. in fact, a lot of

scheduled banks do not even offer lerm deposils for more than one year. The term
deposits are briefly analysed below (see details in Annexure 4).

Table-1

Term Depo <6mo <lyr <2yr <3yr <dyr <Syr >5yr Total
8.13 821 1050 11.52 595

Minimum 724 984 7.29
Maximum 10.25 11.72 11.01 11.65 1202 13.04 14.75 9.82
Average 8.83 9.48 9.20 1038 11.18 1214 1245 -

The above rales clearly depict that the term rates have been grossly inadequate in
terms of a normal yield curve. On the shorter end of the speclrum the customers
would be better off keeping the funds in saving accounts where the mark up
dilference is normal, yet there are liquidity advantages. For the longer term investors
government securities are more altraclive because they not only offer a far superior
return on a post-tax basis in some cases there is also an incentive to whiten black
money.

6.05  Over the four years to 1990 deposits of scheduled banks grew from Rs. 178 billion
1o approximately Rs. 300 billion, i.e., at a rate of 13.5% per annuin. The growth in
deposits after 1990 has been phenomenal, largely because of government policies
(see Sections 8 and 9). The increase during 1991 alone was Rs. 78 billion, a growth
of 26% over 1990.

FOREIGN CURRENCY DEPOSITS

6.06  Prior to May 1991, the foreign currency deposits could only be maintained by non-
resident Pakistanis. The Economic Reforms of 1991 now also permit resident
Pakistanis lo hold foreign currency deposits. The current yield on deposits offers an
aflractive spread over LIBID for different currencies. Delails of this scheme and its
impact on the deposit base of banks has been discussed in later sections of this

report.
GOVERNMENT SFCURITIES

6.07  Inthe pre-reform period inlerest rates on a variety of government securities, including
the National Savings Schemes, ranged from 11.5% per annum to around 16% per
annum depending on the maturity of such securities.
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CORPORATE PAPER

6.08  With a tew exceptions, like the Civil Aviation Authority and WAPDA Bear Bonds,
corporate paper has not been issued in Pakistan. A market for corporate debt does
not exist at this time.

CEILING FUNDS
F.1 Introducticn to Ceilings

6.09 [n the financial market “ceiling” is a specific term which denotes funds that can be
used by banks at their discretion for any purpose specified in the Banking
Companies Ordinance. Ceilings are used as an instrument of monetary control by
the Stale Bank 1o check credit expansion and thereby the inflationary pressure in
the economy. Normally these funds are used by banks for lending purposes. These
funds can be transacted among scheduled banks on a weekly basis.

6.10  The ceiling market rates are strictly a function of the supply and demand for ceiling
funds and ceiling normally follows a seasonal trend. In the cotlon season, for
example, approximately November to February, the demand for ceiling normally
outstrips supply and ceiling becomes quite expensive; it has been as high as 25%
on occasions.

F.2 Ceilings_and Credit Deposit Ratios

6.11  Ceilings of banks are currently governed by a formula issued by the State Bank. The
State Bank uses these ceilings to monitor the credit that should be available to the
market. This ceiling for private sector lending is specifically calculated for each bank.
It is a faclor of 30% local currency deposils and 40% foreign currency deposil
holdings. From April 1893 a uniform credit deposit ratio will be introduced for the
purposes of calculating ceilings. However, the details of the formula are not available

at present.

6.12  These ceilings have an important bearing on !f:¢ potential availability of investible
funds for the private sector in general and the housing finance sector in particular.
Assuming that deposils are equally divided between local and foreign currency
deposits, then the overall ceiling would be around 35%. The current statutory reserve
requirement under State Bank Regulations is 45% of total deposits while the balance
of 20% is used for commodity operations, stale sector and priorily lending. The bulk
of the 35% ceiling funds that are available for lending to the private seclor (i.e.,
between 65% 1o 70%) go to prime customers. The balance of around 30% is
potentially available for lending to other sectors. The housing finance sector will have
to compete for funds from this pool. The problems that it will encounter in competing
witg other sectors and allernative investment opportunities are discussed at length
in Section-12.

6.13  The main uses of ceilings are described below.

F.3 Running_Finance

6.14  For running finance purposes, banks currently make funds available to cuslomers
at interest rates ranging from 12% to 20%.

F.4 Term Loans

6.15  For term loans, banks have recently lent funds at interest rates ranging from 13%
to 20%.
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6.16

F.5 Other Advances

The category covers other invesiments of ceiling funds which could either be shor
term or long term in nature. On the short term uses the banks could buy equities.
The longer term uses of funds can include fixed assel purchases. Ceiling is also
available for specific purposes and specific rules apply in such cases.

THE INTER-BANK MARKET RATES

6.17

6.18

6.19

6.20

6.21

6.22

The Inter-bank Market operates lor the following five calegories:

a) Call or overnight

b) Ceilings

c) Repos

d) Securities

e) Rupee-US$ transactions between banks

G.1 Call or Overnight Rate

The call market borrowing is an overnight inter-bank market which falls outside
ceiling. It is available only to scheduled banks with a few concessionary exceptions
given 1o some non-banking financial institutions, for example PICIC. This is clean
lending on an overnight basis strictly within the interbank market. Technically, only
the banks that are subject to ceiling constrainis can access the call market. If this
were not the case then arbitrage possibilities would exist. The call rate flucluates with
the demand and supply of call funds in the market. It can be as low as 1/2% or as
high as the SBP repo rate.

The call or inter-bank overnight borrowing is transacted at varying rates depending
on demand and supply for funds. From 1981 up o the pre-reform period of 1991,
it ranged from 5.5% lo 8% (see Annexure-5). The highest level of this rate was,
understandably, the State Bank discount rale.

Since the relorms in 1991, the call rates have varied between 1% to 14%, as the
State Bank discount/repo rate (see end of chapter) increased from 6.06% 10 14%
during this period; it has now been raised 10 15%. These variations reflect, on the
one hand, liquidity levels at various times and, on the other hand, indicate how
liquidity management is that much more difficult in the post-reform period.

G.2 Ceiling

Ceilings are also traded between banks. In the ceiling inarkel, banks having ceiling
in excess of their lending needs can lend their unused ceiling 1o other banks at the
prevailing ceiling rate. In this way, banks can meet their additional lending needs
from the ceiling market. The end of the week figures should reconcile with the State
Bank. Because ceilings have more uses than call funds, the ceiling rate is invariably
higher than the call market rate.

G.3 Repos and_Securities

To manage their short term liquidity requirements banks can resort to repurchase
agreements with other financial institutions, which means selling the security and
simultaneously buying it back at a marked-up price on a specified date. The SBP
also provides Repo facility at 15%. For this reason the call money market cannot
exceed this benchmark. Alternatively, the bank, in the absence of the Repo facility
can, to raise funds, liquidate the securities held by them.
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G.4 BRupee-US $ Transaclions
The US doliar rupee rate is managed by the State Bank and Is fixed at the start of
any given day. The Rs/US $ dealing in the local market can only be done between

the various treasury departments of banks as well as authorized foreign exchange

6.23
brokerage houses.
Keeping in view the fluctuations/volatility in the inlernational markets, the SBP allows

a certain margin to cater to the volatility in the US $/Rs. rate. The uniqueness of
this markel is that the rates are quoted to the customer in the morning and remain
fixed throughout the day, irrespective of the movements in international markets.
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7. THE STOCK MARKET




INTRODUCTION

7.01

This chapter examines the historical role of the stock market, the regulatory
framework governing the operalions of stock markets, the paltern of ownership of
corporate equily and the historical performance of the corporate sector in terms of
yields on securities.

HISTORICAL ROLE

7.02

7.03

Al present, there are three stock exchanges in Pakistan, one each in Karachi, Lahore
and Islamabad. ‘ihe Karachi Stock Exchange (KSE) opened in 1948, the Lahore
Stock Exchange (LSE) in 1970 and the Islamatad Stock Exchange (ISE) only
recently in 1992. The KSE is, however, the only aclively traded equity market
accounting for 90% of the tolal volume. As of Novoinber, 1947 thele we™ K23
companies listed on the KSE (having increased from 362 in 1985) while 522
companies were listed on the LSE; the biggest increase in listed companies has
been witnessed in the cotlon textiles sector. The aggregale market capilalization at
the KSE is approximately Rs. 200 billion, having grown by 426% since 1986.

The membership of KSE is current around 200; new members are required lo
purchase an existing seat. The current base of aclive members is around 130, with
trading being dominated by 15 to 20 members. In June, 1990, the constitution of the
KSE was amended to permit corporate membership. Corporate members are required
lo have a minimum paid up capital of Rs. 20 million.

REGULATORY FRAMEWORK

7.04

7.05

7.06

7.07

The regulatory framework for the stock and capital markets has evolved over a
period of time. The governing legislation is the Securities and Exchange Ordinance,
1969 and the Rules made thereunder. The KSE regulates and organises the conduct
of its members and establishes standards for listing and dealing in securities. It also
operates the clearing house and supervises settiements.

The KSE itself and its members are regulated by the Corporate Law Authority (CLA),
an authority constituted under the Companies Ordinance, 1984. New issues are
subject to the approval of the Conlroller of Capital Issues (CCI) under the Capital
Issues (Continuance of Conlrol) Act, 1947, and to regulation under the Monopolies
and Restlrictive Trade Practices Ordinance, 1970.

The KSE is managed by a board of directors consisting of 16 persons and a
president, 14 of whom are elected by the members and two of whom are nominated
by the National Investment (Unit) Trust Limited (NIT) and the Investment Corporation
of Pakistan (ICP) respeclively.

In the case of a public issue of shares by a new company withoul foreign
participation at least one-hali of the equity has 1o be raised from the general public.
Where a company has foreign partnership at least one-half of the capital lo be
owned by domeslic investors has to be issued to the general public.

DOMESTIC INSTITUTIONAL INVESTORS

7.08

7.09

This section summarizes the slock market aclivities of the major institutional
investors.

The NIT is an open-ended mutual fund established by the Government of Pakistan
for the benefit of small investors in Pakistan. The NIT is active on the KSE and
purchases and sells shares on a regular basis.
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Under the Islamization policy NIT cannot invest in securities offering a fixed return,
e.g., TBs and FIBs, and hence has ben a stabilising force in the equilies market.
The income of NIT was exempt from tax till the fiscal year 1992-93.

It is a condition of every consent issued by the CCI lo a company seeking public
participation in ils equity that it gives to NIT the right of first refusal to 15% (till
recently it was 20%) of the capital to be issued to the general public.

Although NIT has a preferential right to acquire 15% of the shares floaled by a new
company, it is not bound to accep! every olfer made lo it. This apparent benefit has
lwo caveats attached to it:

a) They cannot have any transactions i lhese shares for two years and,
therefore, cannot disinvest if the company is performing poorly.

b) Political pressure is applied on them to pick up shares and support the
market when it is depressed. Il was asked to perform this role during the
recent market down turn. During the period August-October, 1992, it invesled
Rs. 10 million per day. Through this action they appear to have bailed out
well connected speculators and brokers who would have otherwise suffered
heavily on account of poor investment decisions.

Another financial institution established by the Government of Pakistan that trades
extensively in shares is the Investment Corporation of Pakistan (ICP). Il has, since
its inception, sponsored the listing on the KSE of 21 closed-ended mutual funds. The
pre-emptive rights of the NIT over new issues are not available to the ICP. As a
financial institution, the ICP has played a significant role in the underwriting of public
flotations and in establishing underwriting syndicates.

The State Life Insurance Corporation (SLIC) has a portiolio consisting of shares of
206 companies. It holds 33% shares of PICIC and 30% equity of the Karachi Eleclric
Supply Corporation. It currently holds 3.1% of the tolal market capitalization of KSE.
SLIC's maximum exposure in the case of new companies is limited to 2.5% of lower
of the equity of the new company or its own porifolio.

General insurance companies are, however, subject lo fewer restrictions. For
instance, they are free to choose their own portfolio of investment and can inves!
in any paper that can be transacted upon in the stock market. However, a new
condition that might be enforced upon them (presently under discussion) would be
a restriction on the maximum permissible holding to the lower of 2.5% of the equity
of the new company or 2.5% of the insurance company's portfolio. For example,
Adamjee Insurance Company, the largest general insurance company in Pakistan,
holds equity in 200 companies.

General insurance companies prefer investments in equilies because for the
purposes of the solvency requirement lest, their investments are valued al market

prices.

. OWNERSHIP PATTERN OF SECURITIES

7.17

Anecdotal evidence and the assessment of major inveslors suggest that the
shareholding pattern of a typical company listed on the stock exchange is . 3 follows:
Sponsors 60 - 65%

Institutional investors 25%

Individual investors 10%

a1



It is, however, estimated that scrips of around 100 companies have good availability
and widely dispersed ownership.

7.18  The turnover on the KSE has been dominated by individual rather than institutional
investors, The average daily turnover in 1986 was half a million shares, growing to
over one million in 1990." In recent months it has occasionally louched the 5 million
mark. At present, approximalely 300 equities, out of a total of 623, are traded on
an average day. Amongst these, trading in most shares is in insignificant volumes.
Trading in the shares of 10 companies is estimated to account for over 30 per cent
of turnover in terms of value.

CORPORATE SECTOR PERFORMANCE
F.1 Yield

7.19  According lo one institutional investor their yield on investments in the stock market
averages 8% before tax -in cash terms and by recording bonus shares at face value.
In his assessment, if capital gains are also taken into account the yield would be
around 15% before tax.

F.2 Capitalization

7.20  The State Bank of Pakistan share index doubled between June, 1991 and June 1992
while market capitalization increased two times. The average rate of return for
investors during the preceding five years was around 17.25%, excluding returns
arising from dividends and bonus shares. Returns in the shape of cash and stock
dividends can be approximately 3% to 5% on well constructed portfolios I, therefore,
appears that even disregarding the exceptional increase in the index aller the recent
relorms the yields from judicious investiments in the stock market can be quile
altractive.

F.3 Earnings

7.21  As regards earnings per share (EPS) of profit making companies listed on the KSE
the average EPS (simple average of all sectors excluding transportation - where EPS
fell from 78.1 to 1.1 - and not weighted average) in 1990, of 4.1 fell slightly to 4.0
in 1991.% Furthermore, the rise in prices in 1991 was not fully backed by corporate
earnings figures of 1991. This led to unrealistic P/E ratios for some scrips. The
correclion process lasted all throughout the first half of 1992, and is still continuing
in certain sectors. The yield for new inveslors in existing shares has declined
significanlly because of a low market float. Currently the only motivation appears lo
be the exemption of capital gains from taxation.

INVESTOR PERCEPTION

7.22 The small investors have generally preferred investment in scrips of foieign
multinationals (MNCs). The reasons range from high cash and stock dividend
payments o greater conlidence and credibility in the information disclosed by these
companies and to the management of these companies by professionals. This is
reflected in the very high P/E ratios for MNCs, for some these exceed 50.

7.23 A select few domeslic groups have also figured prominently in the stock markel
activities of investors. They have successfully exploited investor confidence (based
on past performance) in them, over the last 2 years, and have raised substantial
sums of money from the market.
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7.24  Alter the recent steep decline in the stock market (from a high of 1700 to an index
of around 1230 today) the small investor has become more wary in his investment

decisions.
1. The Karachi Stock Exchange Report, 1990-91.
2 First Inter Fund Modaraba Stock Scanner Special Report, 1992 First Half Review and Fulure
Qutlook.
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8. RECENT REFORM MEASURES INTRODUCED
BY THE GOVERNMENT




A. INTRODUCTION

8.01

Since November, 1990, the present government has been atlempting to bring about
a metamorphosis in Pakistan's economy. Substantial changes are being introduced
and major innovations have been made in the prevailing systems. It is implementing
a series of policy measures aimed at reforming the economic, commercial and
financial structures. The basic thrust of these reforms is privatisation, deregulation
and the liberalisation of the environment for savings and investment and a regime
of conlrols established by the government to regulate economic activity. The
arrangements are supposed lo reward efficiency and make economic management
more transparent and less discretionary. For a detailed description of the various
reform measures introduced by the government the interested reader is referred to
Annexure-7. This section only describes the financial sector reforms and discusses
the background to their introduction.

B. BRIEF HISTORICAL BACKGROUND OF GOVERNMENT'S MONETARY

CONTROL POLICY

8.02

8.03

8.04

8.05

Till the recent reforms credit was essentially earmarked for different sectors of the
economy through credit ceilings. But this stralegy was only a part of the overall
structure established to maisiain direct monetary controls. The overall allocation of
credil to the private sector was also affecled by the public sector demand for
domestic credit.

In addition to the two types of Treasury Bills discussed in Section-5, the banks could
hold one other instrument, albeit in relatively small quantities, the Federal and
Provincial Government Loans. These were long term government paper that were
altractive because the coupon rale was approximalely 10% o 11.75% at a lime
when securities held with non-ceiling funds were barely yielding 6%. Hence, there
was substantial demand for such paper but not enough was pul outl by the
governments to satisfy tha demand. Banks could also hold Bearer National Fund
Bonds and Government Treasury Deposit Receipts.

The government supplemented its resources by borrewing from non-bank inslitutions
and the public at interest rates ranging from 9% (on 90-day treasury deposit receipts)
to 15% on the 3 year Khas Deposit Certificales.

The result of this system of securities was thal a market for tradeable securities was
not developed. The money market (the markel for short lerm funds) essentially

comprised the following:
a) Shor term call (inter-bank) trading between banks and some NBFls; and
b) The trading of ceilings between scheduled banks.

The banks were, however, unable to use this market lo manage their reserve related
requirements in an e!ficient manner.

C. BACKGROUND TO THE FINANCIAL SECTOR REFORMS

8.06

8.07

As discussed above, prior lo the financial reforms innovation there was an elaborate
system of regulations governing the financial system in general and the banking
seclor in particular. The flow and level of credit to different sectors of the economy
was adminislered by the government. These ceilings were referred to as credil
ceilings. The credil ceilings consisted of general purpose and priorily lending.

Under the financial regime of ceilings the banhing sector provided the goveriiment
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8.08

8.09

8.10

captive funds at low interest rates for financing its expenditures. The banks were
forced to acquire government securities that offered low yields Whereas one porlion
of government debt was provided by the banking sector at ielow market rates of
interest another portion was provided by the public direcily through government
saving schemes that carried high interest rates - 14% to 1€%.

The nationalised commercial banks were (and ar~} lun.bered with a huge portlolio
of non-performing loans that were advanced under politcal pressure. The negative
aspects of this factor were compounded by the wa2ak legal and inslitutional
arrangements and mechanisms for enforcing recovery.

In view of the above, the banks had little motivation to mobilize deposits and there
was reason for doubling the financial sector's ability to mobilize savings for facilitating
growth in a more sophisticated economic environment. There was increasing
recognition that the banking system (through which a large part of savings are
channelied) had become highly fragile and that this would eventually reduce ils role
in the area of development and invesiment. It was acknowledged, therefore, that the
financial systems had to be made efficient by changing the structural pattern. A
structure had to be evolved which would be less centred on credit ceilings and entail
a diversification of instruments. This could be achieved by forcing the financial
institutions into playing a more active role in mobilizing savings.

In recognition of the above weaknesses the government set about the task of
addressing these struclural weaknesses through inslitutional and policy reforms.
Consequently, it has initiated radical and far reaching reforms. It has embarked upon
a programme aimed at the enlargement of the financial sector and a gradual
loosening up of its hold on the economy by crealing an economic system more
responsive to market signals. A number of measures have been taken io facilitate
the liberalization of the financial sector, to foster the growth of the financial system
and to open up the financial markets to new forces by allowing the private seclor
lo play a more positive role in mobilizing domestic resources.

FINANCIAL SECTOR REFORMS

8.11

8.12

8.13

The key measuice that lie at the heart of the financial seclor reform programme are:

(a) improvement of the coinpetitive environment in which banks operate through
privatisation and greater reliance on market forces;

(b) liberalisation of exchange controls;

(c) the deregulation of the struclure of interest rales and a gradual dismantling
of the system of directed credit;

(d) permission for foreign ownership of equity; and

(e) improved bank supervision.

The government has commitled itself to structural reforms aimed at making the
sector more responsive to market stimuli and ensuring improvements in the: efficiency
and the financial viability of the banking system. As a first step to the imreduction
ol a market-driven pricing system for government debt, an auction system has been
introduced for government securities. The commercial banks are the linchpin of this
system as they play the role of primary dealers (see delailed discussion in Sections
9 and 10).

Credit ceilings have been relaxed considerably. The long term strategy of the
government is to eventually eliminate all ceilings on lending to the private sector and
to do away with directed credit schemes and credit availability at concessional
interest rates. This will make the market more efticient in allocation of credit in an
integrated money markel in which the private and public sectors compele fairly for
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available funds.

8.14  For tackling the problems posed by directed and subsidized credit, the government
ralsed the interest rales for most concessional schemes and reduced the shares of
different loan categories in the incremental credit provided to the privale sector.

8.15 To promole competitiveness in the financial system the government has allowed the
establishment of new private commercial and investment banks and leasing
companies. The environment has changed radically with the granting of
unprecedented freedom on operational matters.

8.16  In response to this freer environment, new institutions and instruments are being set
up to cater for special and more sophisticated requirements of induslry, trade and
commerce, leasing arrangements, merchant banking services, modarabas, mutual
funds.

REGULATORY ENVIRONMENT UNDER FINANCIAL SECTOR REFORMS

8.17  Up to the end of the 1960s banking was characterised by the interlocking ownerships
of financial, commercial and industrial interests. This resulted in the concentration
of formal credit in a few hands. Even today some of the private banks and most of
the modarabas are either controlled or closely associated with large family-run
industrial groups. The banks or modarabas serve, either directly or indirectly (one
group financing the other and vice versa), as financing instruments for other group

operations.

8.18 It was, theicfore, fell that the institutional and legal framework for a regulatory
environment neaded to be improved in respect of matters concerning conflict of
interest and the cacurity and safety of deposits, through a gradual and phased
liberalization so as nu! to jeopardize the process. The State Bank has already taken
some steps in this direction (see Section 8.F below). To improve the capital base
lo ensure safely and security and to maintain the operationalily of financial
institutions, well-designed, stringent prudential capital adequacy standards have been
introduced. The attempt of the regulatory framework is to prevent the system from
breaking down and thereby damaging public confidence in it.

PRUDENTIAL REQUIREMENTS

8.19  The capital adequacy requirements of the State Bank’s Prudential Regulations (PRs)
{Annexure-8] introduced in 1991 have been widely welcomed as a step in the right
direction. There are essentially two types of Prudential Regulations affecting the
institutions in the tinancial sector. One set pertains to commercial banks and the
other governs the activities of the non-banking financial institutions.

8.20 It is recognized that whereas frauds occur the world over, the bulk of them are sui
generis because they are carried oul by ingenious individuals by violating established
regulations and procedures. Widespread fraudulent practices can be minimised
through a well designed system and PRs are supposed 1o play this role. They have
been designed 1o ensure security and safety of deposits within a financial sector that
has the operational flexibility and functional autonomy required for enhancing
efficiency and productivity.

8.21 It is recognized thal the State Bank has put in place a set of very good Prudential
REgulations (PRs). What is not yet in place, and is crilically needed, is a well rained
and motivated supervisory staff capable of monitoring the operations of financial
institutions to ensure that they are complying with the PRs.
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8.22 The problems faced by different financial institutions In conforming to these
requlations and guidelines are described briefly in Sectlion-11.

38



9. OPERATIONS OF THE FINANCIAL MARKETS
AFTER REFORMS
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INTRODUCTION

9.01

This section examines the operations of the financial and stock markets after the
introduction of the recent reform measures.

IMPACT OF LIBERALISATION ON THE FINANCIAL SECTOR

9.02

9.03

9.04

9.05

9.06

9.07

9.08

The timing of the liberalisation measures happily coincided with a growth in the
overall size of the market. As a resull new enrfrants had a relatively easy entry into
the market.

In a sense the new market entranls were fortunate from a staffing point of view in
that their entry happened at the same time as BCCI ceased operations worldwide.
Hence a fairly substantial pool of trained bankers were available to assist in a
smooth entry.

Most market paricipants did not expect the interest rates to rise in the short term.
It was felt that the activities of the new banks would not be significant enough to
have an impact on the market.

However, the market expecled that, in the longer term, as compelition heated up,
it would eventually lead to competition on a price basis and that market spreads
would begin to squeeze as deposit rales increased and lending rates stayed
constant.

To date the experience has been that the commercial banks have been steadily
growing with the growth of the market; it is only very recently that they have started
making themselves felt. Most of the new banks have concentrated on specific market
niches initially for their business, and are now competing by offering better service.

It is also expected that the new banks will market new deposits more aggressively
than the older local or the foreign banks. This should have a favourable impact on
the market, as the overall quantum of deposits in the official economy would continue
lo grow.

This liberalization has also encouraged the establishment of new privately operated
housing finance institutions and the legal framework that will govern their operations.
As mentioned earlier one private housing company has started operations whereas
another three are expected to commence commercial activity during 1993.

GROWTH IN BANK DEPOSITS

9.09

Since June, 1991, deposits have increased by 32.5% (a growth of 23% on an
annualized basis). The extraordinary growth in deposits in the past one year can
generally be attributed to the government's reform programme. The confidence
reposed in the programme and the flexibility introduced by the government has
brought money into the banking :,stem that in the past was floating in the parallel
system. More specifically, the increase can be altributed to the following factors:

a) The increase in foreign currency deposits by US$ 1.4 billion between May
1991 and November 1992, substantially because of the government's
exchange reforms and the marketing efforts of foreign banks and parly
because of the diversion of home remittances into foreign currency accounts.
Today foreign currency deposils are estimated o be US$ 2.7 billion.

b) The growth in the economy and the resulting trend growth in deposils.
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c) The deficit financing undertaken by the government. It has created additional
money which it has pumped into tir: system (money supply increased by
around 18% between 1990 and 1991 and at 20.6% in 1991-92 and
thereafter). This monetisation of the deficit has also brought about an
increase in monetary savings. This is the link between government deficils
and the savings of households in financial assets.

d) The stock market boom brought money into the banking system for
participation in equity investments. Some of this money came back into the
system following the recent sharp decline in stock prices.

e) The significant slump in the property market, mainly as a resuit of the
collapse of the cooperatives in the Punjab.

f) The collapse of the cooperatives in the Punjab followed by the closure of
the BCCI resulted in flow of funds into the formal, well established banking
system.

o)) ‘The switching of corporate, pension and provident funds from National

Savings Schemes (NSSs) inlo banks following the government's decisiun o
prohibit, first the corporate sector, and now pension and provident funds from

investing in NSSs.

h) The establishment of new commercial banks has resulted in concerted
deposit mobilisation drives by these instilutions.

9.10  However, on the one hand, the financial seclor reforms are too recent to enable a
more robust analysis of their impact and, on the other hand, this period has
coincided with changes in government policy in the other sectors that are impacting
upon the growth of the financial seclor, e.g., the occurrence of events like the
collapse of the cooperatives, BCCI and the property market and the resulting
diversion of funds from other investments or instruments into the formal banking
systems. Consequently, it is difficult to segregate or assess the impact of these
factors on bank deposits. Some of the events are too recent and the bacis for
drawing conclusions too fragile to infer that this growth in deposits is of a permanent
nalure, thereby signifying a degree of success of the government's financial sector
reforms. For instance, a fair proportion of these deposits may well represent money
that has been "parked temporarily" in search ol more allractive investment
opportunities - for instance, in traditicnal investments like real estate. Factors like the
fow rate of return on bank deposits compared with the returns on instruments like
TBs and FIBs and the current rate of inflation (even if we accept the officially
accepted rate), 10%, seem to suppon this view.

9.11  Neverheless, savers are at least, 250 1o 300 basis points better off (for instance
since privatisation MCB have raised the return on PLS accounis by 1%), parly
because of intensified competilion between banks for deposils, the establishment of
a host of different types of financial institutions (privale commercial banks, privatized
NCBs, modarabas, investment finance companies, etc.) and the introduction of the
foreign currency deposit schemes and, to a limiled extent, the introduction of high
yielding TBs and FIBs. Interest rates would have, perhaps, risen even further had
this period not coincided with the occurrence of other events (see discussion earlier
above) that induced a flow of capital into the financial sector, in particular into the
commercial banking system.

D. ADJUSTMENT TO CHANGING CONDITIONS

9.12  The financial markel found its feet quickly because of the following reasons:
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9.14
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a) The State Bank of Pakistan was quite open in its communication with the
market and did a 'ot to promotc awareness, ecpecially among bigger and
slower participants, who were generally the local banks.

b) Although the 5 larger local banks had the predominant market share
{approximately 85% of the deposit market), the 21 foreign banks operating
then, being smaller and having a greater level ol awareness, quickly learnt
the nature of the market and helped spread the awareness throughout the
market.

c) The general spirit of reform was contagious and the momentum of the
reforms was poweriul enough 1o sweep the whole market along without any
major resistance lo the changes that were being brought about by the reform.

The market did not take too much time getting used to the concept of an auction
market, liquidity management, and the concept of repurchase agreements. Although
it is taking time 1o get used to the vagaries of inconsistent government policies and
the concept of interest rate movement risk, there has, by and large, been a fairly
rapid transformation of the market profile after the reforms.

The transition was no less easy for the government. Initially prodded into action by
the financial assistance that was promised by the World Bank and the IMF for the
financial sector reforms, it muved very rapidly into what was a rather new field. By
and large the Ministry of Finance and the Stale Bank have performed creditably in
pushing the changes through and subsequently streamlining the process.

THE EFFECT OF THE REFORMS ON THE STOCY MARKET

9.15

9.16

9.17

9.18

The economic reforms introduced by the government had an immediate impacl on
the stock markel. They changed the perception of investors and served as the
ignition point for an increase in investment and economic aclivily. The new KSE
share price index (a basket of hundred stocks, created in 1991 with a base of 1000)
soared to 1680 early this year unlil a correction pushed it back and is currently
around 1230: the Stale Bank General Index of Share Prices grew by 93.2% during
1991-92 compared with an increase of 38.2% in the preceding year. The market
capitalization of stocks listed on KSE more than trebled between April and
December, 1991.

The traded number of stocks increased from 361 million to 725 million during 1991-
92 while the value of traded shares rose from Rs. 27.9 billion to RS. 85.8 billion.
In 1991 the average daily turnover was 2.4 million. By 1992 the daily turnover had
increased to 3 million with a substantial proportion of trading accounted for by foreign
investors (see below). Market capitalization has increased from Rs. 52 billion in 1989
to Rs. 200 billion currently. The number of shareholders has also increased from
250,000 to one million indicating the widening of the culture of equily.

The PE ralios were as low as 6 in 1990 and blue chip shares looked rather
aftractive. Their altractiveness also grew with the government’s decision lo first lower
interest on the savings cerificales issued by it and to later impose a 10%
withholding tax on interest incomes.

In April 1991, Cili Corp set up a US $ 22.6 million closed-end Pakistar fund which
was listed on the Hong Kong Stock Exchange. Then Credit Lyonnais also eslablished
a US $ 25 millions open-ended growth fund and a US $ 10 million special situation
fund for investment in unlksted equities while Asian Developitient Bank is in the
process of setting up a US § 60 million closed-end fund in assuciaticn with Solomon
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9.20

9.21

9.22

9.23

9.24

N

Brothers. However, instilutional investors are loosing Interest in country funds
because the reforms now permit them to deal directly with brokers rather than
through fund managers.

The privatisation of state enterprises has also served as a catalyst for the stock
markets. The biggest public flotation of unlisted stale enterprises after privalisation
was the Muslim Commercial Bank's issue of RS. 850 mitlion in mid-1991 which was

over-subscribed about 7 times.

Due to the earlier law which required shares lo be only issued at par, new issues
in 1991 were generally well received by investors. On the average they were over-
subscribed 7 times (see Annexure-6 for sector-wise subscriptions in 1991 and 1992).

The recent amendment passed by CLA in 1992, allowing compan‘2s to offer shares
above the par value, attracted many well established companies to raise capital at
high premiums. Subsequently, companies also tried to cash in on this opportunity.
However, for them, the resuits have not been encouraging.

With the introduction of the State Bank's prudential guidelines, credit to the corporate
sector has become more restricted. As a result, the traditional undercapitalized
corporate sector's reliance on the equity markets has increased. This trend was in
evidence throughout 1992. Most dividend declarations by established concerns have
included right issues at substantial premiums.

The market for public debt is, however, relatively undeveloped. Although a number
of federal and provincial debt securities are listed, little trade Is seen on the stock
markets since most institutional investors and banks either hold such securities until
maturity, or trade them off-market.

Originally the market was based on payout ratios. The foreign investors brought in
the concept of P/E ratios, but the market overlooked the fact that P/E ratios have
to have a logical link with interest rates. It was, therefore, just a malter of time
before the builish phase came to an end. Also, major fluctuations in the share prices
of a handlul of companies, e.g., ICl, Gatron, Indus Motors, Fauijt Feilizer, the new
private banks, etc., influenced the stock market index significantly. Most of the
players in the stock market interviewed for the study, however, argued that the
market is now settling at levels that can be sustained. There may be good reasons
to tal 2 an optimistic view of the basic outlook for securities. However, a reasonable
certainty in conclusion can only come after the market is firmly set on its upward

journey.

UNDERWRITING OF PUBLIC ISSUES

9.25

9.26

9.27

The major costs involved with flotation are the underwriting fees, brokerage charges,
fees of bankers to the issue, elc., which, on the average, account for around 4%
of a fully subscribed issue. In the case of under-subscription, the costs are increased
1o the extent of take-up fees payable to the underwriters. The CLA has currently set
take-up fees at a maximum of 2.5% of the under-subscribed amount. In other words,
in the case ol an under-subscribed offer the maximum cost of an under-writlen
flotation borne by the sponsors is 6.5% of the issue.

Recently sponsors of large established groups have preferred to underwrite their own
public offerings to reflect conlidence in the issue, to maintain control and to save
on flotation costs.

With shares being offered at premiums, the underwriting risk has considerably
increased, while the upper limit for underwriling fee continues to be 2.5%. After big
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failures of premium issues in the market, the underwriters have become
apprehensive of large flotations as fees are not commensurate with the risk being
taken.

POTENTIAL_OF STOCK MARKET

9.28

9.29

Aithough the market is to some exlent thin and volatile, the extent to which
realistically priced public flotations by reputable industrial and commercial groups are
over-subscribed is not only a testimony to the ability of the market to finance
privatizalion through the stock exchange but also provides evidence on the latent
demand for good quality scrips. This is particularly so now that the rules on foreign
exchange holdings and foreign investment on the stock exchange have been
considerably relaxed and the new Prudential Regulations are forcing companies to
increase their capital base and raise finances from equily markets.

The potential of the stock market to serve as an instrument for raising long term
funds has not been fully exploited. There is evidence of its capacity lo absorb large
offerings. Between April 1991 and September 1992 capilal of Rs. 22 billion was
raised through the Karachi Slock Exchange through new flotations, rights issues and
bonus shares, over and above the Rs. 4.5 billion raised (in cash terms) through
privatisation. Recent data, therefore, suggesls that the stock market can absorb
between Rs. 5 to Rs. 10 billion per annum, which, based on International experience,
appears lo be achievable as it represents around 5% of the present levels of
capitalization of the market.

PRIVATE PLACEMENTS

9.30

9.31

9.32

9.33

9.34

H.1 Equity Placements

As capital markets became more volatile, foreign institutional investors became more
interested in the potential offered by tax free capital gains. Their appetite has
increased for larger blocks of stocks which offer liquidity at the time of redemption.

The sponsors of new companies also tend to prefer private placement of equilies
as it assures considerably smaller and more manageable public flotations. Also,
foreign institutional investors are not paricularly keen to occupy a place on the
company's board.

The privatisation of state enterprises fuelled this idea further as larger blocks were
made available withoul threatening the management control of new owners. Unlisled
companies, in particular, provided a potential for capturing large tax free capital gains
at the time of flotation. One such example is the privatisation of D.G. Khan Cemenl
Company in which a group of foreign inslitutional investors collectively bougti equily
of over Rs. 500 million. The issue was eventually under-subscribed because of
generally depressed market conditions when the sharcs were floated.

Private placements will increasingly become the more favourable route as large
public sector enterprises, such as Waler and Power Development Authority, Pakistan
Telecommunication Corporation, Pakistan Intesnational Airlines, elc., are privatised.

H.2 Corporate Debt Placements

Corporate debt is also being placed privalely to a limited exient. However, this
market is currently restricted to financial institutions. Corporate debt instruments such
as Term Finance Certilicate (TFCs) are sold to a syndicate of banks and other
financial institutions for their own accounts.
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10. INVESTMENT IN GOVERNMENT DEBT




X

A. INTRODUCTION

10.01 This section will describe, briefly, the history and composition of govemment debt
and discuss fixed interest securilies that banks are today permitted to hold oulside
their State Bank imposed ceilings, i.e., Treasury Bills (TBs) and Federal Investment
Bonds (FIBs).

B. GROWTH IN AND COMPOSITION OF GOVERNMENT DEBT

10.02 The government's domestic debt has increased from Rs. 58.1 billion in 1980-81 1o
over Rs. 500 billion in 1991-92, growing at a galloping rate of almost 22% per
annum and as a percentage of the GDP from 20.9% 1o 42.4%.

10.03 The broad composition of this debl has also changed the share of the permanent
debt component having risen from 23.8% to 40.1% (the biggest increase being in
the new instrument of FIBs - see delails below) while that of the floaling debt
dropped sharply from 54.5% o 32%. Further details of these broad catlegories are

provided in Annexure-9.

Table-2
Percentage Share of Total Debt
1980-81 (%) 1991-92 (%)
Permanent debt 23.7 401
Floating debt 54.5 32.0
Unfunded debt 21.8 279

10.04 During the first five months of the current fiscal year (1992-93) the government’s
borrowings from the banking syslem for budgelary purposes has already exceeded
the target for the entire year.

C. INTRODUCTION OF A MARKET ORIENTED SYSTEM

10.05 In 1991 the government initialed radical and far reaching reforms primarily aimed
at creating an economic system more responsive to market signals. Under these
reforms the thrust in the financial sector is greater reliance on market forces with
the government’s role being limited 1o macro policy planning and control.

10.06 To rationalise the interest rate struclure the following reforms were made:

a) The interest rates on concessional, special purpose, finance schemes were
raised, although they are still helow markel rates.

b) The method of calculating credit ceilings was changed.

c) The structure of National Savings Schemes was revamped, particularly by

prohibiting corporate entities and later pension and provident funds from
investing in these schemes.

d) A system of public auclioning of government bonds and securities was
instituted.

D. NEW DEBT INSTRUMENTS

10.07 Since March, 1991 the government has been auclioning two debt instruments, which
have the crucial capability of liquidity:
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10.08

10.09

10.10

10.11

10.12

10.13

10.14

a) Treasury bills (a floating debt instrument).

b) The Federal Invesiment Bonds (a permanent debt instrument) that are
available for 3, 5 and 10 year periods.

The TBs are zero coupon instruments of 6 month maturity and can be djscpur)lgd
with the State Bank. They are trealed as money market instruments. Their liquidity
derives from their short term maturity period.

The FIBs are fixed income securilies, paid hall yearly, carrying a rate dependent
upon the maturity period; 13% for 3 years, 14% for 4 years and 15% for a 5 year
malurity period respectively. They are not redeemable before maturity. The interest
earned is liable to a withholding tax deducled at source. For individuals, 30% is
deducted from T-bills while 10% is deducted from the income derived from the FiBs.
For corporations and local banks the withholding rate on profit is 30% while for
foreign banks it is 65%.

Auctions for treasury bills are supposed 1o be held every fortnight while FIB auctions
are held once a month.

The governmentl's decision to change its debt instruments from the on-tap variety
to non-redeemable ones means that it does not have to make arrangements for the
early encashment of these securities. This has improved the Grvernment of
Pakistan's cash flow management. The governmernt’s decision to phase out the
National Savings Schemas (precise cut off dates are not available) will improve it
even further. It will then have no debt that will be redeemable before malurity.

Six-months T-bills and the 3 year FiBs are viewed as liquid instruments by the
financial institutions and are being used in inter-bank trading.

The auction process was accompanied by the inevitable raising of the discounl rate
at the Stale Bank of Pakistan discount window, gradually from 6.06% to 15%. During
this process the discount window was closed and in ils place a repo window was
opened al the State Bank. This in itsell has been a very positive development for
the market from the point of view of liquidity rnanagement.

As part of the reform measures the State Bank established the Subsidiary General
Ledger Account (SGLA), a book-based system for settling secondary market deals.
The establishment of a book-based system at the Stale Bank has improved the
security and <fficiency of the system, as physical movement and handling of
securities is no longer required.

THE FUNCTIONING OF THE AUCTION MARKET FOR GOVERNMENT DEBT

10.15

E.1 Treasury Bills

The auctioning process, which started in March, 1991 is successfully underway and
understood by the market; during 1991-92 the government raised Rs. 766 billion
through TBs. Unfortunately, the State Bank has, at times, not adhered to the tender
amount that it has specified in the tender notice. Had it done so it would have
served as a good indicalor to marke! players in deciding where to pitch their bids.
In the absence of this indicator, the only three factors that are available to the
market in deciding where to pitch their bids are:

a) the amount of liquidity available to the bidder;
b) the amount of liquidity available in the market; and
c) the trend of previous cutoff yields in the most recent few auctions.
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10.16 Rates on TBs have been growing steadily, increasing from 8.55% (at the firsl
auction) to 13.2% (as contrasted with 13% on a 3 year FIB). The State Bank has
recently been attempting to push the rates back down, presumably with the objeclive
of achieving a more appropriate yield curve. It is applying pressure on the rates by
occasionally rejecting all the bids in an auction. As there are no other immediate
avenues for invesiment the market becomes awash with liquidity. The funds then
slay idle in a bank's account at the Stale Bank; there have been many occasions
this year when the call rates (overnight) have stayed close to 0%. The Stale Bank
has been exploiting this situation and doing short lerm reverse repos (buy/sells) at

1%.

E.2 Federal Investment Bonds

10.17 Federal Invesiment Bond auclions have been more prediclable than Treasury Bill
auctions; Rs. 44.8 billion was raised by the government through FIBs during 1991-
92. The State Bank has at least been consistent in picking up all bids at par or at
a premium. On two occasions for 3 year bonds, on two occasions for 5 year bonds
and thirteen occasions on 10 year bonds, bids have been accepted at a discount.
The lowest price accepted to date in each of the three maturities being Rs. 92.90,
i5. 97.60, and Rs. 95.00 respectively. Obviously, any price discount will increase
the yield for the investors.

10.18 The more recent trend has been to accept par bids. This practice Is in line with the
atampts (referred to above) lo reduce the yields on money market instruments.

THE DEVELOPMENT OF A SECONDARY MARKET FOR GOVERNMENT DEBT

10.19 A strong secondary market for T.Bills has developed, but only between banks, with
a limited number of major players.

10.20 The conslrainis to the development of a secondary market for government debt have
been covered in considerable detail in Section 11. However, it would not be amiss
to re-emphasise at this point that the development of the secondary market will to
a large extent depend on the atlitude of the governmant towards the development
of financial markets. The perception of the Ministry of Finance is that the major
players in the markel are colluding to drive rates lo unreasonably high interest levels.
This atlitude has tended to thwart the development of the secondary markel.

10.21 A case in point was when the State Bank, through itls BCD circular 2 of May 16,
1991, restricted banks from holding more than 15% of their deposits in government
paper wilh a maturity of more than 1 year. This effectively covered Federal
Investment Bonds and Government loans and the objeclive staled for this action was
to force banks to sell and thereby promole a secondary market. The result of this
action was prediclably the opposite of the objeclive thal was stated in that
confidence in the securities and in the: government's policies was adversely affecled
and some banks incurred significant capital losses as a result of the forced sales.

10.22 The effects of the above action soon led to a reversal of the 15% limitation.
However, the effect on the market was far more deep rooted and in an attempt to
make Feu~ral Invesiment Bonds allractive again the prices were dropped to
substantial discounts but even then the interest could not be rekindled to previous
levels. Banks also lenrnt to only hold the bonds al levels required for their own
portfolios, losing intzrest in holding a trading portfolio.
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CAPITAL MARKETS




INTRODUCTION

11.01 This section discusses the policy, procedural and legislative constraints to the
development of capital markets and the secondary market for government debt and
examines the capacity limitations of the official institutions to regulate and supervise

the operalions of these markets.

POLICY CONSTRAINTS

11.02 This seclion dJeals with the problems posed by sequencing of reforms and the
constraints imposed by policy inconsistencies.

B.1 Timing and Pace of Folicy Reforms

11.03 A stable macro-economic environment is critical for the successiul implementation
of financial reforms. Inflation reduces reliability of prices as a factor of information.
Real relurns fall, thereby affecting profitability of financial institutions. Long term
investments are viewed as risky. Considerable elfforls and resources are required to
overcome or adjust to price distortions. Thus, a high degree ol price stability is
essential for the success of the liberalisation programme, especially because financial
markets in Pakistan today are not only shallow but have not fully recovered from the
financial wounds inflicted upon them by the recent scandals involving the cooperative
societies. One frequently hears about South Korea's tinancial liberalisation. What is,
however, rot realised is that South Korea had a highly iggulated financial system
1ill early 1980s Even loday there is preferential access to credit for specific groups
of borrowers. Reforms were undertaken only after macro-economic stabilily was
achieved. The inflation rale was barely 3 per cent and fiscal and currciit account
deficits had been taken care ol. These conditions do not exist in Pakistan. The
government, therefore, needs lo take urgent measures to keep inflation under control
il the liberalization measures are to achieve the objectives associated with their
initiation, the most important of which will revolve around the reduction of ils

budgetary deficit.

11.04 There is a lot of volatility in money markels, partly because of uncertainty associated
with uncharted territory (with the market undergoing a massive structural change}
and parily because the entire economic and financial environment is moved by short
term considerations; even the annual budget is characterised by 2 mini-budgets.
Furthermore, these fluctuations are becoming more pronounced because of the
government's ad-hoc policies and its requirements for financing various schemes like
the sell employment and credit for faxi cabs schemes.

11.05 The noteworthy aspect of the execution of the programme has been the flexibility
shown in implementation For instance, some sor of ceilings (which had till then
served as the primary instrument for executing the govemment's monetary policy)
have been maintained. Moreover, bankers are becoming familiar with concepts of
Repos and secondary markels and some privale banks are managing to tap deposils
that others were unable to. In the same vein, PRs are introducing discipline in
accounling systems and contributing to the improvement in the quality of lending
while the State Bank is becoming more sophisticated in its operations through
practical experience.

B.2 Policy Consistency

11.06 Investors find it difficult to operate in a system in which there are frequent changes
in policies. It needs no emphasizing that an unceriain political and economic
environment discourages investors. Conlinuity of policies is critical for introducing the
stability that will attract serious investors. Long term reforms announced in advance
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i3

11.07

11.08

11.09

1110

I

enhance the government’s credibility and also give affected institutions time to adjust.

The financial seclor is slill characterised by uncerainty caused by frequent changes
in government policies, some not necessarily consistent with the government's stated
objectives for the seclor. Some of the measures introduced have created doubts
about the government's ability to maintain policy consistency. For instance, in
January 1992, the government ostensibly dismantled the structure of credit ceilings
and introduced the concept of a 65% credit’/deposit ratio, which was to be effective
from July, 1992. This gave the banks, in particular the foreign banks, the incentive
to mobilize foreign currency deposits. However, after they had expanded their deposit
base by US$ 700 million the Stale Bank imposed a 3% exchange cover risk on the
plea that the banks could afford to pay i, in view of the large spreads that they were
maintaining. Later on the credit deposit ratio for private sector lending was reduced
to 30% on local currency deposits and 40% on foreign currency deposits. The State
Bank has now intimated that from July, 1993 a uniform credit deposit ratio will be
applicable. It has, however, not quantified the ratio.

The initial issues of Federal Investment Bonds explicitly specified that although the
profits on Federal Investment Bonds would be subject to income tax, withholding tax
would not be levied on the profits. Subsequently, this stance was changed and the
State Bank started deducling withholding tax. These changes took glace without any
verbal or written communication from the State Bank.

Till the fiscal year 1992-93, the government had permitted the private sector o sel
up Modarabas which were to be exempt from income tax. The imposition, this year,
ol an income tax at the rale of 25% on all modarabas in existence for more than
3 years provides another example of the government backlracking and introducing
a levy (without giving adequate notice to modarabas already in existence) which had
nol been taken into consideration at the time of setting up @ modaraba or when
subscripiions were invited.

Again, during the last 2-3 years the government first withdrew the exemption {from
taxation of dividend incomes and then raised the taxation rate each year. Dividend
income was exempt from taxation lill 1988-89. In 1989-90, Rs. 15,000 were
exempled and the balance was taxed at 7.5%. In 1990-91, the exemption limit was
lowered to Rs. 10,000 and the tax on the balance income was raised to 10%. From
1992-93 all dividend income has become laxable at a flat rate of 10%.

FISCAL TREATMENT OF DIFFFRENT FINANCIAL INSTRUMENTS

11.11

11.12

A major impediment in the development of capilal markets is the inconsistency of
tax treatment on the profits of various instruments. This inconsistency encompasses
not only the overall tax treatment but also the withholding tax, with different tax
payers liable to difterent withholding tax rates.

For achieving the objectives of financial reforms, in particular the development of a
broad based capital market, income and wealth tax policies in respect of investments
and income from these investment also require rationalisation. Despite recent fiscal
changes the investment rate structure continues lo be distorted because of the tax
exemptions granted on incomes from SSCs, DSCs and foreign currency accounts
(these holdings are also exempt from wealth tax). Such measures do not bring about
an increase in financial savings, they merely lead to a switching of savings from one
financial asset to another. For slimulaling savings in financial instruments the
government should either exempt net financial savings from taxation (such a move
would discourage consumption wilhoul fragmenting financial markels) or tax incomes
from all sources.
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11.13 The biggest constraint 1o resource mobilisation by private sector institutions is the
fiscal concessions granted to the incomes earned by funds Invested in specific
instruments. For example, Special Saving Cenificates (SSCs) and earlier issues of
WAPDA bearer bonds are exempt from income tax.

CONSTRAINTS TO DEVELOPMENT OF SECONDARY MARKETS FOR GOVT. DEBT

11,14 Some of the shod comings that have already been discussed in the above
paragraphs exemplify the constraints to the development of the Secondary Markets
for Government Debl. However, the primary factor distorting the smooth functioning
of the Secondary Market appears to be the lack of trust between the key players
in the markel. The Ministry of Finance (acting through the State Bank of Pakistan)
suspects that the Primary Dealers are coliuding and ‘fixing’ the interest rate whereas
the dealers contend thal the government is hindering the functioning of the market.

11.15 The government has not displayed consistency in accepling/rejecting bids. At times,
it has rejecled bids without either assigning, or indicating through its actions, the
reasons for rejection. Market players are, therefore, unable 1o read ihe signals being
sent cul by the government. For instance, if the government were to reject a bid on
the grounds thal the average cut off was too high it could accept one of the bids
whose cut off rate it found acceptable, thereby giving an indication of the acceptable
cut off rate. To date, however, it has not done so. The following recent example
highlights the nature ot the problem that this inconsistency creates. The government
rejected all bids the seltlement of which would have taken place on November 11,
1992. It, however, accepted the bids at the next auction, November 21, 1992, at
rates above the rate at which it had rejecled the earlier bid. This erratic behaviour
has also adversely affected market liquidity.

11.16 As mentioned earlier, Treasury Bills and FIBs are relatively liquid in the inter-bank
market. A maizr impediment in the trading ¢f TBs and FIBs is the imposition of the
withholdiry tax Treasury bills and Federal investment Bonds are sold cum-interest
and, o'y malurity, the holder of the instrument on maturily is liable to pay the
wilhhoiding tax on the entire return. This adversely aflects the market for instruments
the maturities of which are close lo the interest payment date.

11.17 The absence of instruments in the market other than Treasury Bills and [ederal
Investment Bonds effectively means that the banks are totally captive on the
government for using all of their funds, excepl those funds which have been
designated as ceiling funds. The authorities may be of the cpinion that the interest
rales thal they are offering are the market interest rates. However, because of the
lack of depth in instruments these inleresl rates may or may not bear any
resemblance to actual interest rates as they prevail in the economy.

11.18 The auction process has evuived into an almost monthly process. For Treasury Bills
this is understandable, but in the case of Federal Investment Bonds the auctions are

loo frequent to encourage the development of secondary markels.

11.19 The other unce:tdinty that banks are faced with is the date of future auctions. The
fulure auction dales can at bes! be "guestimated” narrowing the market cf potential
institutional investors. This inhibits trading in the secondary market.

11.20 The gap of 2 fo 4 days between the bid and the acceptance of bics is too long
because during this period all activity in the market, aparl from covering of short
positions or investing of long positions, comes to a halt. The main reason for the
above delay Is that the SBP acts as a post office for the Ministry of Finance and
the bids are sent to Islamabad for the final decision. Considering that, on average,
the Treasury Bill and the Federal Investment Bond auctions each take place on a
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11.21

11.22

11.23

11.24

11.25

monthly basis, the Inter-bank market effectively stops functioning for about 5 working
days every month.

Another reason why the secondary market has not developed is thal the government
has been raising funds, as indicated earlier above, without adhering to a fixed debt
management policy. Al the same time that it has been issuing Federal Invesiment
Bonds (which in themselves are fairly allractive instruments) the government is
negatively impacting upon their marketability by permitting the Issue of other
government guaranteed paper which has vastly superior qualities in that it is bearer
and exempt from Zakal. The competing instruments then tend to restrict the
attractiveness of Federal Investment Bonds and consequently the secondary markets.

The current policy of the Stale Bank is to do Repo at 15%. The ostensible objective
is to force banks to concentrate on "cash management". However, the fact that the
Slate Bank is always willing to do Repo and that this rate is fixed, and does not
adjust to market conditions at different moments in time, it is negatively impacting
upon the development of a secondary market.

The State Bank's requirements in respect of returns are too detailed and
cumbersome. it demands a great deal of information in the form of returns. This acts
as a deteicat to the development of a secondary market. In addition to the
numerous detailed returns that are required to be filed on a regular basis, it is
common for the State Bank to ask for supplemental information.The vast amount of
paper work is a disincentive to dealing in Federal Invesiment Bonds.

The transparency of the entire system is essential for the proper functioning of the
market. Since all bids are opened publicly, the bid amounts are known. Thus, it is
possible to assess the effect on interest rates, which makes for a reasonably efficient
markel. It has, however, recently come to light that the State Bank has taken up
Treasury Bills from the Ministry of Finance that had not been offered to the market
and the State Bank had then repo’d the Treasury Bills into the market. Consequently,
the bulk of the market was not aware of the existence of these bills, nor of the
amount that was issued or the amount that was repo'd. The lack ol transparency
in the case of such transactions is detrimental to the development of the market and
should, in principle, be discouraged.

Finally, the development of secondary markets will take time as primary markets
themselves are in the early phases of their development.

E. INCENTIVES TO INVEST IN REAL ESTATE VERSUS FINANCIAL ASSETS

11.26

11.27

In Pakistan the incentives 1o invest in financial assets are lower than the incentives
to invest in other assets, in particular urban land. The social and cultural values that
shape the demand for land and the existing statutory, economic and financia!
environment all reinforce the desire to invest in land.

Historically, such an investment has oftered the best after-tax rate of return, even
though transactions in shares are exempt from capital gains taxation, dividend
income i still taxed lightly and a number of financial instruments are bearer in
nature (the identity of the holder is not revealed) and the withholding tax rate of 10%
on interest income is not prohibitive. In view of the high return and the highly liquid
characteristics of property it is a more attractive investment than a financial asset.
it also serves as a securily in times of unforeseen hardships. Although the market
for real estate has taken a nose dive leading to the diversion of funds into other
channels (like the stock market) and, following the collapse of the cooperatives, into
other financial instruments (resulting in the financialisation of savings) the long term
environment for investment in hand has not substantially altered.
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11.28

The legal and fiscal instruments and institutional arrangements that enable or
facilitate speculation In land for long periods include the following:

a) The non-utilization charges levied by development authorities for leaving land
vacani continue 1o be maintained at a low level. This penally is not effective
in discouraging speculation in land.

b) The groperty tax structure enables vacant land to virtually escape property
tax.

c) The provincial governments abolished capital gains tax in 1986.

d) Land can be transferred through an agresment to sell coupled with powers

of atiorney. About 6 to 8 years ago, 15-20% of the documents registered
comprised of powers of attorney now as much as 40% to 50% of
transactions in land are through powers of aftorney.! A property may
exchange hands several time, without each transaction being legally liable
for taxes {stamp duty and registration fees) which become payable only on
the execution of a lease or a sale.

e) Under Muslim Personal Law there is no statulory requirement to register an
oral gift, even when reduced in wriling on a stamp paper {usually of Rs. 50
anly).

f) The legal system permits ownership of land in ficlitious names, in the name

of a person otlier than the real owner, i.e., holding il ‘benami’, enabling the
hoarding of black money in land cn which high rates of tax free returns can

be earned.

F. POTENTIAL NEW INSTRUMENTS - COMMERCIAL PAPER

11.29

11.30

Large corporations with a good performance record {e.g., banks and multinationals)
can, theoretically, issue their own commercial paper directly, ie., without the
involvement of banks in the capacily of intermediaries. The maturity of this paper
could even be rolled over for better known companies. The government has taken
an aciive inferest in the development of commercial paper and has liberalised many
of the rules pertaining to these securilies. However, public issues of these
instruments have rot occurred for several reasons, discussed in detail below.

Most of the institutional investors interviewed for the study were of the opinion that
other than the betler known multinationals only a dozen or so companies have
enough market credibility {o issue their own commercial paper. This slatement runs
contrary o the fact that most of these institutional investors have diversified portfolios
and hold equity in over 200 enterprises. In our view, therefore, a larger number of
companies have the potential lo issue commercial paper. In particular, the sub-
seclors of textile and sugar, have a large base and can use the market to satisfy
their seasonal demand for credit by floating commercial paper. There are, however,
some constraints 1o the development of such a market. These are identified below:

a) There is little incentive for top tier companies to floal commercial paper
because they have good access to bank credit. In fact, the top tier of the
prime corporations, can borrow at rates {(10% to 11%) which are even lower
than the {credit) risk free rates being offered on government securities. Also
the existence of some instruments like SSCs, efc., (see Section 11.D) and
the ready availability of government T-Bills and FIBs backed by government
guarantees make it difficull for private companies to issue their own paper.
These companies would not be able to match the altractive features of
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11.31

government paper like its high risk free return, its tax exempt status (as in
the case of SSCs and DSCs), its bearer nature in most cases or the facility
in the case of instruments to convert into foreign currency at the official
exchange rate without any restrictions.

b) Stamp duty at 3.5% in Sindh - it varies between provinces - on private seclor
marketable securities transferrable by endorsement or delivery inhibits the
development of a market for commercial paper.

c) There is no credit rating system for assessing the credit worthiness of issuers
of instruments, although the State Bank has now established a Credit Bureau
which maintains information on borrowers that have loans in excess of Rs.
1 million.

d) The charlers or rules and regulations governing provident and pension funds
do not permit them to invest in corporate debit.

e) The Islamic mode of finance impedes development of financial markets.
Problems are encountered in even issuing convertible bonds because they
carry a fixed interest rate. However, il is also true that banks have also not
put in a great deal of eifort in developing alternative instruments, primarily
because it would tend to cannibalise the banks' own core business.

The State Bank has also imposed several restrictions that make public issues of
commercial paper more difficult. Specitically, private sector companies cannot issue
securities in bearer form, placing them at a competitive disadvantage vis-a-vis public
sector institutions, which have been allowed to issue bearer securities for the past
several years. Furthermore, banks are not permitted to provide bank guarantees on
any securily issue by a private scctor firm. This makes it particularly hard for all but
the best-known companies to raise any money through the issue of securilies. In
addition, the State Bank restricts the ability of various entities, primarily foreign banks
and companies, to nold instruments issued by privale sector firms. The State Bank
has recently clarified that foreign banks may trade in such instruments. However, the
matter has still not been settled as severa! issues pertaining to their right to hold
such securities remain unresolved. The imposition of these restrictions has made the
issue of redeemable capital securilies by the private sector rather difficult. As a result
there has been little operational activity in this area.

BUSINESS CULTURE AND LEGAL CONSTRAINTS

11.32

11.33

11.34

In Pakistan business is generally carried out with people with whom prior trust has
been developed. This severely reduces the scope for business and curbs the entry
of newcomers.

The legal system is inadequate and slow in enforcing conlractual obligations. It has
to be made more responsive lo the needs of financial liberalisation. This will require
a supportive legal, administrative and regulatory structure for protecting depositors
of private banks and an adequale bankruptcy law for enforcing foreclosures. The
inability to enforce contracts through legal channels is one of the root causes of the
inefficiency in the Pakistani economy. The legal and instilutional arrangements the
government devises to tatkle these fundamental issues will be critical for the patlern
and pace of growth for the Pakistani economy.

A study of the weaknesses 'nd strengihs of legal systems and the efficacy of the

judicial machinery in enforcing contracls and foreclosure laws would be required for
preparing proposals in this regard.
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H. OPERATIONAL PROBLEMS POSED BY THE STATE BANK'S PRUDENTIAL REGULATIONS

11.35 Respondents highlighted the following operational difficulties posed by the Prudential
Regulations thal can frustrate the development of capital markets.

a)

b)

c)

d)

e)

The PRs restrict the aclivities of banks by limiting overall exposure to len

times the paid capital, even when there are counter guarantees from foreign

banks. As a result of this decision Letter of Credit confirmation will cost the

government more (as it will lose access o credit) in cases of Letter of

bCredits opened by the NCBs as these will have 1o be confirmed by a foreign
ank.

Some bankers argued that under the PRs capital, rather than assets, serves
as the benchmark for the extent of capital adequacy whereas capital
adequacy should be a function of the risk profile of assets rather than the

gearing ratio.

The foreign banks also argue that for determining the capital adequacy
requirement the capital of their parents in other countries should also be
taken into consideration, as this will enable them to expand their operalions.
The State Bank's view, however, is that the insislence on using the capital
invested locally for determining the capital adequacy requirement is a
treatment that is accorded in other countries as well. It should not be
expected fo take into consideration the capital of these banks invested in
other countries as this capital might be constrained. Therelfore, it is fair for
the State Bank to demand that the aclivities of foreign banks should be
governed by their capital invested in Pakistan.

The demand that the return on deposits should be uniform for the same
malurity period is an anli-saving clause. The banks should not be prevenied
from offering a higher return on a larger deposit. A strict implementation of
this condition will also encourage corruption as savings will be routed through
quoted companies lo which this restriction does not apply. For housing
finance companies, in particular, this requirement is a great disincentive.
Furthermore, this clause cannot be applied in the case of modarabas (lhey
cannot take deposits) and leasing companies (lhey are not allowed to take
deposits for 2 years).

There is a limit on lending against shares 1o 50%, il Market Price is greater
than 2 times par value of future. This requirement Is stunting investment
growth by adversely affecting tie market for equities.

I LEGISLATIVE CONSTRAINTS - ISI AMISATICI! 7 ECONOMY

11.36 A potential problem area for the entire * :-ancial system is the extent to which the
decision of the Federal Shariat Court on the Islamic interpretation of Interest (that
it amounts to usury) will be followed.

11.37

The decision of the Shariat Court declaring interest and all fixed pre-determined rates
of return as un-Islamic will play an important role in the structure of interest rates
and the functioning of capital markets. Many feel that the imposition of such a ruiing
will undermine the development of financial markets, panticularly because foreign
investors will be turned away. The government has gone into appeal in the Supreme
Court against this ruling and is pleading for a more practical interpretation of inlerest
under Islamic laws.
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OTHER _INSTITUTIONAL CONSTRAINTS

11.38

11.39

11.40

11.41

Financial markets tend to be fragile and susceptible to manipulation and unsound
practices. An important pre-requisite ol smooth transition from a regulated to a
deregulated system is the institutional capability and integrity of the domestic financial
seclor. Fair trading, diligence and information disclosure are the basic pillars of a
dependable financial structure. Flow of reliable and detailed information to investors
is the sine qua non of a successlul financial market. However, it is interesting to note
that hardly any of the inslitutional investors interviewed placed much reliance or faith
in the financial results declared by privale seclor ccmpanies while taking a decision
to invest in the equily of a company.

The State Bank has not been given the freedom by the Ministry of Finance to play
the role that is generally assigned to such institutions.

The State Bank and the Capital Law Authorily (CLA) have slarled making efforis to
enlorce the various regulalions governing the operations of the financial institutions.
These institutions, mainly because of lack of institutional capacity, face dilficulties in
enlorcing these regulations pertaining 1o disclosures, ensuring compliance with
accounting standards and legal requirements, and levying penalties in case of non-
compliance. The early indications are, however, encouraging. Much, however, needs
to be done lo strengthen them for timely action.

One of the complaints made by some respondents was that the CLA/CCI do not
discuss and approve concepts and ideas. They preler to deal with issues/problems
on a case by case basis.

MULTIPLE REGULATORY AGENCIES

11.42

11.43

11.44

11.48

Capital markels are currenlly being requlated by various government agencies,
including the Ministry of Finance, the State Bank of Pakistan, the Corporate Law
Authority, and the Controlier of Capital Issues. The existence of multiple regulators
hinders the smooth functioning of capital markets.

The Corporate Law Authority was initially established to handle legal matlers
pertaining to companies. However, many such issues are still being handled by other
regulatory agencies. This makes the streamlining of efforts particularly cumbersome.
For instance, flotations of commercial paper are subjected to several approval
processes. Such agencies as the Controller of Capital Issues, the Corporate Law
Authority, the State Bank and the Stock Exchanges are involved in various aspects
of the approval and flotation process, making this process rather long winded and
cumbersome. The general response of companies has been to avoid issuing these
securities.

As for Housing Finance Companies, their operations are nol only governed by the
Prudential Guidelines but also by guidelines issued by the Internal Finance Wing of
the Ministry of Finance. Some institutions, such as modarabas, are subject to even
greater regulation. Modaraba aclivities are also scrutinised by the Religious Board.
In other words, the monitoring systems are currently too fragmented.

It would be desirable to confer onto the Corporate Law Authority or some similar
agency the right to deal with all capital markets issues. In the United States, for
example, all issues pertaining to the functioning of the securities market are handled
by the Securities and Exchange Commission (SEC). Because this regulation is the
primary work of the SEC, it can ensure that the application of rules balances the
requirements of a dynamic marketplace with the need to protect investors from
unscrupulous parties.
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The need o create a one-window operation is highlighted by the fact that the current
set up has slowed down the reform effort. Even in a situation where the government
has, as a matter of policy, pursued the development of a new financial product, the
regulatory structure has proved so cumbersome that efforls were unsuccessful (see

Section 11.F).

POLITICAL_CONSTRAINTS

11.47

The biggest question mark relates 1o the political will and determination o proceed
against all those responsible for perpetrating business and financial frauds.

CONSTRAINTS ON THE OPERATIONS OF STOCK MARKETS

11.48

11.49

11.50

11.51

11.52

11.53

11.54

11.55

This section briefly examines, for the stock market separately, the policy, legal and
institutional constraints to the development of these markets.

The limited supply of shares in the market has been influenced by the following
faclors:

a) The liberal debt equity ratio requirement has enabled companies to meet
their long term needs for funds by borrowings rather than by issuing shares.

b) Family owned companies are reluctant to dilute their shareholding for fear
of loss of control.

c) The procedures for issuing rights shares is less cumbersome and cheaper
than a public offering for new shares.

d) Small sized public offerings can turn out to be rather expensive in relative
cost terms.

The bulk of the shares being tightly held lack liquidity. Less than 10% shares are
traded on the exchange. Corporale disclosures are poor, profils are understated and
accounting treatments are non-standardised.

Trading aclivity tends to be concentrated in a few shares, highlighting the narrow
base and the shallow character of the market. Adverse movements in the prices of
these scripls and a poor performance can seriously impact upon the operations of
the market.

In view of the thin markets for shares of well run companies, their prices lend to be
volatile. Market volalility is enhanced by the high degree of speculalion in some
shares, because lhe system allows share buying for a 14 day period without any
payment or margin deposils. It is believed that over 90% of the trading is speculative
in nature as investors have no intention in taking delivery.

Speculation is also fuelled by the policy of targe instilutions to hold large blocks of
shares, by the pricing policy of new shares and by the quality of the setlleiment
procedures.

Presently, returns on short term, fixed return and larger risk-free instruments, offered
through the national savings schemes, tend fo be higher than on many equilies,
thereby reducing the atiractiveness of shares. Although share prices may have grown
in line with that of alternalive investments, dividend yields have not kept pace.

Settlement processes are affected by:
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a) the procedures for the matching of transactions;
b) the recording of the setllement; and
c) the physical delivery of the scrips.

Because of problems posed by the requirement of physical delivery of shares, time
limits for effecting share translers, elc., the market suffers from fuither illiquidity,

fuelling speculation.

11.56 Legally companies have 45 days 10 effect a share transfer in their books. However,
the entire process of buying a scrip and ensuring its registration with Registrar of
Companies is currently 1aking as much as 90 days.

11.57 The infrastructurat facilities of the stock exchange have not kept pace with the growlh
in trading volumes. There are long delays in share alloiments, payments and
deliveries. The different aspects of the system of sellements - matching of
transactions, procedures for recording seltlement and physicul delivery of shares are
incapable of tackling the huge trading volumes.

11.58 The stock exchange is characlerised by an under-capitalised jobbing system, poor
liquidity, insider trading and inelficient settiement systems.

1159 The development of the market has been difficult because of the lack of confidence
of investors in it. Almost 40% to 50% of the transactions are not reported by ghe
market information facility (FASCOM)® as they are not routed through the clearing
house.

11.60 It is common for brokers to quote 10 their client the highest price for purchases and
the lowest for sales of a particular stock recorded during the day. tn a market where
the range can vary signilicantly, the brokers can dishonestly exploit the siluation and
make a lot of money.

11.61 Insider trading is common and there are hardly any penalties against such an
activity. In fact, as the stock brokers themselves are active traders in securities, they
do not make any serious attempt lo check the practice of insider trading.

11.62 Stock exchange brokers, however, chailenge the widely held perception that the
market is manipulated by cartels. They argue that a Rs. 200 billion market cannot
be manipulated (unless they have institutional supporl) and whenever some
speculators have tried to do so they have paid a ralher heavy penalty.

11.63 A change is, however, discernible and positive attempls are being made to educate
investors through provision of information. The slock exchange has been
computerised to improve the quality and timeliness of information available to

investors.
11.64 The Karachi Stock Exchange is construcling a new building with modern facilities.

11.65 Also, a large central depository is being established to facilitate the handling of large
volumes by doing away wilh physical delivery.

1. See, "A Study on Land Tenure in the Punjab”, by Fazle Ghani Khan & Co., Advocates, for
the Shelter for Low Income Communities Project administered by the World Bank, July 1991
and a study on "Land Recording Systems in Karachi*, by Shahid Kardar and Makhdoom Ali
Khan for the World Bank, July 1991.

2. Efficiency Enhancement Study of the Karachi Stock Exchange {Guarantee) Limited, Report
prepared by Firsl international Investment Bank Limited for USAID, July, 1992.
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INTRODUCTION

12.01

12.02

12.03

As home ownership Is the most important objective for social and economic : bility
the flow of housing finance makes up a significant share of the entire fin.ncial
system in developed countries. Savings for housing is perhaps the single largest
source of funds for the financial system. In the UK, the household sector's holding
In financial assets in Building Societies was 32.1%, of total financial saving in 1989.
In the US, outstanding debt for residential accommodation was US § 2.2 trillion. The
level of morigage debt as a percentage of GDP was 58.3% in UK, 45.2% in USA
and 25.1% in Japan.'

Furthermore, in the UK, the share of Building Societies in the household sector's
holding of financial assets is 32% compared with 20.5% of that of the commercial
banks. Again, in the US, of the total savings of US $ 2.7 trillion, the savings and
loan associations hold 35% (US$ 940 billion) while commercial banks hold 50%.% In
other words, in developed economies instilutions dealing with housing finance hold
a high proportion of household savings.

In Pakistan housing finance can acquire a more prominent status in the financial
system provided there is an improvement in the economic, social and legal
environment for housing finance {see discussion below). This section, therefore,
examines the implications of the consltraints to the growth of capital markets (Section
11) and of the other factors on the developmer:t of housing finance institutions.

B. COST OF FUNDS

12.04

12.05

12.06

An important factor that hinders the development of housing finance is alternative
investment opporiunities. Existing financial institutions have altemative options for
advancing credit that reduce the altraction for housing loans. In a market starved
‘or funds the banks are not under any pressure to venture into activities other than
those they have performed traditionally. Not only is there a huge demand for credit
agains! which 'better quality’ collateral is being ofiered (than would be provided by
an individual seeking a housing loan) the government, in view of its massive sized
deficit, is offering risk-free returns of between 13% - 15%. The competition is also
not exacting enough to compel these institutions to look for other areas in which to
invest. The banking sector can hardly be expected to show a great deal of
enthusiasm for extending housing loans thal would invariably be much smaller in
size, and yel require the devotion of more administrative resources (in terms of
personnel and costs), considering that they are not organisationally equipped to
exlend their aclivities into the sector of housing finance.

The financial institutions would broaden their base of operations inlo relatively riskier
areas only if the profit margins were higher, which would mean an interest rate of
at least 20% (excluding the 1% excise duty payable on capital loans), in view of the
risk free yield or. long term government bonds of 15%, the interest rales of 16% -

18% being eamed on most corporate credit and the relatively small administrative
costs of handling these large value transactions (for a briel discussion on how
finance to the housing sector has to compele with other sectors and clients under
a regime of ceilings, the reader is referred to Section 6.E). In particular, the
burgeoning budget deficit of the government has been placing a huge demand for
funds from the financial sysiem, seiling a benchmark for the price of credit in the
financial system. The willingness of commercial banks to venture into housing finance
type aclivities will be adversely alfected even further with the rece'it decision of the
State Bank 1o raise the reserve requirement from 40% 1o 45% of deposits.

Only a small segment of the population would be able 1o service debls for new
housing at rates of interest exceeding 20%, unless the banks express willingness
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12.07

12.08

12.09

to extend considerably smaller home improvement loans. it is, therefore, not quite
clear if in the current environment, in particular the prevailing cost of funds, housing
finance is commercially viable.

As for new special purpose companies sel up to deal with housing finance their
biggest problem would be deposit mobilization. Without a widely acknowledqged track
record (nol being subsidiaries of well established financial institutions) they will have
to pay higher rates of return to atiract term deposits; they are, in any case, nol
allowed to lake saving account deposits. In the present financial envirenmenl, where
interest rates would be pegged to rales being offered on government securities, the
high cost of funds would inevitably push up the on lending rates to levels even more
formidable than the ones indicated earlier above, making the debt servicing cosls
of new housing prohibitive for the middie and a substantial proportion of the upper
income groups.

The discussion above highlights that ways and instruments have fo be found for
lowering the cost of funds. One way of reducing the cost of credit for housing
finance would be to induce commercial banks (who have to pay a lower price for
mobilizing deposits) to extend finance for housing related aclivily. As they have more
allractive allernative investment opportunities (see argument above) their interest can
be stimulated through fiscal incentives. Altempls to reduce the cost of capital through
implicit or indirect subsidies should be avoided as they will not only introduce
distortions in the financial markets, the benefits will also be approprialed by the more
privileged segments of society. This system of concessional financing is currently
being followed, and rather unsuccessiully, by the HBFC. Not only will it be ditficull
lo sustain this leve! of subsidy, it also lacks transparency; neither can the
beneficiaries be identilied nor can the subsidies that they have availed be cosled

readily.

On the subject of what was likely to happen to the interest rale struclure and the
levels of interes! rates if the financial seclor were fo be fully deregulated (thereby
reducing the cost of funds for say, housing finance companies) we got two broad,
although contradictory, responses from the individuals interviewed for the study. One
school of thought argued that the interest rales in the formal banking system would
rise and the existing gap between the "Badla” rate and the interest rate of the formal
seclor would narrow. The olher group argued, equally persuasively, that the rales
are aniticially high currently because of the segmentation in the markel. Opening up
the system and making it primarily, if nol only, responsive to market signals would
bring down the level of interest rales prevailing in the formal sector. Both schools
of thought, however, do concede that the eventual outcome, in particular the level
al which interest rates will sellle, will be heavily influenced by the rate of inflation,
the size of the government's overall budgetary deficit and its appelite for funds for
financing this shortfall.

THE TAXATION ISSUES HINDERING DEVELOPMENT

OF A

HOUSING FINANCE MARKET

12.10

12.11

In the case of sell occupied property the government does not permit the tax payer
to set off the expendilure on debt servicing (the financial charges component) against
his other income.

According to income tax experts housing finance companies (HFCs) could also
become liable to the 2.5% turnover tax. In view of the fact that the morigaged
property would be registered in the name of the company the tax authorilies may
deem their business to be properly trade for income tax purposes even if under the
approved charler they are specifically prohibited from trading in property.
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12.12

12.13

Furthermore, according to some tax praciitioners, the nalure of the morigage
agreement (under which the property would be it the name of the company! is such
that the occupant of the house could be deemed to be a tenant. Such an
interpretation could potentially lead 1o the company being liable for property tax at
rates applicable 1o rentad out properties, at 25% of the "annual rent”.

The government needs to clarify that for HFCs the laws would not be interpreted
in this manner. In the case of property tax collected by the provincial governments
for distribution to local governments it will be paricularly difficult for the federal
government, and perhaps even provincial governments, 1o make any commitments.

PROBLEMS OF FORECLOSURE

12.14

12.15

12.16

A large problem in developing housing finance in Pakistan is the difficully of
enforcing foreclosure laws in the event of a defaull. The procedural complications
encountered by financial institutions in cashing a collateral, particularly of immovable
property, is a deterrent holding back the private sector from venturing into housing
finance activities. The legislation is oppressive and the procedures ledious, lime
consuming and heart breaking. As a resull, the judicial system fails 1o resolve
disputes in an efficient, effective and timely manner. Even in rent related cases
where a separate Rent Control Ordinance has been ostensibly promulgated and Rent
Controllers with special jurisdiction established to simplify and expedite justice in
rent/ejectment cases, it takes 2-4 years to get the decision of a courl. Moreover,
even when the court finally passes an order it becomes difficult to execute the

decision.

For a delailed exposilion on how delays are caused by defecls in procedural
regulations, overworked and underslaifed courls, reluctance of courts to compel
compliance with statutory time limils, ancient and archaic office management methods
and systems used by court registries, the system of granting appeals liberally,
corruption, the failure of the courls to award reasonable costs {o the winning side
and thereby discourage frivolous litigation, failure to develop allernative dispule
resolution techniques, the litigious nature of Pakistanis and the use of courts by
government to secure ils own ends, etc., the reader is advised to read Makhdoom
Ali Khan, et.al, "L.and Tenure in the Punjab®, a study carried out for the Shelter for
Low Income Communities Project being administered by the World Bank.

However, the relatively successful performance of Banking Tribunals (Section-12.E
below) provides some basis for optimism and hope that the formidable challenge of
foreclosure can be addressed through an appropriale strengthening of the legal
framework and the judicial machinery.

LEGAL AND INSTITUTIONAL FORECLOSURE ARRANGEMENTS

1217

12.18

Depending upon the nalure of the financial charges levied under the borrowing
agreement the government has established separate institutional arrangements and
procedures for adjudicaling cases relating to banking:

a) Legal procedures peraining to interest based loans.
b) The legal procedures and inslitutional arrangements in respect of loans
advanced under the mark up system.

Interest based loans below Rs. 1 million fall within the jurisdiction of banking courts
whereas cases in respect of loans above Rs. 1 million have to be decided by the
High Court. Cases of loans based on mark ups are handled by the Banking
Tribunals. Belween B0% lo 85% of cases pending with the judicial machinery are
with the Banking Tribunals, i.e., only 15% 1o 20% of legal cases relate to nterest
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based loans.

12.19 The Banking Tribunals were first set up around the end of 1982. However, they were
unable to function effectively. Problems were faced in satisfying the quorum
requirement of 3 judges. The law was finally amended in 1988-89 which now only
requires one judge (a retired judge of the High Courl) to act as the Tribunal.
Approximately 2,000 to 2,500 cases are being filed annually with the Karachi bzsed
Banking Tribunals. According to a newspaper report around 2,000 cases are pending

before the Karachi based tribunals.’

12.20 All cases classified under the first category have to follow the code of civil
procedure. The procedures in the Banking/High Court sulfer from mosl of the
problems encountered in civil suits. The courts grant adjournments liberally, lawyers
are major impediments lo speedy justice, the judges also have other responsibililies
to fultil, and the ability of the judges, particularly in the case of a banking cour, is
questionable. The judge of a Banking Court can be a district judge with 10 to 15
years experience of civil suits. Most of them, however, have limited experience of
commercial litigation. In many cases it takes al least 5-6 years to gel a decree from
these courts.

12.21 The situalion, in terms of the time taken by the courls lo arrive at a decision, is
substantially better in the case of Banking Tribunals. According to two respondents
interviewed for this study, the decision period is beiween 6 months 1o one year, and
that the oldest case pending with the Tribunai> i Karachi was registered in 1982,
Also, according to the above referred press report (see Para 12.16) around 2,500
cases have been disposed of in four months by all the banking tribunals in the

country.

12,22 It is not, however, clear if the Banking Tribunals have ever assisted the HBFC to
foreclose on a housing loan.

F. OTHER__FACTORS _CONSTRAINING DEVELOPMENT OF HOUSING FINANCE
INSTITUTIONS

12.23 The most important factor hindering the growth of housing financu is the high cost
of registering property related transactions. The costs in urban areas i Sindh include
a 1% registration fees, a 8.5% provincial stamp duly, a 2.5% property transfer fee
charged by local government, a 5% capilal value tax (CVT) on residential plots
exceeding 240 sq.yds., *** *°' < other charges (professional charges, brokerage
fees and court fees) and, in the case ol a loan, there is a 1% charge for registration
of the morigage documents, a 3% stamp duty for a non-barik financial institution (the
stamp duly is 1% in the case of a banking company) plus charges for fire insurance
and professional input. In the case of an equitable mortgage, however, in which title
deeds are deposiled wita the financial institutions, there are no charges pertaining
to registration and stamp duty. In view of these additional cosls and the advantage,
in the Pakistan busine s environment, of holding original title documents both the
customers and the btunks prefer equilable morigages. However, for strengthening
their legal position of first right over the property some banks register a small
percentage of the value of the mortgage. In the event of a fraud, their legal status
is ranked higher than those who have not registered the marigage deed.

G. CONCL.USIONS ON CONSTRAINTS TO THE DEVELOPMENT OF HOUSING FINANGE
INDUSTRY

12.24 The discussion above has attempted to show that the development of a housing
finance market is not only dependent upon alternative investment opportunities, the
cost of funds and the establishment of an appropriale legal structure and supportive
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institutional arrangements for foreclosure but Is also inextricably linked with the
government's sirategy on delicit reduction. Moreover, social values and behaviour
and the legal system posilively encourage litigation, occupation and control over
sommcone else's property and political intervention on behalf of defaulters.

H. LESSONS FROM THE INDIAN EXPERIENCE

12.25

12.26

The success of the Housing Development Finance Corporation Limited (HDFC) in
India is commonly presented as an example to be emulated. Details on the reasons
for its success are not available. However, two factors appear 1o have been critical
in the success of the HDFC:

a) For the bulk of the loans the up-front deposit paid, or the investment already
made, by the borrower covers between 60% - 70% of the value of the
property. The borrower is, therefore, apprehensive of losing a valuable
property in the event of default.

b) The social behaviour tends to be more responsible. This faclor and
community pressure play a critical rola in keeping the default rate low.

c) HDFC has developed a robust and thorough credit appraisal programme.
Applications are carefully considered and credit is orly given to solid
applicants.

d) Around 60% of HDFC's Inans are still given to employees of large business

clients who deduct the monthly morigage payments from the employees
salary and remit them to HDFC.

e) HDFC has developed organised and efficient loan recovery mechanisms. it
has only initiated 15 foreclosure actions over the last 14 years and yel
enjoys a recovery rate of 98%.

In Pakistan the factors discussed above can be resolved by revamping the legal
structure, by developing strong credit appraisal procedures by strengthening
institutional capacities and by enforcing relevant legislation, crealing an environment
which emits a clear signal that the government and the courts mean business, that
defaulters will not be able to escape the penalties laid out in the law.

l PROBLEMS OF MATCHING IN HOUSING FINANCE

12.27

12.28

It is genecrally believed that as housing finance is a long term investment the
resources for financing such operations should also be long term in nature, ie.,
housing finance institutions should not venture inlo the market for short term credit
for financing their operations. Although the concerns regarding cost of capital - the
mix of deposits, equily and long term financing - are well placed, they exaggerate
the dilemma of resource mobilization. The role of all financial intermediaries is to
raise funds for onward lending, taking into considaration liquidity requirements. How
well they cover these risks, barring, of course, unforeseen events, will determine the
efficiency with which they manage their operations. In a primarily stable economy,
in which infiation rates are moderale, saving deposils can be a very stable resource
base for housing finance institutions. Admittedly, however, in Pakistan there are fears
that the underlying inflationary pressures could destabilise an already delicate macro-
economic environment. .

In the UK the bulk of the resource base of Building Societies comprises saving
deposits, with over 80% of the accounts either on call or on short notice.* In the
case of the HDFC, India, 7.2% of the funds employed represented equity, 5-10 year
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bonds made up 11.4% of total funds while deposits (the bulk of which have a
malurity period greater than 1 year) contributed 33.4% of funds available. In
Pakistan, however, housing finance companies are neither allowed to take saving
account deposits nor are they permitted access to the inter-bank market for funds.

12.29 It Is also widely believed that households should be made to save for a house
before being regarded as eligible for housing finance. According to one study 45%
of the savings accounts of Building Societies in the UK had balances of £100 and
below which represented about 0.3% of total saving account deposits. In cantrast,
8% of the accounts had balances in exc.ss of £10,000 representing 67% of these
deposits, i.e, the bulk of the systems' resource base, was provided by large
deposils.® Also, most of these Lalances were held by elderly people reinforcing the
life cycle hypothesis of savings that young people tend to be debtors and become
savers later on in life.

TAwn

Mentioned in the Chairman's statement to the Annual Report of the Housing Development
Finance Corporation Limited, 1991-82.

See Chairman’s statement 1o the 1990-91 Annual Report of the HDFC, 1990-91.

Dawn Economic and Business Review, September 13-19, 1992. '

See Chairinan’s statement 1o the 1990-91 Annual Report of the HDFC, 1990-91.

See Chairman’s statement 1o the 1990-91 Annual Report of the HDFC, 1990-91.

The 5% CVT is payable by non-tax payers on all transactions in respect of residential plots
exceeding 240 sy.yds., while tax payers are required to pay the CVT on residential plots
with an area of more than 240 sq.yds. allotied by a Development Authority. On commercial
plots of any size a 5% CVT is payable by both lax and non-tax payers.
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INTRODUCTION AND SCOPE OF RECOMMENDATIONS

13.01

13.02

13.03

Some policy, legal and instilutional reforms are critical for creating the enabling
environment for the long term development of capital markets in general and the
housing finance sector in particular. It would be beyond the scope of this study to
make specilic recommendations in this regard because, on the one hand, a more
detailed and focused effort would be required to draw up precise proposals taking
into consideration their wider implications and their inter-sectoral linkages and, on
the other hand, some of the relevant changes would be politically and practically
difficult to introduce in the foreseeable future. We mention these issues as some of
them seem critical to the development of a housing finance industry.

Such a package of reforms would broadly cover the following areas:

a) National Budget Deficit

Measures to bring down the government's budget deficlt, touching 8% of the
GDP. By soaking up the liquidity in the financial system the government is
raising the level of interest rales in the economy, captivating the majority of
scheduled bank deposits al arificial interest rates, crowding out the private
seclor and thwarting the development of vibrant capital markets.

b) Monetary Policy

Granting of greater autonomy to the State Bank to pursue a consistent
monelary policy without inlerference from higher levels of government.

c) Open Market Operations

Making capital markets more efficient by a phased movement towards open
market operations.

d) In our interviews with various institutional groups the Issue of foreclosure was
mentioned by several of them. More effective foreclosure mechanisms
through appropriate amendments in the legislative framework, procedural
changes and strengthening of the judicial machinery.

e) . Development of a well trained supervisory staff al the State Bank to ensure
compliance with new PRs by the rapidly expanding group of financial
Institutions. The financial sector cannot afford a cooperative sociely type
scandal at this critical slage of its development.

f) Development of a secondary market for a wide range of financial instruments.

9) Development of an Apex instilulion for regulating ke securities markels.

Organization of Recommendations

The rest of this section will be devoted to a series of specific recommendations
which taken together can help stabilize the system and provide the basis for the
functioning and improvement of capital markets. Finally, we have attempted o link
the needed reforms with suggestions on how reforms in the capital markets can
assist the development of the new housing finance industry so that it can aftract
capital for morigage lending purposes during its formative years. These policy,
legislative, procedural and institutional strengthening proposals have been classified
into those that can be initiated in the short term (less than 2 years), those that will
require a medium timeframe, 3 1o 5 years, for implementation and those that can,
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realistically, only be executed in the long term.

MEASURES THAT CAN BE IMPLEMENTED IN THE_SHORT TERM

13.04 This section proposes policy and institutional strengthening measures that require
only procedural changes or minor legislative modifications (enabling legisiation) that
can be implemented in the short-term, 1-2 years.

B.1 Policy Proposals

13.05 Tax Deduction

The government should aliow the deduction, against the faxable income of a tax
payer, the Interest element of a housing loan - placing an upper limit on the value
of the loan, This measure can play a crilical role in facilitating the development of
a market for housing finance.

13.06 Housing Finance Policy

Some of the Instruments that could reduce the cost of funds for housing finance that
the government should consider are:

a)

b)

c)

d)

e)

Fiscal incentives, for instance, concessions in Income tax for a specific
period, for those providing housing finance.

Permission to HFCs 1o take saving accoun! deposits; presently they are only
allowed o take term deposits (see Section-12.1 on Problems of Malching in
Housing Finance).

Almost every developed country In the world allows Bullding Societies and
Savings and Loan Institutions access to passbook savings accounts. This is
a source of clients for the housing finance coinpanies in that passbook
savers can demonstrate their abllity to set aside certain amounls of capital
at regular intervals. Passbook savings accounts can serve as a vehicle to
float varlous land and home purchase schemes. And most Importantly,
passbook savings can serve as a growing source of capital for mortgage
lending.

The treatment of housing finance companies (HFCs) as commerclal banks
for purposes of inter-bank borrowing.

Taxation and stamp duty impediments and cost of registering property related
transactions are major problems for registering land and morigage
documentation that are hindering the development of a housing finance
market (Para 13.28). These issues are beyond the scope of this study but
are critical if the housing finance industry Is to flourish in Pakistan.

Housing finance ccinpiinles have no "Bank of Last Resor” and will be
undercaplitalized in their early years of operation, There is a critical need 1o
provide these companies with short term funds to mest liquidity needs and
provide for stable cash management, Access lo passbook savings will be
a longer term source of funds as It will take the HFCs several years to bulld
up this deposit base. In their first years of operation they will need access
1o Interbank funds or some other source of short term funding to provide a
smooth efficient operation. While the current market extends only to seven
days, we believe, if HFCs were players in the market longer term agreements
would emerge. Thare Is a need for more players in the Interfund market and
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13.07

13.08

13.09

13.10

13.11

13.12

13.13

18

i
A

giving access to HFCs would be a logical step towards ihe needed
expansion.

Directed Credit

The strategy peraining to directed credit needs to be further developed to (i)
eventually lead to the elimination of credil ceilings; and (ii) phasing out of credit lines
to specialized financial institutions i.xe the Agricultural Development Bank, House
Building Finance Corporation, Industrial Development Bank, elc.; to encourage them
to mobilize additional resources trom their own efforts for their lending activities.

B.2 Policies Reqarding Capital Market Securities

Fixed Interest Securities

For fixed interest securities held by banks the Government of Pakistan must initiate
a system of regular auctions reasonably interspaced in time to give ihe secondary
market time to develop.

Fewer Securities Issues

During the last 18 months 1i.72 1ve been 84 issues of FIBs (28 for each period
of maturity). The crowding of issues has given rise to a fairly complicated secondary
market. The market could be simplified considerably if there was only one issue per
annum. Any auction during the year would then open up the issue resulting in the
seltlement amount being the price tendered plus the accrued interest up to the
settlement date. The local market is sophisticated enoujh to understand and
calculate the accrued interest on settlenient.

Securities Taxation Policy

The State Bank should have a uniform policy for all srcurities in respect of the
liability for Zakat and for wealth tax and income tax (withholding tax) purposes.

Bearer Certtificates

The private sector, like public sector corporations, should be permitted to issue
bearer centificates (commercial paper) and domestic banks should be allowed to
guarantee paper issued by the private sector.

Stamp Duty Relief

To factitate the development of a market for commercial paper ‘he Federal
Government should persuade the Provincial Governments to reconsider the high rate
of stamp duty and the stage at which it is to be levied. Currently duty at 3.5% is
payable both at the tiiic of issue of paper and at all subsecuent transfers.

Securities_Underwriting

Underwriting is a requirement for public issues; it gives the market liquidily. No
restrictions on the amount of issue or fees should be placed. The government should
allow the market to determine these factors, in particular the risk/rcward. If the
reward is not linked to the risk there will be little motivation to move out of a low
risk environment. This requirement will result in the growth of a security market
biased in favour of large and better known names.
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13.15

13.16

13.17

13.18

Secondary Securities Market

There is a need to develcp secondary markets further so that the market provides
the liquidity rather than the State Bank's discount/repo window. A separate study
needs to be conducted for identifying proposals for developing secondary markets.

Securities_Apex_Institution

A study needs to be undertaken to develop proposals for reducing multiplicity of
regulations and regulatory bodies. For instance, by making one body responsible for
handling all legal issues pertaining to the securitics markets, the Government of
Pakistan would be taking a significant step in ensuring that efforts to streamline the
regulatory structure are not misdirected. All expertise in corporate law would be
available at one place.

B.3 Institutional Strengthening

Access to Listed Companies Records

Better availability of, and access to, the records of listed companies should be the
right of all potential investors, the public at large. One method for ensuring
transparency and fairplay would be greater public awareness. The better the access
of the public to information about these companies the lesser the likelihood of abuse.
There is, therefore, an urgent need to widely disseminate information on the status
of listed companies and ensure that legal requirements on timely disclosure of
material information are met.

Better Enforcement

Heavy penalties should be devised and strictly enforced against those found guitty
of negligence, misreporting, concealing information and certifying information that they
knew or should have known was incorrect (also see Section 13.C.2).

Credit Raling Agency

To enable investors to properly evaluale the credit-worthiness of potential issuers,
it is important that a feasibility study for setting up a rating agency be conducled.
Without an impartial mechanism to ascertain the credit-worthiness of issuers, the
public will be unable to make informed investment decisions. This will result in an
increase in information search costs, causing firms to pay higher rates than would
otherwise be the case. We have been given {o understand that there has been some
efforl by the Internationa! Finance Corporation (IFC) to lay the groundwork for a
rating agency, but so far there nas been no definite progress.

C. RECOMMENDATIONS THAT CAN BE UNDERTAKEN IN THE MEDIUM TERM

13.19

13.20

This section is devoted to recommendations for making improvements in the policy,
institutional and administrative framework that can be underiaken in the medium term
(3-5 years).

C.1 Policy Proposals

Access to Pension/Provident Funds

Pensions/provident funds stould be allowed to operate in the equities market. This
will give the market both depth and liquidity. Therefore, specific recommendations -
legal, procedural and instituliona! - need to be developed on the manner in which
these funds should be authorized to function in the market for equities.
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13.22

13.23

13.24

13.25

13.26

Stop Concessionary Financing

Concessional financing (e.g., export refinance, LMM financing) provided by the
government should be phased out. This sort of financing skews the term structure
of interest rates, and makes development of an efficient capital market difficult. Fiscal
incentives to supporl such aclivities would serve as a belter alternative.

Deposit_Insurance Schemes

Having introduced the framework for credit and risk exposure through the Prudential
Regulations there is a need to set up deposit insurance schemes to instill confidence
in the safety of savings with banks. This is particularly imporiant in view of the
history of firancial scams and the recent proliferation of financial institutions.

C.2 Institutional Strengthening Proposals

Monetary management is nol just a question of the right mix of policies but also
depends upon institutional capacities. One of the lessons of financial disasters is that
competitive financial markels, although ellicient at mobilising and allocating funds and
managing risks, make costly mistakes. The regulators, therefore, will have to
continually strive for an appropriate balance between stimulating comipetition and
checking fraud and instability. In this regard the PRs have a critical role to play. The
regulations, however, cannot promote a safe, stable and efficient system unless these
are elfectively enforced by well trained staff.

After the recent reforms enterprises can now borrow abroad freely. This implies that
the supply of credit does not only come from the domestic banking system,
Controlling money supply has, therelore, become a more sophisticated exercise
reinforcing the importance of well trained stafl responsible for performing the
regulatory functions.

Supewvision_of Monitoring of Financial Institutions

The State Bank needs internal reforms, qualified and suitably trained stalf to ensure
compliance with sound business practices and enable streamlining of the various
departments to make them more efficient and produclive and lo make staff aware
of modern commercial banking practices. With the onerous responsibility of having
to regulate over 110 financial institutions the State Bank will have to make strenuous
efforts to improve its data bases and the quality of staff through formal training and
cross training programmes with commercial banks. This is so because, on the one
hand, a number of new financial instilutions are being created in the private sector
and, on the other hand, the introduction of new complicated financial instruments is
making it difficult for regulators to assess the riskiness of the bank's balance sheet
and determine capital adequacy rules. In this regard the State Bank's decision to
allow external auditors to review the operations of financial institutions on a selective
basis is a laudable step.

State Bank Disclosure

An imponiant reform measure that can facilitate the State Bank in fulfilling its
supervisory role and in promoting financial stability is wider disclosure of information
relating to banking, for example bad debts and deposit composition.

D. PROPQSAI . THAT CAN BE IMPLEMENTED IN THE LONG TERM

13.27

This section sets out recommendations that, in our opinion, can only be fully
instituted and activated in the long term (more than 5 years).
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13.29

13.30

13.31

13.32

13.33

Tax, Stamp Duly and Costs of Registration - Housing Finance

Issues conceming costs of registering propery related transactions and potential
costs in the shape of property, capital value and other taxes that become liable on
land registration and morigage documentation are problems that will have to be
sorted ou! if the housing fi::"nce industry is to flourish in Pakistan

Capital Adequacy Ratios

The capita! adequacy ratios of banks should be based on Bank for International
Seltlements (BIS) guidelines where capital adequacy is a function of risk weighted
assets rather than of the gearing ratio.

Private_Sector_Involvement in Pnrlicy Formation

In view of the problems encountered by diflerent players in the market (including the
government) in interpreting and implementing different policy changes the government
should invoive the private sector in formulating poiicies, making legislative changes
and in devising implementation mechanisms and instruments. FFor this to happen the
government will have to recognize that the formal participation of the private sector
is necessary for both formulating policies {including a regulatory framework) and for
devising the institutionau arrangements and mechanisms for implementing them. In
the light of :e above discussion it is, therefore, proposed that a detailed study be
carried ~ .. on mechanisms for making government policies operaticnal and for
submittirc  proposals on institutional arrangements aimed at formalizing the private
sector's it ..vement in policy making.

Selt Requlation

However, the financial systems will funct:un effect.. cly only if the private sector also
respo.ds positively to govar ment inttiatives in this direction. Industrialists, stock
brokers, and professionals, like auditors, are adept at protecting and promoting either
their individual or trade interests. They 5 not collaborate with each other o develop
codes ¢! behaviour and standards for self regulation. An institutiona! structure for
disciplining and publicly reprimanding those abusing the freedoms and not rectifying
their operational practices will help marginalize thos. not complying with the ground
rules. For instance, the slock exchange musl exercise self-regulation while the
government maintains a vigilarnt eye against frauds, unfair practices, concealment
of information and misroprasentations through inadequate disclosures. The private
sector will have to full these obligations itself and not rely primarily on the
government to perform these functions.

Foreinii Investment

Similarly, tor attracting foreign investment the government can at best create a
conducive cnvironwuent. The private sector will have to do the marketing effort and
invite foreign expertise and investors to enter into joint venture arrangements.

D.2 Institutiona! Strengthening

Fraud Prevention and Detection

Etficient supervision which provides for redressal and minimising the risk of frauds
is also essential for all;cling foreign investors. For instance, the office of the CLA
had been crealed to controf and requlale the corporate sectors activities and 1o
saleguard the interesls of tiie minority shareholders. It, however, has dificulty in
protecting the rights of minority shareholders. How can minority holders exercise their
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rights and check the malpractices ot the management? It is not clear if the solu!ion
lies in giving the latter representation on the Board. If this proposal can be justified,
how and what mechanism could achieve such an objective? It could perhaps be
achieved by reducing the maximum holding of the sponsors.

13.34 Insider Trading

Despite widespread rumours of manipulation, insider trading, and malpractices, no
concrete action has been taken to either confirm or dispel these rumours. For
example, problems arising out of over trading are only attended to without
appropriate corrective measures being undertaken. To perform the role envisaged
the CLA has to be fully equipped, in lerms of qualified personnel and adequate
funding, to deal effectively with :uch violations.

RECOMMENDATIONS ON THE STQCK MARKET

13.35 Capilal Base of Brokers

The basic requirements of a good trading system for servicing customers are
information, transparency, liquidity, efficiency, and reliability. The present position Is
that there has been a tremendous increase in transaction volumes and there is
greater volalility in the stock market. In view of the changed circumstances it appears
that some slock brokers do not have an adequate capital base. Thus, the capital
base of some members has to be enhanced.

13.36 More Players

FFor the long term development of the market and because of the huge growth in
the volume of transactions, a larger body of transaclors is required, who should
perceive the market to be operating in an orderly fashion and ensure that trade
practices are open and fair.

13.37 Retail Market Constrainis

The retail customer lacks information. The problem is not just poor disclosure but
also lack of infrastructure in the market to service retail customers, for example,
through computerisation of settlemanis.

13.38 Complaint Registration

There is also a need for setting up a system at the stock exchange for registering
complaints and setiling grievances.

13.39 Share Transfer
To improve the functioning of the market the system of transferring share deeds
needs to be simplified and the time period for companies to make the transfer
related entries in their books and records needs to be reduced. We recommend that

a study be undertaken on the manner in which this procedure can be simplified and
the process telescoped in time.

13.40 Settlement

The settlement procedures have 1o change to enable the market to function
smoothly, particularly after this rapid growth in trading volumes.
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13.41  Apex Institution

Funther to our proposal (Para 13.15) on the need for making just one organisation
responsible for handling legal aspec's of issues of securities, we recommend that
the government should review the model of the "Securities and Exchange

Commission” of USA and examine the viability of, and the lega! and procedural
mechanisms for, setting up such an institution.
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INDIVIDUALS MET

ANZ Grindlays Bank
Senior Management

Mr. Ashraf Janjua
Deputy Governor
State Bank of Pakistan

Mr. A.K.M. Sayeed
Executive Vice pPrecident
National Investmen: Trust

Mr. Arif-ul-Islam
Executive Vice President (Investment Banking Group)
Muslim Commercial Bank

Mr. Athar Naseem
Deputy Managing Director
First Interfund Modaraba

Mr. Aneeq Khawar
Chief Executive
Citi Housing Finance Co.

Mr. Frederick Piechoczek
Chief Executive
First International Investment Bank Limited

Mr. Farrukh Khan
Chief Executive
BMA Capital Management

Mr. Jacques Broquet
Manager Merchant Banking
Banque Indosuez

Mr. Khalil Hassan
Chairman
Vital capital Markets

Mr. Mohammed Choudry
Managing Director
Adamjee Insurance Company Ltd

Mr. Munawar Chaudary
Senior Executive Vice President
Investment Corporation of Pakistan
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Mr Mudassar Malik
Director
BMA capital Management

Mr. Nader Morshed
Executive Vice President/cChief Economist
National Development Finance Corporation

Mr. Nasir Bokhari
Chief Executive
Khadim Ali Shah Bokhari & Co.

Mr. Nesar Ahmad
Chief Executive
Crescent Investment Bank Limited

Mr. Nusrat Yar Ahmed
Chief Executive
Vital capital Markets

Mr. Rauf Qadri
Chief Executive
First Interfund Modaraba

Mr. Salim Rathod
Senior Vice President

Pakistan Industrial Credit & Investment Corporation

Mr. Shezad Nagvi

Vice President (Investment Banking Group)

Citibank

Mr. Syed Ali Reza
Vice President & Country Manager
Bank of America
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LIST OF FINANCIAL INSTITUTIONS
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FOREIGN BANKS

1 ANZ Grindlays Bank p.l.c.
2 Standard Chartered Bank
3 Deutsche Bank (Asia)
4 ABN — AMRO bank (Fomerly Algemene Bank)
5 American Express
6 Al — Baraka Bank
7 Indo-Suez French Bank
8 Rupali Bank
9 Hongkong & Shanghai Banking Corporation
10 International Finance Investment & Commerce Bank Ltd
11 Habib Bank AG Zurich
12 Societe Generale
13 Pan African Bank Ltd
14 Bank of America
15 Bank Of Tokyo
16 Citibank
17 Chase Manhattan Bank
18 Bank of Oman
19 Middle East Sank
20 Emirate Bank international Ltd
21 Doha Bank
22 Faysal Islamic Bank of Bahrain

NATIONALIZED BANKS

1 National Bank of Pakistan
2 Habib Bank Limited
3 United Bank Limited
4 First Women Bank Limited

DEVELOPMENT FINANCE INSTITUTIONS

1 Agricultural Development Bank of Pakisian
2 Industrial Development Bank of Pakistan

3 Bankers Equity Limited

4 Pakistan Industrial Credit & Investment Corporation
5 National Development Finance Cecrporation
6 Small Business Finance Corporalien

7 Pak Lybia Holding Company

8 Pak Kawait Investment Company

9 Rural Development Finance Corporation
10 Youth Investment Promotion Society

11 Saudi Pak Investment Company



PROVINCIAL BANKS

1 Bank of Punjab
2 Bank of Khyber

PRIVATE BANKS

1 Muslim Commercial Bank
2 Allied Rank Limited
3 Mehran Bank
4 Union Bank
5 Soneri Bank
6 Prime Commercial Bank
7 Indus Bank
8 Bolan Bank
9 Metropolitan Bank Limited
10 Askari Bank
11 Bank Commerce Al—-Habib

INVESTMENT FINANCE COMPANIES

1 Al-Towfeek Investment Bank

2 Atlas BOT Bank

3 Crescent Investment Bank

4 First International Investment Bank
5 Fidelity Investment Bank

6 Security Investment Bank

7 Prudential Investment Bank

8 Islamic Investment Bank

9 Asset Investment Bank Limited

LEASING COMPANIES

1 Asian Leasing

2 Atlas BOT Lease

3 Credit & Leasing Corp.

4 Dadabhoy Leasing

5 English Leasing

6 First Leasing Corp.

7 Ghemni Leasing

8 Internationai Multi Leasing

9 National Assets Leasing Corporation
10 National Development Leasing Corporation
11 Orix Leasing
12 Pak.Ind. & Comm,
13 Pakistan Industrial Leasing Corporation of Pakistan
14 Standard Chartered Mercantile Leasing
15 Trust Leasing Corporation
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Contd..
MODARABAS

1 Al Ata Leasing Mod.

2 Al-Noor Mod.

3 Al-Z>min Leasing Mod.
4 B.F Mod.

5 B.R.R. Capital | Mod.

6 B.R.R. Capital Il Mod,
7 1st Confidence Mod.

8 1st Constellation Mod.
9 1st Crescent Mod.
10 1st D.G. Mod.
11 1st Elite Cap Mod.
12 1st Equity Mod.
13 1st Grindlays Mod.
14 1st Habib Bank Mod.
15 1st Habib Mod.

16 1st Hajvery Mod.

17 1stinterfund Mod.

18 1~* Mehran Mod.

19 1st National Mod.

20 1st Nishat Mod.

21 1st Pak Mod.

22 1st Premier Mod.

23 1st Professional Mod.
24 1st Providence Mod.
25 1st Prudential Mod.
26 Punjab Bank Modaraba
27 1st Sanaullah Mod.
28 1st Tawakkal Mod.

29 1st Tri—Star Mod.

30 1st UDL Mod.

31 Indust. Capital Mod.
32 L.T.V. Catital Mod.

33 Mod-Al~-Mali

34 Mod Al-Tijarat

35 Schon Mod.

36 Second Prudential Mod.
37 Third Prudential Mod.
38 Trust Mod.

39 Unicap Mod.

PROPOSED HOUSING FINANCE COMPANIES

1 Citibank Housing Finance Corporation

2 Jaffar Bros. Housing Finance Corporation
3 Interfund Housing Finance Corporation

4 International Housing Finance Corporation
5 Empir2 Housing Finance Corporation

G National Housing Finance Corportation

7 Olymgic Housing Finance Corporation

8 21st Century Housing Finance

§
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MUTUAL FUNDS

Contd..
1 National Investment (Unit) Trust
2 Investment Corporation of Pakistan
3 Equity Participation Fund
DISCOUNTING COMPANY

1 Prudential Disco'int & Guarantee House Ltd
HOUSE BUILDING FINANCE INSTITUTIONS

1 House Building Finance Corporation

-



BANK DEPOSITS AND ADVANCES




CUSTOMERS DEPOSITS

Following are year end figures of customer deposits with scheduled banks:

(Rupees in Millions)

"CATEGORY . 1986 . 1987. .  1988. *
FIXED 57,8423  67,951.3 750939  77,899.1 1009902  127,2449  137,068.6
CURRENT 33,081.0  41,079.1 40,5835 558689 61,9597  78,067.5  88,984.2
SAVING 77,6708 88,6248  94,027.9 1073841 1249579  157,4435 1731953
CALL 3,462.5 2,591.2 2,749.1 2,799.4 3,470.4 4,372.6 4,790.1
OTHER 5,902.6 5,888.1 6,247.1 8,471.9 85678 10,7952 12,6639
TOTAL 177,959.2  206,134.5 _ 218,701.5 252,423.4 299,946.0  377,923.7 _416,702.1

CUSTOMERS ADVANCES

Over the years scheduled bank advances have been as follows:

ADVANCES 1986 - 1987 0 -

(Rupees in Millions)
*1

TOTAL 147,551.4 152,852.2 163,705.2

196,797.4

219,068.1

250,622.3

280,351.1

P Provisional figures
* As of 3Cth June 1992

(Source: -~ Bulletin, State Bank of Pakistan, November 1992 issue)
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RATES OF RETURN ON DEPOSITS
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From Janruary 1985, the State Bank of Pakistan decided that
banks and financial institutions receiving PLS deposits shall
declare rates of profit on various types of PLS deposits on a
half yearly basis for the half year ending 30th June and the
half year ending 31st December each year after obtaining
clearance from the State Bank in regards to the rates of

profit proposed to be declared.

While distributing non-interest income in the manner spelt
out therein, the following weightages will be given to the

PLS deposits, PLS borrowing and equlty:-

Type of Maturity Weightage to be given

A. DEPOSITS

I. Special notice

deposits
i) Withdrawn at 7 to 29
day’s notice: 0.65
ii) withdrawn at notice 0.75
of 30 days or over:
II. Savings accounts: 1.00
III. PLS Call deposits from Welghtages as agreed
other banks: to by the Banks
concerned.

IV. Term deposits:

i) For terms upto and inclusive 1.00 + 0.05 for each
of 6 months: each month of the term
of the deposit.

ii) For terms in excess 1.3 for the first six

¢
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ii) For terms in excess
of 6 months:

b. PLS BORROWINGS:

C. EQUITY:

1.3 for the first six
months plus 0,01 for
each subsequent month
of the term of the
deposit, subject to
maximum of 2.08.

Borrowings of various
maturities will be
given weightages as
for term deposits of

corresponding
maturities.

Not exceeding 5
as may be determined
by the concerned
banks.

The amount of non-interest income distributable on PLS

deposits of each type/maturity will be converted into an

annual percentages rate of profit and the rate rounded off to

the nearest one-tenth of a percentage point.
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Weighted Average Rates of Return on Deposits

{in per cent per annum)

END—JUNE

g qurrént Cali
" Deposits’  Deposits

Offer -~ Sav
Deposit. " Depr

ACCOUBT_S ’

1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1889
1990
1991P

5.01
5.41
5.73
5.33
5.82
6.26
5.51
5.40
4.44
4.85
3.19
3.73
2.31
3.75

3.17
2.98
3.47
3.79
4.00
4.51

4.69
3.79
3.90
2.53
2.65
2.63
4.21

4.03

7.59
7.57
7.58
7.57
7.60
7.64
7.61
7.63
7.61
6.98
7.30
7.16
7.45
8.50

9.61
9.19
9.29
8.79
7.89
7.69
7.24
9.78
8.59
10.25

9.84
9.91
9.93
9.69
9.04
7.38
8.24
9.40
10.65
11.72

{Source:— Economic Sursey 1991 —92 issue, Government of Pakistan)
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Weighted Average Rates of Return on Deposits

(in per cent per annum)

1L XZED D/ E*P QS 1-Tx8:
END—-JUNE -~ .. Qver1 fFor cver
' yearto - - 2years
©2years . andover
ST butless
- thres

A T e YOJS
1978 10.24 -
1979 10.52 -
1880 10.41 -
1981 10.48 -
1982 - 11.06 — 12.02 - 12.31 12.37 6.05
1983 - 10.76 - 11.84 - 12.39 12.44 6.24
1984 - - 11.10 - 11.79 - 12.54 12.47 6.39
1985 - 10.95 - 11.58 - 12.40 12.41 5.76
1986 - 10.53 - 11.38 - 11.91 12.03 8.80 *
1987 - 10.10 - 11.72 - 1:.98 12.20 7.87*
1988 - 10.58 - 11.31 - 10.50 12.08 7.67 *
1989 - 8.13 - 10.12 - 11.75 12.25 7.95*
1990 - 8.92 - 8.21 — 12.59 11.52 8.23*
1991P - 11.68 - 11.80 - 13.04 14.75 9.82*

P = Provicional.

* = As from 1st July,1985, all deposits except deposits from foreign
constituents and ur—matured term deposits were converted from interest basis

to profit & loss sharing basis. Weighted average rates of interest on deposits from September, 1985

onwards are, therefore, not comparable with either years.
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SCHEDULE BANK DEPOSITS
Rates of Return on

B

DEPOSITS
(All Figures are %)
For 1 year For two years For 3 years and For 4 years - .- For5 WEIGHTED
and over . and over but over but less’ and over but . - iy
but less . less than than 4 years. " lessthan 57 -7 o, | . ON.. 0
than 2 years-_ 3 years L years . " over . TOTAL DEPOSITS . ~PERIOD
6.08 10.10 11.72 11.28 12.20 7.87 June 1987
8.1 10.58 11.31 10.50 12.08 7.67 June 1988
7.29 8.13 10.12 11.75 12.25 7.95 June 1989
8.38 8.92 8.21 12.59 11.52 8.23 June 1890
11.01 11.65 11.80 13.04 14.75 9.82 June 1991

(Source: — Annual Report State Bank of Pakistan, 1990—-91 issue)
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RETURNS ON PLS INVESTMENTS

Siving PLICal_

(Janaary - June, 1992)
(Per Cent)

s BB R e g Ty
[ 1 Month 1 Moache ) Haaha | MoaOs § Moeca 1 Mocte LY. IYA YT, 3Yr. JYre. 4Ym. §vre
" aere .
Allled Bank Limited 56 64 78 2T — — a6 — 97 ‘— 101 — " 110 -119. 128 17
AD3P - = 460 —~ —~ —. 530 — 600 — 620 — 640730 75 840
Askar{ Comm. Bank 62 75 78 — 97 — 100 .= 105 — 112 — 120 125 — 144
Bank Comm Al-Habid 650 750 850 — 850 — 900 — 1000 — 1100 — . = = -
Bolan Bank Limited 59 N1 = e = = 92 = 101 — 110 — = 125 = -
BankofPugjablimited — — — = @ — o~ L e e = L e - - -
Cres Bank —_ = e - - —_ - - = - - — - — - -
FimWomeaBaoklid, 51 SS9, 78 — — —~ 90 — 101 — 106 — 116 128 — 144
Habib Bark Limited $10 55 780 — — — 900 — 1020 — 1070, — 1160 1250 1).50 14.40
Indus Bank Limited 700 800 9.00 — 1050 1070 1100 — 1150 — 1200 — @ — ' — —~ —
IDRP S1 €5 80 '— 84 — 92 — 104 — 108 — 118128 137 147
Mehran JankLimlted 650 .7.50 1000 — o~ -~ 1150 — 1300 — 1360 — 1490 1610 — 1840
Muslim Comm. Bank 520 600 . 800 — . — — 91 — 103 — 108 - 113 127 137 146
National Bank of Pak. 58 - 67 78 ‘— — — 88, = 100 — 106 ' — 115 124 134 143
PICILC. - — -, — —. 800 — 1075 —' 3200 — 1300 — 1350 1400 1450 15.00
Boneri Bank Limited 600 700 BSO —~ 950 — 950 — 1000 — 11.00 — 1200 ~ = -
Ualted Bank Limited 530 610 660 — — ~ 910 — 1030 — 1070 — 1170 1250 1350 1450
* FOREIGN BANKS
ABN-AmroBank 574 635 702 —~ @~ o~ 780 — BA9 — 1002 — @— = = —
AmericanExpressBank 45 §3 71— o~  —~ 60 — 80 — B3 — e e o
ANZGrindlays Bank 65 15 77— -~ — 89 — 100 — 105 — = = e
B.C.CL — e e e e e e e e e e -
Banque Indosues $20 6.00 7.20 —_ — —_— —_ — 850 - 9.00 — — — — -
Bankof Oman 610 7210 B850 —  —~ o~ 1040 — 1050 — 1070 — - 1180 — 1350
Chase Manhattan Bank —_ —_ — -— —_— —_ —_ -— —_ — — -— — — - -
Deutsche Bank S.1 S.9 79 -~ —_ - 67 — 80 - 8.4 —_ — —_ — —
Doha Bank 620 710 950 -~ 95 — 1030 — 1230 — 1290 — o~  — -
Emirates B.L1. 65 75 88 -~ 893 95 97 98 113 120 130 — @~ — =~ -
PayssllslemicB. 60 725 92 X7 93 98 106 — 120 -~ 122 e  — = e -
H.B.A.G. Zurich 67 78 92 — 82 — 100 — 10 — 119 — — e = =
Hong Kong Bank 66 76 18 —~ —~ — 90 — 10] — 106 — = = = -
LP.L & C.Bank 65 15 100 - 105 — 1S ~ 130 — 13§ —  — o~ o~ -
Middle Bast Bank 62 80 — — 95 97 100 - 108 — 110 = = e e e
PanAlricanBank 70 86 107 o~ 108 - 124 ~ 140 — - — —_ — — —_
RupaliBank = . 58 68 90 41 95 o~ 104 — 17 — 1213 — e~ = o =
Standard Chast. Bank 56 65 11 o~ o~ —~ 16 ~—~ 86 .-— 90 94 98 — —
Soclete Generale — 52 —_ — - - 80 — — o — _— _— — -
(The Frenchand
internstional Bank)
Unlon Bank 66 16 86 .- 86 -— 90 — 101 — 110 121 1S 143
ABN-AMRO Rank Feerigs Currency Actounts:
USdollar{6.1192) 41250 4129 45625
Deutsche mark (5 11.92) 95000 912% 86250
Japsneseyen (6 11.92) 43128 s I TH
Pound sterling (S 11.92) 81250 762%0 74378
.1 D Rates: ASK., - BID,  —
Source : Business Recorder

12t December,

1992
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CALL MONEY RATES
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September 9.38 9.13 9.00 10.38 9.75 6.25 6.25 6.38 6.25 7.00
October 9.13 9.00 9.00 9.00 6.50 6.25 6.25 6.38 6.25 6.75
November 10.00 8.13 6.13 8.00 6.50 6.13 6.25 6.38 6.25 7.25
December 10.00 8.38 8.88 9.38 6.63 6.25 6.25 6.25 6.50 8.00
Janruary 10.25 10.13 6.88 7.63 6.75 6.25 6.25 6.38 7.13 8.13
February 10.25 9.75 7.00 10.50 6.75 6.25 6.25 6.38 7.13 7.25
March E 9.88 9.00 8.75 9.00 7.00 6.25 6.25 6.38 7.13 8.75
April E 10.25 7.25 9.38 7.50 6.88 6.25 6.25 6.25 7.38 5.50
May ’ 9.75 7.00 8.25 8.23 7.00 6.25 6.38 6.25 7.50 5.71
June E 10.13 7.50 9.75 9.00 7.13 6.25 6.38 6.25 7.25 5.64

{Source: ~ Economic Survey 1991 -92)
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KARACHI STOCK EXCHANGE SECTOR-WISE
SUBSCRIPTIONS IN 1991 & 1992
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THE KARACHI STOCK EXCHANGE (GUARANTEE) LIMITED
NEW ISSUE DURING THE YEAR JAN.1991 — DEC. 1991

(Rupeesin mllhon)

B8R NAME OF = CAP, OFRD PREMIUM TOTAL - CAP. OFRD-PREMIUM. TOTAL = SUBCRHIP- . SUBCRIP’ .“I'
NO, COMPANY TO G. PUB. S TONET "~ RECDFRM: RECD.FR g
B . el AT PAR VAL, AT PAR VAL G. PUBLIC .+ "NIT %
SECTOR Mutual Funds I"li
1 Twentieth ICP 50.000 0.000 50.000 - 0.000 - 86.090 - 86.090 |
2 Prud:StockfFund 35.000 0.000 35.000 10.000 0.000 10.000 129.310 - 129.310 '
SECTOR : Modarabas
3 Ist Const: Mod 20.000 0.000 20.000 5.000 0.000 5.000 331.095 - 331.095
4 Ist Cresent Mod 40.000 0.000 40.000 10.000 0.000 10.000 265.869 10.000 275.869
5 IstD.G Mod 20.000 0.000 20.000 5.000 0.000 5.000 562.182 5.000 567.182 !
6 Ist Habib Bank 112.000 0.000 112.000 28.000 0.000 28.000 97.069 28.000 125.069 !
7 st Hajvery 60.000 0.000 60.000 15.000 0.000 15.000 116.060 3.750 119.810 i
8 Istinterfund 14.500 0.000 14.500 3.500 0.000 3.500 272.745 0.000 272.745 ;
9 Ist Pak Mod 40.000 0.000 40.000 10.000 0.000 10.C00 347.466 0.000 347.466 |
10 |Ist Premier 10.000 0.000 10.000 2.500 0.000 2.500 299.605 0.000 299.605 |
11 Ist Professional 20.000 0.000 20.0c0 5.000 0.000 5.000 345.245 5.000 350.245
12 Ist Providence 20.000 0.000 20.000 5.000 0.000 5.000 204.415 5.000 209.415
13 Ist UDL Mod 40.000 0.000 40.000 10.000 0.0C0 10.000 547.510 10.000 557.510
14 Ind. Cap Mod 30.000 0.0C0 30.000 7.500 0.000 7.500 321.740 7.500 329.240
15 Mod Al Tijarah 24.000 0.Co0 24.000 6.000 0.000 6.000 252.737 6.000 258.737
16 3rd Prudential 80.000 0.000 80.000 20.000 0.000 20.000 539.302 10.000 549.302
17 Trust Mod 60.000 0.000 60.000 15.000 0.000 15.000 505.055 15.000 520.055
18 Uni Cap Mod 40.000 0.000 40.000 10.000 0.000 10.000 276.355 10.000 286.355
SECTOR : Leasing Co.
19 Int. Multi Leasing 20.000 0.000 20.000 5.000 0.000 5.000 155.535 5.000 160.535
20 Nat. Assets Leasing 20.000 0.000 20.000 5.000 0.000 5.000 261.850 5.000 266.850
21 Standard Chartered 14.000 0.0C0 14.000 3.500 0.000 3.500 448,432 3.500 451,932
SECTOR : Investment Co. & Banks
22 Atlas BOT Bank 16.000 0.000 16.000 4.000 0.000 4.000 266.507 4,000 270.507
23 Bank Of Punjab 40.000 0.C00 40.000 - 0.000 - 196.568 - 196.568
24 KA.S.B. &Co. 10.000 21.500 31.500 0.000 0.000 0.000 220.591 0.000 220.591
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Contd.. NEW ISSUE DURING THE YEAR JAN.1991 — DEC. 1991

SR.. . NAMEOF . CAP. OFRD PREMIUM TOIAL . CAP.OFRD PREM[UM TOTAL

"NQ. "+ .COMPANY . TO G. FUB. TONIT

oL AT PAR VAL. . AT PAR VA .
51 Hamid Tex. 53.085 0.000 53.085 13.273 0.000 13.273

SECTOR : Synthetic & Raynn
52 Dewan Salman Fibre 90.0C00 0.G0C0 20.000 26.500 0.000 26.500 375.905 26.500 402.405
SECTOR : Sugar & Allied Ind.
53 Ansari Sugar Mills 58.545 0.0C0 58.545 14.640 0.000 14.640 73.185 - 73.185
54 Chashma Sugar 76.512 C.0C0 76.512 19.128 0.000 19.128 93.218 19.128 112346
SECTOR : Cables & Electrical Goods
55 Auvitrcnics 10.C00 0.000 10.000 2.500 0.000 2.500 148.053 3.250 151.303
SECTOR : Paper & Board
56 Cherat Paper Sack 13.600 0.0C0 13.600 3.400 0.000 3.400 238.220 3.400 241.620
57 Central Forest 12.000 0.Co0 12.000 3.000 0.000 3.000 22.645 3.000 25.645
SECTOR : Vanaspati & Allied Ind.
58 Al-Hussany Ind. 10.0C0 0.0C0 10.000 2.500 0.000 2.500 46.230 1.250 47.480
59 Sarhad Ghee 10.5€0 0.000 10.560 2.640 0.000 2.640 350.290 2.640 352.930
SECTOR : Leather & Tanneries
60 PaxLeather 13.600 0.CCo 13.600 3.400 0.000 3.400 354.550 3.400 357.950
SECTOR : Miscellaneous
61 Mandviwalla Mauser 29.422 0.000 29.422 7.355 0.000 7.355 74.335 - 74.335
62 Mineral Grinding 12.000 0.000 12.000 3.000 0.000 3.000 48,343 - 48,343
SECTOR : Chemical & Pharmaceutical
63 Fauji Fertilizer 80.C00 40.0C0 120.000 0.000 0.000 0.000 1,043.870 0.000 1,043.870

TOTAL 2,179.865 489.823 16,079.159 !

Source: — Karachi Stock Exchange

Khadim Ali Shah Bukhar & Co.

* A subsndary Co. of Modern Textile Mills
* " Fateh Textile Mills
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THE KARACH! STOCK EXCHANGFE (GUARANTEE) LIMITED
NEW ISSUE DURING THE YEAR JAN. 1992 — AUG.199

2 ( Rupees in million )

SR. NAME OF CAP. OFRD PRcMIUM TOTAL CAP.OFRD PREMIUM TOTAL SUBSCRIP . SUBSCRIP OTAL:
NO CON‘PA\!V TO G. FUBL . TO NLT & L7 : 2 E
Lo ok AT PAR VAL AT PAR VAL &0 w0

SECTOR Modarabas

1 st Elite Mod 40.C00 0.000 40.C00 10.0Q0 0.000 10.000 336.565 10.C00 346.565

2 Ist Equity Mod £0.CC0 0.000 8C.000 £9.C00 0.000 20.000 248.710 20.000 268.710

'3 st Nishat Mod 40.CCo 0.000 40.C00 10.0C0 0.000 10.000 466.943 10.000 476.943

4 Schon Mod 80.CCO 0.000 80.0CH 20.C00 0.000 20.000 512.219 10.000 522219

5 Alzamin Lease Mod £2.2C0 0.0C0 59.200 10.500 0.000 10.500 139.720 10.500 150.220

SECTOR : Leasing Companies

6 First Leasing 52.CC0 0.000 52.000 13.000 0.000 13.06C0 943.950 13.000 956.950

7 Ghemni Leasing 20.CC0 0.000 20.C00 0.0C0 0.000 0.000 490.705 0.000 490.705

8 Al-Ata Leasing 29.750 0.000 29.720 5.250 0.000 5.250 13.905 5.250 19.155

9 Dadabhoy Leasing 28.C00 0.000 28.CC0 7.000 C.000 7.000 37.510 7.000 44,510
10 Engilish Leasing 32.0Cc0 0.000 32.c00 8.000 0.000 8.000 585.125 8.000 593.125
11 Trust Leasing 42.5C0 0.000 42.500 7.500 0.000 7.500 735.785 7.500 743.285
SECTOR : Investment Ccmpanies & Banks
12 Bolan Bank 120.000 0.0C0  120.000 30.000 0.600 30.000 560.808 15.000 575.808
13 Bank Com. AlLH 120.000 0.000 120.0C0 30.000 0.000 30.000 1,001.884 30.000 1,031.884
14 Indus Bank 120.000 0.000 120.000 30.000 0.000 30.000 482.983 15.000 497.983
15 Mehran Bank 120.000 120.000 240.000 30.000 0.000 30.000 2,124.398 15.000 2,139.298
16 Prme Comm.Bank 120.cCo 0.000 120.000 30.000 20.000 60.000 983.770 30.000 1,013.770
17 Prudential Disc & G 30.0C0 0.000  30.000 0.000 0.000 0.000 111.310 0.000 111.310
18 Security inv.Bank 40.000 0.000  40.000 10.000 0.000 10.000 534.155 10.000 544,155
19 Union Bank 120.000 0.000 120.000 30.000 0.000 30.0Co £861.471 30.000 891.471
20 Al-Towfeeq Bank 43.400 0.000  43.400 10.850 0.000 10.850 541.096 10.850 551.946
21 Askar Comm. Eank 120.000 0.000 120.000 30.000 0.000 30.000 2,073.280 30.000 2,103.280
22 M.C.B 114,025 662515 776.540 0.000 0.000 0.000 4,712.632 0.000 4,712.632
23 Soneri Bank 120.000 0.600 120.000 30.000 0.000 30.000 2,141.491 30.000 2,17..431
24 Fidelity Invest. Bank 40.000 0.000  40.0C0 10.000 0.000 10.000 554.545 10.000 564.545

i
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Contd.. NEW [SSUE DURING THE YEAR JAN. 1992 - AUG.1992

SR NAME OF —CAP. OFRD PREMIUM TOTAL CAP. OFRD PREMIUM TOTAL SUBSCRIP SUBSCRIP T

Nh r COMPANY TOG.PUBL ‘ TO N.LT: - RECD, FRM RECD FRM

» AT PAR VAL AT PAR VAB;, - G PUBL - UNLT

SECTOR Textlle Spmnmg
125 Faisal Spinn. 47.000 19.320 66.320 3.000 4.830 7.830 £55.650 4.449 560.099
{26 J.A Tex 38.772 0.0Co 38.772 9.694 0.000 9.6%4 67.659 4.847 72.506
127 Ruby Tex 28.C00 0.CCo 28.000 7.000 0.00C 7.000 75.791 7.000 82.791
: 28 Ehahpur Tex 33.288 C.cco 35.2¢88 8.322 0.000 8.322 374.752 8.322 383.074
129 Ahmad Hassan 33.6C0 C.CC 33.2C0 8.4C0 0.C00 8.400 390.810 8.400 399.210
;30 Anmed Orental 30.360 0.cco 30.C€E0 7.590 0.000 7.590 36.970 1.898 38.868
31 Al—=Azhar Tex 34.202 0.cco 34.202 8.550 0.000 8.550 18.205 2.000 20.905
f32 Awan Tex 34.656 C.CCo 34.€26 8.664 0.000 8.664 7.415 4.332 11.747
:33 Dar—es—-Salam 32.C00 C.CCo 32.C00 8.0C0 0.000 8.000 36.190 4.000 40.190
, 34 Magbool Tex 33.600 0.cco 33.€00 8.400 0.000 8.400 713.070 8.400 721.470
i35 Sargodha Spinn. 41.€00 0.CCo 41.€00 10.400 0.000 10.400 730.614 10.400 741.014
,!36 Surrays Tex 24.C00 C.cco 24.C00 6.0C0 0.000 6.000 23.460 1.500 24.960
‘ 37 Zahcor Cctten 39.440 0.cco 39.440 9.860 0.000 9.860 881.309 9.860 891.169
38 Accord Textile 37.200 0.0Co 37.200 9.300 0.000 9.500 18.075 9.300 27.375
39 Aisha Cotton 48.000 0.cco 48.CCO 12.000 0.0C0 12.000 70.000 12.000 82.000
40 lIdrees Textile £1.160 0.coo 60.1€0 15.040 0.000 15.040 51.530 3.760 55.280
41 Saif Textile 31.357 22.370 54.327 6.251 4.376 10.627 353.551 10.626 364.177
SECTOR : Textile Weaving

42 Ayaz Tex Al 34.137 0.CCO 34.137 8.534 0.000 8534 14.752 0.000 14.752
43 Shahtaj Tex 23.200 0.000 23.200 5.800 0.000 5.800 622.595 5.800 628.395
44 Sunrise Tex 43.024 0.0co 43.024 10.756 0.000 10.756 159.461 5.378 164.839
45 Amazai Textile 16.884 0.0C0 16.884 4.221 0.000 4.221 3.035 0.422 3.457
la6 Koochin. Looms 34.647 0.0Co 34.647 8.660 0.000 8.660 251.527 2.165 253.692
47 Sunshine Cloth 40.000 C.0C0 40.000 10.000 0.000 10.000 125.405 10.000 135.405
48 Crown Textile 25.799 0.000 25.79% 6.449 0.000 6.449 5.315 6.449 11.764
49 Ghani Textile 20.0G0 0.000 20.0C0 5.000 0.000 5.000 44.255 1.250 45.505
50 Nishat Fabrics 56.000 11.200 67.200 14.000 2.800 16.800 940.687 16.800 957.487
S1_ Reliance Weaving 44.000 0.000 44.000 11.000 0.000 11.000 118.255 5.500 123.755

Sin
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Contd NEW ISSUE DURING THE YEAR JAN. 1992 — AUG.1992

NAMEOF —CAP. OFRD PRENIUM TOTAL CAP. OFRD PREMIUM TOTAL- “SUBSCRIP SUBSCRIP - TOT;

’ COMPANV "TO G. PUBL. -TO: NlT HECD FRM! ECD‘FHM

LAl Lo AT PAR VAL AT PAR VAL~ : U GEPUBL ;
SECTOR Textlle Composute
52 Schon Textile 20.000 0.CCo 20.C00 5.0C0 0.000 5.000 667.240 5.000 672.240
53 MARR Fabrics 9.6C0 0.C00 9.6C0 2.400 0.000 2.400 9.840 2.400 12.240
SECTOR : Woollen :
54 Bannu Woeolen 7.344 2.508 12.852 1.250 0.928 2.188 239.214 2.187 241.401
SECTOR : Synthetic & Rayon
55 Tawakkal polyester 40.000 0.CC0  40.0C0 10.000 0.000 10.000  155.381 0.000 155.381
56 Gatron 111.508 223.016 334.524 22.876 45,752 68.628 4,951.029 68.628 5,019.657
57 Tn-star 47.264 0.0C0 47.264 11.816 0.000 11.816 954,190 5.908 960.098
58 Kashmir Ploytec 28.400 0.CCO  28.400 7.100 0.000 7.100 49.870 3.580 53.420
SECTOR : Cement
59 [PadaBhoy 106.317 0.0C0 106.317 26.579 0.000 26.579 149.425 0.000 149.425
60 D.G. Khan Cement 194.920 0.CCO 194.990 34.410 0.000 34.410 68.142 17.205 85.347
61 Pioneer Cement 213.945 0.CC0 213.245 37.755 0.000 37.755 123.512 0.000 123.512
SECTOR : Engineering
62 Muttipole ind 24.000 0.CC0 24.000 6.000 0.0C0 6.000 30.345 0.000 30.345
SECTOR : Auto Allied & Engineering
63 Indus Motors 167.025 167.025 334.050 29.475 29.475 58.950 1,997.9%0 58.950 2,056.900
SECTOR : Cables & Electrical Goods
64 Casspakind 8.800 0.000 8.800 2.200 0.000 2200 25.910 1.100 27.010
65 Myfio Video Ind. 8.500 0.0C0 8.500 1500 0.000 1.500 2.325 0.000 2.325
SECTOR : Chemical & Pharmaceuticals
66 Ravi Resins 18.320 .000 18.320 4.580 0.000 4,580 70.750 4.580 75.330

il
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2 — AUG.1882

Contd.. NEW ISSUE DURING THE YEAR JAN. 199
SR S TNAMEOF - CAP.OFRD PR:‘AIUM TOxAL CAP: OFRD, PREMIUM sOTAL ‘ "SUBSCRIP: ¢
NO B COMPANY TOG.PUBL .. s TO NAT - L ‘.:RECD FRM
< AT PAR VAL - AT PAR VAL. -G PUBL

SECTOR Laather & Tanneries
;67 Faeh Industries -- 0.cCo - -- 0.000 —-- -- 0.000 —_
'SECTOR : Food & allied
168 BSzker Fced 13.0C0 0.cCo 13.CC0 3.250 0.000 3.250 96.720 0.000 $6.720
‘SECTOR Glass & Ceramics
|
' 69 Frontier Ceramics 30.965 0.0C0 30.965 7.741 0.000 7.741 27.767 0.770 28.537
}SECTOR Sugar & Allied Industries
‘70 Al—Abbas Sugar 86.812 0.0C0 86.812 17.361 0.0C0 17.261 101.078 17.361 118.439
‘71 J.W.D. Sugar 87.456 0.cco 87.456 15.430 0.000 15.430 8.985 15.430 24.415
172 Tenciawala 70.728 0.cco 70.728 17.682 0.000 17.€82 45.236 17.682 62.918
{SECTOR : Fuel & Energy
|
%73 Nishat Tek 40.00  20.Cco 60.CC0 10.000 5.000 15.000  998.457 15.000 1,014.457
174 Sui Northern Gas 85.451 1,536,186 1,621.637 0.000 0.000 0.00G  390.788 0.000 390.789
SECTOR : Vanasoati & Allied
75 Muslim Ghee 11.050 0.0C0 11.050 1.950 0.000 1.850 4.400 0.000 4,400
SECTQOR : [nsurance
76 Delta 10.C00 0.Cco 10.C00 0.000 0.000 0.000 58.490 0.000 59.490

TOTAL 6,925.316 1,012.517 39,842.752

Source: — Karachi Stock Exchange
Khadim Ali Shah Bukhari & Co.
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RECENT REFORM MEASURES
INTRODUCED BY THE GOVERNMENT
(OTHER THAN FINANCIAL)
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Annexure-7
OTHER REFORM MEASURES INTRODUCED BY GOVERNMENT
These can be broadly classitied and described as below:
A. DEREGULATION AND PRIVATISATION

The measures announced to date include the following:

a) All investment and impont licensing requirements have been discontinued.

b) Two banks (with another one in the process of being privatised) and 100 State
Owned Manufacturing Enterprises (SOEs) have been or are in the process of being
privatised. Approximately hall of the SOEs have already been transferred to private
managements. Also, plans are being formulated to divest the government's holding
in WAPDA, PTC, Pakistan National Shipping Corporation, etc.

c) To assist the export sector, import duties and sales taxes on equlpment for
manufacturing exportable products have e*her been reduced or withdrawn altogether.
To improve competitiveness and producli-*y tariff barriers are being lowered and
foreign trading companies have been granti::d permission 1o export products from
Pakistan,

d) It is no longer necessary to obtain approvals for selting up companies in sub-sectors
of industry in which invesiment permission is no longer required.

e) The equity ceiling for going public has been raised from Rs. 50 million to Rs. 100
million.

f) The reform programme is also meant to attract foreign investment and skills. Foreign
ownership is no longer discriminated against, companies can now be fully owned by
foreigners. Foreign investment is only restricted in four areas (arms, printing of
currency, mint, and alcoholic beverages), in which, for security and social reasons,
even *he enlry of domestic entrepreneurs is subject to approval.

The objectives of the proposed changes are to eliminate bureaucratic interference in
economic activity and raise domestic saving levels and economic growth by improving the
environment for savings, by creating a betler climate for private investment and by inducing
competitiveness in the system. The private sector is, thus, being encouraged to raise is
saving and investment levels, with the government performing the critical task of maintaining
macro-economic stability.

The success of the underlying objeclives aimed at slimulating investment and national growth

hinges crucially on the private sector's response lo these Incentives and liberalisation

measures.

A dislinctive fealure of Pakistan's far reaching reforms has been the lively pace at which

they have been put into effect. Also whereas other countries introduced reforms when their

economies were not lunctioning well economically, Pakistan initiated its reforms in an

economy that was already clocking up growth rates in excess of 6%.

B. EXCHANGE AND PAYMENT REFORMS

Prior to February 1991, only non-resident Pakistanis and overseas workers were permitted
to operate foreign exchange accounts in Pakistan. Moreover, the transactions in these
accounts were subject o a variety of restrictions. Now residents of Pakistan can ale.
maintain foreign currency accounts in domestic commercial banks, transfer ibeir holdings
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freely abroad (thare are no restrictions on remittances) as well as recalive foreign exchange
In these accounts - facilities already available to non-residents. The foreign currency
accounts can be fed by currency notes, travellers cheques, FEBCs and remittances from
abroad, with no questions asked about the source. Foreign currency accounts are not
subject to incomie tax, wealth tax or Zakat. Rupee loans can also be obtained against the
securily of these deposits. The deposits can be maintained in US dollars, Pounds Sterling,
Deutsche Marks or Yen for periods up to 36 months.

The government has also issued foreign currency bearer cenificates. The Dollar Bearer
Certificales (DBCs) are denominated in US dollars with a maturity of one year. FCBCs are
3 year bearer certificates denominated in US Dollars, Yen, Deutsche Marks and Sterling.
They do not carry any exchange risk. The yield on these cerlificates is set by the State
Bank -currenlly it is :. snread of 1/4% over LIBID.

Foreigners can hold 100% equity in new ventures, buy equity into any manulacturing venture
on a repatriable basis and remit dividends. Regulations concerning profit repatriations,
lechnical fees and royalty charges have been removed. Only in the case of banks, insurance
companies, airlines and shipping companies are permissions required for profit repatriations.

Restrictions on foreign currency loans and direct foreign investment in the stock exchange
have also been withdrawn. Foreign banks can now underwrile up to 30% of any public
issue.

Foreign exchange regulations governing the transfer of shares from a resident to a non-
resident are administered by the State Bank of Pakistan under the Foreign Exchange
Regulation Act of 1947. Until recently the issue or transler of shares in Pakistani companies
1o residents abroad required the specific consent of the relevant authorities.

Overseas Pakistanis and foreign investors can now purchase shares listed on a stock
exchange against foreign exchange and transfer capital and dividends without having to
obtain prior permission.

The fransfer of shares between two non-residents is now permitted, provided the
consideration is paid in foreign exchange. In the case of any off-market purchase of quoted
shares, shares can be transferred between non-residents provided the consideration Is not

less than the quoted price on the date of the ‘ransactions. The exemption from the .

requirement to obtain exchange control consent only applies to the acquisition of shares
(Section 6.09), and to units in (he National Investment (Unit) Trust Limited and government
securities. It does not apply to the acquisilion of existing shares in unlisted companies. In
such cases specific consent would be required for each investment.

From the above it should be obvious that many regulations that restricted capital movements
have either been removed or eased. Furthermore, the access of foreign companies to
domestic, and that of domestic companies 1o foreign credit has been liberalized.

The private sector is free to negotiate terms and conditions of forelgn currency loans for
investment in a new enterprise or for extending existing production facllities; the only
requirement is that the loan repayment period should nol be less than 3 years.

iForeign owned companies arc also free to negotiate terms and conditions for loans and
technology transfer, without the intervention of the government. There are no ceilings on
interest rates and amontization period. FForeign companies will also no longer be subject to
limits on domestic borrowings, provided 50% of the oulput is exported. In other cases, they
will be allowed to borrow rupees equal lo their equity.

According to a press statement by the Finance Minister, the removal of restrictions on
foreign equity participation has brought in foreign involvement of US$ 360 million in around
15 months. Foreign investors are showing interest in coming to Pakistan.



LEGAL_PROTECTION TO REFORM MEASURES

For building public confidence in these measures it was felt that the governmenl’s assurance
1hrough appropriate legislation, specifically on capital repatriation, immunity from scrutiny and
irreversibllity of the process would be required at an early stage. Following the BCCI scandal
and the collapse of many private domestic finance companies and cooperatives, protection
was also required in the current environment characterised by a declining confidence In
financial markets.

To allay these fears a Presidential Ordinance was Issued on August 11, 1991 to provide
guarantees to holders of foreign currency accounts. It legally commits that:

a) foreign exchange accounts will be exempl from income and wealth tax and Zakat;

b) that the tax authorities will not make any enquiries about the source of the foreign
currency in these accounts;

c) banks will maintain absolute confidentiality and secrecy in the opening, malntenance
and operation of these accounts, and will not provide information to any authority;

d) any incentive given to encourage investments will not be altered or repudiated in a
way that will harm investments; and

e) domestic or foreign owned investments will not be nationalised.
We understand that this Ordinance has now been passed by Parliament.
To facilitate the privatisation process the Transfer of Managed Establishments Order, 1991

was issued. Although, the process has also been granted legal cover through the Protection
of Economic Reforms Ordinance, 1992, it has not yet been promulgated by Parliament.
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- A1l Behoduled Banks.

Door Sirvs,

PRUDENELAL REIULANITONG

Ploago refar to NCD Clrculars Hon.1,6,7 & 11 of 1992
on the cnptionod nubject,

2, Tho uptodatnd vorslon of. the oxisting Prudentinl
Regulutionc consolidating therein nll the annohdments is3yed
from timo to Lime han bobn brnpnred ol dasnuod horewlith for

eape of rofercpeq,

3, Fluooo ncknowledge rocoipt,

Yourn foithrully,

{ = I,
¢ . RUiantit
Dlreclor
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1.

2.

The totel ocutstondlng financing rucl}ltlen

by n banking company to nny afngle pornon shall

not ot bny polnt of Ulima exaccd 30 prr cent of the
bank's unimpulred capltnl and voservesn subject

to the condition that Lhe maximum outatanding

agalnst fund based financlng facilitles do not
excced.zox of the unlmpalred copltal and roservas,

In the ceaae of branchens of forefyn Snnkn operating

in Poakistan, tha max lmum axposure llmit of 30X shall

be enlculated on the bnsln‘or thelr asslgned copltatl
malntained under Soctlon 13()) or the Banking Companles
ordinance, 1962 free of oll lnsnen and proviajons, prr-
vided that maxlimin exporure on the banls of fund-boased
focllities shall be 20% of the copltal malntnlnad
uindaer Soctlon 13(3) of the Danklng Compnnles trdinanca,

1962, or N3.42 milllan which.aver ia highor,

Ho bonk nho!l provide nny accommodation fumd

bosed or otherwline Lo ony member of {ts Board of
Dlrectors, . lts Chioer Lxeeullve snd 1ts shaccholders
holding 5(five) per cant or moen of tha nharae capital
of Lhe bnnk,lincludluq thelr spouses, parents, nnd
childraen oc o flem nnd companles In which they ora
iuternntuq'nn.pnrtnnrs,'dlructura or sharcholdern
holdfing 5(fivo) 'par cunt ve mora of the ahinca pépltbl

of that e¢nncorn,

'The torm’ pueraon' ‘ehnll include any lndlvlduul,
»#X afitoclntlion or body "of “Individunls, Cilrm, or
compnny whpthn{flncﬁrpornted or naot and any other

Juridlical person.
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guntanteas.

(J) In beriving ot per paciy cupnsuvra, 607 of

(o) deposits of tha party with,the bank

under tien nnd

(b) fopce valuo of F1ns lodgad by the party

03 collnternl shanll Le deducted,

(1) Loons oand. advancan glven to the Faderal
or lrovinclol CGovdrnmenth or nny of thelr
ngencloes under the commodlity operntlions

‘progromme of the government,

(11) Loans ond ndvrncas (Including billn
purchased ond discounted gliven to
Fedoncol/Provinecinl Government, or

guarantaed by the Federal CGovernment,

(111) Pru-nhlpmont/pont—nh!pmunt eredit
providad to finonce axporta of goots

covercd hy latters of credlt/tirm controect,,

(1v) Letters of credit estublinhed for the

Import of plant and mochinory.

(v) Obligatlicns under lotleragol credit
ond Letters of guavrantue Lo the extunt

of the cash pavgln ratalnod hy tha bank,

(vi) Lotters ol credlt which do not crente
nny obligotion on the part of Lhe bank

to wake payments on pccount of imports,

BEST AVAILABLE COPY



dotion Snntl mwern angd 1nCiudy

(a)

(b)

(c)

(d}

(o)

(r)

(9)

(h)

1y

any form of loana sl ndvancen or crndit

facliition Jncluding Lilln pavchnsted aivd diacountod)

any loans oand advances, or bills purchased
or dlacounted extended to nnother person

on tha guarantece of the pursong

subscription tn or investment In aharas,
Pacticlpation term Certiflcnton, Torm

Floanco Cactificaten o sny other commorelnl
Paper by whatever name called (at haok vplue)

{ssued or quarantecd by the parsong

any financing obllgatlon underLaken on behalf

of the person under a lebtor of crodit Sneluding

o stand-by lokter of crodit, o almilar instrumenty

Ionn repayment guatantaes lasued on behnlr

of the persony

any obligaticns undertoken an Lehall of

tha peraon undee any other Quarnantee;

ncceptance/endoracmonts moda on nccounlt} and

any other Llabllity ossumed on behalf of

<the ellent to ndvance funds pursuant to a

contrnclyal commitmant,

/pnr

{ninrrlvlnq;nk'nxnonurn;”ursnn welthtogo or

501.; nhf'nl l"-l);'_-': glven Lo -

(n) " documentary; credita opencd by bankn; nnd

BEST AVAILABLE COPY
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5,

facllitlen providud te hanks,

Banks ore diracteod teo complota the=twgularisntion
of thelr port-folton in nccordnnce with tho above

requliotions 1atest by 30.6,199),

BEGULLTION. .. 2}
LIYIT,QU.LAUL LY EXUOIUNE AGAINST CONTINGENT LIADILITIES

1, Contingent 1labititlen of & bank ahall ot

’
excecd pt ony polnt of timo 10 timns of Lts potd

up enpltal nnd genernl caonrves frao of tuvosen.,

In chaae of bronchys of forclgn banks opcrating

In Pokiatan, copltal will maen cppltnl wnintnlned

under Saction 13(3) of the Danking Companles,

Ordinonce, 1962, rollowing ahoell not ecenntltuto

contingent Liohilitlas for the jurpono of thin

reyulation..
(n) DI1lls for collectlon and

(b)  rorwnrd forelyn exchango rontracts,
Welghtaya of 50 shnll be glven to bld/

mobllination ndvnnece/performance Londsa,

2. Cxposure 14indl on contingent 1labllities shall

ecme Intc effect en 1t July, 1093,

REGULATION- 111,
LALIE.GU DM S EXCORUIE, AGALUST UUSECUNLD, ALYAUCES,
u’.

Bounks way grant Finnnclng fncllltlins on unsecured
basls upta n moaxlimgn of ts.50,0N0/- tn any nne

borrover for agricultuenl, commerctal and

Industrinl Mivpozes, pravlded the aggregate

uxposuve of the bank ngalnat all fts unsecured

BEST AVAILABLE COPY



excewed Lhe ammant

of all losses) and

2. Banks shoall reogulactise

O Ll

Guneral

L

bank's coaplial (froee

resorves,

hnlr enlsting exposure

agalnnt vnsacored advance alest by 30,6.1993,

noknevnn's

[

LINKAGE RETVEEN A
TOT R, UQRIQW LG, ERGl, Lo

1. Wihile gronting

ensure thal the tota)

nny borrouer

does nolt exceed 10

any accommodetion,

from bonis/Claanecial

times of

EGUITY AlD

ITEAanNAanNAPNRMENN

bonks shall

accommodaltlion osvalled by

lnstitutieons

N

the capltal and
cesecves {(froe of losses) of the horrower oa

disclosced Ln 1ts andiled Accounts. Every

bank shall, as o maltor of rule, obtnin copy of

nccounts relatlng te the busloness of ench of

{ts borcower for annlysis and vecord In Lhe folloe

ving manner (For Whe jucrpose of this reqgulation,
accommcdntiaon shalt hisve Lhe samn maanlng

abovo) .,

s In Nequloation 1

the
exposure

a) vhore bank's Accounts duly slgned by

does nol the borrower,

oo millYon.

exceod

b) vhere the oxposure Aczeounts duly signed by

borrower and countge -
the Intarnal
of tha

Chartoeored

exceads tg. 2 Lhe
milllon but
not cxceed s, 10
million.

doen slgned by

rodlenre bank or a

hcecountant.,

Lhe
ereeedys s .10
million, .

c) Where RS RTHATEAED Aveeunts duly audited by

‘the practising Chartercd

tLrounbant.

d) the regulation shatl nol apply to loans not

wrcecding [z 500,000/~ rer bercover.

BEST AVAILABLE COPY



2. (a)

"Banks shall strlctly observe Lhe regulation

when sonctlonling fresh adlbtonnl credit Cacllitles,

Followlng relnxation 1s hereby grantid upto 30,6.199¢

for rencwlng cxldnting focllltics -

[
1.
1y

(bh)

Total occommodabinn nvalled by o borrowar
from banks/financial Instlitutlons mny oxcacd
10 times of Lhu cepltnl and resaorves (fruee
6( losses) of the borcower pravided Lhe
borrower Injects addllleonal aqullty durlng
each ycar (92-93, 93-94, 94-95 g 95-9G), an
amount cguanl Lo 1/4th of the dJdifference
between the equlbty proscelbed by this

ogulaticon and the exlstlog equity.

E AL

e e

Limlt proposed tn be reneved. 100
Prescriboed Equlity (1) - 0. 1
Actual Equity (aay). 6

Differcence betweon Uhe
prescrlibed cqulty and
the exldsting cquity
(L11)y - (L1 q

Addltionnl equity roeegutred
Lo be Indectcd 1 92 < 93

(Lv) 4 L
Bxport [loance and {fnance provided to
gloning and clee husking foaetredes and [ lnance
provided on Lhe basds of Jlen on forelgn currency
deposits ahall be oxcluded (rom the bovrrowlngn
vhen determinden 1TEnt g batyeen cqulity and
borcoving for Lhe purpose of Lhk\ncg;lntlon. The
borrowaers avalllng Lhis rélaxntlun shall plough

Lock 20% of the net profit cnch year until such

timoe that Lhey ere able to borrews  wlithout this

BEST AVAILABLE COPY
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lonng

Lll; uLalol

R TP

eE or

Sshall bex counted an chulty.

-y

LARLRERTRERULLY,

3Rl

(1) Danks shpll ensure that 1-

(n)

(L)

Current assel Lo currenlt llablllty
ratlo of Lthe Lorrawer deoes not fall below

the minlmum {ndlented hereunder §-

1) uUpte 31.12.19722, 0.7 ¢ 1
11) Frowm 1.1.9) Lo
3J0.6.1993 2.0 1 1
114) Prom 1.7.1993 to
31.12.1993 ‘ 0.9 1 1
iv) Prem 1.1.1994 1 11

Curcent maluritles of lnng Lterm debt
not yel Jue for jayment may be oxcluded
from the current liabllltles for the

purpese of colculatling these ratlos,

Fresh/additlonal accommodnt fon in the
Form of lang term debls shall ba
provided on Lhe basis of B debl equlty
ratjo not excoading 60140,  Tha

positlon of extatlng facllltiag may ba
teyulardisad by 30.6.1996., The borrowers
shall Injecl durlng eaech yecor (92-93,
93=94, 94-95 & 95-9G6) an amount equ&l

to 1/4Lh of Whe “ifference bebtween the
vequired ecquitby nogd he existing cqulty,
Provided that uhere n Cliterent  dabt
cquily vatlo has bieen Latd down by Lhe}

Governmenl the ratlo 1ald down Ly Guvernment
shall apply.

BEST AVAILABLE COPY
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Ho Lank shall provide unsecurod cnhdlt
Lo ('nance subscriplion 'owards [loatations

of share copllal af tubllle Jlmlted companles.,

No bank shall nllow financlng facilitlesn
whalher fund-based or non-fund based
ngalnsl the shares of companian pet liated

an the stack cxechinngue,

‘Facllililtien agoinsl the sharca of listed
companies shall be subjeclt Lo the following

minlmum macging 4 -

(v) Viiere the market value does not
excaed the precedling 12 menthas

average market value, : 20%

(b) Where markel volue exceeds Lhe
breccdling 12 w-nihe average market
value but does nol exceod twice the
precoding 12 monthsg average markel

valuu. A0%

(c) Where the matket value oxceods
Lwlee the proeciding 12 meonUis

overage markel value, 50%
The reyuls~Ltlon will come lnto ferce with
Linmediate effecl.  The prescelbed margin

requivement may be completed beforo the closao

nl the flnonctlal year ending 31.12.1992,

BEST AVAILABLE COPY
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DEALLING WITH DINLCTORS, MaJen SHape.
UQLRERS 41D EMPLUYEES OF THE L\/.m;g,

B R R TR PR

Banks shall not without the prler approval ns
In welting of the stote Bank rf Pakloton
entnee Antn Jeoslng, rentling and nnln/purchnse

' T
Of ony kind with thulr dlractﬁra,_nfficuru,

employeva or rursona vwho elthar }nULVLUUQlly !
¢ in concert with family muvbera beneflcla}ly
own 10 per eent or mource of thu_uqulty‘oﬂ the

sbanl:,

? The regulation will come Into ferce with immow

dinbﬁ uffgct.

Contd..p/10..
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FICN AND FROVISICH TG
L LOSLTS

MM @ T e M e e

ron

Cvery bank ahall nhaceva prudentlel gufdalinug glvan

1.

2.

vEt{ath.,r
wnoets bape-
tinily

weni( vned)

bstandared,

N nE
oubt.iul.

JO858 .

tLwo

vihore mavk-upy
Intwrenst or prin-
clpnl Ls overdas
(Paslt due) by 90
doays fcom the Jdoo
dote.

wheve mark-up/
Interest or peln-
cipal 1s nver due
by 100 dayas orc
more from the

duc date.

Vihoro work-up/
Interest or pa-ine
clpnl Is over <ug
by one year nr mora
Trom the duc

dote.

Co)wWhere mark—-up/

Int.rest
pal iy
yenrs
dale.

e pwrlincl-
overdue hiyon
frean Lhe

tue

blvhere Teade nliila
(Lmport, export or
Inlond b1MIs) are ne
Dofdfudjunted withlin
100 days o0 e due
date,

hecaumder L the metlear o classificeatlon of Lts assets
" oond previsloning thereagalnst
1) Guldelines for Classificotion of Short Torm
Facilitlue,
SRS IFLIC,TIUH DETERNINANT TREATHENT O INCUNE Freviidlions 10 pe
tDeE
3. a.

Unceallscd mark up/

Interost te be ot
fn Suspenso Acceunt
rvd onol ko bhe

crodlted te Income

Hecount,

hs ahhove.

A9 nhove.

An obhove,

d

above.

I

L

Provioaloan of 27 of
the Jdifferencn
resulling from

the oulstondling
balanrcs of
predneipal lens

Lhe amount of
ligquid asseclao
“reallinable without
reaeursg Lo oo
Ceurt of Low.

Proslisleon of 257,
of tha difference
cesellting fram

Yhe cutstanding?
balance of princl-
pal J1ass the
amoutt of Llquld
nssets reanllnabla
vwlthoult recourae
tm a Courl of Law.

Proevision of 597,

of Lthe diffecrencao
resulting femm the
ocuts:onding balence
of loclpal Luass
Lhey omount of
1lould nosols
renlisable without
roceourre Lo g

Court of Low.

Peovision of 1007
of Ltha cutstandling
Lalances of princl-
pal.

ha nboave,



', Substendard.

).

d,Ln

o]

S .

Doubtful.

vihere Instoalwentn Unceallsoed mavk-up/  Poowia,
of prinelppl nr fnturest ke be put Lhe dlfferance .
fnterest/neack ap In Suspense pccceunt  sultlng from tho
Lo overdue (paont T TEX I VAT N CR I BTX rrbnbtandyng bnln-
due) by 180 dnys cruditaed bto Incowmne nee o princlpnl
ov omore feem Uhie l.ccnunt, lessdpgsets roerl-
due dnte, fuable withnut
Lthe nmount racnursag Lo p
of linquid Courlt of Lav.
vihera Instelment of hs ahove, Frovislen of 25%
prinelpal or intere- of tho Jliffecance
at/ mark-up Il ovor- rosulbtlng from
due by one yarr or Lhe outstanding
more. balance of princl-
pal less the
nmnunt of 1lguld
ansats reallaable
vwith~ut raceursce
Le o Court of Lnow,—
Viheva Instonlment or A above, Provision of 507
principal cr inter- nl the differencn
cat/mack-up s over- reasulting from the
due by twe yenrs or cutstandlng
move., bolancu of prainel-—
pal lean Lhe pmou =
nt of llquid
ongobtn reallsable
without vecrurasa
ke n Court of bLow,
Where Instoalment of | As aleve, Provislons of 1007,

princlpal ¢ Intzrent/
mark-up s overdue by

of the oulstanding
balnnce nf

three yanrs or morce. principot.
The regulatlen will cowme Inte furce with effect from 30.12.1992.
BEGULLTIQN: L

MADLGELIT,
CXAA- S F - L
1. o mewber of the Dngrd of

compiny heldlng 5 per cen
capltol of the Lanking co
[

In coneert with family

componles In whleh he/she

bireckors of o banklng

Lt or more of ULhe bﬁid-up
mpany elther Indlvidually
mamhaera or concerns/

has the cenltenlling

Intevest, ahall be appelnted In the bank In any

capaclly save s Lhe chle

(which should neob exceed

Lthalt no payment shall be

f exvcutbtlve of the bank

one L any cnse) and

made or perquialtes

BEST AVAILABLE COPY
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REGUL

RN

Lrave) LIng waies v,
meetSngs of the OBuavd of Llrectnrs or fts Committeesn,
Provioed fuelher thal net more than 25% of the

trtal dlrecters can be pald exacublves of the bank
The regelatton shall crae Lok ferce with lmeedioto
effcet In cuspect of nll hanks cther than banks cwnad,

contenlled and mannged by the Goverpment.

GLAQURR .

All commerelnl banks shall be free to dehoermine
the rates of eharges In vespeet of vor lous

gervices that they may provide e Lthelr eonatlltuents.

1t nﬂnll Le mandebery for chch commercinl bank to
fix lts rotea of chargus nn hall-yeacly bosis in
advance (e Lhe holl yoor Jnnuary-June and July-
Doncombor, Loeh buank nholl get 1tn nchodule of
charges printed ond so nelifdad an bt Lo avnllable
[T A (::un::LH.\lmnl:n Al least 7 dayn beforae the
commencemenl of the half yenr durtng whlch tho
rates shall vemedn Jn Corce ot il places of
bustness.  The bank shall be required le provide
aocepy of the printed achedy e of chnrges Lo the
Banking Contrel bepartment of .‘;L’nLﬁ Bank of
Paklatan bLofore Lhe commoncement of the related half

yoar.

Thae regulastion shall come fnter force with mendlnéu

elffecct.

BEST AVAILABLE COPY
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1,

Ll o couny,
llfll"l’»llll.‘llf‘ll\unlll'IIII

Wanka ohall mnke all cecosennble efforta to

dtl.-t-.rmlnc the true fdentity of uvvary would-he
beccount holder.,  Towardas Uhils end, banks ahnll
Institute affcetive procedurce and mobthods fore

ollalning peosper Lilentlficatlon from new customeru,

PHEVENTIOH OF CRININGL USE o AU THO
Cltaine L3 Frol e 1runiro3e orF noney-Lavnnnnng
s m O‘I'Ill'.l!.'HHL..‘.\'IFUL ™m.ouns .,

L TR TRIR R e R R T L R L L N N P P O S T

.'l"lm folloving guldeltones pre Isaued Lo sofeguard
banks agednst tholr fnvelvemont Ln meney-Llaundor-
ing m:tlvl.l;l(:n, aovl olher unlaowful teadoes. Thiezse
Wil ndd tee cr roloferee the preocasultions, banka

may hnve hean Laking Lo this rogeedy

8)  Deforo axtending banklng scrvices, bank ahall
make wensenable efforts too debormine tha
trua Mdentlty of cuntemer. Portlculsr enre
should bo Loken Lo Tdentyfy ‘vwlu»r‘.'lhl[l uf all
acceunlys and Lhoaen valng safe-cunbody
factlitiea.  Effuclive precedures shou b
L Jnatltuled rop chtalnfog Ydentifiention
frem new eustom.rs.  an oexpllely pollcy
should be devised Lo ensure Lhat
stynlflicant buniness Leansactlong ara notl
comducbed wilh coslem ra ube fall Lo provide
cvldonce of thalr Ldenllty.

b) Banks sholl ennure Lhat banking buainass ta
conducted In conformity with high ethleoal
standavds and Uhat banking lows and rzgula-
Llinng are adhorced Lo, It e accupted thaet

banks normally Ju nolb have effective means of

BEST AVAILABLE COPY


http:horlt.el
http:mnr:.iy-I.au

c)

d)

e)

nrk ff WUODYLUL auuivacg . -
klonal contoxt Lt may be Jlfrlcult'tn enfiure thet
rogs bocdor toennaeting on Luehell of customers
arw Ln compllance wlth the reguleblons of onother
cruntry. MNuv.rthelens benks aly uld bl sot vut to
affrr nervices or provide neblve nsslatrnca in
teopsactinns ublch In thele wopinfon are nssncinted

with money derived frem Lllegnl nctivitian,

Speclfie fprocedures be catobllshed for ascertalning
custemer slatus and hls scurce of varnings, [or
monltering of accounts on o regulaer hasls, for
checklndleLnthlus and bennfldes of remltters and
behcflclnrles, for rotatnlng Internal recrrcd of
transretlons (ov future refvrcence. 'fhe Lransactions
which nre rul of chu;nckmr yith the anormal opcration
of the aceount lnvelving heavy deprsita/withorawnl/
trnnﬁ[nrs ahru il he viewed with augpdcelon and

properly lnvestlygnagoed,

For an effective Implementation of Banks! pulicy and
procedures, sultable training be tmpor bed e
members of atall and they be Informed of tholr

respensihility in thls vegord,

Banka may make acrangements Tor netbting up an
tnternal audlil system in order te vstabllsh an
effealive meons »f testling/checking compliance with

the Bank Potley and procedures cstabllshed by Lt

BEST AVAILABLE COFY



weensnnry Anateuetlouns for guldonco ond fmplamontation

by staff mambiors .

PRI PR

SERVICL 1L HGE ) ;ougrosr o cceeunts,
A PRI A et R L I T e
e Heo bank nhnll levy any charyge, In any Foarm, cn the

ceadll balonces held by 1t on LS hasls Lo cualomors

doepas it ncceunts,

2, The regulatinn shall coma Inte force with lmmedipte

ufloct,

Daanbur we bIvivenn.
1. B bank ahall pay any Jlvidend on lta shacen unlean

ond untli:

n) AL dts copllnllced expenses (Including preli-
minary expoenses, organlsstlon expensen, share
sulling CCmmlsﬂlon/brnkcrnqn|.nmount of losses
Jncucrread end any olher ftem o€ expendlture nobk re-
Pfrasentad by tanglble asscts) have been

completely v fllen onf{fl; &

b) AL Dad and doubtfol debbs and cothoer clnsniflpd
ass5els hove been fully aod duly provided for.ln
necrrdance with the prudoentlal ruqulntlmﬁn of
imed Lo the satdisiscbion of Lhe State Dank of

IPakistan,

2. The regulatlon shall come Inte force wlith fmmediate

el feoct.
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UHDEITAKRI NG OF CASTE PAYMENTS ouTsint

.‘l'llfi AL S S UTHOIVES T LD PLACE O U JHRSS
WY m s e rn e EY TS T S B3 01 Y Y b e P P P e e Pt o be e e e b P P
The hanks arce proehlblted Ceem undertak Ing nny business of
cach payments ~L oany place olther Lhan the avtheorlsced
place of busLicts exeert thre ugh the Inatallation of

Aubomated el lar Gachinoas (200n) .

ALl banke nre dircectod bt relenin from adopling any
measuraes oc pracktices whareby they would elther
arklrflelally o temporarily show an cotenalbly

Impraved positlon of bLanks accounts an glven In thetr
Balance fheels and Penfll and Lesn Accrunta speclally
In celabden L Lta depesits snd prefit. Pacbleular
care sholl be Laken In showing Intoer-branch and {nltot-
hank neerunts acourately sml strictly ncceordling te thelr

Lrue nabtura.

Banks aro diveclted nol L~ Lsaue any guaranltoe

or letter of comlCort nor assume any obligatlon
vhntsnever o rospect of dopns)is, sale of

Investment certiflcates, Jssue of commerclnl popars,
ov boerevwloags orf any nen bank financlal Instlitutlen.
In other vores, baoks shall not assume any obligatieon
en o behall of any financial Instilutlen Including
Investment banks, loeasing companien, modarabos ond
development floonce fnstitatlens, cle.  In respect of

Ay resouccaes moblltsed by Lhoem,

Some nf Lhe banks are troviding rbltg.{nxvlg‘ft\ﬂgl‘[z COPY
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faclllty(FMF) L bthele cllents.  In all sueh
canea of [Fund monagoemant, banks mwuat hoave n
wrilkun erntesct with Lhe jwra: g en vhesa

bohalfl fTund mancgement 13 buolng undertoken which
ngroement must, Jnternllo, cluerly state thnt

the bank nasumas e llnh{llty cf nny kind on
necrunt of such funmds, Huch funds ghall net forin

part of Lank'a Uime gl demand 1lobilities,.

Tha abheve Prudantial Regulntions aee lasucd under the
puworn.vcntu:l. In Stnte U-nk under the Banking Companlen
Ordinance, 1962, 11 banka ore mandated Ue obaerve, in
lettor and apledl, the prudentinl regul-tionn so {naucedd l;’y
Lthe State bDank (afllling which they shall render thamnalvan

1lable Lo penaltles os presccolbed,

BEST AVAILABLE copy
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ANNEXURYE -~ an)
. GTATE VAL OF DPAKISYAN
NEETa RESULACION 0 SUXZRVISION bhEpALT BN
! CEIIIAL DIARCYORATLE
$.0.500 o hhss
KARNCHT

1IEFIy Clreuwlne llo. | Y th Dacanbar,1991

ChdaZ \Buacutivan of

W¥In, Iuvastaant Bantn,

Leaving Coupnnlan, llodarebas and
Houadng Pinnnece Comnanlao.

Daav St

£ you ncea nonara, tha Covarnaaat hao,throupl
au unaﬁdJ:nt In the hnn%!uﬁ Conpnﬁian QrJinnncu.1962
nnuiaqqd tha raspénolbliity of osupervining tha buolinsaos
of UuFIn’to tha Stata' iaak of ¥atiotan, <he Stato Cank

hng,nccorzdingly, franed NMulan of Businoso  for 1I3F1u,

Tppna anvane dn warnnravh II'b:lon. Thasz rulea will
cono into forece wuith effn;t froa Xat Januncy,19%2, “tha
rulag uill 'odvarn tho ‘businias of IIFIn which tihay nra
pernitead to undarkaka'undae tha ‘ralavant Lauwa, 510a,
Notif{nwtionﬂ; Tovarminat Crapaut,  CGhnztoro ate,  The

.
rulan  ashould nok . he construad no pariidnolon  to

undartniza bunincnn uhleh you arz not nuthorisad to do.
Ali traasactlona taling »luecs on ov aftae Int Jununry,
1992 ahall ba la confozalty ifth tanoea rulaa, Tt nhnﬁld
b 2nauzal that undactatlyy of Ouelna2vy on or ofkar” Iat

o

.Jpnu:ny,lbﬁ% dorn not ygaoult 4n vielatfon of thann
rulac,  Zusiangu nnﬂnrtAkan nifor to ot Janunry,1992
nhnlllbx.usgulnrlnnd wi?hln zanponnbly tina, Urocavn of
:enuinr(nntlau any  ba o talan An %ﬁnd Imadintaly and
coup];ted a0 anrly an wnoossibla. The Sthta Danlk ' uill

imonltor " tha srojrass of rugulnrisation tarough
L]

' M .
quartarly wrograsu raporta.
!
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2
1) | RULES OF nusrisss

AL DEFINIYIONS:

L}
For phh Durponas of thana ragqulntlonn: - .
: e
u) "HBFI™ weaas 2 lon-2nn% Financinl Tnnt{tution
nad tacludan n.DFI, liodarahn, Langing Conpnny,

Hounlnn Flnonca Coupany and Invantnant Dank,
1

b) “Expoaura” would {ncluds fund and non-rund
based faciliting.

e) "Privwedpal Liaoo of, busloaan” yould mann:
1]

1) Yor a lanwling coupany, tha lannling

bualnaaa,

1) For n Bavalapwiaat Floanea Inatitution,
ISE 1] inv?stq:nt f[nnncjﬁn and othor
linen of Husinanaan daclarad hy the nhpl

ih order of vrlority,

111) For an Invaataanc Dank, linan of
businannag declnrad by tha Invastiaant
Sank in ordar or priorlty

i1v) For iloustan Finane» Conpanlaa, tha

[lnnnqltw;u)[ houning,

v) for a lLiodnrabn 1lnag of buninnan
daclnraq Wy tha fadacabn in ovidor of
prlocity or ng apacifiad by Rapfatrav

iwdarabna,

d) "Fnellittaa to Sanll Fntrapeaazuen” would
manne

1) Factlittan allovad by the NSFL for
ganulna businosag purpoay upto la,
300,000,

Ji) Faclilitton allowuad to Induateial
Unitn, including cottngn dnduntriag,
whleh hava flwad annats ( axcluding
lnnd and bnl}dtngn) the selpinnl
valua ol ulifch doasn ant éxcuod
ita. 20,000,000/~
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(3)

a) “ln jo¢ Shacaholdar™ would aszan any paraon
holdlng 5% »r wocse of tha nhara caplital,

£) “Parasn” fncludag an Ladividual, 2 illtndu
widtviidad Tvally, v Tlea, aa anoaelation or
body of Indlviduanls uhethae Ineorporatgd ar
not, vocoapaay and avery otir Juriiiedd
pargoa.

s) "decords™ Lncludy ladaaen, day Hos'ta, canh
booka aad all othar nanuals or hyaatie
vacoeds uaast fa thd businang S0 tha HWST,

h) "Docuaznta” fncludy vouchars, Lilla,
peoualngory noton, securdtion fo0 lanuya/
ndvances and clafun By or agnalant tha
ennpany and Hthar docuwaants nuppoctiag
gatvica dn tha Donks of tha HIF],

1) "{&(fuity" includon Shar: Chapleal and Sooesrvho,
3 "Facllitlan" would facluda I'/uml bauad nnd non=

Fuand banad factllitian.

%)

L2y lionay” atana laany socucdity
daposit,

BooRULES

Linits On Bxposura

1) Lo bdnbilletas, oaxcludiag contingant 1inbilfitian,
“9f a HBF1 for tha first tua y@irn ol ftn npacatioan
shall not 2xca2l pryra tiaea af lta aquity. Ja thz
puboaquant '/r.)'\rn thy Tiahlilities ohall ant axea2d tan
tdaaa ol the vquity ni tay QL.

2) (.‘\mtin_-;.:nt LiabiltitLan o0 o PIFD Lor tha ficat
tvo yenra of dta apocatisng ahall aot  axcaed sovon
tinzs Lt cauity, Iin the avhorarant yoara tha contla«
1ant ll';ia{llxtl\r:x aihmll wnol awczad tan tlaao af tha

aauity of tha UREPT,

Craation 0 Pud1dlan Up O “asacua,

3) Bvary Hall ahall croeata vusocve fuad to uhieh

anall ba craditod:

a) Ao nauat ast Jaas thaan 20% ot fta ~ftae
Lot pealdta td1l sael tdar thy vaosevy [uind
Hqunla the aasunt of the, pald up capital,

h) Tharantftar n sun nast lass than 5% 50 fta
aftar tas arafita,
Stozk ddvidonds ahall by traata) ag
anpvedariatisn Foar o thr purpona,
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Daposlt Inauenugy

5y )

) ©alhien Danoelr Tnoueanca aveangaantad ara dn

placyo avary NLET ahall nzeaap: full !waursnca cavar fae

lta daosoalen/COIn ate, usta

Ratura On Dasasito

Su. 100,000/ -

5) Bvery HEFD nhnll allou a rvake ol wsturn ta all

its dapoaitoca/COI haldovs

of wraturn sihnil  or tha

o undfoacet basly .0, cata

naay Loz tha gaar asturity

]
nariod Llrr2apactive af nnvaunt, Daporodto ate. of Listad

Coupanian, vacopgalzad charltably trusta an<d atatutacy

bodiae ahall by aaant.

Bafntanancay OF Litguidity Apalnat Gartaly Idnbhilitian

s) ., ot lapo tihaan 134 o0 tha Npitl'a Liabilditian

shnll ba favastad fn Covardooear Seeuritlas.  For this

rurpood labilitfoa shall ant fnclude NBFI's agulty and

itas bpreoulagy froan Floancdnal Inastitutlonn and Losng

Lay limay, TIa thy eana

nonrd  :doos not aarnlt

sacurdtiab 2.5, Vadacal

arxdarabng 1L tha Roligioun

{fnvigtaant  1a Gavarnnunt

Tovoatuant dde (FIlg) thay

wille counly ulth thin rasmulatisa Ly i:\"untin[; in WIT

l)ulic2|.

Ohbtaind n;;___l_;_._" Sandit o

7) nvary  1LEL
fran avaery Licrouss La

tha aniax 9a lts creovd:-

n) Exnonura not excoadiang
o Tun o aflllaa,

) Hioonura axcouadiane
Wi Ty all Ll s but
not exexadiap a. Tan
ailltan,

c) Expoaasura e

ran ;‘.lill;

aalag
R

G warcauanyg,

roularly abtadn aceounta

tha Tolloalay vnner and kaep

reezuntn ©y wa afgnad by

Ly pacvozn,

Leesunla by Yy algnad by
Darcsuer o natt csuntoape
noxl by vty Iantarnal
Aatit OFf{cae Hf tha NBFI
s o aeeetdalng Chartoarad
lLee suntant,

Jecmiata o Lo oauditad 4
st by oa oaractising
vanctaraeyl Acosuntant.,

BEST AVAILABLE COpy



(5)
Unintananca CF Dabt Hqulky Hatia,
Q) alla peanting n ccodle facllity avaey DLFL

uholl ,ansuca that ey totsl Laneg ey dlabe=aqulty tatlo
2f tha borrouar does cact frcoad 90140 aneant In canun
uhara tha Govaraaent Sclheizo .)‘:"J'JLI'!J [re o diffacant
dabtezquity ratls e vhleh cnaa thy anoe Tixad by ML
Govaranant aianll apnly. It ausuld alas Ha anaura) that
curraat Tiantlfefra o0 tar bovzosuvae Jdoy ast aeaad hia

cucrant nsasta,

Lindt Ga VSFI'a Sweoauicn
) : Gotal expanuc e of o HIED to o n oslagls bhoareoulng

antlty or geoup santt oot sxerwd 200 of {ta aquity,  In
tha cnsa of listah oo ool o cnosnucs shall noat gsteaand

205 5L tatal Ansatg of thy GPT,

Liavpdn Apadaat Vaedlttfan,

10) L-‘u.ll.juin:’; nlnlawa aaesgtan ahall bha nadntadaad

agnlnot, vacloun fnciliclaot-

1) Suacantzang
All ‘guarnataas ascapt thoca spactflad bualow, uflll
bo bnci::x..\ hy 1002 r2alinabla asacucdtioa,

a) Vour fanur of prrforannea hoala, 100y
covar af raullanbls necurdtiag aay ba
unfvadl vy Ltaa UNFin st thedr sun
diseratisa subJret Uy afalaua esipulyurcy
vaallanlly noeneity covar sanlvalant to
2012 of tha aasunt of tha parfacaance

DY

) Fac busar LF puncaatueas Lo vannoet of
anplliaatlaa sdvanecs, 1000 covar of
cenlisnhla nrcurttten any be untved Ly
tha ¥ Is a6 thaie cun Jdiscration
aubjret bt tazx Talloufap eoradftdsan: -

1) Guaeanties Lasuad ahould coutndn o
clhuae that the nand laarian
vlvanca sunll b cetennad ar Lie
wenallciacy theouph tha pguarantor
HBED wnly;and
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£1)

111)

i1) At thae tiaa of fosulng such n
auatnuta  thr construction
canpaay ahauld algn an agraanaat
olth tha (LFI that ralaasan out
3 aobiltgatisn wilvanca vonld be
covarad by than by vanllenbla
anaLty.

c) Far Hid bants Lasusi =n bwahall of
dotsastic conoultaney [ichs Llddinpg f£ar
’lutarnntlanwl coantractg uhar: tha

.

conaultancy 200 are tr L2 riczived In
Caratpn cxchangy the requivanzac of 1007

covar by roaliaably nacuorditian nay be
uatvad nt thy dinceatisn of tha WFIa s
a) Walaxatlon proviced In (¢) abava, usuld

also ba adualaathly vy all supsliveo of
povda and aarvican wlhiling apalnat
Tntarnational Tandora,

Ndvances Aaninat Sharia.

Ha BNFI ahall allaw Caetidtdan ngolnat dta own

5hnFaq o uharao of Lhka nsnociatud coupanlan or

ahdras of ‘caunaalas nst ldatad  on tho Stock
@xchanpa, Facillitico aaniant ahardo o othar
Iiatad coapaalan ,vauld b subjeet  t>  tha

folloulng mnraino:-

a) Whata sinrkat valua doas aat 2xcexld
tha faco valua ' 20%
1
bh) hore anrtoat valag axcaooan tha [ae2
valua bub Jors anve oxceal tuled
tha £1ea value, HWou
c) iMara vinrkat valuy ancaadn tulceo
tha [aear value, 500
q) Ho ULF1 nhall hola shavas in oany Conpony .

ubzthar wa ulatnsr, anvt,

aunzar, of an wisunt anceading thicty poer

cant OF the sald-up ahare enpltal ol thnat

canmnny o ctalety o2 cant af fts oun

sala-un shave caoltal and rasorvas uhlgeh-
: \ t

avaer 1o lasa,

Doapundt Covtilicatun,

Taase uwill ba subject to o narpla o0 200

BEST AVAILABLE DOCUMENT
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(7))

iv) Facilitlay Agnilaat Stheks

Hou Cottan 254
Cottan VYaro. 245
Bllbla at1 257
Sugne (1O Supnr LWilly) 25%
Iﬁduhcrinl Any iatarial:

- Taportad 25%

=Indiganiua 300
Othar satoche 25%

Facilitios Ta £u3ll Entrameenaucy
11) At lanat 50 :f the ceadt yactlitiag avall bLa

ty ginall uutr:pyﬁnaurn. In tha canz: 20 Lsualag Pinzacy
Conpanias nt laaar SO [acllitdaa ahiad) bp in tha [aca
2L focilltian not axcaading o, 125,000 uac bacvoaurr,

Fagusading Attentdon On Yedncl-pl Linca Of Nunlasasg,.
12, Bvary {1oF1 shall hold not Laso than sazvanty
par cent of {tg agscts dn tha Toca of {tz asrdacipnl

rl

linza of bualanona,

Meagtrdetions Ga Govtaln Tvynes OC Teannactiong

12)(1) HGFTs shnll st araviciy any ncedaan batton fumd
bagad vr athoceulaa, vty thoels Dlraectory, uiaf

itrcutiven’ ﬁnﬂ nafor ahmreaihnalhasvs dacluddag
tuade asnuses,  Daczata and eMilidrag ar ty
flena focoupandas Lo uhleh thay azy Iatarantasd
N pavtnars,diraetsrs or o anjor nhﬁrnhaldarn.
Fnellitlan allawat hy tha d5%8Ia to thuasle Chisf
Exacutivoy na pist of bhasle rJJuncrnt]JA ‘uill

ba axanne.

(11) Ua HEFT ahal) allau ungacuc sl Zacilltios oe
focidlitias s2cuvad anly 5y, surraatuan.
Faellitdgn ,oravidd 1ﬂn1nst bant puarantaaa,
thr ond uawe il ouhted i1l by varffiad by tha

HEFI to ba productlvy will by owa e,

(4114) i WGFI ahAal) allow Uactlitlan $oHe adiaculativa

purpasen,

BEST AVAILABLE DOCUMENT



1

. (
HavIa ahall

velitiag

a)
ufthme

(iv)

ot

Of . tha Stonta Nanh

iacs lanuiag, - rantdag,
it thalr

annlayace ar p

trananct]enn
2e8000 a0

or Lo coancavt

thia
s Pattlatan
aurtchnotlag ar
dlrvaget cvn,

sfehar
wilch el

ERIRS N1

waneanl An

antar
aalliay
affibvora,
Indlviduslly

rylactivan

.. han:flcluliy aun tun'p:. csant sr oaonczr 2lthar
o af tha aquley ose othor paenr it uten voting
cigate o8 taz tvnacactiay PIVT. I
(v) o UGFI ahnll iodd,  danl or treda Ao orenl
ggtate aucant tant In usao the HUFTD ftaolf,
In  th .{Hﬁe of Ciusing Floanca Crapanian
wroparty acquicad fraa v barvowre fu coanaqu-
anca of hin falling to nrt hila abllantioas
ta dHouning Flanuey Cohraooay asonld boe  aitarmt
fron this ragulation,’ /
Provisiinlng Far Hon—Qiggzgujhn fas
14) "Bvacy HEFLD shall foll:u ‘lHﬂ!JT[Wl auldalinga
tn  tha nattar of classifichtlion {ta nsazta and

provisioniny thara agadnnt.

2 CLASSTTICYTION 02 SO

BETFICATION
1

I LT S R S TSP AL
' 2 , )

O (othae
‘4gatg Lnpoa~
Lally
viptdened)

Substondard

Daubt ful

)
Uneaatlaxd s waf
fatareat Lo b oml
In Sngpans e Acconat
and st By e oaerad-

frad to dac
neesnt,

Whaca aced u>/lnt‘r-ul
e prinelnal 4o ovir-
due (Past dus) by 20
days Teda the dua data,

Vihere aseleeup/intacast S abova,
or princiynl 1a aver-

dua by 100 days meoaors

froa thy dus uatay '

thare wack-ua/Intarast
or ucinclpnl is 1VJL-
du2 by sn2 yﬂﬂr or ot
fro tha dua data,

fa abova,

Thung 2

it seomca

rivan haravadar =

B R
]

Feavisinn [ 24 of tho
SAFTaranca canulting femn
Ly sutstaalding balnaea

Af pedactoal Tasn th
aasunt ol Uguls nanata
ranlinaalr ulthout racourna
Ly n Cowwt sl Lo,

af 2505 af tha
rasulting tron
tha etatanding bilanco

of azinatonl 1o than
asunt 30 $iguid agaata
ra~1i3abla ulthout racoursd
to a Conre of

Provinieoa

Pt Y

Pruviston  of 50 of tha
diffuranca rasulting feon
tha sutstanding balnnea

of srdoctonl lass the

Asunt of auld aoosats
ranlianblz wilthyt cieoueas
taa Souct A Lwun
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(.10 )

Subadaxisn of Seatlstlcnl latur "3
.5T5] JV-ry OO T onalT suoalt  veturac mraseribad
balau nng Dai peancelbad Coenat attach g,

Titla of latucno, Jarelodiciey RETIN W

sV Toe

. . I . auiat '?51_ )

T aeTT;7 st Foae SIS YT e q~ya of tha
of nitadva ( oo aubaite- rta t u:lcn tir2 raturn
par ULFIa' Hua REPHE B ralatan

! [otnat)un un o vaass
anda:l Thuradny
tha of, 1esa,

2, Stnteaent  ohaulap Haalily Heain Loue daya 2f tha
liquiljt/ uauiti)‘. Jdota Lo uhich tha ratucen

valatay,

3. Stoate.naat anoulag Honthly ‘I'eadn anvan dayn nf thaa
2qulty anad ' date ta ulhilch the .caturn
liabiliey, ralatas, )

“, Jtatanant dhnwln” o=~ /-da-
aquity and contin- '
gant liabilley, =

, .

.5, Distzibution of Guartorly Wlehda' fiftaan dayo of tha
d2308{t9/C01y by dnta to Jllch tha raturn
mnturlty, ralntzo,

o, Digtrivution >f -0~ ~ila-

daposits Ly nuabar
of:accounta,

7. Statamant sasaiap ~dn- =33
sourcers al bdorrnuing
nad thalr antuclty,

J. datauvigy anrlysis IR -~
<l barroulajyo, .
9¢s  Cntauinn analysis of ~tly- ~gy-
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DOMESTIC DEBT OUTSTANDING

(Rupess in Million)

OCONOO AN

onhwp

CUn

N AN

APermanent Debt

Market Loans

Federal Invest. Bonds

Income Tax Bonds

Govi. Bonds (under land reform Act,1977)
Special Govt. Bonds for SIiC

Bearer National Fund Bonds

Foreign Exchange Bearer Certificates
Special National Fund Bonds

(a) Federal Investment Bonds(Registered)
(b) Federal Investment Bonds (Bearer)

(c) Federal Investment Bonds on Tap

10. Prize Bonds

B.Floating Debt

Treasury Bills (3 months) .
Government Treasury Deposit Receipts
Market Treasury Bills

Adhoc Treasury Bills

Treasury Bills (auctioned)

Treasury Bills (Purchased by S.B.P.)

funded Debt

Defence Saving Certificates

National Deposit Certificates/Accounts
Khas Deposit Certificates/Accounts
Special Saving Cerltificates(Registered)
Special Saving Certificates(Bearer)
Special Saving Accounts

Premium Saving Certificates

Saving Accounts

TOTAL (A+B+C)

22,511

135,238
57,638
17,051

60,649

113,040
25,373
3,837
80,930

326,987

98,602
21,345
5,148
22

54
6,910
32,536
7,748

5

24,834

144,978
58,713
16,070

600
69,595

130,601
35,156
4,162
79,023
6,546
454
1,721
(=)4
3,543

374,181

156,843
21,014
8,674
22

54
7,304
43,905
9,277
2
34,938
314
3,482
27,857

150,928
13
5,318

69,541
45,556
30,500

132,551
41,893
3,142
48,834
24,881
1,860
6,588
()4
5,357

440,322

(Source: State Bank Economic Survey 1991 issue)
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PERMENANT DEBT OUTSTANDGING I#
Federal Government L)
(Rs. in millions) J U1 |
At ;/Special |.-Foreign’ |- Bearer.. | -Bearer National ~ /Govt: R 3 U : '
1'Exchange |:National ¢ Fund
_Bedrer; " “Fund: ongs
“ziCertificates & :Bonds
1991
April 2.40 9,183.99 43,958.78 - 7,925.78 15,511.30 313.66 5.28 -
May 2.40 9,243.60 43,240.27 - 7,925.87 29,731.93 313.66 313.61 -
June 2.40 9,277.19 43,504.63 - 7,925.87 38,420.18 313.66 584.23 -
July 2.40 8,738.87 43,820.42 - 7,925.87 38,420.18 313.66 1128 -
Aug 2.40 8,378.84 43,815.25 - 7,925.87 39,250.02 313.66 1,501.04 -
Sept 2.40 8,258.67 43,810.43 - 7,925.87 46,940.11 313.66 1,606.85 -
Oct 2.40 8,023.90 43,556.97 - 7,925.87 56,334.26 313.66 1,697.18 -
Nov 2.40 8,085.84 35,406.42 - 7,925.87 63,274.31 313.66 1,859.90 -
Dec 2.00 7,961.96 24,471.68 4,252.20 7,925.87 69,643.26 313.66 1,926.20 -
1992
Jan 1.50 7,906.16 24,066.09 4,760.09 7,925.87 76,233.42 313.66 1,926.19 -
Feb 1.50 8,005.36 18,347.12 5,397.37 7,925.87 78,127.93 213.66 1,992.46 -
March 1.50 7,991.12 18,317.49 5,470.59 7,925.87 78,614.45 213.66 1,975.81 -
April 1.50 8,084.50 18,227.50 5,471.53 7,925.87 79,386.44 213.58 2,210.29 348.84
May 1.50 8,037.62 18,227.50 6,838.42 7,925.87 83,223.75 213.58 2,435.32 454.28
June 1.50 8,500.¢3 18,227.50 7,925.87 83,223.75 213.58 2,197.45 535.97
July 1.50 8,871.21 16,855.40 6,842.09 7,925.87 85,745.89 213.56 2,089.91 726.51
1 Aug. ’ 1.50 9,300.00 90,621.47 6,842.09 7,925.87 90,621.47 213.58 1,744.00 889.30

(Source: — Bulletin State Bank of Pakistan, September 1932, issue)



(Rupees In Millions)

BILLS AND TREASURY DEPOSIT RECEIPTS

RETUBN PERCENT.PER'ANNUM =

e QUTSTANDING BAUANCES

eposit Receipts

Treasury Deposit Receipts

Govt. Treasury D

Gowt.

S Govtiof [ .’ Normal: - Normal
'{ Pakistan |} -ON R
 Treasury ;" TAP! -3, 1 -
LoBills o Months Mos
(Auctioned)l oo - ,
- 6.00 7.75 8.50 9.00 58,713.30 2,152.70 11,431.70 496.60 500.00 -
- 6.00 7.75 8.50 9.00 53,843.90 2,265.20 13,625.00 3,338.60 - -
- 6.00 7.75 . 8.50 9.00 13.00 - 2,341.10 2,977.20 - 45,555.90
14,813.60 6.00 7.75 8.50 9.00 13.00 - 36.00 129.40 - 31,948.90
6,715.10 6.00 7.75 8.50 9.00 13.00 - 36.00 - - 44,303.10
2,000.00 5.00 7.75 8.50 9.00 13.00 - 396.70 2,443.30 - 51,959.70
5,673.00 6.00 7.75 8.50 9.00 13.00 - 193.40 2,311.10 - 561,701.70
Oct. - 7,271.00 6.00 7.75 8.50 9.00 13.00 - 179.80 2,059.50 - 44,565.70
Nov. - 4,798.30 6.00 7.75 8.50 9.00 13.60 - 36.00 738.10 - 40,047.40
Dec. - 14,813.60 6.00 7.75 8.50 9.00 13.00 - 36.00 129.40 - 31,948.90
1992
Jan. - 11,225.80 6.00 7.75 8.50 9.00 13.00 - 36.0C 91.00 - 38,583.10
Feb. - 7,178.00 8.00 7.75 8.50 9.00 13.00 - 36.00 88.00 - 37,828.10
Mar. - 7,178.00 6.00 7.75 8.50 9.00 13.00 - 36.00 88.00 - 37,828.10
Apr. - 135.00 6.00 7.75 8.50 9.00 13.00 - 36.00 - - 38,018.10
May - 280.00 5.00 7.75 8.50 9.00 13.00 - 36.00 -~ - 42,858.10
Jun. - 6,715.10 6.00 7.75 8.50 9.00 13.00 - 36.00 - - 44,303.10
Jul. - 17,860.00 ©.00 7.75 8.50 9.00 13.00 - 36.00 - - 61,963.30
Aug. - 6,423.00 6.00 7.75 8.50 9.00 13.00 - 2570 - - 64,512.30

(Source:— Bulletin State Bank of Pakistan, September 1992, issue)
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GOVERNMENT TREASURY

T
T 2
Government Treasury Deposnt Recelpts ]l"]
Normal
8 .
“Months |-
Jun. 21,646.10 1,151.70 4,210.00 43.50 - - 51,216.50 1,182.10 1,790.50 -
Dec. 20,193.00 1,409.50 1,776.20 578.80 - - 27,214.40 2,441.10 4,211.30 -
1991
Jun. - - - - - 14,813.60 - 0.90 3,416.80 136.70
Dec. - - - - - 6,715.10 - - - 608.80
1992
Jun. - - - - - 8,160.10 - - - -
1991
Aug. - - - - - 7,178.00 - - 610.50 62.30
Sept. - - - - - 6,415.00 - - 203.30 13220
Oct. - - - - - 135.00 - - 13.60 251.60
Nov. - - - - - 280.00 - - 143.80 1,321.40
Dec. - - - - - 6,715.10 - - - 608.80
1992
Jan. - - - - - 17,860.00 - - - 38.40
Feb. - - - - - 6,423.00 - - - -
Mar. - - - - - 2,500.00 - - - -
Apr. - - - - - 4,240.00 - - - -
May - - - - - 5,120.00 - - - -
Jun, - - - - -~ 8,160.10 - - - -
Jul. - - - - - 35,520.20 - - - -
Aug. - - - — 8,972.00 - - 10.30 -

{Source: — Bulletin State Bank of Pakistan, September 1992, issue)



(Rs. in millions)

PERMENANT DEBT OUTSTANDING
Federal Government

“:- Special | Foreign | -Bearer .{:
ational | Exchange. i National /|- & "
‘Fund | Bearer .{ Fund |
L:..Bands |Certificates. BRonds~ |/
!
1991 |
April | 240  9,183.99 43,558.78 - 7,92578  15,511.30 313.66 5.28 -
EMay | 2.40 9,243.60 43,940.27 - 7,925.87 29,731.93 313.66 313.61 -
tdune | 2.40 Q,277.19 43,904.63 - 7,925.87  38,420.18 313.66 584.23 -
July 2 2.40 8,738.87 43,820.42 - 7,925.87 38,420.18 313.66 1128 -
Aug | 2.40 8,378.84 43,815.25 - 7,925.87  39,250.02 313.66 1,501.04 -
* Sept ' 2.40 8,258.67 43,810.43 - 7,925.87 46,940.11 313.66 1,606.85 -
i0Oct 2.40 8,023.90 43,558.97 - 7,925.87 56,334.26 313.66 1,697.18 -
‘Nov 2.40 8,085.84 35,40¢c.42 - 7,925.87 63,274.31 313.66 1,859.90 -
E Dec | 2.00 7,961.96 24,471.68 4,252.20 7,925.87 69,643.26 313.66 1,926.20 -
11992
iJan 1.50 7,906.16  24,066.09 4,760.09 7,925.87 76,233.42 313.66 1,926.19 -
iFeb 1.5) 8,005.36 18,347.12 5,397.37 7,925.87 78,127.93 213.66 1,992.46 -
:March | 1.50 7,991.12 18,317.49 5,470.59 7,925.87 78,614.45 213.66 1,975.81 -
YApdl 1.50 8,084.50 18,227.50 5,471.53 7,925.87 79,386.44 213.58 2,210.29 348.84
: May 1.50 8,037.€62 16.227.50 6,838.42 7,925.87 83,223.75 213.58 2,435.32 454,28
~June 1.50 8,500.43 18,227.50 7,925.87 83,223.75 213.58 2,197.45 535.97
“uly 1.50 8,871.21 16.855.40 6,842.09 7,925.87  85,745.89 213.56 2,089.91 726.51 ‘
Aug. | 1.50 9,300.00 90,621.47 6,842.09 7,925.87 90,621.47 213.58 1,744.00 889.301

{Source: — Builetin State Bank of Pakistan, September 1992, issug)
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NATIONAL SAVING SCHEMES

(quees in _Million_s)

1990 =97 (Jul=Ma

Gross

utsta

{ et

1. Defence Saving Certificates 7,057.826 5,041.919 7,146.629 4,072.386 45,998.959
2. National Deposit Certificates 30.458 (575.841) 18.265 (549.918) 4,140.126
1 3. Khas Deposit Certificates 365.939 (12,508.197) 218.249 (2,532.257) 16,125.275
4. Premium Saving Certificates - (0.144) - (0.005) (4.297)
5. Special Saving Certificates (Regd.) 15,823.391 13,430.813 18,648.476 13,189.188 38,065.794
6. Special Saving Certificates (Bearer) 1,097.194 848.344 1,653.486 960.109 2,819.839
7. Khas Deposit Account 3,443.561 (10,318.232) 2,046.408 (9,233.157) 10,928.791
8. National Deposit Accounts 0.261 (244.260) 0.154 (41.868) (1,585.830)
, 9. Saving Account 6,621.121 839.189 9,179.266 157.639 4,849.081
1C.Special Savings Account 4,684.430 3,823.700 5,526.499 3,772.719 10,369.370
11.Mahana Amdani Account 144.202 111.556 175.260 138.581 803.470
12.8Special Savings Account (old) - - - - 0.821
13.Prize Bond 8,834.650 2,422,752 8,280.731 1,103.440 28,995.924
14.Postal Life Insurance 508.173 396.476 448.669 401,927 3,462.780
Grand Total 48,611.206 3,268.075 55,345.092 1,438.714 164,970.103

Note:Figures in brackets represent negative sign

(Source:~ Economic Survey 1991—-92) ~
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LIST OF SECURITIES REPRESENTING RUPEE GOVERNMENT DEBT

S/N INSTRUMENTS — AMT. INTSSUE MATURITY - RETURN T PROFIT.  ISSUED AT FIECAL
Lo e AS AT 31/12/31 S g e T PAYMENT ' .~ FEATURES::
Sl {Rs.in Millicns} v R e s . STk
1 Federal 69,643.261 3 YEARS 13.00% {6MONTHLY . AUCTION | TAXAT SOURCE
investment 5 YEARS 14.00% | i ZAKAT VOLUNTARY .
Bonds 10 YEARS 15.00% | E REGISTERED
2 Treasury 31,948.90 6 MONTHS 12.32% |[PAYMENT AT | DISCOUNT | TAX AT SOURCE
Bills (WT.AVERAGE OF |RATE ON ! ZAKAT VOLUNTARY
: LAST AUCTION) MATURITY REGISTERED
3 Foreign 7,961.960 3 YEARS 1 YR 14.50% 'PAYMENT ON | PAR TAX FREE
Exchange Bearer : 2 YRs 14.46% |ENCASHMENT ! ZAKAT VOLUNTARY
Certificates _ 3 YRe 14.98% : ] CONVERTIBLE TO
j . (COMPOUNDED) | FOREIGN CURRENCY
: s BEARER
4 National *14,486.00: N/A DIV. 18.00% |ANNUAL ' SALES PRICE | TAX AT SOURCE
Investment Trust (1992 YIELD) DIVIDEND !SETBY N.LT ° ZAKAT APPLICABLE
Units , ; - REGD./BEARER
5 Special Saving 2,220.00: 3 YEARS IstYR  1150% |6MONTHLY PAR | ZAKAT APPLICABLE
Certificates * 2NDYR 11.50% : | TAX FREE
3RDYR 14.00% 5 | BEARER
(NOMINAL RATES) |
6 Special Saving 33,426.00° 3 YEARS 1stYR 1250% |6 MONTHLY PAR | ZAKAT APPLICABLE
Certificates 2NDYR 12.50% i TAXFREE
3RDYR 15.00% ' REGISTERED
(NOMINAL RATES) |
7 Defence Saving 44,559.00 - 10 YEARS 1 YRs 12.00% PAYMENTON PAR - ZAKAT APPUCABLE
Certificates ' 2 YRs 11.80% |ENCASHMENT | i TAXFREZ
3 YRs 11.87% i . (Rs. 426/ PER 100
4 YRs 11.94% : | INVEST. PAID AFTER
5 YRs 12.10% | 10 YEARS)
6 YRs 13.78% i REGISTERED
7 YRs 13.99% !
8 YRs 14.48% |
9 YRs 15.12%
10 YRs 15.50%
(COMPOUNDED) |

i
b U
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LIST OF SECURITIES REPRESENTING GOVERNMENT RUPEE CORPORATE DEBT

(S/N - INSTRUMENTS NATURE - TENURE ~ RETURN PROFIT . - ISSUED AT  FISCAL _
Do ’ e . PAYMENT 0 i . FEATURES
1 Wapda Bearer Bearer 5 YEARS 13.509%¢ 6 MONTHLY PAR TAX FREE
Bonds(ist Issue) ZAKAT EXEMPT
. 2 Wapda Bearer Bearer/Regd 5 YEARS 13.50% 6 MONTHLY PAR TAX FREF
Bonds(2nd Issue) ZAKAT VOLUNTARY
3 Wapda Bearer Bearer/Regd 10 YEARS 12.50% 6 MONTHLY PAR TAX FREE
Bonds(3rd Issue) ZAKAT VOLUNTARY
. 4 Wapda Bearer Reqistered 10 YEARS 15.00% 6 MONTHLY PAR TAX AT SOURCE
: Bonds(4th Issue) ZAKAT VOLUNTARY
5 Civil Aviation Bearer 5 YEARS 12.50% 6 MONTHLY PAR TAX FREE
Authority Bonds ZAKAT VOLUNTARY
GOVERNMENT ISSUED FOREIGN CURRENCY CERTIFICATES
:S/N  INSTRUMENTS. . NATURE TENURE DENOMINATION: RETURN == PROMIT ISSUED AT
i
1 DOLLAR BEARER  Bearer 1 YZAR U.S.DOLLARS 1.25% OVER PAYMENT ON PAR TAX FREE i
CERTIFICATES 12 MONTH MATURITY ZAKAT VOLUNTARY
LIBOR :
2 FOREIGM CURREN( Bearer 5 YEARS USD 8.00% ** 6 MONTHLY PAR TAX FREE
BEARER D.MARKS 9.50% ** ZAKAT VOLUNTARY
CERTIFICATES P.STERUING 225% *~ {
J.YEN 6.25% **

*  Value of 1.013 millicn units outstanding at market price of Rs. 14.30 / units as on 30/06/91.
**> Rates for the month of December 1982,

Compiled by ANZ Grindlays Bank
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