






















































































COUNTRY REPORT 2020

THE ROLE OF NON-BANKING FINANCIAL INSTITUTIONS

ADDRESS BY
PROF. DR. ISHRAT HUSAIN

Advisor to the Prime Minister

on the occasion of Launching of Country Report on
Mon-banking & Modaraba sector
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It is & pleasure o launch the NBFI- Modarabas Report
prepared in collaborafion with 1BA-CEIF. | mwust
congratulate the authors for producing a high guality
report. | hope that this exercise would be undieriaken
regulary o create awareness abowt NBFls & Modarabas
amang puklic at large.

Pakistan's savings and mvestment rafios are gquite low
companzd o its neighbows.
Bangladesh which like us had savings rate in the ieens
has now reached close to 30 percent of GOP. This has
reduced Bangladesh's dependence on foreign savings
and foreign aid amd enabled the couniry fo attain
investment ratics around 30 percent. The coundry i
thesefore growing af an average rate of 6 to 7 pescent per
anrum.  Poverly rales have come down fo 22
percent — almost one half of what it was down in the early
2000s. This example | present to you as an illustration of
the power of domesiic savings. Pakisfarm's fmancial
depth, financial nclusion and private secior credit to GOP
rafics 3y behind owr neighbowing counines and ofther
emerging courtries. There & fhus a huge scope for
exgansion of the financial services sector in Pakistan, for
raisirg oW domestic rescurces and lending to private
sector business for feed nvestment. Currency in circula-
tion ratic in Pakistan has risen fo unacceplakle
leval-almost one third of Broad Money and had reached
over B frillion rupess at end June 2020, 1slamic financing
has kecome quile popular in Pakistan — 74% of those
polled would Bke to switch to klamic financing. A lot of
small savers are not very much comiostakle with kanking
serices. There is & niche market ie. the infersection of
great infzrest in Islamic financing and small savers which
in my view Modarakas and NBFls can actually explait o
tap this pocd of savings for productive purpose.

We are fortunate tha! we have at presenl very
progressive minded and formard locking regulators —
SECP and SEP. This is the fime for your Association 1o
miowe away from the iradifional ways of doing business
and bring about innovations as the regulators would
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assist and facilifate you. The risk is that fintechs may
create such disuption that both  banking and
nor-Eanking institutions loss their primacy. NBFls should
make wse of techmalogy to mokilize savings and reduce
the cost of lending. Brick-and-mortar presence that
entails a lof of up front expense can be avoided this way.

The waterfront covering the MBFls has expanded vasily
and rew insfilwlions such as Sharish Comgliart mwual
funds, Pension Funds, Provident Funds, Endowment
Funds, REITS, imvesiment finance companies have been
set uwe m  last  two  decades.  These
institutions cam play a wery chfical rmole in the
development of Capilal dekt markets that are yet o take
off. SECP has recendly encouraged setting up of Housing
finance companies io participate in the A= 500 kilion
imvesimenis to ke charmelled fowards construchon.
These invesiments in low cost housing have koth
fimancial as well social retwns slamic finance has an
attractive product to affier Le. the Diminishing Musharika
wihich gradially kulds up the equity of the borower and
improves his credibworthiness.

Shariah comgliant nsiiufons - both kanking and
ron-Eanking have the opporhunity fo use their Bguidity for
the Sulkuks which are now a regular feature of the
Eaorrowing Strategy of the Govemiment of Pakistan. The
matwity mismaich inherent in the banking business
can ke owercome by those  lomg ferm
imvestment nstuments. MEFIs, Insurance Companies,
REITS, Housing fnance Companies, Infrastruchee
Invesiment Fumds are looking for opportunibies. io desloy
their resources which they can mvest in long ferm
hiowsing and irfrasimctare projects. | am also sad o see
thal kank lending o SMEs has dedined from 17% o
T%-a big seiback and reversal of broadening the access
to finance. Similarly, the Advance-Deposil rafios which
ranged between T fo 80% are now on average below
S50%. Thus there is great scope of improving finandal
inchusion for both banks and NEFs.
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Chairman
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CHAIRMAN REVIEW

CHAIRMAN REVIEW

It gives me immense pleasure in  presenting the
Eleventh Year Book 2020 for the year ended 30th
June, 2020 of the MBFI & Modaraba Association of
Pakistam. The Year Book covers the entire activiies
of the Associafion during the year. The purpose of
publication of this book is fo disseminate the
performance and achievements of the Mon-Banking
and Modaraba Sector to the stakeholders, investors
and research analysts. Owver the years, the book has
attaimed the status of a comprehensive reference
book.

MEBFl & Modaraba Associstion of Pakistan is an
authorized representative body of Modarabas,
Leasing Companies and Inwvestment Finance
Services licensed by Securiies & Exchange
Commission of Pakistan. Currently the membership
of the Associafion is 38 and during the year one
Modaraba joined the fratemity of Mon-Banking and
Modaraba Sector. We understand that SECP has
granted license fo a few Modaraba management
companies which are working for the floatation of
Modaraba in the near future. Another important steps
takem by the Regulator is to introduce Unlisted
Modarabas in the sector which would encourage the
investors and businessmen fo establish such entities
withiout going for stock exchange flotation initially.
The permission fo establish wnlisted Modaraba is in
the regulatory process and expected to be finalized
WErY SO0,

The Associafion plays a wery active role in the
promotion of Mon-Banking and Modaraba Sector by
maintaining an acfive co-ordination with the
Regulator and also with its members. The
Association aims to manage the aclivities of the
sector and provide a platform for development
through innowative Shariah compliant solutions.
Moreover, the Associafion also addresses members'
individual and collective issues through interacfion
with SECP.
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Economic Review:

Prudent monetary and fiscal policies supporied by
the IMF's Extended Fund Faciity program, helped
the economy move progressively along the
stabilization path during the first eight months of FY
20. The ecomomy also saw a notable smooth
fransition to & market-based exchange rate systam,
which was pivotal fo  addressing the external
imbalances and rebuilding the forsign exchange
reserves buffer. This structural adjustment, along
with the govemment's adherance to its commitment
of avoiding anmy SBP  borrowing. improved osverall
maonetary management and funciioning of financial
markets. & significant contraction in the twin deficit
wias visibde from the start of the year. However, as
the exchange rate was made more flexibls and
utility prices and taxes adjusted to rein in the fiscal
deficit, inflafionary presswres rose ftemporarily.
Owerall thie improning MSCr S o omic
fundamentals helped restore  consumer  and
business confidence, which has set the stage for a
recowvery in the real sector.

The Islamic banking industry has shown significant
growth. The asset base as on 30th September,
2020, grew by 4.8% (Fs.175.8 billion} and stood at
Rs.2,808 bilion while deposits stood at Rs.3,034
billion, depicting a guarterly growth of 3 percent
(Fs.87.5 billion). Assets and Deposits of IBls
depicted yearly growth of 272 percent and 26
percent, respectively. Likewise, financing and
irvestment (net) recorded a quarterty growth of .3
percent (Rs.183 billion) and reached Rs.2,780
bilion whereas s year to year growth was 288
percent. In terms of market share, IBls stand at 16
percent and 17.2 percent respectively in assets and
deposits of overall banking industry.

Inspite of lockdown of businesses on account of
spread of the Pandemic in the country, the owverall
performance of the MBFI and Modaraba Sector
remained satisfactory and showed only a slight
decline in their operations. The asset base of the
sector declined from Rs.85.241 million to Rs.80,177
million while the tofal eguity alsoc declined from
Rs.37,040 million fo Ris.238,212 million. The profit of



the entire sector showed a negative figure of Inspite of
lockdown of businesses on account of spread of the
Pandemic in the country, the overall performance of the
MBFI and Modaraba Sector remained satisfactory and
shiowead only a slight decline in their operations. The
asset base of the sector declined from Rs.25,241 million
to Rs.80,177 million while the fotal equity also declined
from Rs.37.040 million to Rs 38,313 millon. The profit
of the entire sector showed a negafive figure of
R=.1,181 milion. Inspite of this declining trend, the
sector distributed an amount of Rs. 1,873 million as
cashistock dividend to the cerificate holders!
shareholders of the Mon-Banking amnd Modaraba sector
wihich indicates a siill great pofential in the secior.

If we discuss the segments of Mon-Banking entities and
Modarabas separately. it will be evident that the decline
in the overall perfformance was due fo decline in the
business of a few members. In the Modaraba secior,
out of 27 Modarabas, 17 Modarabas have declared
profit and distribufed a dividend ranging from 1.10% fo
T5% while one Modaraba declared a bonus of 10% and
distributed am amount of Rs.31.83 milion to its
cerfificate holders and fotal payout was Rs 8868 million
of the Modaraba sector. There was a decline of
Rs. 3,048 milion im the profit of one manufacturng
Modaraba due to which the entire sector's profitability
ereded and resulted in a negative profit of Rs.2,070
million.

The asset base of the leasing sector stood at Rs. 10,807
million as compared to Rs.10,805 milion while the
equity stood at Rs.5.3668 milion as compared fo
Rs 5257 million last year. The sector booked a profit of
Rs. 128 millicn as compared to a loss of Rs.77 million
last year. The secior also pad an amount of Rs.71
million as cash dividend to its
shareholders.

Cwring the year one Investment Finance Services
joined the fraternity of the sector thereby making a total
of 4 enfifies. The asset base of the sector as on 30th
June, 2020 was Rs.27. 785 milion as compared fo
R=s.30,582 million last year which has shown a decline
of Rs.2, 787 million while the equity has shown an
increase from Rs 10,255 milion o Rs.12.205 million.
The profit of the sector stood at Rs 807 million as
compared to Rs.1,131 million declining by Rs.224
million but the payout during the year has imcreased
from Rs.725 million to Rs. 728 million.

The Market Capitalization of the entire sector as on 30th
June, 2020 was Rs.17.308.110,753 as compared fo
R=.17.858,723,866 last year which shows a slight
decline inspite of the fact that the stock market showed
a volatile trend during the y=ar.

The number of tofal shareholders of the Mon-Banking
and Modaraba secior was 88,802 as compared fo
20,808 which forms a significant part of the siock
exchange members.

In  econclusion, fthe overall performance of the
Mon-Banking and Meodaraba sector during the year
ended 30thJune, 2020 showed a mixed trend, tesfing its
resilience fo the market condiions but projecting
positive tremds for fufure improvements.tain an aciive
coprdination and a relationship with the Regulatory

CHAIRMAN REVIEW

Interaction with the Regulators:

One of the core objective of the Asscciation is to
mainauthorities fo achieve a consultative and suppaortive
regulatory environment. To achiewe this objective, the
Association is keeping a close liaison with the Regulators.

Dwuring the year under review, various interactive sessions
were held with the Regulators fo follow up various issues
pending with SECP. The maost important issue which is still
being discussad in freguent mestings with the Regulatoris
the liquidity constraints and funding issues being faced by
its members. It has been reiterated that Mon-Banking and
Modaraba sector still constitutes a small part of the
finamcial industry due fo fheir imited equity and funding
resources. Most of the members are working only with
their equity base without hawving any access to the
alternate fundimg sowrces from public or instiubonal
funding to create a meaningful business pool whereas no
financial institufion can operate only with its equity.

State Bank of Pakistan has sufficient funds for the growth
of SMEs and Low Cost Housing Finance on concessional
rates which the commercial banks have not been able o
ufilize due to their risk averse mind-set. The Association
has approached SBP a number of fimes for participation of
their such members who could fulfill the prescribed criteria
but hawve been refused on the basis that such enfities did
not come under the SBP regulatory ambit. An approach
has also been made fo SMEDA to assist in removal of the
restrictive clause for State Bank through the Mational
Coordinaficn Committee on  SME  Dewvelopment

On 5th March 2021, revised Modaraba Regulations were
promulgated by SECP which incorporated some of the
amendments previcusly submitted by the Association.
However, there are still some isswes which have not been
reclified in spite of detailed rationale previously provided to
the SECP.

Consequently, a representafion has been made apgain to
the SECP to re-consider the matters which are essenfial
for the operational needs of the Modarabas.

On the taxafion side, the Association has submitted
detailed proposals to the SECP for onward fransmission to
the FBR for the forhcoming budget to ncrease the
deprecation allowance to Rs.5 million in view of the current
prices of wehicles and reviewing tax exempfion of lease
rentals in the hands of the clients and other related
matifers.

The most important issue at the moment for the Sector is
promulgation of an Ordimance on 22nd March, 2021
withdrawing Tax exemptions of the corporate sector which
also include Clause 100 of Part 1 of Second Schedule of
Income Tax Ordinance, 2001 related fo the exemption
gllowed to Modaraba sector. The Association has
approached all the concemed authorities at Ministry of
Finance, FBR and Government and detailed and emphatic
representations made for deletion of such withdrawal. We
also approached the FPCCI, Pakistan Siock Exchange
and the media who have supporied our stance in this

regard.
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Alhamdolillah, the 11th Year Book of the MBFI &
Modaraba Association of Pakistan is being presented to
the stakeholders. Since its incepiion, the Association has
been firying to prepare  and  publsh a
document which prowides all the relevant information
about the MBFI & Modaraba Secior operating in
Pakistan. Cwer a pericd of time, the Year Book has
attained a statws of useful guide for the stakeholders,
analysts, frade bodies, academia as well as Regulators
of the Sector.

As per DMGTO Rules, the elections of the Members
Executive Commitee were held in the month of
September, 2020 and new Commitiee took ower the
charge from 1st October, 2020.The first meeting of the
Executive Commitiee was held on dth
October, 2020 presided ower by the new
Chairman Mr. Basheer & Chowdry.

In the said meeting the Chairman gawe a roadmap for the:
new Commitiee and sought participation of all the
members particularly Executive Committee Members, in
the field of IT facilties, HR Issues and Capacity Buiding
of the staff of the Association and also of the members o
make it 3 vibrant entity of the financial sector. The salient
features of the readmap included (i) Effective support
from the Regulator to address the challenges being
faced by the Mon-banking and Modaraba Sector (i}
Inchusion of our eligible members in the concessional
funding schemes particularly for SME Financing
adminisiered by Siate Bank of Pakistan, Ministry of
Finance and intemational donors Bke OFID, Karandaaz,
USAID etz (i) Enhancement of management and
automation capacity of the members throwgh training,
workshops and interactive sessions and ({iv) Image
budding of the sector throwgh  awareness
sessions in collaboration with SECP, FPCCI, KCCl and
other Chambers and o make a vibrant component of
the financial industry.

The Associafion took wvanous measures fo follow the
roadmap given by the Chairman which are being
highlighted in this report.
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MAJOR EVENTS OF THE YEAR
i. LAUNCHING OF THE YEAR BOOK 2013

Due to spread of COVID Pandemic the launching
ceremony of the Year Book 2018 was arranged through
zoom videchnk on 25th June, 20200 Mr. Amir Khan,
Chaimnan, SECP was the Chief Guest while the event
was also attended by Mr. Farrukh H. Sabezwari,
Commissioner and Ms. Bushra Aslam, Executive
Director & Registrar Modaraba. The event was atiended
by CEOs and other Executives from the Non-Banking &
Modaraba Sector. Mr. Muhammad Shoaib Ibrahim, the
then Chairman addressed the participants and briefly
highlighted the impact of the Cowid pandemic on the
businesses and the measures taken by the Regulators
{SECPF and SBF)in this regard. Mr. Basheer A. Chowdry,
CED, Trust Modaraba and Mr. Raheel Q. Ahmad, CEQ,
QR Modaraba also addressed the
pariicipanis.

This was the first ewent which was amanged on zoom
videplink due to lockdown on account of COVID
Pandemmic.

ii. BEST PERFORMANCE AWARDS

On 25th June 2020 performance Awards were also
anncunced. According to the resulis the following
members were adjudged besi performers for the year
201%:

1st Position: ORIX Leasing Pakistan Limited
2nd Position: First Habib Modaraba

3rd Position: A%ed Renial Modaraba & ORX Modaraba
iii. TENTH ANNUAL GENERAL MEETING {AGM)

Tenth Annual General Meeting of MBFI & Modaraba
Association of Pakistan was held on 25th September,
2020 through zoom wideclink. In the meeting awdited
accounts of the Association for the year ended 30th
Junme, 2018 were duly approved by the members.
Approval was also given for the appointment of Auditors
for auwditing the accounts of the year ending 20th June,
20210,



iv. MEETING WITH MR. FARRUKH H. SABZWARI,
COMMISSIONER, SECF ON "ISSUES OF LEASING
INDUSTRY"

Various Meetings with Mr. Farmukh H. Sabzwari,
Chairman of the Association and subsequently a
comprehensive paper on “lssues of Leasing Industry”
was submitted to SECP for their consideration on 03rd
September 2020.

A review meeting with Mr. Farrukh H. Sabawari, was held
on 14th January, 2021 through zoom wideaolink.

v. MEETING WITH REGISTRAR MODARABA

A meeting with Ms. Bushra Aslam, Executive Director &
Registrar Modaraba and her team incleding Mr. Shahid
Mahmood, Additional Director and Mian Muhammad
Imram, Joint Additonal Director was held on 13th
Oectober. 2020 through Zoom video Enk. From NBF &
Modaraba Association Mr. Basheer A, Chowdry,
Chairman and Mr. Mubammad Samllah, Secretary
General attended the meeting.

The agenda of the meeting was to discuss varous issues
pending at SECP level and know their status. The
detailed minutes of the mesting have already been sent
to the members through e-mail dated 21st October, 2020

vi. WORKSHOP ON "ADVANCED EXCEL"

The Association in collaboration with [CMAP amanged a
workshop on “Advanced Excel” on 10th March 2020 at
ICMAP Earachi Campus. Mr. Usman Al conducted the
workshop which was attended by participanis from
different organizations including MBFI & Meodaraba
Sector. Mr. Muhammad Samiullah, Secretary General
distributed the cerificates to the parlicipants.

vii. DIRECTORS TRAINING PROGRAM

The Association in collaboration with [CMAP arranged a
Directors  Training Program  exclusively for MBFI &
Modaraba Sector during the pericd 13th July to 23rd July
2020 (40 howrs) through zoom wideo link which was
attended by 10 senior executives from the sector.
Mr. Aamir ljaz Khan, Execufive Director, ICMAP,
MrMuhammad Shoaib |brahim, Chairman, MNEFI &
Modaraba Association and Mr. Basheer A. Chowdry
addressed the concluding session.

Since the Director Training Program was wery useful for
the participants, it was decided that another program will
dlso be armanged.

SECRETARY GENERAL REFPORT

viil. WORKSHOP ON "ARTIFICIAL INTELLIGENCE &
BUSINESS INTELLIGENCE FOR  BUSINESS
PROFESSIONALS™

A workshop on “Arficial Intelligence and Busmess
IntelSgence for Business Professionals” was amanged on
EBth September, 2020 through zoom wvideo link. Syed
Hassan an expert on the subject conducted the workshop
which was attended by a large number of participants
from NBFI & Modaraba sector.

ix. FFM AML/CFT SCREENING FACILITY

In the &6th EC meeting held on 8th October 2020 the
Association amanged a presentation by First Paramount
Modaraba on AMLICFT Screening facility recognized by
SECP. Mr. Haris Al Khan, Business Head AMLICFT First
Paramount Modaraba briefly explained the salient
featwres of the facility which was appreciated by the EC
members. Snce it was a wery useful presentation,
Mr. Basheer A. Chowdry, Chairman suggested that a
separate and detailed session on the subject should be
arranged and inwited all the members to attend.
Subsequent the Association amanged the presentation
on “FPM AML / CFT Screening System” on Tuesday the
27th October 2020 at 3:00 p.m. through zocom video Ink
which was attended by a number of members of the
Association.

x. TRAINING OF THE S5TAFF & IT FACILITIES AT THE
OFFICE OF THE ASSOCIATION BY APTECH
COMPUTER EDUCATION

The Association amanged a fraining course on [T by
APTECH Compuier Education for educating the siaff
wiorking at the Association. This cowrse was arranged in
lime with the roadmap given by the Chairman in the first
EC meeting held on 08th October 20240.

In addition, IT facdities have also been upgraded with the
help of APTECH Computer Education.

®i. WORKSHOP ON "COMPLYING WITH UPDATED
AMLICFT REGIME AND GLOBAL CHALLEMGES®

The Association arranged a half day workshop on
“Complying with updated AML/CFT Regime and Global
Challenges” on 21st January 2021 through zoom video
link. Mr. Usman Al Ehan, VP Wing Head, AMLICFT,
Compliance Group, Mational Bank of Pakistan conducied
the workshop while Mr. Basheer A. Chowdry, Chairman
gawve a breif on the workshop topic in his concluding
remarks. Parficipants from members companies and
Mutuwal Funds atiended the workshop.
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il MEETING WITH KARANDAZ
A meeting was amranged with Mr_ Ali Khizer along with his
team of Karandaar through zoom wideo link on 18th
August 2020 to discuss and understand the concept of
Modarabas in Pakistan, its performance, regulatony
framework and other aspects. Mr. Muhammad Shoaib
lbrahim. Chairman and Mr. Muhammad Samiullah,
Secrefary General represented the Associafion and gave
a brief presentation on the subject followed by a detailed
discussion.

xiil. 9TH ISLAMIC FINANCE EXPO & CONFERENCE
- THE PROFESSIONAL NETWORK

Bthislamic Finance Expo & Conference was amanged by
the Professional Metwork on 28th Mowember, 2020 at
Marrict Hotel, Karachi. A panel discussion on NBFI &
Modaraba and Takaful was organized which was
moderated by Mr. Azim Pirani, CEQ, Pak Qatar Takaful
whereas the Panelists were included Mr. Basheer A.
Chowdry, Chairman, Mr. Rahesl Q. Ahmad, CED, ORIX
Modaraba and Mufti frshad Ahmed Aiaz, Chairman,
Shariah Beard, Banklslami Pakistan. During the
discussion role of MBFI & Modaraba sector, its
perommance and growth were highlighted.

xiv. MEETING WITH MR. AAMIR LIAZ KHAN,
EXECUTIVE DIRECTOR, INSTITUTE OF COST &
MANAGEMENT ACCOUNTANT PAKISTAN [ICMAF)

In order to give awareness about Modaraba Model to the
members of the Instiwte of Cost & Management
Accountants Pakistan (ICMAP} Karachi and others, a
meeting with its Execufive Director, Mr. Amir ljaz Khan
was amanged on 02nd December 2020 through zoom
video link which was attended by Mr. Basheer A.
Chowdry, Chairman, Mr. Muhammad Shoaib lbrahim,
CEO, First Habih Modaraba and Mr. Muhammad
Samiullah, Secretary General.

xv. MEETING WITH MR. MOBASHAR SADIK, CHIEF
EXECUTIWE OFFICER, THE INSTITUTE OF
FINANCIAL MARKETS OF PAKISTAN (IFMP)

A meeting with Mr. Mobashar Sadik, Chief Executive
Officer, The Institute of Financial Markets of
Pakistan(IFMP)] was held on 21st December, 2020
through =zoom wideo link which was attended by
Mr. Basheer A Chowdry, Chairman and Mr. Muharnmad
Samiullah, Secretary General.

The agenda of the meeting included (i) Coordination
between both the insfitutions m the field of trainimg,
workshops, seminars, HR and other services and (ii)
Mandatory cerification for the professionals of NBFI &
Modarabas as per instuctions of the Securities &
EBechange Commission of Pakistan ([SECP).

v NBF & Modaraba
A0 .,.-l‘"r T AsEccinmie of PnEaTen

FEC LT Gl R

Year Boalk 2020

SECRETARY GENERAL REPORT

It was agreed to work jointly for the promotion of Capital
Markets. |t was also emphasized to work for the

awarenass of the Modaraba and leasing model in the
financial sector of the country.

Mr. Mobashar offered a “Cerification Course on
AMLICFT" and requested for paricipation of the NBFI &
Modaraba sector in the course. The course was arranged
by IFPM on 23rd January 2021 which was attended by
the participants from the financial sector including NBFI &
Modaraba secior.

¥vi. MEETING WITH MR. SALEEM UZ ZAMANM,
PRESIDENT, KORANGI ASSOCIATION OF TRADE
AND INDUSTRY [KATI)

kr. Muhammad Samiullah, Secretary General on 22nd
December, 2020 paid a wvisit io Mr. Saleem uz Zaman,
President, KAT| in his office and discussed wvarious
matters of mutual interest including training workshops
and awareness sassion. The mesting was also attended
by Mr. Syed Wajid Hussain, Chairman. Ressarch &
Development Standing Committes, Mr. Syed Tarig
Hussain, Member Executive Commitiee and Mr. Nihal
Akhtar, Secretary General, EATL It was agreed to work
jointly  with  muiual cooperation and suppordt  for
awarenass of Modaraba and Leasing model among the
business and trade indusiry.

xvii. LAUNCHING OF COUNTRY REPORT OM NEFI &
MODARABA SECTOR

MBFI & Moeodaraba Association of Pakistan in
collaboration with IBA-CEIF prepared a Country Report.
The launching ceremony of the Report was held on 25th
January, 2021 at IBA Auditoriuem throwgh zoom video link
as well as physically. Dr. Ishrat Hussain, Adwisor to the
Prime Minister on Instituticnal Reforms and Austerity was
the Chief Guest while Dr. Akber Zaidi, Executive Director,
IBA, Mr. Farrukh H. Sabzwari, Commissicner, SECP and
Ms. Bushra Aslam, Regisirar Meodaraba particpated
besides other Executives from different segments of the
financial secior.

Mr. Basheer &A. Chowdry, Chairman MEFI & Modaraba

Association presented the Country Report to Dr. Akber
Zaidi.

In his address Mr. Chowdry said that the report includes
various aspects of the Mon-Banking and Modaraba
Sector encompassing its ewolution, growth, structure,
performance, shariah compliance and regulatory
framework and provided comprehensive coverage of the
secior.



xviii. MEETING WITH MR. AHMED ALl SIDDIGLI,
SEVP. MEEZAN BANK & DIRECTOR IBA - CEIF

A meeting with Mr. Ahmed Al Siddiqui, SVCP, Meezan
Bank & Director IBA — CEIF and Dr. Irum Saba, Assistant
Professor, IBA — CEIF, was held on 28th Januwary, 2021,
through zoom wvideo link. Mr. Basheer A Chowdry,
Chairman amd Mr. Muhammad Samiullah, Secretary
General MBFl & Modaraba Association of Pakistan
attended from Mon-Banking and Modaraba Sector.

The agenda of the meeting was to discuss on the
possible  digital financing opportunities for WBF &
Modaraba Sector through EMI Revolution. Mr. Ahmed Ali
Siddiqui explained how the financial industry has
transformed by Digitalization and Fintech technologies,
He also suggested that MEFI & Modaraba Sector shouwld
consider apting for Electronic Revalution.

XIX. CONSULTATIVE SESSION FOR PROMOTION OF
HOUSING FINAMCE:

SECP n collaboration with PMRC and IFC organized a
webinar for the promotion of Housing Finance Sector
especially through Howsing Finance Companies on
Thursday February 25, 2021 at 2:30 pm till 5:00 pm. A
few members of the NBF| & Modaraba Sector attended
the webinar.

. VISIT TO FPCCI

Mr. Basheer A. Chowdry, Chairman and Mr. Muhammad
Samiullah, Secretary General wvisited FPCCI on 3rd
March, 2021 to congratulate Mian Masser Hayat Maggo,
on his election as President of FPCCI for the year 2021.
Mr. Shaikh Sultan Rehman, former Vice President and
currently Coordinator to the President was also present.

Mr. Chowdry presented a bouquet to the President while
Mr. Sammllah presented the Country Report and Year
Book to the President.

During the meeting, the Chairman highlighted various
issues of the MBFI and Modaraba sector particulary the
inclusion of MBFI & Modaraba Sector in the SBP
concessional schemes for SMEs and Low Cost Howsing
Finance, announced by SBP from fime to time.

xxi. FPCCISTANDING COMMITTEE ON NBFI &
MODARABA

The Federation of Pakistan Chamber of Commerce &
Indusiry (FPCCI) appointed Mr. Basheer & Chowdry as
Comeenor and Mr. Ifan Ahmed, Deputy Convenor of the
FPCCI Standing Committee on NBFI & Modaraba for the
year 2021, Other members of the Committee are as under-

SECRETARY GENERAL REPORT

Wr. Muhammad Shoaib |brahim, CED, First Habib Modaraba
Mr. Raheel Q. Ahmad, CED, ORIX Modaraba

Mr. Karim Hatim, CED, Awwal Modaraba

Mr. Ramen Alfrey, Dy CED, ORIXLeasing Pakistan Limited
WMrs. Hamida Agesal, GO, Trust Modarsba

r. Muhammad Samiulah, Secretany Genersl

Mr. Muhiammad Shahead, CFO, SME Leasing Limiszd

Wr. Farhanul Hag Usmani, EVF, Sharizh Auwdit

& Financial Adwisory, Meszan Bank Ltd

Wr. Mehmood Arshad, 3EVP & Couniry Head MarkeSing,
Paik-Oatar General Takaful.

xxii. TASK FORCE FOR LIGUIDITY
NON-BANKING & MODARABA SECTOR
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ISSUES OF

The Mon-Banking and Modaraba Sector has been
experencing wvaricus liquidity issues which are being
addressed at different lewels. One important avenue s to
explore possibilities of contacting nternational lenders
and donors like IFC, US-Aid, Asian Development Bank
and Karandaz etc. to seek their granis for infrastruciure
dewelopment of ocur members and also credit or
guarantee lines for the eligible members. It is also
imporiant o contact specialized enfities like the Instite
of Financial Markets in Pakistan (IFMFP). Pakistan
Corporate Restructuring Company (PCRC) and Pakistan
Morigage Refinance Company (PMRC) to seek their help
to supplement business resources of owr willing
members.

A Task Force has therefore, been established by the
Associabion to undertake this mmportant function. The
members of the Task Force are (i) Mr. Raheel Q. Ahmad,
{ii} Mr. Basheer A. Chowdry, (i} Mr. Muhammad Shoaib
Izrahim, (i) Mr. Ramon Alrey (v) Mr. Ifan Ahmed and
(wi) Mr. Muhammad Samiullah. The first meeting of the
Task Force will be arranged shortly to discuss modalities
of ifs operations and develop an action plan.

uxiii. MEETING WITH MR. HASHIM RAZA, CEO,
SMEDA

A meeting was arranged with Mr. Hashim Raza, CEDQ,
SMEDA and his team on 12th March 2021 through zoom
videa link which was attended by Mr. Basheer A.
Chowdry. Chairman and Mr. Muhammad Samiullsh,
Secrefary General. The purpose of the meeting was to
discuss leasing oplions awvailable to SMEs as per
MNational SME Policy Action Plan 2020 approved by the
Prime Minister in a meeting of the Mational Co-ordination
Commitiee for SMEs.

Dwring the meeting Mr. Chowdry highlighted wariows
issues currently being faced by Mon-Banking and
Modaraba sector parbeulardy  the  inclusion  of
Mon-Banking and Modaraba sector in the multiple SBP
concessional schemes for SMEs and other developing
seciors.

v NBF & Modaraba
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The Islamic Capital Market (ICM) refers to the market
where the acfivities are carried out n ways that do not
conflct with the conscience of Muslims and the religion of
Iskam. In other words, the ICM represents an assertion of
refigiows law in the capital market transactions where the
market should be free from the mwolvement of prehibited
activities by Islam as well a5 free from the slements such

a5 usury (riba), gambling (massir) and ambaguity (gharar).

The issue of development of Islamic Capial Market is not
separate from the issue of development of Capital Market
m general. Capital Market plays a vital role in atiracting
savings and channefing them for productive purposes.
Both primary and secondary markets are important in this
regard. Whie the primary market directly effecis the
supply of funds for ineestment, the secondary market does
the same indirectly. The function of secondary market is
manifold. i prowides liquidity fo the assets by providing
early exit opporunity, prces fthe assels and their
associgbted risks on  continuows basis  incorporating
relevant new information as it amives. The ligquidity and
efficient pricing of risk and refurn encourages small
mvesiors to save more and entreprensurs to imest more
in efficient manner.

The mmportance of Capital Markets in Islamic finance
systemn also stems from the fact that Islam prohibits
mierest and encourages frade.

Islamic Capital Markets are supposed io perform all the
useful functions of conventional capital markeis with
justice amd equitable distribubion of benefits. The
subjective nature of justice and equity are bound o imichee
social welfare judgements that could lead to unsettled
debates in societies particularly when financial dealings
are invoheed. However, the guidance prosided in Quran
and Hadith on the moral rules and behavior along with the
well-defined boundaries of prohibdtions and compulsory
cbbgations narrow down this debate and these are the
fundamentals to the concept of justice and Islam.

When we sursey capital market in different countries, we
find various issues needing attention. In some coundries,
these markeis are quite young while in some others they
hawve a long history. Howewer, many of these markets are
not growing fast enough to achiewe a cnfical mass and
those that are growing are not contributing enough
towards economic development and balanced distribution
of wealth. A number of chservations can be cited fo back
these claims.

1. Despite economic growth companies are not seeking
Esting at ther domestic stock exchanges and litle capital s
rarsed through these markets. This is an indication of lack
of confidence in the market by the market players.

ARTICLE

2_ A large numizer of listed companies are closely held
whiich allow only Bmited free float

3. Invesior base is very small and stagnant.

4 Most of the exchanges are run by Brokers or few
dominant players for their own interest, creating a closed
club mentally rather than promotion of social nferest
5. The proporiion of trade scripts out of the fotal Ested
seripts is wery small, thus market liquidity depends on the
few stocks acting as wolume leaders.

The above factors leave invesiors wulnerable to different
forms of market abuses. Thus allegations of price
ranipulation, front mmning, insider trading and blank
seling are heard more often. Regulatony rules exisis in a
numier of markets but the enforcement is weak. To further
add io the negation of lslamic objectives, practice of
borrowing and lending on inferest for carry ower
transactions past the setilement dates, short selling and
trading of debt mstuments are also prevalent m many
markets.

These factors call for a review of capital markets with a
focus to develop themn with Islamic orientation and growth
objectives. There are also some issues specific to efficient
functioning of Islamic capital markets, which also needs to
be addressed.

1. Product development to cover wider range of maturnty
structures and risk return spanning possiblties by Shariah
compatible producis.

2. Product standardization and figh convengence.
3. Measures fodecrease market segrnentation and their
CONSEUENCES.

4. Contact enforcement and protection of imwestors.
5. Designing capital market products for paricipation of
Islamiz Financial Instiutions in the capital market
6. Designing of infrastructure institutions to support
Shariah compatible products and Sharah confiming
rmarket practices.

It is hoped that a capital market that will exoche, will betber
cater to the inwestment needs and wider circulation of
wealth im society and i will directhy confribute to economic
growdh.

Challenges in the development of the global Islamic
Capital Market.

To dewelop the Islamic capital market some of the
challenges and initiatives are as under-

A wital ingredient for the development of the capital market
inchuding Islamic capital markef, is the creation of a
secondary frading platform  for the capital market
instrurments. This will provide invesiors with the flexibility n

;;,f NEFI & Modaraba
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