


SPECIALIZED COMPANIES DIVISION



Objective:	 To ensure protection of the interests of insurance policyholders and to promote sound development of the insurance	
industry.	

To develop and strengthen NBFCs by ensuring a comprehensive regulatory framework and its proactive enforcement 
through sustained monitoring in order to protect the interests of all stakeholders.

6.1	 Operational Structure

6.1.1	 Structure

The Specialized Companies Division (SCD) is primarily responsible for regulating and monitoring insurance companies, NBFCs and 
modarabas. Its core objective is to provide a conducive regulatory environment to foster growth in the non-banking financial sector, 
safeguard the financial system and protect the interests of shareholders, depositors and policyholders under the relevant laws. The 
SCD has been organized into the following Departments. 

i.	 Insurance Department 
The Insurance Department (ID) regulates and monitors the insurance sector and administers the relevant insurance laws. It consists 
of the following Wings:	

l	 Actuarial Services	
l	 Life Insurance Prudential Supervision	
l	 Non-life Insurance Prudential Supervision	
l	 Market Conduct Supervision	
l	 Enforcement and Prosecution

Specialized Companies Division
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ii.	 Non-banking Finance Companies Department
The Non-banking Finance Companies Department (NBFCD) is responsible for licensing and regulation of entities under its purview 
and their enforcement and compliance with applicable laws, rules and regulations. These include NBFCs (companies engaged in the 
business of leasing, investment finance services, discounting services, housing finance services, venture capital investment, asset 
management services or investment advisory services), mutual funds, venture capital funds, modaraba management companies and 
modarabas. The NBFCD consists of the following Wings:	

l	 NBFC-I	
l	 NBFC-II 	
l	 Modaraba	
l	 Monitoring and Inspection

6.1.2	 Management Team

The ID is headed by Mr. Shafaat Ahmad, Executive Director. He has over thirty years of experience in various Government organizations 
and has dealt with Pakistan’s insurance sector for more than thirteen years. He is assisted by a team of professionals overseeing the 
functions of the Wings.

Mr. Rashid Sadiq, Executive Director heads the NBFCD. He is a CA and has several years of executive experience with leading business 
groups. He is assisted by a team of professionals led by three Directors and Registrar Modaraba.  

6.1.3	 Laws Administered

i.	 Companies Ordinance, 1984
ii.	 Insurance Ordinance, 2000
iii.	 Modaraba Companies and Modaraba (Floatation and Control) Ordinance, 1980 
iv.	 Modaraba Companies and Modaraba Rules, 1981
v.	 Securities and Exchange Commission (Insurance) Rules, 2002
vi.	 Ministry of Commerce, Insurance Rules, 2002
vii.	 Non-banking Finance Companies (Establishment and Regulation) Rules, 2003
viii.	 Prudential Regulations for NBFCs and Modarabas
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6.2	 Sector Overview

6.2.1	 Insurance 

The insurance industry plays a crucial role in channeling contractual savings and long-term funds to the capital market as well as in 
social security and risk diversification. Sound and orderly development of insurance sector is necessary for rapid economic growth 
of the country. Over the years, a number of significant reforms have been undertaken to improve the institutional framework within 
which this sector operates, particularly through promulgation of the Insurance Ordinance to replace the Insurance Act, 1938 and 
vesting of regulatory authority with the Commission. 

As of 30 June 2004, there were fifty-three private sector insurance companies operating in the country, of which five were foreign 
while forty-eight were local enterprises. Of the forty-eight local companies, forty-six were engaged in non-life insurance business and 
two in life insurance business. In case of foreign insurers, three companies operated in non-life and two in life insurance sectors. As
of the close of the year, twenty-eight insurance companies were listed, having aggregate paid-up capital of Rs. 4,706.8 million.

The public sector in insurance industry comprised of four SOEs, namely, State Life Insurance Corporation of Pakistan (SLIC), National 
Insurance Company Limited (NICL), Pakistan Reinsurance Company Limited (PRCL) and Alpha Insurance Company Limited. The 
latter is the fully owned subsidiary of SLIC. While SLIC is engaged in life insurance business, NICL provides insurance coverage to 
public sector entities. PRCL remains the only local enterprise in the business of reinsurance and every non-life insurer operating in 
Pakistan is required to cede 10 percent of its premium to PRCL as compulsory cession.

With the strengthening of the domestic economy, the insurance sector has also witnessed growth. However, much remains to be 
desired as the contribution of premium income to Gross National Product (GNP) is very low – premium income of insurance industry 
accounted for only 0.70 percent of GNP in 2003 – as compared to other developing countries. 

During the year ended 31 December 2003, the industry recorded growth of 24.79 percent in combined life and non-life insurance 
premium income, which increased to Rs. 32.35 billion by the close of the year from Rs. 25.92 billion in the previous year. Similarly, 
total benefits and gross claims paid by the insurance industry during the year increased by 11.3 percent to Rs. 20.60 billion. Insurance 
fund assets also exhibited improvement, increasing by 14.65 percent to Rs. 144.99 billion in 2003 from Rs. 126.46 billion during the 
previous year. Investment of insurance funds in government securities and listed equities, etc. accounted for the largest share of 70.06 
percent (i.e. Rs. 101.52 billion) in total fund assets of the industry.

i.	 Life Insurance
The life insurance sector was spurred by substantial increase in unit-linked and endowment business. It recorded a first year premium 
growth of 37 percent during the year ended 31 December 2003. The collection increased to Rs. 2.415 billion in 2003 from Rs. 1.763 
billion during the preceding year. Combined market share of the three local life insurance companies in first year premium remained 
89 percent, of which 74 percent was collected by SLIC.
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Table 21 - Premium Written by Life Insurance Companies (January 2003 - December 2003)

The premium written by life insurance companies during the year ended 31 December 2003 is given in the table below.

Chart 14 - First Year Premium Written by Life Insurance Companies

	American Life		 Metropolitan	 New			
Insurance	 EFU Life	 Life Assurance	 Jubilee Life			
Company	 Assurance	 Company of	 Insurance	 SLIC	 Total	(Pakistan)	 Limited	 Pakistan	 Company	
Limited	 (EFU)	 Limited	 Limited	
(ALICO)		 (METRO)	 (NJLI)

(Rs. in million)

Gross Premium	
First year	   99	 358	 3	 161	 1,795	 2,415
Second year renewal	 57	 206	 4	 70	 1,059	 1,395 
Subsequent year renewal 	        79	 370	 18	 140	 4,770	 5,376 
Total Individual Life Premium	 234	 933	 25	 370	 7,623	 9,186 
Single Premium Individual Policies	 -	 617	 -	 96	 -	 7 1 3  
Group Policies	 112	 384	 26	 314	 2,288	 3,123 
Annuities	 -	 -	 -	 -	 7	 7 
Total Gross Premium	 346	 1,933	 51	 780	 9,918	 13,029 
Less: Reinsurance Premium Ceded	
On individual policies	 20	 40	 -	 16	 30	 1 1 4  
On group policies	 13	 142	 14	 83	 7	 2 5 2  
Total Reinsurance Premium Ceded	 33	 182	 14	 99	 37	 3 6 7  
Net Premium	 313	 1,751	 37	 681	 9,881	 12,662
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During the year ended 31 December 2003, gross premium increased to Rs. 13.03 billion from Rs. 10.31 billion in the previous year. 
While SLIC remained the dominant player, its share in gross premium decreased from 82 percent in 2002 to 76 percent in 2003. The
chart below presents the market share of life insurance companies in terms of gross premium written during the year.   

Chart 15 - Gross Premium Written by Life Insurance Companies

Total claims paid by life insurance companies also increased during the year ended 31 December 2003 to Rs.6.93 billion. Individual 
life claims accounted for 66 percent of this amount as compared to group claims of 34 percent. Reinsurance recoveries were Rs. 240 
million, which represent 3 percent of gross claims.

Total assets of life insurance companies increased by 13 percent to Rs. 107.62 billion in 2003. As much as 81 percent of the assets 
remained invested in government securities and listed equities. Growth in assets of two life insurers offering unit-linked policies was 
impressive as their assets grew by more than 70 percent over the previous year.  The asset size of life insurance companies during 
the years 2002 and 2003 is presented below.
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Chart 16 - Assets of Life Insurance Companies as on 31 December 2002 and 2003
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ii.	 Non-life Insurance 
The private sector, non-life insurance business was largely dominated by top ten insurance companies, which accounted for almost 
85 percent of the total premium written by the sector. The total gross direct premium written by non-life insurance companies, 
excluding that by the state owned NICL, increased by 19 percent to Rs. 15.62 billion during the year ended 31 December 2003. Of 
this amount, Rs. 13.30 billion was written by the ten largest insurance companies while the remaining thirty-nine companies underwrote 
the balance of Rs. 2.32 billion. The premium underwritten by NICL during the year amounted to Rs. 3.699 billion.

Fire and property damage insurance portfolio of non-life insurance sector increased to Rs. 6.74 billion while marine, aviation and 
transport insurance and motor (including miscellaneous) insurance increased to Rs. 4.50 billion and Rs. 7.87 billion, respectively, 
during the year ended 31 December 2003. 

The market share of non-life insurance companies, in terms of gross premium written during the year, is presented below. 

Chart 17 - Share of Private Sector Non-life Insurance Companies in Gross Premium

The industry incurred claim expenses amounting to Rs. 13.68 billion during the year. Of this, Rs. 5.44 billion represented net claim 
expenses after deducting all reinsurance recoveries. The details are given in Table 22.
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1	 Fire	 5,262	 1,026

2	 Marine	 2,562	 759

3	 Miscellaneous	 5,206	 3,248

4	 Treaty	 647	 411	

Total	 13,677	 5,444

Table 22 - Claim and Net Claim Expenses of Non-life Insurance Companies (January 2003 - December 2003)

S. No.	 Classes	 Claim Expenses	 Net Claim Expenses

During the year ended 31 December 2003, total assets of non-life insurance sector increased by 21 percent to Rs. 37.377 billion. 
Investments in shares and debentures, including government securities, constituted the largest component. As compared to the 
previous year, investments showed an increase of 36 percent, rising to Rs. 14.886 billion during the year.

Rs. in million



During the year, management control of the largest non-life insurance company in Pakistan, namely, Adamjee Insurance Company 
Limited was taken over by Mansha Group from Adamjee Group. Earlier Adamjee Group filed a case against the takeover, which was 
dismissed by the Supreme Court of Pakistan. The AGM of the company was held on 29 May 2004 in which six out of nine directors 
were elected from Mansha Group. Election of new directors was duly approved by the Commission after fulfillment of requirements 
of Section 12 of Insurance Ordinance.

6.2.2	 Leasing

In Pakistan, leasing has rapidly gained prominence because of ease in obtaining the facility as compared to conventional forms of 
financing, inherent tax benefits and flexibility to cater to the needs of customers. Despite severe competition, the sector in general 
has experienced impressive growth over the years. It has proven to be an important source of financing by filling in gaps in the range 
of financial services being provided. The presence of commercial banks and DFIs in the lease market has affected margins of NBFCs 
engaged in the business of leasing albeit their capability of offering large ticket leasing has enhanced the leasing options.

During the year under review, the number of NBFCs exclusively undertaking the business of leasing decreased from twenty-nine to twenty-
three because of mergers and acquisitions. Three companies, namely, Paramount Leasing Limited, First Leasing Corporation Limited and 
Pacific Leasing Company Limited merged into First Standard Investment Bank Limited. The new entity was named Crescent Standard 
Investment Bank Limited. Another leasing company, namely, NDLC merged with International Finance Investment and Commerce Bank 
Limited (IFIC Bank Limited) of Bangladesh and became NDLC-IFIC Bank Limited. Moreover, Dawood Leasing Company Limited changed 
to First Dawood Investment Bank Limited while KASB Leasing Company Limited merged with KASB Bank Limited.

The leasing sector exhibited significant growth in its operations during the year. The total assets of the sector increased by 19 percent 
to Rs. 44.65 billion. Similarly, net investment in leases increased by almost 15 percent to Rs. 33.09 billion. However, borrowing from 
general public through Certificates of Investment (COIs) decreased by 4 percent over the year, indicating that investment in leasing 
was financed from sources other than public deposits.
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Key statistics of the leasing sector as on 30 June 2004, based on un-audited statements, are given in the following table.

(Rs. in thousand)

	1	 Asian Leasing Corporation Limited 	 93,020	 119,710	 11,097	 -		
2	 Askari Leasing Limited	 885,434	 7,390,179	 5,294,148	 4,607,895		
3	 Capital Assets Leasing Corporation Limited	 131,041	 370,980	 275,575	 17,000		
4	 Crescent Leasing Corporation Limited	 492,362	 3,479,150	 2,164,144	 548,282		
5	 English Leasing Limited	 76,942	 212,470	 60,298	 3,866		
6	 Grays Leasing Limited	 263,911	 1,079,632	 1,024,640	 45,200		
7	 Ibrahim Leasing Limited	 389,184	 784,491	 704,322	 -		
8	 Inter Asia Leasing Company Limited	 6,418 	 139,447	 38,053	 60,500		
9	 International Multi Leasing Corporation Limited	 82,284	 91,846	 59,145	 -		
10	 Lease Pak Limited	 (4,346)	 177,347	 71,843	 -		
11	 National Asset Leasing Corporation Limited	 24,968	 137,555	 49,365	 2,805		
12	 Natover Lease and Refinance Limited	 202,945	 548,509	 164,562	 25		
13	 Network Leasing Corporation Limited	 224,868	 1,565,068	 714,222	 10,000		
14	 Orix Leasing Pak Limited	 1,781,809	 13,170,911	 11,325,338	 746,148	
15	 Pak Gulf Leasing Company Limited 	 221,273	 545,206	 492,747	 16,560		
16	 Pakistan Industrial and Commercial Leasing Limited	 (3,784)	 542,884	 315,523	 4,890		
17	 Saudi Pak Leasing Company Limited	 350,530	 3,755,312	 2,501,559	 1,335,469		
18	 Security Leasing Corporation Limited	 355,250	 2,329,067	 1,535,757	 260,250		
19	 Sigma Leasing Corporation Limited	 260,624	 1,123,027	 744,468	 204,056		
20	 SME Leasing Limited	 237,472	 869,106	 782,192	 -		
21	 Trust Leasing Corporation Limited	 637,998	 2,104,314	 1,412,473	 134,873		
22	 Union Leasing Company Limited	 464,271	 3,886,588	 3,320,593	 1,425,017		
23	 Universal Leasing Corporation Limited	 199,001	 224,766	 31,326	 -			

 Total	 7,373,475	 44,647,565	 33,093,390	 9,422,836

			Total	 Total	 Net		
S. No.	 Name of Company	 Equity	 Assets	 Investment	 COIs					

in Leases

6.2.3	 Mutual Funds

The mutual funds industry in Pakistan continued to exhibit a growing trend. This growth is attributable to an effective regulatory 
regime, presence of qualified and experienced fund managers, continued higher corporate earnings, reduction in interest rates and 
a buoyant capital market. Total net assets of the mutual funds sector approximately doubled over the year and amounted to Rs. 100 
billion as on 30 June 2004. The rate of dividends given out by mutual funds also improved considerably during the year and as a 
result, investors and promoters were attracted to the mutual funds industry, particularly towards open-end funds.

To date, thirteen open-end schemes have been authorized by the Commission in the private sector, of which eleven have been floated 
since March 2002. Recently, the closed-end mutual funds sector also witnessed renewed activity with the authorization and public 
offering of two new funds in trust structure.



Table 24 - Key Statistics of Closed-end Funds
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Key statistics of closed-end funds as on 30 June 2004, based on un-audited monthly statements, are given in Table 24.

	1	 ABAMCO Capital Fund (A)	 1,193.78	 10.00	 20.06	 N.A.	 16.10	 N.A.	 -	 N.A.	 N.A.		
1st ICP				 24.66		 16.75	 -	 16.00-15.00B	 17.00		
3rd ICP				 30.14		 20.00	 -	 20.00-10.00B	 29.00		
8th ICP				 33.16		 25.25	 -	 24.00-12.50B	 48.00		
11th ICP				 33.04		 19.20	 -	 18.00-12.50B	 28.00		
12th ICP				 26.86		 15.50	 -	 17.50-7.50B	 23.00		
15th ICP				 27.36		 15.60	 -	 21.00-10.00B	 17.00		
19th ICP				 19.92		 18.50	 -	 21.00-10.00B	 23.00		
20th ICP				 29.58		 18.10	 -	 16.00-15.00B	 21.00	

2	 ABAMCO Composite Fund	 3,000.00	 10.00	 10.07	 N.A.	 9.40	 N.A.	 -	 N.A.	 N.A.	
3	 ABAMCO Stock Market Fund (B)	 500.00	 10.00	 23.87	 N.A.	 20.90	 N.A.	 -	 N.A.	 N.A.		

21st ICP				 7.80		 7.25	 -	 20.00-10.00B	 9.00		
23rd ICP				 7.89		 6.70	 -	 32.50-17.50B	 -		
25th ICP				 15.78		 14.05	 -	 24.00-12.50B	 7.50	

4	 Al-Meezan Mutual Fund Limited	 775.00	 10.00	 15.91	 19.08	 15.45	 18.40	 -	 20.00-10.00B	 16.00	
5	 Asian Stock Fund Limited 	 100.00	 10.00	 6.51	 5.91	 8.20	 4.00	 -	 -	 -	
6	 BSJS Balanced Fund Limited	 1,054.00	 10.00	 15.44	 19.38	 12.95	 20.30	 -	 15.00-10.00B	 15.00	
7	 Dominion Stock Fund Limited	 50.00	 10.00	 1.97	 3.43	 3.40	 8.50	 -	 2.00	 -	
8	 First Capital Mutual Fund Limited	 150.00	 10.00	 7.90	 8.85	 6.85	 5.60	 -	 25.00	 -	
9	 Fourth ICP Mutual Fund	 122.50	 10.00	 46.36	 59.01	 35.10	 40.90	 -	 32.50-17.50B	 45.00	

10	 Golden Arrow Selected Stocks Fund Limited	 100.50	 5.00	 9.46	 7.39	 10.40	 6.00	 -	 22.00- 24.00B	 -	
11	 ICP State Enterprises Mutual Fund	 1,260.00 	 10.00	 53.90	 52.08	 47.25	 45.55	 10.00(i)	 35.00	 26.00	
12	 Investec Mutual Fund Limited	 100.00	 10.00	 2.27	 2.50	 2.80	 8.25	 -	 2.00	 -	
13	 Pakistan Capital Market Fund	 1,500.00	 10.00	 10.79	 N.A.	 10.25	 N.A.	 -	 N.A.	 N.A.	
14	 Pakistan Premier Fund Limited	 675.00	 10.00	 18.10	 16.33	 19.20	 14.20	 12.5(i)	 12.50B	 5.00	
15	 PICIC Investment Fund (C)	 284.08	 10.00	 19.96	 N.A.	 18.00	 N.A.	 -	 N.A.	 N.A.		

2nd ICP				 21.38		 19.15	 -	 10.00-15.00B	 18.00		
5th ICP				 25.10		 18.40	 -	 10.00-15.00B	 17.00		
6th ICP				 43.83		 32.40	 -	 25.00-15.00B	 30.00		
7th ICP				 26.29		 18.75	 -	 10.00-15.00B	 15.00		
9th ICP				 34.91		 33.00	 -	 40.00-15.00B	 165.00		
10th ICP				 34.35		 24.00	 -	 15.00-15.00B	 60.00		
13th ICP				 65.86		 48.70	 -	 33.00-15.00B	 35.00		
14th ICP				 24.28		 17.50	 -	 10.00-15.00B	 13.00		
16th ICP				 19.92		 14.60	 -	 10.00-15.00B	 10.00		
17th ICP				 26.08		 18.25	 -	 10.00-15.00B	 16.00		
18th ICP				 19.67		 13.45	 -	 10.00-15.00B	 12.00		
22nd ICP				 17.01		 12.95	 -	 10.00-15.00B	 11.00		
24th ICP				 9.81		 7.55	 -	 12.00	 -	

16	 Prudential Stocks Fund Limited	 60.00	 10.00	 4.08	 3.85	 8.05	 3.45	 -	 -	 2.50	
17	 Safeway Mutual Fund Limited 	 165.00	 10.00	 26.36	 17.09	 16.00	 10.00	 -	 10.00B	 -	
18	 Tri-Star Mutual Fund Limited	 50.00	 10.00	 6.47	 5.10	 3.10	 1.65	 -	 1.00	 -		

Total 	 11,139.86

		Listed	 Par	 Net Asset	 Market	 Dividend
S. No.	 Name of Fund	 Capital	 Value	 Value (NAV)	 Value	

%		
(Rs. in	 (Rs.)	

(Rs.)	 (Rs.)		

million)		 2004	 2003	 2004	 2003	 2004	 2003	 2002

(A)	 1st, 3rd, 8th, 11th, 12th, 15th, 19th and 20th ICP Mutual Funds have merged into ABAMCO Capital Fund.
(B)	 21st, 23rd and 25th ICP Mutual Funds have merged into ABAMCO Stock Market Fund.
(C)	 2nd, 5th, 6th, 7th, 9th, 10th, 13th, 14th, 16th, 17th, 18th, 22nd and 24th ICP Mutual Funds have merged into PICIC Investment Fund.
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6.2.4	 Modarabas

In pursuance to Islamization of economy, the Modaraba Ordinance was promulgated in 1980 followed by the issuance of Modaraba 
Rules. The modaraba sector has an established legal framework that allows flexibility to undertake any business activity, which is not 
against the injunctions of Islam.

During the last two decades, modarabas have provided attractive investment opportunities to investors based on dividend yield. As 
on 30 June 2004, there were thirty-seven modarabas in existence with an aggregate paid-up fund of Rs. 8.41 billion. Total assets of 
the modaraba sector stood at Rs. 18.75 billion while total equity amounted to Rs. 9.03 billion as on the close of the year.

Key statistics of open-end funds as on 30 June 2004, based on un-audited monthly statements, are presented in the table below.

Table 25 - Key Statistics of Open-end Funds

		Public Sector 	

1	 National Investment (Unit) Trust	 54,218.00	 10.00 	 34.34 	 34.60 	 33.05 	 25.50	 17.50	 12.00		

Private Sector 	

2	 Atlas Income Fund	 371.32	 500.00	 500.21	 529.24	 518.86	 -	 N.A.	 N.A.	

3	 Crosby Dragon Fund	 369.36	 100.00	 102.20	 N.A.	 N.A.	 -	 N.A.	 N.A.	

4	 Dawood Money Market Fund 	 1,313.82	 100.00	 107.12	 109.94	 106.90	 7.00B	 -	 N.A.	

5	 Faysal Balanced Growth Fund	 2,073.62	 100.00	 99.50	 100.77	 98.70	 -	 N.A.	 N.A.		

6	 Meezan Islamic Fund	 1,258.17	 50.00	 63.49	 62.50	 61.25	 15.00B	 N.A.	 N.A.		

7	 MetroBank Pakistan Sovereign Fund		

(MSF)									

MSF -12/05	 10.85	 50.00	 50.21	 N.A.	 N.A.	 -	 -	 N.A.		

MSF -12/07	 11.70	 50.00	 48.83	 N.A.	 N.A.	 -	 -	 N.A.		

MSF -12/12	 444.88	 50.00	 44.97	 N.A.	 N.A.	 -	 -	 N.A.		

MSF- Perpetual	 462.23	 50.00	 44.46	 N.A.	 N.A.	 -	 -	 N.A.	

8	 Pakistan Income Fund	 3,400.53	 50.00	 54.53	 55.26	 54.51	 9.00B	 40.00B	 11.66B	

9	 Pakistan Stock Market Fund	 1,051.64	 50.00	 111.99	 115.24	 112.36	 60.00B	 12.00B	 8.94B	

10	 Unit Trust of Pakistan (UTP)	 3,300.30	 5,000.00	 7,101.00	 8,782.00	 8,608.00	 -	 25.00	 15.00	

11	 UTP – Income Fund	 1,285.95	 500.00	 540.00	 549.25	 538.25	 -	 9.50	 N.A.	

12	 UTP – Islamic Fund	 641.91	 500.00	 692.57	 701.50	 687.50	 -	 8.00	 N.A.	

13	 United Money Market Fund	 2,067.78	 100.00	 104.72	 UMF-A	 UMF-A	 -	 -	 N.A.						

104.98	 104.98						

UMF-C	 UMF-C	 -	 -	 N.A.						

104.98	 103.93

S. No. Name of Fund
Net Assets

(Rs. in
million)

Par Value
(Rs.)

NAV
(Rs.)

Market Value Dividend (%)

Offer
Price
(Rs.)

Re-
purchase
Price (Rs.)

2004 2003 2002
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Table 26 - Key Statistics of Modaraba Sector

Key statistics of the modaraba sector as on 30 June 2004, based on un-audited statements, are given in Table 26.

(Rs. in million)

1	 Al-Noor Modaraba	           210.00	           72.24	         282.24	 342.86 
2	 Al-Zamin Leasing Modaraba	           254.72	           89.44	         344.16	 1,737.84 
3	 B.F. Modaraba	             51.41	           11.21	           62.62	 64.32 
4	 B.R.R. International Modaraba	           481.94	         361.71	         843.65	 1,659.74 
5	 First Allied Bank Modaraba	           350.00	         (96.12)	         253.88	 449.63 
6	 First Constellation Modaraba	             64.63	             8.82	           73.45	 108.67 
7	 First Elite Capital Modaraba	           113.40	           (1.70)	         111.70	 130.05 
8	 First Equity Modaraba	           262.00	         263.00	         525.00	 583.00 
9	 Fayzan Manufacturing Modaraba	           900.00	           21.10	         921.10	 1,367.00 
10	 First Fidelity Leasing Modaraba	           206.33	           72.73	         279.06	 463.81 
11	 Financial Link Modaraba	           100.00	         (52.87)	           47.13	 509.61 
12	 First Grindlays Modaraba	           374.00	         473.00	         847.00	 2,339.00 
13	 Guardian Modaraba	           163.13	         151.43	         314.56	 1,019.12 
14	 Habib Bank Modaraba, 1st	           397.07	         247.84	         644.91	 815.11 
15	 First Habib Modaraba	           252.00	         218.00	         470.00	 1,987.00 
16	 First Hajveri Modaraba	           205.00	       (144.00)	           61.00	 68.00 
17	 First IBL Modaraba	           116.88	           32.98	         149.86	 252.39 
18	 First Imrooz Modaraba	             30.00	           44.86	           74.86	 134.21 
19	 First Interfund Modaraba	             77.56	         (52.72)	           24.84	 30.28 
20	 Investec Modaraba, 1st	             30.00	         (71.35)	         (41.35)	 18.29 
21	 First Islamic Modaraba	           100.00	           10.87	         110.87	 139.69 
22	 Long Term Venture Capital Modaraba	           395.92	       (409.05)	         (13.13)	 115.84 
23	 First Mehran Modaraba	             83.16	         (36.29)	           46.87	 48.74 
24	 Modaraba Al-Mali	           182.57	           75.27	         257.84	 319.27 
25	 Modaraba Al-Tijarah	             75.78	         (71.81)	             3.97	 13.51 
26	 First National Modaraba	             51.80	         (42.49)	             9.31	 24.19 
27	 First National Bank Modaraba	           250.00	             4.88	         254.88	 394.26 
28	 First Pak Modaraba	           125.40	         (33.56)	           91.84	 99.47 
29	 First Paramount Modaraba	             50.00	           17.91	           67.91	 121.92 
30	 Prudential Modaraba, 1st	           872.18	       (368.18)	         504.00	 556.79 
31	 First Punjab Modaraba	           340.20	         130.96	         471.16	 1,041.78 
32	 Tri-Star Modaraba, 1st	           140.80	         (23.25)	         117.55	 118.97 
33	 Tri-Star Modaraba, 2nd	           128.70	         (70.02)	           58.68	 63.03 
34	 Trust Modaraba	           273.00	         163.69	         436.69	 554.92 
35	 First UDL Modaraba	           263.87	           62.05	         325.92	 794.26 
36	 Unicap Modaraba	           136.40	       (138.35)	           (1.95)	 12.66 
37	 Unity Modaraba *	           300.00	       (300.49)	           (0.49)	 247.00 	

Total	        8,409.85	         621.74	      9,031.59	 18,746.23
* Based on un-audited statements as on 31 December 2003.

S. No.	 Name of Modaraba	 Paid-up 	 Reserves	 Equity	 Total 		
Fund			 Assets
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1	 Asset Investment Bank Limited	 25,279	 47,936	 93,442	 115,345	 (197,945)
2	 Atlas Investment Bank Limited	 2,340,805	 21,076	 5,877,240	 1,236,907	 743,261
3	 Crescent Standard Investment Bank Limited	 1,253,766	 3,385,027	 6,452,953	 2,296,752	 903,088
4	 Escort Investment Bank Limited	 1,132,748	 503,028	 2,765,687	 1,129,757	 451,766
5	 First Credit and Discount Corporation Limited	 1,201,624	 -	 1,354,434	 -	 440,043
6	 First Dawood Investment Bank Limited	 2,580,495	 7,414	 5,112,445	 1,737,974	 704,687
7	 First International Investment Bank Limited	 904,224	 442,674	 3,434,493	 945,398	 562,017
8	 Islamic Investment Bank Limited*	  2,188,026	 158,850 	 2,550,497	  2,048,445	 (427,191)
9	 Jehangir Siddiqui Investment Bank	 1,660,437	 116,198	 3,501,739	 996,064	 1,090,905

10	 Orix Investment Bank Limited	 1,325,038	 813,220	 2,771,653	 745,713	 476,528
11	 Prudential Investment Bank Limited	 42,595	 67,938	 183,624	 188,182	 (402,834)
12	 Security Investment Bank Limited	 1,475,225	 356,465	 2,088,968	 481,367	 541,969	

Total	 16,130,262	 7,062,219	 36,187,175	 11,921,904	 4,886,294

6.2.5	 Investment Finance

The concept of investment banking as a separate functional entity began to take shape in Pakistan in 1987 when the private sector 
was allowed to set up investment banks. The first investment bank commenced operations in 1989. At present, there are twelve NBFCs 
undertaking investment finance services in the country. The scope of activities of investment banks includes money market operations,
capital market activities, project financing and corporate financial services along with other multifarious activities.

As on 30 June 2004, the aggregate equity base of the sector was Rs. 4.88 billion against aggregate asset base of Rs. 36.18 billion, 
indicating a marginal increase over last year. Certificates of deposits constituted a major source of funding and amounted to Rs. 11.9 
billion. During the year under review, NBFCs engaged in investment finance services focused their operations on capital and money 
market activities as evident from aggregate investments of Rs. 16.13 billion that represented 45 percent of total assets.

During the year, winding up petitions were filed against two investment banks due to their precarious financial condition. Moreover, 
First Standard Investment Bank renamed itself as Crescent Standard Investment Bank after its merger with three leasing companies 
while Dawood Leasing Company Limited transformed into First Dawood Investment Bank Limited. 

Key statistics of NBFCs undertaking investment finance services as on 30 June 2004, based on un-audited statements, are given in 
the following table.
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Table 27 - Key Statistics of NBFCs undertaking Investment Finance Services

(Rs. in thousand)

S. No. 	 Name of Investment Bank	 Investments	 Advances	
Total 	 Deposits	 Total				
Assets		 Equity

* Based on un-audited statements as on 29 May 2004.



6.2.6	 Housing Finance 

Housing finance is essentially available through three major sources, i.e. state-owned House Building Finance Corporation (HBFC), 
NBFCs in the private sector and some commercial banks. Recent regulatory reforms have brought private housing lenders, operating 
under the umbrella of NBFC, to the regulatory purview of the Commission.

Over the past years, growth in the housing finance sector has remained stagnant due to complex operational and legal framework, 
insufficient tenancy laws, weak enforcement of contracts and inadequate recovery of mortgage finances. However, given the recent 
focus of the Government on developing this sector, it is expected that the housing finance sector will gain requisite strength in the 
coming years. 

The housing finance sector is dominated by HBFC, which holds more than 90 percent of total assets, advances, investments and equity 
in the sector. Other than HBFC, three companies were exclusively engaged in providing housing finance services during the year 
under review. One of these companies – previously in voluntary liquidation – applied to the Commission, towards the close of the 
year, for relaxation in equity requirement to obtain license under the NBFC Rules.

Key statistics of the housing finance sector as on 30 June 2004, based on un-audited statements, are given as follows.

Table 28 - Key Statistics of Housing Finance Sector
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1	 Asian Housing Finance Limited	 -	 -	 154,000 	 19,588	 103,872

2	 Citibank Housing Finance Company Limited	 -	 14,676	 135,428	 -	 133,813

3	 HBFC	 4,223,426	 11,562,867	 19,752,370	 -	 4,759,408

4	 International Housing Finance Limited	 29,184	 332,280	 440,042	 2,230	 276,468	

 Total	 4,252,610	 11,909,823	 20,481,840	 21,818	 5,273,561

S. No. 	 Name of Company	 Investments	 Advances	 Total 	 Deposits	 Total				
Assets		 Equity

6.2.7	 Discounting

The discounting business in Pakistan is still under-developed. Furthermore, there are no well-defined rules for undertaking discounting 
services. The Commission is presently working, in consultation with the industry representatives, to develop necessary legal framework 
for the purpose. Of the three discount houses in the country, only one was operational during the year under review whereas the 
remaining two were in liquidation.  

6.2.8	 Venture Capital 

During the year under review, the venture capital sector continued its trend of slow but steady growth as the third venture capital 
company, namely, AMZ Ventures Limited was registered and licensed by the Commission. AMZ Ventures Limited has been set up with 
the objective of building up transcription production facilities in Pakistan while concurrently acquiring medical transcription companies 
in the USA.
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It was in the year 2002 that TMT Ventures Limited became the first licensed venture capital company in the country. The same year 
it established Pakistan’s first venture capital fund, namely, TMT-PKIC Incubation Fund, in collaboration with Pak-Kuwait Investment 
Company, to invest in start-up companies in the technology, telecommunications and media industries. TMT-PKIC Incubation Fund, 
to date, remains the only venture capital fund in Pakistan.

Subsequently, during 2003, TRG Pakistan Limited obtained license from the Commission to undertake venture capital investment. 
The company provides offshore service facilities mainly in the call center business. Using the principle of labor arbitrage between the 
USA and Pakistan, it focuses on acquiring USA telephone answering services and call centers and shifting their service delivery to low 
cost off-shore facilities in Pakistan. 

As is evident, the venture capital sector is in its nascent stages of development in Pakistan. However, given the large pool of low cost 
technical manpower available in the country in the fields of IT, telecommunications and media, the venture capital sector has immense 
potential to become globally competitive in terms of quality, consistency and delivery.

6.3	 Performance Review

The ID undertook significant measures to promote sound development of the insurance sector as well as to protect the interests of 
policyholders. During the year under review, a new company, being the subsidiary of Pakistan Industrial Credit and Investment 
Corporation (PICIC), was registered as an insurance company. 

In view of the need for suitable retirement savings plans, the Government decided to introduce private pension schemes in the country. 
Regulation of such schemes was entrusted to the Commission. During the year, the Commission set up a task force to prepare a 
scheme and necessary rules for introduction of VPS in the country. On the basis of recommendations made by the task force and in 
light of international experiences, a VPS was designed by the Commission. Pursuant to the scheme’s approval in principle by the
Ministry of Finance, the Commission prepared draft VPS Rules during the year, which would be finalized shortly.

In order to provide a legal framework for takaful business in the country, the ID initiated the preparation of necessary rules during 
the course of the year. Takaful is an Islamic mode of insurance, which provides for mutual financial aid and assistance to participants 
in case of occurrence of certain contingencies and whereby participants mutually agree to contribute to a common fund for the 
purpose.

During the year, the Commission joined the International Association of Insurance Supervisors (IAIS). Its membership was subject 
to approval in the AGM of IAIS, to be held in Jordan in October 2004. Moreover, the Commission obtained membership of INPRS, 
subsequent to the close of the year, in consideration of its mandate to regulate VPS.

The main focus of the NBFCD, during the year under review, remained on facilitating the development of non-banking financial sector 
and mutual funds industry by ensuring the existence of a conducive regulatory environment along with effective monitoring and 
enforcement activities.

After completion of necessary procedures, licenses to undertake various forms of businesses as NBFCs were issued to six companies 
and three DFIs. In addition, licenses of existing NBFCs were renewed as necessary to enable them to carry on their operations smoothly. 
In case of mutual funds, the Commission authorized four open-end and two closed-end funds for public offer during the year. These 
venues enabled the public at large to participate in portfolio investment schemes. Furthermore, one company was licensed to undertake 
venture capital investment.
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In order to promote sound corporate governance and to introduce a uniform set of requirements, prudential regulations for NBFCs 
were issued and prudential regulations for modarabas were revised during the year. 

The Commission proactively pursued consolidation in the financial sector. In terms of Section 282L of the Companies Ordinance, which 
empowers the Commission to sanction merger schemes of NBFCs, it sanctioned the merger proposal of four NBFCs. Moreover, it granted 
No Objection Certificates (NOCs) in response to eight merger proposals received from companies/modarabas during the year. 

6.4	 Development of Laws

6.4.1	 Draft Pension Rules

The Government took a serious note of the lack of awareness among the public about the need for retirement savings and the non-
availability of suitable pension schemes in the market. Consequently, it decided that new private pension schemes be introduced in 
the country and regulation of such schemes was entrusted to the Commission.

During the year, the Commission set up a task force to prepare a scheme and necessary rules for introduction of VPS in the country. 
On the basis of recommendations made by the task force and in light of the study of Kazakhstan pension system, a scheme of VPS 
was designed. The same was approved in principle by the Ministry of Finance. Under the proposed system, pension fund management 
companies would be approved and regulated by the Commission. Life insurance companies would also be authorized by the Commission 
to run the schemes as well as offer annuity contracts. Certain tax incentives would also be made available to make VPS attractive to 
fund managers and pensioners.

Upon approval of the scheme of VPS by the Ministry of Finance, the Commission drafted VPS Rules. In this regard, necessary input 
of the World Bank experts was also sought. The draft Rules were submitted to the Ministry of Finance for necessary action after the 
close of the year. 

6.4.2	 Prudential Regulations for NBFCs 

During the year under review, the Commission issued the prudential regulations for NBFCs. The objective behind the issuance of 
these regulations is to provide a uniform set of requirements for NBFCs in order to improve their risk management capabilities and 
to promote corporate governance in the non-banking financial sector in Pakistan. The regulations became effective from 21 January 
2004. 

The prudential regulations for NBFCs have been divided into four segments. Part-I contains a comprehensive set of definitions, covering 
all activities and functions of NBFCs, Part-II lays down guidelines for risk management in respect of corporate borrowers and individual 
borrowers, Part-III lays down regulations pertaining to the operation of NBFCs, while Part-IV encompasses the KYC and AML 
requirements. 

6.4.3	 Prudential Regulations for Modarabas

It was considered expedient to revise the prudential regulations for modarabas to provide an updated framework for governing their 
operations and risk management processes. The regulations were originally issued in April 2000. 

During the course of the year, the revised prudential regulations for modarabas were finalized in consultation with MAP and SBP and 
issued to modarabas for compliance. The Commission also approved standardized forms for modarabas for taking deposits from 
corporate and individual investors, in line with the KYC requirements.
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6.5	 Regulatory Actions

6.5.1	 Registration of PICIC Insurance Limited

During the year, the Commission granted approval to PICIC Insurance Limited under Section 6 of the Insurance Ordinance. The newly 
established company is a subsidiary of PICIC. It is expected that entry of new insurers will help to strengthen the insurance industry 
through product diversification, lower premium rates and higher quality of service to policyholders.

6.5.2	 Issuance of Licenses to NBFCs

Under Rule 5 of NBFC Rules, the Commission issued licenses to nine companies to undertake various forms of businesses as NBFCs. 
Of these, one company, namely, Dawood Leasing Limited was issued licenses to carry out two different functions. Accordingly, three 
licenses were issued to companies for undertaking the business of leasing, two for investment finance services, three for housing 
finance services and two for investment advisory services. 

During the year, existing NBFCs applied for renewal of licenses in terms of Rule 5 (4) of NBFC Rules. After detailed examination of 
their financial health, the Commission renewed twelve licenses.

6.5.3	 Formation of New NBFCs  

During the year, the Commission received six applications to seek permission for forming NBFCs under Rule 4 of NBFC Rules. The 
Commission granted NOC to PICIC Asset Management Company Limited and Deewan Investment and Finance Corporation while 
three applicants were asked to complete necessary formalities. One application was refused for non-compliance with the relevant 
rules and regulations.

6.5.4	 Public Offering of Mutual Funds

During the year under review, following funds were cleared for public subscription.

i.	 Atlas Income Fund 
The Atlas Income Fund was launched with a capital of Rs. 300 million, which has increased to Rs. 380 million. Target investments of 
the Fund include corporate debt instruments, government securities, COT, etc. Composition of its portfolio depends on market 
conditions and exposure limits stipulated in NBFC Rules. 

ii.	 Crosby Dragon Fund 
The Crosby Dragon Fund was established to generate competitive returns for investors while considering their risk aptitude. It was 
launched with seed money of Rs. 260 million, which has grown to Rs. 378 million. Primarily, it is an equity fund with the option of a 
mix of investments in selected debt based and fixed income securities. The Fund’s investment strategy targets securities having 
prospects of capital appreciation and marketability. 

iii.	 Meezan Islamic Fund
The Meezan Islamic Fund provides an investment avenue to those who prefer to invest in ‘Shariah compliant’ instruments. The Fund 
attracted Rs. 519 million from investors as seed capital. Presently, it has grown above Rs. 1,000 million. Investment strategy of the 
Fund requires it to invest 50 percent or more of its resources in listed securities.  It has appointed a Shariah Adviser, which sets out 
the criteria for selection of listed or unlisted securities for the Fund.



iv.	 Pakistan Capital Market Fund 
This is the first closed-end fund floated since 1996. The size of Pakistan Capital Market Fund was Rs. 1,500 million, of which certificates 
valuing Rs. 375 million were earmarked for public while those amounting to Rs. 1,125 million were subscribed by pre-IPO investors. 

v.	 ABAMCO Composite Fund 
The main objective of the ABAMCO Composite Fund is to enable certificate holders to participate in a diversified portfolio of securities 
in the capital and money markets. The Fund has committed to follow a strategy of investing primarily in companies having market 
capitalization of over Rs. 1 billion. It has a size of Rs. 3,000 million and is primarily an equity fund with a provision for investment in 
fixed income securities up to a maximum of 20 percent of its net assets. 

vi.	 Faysal Balanced Growth Fund
Approval for public offering of Faysal Balanced Growth Fund was granted in April 2004. Subsequently, it was launched for public offer 
at the end of April 2004. The Fund follows the policy of investing in equity securities and fixed income instruments.

6.5.5	 Mergers and Amalgamations

The trend of consolidation in the financial sector continued during the year. Mergers among financial institutions were encouraged 
to strengthen their capital base and to achieve economies of scale. 

In terms of Section 282L of the Companies Ordinance, the Commission is empowered to sanction merger schemes pertaining to 
NBFCs. During the year, the Commission received the merger proposal of Paramount Leasing Limited, Pacific Leasing Company Limited, 
First Leasing Corporation Limited and First Standard Investment Bank Limited under Section 282L. This was the first application under 
the said Section. The Commission – after ensuring that the relevant legal requirements had been duly complied with, the proposed 
scheme of merger was financially viable and the proposal was in the interest of shareholders – sanctioned the scheme. Accordingly, 
Paramount Leasing Limited, Pacific Leasing Company Limited and First Leasing Corporation Limited merged into First 
Standard Investment Bank Limited; the new entity was renamed as Crescent Standard Investment Bank Limited. 

The Commission also received the following merger proposals from financial institutions during the year and, after careful review of 
proposals, granted them NOCs: 

i.	 merger of NDLC with IFIC Bank Limited of Bangladesh; 
ii.	 merger of KASB Leasing Company Limited into KASB Bank Limited;
iii.	 merger of Industrial Capital Modaraba and First General Leasing Modaraba into Dawood Leasing Company Limited; 
iv.	 merger of Trust Investment Bank Limited and Fidelity Commercial Bank Limited into Trust Commercial Bank Limited;
v.	 merger of Capital Asset Leasing Corporation Limited with International Multi Leasing Corporation Limited;
vi.	 merger of Second Tri-Star Modaraba into First Tri-Star Modaraba;
vii.	 merger of First Hajveri Modaraba into First Fidelity Leasing Modaraba; and
viii.	 merger of First National Modaraba into First Paramount Modaraba.

During the year under review, the High Court allowed the merger of First General Leasing Modaraba and Industrial Capital Modaraba 
into Dawood Leasing Company Limited. The new entity was renamed as Dawood Investment Bank Limited.
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6.5.6 	 Cancellation of Certificates of Registration Issued under Investment Companies and Investment 	
Advisers Rules, 1971

The SCD cancelled licenses of twenty-seven companies, which were previously registered under the Investment Companies and 
Investment Advisers Rules, 1971 but had not applied for fresh licenses in terms of Rule 5 of NBFC Rules within the stipulated time 
pertiod. These companies also did not meet the eligibility criteria under NBFC Rules to gain the status of NBFCs.

6.5.7	 Cancellation of Permission to Issue COIs

During the year under review, permission to a NBFC, engaged in the business of housing finance, to issue COIs was cancelled owing 
to the fact that it failed to obtain investment grade credit rating as required under NBFC Rules. Permission to issue COIs 
remained suspended on the same basis in the case of eight other NBFCs undertaking leasing business. 

6.5.8	 Changes in Accounting Regulations and Accounting Formats for Life Insurance Companies

The accounting regulations and formats were notified under the Securities and Exchange Commission (Insurance) Rules, 2002. 
Accordingly, annual accounts for the year ended 31 December 2002 were prepared by insurance companies in the prescribed manner.

Based on practical difficulties faced by life insurance companies while preparing annual accounts for the year 2002, necessary 
amendments were made by the Commission in accounting regulations vide Circular No. 1 of 2004 dated 8 January 2004. The salient 
amendments were as under:

i.	 Sub-regulation 1(4) was amended to make Life Insurance Nationalization Order, 1972 applicable to SLIC.
ii.	 New standardized formats were included in sub-regulation 3(1) for life insurance companies, i.e:	

a.	 Summary of assets	 (Form LJ)	
b.	 Statement of changes in equity	 (Form LL)	
c.	 Statement under Section 52(2)(a)(b)	 (Form LM)	
d.	 Statement under Section 52(2)(c)	 (Form LN)

iii.	 Regulation 8 was reworded to make claims ‘Incurred But Not Reported’ part of policyholder’s liability instead of outstanding 	
claims. Experience Refund of Premium was made part of claims expenses instead of policyholder’s liability.

iv.	 The following were added to Regulation 12:	
a.	 through sub-regulation 12(6), branch overheads were defined in order to bring all companies at par; and	
b.	 through sub-regulation 12(7), other acquisition cost was defined.

v.	 Sub-regulation 13(3) was deleted as it did not allow accounting for proposed appropriation of profit in the current year’s 
accounts.

vi.	 Sub-regulations 15(6) and 15(7) were reworded to incorporate the requirements of Section 21 of Insurance Ordinance.
vii.	 Sub-regulation 16(1)(c) was inserted to specify the method of subsequent measurement of financial assets other than available 

for sale.

In addition, accounting formats were revised to reflect the changes in the accounting regulations and in consideration of the 
requirements of IAS. Annual accounts for the year 2003 were prepared by life insurance companies on the basis of amended regulations 
and formats.
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6.5.9	 Proposal for Amendments in the Fourth Schedule to the Income Tax Ordinance, 2001

Taxation of insurance companies is computed in accordance with the Fourth Schedule to the Income Tax Ordinance, 2001. The 
provisions of the Fourth Schedule were laid down on the basis of the repealed Insurance Act, 1938.  After the promulgation of Insurance 
Ordinance, relevant amendments in tax structure for life insurance companies could not be made simultaneously.  

In order to align the Income Tax Ordinance, 2001 with Insurance Ordinance, necessary changes were proposed to CBR in consultation 
with the insurance industry. The proposals were accepted and incorporated in the Income Tax Ordinance, 2001 through the Finance
Act, 2004. The salient amendments in the Fourth Schedule to the Income Tax Ordinance, 2001 are as under:

i.	 Income of life insurance companies comprises of “Income from Business” and “Income from other Business”. Income from 
other business has been specifically defined in Rule 1 of the Fourth Schedule.

ii.	 “Income from Business” has been defined in Rule 2 of the Fourth Schedule.
iii.	 Rule 2 also specifies the add backs to the extent of proportion of surplus not distributed to policyholders.
iv.	 Rule 2(2)(b) of the Fourth Schedule has been modified for incorporating the respective statutory funds into it.
v.	 Rule 4 of the Fourth Schedule has been deleted being redundant as the valuation of policyholder’s liabilities is now required 

to be done on annualized basis instead of after two years. Accordingly, adjustment of tax deducted at source now corresponds 
to the respective year only.  

6.5.10	 Compliance with IAS 12 (Revised) 

Consequent upon the adoption and notification of IAS 12 (revised), listed companies were required to provide for unrecognized 
deferred taxation in their accounts. However, leasing companies were given a relaxation, through the Commission’s circular 16 of 
1999 dated 9 September 1999, to provide for unrecognized tax liability arising out of timing difference by way of gradual provision 
over a period of five years ending 30 June 2003. The capital reserve so created was not to be utilized for any purpose other than to 
provide for deferred tax liability.

After the close of FY 2003, different quarters, including NBFCs and their auditors, approached the Commission regarding classification 
and disclosure of capital reserve in the accounts of companies for the period ended 31 December 2003. Accordingly, the Commission, 
through circular 8 of 2004 dated 10 February 2004, clarified that the said capital reserve represented deferred tax liability, which has 
been recognized over a period of five years. The transfer to capital reserve was allowed to enable leasing companies to have sufficient 
profits available upon expiry of the extended time period for applicability of IAS 12 (revised), i.e. 30 June 2003. It was explained that 
the amount could no longer be treated as a reserve and should instead be disclosed as a liability. Further, in order to comply with 
the requirements of IAS 12 (revised) with effect from 1 July 2003, NBFCs undertaking the business of leasing were directed to record
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deferred tax liability in accordance with the requirements of IAS 8, “Net profit or loss for the period, fundamental errors and changes 
in accounting polices”.

6.5.11	 Deferment of Applicability of IAS 39 and IAS 40 to NBFCs providing Investment Finance Services, 	
Discounting Services and Housing Finance Services

The NBFCs engaged in the businesses of investment finance, discounting and housing finance reported practical difficulties in giving 
effect to the requirements of IAS 39, “Financial instruments: recognition and measurement” and IAS 40 “Investment property” due 
to inconsistencies between the provisions of relevant laws and the requirements of the said IASs. As a result, the Commission, in 
consultation with the industry association, granted relaxation to such NBFCs from the applicability of IAS 39 and IAS 40, with the 
direction that such companies would continue to observe circular 11 dated 11 September 2002 of the SBP’s Banking Supervision 
Department regarding the application of IAS 39 and IAS 40, till further decision.

6.5.12	 Deferment of Applicability of IAS 17 to Modarabas 

In view of practical difficulties faced by the modaraba sector in the application of IAS 17 “Leases”, the Commission deferred the 
applicability of the said IAS to modarabas.

6.5.13	 Capping of Illustrative Return of Life Insurance Companies

With a view to curb the tendency of illustrating unrealistic and excessively optimistic rates of return by life insurance companies to 
boost their sales of unit-linked policies, the Commission capped the maximum illustrative return to 8 percent with effect from          
1 February 2004. 

In order to attract policyholders, insurance companies, in the past, were projecting expected rates of return as high as 14 percent. 
Such high rates of return were not sustainable in the present scenario of falling yields on corporate and government bonds in which 
the insurance companies invest their funds. In order to check this practice and make projections more realistic, the Commission took 
the decision to cap the maximum illustrative return for all marketing illustrations at 8 percent. The Commission would, however, 
review the projected return from time to time based on the movement in interest rates and other investment options.

6.5.14	 Circulars

During the year under review, the SCD issued a number of circulars to modarabas, as detailed below:

i.	 In order to maintain discipline in reporting of information to the Credit Information Bureau of SBP, all modaraba companies 
were issued directions to provide factual and accurate data to SBP on monthly basis.

ii.	 In order to ensure timely availability of information relating to accounts of modarabas to certificate holders and investors, 	
modaraba companies were allowed to place the quarterly accounts of modarabas on their websites. 

iii.	 The modarabas were advised that in cases where depositors/borrowers had not yet obtained Computerized National Identity 
Cards (CNICs), the modarabas may obtain attested copies of old National Identity Cards and receipts of National Database and 
Registration Authority – evidencing that the client has applied for CNIC – along with an undertaking in writing that a copy of 	
CNIC will be submitted immediately on receipt for opening of accounts/extension of financing to such clients/borrowers.

iv.	 In order to facilitate the modaraba sector and to reduce the financial burden on modarabas, the requirement for depositing 
filing fee while submitting periodical statements to the Commission under the prudential regulations for modarabas was 
removed.
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6.6	 Monitoring and Enforcement

6.6.1	 System Audit of Trustees 

During the year under review, system audits of two trustees were undertaken by CA firms, at the behest of the Commission. The 
reports furnished by the auditors were examined and instructions were issued to trustees to improve their systems. 

6.6.2	 Special Audit of Insurance Companies

While examining the regulatory returns of insurance companies, certain severe irregularities were found in two cases. The Commission, 
under Section 49 of Insurance Ordinance, ordered special audit of the companies for detailed scrutiny into their affairs. Special audit 
report of one of the companies was received during the year and necessary action in light of the findings of the report would be taken. 

6.6.3	 Holding of AGMs 

NBFCs are required to hold their AGMs at least once in every calendar year within a period of four months of the close of their 
respective FY. During the year under review, NBFCs were found to be mostly compliant in holding of AGMs in an orderly manner 
and within the prescribed time period with the exception of four companies. Of these, three NBFCs failed to provide satisfactory 
reasons for failure to hold their AGMs within the requisite time period. Accordingly, legal proceedings in terms of Section 158 and 
Section 233 of the Companies Ordinance were initiated against these NBFCs and appropriate orders were passed, including the 
imposition of penalties.

6.6.4	 Circulation of Quarterly Accounts 

During the year, show cause notices under Section 245 read with Section 476 of the Companies Ordinance were issued to four NBFCs 
for non-preparation and non-transmission of second quarter’s accounts within two months of the close of the quarter. The proceedings 
in respect of show cause notices were in process as of 30 June 2004. 

Moreover, show cause notices were issued to four modaraba companies that were in default of Rule 10 of Modaraba Rules for circulation 
of quarterly accounts of modarabas. The proceedings in respect of these companies were also in process as at the close of the year.

6.6.5	 Action against Modarabas with Significant Erosion of Funds

Show cause notices were issued to management companies for winding up of eight modarabas under Section 23 of Modaraba Ordinance 
in view of their deteriorated financial position. After completion of necessary process, cases for winding up of two modarabas were 
filed before the Modaraba Tribunal. As for the remaining modarabas, revival plans submitted by two modarabas and proposals 
for merger of three modarabas were approved while in one case, voluntary change of management was allowed.

Securities and Exchange Commission of Pakistan98

Officers of the NBFCD at work

6



6.6.6	 Examination of Annual Accounts 

A detailed examination of annual audited accounts of modarabas for the year ended 30 June 2003 was carried out to identify any 
irregularities or non-compliances with the relevant legal requirements.

On the basis of examination of annual accounts, show cause notices were issued to seven modaraba companies for default in complying 
with the prudential regulations for modarabas. Penalties were imposed on CEO and directors of a modaraba company. Moreover, 
management companies of three modarabas were directed to regularize the defaults by 30 June 2004. In two cases, warnings were 
issued to management companies. In case of another modaraba, necessary clarification/justification was sought before taking any 
action under the law; proceedings were pending as of the close of the year.

6.6.7	 Compliance with Paid-up Capital Requirement

In order to improve and strengthen the capital base of insurance companies, the minimum paid-up capital requirement was raised 
to Rs. 100 million in case of life insurance companies and Rs. 50 million for non-life insurance companies with effect from 1 January 
2003. The life and non-life insurance companies were directed to further enhance their paid-up capital to Rs. 150 million and Rs. 80 
million, respectively, by December 2004. By 30 June 2004, twenty-four non-life insurance companies were in compliance with the 
requirement of minimum paid-up capital. The fifteen insurance companies that failed to comply with the statutory requirement were 
directed to achieve compliance by 31 December 2004. 

6.7	 Administrative Appeals

During the year, the Appellate Bench of the Commission set aside the orders of the Commissioner (SCD) passed in the matters of 
three modarabas. In another case, the directors of a modaraba company filed an appeal against the order of Registrar Modaraba before 
the Commissioner under Section 32(2) of Modaraba Ordinance. The appeal was pending adjudication as of the close of the year.
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Table 29 - Judicial Cases pertaining to the ID

6.8	 Judicial Cases

6.8.1	 Cases Pertaining to Insurance

The cases involving insurance companies that were pending as of the close of the year are given below.

WP.No.2201/2002 National 
General Insurance Company 
Limited Vs. the Commission

WP. No.2227/2002 Union 
Insurance Company of Pakistan 
Limited Vs. the Commission

WP. No.2507/2002 Credit 
Insurance Company Limited 
Vs. the Commission

WP. No.75/2003 Ittefaq General 
Insurance Company Limited 
Vs. the Commission

MA. No.57/2000 Shalimar 
General Insurance Company 
Limited Vs. the Commission

WP. No. 15595/2003 North Star 
Insurance Company Limited 
Vs. the Commission

WP.No.6461/2002 North Star 
Insurance Company Limited 
Vs. the Commission

Suit No. 594/2004 Muhammad 
Lalpuria and other Vs. the 
Commission

Petition under Article 199 of the Constitution for declaration to the effect that 
order dated 16 July 2002 conveyed to the petitioner was without lawful authority 
having no legal effect.

Petition under Article 199 of the Constitution for declaration to the effect that 
order dated 16 July 2002 conveyed to the petitioner was without lawful authority 
having no legal effect.

Petition under Article 199 of the Constitution for declaration to the effect that 
order dated 13 August 2002 conveyed to the petitioner was without lawful 
authority having no legal effect.

Petition under Article 199 of the Constitution for declaration to the effect that 
order dated 1 January 2003 conveyed to the petitioner was without lawful 
authority having no legal effect.

Appeal Under Section 110 sub-Section 12 of the Insurance Act, 1938 (repealed).

Petition under Article 199 of the Constitution for declaration to the effect that 
the show cause dated 23 October 2003 served on the petitioner was without 
lawful authority having no legal effect.

1

2

3

4

5

6

7

8

Petition under Article 199 of the Constitution for suspension of order dated 
27 April 2004 during pendency of the petition.

Petition under Section 12 of the Insurance Ordinance for declaration that the 
newly elected directors are not fit and proper within the meaning of Section 12 
of the Insurance Ordinance and as such are ineligible to be elected as directors 
of Adamjee Insurance Company Limited.

Lahore High Court, 
Rawalpindi Bench

Sindh High Court,
Karachi

Lahore High Court,
Lahore

Lahore High Court,
Rawalpindi Bench

Sindh High Court,
Karachi

Lahore High Court, 
Rawalpindi Bench

Lahore High Court, 
Rawalpindi Bench

Lahore High Court, 
Rawalpindi Bench

S. No. Title of the Case Description of the Case
Court in which 

 Case is Pending
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6.8.2	 Cases Pertaining to Modarabas

The Modaraba Tribunal appointed official liquidator for winding up of Schon Modaraba. In two other cases, notices were issued by 
the Modaraba Tribunal to declare CEOs and directors of two modarabas as proclaimed offenders.

6.9	 Developmental Activities

6.9.1	 Issuance of Musharaka Based TFCs on Profit and Loss Sharing Basis

Due to scarcity of Shariah compliant options, modarabas have limited avenues for resource mobilization. Presently, modarabas can 
only raise funds through issue of right certificates and musharaka certificates. With a view to assist the modaraba sector in resource 
mobilization, the Commission allowed modarabas to issue musharaka based TFCs on profit and loss sharing principle. The said 
decision would result in making available a useful avenue of resource mobilization to the modaraba sector and also add to the growth 
of corporate debt market under Islamic financial principles.

6.9.2	 Membership of IAIS 

The Commission joined IAIS with effect from 1 January 2004. The membership would be approved in the forthcoming AGM of IAIS, 
to be held in Jordan in October 2004. 

IAIS represents insurance supervisory authorities of some hundred jurisdictions. In addition, there are almost seventy organizations 
and individuals as observers representing professional associations, insurance and reinsurance companies, international financial 
institutions, consultants and other professionals. IAIS issues global insurance principles, standards and guidance papers, provides 
training and support on issues related to insurance supervision and organizes meetings and seminars for insurance supervisors. It 
actively promotes implementation of principles and standards on insurance supervision and works closely with other financial sector 
standard setting bodies and international organizations to promote financial stability. 

Membership of IAIS would be helpful in strengthening the Commission’s regulatory capacity and would also facilitate coordination 
and interaction with insurance regulators of other jurisdictions. Moreover, the opportunity would enable the Commission to participate 
in standard setting process for the insurance industry and develop the local sector in line with international best practices. The ID 
is currently reviewing Insurance Ordinance to propose suitable amendments in line with the standards and principles of IAIS.

6.10	 Annual Plan

6.10.1	 Work in Progress

i.	 Takaful Rules 
Takaful is an Arabic word meaning a scheme based on mutual assistance in compliance with the provisions of Islamic Shariah. 

In pursuance to the Government’s objective of Islamization of economy, the Commission decided to allow takaful business in the 
country. While takaful can be conducted under the framework of Insurance Ordinance, the rules for conduct of takaful business are 
yet to be formulated. The Commission, therefore, constituted a task force of Shariah experts and others, headed by former Chief 
Justice of Federal Shariat Court, Mian Mahboob Ahmed, for preparing necessary rules for takaful business.



The task force recommended an initial draft of Takaful Rules, which would be shortly finalized and sent to the Government for its 
approval.

ii.	 Information System for Regulation of Insurance Industry
The ID receives a large amount of data and other information from insurance sector on monthly, quarterly, semi-annual and annual 
basis under different provisions of Insurance Ordinance. Presently, all the data and information is processed manually, which delays 
the actions to be taken against erring companies. To overcome the problem, an Information System for Regulating the Insurance 
Industry is being developed. This system would be a collection of analytical tools designed to provide the Commission with an 
integrated approach to screening and analyzing the financial condition of insurance companies. The system would assist the Commission 
in directing resources to areas that require most immediate or crucial action. Under this system, all insurance companies would be 
required to submit their returns online. 

The system will generate key financial information based on financial results obtained from insurance companies through online 
submission. Some ratios may also be developed, like net change in capital and surplus, net income to total income, adequacy of 
investment income, non-admitted to admitted assets, change in premium, change in product mix and change in asset mix, etc. to 
analyze the financial information. The ID will annually review the ratios to ensure that each ratio is current and continues to be relevant 
to solvency monitoring.

iii.	 Amendments in Modaraba Ordinance and Modaraba Rules
During the year under review, an exhaustive review of Modaraba Ordinance and Modaraba Rules was concluded and draft amendments 
prepared. These amendments seek to make the legal framework for modarabas comprehensive, while addressing the practical difficulties 
of the modaraba sector. The amendments would be finalized shortly and accordingly notified. 

6.10.2	 Future Plans

The activities of SCD, planned for the coming year, are as follows:

i.	 solvency requirements under the Insurance Ordinance, which had been relaxed till 31 December 2003, would be enforced;
ii.	 a licensing manual in line with various provisions of Insurance Ordinance and IAIS standards would be prepared;
iii.	 terms and conditions for undertaking discounting services would be incorporated in NBFC Rules;
iv.	 rules would be prepared for cross-border investments by mutual funds;
v.	 periodic statements for NBFCs, modarabas and mutual funds would be consolidated;
vi.	 special audits/investigations/inquiries into the affairs of NBFCs, modarabas and mutual funds would be undertaken; and
vii.	 an off-site surveillance manual for NBFCs, modarabas and mutual funds would be prepared.
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