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Professional Services and Policy Division

Objective:  To regulate and promote professional services and introduce policies to attain the aims and objectives of the
Commission.

7.1  Operational Structure

7.1.1  Structure

Pursuant to restructuring within the Commission in September 2003, a new Division by the name of Professional Services and Policy
Division (PSPD) was formed to consolidate and centralize the functions of the Commission pertaining to policy making and oversight
of professional services. The PSPD undertakes research on international practices in the sectors under the Commission’s purview;
maintains oversight and promotes development of professional bodies and SROs; and provides legal support to the Commission.

The PSPD comprises the following two Departments:[]

o0 Professional Services([
o1 Policy

The Professional Services Department (PSD) is further divided into Legal Wing and Financial Services Wing.

7.1.2  Management Team

The PSD is headed by Mr. M. Hayat Jasra, Executive Director, who is also Secretary to the Commission. He has been associated with
the Commission and previously with the CLA for over twenty-five years. He is assisted by a Director and a team of professionals in
overseeing the functions of the Department.

Mr. M. Hayat Jasra (left), Executive Director with officers of the PSD

Mr. M. Javed Panni, Executive Director heads the Policy Department (PD). He has over thirty years of experience in corporate and
capital market regulation while working with the erstwhile CLA and the Commission. There are two Directors who, along with other
professionals, assist the Executive Director.
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Mr. M. Javed Panni (left), Executive Director with officers of the PD

7.2 Sector Overview

7.2.1  Credit Rating

Credit rating is a relatively new concept in Pakistan. The legal framework for credit rating companies is provided through the Credit
Rating Companies Rules, 1995, which inter alia require credit rating agencies to enter into a joint venture or technical collaboration
with an internationally recognized credit rating institution for a period of five years and to undergo licensing that is renewable annually.
Currently, two companies, namely, JCR-VIS Credit Rating Company Limited and Pakistan Credit Rating Agency Limited have been
licensed by the Commission to assign ratings. During the year under review, the credit rating companies issued 200 ratings for various
companies.

7.2.2  Accountancy Profession

The profession of chartered accountancy in Pakistan is self-regulated by ICAP under the Chartered Accountants Ordinance, 1961, with
oversight by the Commission. As on 30 June 2004, the membership of ICAP was 3,377, of which 653 members were overseas. During
the year under review, ICAP admitted 214 new members.

Members of ICAP are expected to maintain the highest ethical and technical standards. In this regard, ICAP has instituted a Quality
Control Review (QCR) program to ensure that audits are conducted in accordance with applicable standards and legal requirements.
The program is undertaken under the framework approved by the ICAP Council. During the year, QCRs of thirty audit firms/offices
were conducted. As of 30 June 2004, ninety-six practicing firms had been awarded satisfactory rating under the QCR program.

As a SRO, ICAP takes disciplinary actions against members if cases of negligence are identified/reported. During the year, ICAP disposed
off forty-two cases. References were made to the relevant High Courts in three cases while in another three cases, reprimands by name
were issued along with penalties imposed on the members concerned. In ten cases, reprimands (with or without name) were issued.
The balance twenty-six cases were closed as no merit was found in the complaints.

7.3 Performance Review

During the year under review, the PSPD was involved in a number of projects aimed at improving the regulatory framework exercised
by the Commission. These projects included proposals for amendments in laws administered by the Commission and development
of guidelines on certain regulatory matters. In addition, the PSPD provided opinions and commented on matters referred to the
Commission by other regulatory bodies and Government departments; it suggested amendments in the Business Rules, 1973 besides
furnishing comments on draft laws, including the draft Electronic Crimes Bill and the draft State Bank of Pakistan Act, 2003.
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A major step was taken towards improving the reporting framework of listed companies with the revision of the Fourth Schedule to
the Companies Ordinance. The revision was done after an extensive review of applicable accounting standards and financial reporting
developments. The revised Fourth Schedule is applicable to all listed companies and their subsidiaries.

During the year, an Intralaw website of Legal Wing of the PSD was established to provide link to various statutes, rules, regulations
and notifications. Additionally, the website contains link to the orders passed by the Appellate Benches of the Commission and a
database of pending appeals. A centralized, online database containing detailed information about cases filed by or against the
Commission in courts of law was also developed.

7.4  Development of Laws

7.4.1  Substitution of Fourth Schedule to the Companies Ordinance

The Fourth Schedule to the Companies Ordinance lays down matters to be disclosed in the balance sheet and profit and loss account
of listed companies and their subsidiaries. It was observed that the provisions of the Fourth Schedule, which were framed almost two
decades ago, had become redundant. As a result, disclosure requirements needed to be updated and brought at par with international
standards.

During the year under review, the Commission concluded an in-depth study, in consultation with ICAP, to revise the Fourth Schedule
with a view to simplify its requirements and remove inconsistencies and overlap with IASs. The revised Fourth Schedule to the
Companies Ordinance was notified vide SRO 589(1)/2004 dated 5 July 2004.

7.4.2  Proposals for Finance Act, 2004

The Commission annually furnishes proposals to the Government for its consideration in the Finance Bill in order to provide a
conducive environment for the development of corporate and financial sectors. During the year under review, a number of proposals
were submitted to the Government, of which the following were accepted through the Finance Act 2004:

i. to encourage consolidation in the financial sector, financial institutions have been allowed the benefit of set-off of business
losses upon amalgamation if they amalgamate at any time up to 30 June 2006,

ii.  tax credit has been allowed on profit on debt paid to a listed company;

iii. ~ NBFCs have been allowed to create a reserve for bad consumer loans as permissible to commercial banks;

iv.  venture capital companies and venture capital funds have been allowed exemption from withholding tax so as to encourage
establishment of venture capital projects; and

v.  computation of profits and gains of life insurance business for tax purposes has been rationalized in line with international
best practices.

7.5  Judicial Cases

The requirement of the Code of Corporate Governance for listed companies to change their external auditors after every five years
was challenged by A .F.Ferguson and Co., a firm of chartered accountants, and the Commission was impleaded as one of the defendants
in the civil suit filed before the Sindh High Court. After hearing the arguments of the parties, the Sindh High Court dismissed the civil
suit. The plaintiff preferred an appeal against the said decision, which is presently pending adjudication. A similar writ petition under
article 199 of the Constitution was filed before the Lahore High Court, Lahore and the same is presently pending adjudication.
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7.6  Developmental Activities

7.6.1  Guideline on Issue of Shares at a Discount

Under Section 84 of the Companies Ordinance, all companies, whether listed or unlisted, are required to obtain the Commission’s
approval before issuing shares at a discount. It was observed that, in most instances, companies applying for the Commission’s
approval did not provide adequate information, thereby delaying the review and approval process. In order to enable the Commission
to take a quick decision on such applications, the “Guideline on Issue of Shares at a Discount” was issued during the year. The
Guideline lays down the desired information that applicants should furnish along with their applications so as to establish that:

i injection of fresh capital at a discount would enable the company to increase its profits and amortize the discount;

ii.  all material facts arising out of the issue have been brought to the attention of shareholders while seeking their approval to
issue shares at discount;

iii.  issue of shares at a discount has not been used as a tool to increase the voting percentage of directors; and

iv.  preferential allotment of such shares would not be used by insiders as a means to obtain quick gains through disinvestments.

The Guideline also identifies cases where issue of shares at a discount might be contemplated to meet regulatory requirements for
minimum paid-up capital or equity and lays down that such proposals are not in sync with the concept of raising the level of capital.

It is expected that the Guideline on Issue of Shares at a Discount would help in clarifying and expediting the process for seeking
necessary approvals under the law.

7.6.2  Task Force on Rotation of Auditors

The Code of Corporate Governance requires listed companies to rotate their statutory auditors after every five years. The accounting
profession has been apprehensive about the efficacy of this requirement. In order to address these apprehensions, the Commission
constituted a task force to consider the desirability of mandatory rotation of auditors in local circumstances, keeping in view the
international developments in the matter. During the year, the task force met a number of times to deliberate on the issue and reviewed
the comments of major stakeholders received in this regard. The task force would submit its report after considering the dynamics
of the matter.

7.6.3 Coordination Committee of ICAP and the Commission

A Coordination Committee of ICAP and the Commission was constituted during the year for ongoing dialogue on all matters of mutual
interest, including the Commission’s concerns regarding the QCR program. The Committee meets, as and when necessary, to deliberate
on important matters and to make appropriate recommendations.

7.6.4 Independence of Credit Rating Companies

In order to curb the unhealthy tendency of rated entities shifting from one credit rating company to another for avoiding a rating,
the Commission directed credit rating companies not to accept a new client without approval of the Commission and without obtaining
material information from the outgoing rating company.
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7.6.5 Establishment of an Information Resource Centre

During the year under review, the Commission undertook the establishment of a resource centre, which would eventually be linked
with other libraries within the country as well as abroad for internet library loan and networking. It would be equipped with the latest
information and communication technology tools and would facilitate users through an Online Public Access Catalog. The resource
centre started functioning during the year and is expected to be fully operational within the coming year.

7.6.6  Creation of a Public Warning System

The Commission has the general responsibility to protect investors from illegal, unauthorized and fraudulent business activities. In
cognizance of this responsibility, the Commission established a warning system for the protection of public against unauthorized and
ultra vires businesses, as is done by regulatory agencies in various other jurisdictions. The system would enable the Commission to
issue public warnings and would be useful in tackling the problems arising out of investment frauds, forex scams and similar unlawful
activities. Such warnings would be placed on the Commission’s website.

Officers of the PSPD at work

7.7  Annual Plan
7.7.1  Work in Progress

i Review of Companies (Issue of Capital) Rules, 1996

In order to ensure that the issue of capital is effectively regulated and that investors have adequate protection, the PSPD undertook
to revamp the Companies (Issue of Capital) Rules, 1996. These Rules were found to be lacking in providing a strong regulatory
framework for issue of capital and addressing the developments that have taken place over the years. During the year under review,
the revised Rules were drafted and circulated within the Commission for comments. They would be finalized shortly in consultation
with other stakeholders.

ii. Research on Impact of Universal Banking on NBFCs

Internationally, the banking sector has witnessed increasing diffusion between commercial and investment banking activities. This
has paved the way for greater reliance on universal banking, whereby a wide range of financial services are provided under one
umbrella.
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In Pakistan, SBP has allowed commercial banks to undertake financial services additional to their core banking business. The financial
sector in Pakistan has, as a result, witnessed an emerging trend of universal banking through expanding scope of commercial banks
and recent mergers and acquisitions among banks and NBFCs. During the course of the year, the PD initiated a research on the impact
of universal banking on the business of NBFCs. The study will assess the overall competitiveness of NBFCs vis- -vis commercial banks
in areas such as lease finance, consumer finance, asset management and resource mobilization, etc. and will identify suitable measures
to meet resultant challenges.

fii. Draft Code of Conduct for Credit Rating Companies

A draft code of conduct for credit rating companies was evolved, based on the issues identified by IOSCO’s technical committee, for
bringing greater transparency in the activities of credit rating companies. The draft Code focuses particularly on addressing the issue
of conflict of interest. It is presently under consideration of the Commission.

7.7.2  Future Plans
The planned activities of the PSPD for the coming year include the following:

i to review and propose amendments in laws administered by the Commission, including the Companies (Appointment of Legal
Advisers) Act, 1974, Companies (Appointment of Legal Advisers) Rules, 1975, Companies (Buy-back of Shares) Rules, 1999 and
Public Companies (Employees Stock Option Scheme) Rules, 2001;

ii.  to establish and regularly update a panel of advocates for the Commission; and

iii.  to identify issues relating to cross-border listing and suggest measures to make cross-border listing possible.
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