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Regulatory reforms are benefiting modaraba sector

ISLAMABAD, February 10: There is sustained growth in assets of the modaraba
sector, the leverage levels are low, and dividend payouts are healthy, thanks largely
to strengthening of law governing the sector, most notably the guidelines for Sharia
compliance issued by SECP and stronger enforcement actions taken. This fact
about the improving health of the modaraba sector was highlighted in a session
organized in Islamabad on Friday by SECP in collaboration with Center for
Excellence in Islamic Finance at IMSciences Peshawar.

The session was second in the series of sessions being organized by the SECP on
development of Islamic capital market and awareness and capacity building. Mr.
Usman Hayat, head of SECP’s Islamic Finance Department, informed the
participants about SECP’s growing contribution to the Islamic finance segments
that it regulates. In 2016, under the leadership of Chairman Zafar Hijazi, the SECP
successfully achieved tax neutrality for sukuk and a two percentage point tax
incentive for eligible listed manufacturing companies and it is currently working
on amending the modaraba law.

Mr. Jawed Hussain, registrar modaraba, talked about the evolution of the law
governing the modaraba sector in Pakistan. The modaraba sector of Pakistan is a
unique form of Islamic finance. It was started in 1980. The modaraba sector is
participating in a wide range of Sharia-compliant businesses, including leasing,
manufacturing, trading, and financial services, he added.

There are 25 modarabas with total assets of Rs38.8 billion and profits of Rs1.18
billion as of June 30, 2016. The income of a modaraba is exempt from tax if it
distributes 90% of its profit and majority of modarabas regularly distribute profits
to the certificate holders. However, one of the key challenges the sector faces is
that it is concentrated in a few large cities.
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Mr. Shoaib Ibrahim, CEO, First Habib Modaraba, said that SME and halal food are
two promising segments for the sector.

The modaraba scam that affected the sector was caused by unregulated elements
that were not subject to the checks and balances applicable to the formal sector.
CPEC presents an opportunity for the modaraba sector as small to medium sized
vendors can use the modaraba model, he added. Listed Islamic banks have only
25,000 shareholders whereas modaraba sector has around 80,000 investors.
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