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Message From The CEO
The last few years have seen a rapid
growth in size, quality and sophistication of
capital markets, because of changes in the
policy and regulatory environment, the
entrepreneurial initiatives of individuals
Mr. Muhammad Ali Khan
and institutions, and the availability of
trained manpower. The continuing growth
of capital markets is further adding to the demand for well-trained
professionals.
Institute of Capital Markets is dedicated to the professional development of capital markets and research on capital markets as well as
the well being of capital markets by educating the professionals
about the norms and ethics being practiced in the markets. ICM has
had a pioneering role in meeting the demand for educated manpower. It is Pakistan's first specialized institution devoted to the education and updating of knowledge of manpower for capital markets. It
will provided high-quality educational standards for all types of capital market participants; investors, brokers, mutual funds, investment

banks and policy makers.
The Institute's main activities are (1) Licensing the professionals
working in the capital markets by certifications. The institute’s key
responsibility is to educate the professionals working in different
capital markets of Pakistan through examining their knowledge in
their relevant field of work; (2) Studying the latest developments in
the capital markets in order to discover whether there is such a
thing as an ideal market economy; and (3) Contributing to the development of capital markets in Pakistan. By means of these three activities the Institute seeks to communicate its ideas to the audience
both at home and overseas. The Institute's research is intended,
first and foremost, to be neutral, professional and practical. Rooted
in practice, it aims to contribute to the healthy development of Pakistani capital markets as well as to related policies by conducting
neutral and professional studies of how these markets and the financial system are regulated and organized and how they perform.
The economy is changing all the time. The Institute hopes that, by
responding to these changes positively, it can contribute to the dynamic development of the country's capital markets as well as of
the economy itself.
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Candidates wishing to obtain EXEMPTION from the certification
requirements, through grandfathering
regime, must note that this option will
NOT be available from July 1, 2016.
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Introduction To The Organization

The Institute of Capital Markets (ICM), Pakistan’s first securities market institute, has been established as a permanent platform to develop quality human capital, capable to meet the
emerging professional knowledge needs of capital markets and
create standards among market professionals. The Institute has been envisioned to conduct various licensing examinations leading to certifications for different segments of the capital markets. In addition, ICM will
also provide a platform for research & development, exchange of ideas and consulting services on Capital
Markets issues.

ICM PROGRAMMES
LICENSING CERTIFICATIONS

INSURANCE CERTIFICATIONS

OTHER CERTIFICATIONS



Fundamentals of Capital Markets



General Takaful Training



Financial Advisors Certification



Pakistan’s Market Regulations



Family Takaful Training





Stock Brokers Certification



Life Insurance Agent

Financial Derivative Traders Certification



Mutual Funds Distributors



Non-Life Insurance Agent



Compliance Officers Certification



Commodity Brokers Certification



Clearing and Settlement Operations
Certification



Risk Management Certification



Capital Budgeting and Corporate
Finance Certification



Investment Banking and Analysis
Certification



Islamic Finance Certification
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An Introduction to Fixed Income Securities
and Markets

Fixed Income Securities (FIS) are tradable financial instruments
that make up a series of pre-determinable future cash flows. The
FIS are debt-based securities and are not loans. Their tradability
enables an investor to trade these securities in secondary markets before the maturity date. These securities are traded in
Fixed Income Securities Markets (FISM), which facilitate trading
of short-term as well as long-term securities. FIS with maturity
periods of less than one year are referred to as Money Market
securities and FIS with a maturity of more than one year are
termed as Capital Market securities.
Unlike equity markets, Fixed Income Securities and Markets (FISM) are dealer markets. Despite the large size of the markets it
may be difficult to trade debt securities in the market due to illiquidity and unavailability of investors that are willing to take the
other side of the transaction. The liquidity in FISM is provided by the dealers or the market makers, who buy the debt securities
that investors are willing to sell and vice versa.
Contrary to popular belief, the scope and magnitude of debt markets are much greater than those of equity markets. According
to the McKinsey Global Institute’s report (2011), the value of outstanding global debt was almost double that of the global stock
market’s capitalization of $54 trillion in 2010. The relatively larger size of the FISM can be attributed to the debt issued by governments. While firms can opt to raise funds either by equity or debt, governments rely on debt to finance their budget deficits.
Government FIS are backed by the full faith and credit of the government. The probability of government default is extremely
low due to government’s ability to generate revenue through taxes and print money. Accordingly, investors perceive them as
virtually risk-free. The government FIS are highly liquid securities.
Besides sovereign governments, the FIS can be issued by supranational organizations (World Bank or International Monetary
Fund); non-sovereign governments (provincial or municipal governments); and companies. All bonds, irrespective of the issuer,
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An Introduction to Fixed Income Securities
and Markets

possess a rating that is assigned by a credit rating agency

ther be fixed for the life of the bond or floating to a reference

such as Moody's Investors Service, Standard & Poor's (S&P),

rate like an interbank borrowing rate. The Coupon payments

or Fitch. The Pakistan Credit Rating Agency Limited (PACRA)

are generally made every six months; however, the payments

and JCR-VIS Credit Rating Company Limited (JCR-VIS) are the

can also be made monthly, quarterly, or annually. The coupon

two credit rating agencies in Pakistan.

rates are indicative of the credit rating of the issuer as well

The FIS are contractual agreements between the issuer and

as the prevailing interest rates in the economy. The issuers

the debtholder. The specifications of the legal contract are

with better credit ratings attract investors even at lower cou-

outlined in an indenture, which provides details on the follow-

pon rates. Any change in the market interest rates may also

ing aspects of the security:

impact the market prices of FIS in a positive or negative man-

Face Value: This is also referred to as the par value of the
bond. This is the value that the investor is expected to receive

ner.

Convertibility: In some cases, the bonds can be converted

from the issuer upon maturity. Due to various micro and mac- into equity after a particular time period and at a prero economic factors, FIS may trade in the secondary markets determined conversion ratio. The coupon rate offered on conat a discount or premium from face value.

vertible FIS is less than that offered on non-convertible FIS.

Maturity: The maturity date signifies the term of the bond and Pledge: The majority of FIS are unsecured; however, some FIS
the date when the investors receive the invested principal

may be issued against some collateral or, in other words, a

amount. The maturity periods of short-term FIS may vary be-

pledge. A pledge secures a debt and ensures that the lenders

tween one day to less than one year. On the other hand, the

get their investment back in case of a default. The ownership

maturity of long-term FIS may vary between one year and

of the collateral is transferred to the lenders.

thirty years; however, there can be exceptions and some

Embedded Options: Some FIS may be issued with inseparable

bonds may be perpetual and are never retired.

conditions such as an embedded call or put options. An em-

Coupon rate: This is the interest rate that is paid to the secu- bedded call option is favorable for the issuers as it allows
rity holder during the life of the FIS. The coupon rates can ei-
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An Introduction to Fixed Income Securities
and Markets

On the other hand, an embedded put option is favorable for
investors as it provides them with an option to redeem bonds
before the maturity date. All the information regarding these
options and a schedule of redemption is presented in the indenture.

Covenants: The indenture also lists the terms and conditions
that the issuer is expected to abide by. These restrictions are
called debt covenants and can be affirmative and/or negative.
The affirmative covenants demand a certain action from the

Pakistan. This indicates that companies heavily rely on bank

issuer, for example maintaining a certain line of business. On

financing for long-term loans. The development of a robust

the other hand, negative covenants restrict the issuer from

and buoyant debt market will enable companies to raise debt

certain action, for example by setting limits on leverage and

at a lower cost and will improve the allocational efficiency of

interest coverage ratios, or dividend payments to sharehold-

the capital markets.

ers.
The market for short-term FIS is quite active in Pakistan,
where commercial banks, financial institutions, primary dealers and mutual funds engage in various short-term transactions. However, the market for long-term debt securities is
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Guidelines for Structuring and Offering
of Employees Stock Option Schemes 2016

The Securities and Exchange Commission of Pakistan issued

riving the exercise price, limitations, disclosures to be made in

‘Guidelines for Structuring and Offering of Employees Stock

the scheme, list of information and facts to be disclosed and

Option Schemes 2016’, under Section 506B of the Companies

list of documents required to be submitted.

Ordinance 1984. Employees Stock Option Schemes give employ- Management of comees the right to buy specified number of shares of the compa- panies, with lack of
ny at a pre-defined price. ESOS also provide them the oppor-

courage, avoids the

tunity to get ownership in the company.

stock option schemes

Previously, the rules were issued in 2001, known as ‘Employees because of the fear
Stock Option Scheme Rules, 2001’. The annual reports of SECP

that an employee

year after year recorded no such offerings but it felt pleasant- could amass enough
ly different when in 2015, Treet Corporation Limited approved

shares to grab a seat

to distribute 2.97% of its 54 Million issued shares (1.6 Million

on the Board. There

shares) to its employees under this scheme.

are also some other reasons for the companies to avoid stock

The main purpose of these guidelines is to stimulate offer of

option schemes. The market float is increased by the additional

the schemes by the companies. ESOS are commonly used by

shares, which instantly dilutes the stock price of the company

the companies for retaining their key employees whose ser-

at the market as well as lowers its book value. Majority of em-

vices are critical for growth of the business. These schemes

ployees may not always be waiting for a chance to exercise the

can be used as compensation as well as incentive for employ-

stock option because ESOS are a form of call option. They give

ees.

employees the right to buy the stock later at the price that

It is expected that the idea of ESOS would encourage the employees to develop a long-term relationship with corporates.

prevails at the time of offer of the scheme.
The schemes are structured with an intention to align inter-

The guidelines provide procedure for structuring and approval ests of the employees and the shareholders. It is expected
of scheme including eligibility criteria, constitution of the com- that these guidelines would facilitate companies to use ESOS
pensation committee, duties of the committee, process for de- as a functional tool for gaining loyalties of their employees.

May, 2016

ICM Monthly Newsletter 07

04

Investors’ Terms Of The Month

Adjudicating Authority

Public Announcement

A Commissioner or an officer exer-

Public announcement of offer or in-

cising the powers of the Commission

tention to be made wider section 5,

in consequence of delegation under

section 6 or section 8, as the case

section 10 of the Act or any other law

may be, and includes any announce-

being administered by the Commis-

ment of any competitive bid for ac-

sion.

quisition of voting shares of a target
company.

Green Shoe Option (GSO)
A pre-determined amount of TFCs to
be retained in case of oversubscription of the issue.

Certificate of Investment or
Deposit
A certificate of investment or certificate of deposit issued by NonBanking and Finance Companies, duly
licensed by the Commission to undertake leasing or investment finance services or housing finance
services and the permission to issue
certificates of investment or deposit
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Short Term Facilities
has been obtained by such Non-Banking
and Finance Companies from the Commission in terms of sub-rule (2) of rule 12.

Margin Call
A notice issued in writing by a broker to
his client in the form of a letter by courier
or registered post or fax or by hand subject to acknowledgement or by electronic
mail (with the onus on the broker to prove
issuance of such notice) requiring the client to provide additional margin in order
to keep maintenance margin.

A facility with maturities up to one
year.

Underwriting Commitments
Commitments given by Non-Banking
and Finance Companies to the limited
companies at the time of new issue
of equity or debt instrument, that in
case the proposed issue of equity or
debt instrument is not fully subscribed, the un-subscribed portion
will be taken up by them (NonBanking and Finance Companies).
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Business and Economic Newsflash
Domestic Newsfeed
Impact of Upcoming Federal Budget

According to the banking experts, the government borrowing from banks may go
down sharply in the next fiscal

said that property prices will increase in next budget which
won’t reduce the demand but it will be a good opportunity for
investors as now overseas Pakistanis are also showing interest in investing in this business to make money.
Revocation of Amendments by Government

year since no new agreement

The government revoked two

has yet been negotiated with

amendments made in the Fi-

the International Monetary

nance Act 2015 in the upcom-

Fund. Due to an agreement with IMF, government had to cut

ing budget for they are a drag

development funds each year to meet the minimum level of

on the development of the

fiscal deficit. Now when there is no new agreement, it is as-

real estate investment trusts.

sumed that the government may borrow money from SBP

According to the chairman of

and spend large money on development due to low inflation.

Arif Habib Group, the changes made in the Finance Act 2015

This would not only increase risk, but also cut profits which

need to be reversed and incentives to REITs should be re-

are already falling because of low interest rate. Banks have

stored as this is a new concept that needs a stable environ-

invested over Rs.6 trillion in government papers.

ment to develop which will provide investors with growth op-

Currency Dealers said that the exchange rate would not be

portunities, boost local and foreign investment confidence

affected if the government withdraws Federal Excise Duty of

and give a secure and liquid investment avenue.

16% in the budget for FY17.

The changes made in the budget include reinstating Capital

According to the property dealers, it is the only sector which

Gains Tax Exemption on Sale of Property to all types of REITs

has been absorbing huge private liquidity. They were com-

as was available till June 2015 (as per Section 99A of the

fortable with rising land prices in main cities of Pakistan and

Second Schedule of the Income Tax Ordinance, 2001) and re-

they knew that if government wouldn’t borrow from banks, it

classification of Investment in REIT units as investment in

would come to them for funds. The Director of Value Housing

Stock Fund, which are currently being incorrectly classified
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Business and Economic Newsflash

with Money Market or Fixed Income Fund (as per the Second

American shale rock that

Proviso of Part I-Division III of the First Schedule ITO, 2001).

competed in the market

Improvement in the Laws

place with crude from key
producers including the

It has been decided by the

OPEC cartel, Russia and Nor-

government to bring changes

way.

in the laws regulating the in-

This week, benchmark oil

flow and outflow of foreign

contract Brent North Sea crude reached $50.51 a barrel

exchange in the country, as

the first time above $50 and highest level since early No-

well as disclosure of assets

vember. US contract (WTI) struck $50.21 a barrel a peak

held abroad by Pakistanis. The

since the start of October.

SBP, SECP and FBR submitted their separate reports on the
methodology to plug loopholes in the system as desired by

IMF turned its back in Greece Bailout

the finance minister. The abovementioned institutions are

The International Monetary

advised to further improve and firm up their recommenda-

Fund (IMF) refused to support

tions after mutual consultation. The minister said amend-

Greece`s third rescue pro-

ments in the laws would be made in the light of the recom-

gram with its own financial

mendations put forth by the SBP, SECP and FBR.

contribution. IMF wants to see
a concrete plan from the Eu-

International Newsfeed

ropeans to cut Greece’s debt
burden but Euro group finance ministers failed to present

Oil reached above $50

the plan. The first two joint Greek rescue operations didn’t

Oil prices surged above $50 for the first time this year as a

work when the IMF provided Greece with the largest loans

long-lasting global supply glut showed positive signs of eas-

it had ever given any country in trouble. However, the IMF

ing. Futures had plunged owing largely to a global supply

had doubts those plans would work so now IMF wants to

glut, fed by rising production of oil extracted from North

protect its own reputation even if it soars relations.
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Regulatory Newsflash
Micro-Insurance Product approved by SECP

directors, chief executive officers, majority sharehold-

SECP has approved a new micro-insurance product named `First

ers, promoters and key executives of regulated enti-

Sehat Tahaffuz Plan`. This product has been approved for providing

ties. According to the amended regulations, if a person

hospitalization coverage to low-income groups as low-income people

has any overdue and past due payment to a financial

are more exposed to risk because they live and work in perilous condi- institution, he would not be considered fit and proper.
tions. The federal government has recently adopted the objectives of
National Financial Inclusion Strategy and aimed to providing access to

Registration of 625 New Companies
During the month of April, 625 new companies were

broad-based financial services to the people who are currently exclud- registered by SECP. As compared to the same month
ed from the financial sector.
of the preceding year, it represents an increase of
Licensing and Operations Regulations

22%. During the first 10 months of the current fiscal

The Securities and Exchange Commission of Pakistan has drafted the

year, 4,984 new companies were registered, witness-

Securities Exchange (Licensing and Operations) Regulations, 2016 to

ing a growth of 21% as compared to the corresponding

strengthen the capital market and part of subsidiary legislation under

period last year.

the Securities Act, 2015. The exchanges need to enter into an agree-

GLOSSARY

ment with an international securities exchange or IT firm for technolo-

Accountant

gy partnership, collaboration, transfer of technical knowledge and pro-

Filing System

ficiency within a specified time period. A comprehensive business development plan and biannual report will be required to be submitted to
the SECP by an exchange.
Criterion for Financial Soundness and Integrity
The Securities and Exchange Commission of Pakistan has amended the
NBFC Regulations 2008 and REIT Regulations 2015. The changes have
been made by the regulator to the regulations in order to systematize
the criterion for determining the financial soundness and integrity of
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Markets In Review
Monthly Review
Pakistan
Stock
Exchange

KIBOR
(6 Months)

Crude Oil
(WTI)

Bid %

Offer %

100 Index

Beginning

45.90

Beginning

6.11

6.36

Beginning

34,719.29

Ending

49.51

Ending

5.90

6.15

Ending

36,061.56

Change

+3.61

Change

-0.21

-0.21

Change

+1,342.27

Gold

Silver

10 Grams

10 Grams

Beginning

Rs.42,085

Beginning

Rs.578.57

Ending

Rs.41,485

Ending

Rs.557.14

Change

-600

Change

-21.43

Foreign Exchange Rates
GBP (£)

EURO (€)

USD ($)

Buying

Selling

Buying

Selling

Buying

Selling

Beginning

Rs.152.87

Rs.153.17

Rs.118.86

Rs.119.09

Rs.104.40

Rs.104.60

Ending

Rs.152.73

Rs.153.02

Rs.115.93

Rs.116.15

Rs.104.40

Rs.104.60

Change

-0.14

-0.15

-2.93

-2.94

0

0
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