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RATING RATIONALE

Profile
&Ownership
KEY
RATING
SS
 First Punjab Modaraba (FPM), established in 1992, is a perpetual, multipurpose
Modaraba.
 Listed on Pakistan Stock Exchange.
 Engaged in financing through Ijarah, Morabaha and Diminishing Musharaka.
 Punjab Modaraba Services (Pvt.) Limited (PMSL), the wholly owned
subsidary of The Bank of Punjab (BoP), is the management company of FPM.
 PMSL has ~39% stake in the modaraba.
Governance & Management
 BoD comprises six members including CEO of FPM, among them, there is one
independent director. Majority represents the Bank of Punjab.
 Mr. Khalid Tirmizey, the deputy CEO of BOP, is the chairman of the board,
having over 41 years of experience working at several leading commercial
banks in the country.
 Mr Aamir Malik, CEO of Modaraba, has over 24 years of banking experience
in different management positions.
 He is supported by a qualified management team.
 During FY16, organizational structure experienced few changes; segregation
of business development and business assets departments.

The ratings of FPM incorporates
rejuvenation reflected in the recent
performance of the Modaraba. The
Modaraba has witnessed improvement in
its standalone business profile exhibited in
its
performance
trend;
achieving
profitability is a key highlight over the last
couple of quarters. The Modaraba
managed to expand its earning assets,
mainly lending book wherein vehicle
financing contributed majorly. The key
sponsor – The Bank of Punjab (BoP) – a
bank majority owned by the Government
of Punjab, continued its support in the
form of a sustainable funding base, which
the management expects to increase to
fund envisaged growth plans. The
Management is in the process of securing
funding from alternative sources.
Meanwhile, the management’s efforts
resulted in a decline in delinquency ratio.
Further recoveries, as planned, are likely
to support Modaraba’s performance in the
future. The management’s efforts in
particular to build strong financing book
are expected to yield sustainable results;
however, materialization is contingent
upon the timely implementation.

Risk Management Framework
 FPM portfolio comprises Musharaka (79%), Ijarah (16%) and Morabaha (5%)
of total finances.
 Concentration risk is likely to be addressed with modaraba's plans to focus on
vehicle financing for credit growth. There is an addition of new Ijarah product
line - Home Decore Scheme.
 Slight decrease in NPLs coupled with high equity base limit potential drag on
equity (net NPLs/equity: 3QFY17: 3.5X; 1QFY17: 4x; FY16: 4x; FY15: 4x).
 Risk management system is crucial, given the management’s stance for growth.
Performance
 During 9MFY17, Modaraba Gross revenue has increased on YOY basis PKR
85mln (FY16: PKR 73mln; 9MFY16: PKR 44mln) majorly due to Musharaka
revenue of PKR 52mln.
 During 9MFY17, with an increase of earning assets (55%) coupled with
increased asset yield on YOY basis, resulted in an increase in net interest
revenue (9MFY17: PKR 85mln; 1QFY17: PKR 25mln, FY16: PKR 73mln,
FY15: PKR 49mln).
 Modaraba including a capital gain of PKR 6mln and provisioning reversal of
PKR 3mln posted a profit after tax of PKR 26mln in 9M16 (1QFY17: PKR
5mln; FY16: PKR 28mln; FY15: PKR 95mln).
 Going forward, the management intends to; i) grow its financing portfolio
targeting medium-sized customers and commercial vehicles through
diminishing musharkha and Ijrah , ii) offer brokerage services through wholly
owned subsidiary, and iii) continue focus on recovery of NPLs.

KEY RATING DRIVERS
The ratings are depends on improved
performance
of
the
Modaraba.
Sustainability
in
its
operational
performance, in turn, achieving bottom
line profitability would be critical.
Meanwhile, any weakening in the
financial profile or support from the
sponsor could have negative implications.
INDUSTRY SNAPSHOT


Financial Risk
 Musharaka finance facility by parent bank BoP, a key source of funding (PKR
952mln availed till Sep-16 out of approved PKR 1,060mln fascility).
 Certificates of Musharakah (COM) of PKR 300mln issued till Mar-17 to BOP.
 Capital structure shows increased trend of leveraging (total debt/equity ratio
9MFY17: 7.6x; 1QFY17: 7x; FY16: 6x; FY15: 5x).
 Further support from sponsors is expected through further borrowing and
issuance of COMs.
 Modaraba is in the process of securing funding from alternative sources.
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Industry comprises 25 Modarabas.
Intense competition from established
financial institutions (FIs) owing to small
network and similar nature of products
being offered by these FIs.
Draft
Regulations
2015,
Draft
Amendments in Modaraba Rules 1981,
and 2016 Draft Modaraba Amendments
Bill circulated by SECP.
Restriction on issuance of COIs in Draft
Modaraba Amendments Bill circulated
by SECP.
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CREDIT RATING
SCALE & DEFINITIONS

Credit rating reflects forward-looking opinion on credit worthiness of underlying entity or instrument; more specifically it covers
relative ability to honor financial obligations. The primary factor being captured on the rating scale is relative likelihood of default.

LONG TERM RATINGS
AAA Highest credit quality. Lowest expectation of credit risk.
AA+
AA

AAA+
A

A-

SHORT TERM RATINGS

Indicate exceptionally strong capacity for timely payment of financial
commitments.

Very high credit quality. Very low expectation of credit risk.
Indicate very strong capacity for timely payment of financial commitments.
This capacity is not significantly vulnerable to foreseeable events.
High credit quality. Low expectation of credit risk.
The capacity for timely payment of financial commitments is considered
strong. This capacity may, nevertheless, be vulnerable to changes in
circumstances or in economic conditions.

BBB+ Good credit quality. Currently a low expectation of credit risk.
BBB

BBBBB+

BB

BBB+

B

BCCC

CC
C

D

The capacity for timely payment of financial commitments is considered
adequate, but adverse changes in circumstances and in economic conditions
are more likely to impair this capacity.

Moderate risk. Possibility of credit risk developing.
There is a possibility of credit risk developing, particularly as a result of
adverse economic or business changes over time; however, business or
financial alternatives may be available to allow financial commitments to be
met.
High credit risk.
A limited margin of safety remains against credit risk. Financial commitments
are currently being met; however, capacity for continued payment is
contingent upon a sustained, favorable business and economic environment.
Very high credit risk. Substantial credit risk
“CCC” Default is a real possibility. Capacity for meeting financial
commitments is solely reliant upon sustained, favorable business or economic
developments. “CC” Rating indicates that default of some kind appears
probable. “C” Ratings signal imminent default.

A1+: The highest capacity for timely
repayment.

A1:.

A strong capacity for timely
repayment.

A2: A satisfactory capacity for timely
repayment. This may be susceptible to
adverse
changes
in
business,
economic, or financial conditions.

A3: An adequate capacity for timely

repayment.
Such capacity is
susceptible to adverse changes in
business, economic, or financial
conditions.

B:

The capacity for timely
repayment is more susceptible to
adverse
changes
in
business,
economic, or financial conditions.

C: An inadequate capacity to ensure
timely repayment.

Obligations are currently in default.

Outlook (Stable, Positive, Negative,
Developing)

Indicates the potential and direction of a
rating over the intermediate term in
response to trends in economic and/or
fundamental business/financial conditions.
It is not necessarily a precursor to a rating
change. ‘Stable’ outlook means a rating is
not likely to change. ‘Positive’ means it
may be raised. ‘Negative’ means it may be
lowered. Where the trends have
conflicting elements, the outlook may be
described as ‘Developing’.

Rating Watch

Alerts to the possibility of a rating
change subsequent to, or in
anticipation of, a) some material
identifiable event and/or b) deviation
from expected trend. But it does not
mean that a rating change is
inevitable. A watch should be
resolved within foreseeable future,
but may continue if underlying
circumstances are not settled. Rating
Watch may accompany Outlook of
the respective opinion.

Suspension

It is not possible to
update an opinion due
to lack of requisite
information. Opinion
should be resumed in
foreseeable
future.
However, if this does
not happen within six
(6) months, the rating
should be considered
withdrawn.

Withdrawn

A rating is withdrawn on a)
termination
of
rating
mandate, b) cessation of
underlying entity, c) the debt
instrument is redeemed, d)
the rating remains suspended
for six months, e) the
entity/issuer defaults., or/and
f)
PACRA
finds
it
impractical to surveill the
opinion due to lack of
requisite information

Disclaimer: PACRA's ratings are an assessment of the credit standing of entities/issue in Pakistan. They do not take into account the potential transfer /
convertibility risk that may exist for foreign currency creditors. PACRA's opinion is not a recommendation to purchase, sell or hold a security, in as much
as it does not comment on the security’s market price or suitability for a particular investor.

Regulatory and Supplementary Disclosure
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Rating Team Statement

Rating Procedure
Rating is an opinion on relative credit worthiness of an entity or debt instrument. It does not constitute recommendation to buy, hold or sell any security. The
rating team for this assignment does not have any beneficial interest, direct or indirect in the rated entity/instrument.

Disclaimer

Rating Shopping
PACRA maintains principle of integrity in seeking rating business.
PACRA has used due care in preparation of this document. Our information has been obtained directly from the underlying entity and public sources we
consider to be reliable but its accuracy or completeness is not guaranteed. PACRA shall owe no liability whatsoever to any loss or damage caused by or
resulting from any error in such information.
Conflict of Interest
PACRA, the analysts involved in the rating process, and members of its rating committee do not have any conflict of interest relating to the credit rating done
by them.
The analysts involved in the rating process do not have any interest in a credit rating or any of its family members has any such interest
The analysts and members of the rating committees including the external member members have disclosed all the conflict of interest, including those of their
family members, if any, to the Compliance Officer PACRA
The analysts or any of its family members do not buy or sell or engage in any transaction in any security which falls in the analyst's area of primary analytical
responsibility. This is, however, not applicable on investment in securities through collective investment schemes. PACRA has established appropriate policies
governing investments and trading in securities by its employees
PACRA may provide consultancy/advisory services or other services to any of its clients or to any of its clients' associated companies and associated
undertakings that is being rated or has been rated by it. In such cases, PACRA has adequate mechanism in place ensuring that provision of such services does
not lead to a conflict of interest situation with its rating activities
PACRA receives compensation from the entity being rated or any third party for the rating services it offers. The receipt of this compensation has no influence
on PACRA's opinions or other analytical processes. In all instances, PACRA is committed to preserving the objectivity, integrity and independence of its
ratings. Our relationship is governed by two distinct mandates i) rating mandate - signed with the entity being rated or issuer of the debt instrument, and ii) fee
mandate - signed with the payer, which can be different from the entity
PACRA ensures that the credit rating assigned to an entity or instrument should not be affected by the existence of a business relationship between PACRA and
the entity or any other party, or the non-existence of such a relationship
Surveillance
PACRA monitors all the outstanding ratings continuously and any potential change therein due to any event associated with the rated entity/ issuer, the security

Jhangeer Hanif
jhangeer@pacra.com
(92-42-35869504)

arrangement, the industry etc, is disseminated to the market, in a timely and effective manner, after appropriate consultation with the entity/issuer
PACRA reviews all the outstanding ratings on annual basis or as and when required by any stakeholder (including creditor) or upon the occurrence of such an
event which requires to do so
PACRA initiates immediate review of the outstanding rating(s) upon becoming aware of any information that may be reasonable be expected to result in any
change (including downgrade) in the rating
Reporting of Misconduct
PACRA has framed and implemented whistle-blower policy encouraging all employees to intimate the compliance officer any unethical practice or misconduct
relating to the credit rating by another employees of the company that came to his/her knowledge. The Compliance Officer reports to the BoD and SECP
Confidentiality
PACRA has framed a confidentiality policy to prevent abuse of the non-public information by its employees and other persons involved in the rating process,
sharing and dissemination of the non-public information by such persons to outside parties
Where feasible and appropriate, prior to issuing or revising a rating, PACRA informs the issuer of the critical information and principal considerations upon
which a rating will be based and provide the opportunity to clarify any likely factual misperception or other matter that PACRA would wish to be made aware
of in order to produce a fair rating. PACRA duly evaluates the response. Where in a particular circumstance PACRA has not informed the entity/issuer prior to
issuing or revising a rating, it informs the entity/issuer as soon as practical thereafter
Prohibition
None of the information in this document may be copied or otherwise reproduced, stored or disseminated in whole or in part in any form or by any means

Probability of Default (PD)

whatsoever by any person without PACRA’s written consent. PACRA reports and ratings constitute opinions, not recommendations to buy or to sell
PACRA's Rating Scale reflects the expectation of credit risk. The highest rating has the lowest relative likelihood of default (i.e, probability). PACRA's
transition studies capture the historical performance behavior of a specific rating notch. Transition behavior of the assigned rating can be obtained from
PACRA's Transition Study available at our website. (www.pacra.com). However, actual transition of rating may not follow the pattern observed in the past.
www.pacra.com

