Annexure to FE Circular 1/2002

AMENDMENTSIN THE FOREIGN EXCHANGE MANUAL

CHAPTER I
AUTHORISED DEALERS AND MONEY CHANGERS

Subject: Application for Authorised Dealer s license

Exiging - Authorised Deders license to branches of the banks and NBFls is granted by State
Bank of Pakistan on case to case bass.

Amended- Application for grant of Authorised Deders license should be made by the head
office of the bank/NBFI, or principd office in Pakigan in the case of foreign banks, to the
Director EPD dating the nature of transactions that are desred to be dedlt. Once the head
officelprincipal  office of a bank or NBF has obtaned an authorization to ded in foreign
exchange, it_would be free to decide the names of those offices / branches which would
conduct foreign exchange transactions and advise State Bank. The advice is necessary, as a
code number is required to be dlotted by the Statistics Department to each branch for
compilation of Setistica data.

Subject: Authorised Money Changers (AMC)

Existing- As per Code of Conduct issued.

Amended- Code of Conduct incorporated. However, sub-paragraph(vii) of “Code of Conduct for
money changers’ is amended to meke it clear tha any change in the budnes
premises/partnersdirectors of an Authorissed Money Changer, will amount to establishment of
a new money changing business and the applicable fee would become payable.

CHAPTERIII
AUTHORISED RATES OF FOREIGN EXCHANGE

The Chapter has been revised on the basis of various circularsissued on the subject.

Authorised Deders are free to determine their own rates of exchange both for ready and
forward transactions for the public, subject to the condition that the margin between the
buying and sdling rates should not exceed Paisas fifty per US dollar or ts equivdent in other
currencies. This condition does not gpply to inter-bank transactions.

CHAPTER IV
FORWARD EXCHANGE FACILITIES

Subject: Forward Sale against investments by Non-Residents

Exiging- The Para has been eaborated to clarify that forward sdle againgt portfolio investment
can be made by any AD.

Amended par agr aph:

) Authorised Deders may sdl foreign currencies forward to nonrresidents for portfolio
invesment made by them in rupee denominated shares and securities on repatriation
bass out of funds remitted from abroad, as permitted vide Chapter XX. The forward
cover can aso be provided on the date of conversion of foreign currency into rupees,
pending ther investment. Such sdes would be made only for the amount brought in
or the face vaue of the security, whichever is higher. No forward cover will be
provided for dividend/interest/coupon income and for Foreign Direct Investment. The



maximum period of sdes should be tweve months, which may be extended in the
manner lad down in paragraph 9.

(i) A forward sdle may dso be made by an Authorised Deder other than the one maintaining the
gpeciad convertible rupee account or providing custodid service for investment provided the
customer gives a declaration that the invesment has been made on repatriation basis and that
cover has not aready been obtained from any other Authorised Dedler.

Subject: Forward Cover to the | nvestment Banks, L easing and M odar aba Companies

Exigting - Avalladle. It has been further clarified.

Amended Para

Authorised Deders may provide forward cover to the Investment Banks, Leasing Companies
and Modaraba Companies holding restricted Authorised Dedler's Licences issued by the State
Bank of Pakigtan, in respect of the funds mobilized by them from abroad againgt issuance of
Certificates of Investment and surrendered to the State Bank provided they have not obtained
forward cover from the State Bank.

Subject: Extension of Forward Cover

Amendment — Authorised Dedlers are now permitted to extend forward contracts on roll-over
basis even for |ess than one month.

CHAPTERV
FOREIGN CURRENCY ACCOUNTS

Subiject: Purchases by SBP of Currenciesfrom and their saleto the Authorised Dealers.

Amendment — The exidting para which was based on the provison of section 23 of SBP Act

(Obligation to buy or sdl foreign exchange) has been redrafted in view of the amendment in
the Act. It now reads as under:

“The State Bank may a its discretion buy US Dallars from and sdl them to the
Authorised Deders both Ready and Forward.”

CHAPTER VI
PRIVATE FOREIGN CURRENCY ACCOUNTS

«&This chapter has undergone many changes due to impostion of redrictions in May 1998,
introduction of the new FC scheme vide FE circular No.25 of 1998 and other changes made
from time to time including the amendment made in the Protection of Economic Reforms Act.

=«The various types of Foreign Exchange Accounts have now been clearly defined and
incorporated category wise. However, it is darified that redrictions placed on withdrawa in
foreign currency from FC Accounts existing as on May 28, 1998, vide FE 12 of 1998 as
amended from time to time, would continue to be operative, till the restrictions are lifted.

Subiject - Special permission for foreign currency accounts

Exising — The opening of FCAs with the proceeds of foreign equity & loans and accounts of
foreign contractors require prior approva from SBP.



Amended Para: To liberdize these regulations, the following ingtructions have been included in
the Manud:

i) Foreign Oil/Minera  exploration companies and foreign contractors and their foreign sub-
contractors may be dlowed by the Authorised Deders to open foreign currency accounts
under the Scheme described in paragraph 6 (FE 25 Scheme) or Specia Foreign Currency
Accounts subject to the condition that they will meet dl ther expenditure in Pekisan
incduding <daries of foregn nationdsnonresdents in Pak Rupees only, out of rupee
payments if any, recaved by them in terms of their contracts / by converting in the inter-bank
market funds receved from ther Head Offices / by converting funds from ther foreign
currency accounts in the inter-bank market.

i) (@ Frms and companies raisng foreign equity and foreign currency loan may be dlowed by
Authorised Deders to open  specid foreign currency account for receiving and retaining the
foreign funds on submisson of information about the source of foreign funding and the
amount required to be retained in foreign curency. The funds avalable in such foreign
currency account can be used by the account holders for making only those types of
payments which are othewise permissble in teems of the indructions lad down in this
Manud (eg. imports, consultancy) and which are related to the busness of the account
holder. Any amount not so used will be required to be converted into rupees in the inter-bank
market and no withdrawa will be alowed in the shape of foreign currency notes.

(b) The concerned Authorised Deder will be required to submit monthly statements in the
precribed proforma (Appendix V-5) dongwith the related import documents, invoices,
agreements etc.

(Note: App. V-5isthe same Annexure ‘A’ of FE Circular No. 16 of 1996)

CHAPTER VI
PRIVATE NON-RESIDENT RUPEE ACCONTS

Subject—Operations of Non-resident Accounts of persons, Firms and Companies other
than Banks.

Monthly ceiling of Rs 5000/- on Cheques drawn for maintenance has been abolished.

CHAPTER XII
EXPORTS

The FE drculars issued in relation to extenson in the prescribed period for repatriation of
export proceeds from four months to six months and retention of export proceeds by software
exporters and service indudry and Private Commodity Exchange arangement with foreign
parties have been incorporated.

Subj ect — Retention Period of Export Proceeds

Exiging — It is permissble for exporters to retain the export proceeds in specid exporters
account with an Authorised Dedler in Pakistan for 3 working days and to sdll the same within
this period to any Authorised Dedler.

Amendment — It isclarified that the facility also covers advance payment received for exports.

Subj ect — Exports Exempted from Foreign Exchange Regulations

Exiging — Gift parcds where they are accompanied by a declaration by the sender that the
contents of the parcel are less than Rs 500/- in vaue.



Amendment — The limit of Rs 500/- has been replaced with the words ‘a vaue not exceeding
the calling natified by the Ministry of Commerce for gift parcels from timeto time'.

Subject - Methods and Period of Payment

Exiging - All extensionsin the redlization period require State Bank of Pekistan prior approval.

Amended — Where the terms of sde provide for payment earlier than sx months Authorised
Deders may dlow extenson in the redization period if they are satisfied with the explanation
given, provided such extenson does not extend the period beyond sx months from the date of
shipment.

Subject - Free Samples

Existing: Not availadle.

Amended: Physcians Free samples may be supplied aong with consgnments of drugs and
medicine being exported by the pharmaceutical companies up to the extent agreed to between
exporter and foreign buyers/agents.

CHAPTER Xlll

IMPORTS

Subject — Payment through Authorised Dealersin the Foreign Exchange Area of the
| mporter

Amendment — Existing paragraph has been deleted.

Subject — Endor sement of the amount on invoices.

The requirement of Endorsement on invoice has been abolished.

Subiject- Importsunder letter of credit - Opening/ Extension of letter of credit- Time
frame & change of beneficiary

Amended- Authorised Deders are now empowered to dlow extensions in dl types of letters of
credits for further periods not exceeding 12 months a a time on payment of fee if so prescribed
in the Import Policy, provided there has been no change in the Import policy/exchange regulation
in relation to the importability of the goods, the country of origin/shipment and the method of
payment. Some other minor changes have also been made. The revised parais reproduced below:

Opening of / extension in letters of credit - time frame / change of beneficiary and
commodity/other amendments.

(i) Authorised Deders can open letters of credit and extend their validity for a period alowed by
the import policy announced by the Minisry of Commerce subject to compliance with al the
conditions laid down therein.

(i) If the import policy does not lay down any indruction in this regard, they may open letters of
credit for a period upto 12 months. However, in regpect of machinery and mill-work which are
required to be specifically manufactured and the period of manufacture is more than 12 months,
the letter of credit may be opened for a period upto 24 months. The vdidity of a letter of credit
may be extended by the Authorised Dedlers for further periods not exceeding 12 months a a
time on payment of fee, if 0 prescribed in the Import Policy, provided there has been no change
in the Import Policy/exchange regulaions in reaion to the importability of the goods, the
country of origin / shipment, and the method of payment, and if approached within its validity.
An expired letter of credit may aso be smilarly revaidated subject to the same conditions.



(i) Authorised Deders are dso dlowed to amend the letters of credit envisaging change of the
beneficiary/goods at the request of the importers provided the importers agpproach the Authorised
Deders for the change within the vdidity of the letter of credit and import of the goods covered
by the letters of credit are till permissible.

(iv) Authorised Deders should dso ensure to make endorsement of L/C opened for items (other
than fredy importable items) whose import is subject to certan conditions in the origind
Category Pass Book. In case an importer opens letters of credit with more than one bank, the
Authorised Deder holding the origind category Pass Book will make out photostat copies
thereof, authenticate the same and furnish other concerned Authorised Deders with it and will
keep record thereof.

(v) Authorised Dedlers may dso make other amendments in the letters of credit without reference
to the State Bank provided the amendments are not in conflict with the provisons of this Manud
or the Import Trade Control Regulations.

(vi) Lettersof credit may provide for negotiation of documents within a period not exceeding 30
days from the date of shipment.

Subijects - Remittance involving violation of | TC (Import Trade Control) Regulations.

Revised paragraph is reproduced below:

‘Authorised Deders may dlow remittance of the vaue of imports made in contravention of
the import policy if the Federd Government has condoned the contravention and the Customs
have released the goods. Such remittance may be dlowed on submisson of the invoice hill of
lading and Exchange Control copy of Customs Bill of Entry.’

Subject — Payment of freight on import of trade samples

Airlines / shipping companies can accept freight in Rupees up to Rs. 500/- per year per registered
importer for import of bonafide trade samples. Thislimit has been enhanced to Rs. 2000/-.

Parasrdating to Foreign Currency loans and credit transferred to chapter on loans.

Subject-General authority for remittance against | mports

The power to dlow remittances agangt import documents received directly by the
importer has been delegated to the Authorised Dealers. The revised paragraph is reproduced
below:

(1) Authorised Deders may gpprove on behdf of the State Bank, applications for remittance
agang imports into Pekistan provided the documents covering imports, whether under letters of
credit or otherwise, are received through them and the conditions set out in this chapter are
complied with. The reatve Form 'I' should be certified accordingly when reporting the sde to
the State Bank. In the case of imports by post, Authorised Deders may make remittances without
the prior approval of the State Bank, only if the post parcels are addressed directly to them. In
cases, where the parcels are addressed directly to the individuas or care of the Authorised
Deders, applications should be forwarded to the State Bank for prior approval. Authorised
Deders should invariably attach a copy of the rdative invoice with the origind or quadruplicate
' Form, as the case may be, submitted by them to the State Bank with their monthly return of
sdein terms of para 33 of the chapter.

(i) Where the shipping documents are received by the importers directly, or by the Authorised
Deder from the overseas supplier instead of the bankers of the suppliers, remittance should be
made only after the goods have been cleared from the Customs and the Exchange Control copy
of Bill of Entry or Customs certified invoices in the case of imports by podt, relative invoices,



non-negotiable copies of the Bill of Lading / Airway Bill / Rallway Receipt / Truck Receipt etc.
and 'I' Form duly completed and signed have been submitted.

Subject - Submission of Bills of Entry condition

The requirement of submisson of Exchange Control Copy of Bill of Entry in dl cases of
remittances for imports and its verification by the Authorised Deders was dispensed with vide
FE 91/92. It was reintroduced vide FE 16/98.

Amendment - This provison has been dropped. The revised indructions will apply to dl
remittances affected on or after 01-01-2002. The Authorised Deders will follow the ingtructions
conveyed vide FE 16/98, as amended from time to time, in regpect of remittances made upto 31-
12-2001.

CHAPTER XIV
COMMERCIAL REMITTANCES (OTHER THAN FOR IMPORTS)

The paragraphs regarding Remittances for surplus passage of Shipping Companies and Airlines
have been rewritten in line with the circulars issued during the years 2000 & 2001.

Subject — Remittance by | nformation Technology Sector

Amended — Remittance on account of items of IT nature as specified in I T policy will be
considered by SBP. The relevant paraintroduced in the Manua is reproduced below:

(i) Remittances on account of items of the following nature may be alowed by the State Bank:

@ Satellite Trangponder Charges

(b) International Bandwidth Charges

(© Internationd Internet Service Charges

(d) Internationd Private Line (IPL) Charges

(e Software License Maintenance/ Support Fee againg  specific  “ Software
License Agreement” executed with the licensor on the basis of NOC issued by
Pekistan Software Export Board.

(i) Application on Form ‘M’ for such remittance should be submitted to the Joint Director
(Investment Divigon) through an Authorised Dedler dong with the following:

a Agreement, if any.

b.Origind invoice/ demand note.

¢.NOC from the concerned authority (viz PTA/Pakistan Software Export Board).
d. Evidence of payment of income tax or exemption certificate from CBR.

Subject — Advertisement in newspapers and magazines abr oad.

Existing: Advertisement clippings from the newspaper/magazine are required to be submitted to
SBP within a period not exceeding three months.

Amended - These clippings will now be retained by the ADs for ingpection by the State Bank’s
| nspectors.

CHAPTER XV
INSURANCE BUSINESS

Remittances are allowed by SBP in respect of the following:

(a) Clamsin respect of marine policies covering export




(b) Remittance under reinsurance business

Amended. The powers to dlow remittances of clams in respect of the above have been
delegated to Authorised Dedlers. The revised ingtructions are reproduced bel ow:

Claimsin respect of Marine Policies covering Exports.

) Clams aisng under the policies covering exports from Pekisan are payable to the
shippers in cases where the poceeds have not been redised from the overseas importers. Where
the payments have been received by the shippers, the claim can be paid to the overseas importers.

i) Remittance of these cams by Pekistani insurance companies to foreign importers
may be dlowed by the Authorised Deders on submisson of gpplications accompanied by the
following documents:

1. Application on form 'M' dong with the declaration in the prescribed form @Appendix -
53).

2. Clam Note.

3. Policy in origind. Duplicate acceptable where origind is retaned by the Cugtoms
authority of theimporting country and / or lost and indemnity in lieu of the origind.

4. Invoice on CIF basis rating to the shipment.
5. Bill of Lading / Airway Bill / Posta Receipt relating to the shipmertt.

6. Survey Report / Short Landing Certificate / Generd Average Adjusment / Short
Contents Certificate / No Survey Loss Cetificate. Survey not necessary if dam is not
likely to exceed U.S. $100/-.

7. Foreign bank's certificate to the effect that the proceeds reating to the shipment aganst
which cdam is made have dready been remitted to Pekistan (except in case of generd
average clam payable to adjusters).

iii) To facilitate prompt payment to overseas clamants, the State Bank will consder
requests from Pakigani insurance companies for settlement of such clams by ther oversess
stling agents through a system of revolving letter of credit. In cases where such permisson is
given dams would be scrutinized by the overseas sditling agents on the bass of the documents
indicated a serid No. (2) to (7) in the preceding sub-paragraph and payments made through
revolving letter of credit. The cam documents both in respect of direct remittance and
remittance under letter of credit should be submitted to the State Bank aongwith the reative
form ‘M’ while reporting the transaction in the monthly Returns for post facto checking dong
with the declaration in the prescribed form (Appendix V-53).

iv) Foreign insurance companies are required to settle dams in respect of marine policies
covering exports through their head offices on the basis of dl the above clam documents.

Remittance under Reinsurance Business

Permisson may be given by the Authorised Deders for remittances in respect of reinsurance
busness effected with or accepted from nonresdent companies on the insurance companies
submitting to them the following information and documents. Remittances in respect of life re-
insurance business will, in addition, be subject to conditions lad down in the preceding
paragraph 23 of the Manud.

i) Remittance of premia under Facultative Reinsurance:
1. Applicaions on form 'M" accompanied by a declaration in the prescribed form
(Appendix V-54).
2. Evidencein the nature of cover note etc., in respect of reinsurance affected.

3. Catificate from the Controller of Insurance to the effect that the loca market
has been fully utilized before placing any pat of the risk outsde the country
facultetively.



i) Settlement of Account under Treaty Reinsurance:

1. Application on form 'M' accompanied by declaration in the prescribed form
(Appendix V-55).

2. A proforma gsatement of account showing net balance payable / receivable
ggned by the manager or an authorised officer of the applicant company duly
confirmed by the beneficiary.

3. Proceeds Caertificate in case any amount of clam has been received in cash and
the same is being accounted for through the statement of account.

These documents will be submitted to the State Bank with the monthly Returns.
(Note: App. V-53istheold V-62, V-54 isthe old V-63 and V-55 isthe old V-64).

CHAPTER XVI
PRIVATE REMITTANCES

Subject — Transfer of Assets— Foreign nationalsretiring from Pakistan

Details of credit entries in bank account other than monthly pay and alowances and sde
proceeds redlized in respect of locally and imported purchased articles each of vadue Rs.500/- are
required to be submitted.

This requirement has been digpensed with.

Subject — Subscription to foreign magazines, periodicals etc and purchase of books of a
learned or technical nature.

?? For professond and specidized organization and import of Bralle books for blinds
Authorised Deders are empowered to dlow remittance upto Rs.20000/- each per year. These
indructions have been revised to alow such remittances as per current Import Policy. The
revised paragraph is reproduced below:

‘Authorised Dealers may alow remittances, without prior approval of the State
Bank, for subscription to foreign magazines, periodicals, newspapers etc., and for
purchase of books of learned and technical nature as per ceiling prescribed in the
Import Policy.’

?? The exiging paragraph 12 has been amended by adding the following:

(vi) A dedadion by the applicant showing the amount aready remitted during the
current fisca year.

Subject — Import of medicines and special gadgets for disabled per sons.

Authorised Deders are empowered to allow such remittances upto a celling of Rs.5000/-
per person per year. The ingtructions have been revised vide FE Circular No. 24 of 2001.

Subject — Correspondence cour se

The exiging caling of Rs10000/- for payment of fees for approved correspondence
course has been abolished.



CHAPTER XVl
IMPORTS AND EXPORTS OF CURRENCY NOTES AND COINS, FOREIGN
EXCHANGE, JEWELLERY, GOLD & SILVER

Subject —Taking out of precious stones and jewellery

Existing — Foreign Nationas can take out gold, jewellery, precious/'semi precious stones up to
the value of Rs. 100,000/- in dl provided the same have been purchased against encashment of
FE brought by them from abroad.

Amendment — Overseas Pekistanis have been induded in this Fadlity and limit has been
revised to US $ 10,000/ (in order to bring it in line with Ministry of Commerce natification).

CHAPTER XIX
LOANS, OVERDRAFTS AND GUARANTEES

1. Thischapter has been re-arranged in order to clearly provide separately for: -

(8. Rupeeloansto Foreign Controlled Companies, non-residents and against guarantees of non-
resdents collateras held outside Pakistan.

(b). Foreign Currency loansto the Private Sector.

(c). Guarantees/Performance Bonds etc.

2.The exiding redrictions on foreign controlled companies for locad borrowings which are linked
with thelr nature of busness and pad-up capitd have been removed. They will henceforth be
permitted to borrow for meeting their working capital requirement subject to observance of
Prudential Regulations. The revised parais reproduced below:

‘ Authorised Deders are authorised to grant rupee loans and credits to foreign controlled
companies for meeting their working capita requirements subject to observance of Prudentid
Regulations prescribed under the Banking Companies Ordinance.’

As a consequence, the existing paragraphs No. 4 to 13 have been deleted.

Subject - Foreign currency loans for working capital of foreign controlled companies.

Powers to sanction the facility lies with State Bank of Pakistan. Additiona rupee loan and
overdrafts on matching basis are gpproved by State Bank of Pakistan.

Amended - These powers are delegated to Authorised Deders. The revised paragraph is
reproduced below:

‘Foreign controlled companies are permitted to contract foreign currency loans from
banksffinancia inditutions abroad or from ther Head Offices or from other oversess
branches/associates for meeting their working cepitd requirements. The repayment period
should not exceed twelve months and the rate of interest should not exceed 1 % over LIBOR.
Such loans can, however, be rolled over for further periods not exceeding twelve months each.

(if) Foreign controlled companies, as defined in paragraph 2 ibid, desrous of avaling this fadlity
may approach their bankers (Authorised Dedlers), who will saisfy themsdves that the gpplicant
is a foreign controlled company. Once such a confirmation is obtained, the concerned company
may contract the loan and repatriate the amount for credit to their Rupee account with the
Authorised Dedler.

(i) The concerned Authorised Deder will issue a proceeds redisation certificate, and record the
paticulars of the loan. On maturity, the Authorised Deder having received the inward
remittance will dlow payment of interet minus taxes and repayment of principd. While
reporting remittance of interest, a cetificate confirming the applicable LIBOR and a cetificate
confirming payment of income tax will be attached with the Form ‘M’. If tax is not payable, a



copy of the exemption certificate issued by the Revenue authorities will be submitted. While
reporting repayment of the principd, a copy of the proceeds redisation certificate will be
attached with the Form *M’.

(iv) Branches in Pakistan of foreign companies are not alowed to pay interest on such loans.
(v) Foreign contractors are not alowed to pay interest on such loans, and they can repay the loans

only after they have completed the contracted work/project and have submitted clearance
certificate from the tax authorities, which should be attached with the Form ‘M’.
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