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Acts, Ordinances, President's Orders and Regulations

SENATE SECRETARIAT

Islamabad, the 29th June, 2016

No. F. 9( f 2)/2016-Legis.-The following Act of Majlis-e-Shoora
(Parliament) received the assent ofthe President on 28th June, 2016 and is hereby
published for general infomiation:-

Acr No. XXXI on 2016

An Acl to provide for the creation of security interests over
movable property and to establish a sectmd trunsactions registry

Wuenres it is expedient forthe promotion and conduct ofbanking business
to provide for the creation ofsecurit5r interests over movable property to secure the
obligations owed by a customer to a financial instirution, clarifu and expand for the
purpose the meaning and scope ofmovable property, provide for the establishment
ofa secured transactions registry, define, amend and codifo certain laws relating to
security interess over movable property and provide for matters connected therewith
or incidental thereto.

It is hereby enacted as follows:-

(63e)

[3218(2016)lEx.Gaz.]

Price : Rs. 30:50
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Pnrr I

PRELIMINARY

l. Short lifle, commencement and application.{1) This Act may
be called the Financir I Institutions (Secured Transactions) Act, 2016.

(2) It exten Cs to the whole ofPakistan.

(3) lt shallcome into force upon issuance ofthe notification by the Federal
Govemment under sub-section (2) ofsection 19.

2. Definitions.--{ I ) In this Act, unless there is anything repugnant in
the subject or context,-

(i) "account debtor" means any p€rson liable, whether under a contract
or otherwise, to pay any receivables or discharge any obligation in
respect cf receivables;

(ii) "after-a:quired property" means movable property that is acquired by
a custonrer after entering into a security agreemen! and includes future
receivab les as specified in the explanation to sub-section (4) ofsection
53;

(iii) "agricullural produce" means -
(a) an1, produce ofagriculture or horticulure, including but not limited

to r:rops (including growing crops), standing timber, poultry, fish
anrl livestock (including unborn offspring); and

(b) prcducts derived from any produce under clause (i), including
bul not limited to meat, eggs, hides, bones, skins, wool and hair;

(iv) "assignee" means a person in whose favour the receivables are
assigned;

(v) "assignnrent ofreceivables" means a transfer ofrights, title, interests
and benefits of the receivables by the assignor to the assignee;

(vi) "assigno'' means a person who assigns the receivables;

(vii) "book-erLtry security" shall have the same meaning as is assigned to it
under cliLuse (5) of section 2 of the Central Depositories Act, 1997
(XIX of 997);
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(viii) "collateral" I means dre movable propefi located in or outside Pakistan,

that is subject to a security interest;

(ix) "commingled goods" means a product or mass that is produced or
manufactured by physically associating oi uniting collateral with other
movable property in such a manner that the identity ofthe collateral is

lost in such product or mass;

(x) "company" shall have the same meaning as is assigned to it under
clause (7) ofsub-section ( l) ofsection 2 of the Companies Ordinance,
1984 (XLVII of 1984);

(xi) "control" with resp€ct to a deposit account exists -
(a) automatically upon the creation ofthe security interest ifthe secured

creditor is the depository bank; or

(b) if the depository bank has entered into a control agreement with the
customer and the secured creditor;

(xii) "control agreement" means an agreement in writing between the
secured crediior, customer and the depository bank according to which
the depository bank has agreed to follow instructions from the secured

creditor with respect to the payment of funds credited, in the deposit
account without further consent from the customer;

(xiii) "customer" shall have the same meaning as is assigned to it under
clause (c) ofsection 2 ofthe Recovery Ordinance and shall be deemed

to include an entity;

(xiv) "deposit account" includes a current or a savings account maintained
with a depository bank to which funds may be credited;

(xv) "depository bank" means the financial institution maintaining a deposit
account;

(xvi) "electronic" shall have the same meaning as is assigned to it under
clause (l) ofsection 2 ofthe Electronic Transactions Ordinance,20O2
(Ordinance No. Ll of 2002);

(wii) "entity" means a person other than a company, and includes a natural
person, a sole proprietorship, apartnership or association ofpersons, a

non-govemment organization registered under the Voluntary Social
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Welfari Agencies (Registration and Control) Ordinance, l96l (XLVI
of l96l ) or any other law for the time being in force for the registration
of a nor-govemment organization, a cooperative society registered
under the Co-operative Societies Act, 1925 (VII of 1925) or any other
law for the time being in force for the registration of a cooperative
society, a society registered under the Societies Registration Act, 1860
(XXI ol i860) or any other law for the time being in force for the
registration ofa society, a trust created under the Trusts Act, I882
(II of I lt82); and a body corporate established pursuant to a law;

(wiii) "event rrf default", in relation to a security agreement, means -
(a) the failrrc to pay orto otherwise perform the obligation secured under

the secrrrity agreement when due; or

(b) an event that gives the secured creditor the right to enforce the security
interest under the security agreement;

(xix) "exem;,tsd property" means movable property as notified by the
Federal Government for the purposes of sub-section (2) of section 4
notwi& ;tanding anything inconsistent therewith contained in the proviso

to sub-section (l) ofsection 60 ofthe Code ofCivil Procedure, 1908
(Act V :f 1908) or any other law for the time being in force, provided
that until such notification has been issued the proviso to sub-section
( l) ofsr:ction 60 ofthe Code ofCivil Procedure, 1908 (Act V of 1908)

shall continue to apply;

(xx) "financing statement" means the prescribed form to be filed in the

register for the purposes ofentering the particulars ofa security interest

created by an entity in the register;

(lori) "floating charge" means a charge created by a customeq on all present

and aftt:r-acquired movable property or a certain class ofpresent and

after-acquired movable property (including receivables or inventory),
in favorrr ofa secured creditor and pursuant to which the customer is

free to Ceal with the movable property in the ordinary course of its
business until the crystallization, in terms ofthe security agreemenl of
such charge into a fixed charge;

"Form [0" means the prescribed form to be filed with the registrar of
comparries for the purposes of entering the particulars of a security
interest created by a company in the register ofmortgages and charges
under dre Companies Ordinance, 1984 (XLVII of 1984);

(,"di)
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(lodii) "Form 16" means the prescribed form to be filed with the registrar of
companies for the purposes of modifuing the particulars ofa securig
interest created by a company in the register ofmortgages and chargcs

under the Companies Ordinance, 1984 (XLVII of I 984);

(xxiv) "hypothecation" means a charge created by a customer, on all or any
present or after-acquired movable property, in favour of a secured

creditor without delivery of possession of the movable property to
such secured creditor;

(xxv) "immovable property" shall include land, benefits to arise out ofland,
and things attached to the earth, or permanently fastened to anything
attached to the earth, and shall, notwithstanding anything inconsistent
therewith contained in the General Clauses Act 1897 (X of 1897),

Transfer of Properry Act, l8E2 (IV of 1882), Registration Act 1908,
(XVI of 1908) and any other law for the time being in force, exclude
property attached to immovable property as defined in clause (xxxviii)
ofthis sub-section;

(xxvi) "information system" shall have the same meaning as is assigned to it
in section 2 (p) of the Electronic Transactions Ordinance, 2002
(Llof2002);

(nrvii) "modification statement" means the prescribed form to be filed in the
register for the purposes ofeffecting the modification to a registered
financing statement;

(uviii) "motorvehicle" shall have the same meaning as is assigned to it under
sub-section (23) of section 2 of the Motor Vehicles Ordinance, 1965

(xlx of I 965);

(xxix) "movable property" means any tangible or intangible property other
tlran immovable property, including but not limited to receivables; rights
under letters ofcredit; rights under trustreceipts; securities (including
Govemment securities) other than hook-entry securities; right to funds
credited in a deposit account; title documents; negotiable instruments;
intellectual property, including patents, trademarks, copy rights, trade-

names, goodwill, royalties; stock in trade; inventory; interest in
partnership and other form of entity; omaments; jewellery; stones;
goods-in-transit; agricultural produce; Ieaves; grass, including growing
grass; petroleum or minerals that have been extracted; motor vehicles
and property attached to immovable property as defined in clause
(xxxviii) of this sub.section;
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(xxx) "negotiable instrument" shall havethe same meaning as is assigned to
itundersection l3 ofthe Negotiable InstrumentsAct, l88l (XXVlof
l88r);

(xxxi) "notifica.ion" means a notification published in the official Gazette;

(xrc<ii) "perfecti:n" means the act required to be done in terms ofsection l4
to make ir security interest effective against third parties;

(m<iii) "pledge" shall have the same meaning as is assigned to it under section
172 of tt,e Contract Act, lE 12 (lX of 1872) and excludes a securiQ
interest in a negotiable instrument or a security interest in collateral
covered by a title document:

(x:oriv) "possess ion" means the actual possession ofcollateral by a person or
an agent or employee ofthat person, or by an independent person tlat
acknowl,:dges holding it for that person;

(xxxv) "preferential claims" means the claims to be paid in priority on
insolvenr:y ofa customer as prescribed in section 405 ofthe Companies
Ordinanr:e, 1984 (XLVII of 1984) or section 6l of the Provincial
lnsolven;y Act, 1920 (V of 1920) or section 49 of the Insolvency
(Karachi Division) Act, 1909 (lll of 1909), as applicable;

(xxxvi) "prescrited" means prescribed by rules or regulations made under
this Act;

(no<vii) "proceec.s" means identifiable or traceable movable property derived
fiom collateral including (a) movable property acquired, directly or
indirectly, upon the sale, lease, licence, exchange, or any other mode
ofalienation ofcollateral; (b) natural fruits ofthe collateral, including
harvestel produce where the collateral is crops or wool, meat or
offsprin11 where the collateral is livestock; (c) any and all amounts,
revenues and receivables paid or payable under or in connection with
the mllareral; (d) righs arising outofthe collateral, including a rightto
an insulance payment or any other payment as indemnity or
compenration for loss of, or damage to the collateral; and (e) proceeds

of proce:ds;

"property attached to immovable property" means the following
properq' irrespective of whether it is attached to the earth or
permanently fastened to anything attached to the earth:

(>oorviii)
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(a)

(b)

(c)

(d)

plan! equipment or machinery;

fixtures and fittings;

cables or pipelines embedded in the earth or otherwise; and

any other item of property as may be notified by the Federal

Govemment for the purposes of thisAct notwithstanding any,thing

inconsistent therewith contained in the GeneralClauses Act, I E97

(X of 1897), Transfer of Property Act, 1882 (IV of I882),
Registration Act, I 908 (XVI of 1908) and any other law for the
time being in force;

(xrxix) "receivables" means a contractual or non-contractual right to receive
money, whether such right is existing, future, accruing, conditional or
contingent and includes rents; profits; dues; a money award by an

arbitrator; rnonies payable as salaries ofemployees; dividends; tolls,
user-fees or any sum, by whatever name called; monies payable under
decrees; monies payable under guarantees; actionable claims and all
kinds of actual or contingent monetary obligations; and excludes a

right to payment of funds credited in a deposit account and right to
payment under a negotiable instrument;

(xl) "Recovery Ordinance" means the Financial Institutions (Recovery of
Finances) Ordinance, 2001 (XLVI of200l);

(xli) "register" means the electronic register set up under section 2l;

(xlii) "registrar" means the person in-charge ofthe Registry appointed under
sub-section (l) of section 20 and shatt include, unless the context
requires otherwise, a depuff registrar discharging the llnctions, duties
and powers ofthe registrar pursuant to sub-section (2) of section 20;

(xliii) "registration"-

(a) in relation to a security interest created by an entity, means that
a financing statement and modification statements in relation
thereto, if any, have been registered in the register in respect of
such security interest in accordance with the provisions of
Part IV of this Act; or

(b) in relation to a security interest created by a company, means

that a Form l0 and Form 16, if any, have been registered in the

register of mortgages and charges in respect of such security
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interest in accordance with the provisions of the Companies
Ordinance, 1984 (XLVII of 1984);

(xliv) "registration number" is the number assigned to a registered
modification statement and termination statement by the register
pursuant to clause (b) ofsub-section (l) ofsection 22;

(xlv) "Registrl " means the Secured Transactions Registry established under
section l();

(xtvi) "secured creditol' means a financial institution or a consortium of
financial institutions in whose favour a security interest is created by
the custorner in respect ofany finance and includes a trustee appointed
by them;

(xlvii) "security agreement" means an agreement, instrument or any other
document in writing that creates or provides for a security interest in
favour ol a secured creditor:

(xlviii) "security interest" means a right, title, encumbrance or interest ofany
kind upon movable property created or provided for by a security
agreement in relation to a transaction that in substance secures the
payment or performance of a customer's obligation under a finance
without r,'gard to the form ofthe transaction or the terminology used

by the palties orthe identity ofthe person who has title to the movable
properry, and includes any charge, mortgage, hypothecation, fixed
charge, lloating charge, assignment, lien, pledge, assignment of
receivabl:s by way ofsecurity and transactions under which a secured

creditor retains title such as a finance lease, hire purchase agreement,

sale and lease back arrangement, conditional sale agreement and

retention oftitle arrangement, having similar effect;

(xlix) "statemerrt" means the financing statement, modification statement
and termination statement;

( I ) 'termination statement" means the prescribed form to be filed in
the register for the purposes of rendering a registered financing
statrment and modification statements in relation thereto, if any,
inelfective;

(li) "title document" means a document in writing evidencing title to
goods which is, by law or custom, negotiable, and includes a bill
of lading, dock warrant, warehouse receipt, railway receipt,
airv,ay bill, truck receipts or similar record issued by a person in
the rusiness oftransporting or storing goods;
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(lii) "unique registration number" is the number assigned to a

registered financing statement by the register pursuant to clause
(a) of sub-section ( I) ofsection 22;

(liii) "value" means the consideration that a person gives where such
person ac.quires the righs -
(a) in retum for a binding commitrnent to give finance;

(b) as security for, or satisfaction of, a pre-existing claim, in
whole or in part;

(c) in retum for a promise or anlthing given in exchange; and

(liv) "vehicle registration number" means the number assigned to a motor
vehicle by the relevant registering authority for the purposes of
registration ofsuch motor vehicle underthe Motor Vehicles Ordinance,
1965 (XIX of 1965).

(2) Words and expressions used but not defined herein shall, unless
repugnant to the context, have the same meaning as is assigned to them under the
Recovery Ordinance.

3.
namely:-

Scope ofAct-'Ihis Act shall not apply to or affect any of the following,

(a) a security interest in any immovable property;

(b) a security interest in a book-enry security;

(c) a security interest created by operation oflaw, including but not limited
to a lien on movable property under the Sale of Goods Act, 1930
(lII of 1930) or the Contract Act, lE72 (IX of 1872), except for the
purposes ofdetermining priority ofsuch security interests as set forth
in Part V of this Act;

(d) a security interest in any aircraft as defined in sub-clause (b) ofsection 2
ofthe CivilAviation Ordinance, 1960 (XXXII of 1960); and

(e) a security interest in any vessel as defrred in sub-section (56) ofsection 2
ofthe Merchant Shipping Ordinance, 2001 (LII of200l ).
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Penr II

CRE,\TION OF SECURIry INTERESTS

4. Right to (:reate a securify interest.{l ) Subject to sub-section
(2), a customer may create a security interest to secure its own obligation or that of
another person in accordance with the provisions ofthis Act.

(2) A customer shall not create a security interest in exempted property
and, ifcreated, such secrrrity interest shall be void.

5. Effectiveness of a security interest.-A security interest created
in favour ofa secured creditor shall be effective against the customer only if-

(a) the customer and the secured creditor have agreed to create a securiq/
interest in favour of the secured creditor;'

(b) in the cas,l of a pledge and security interests created pursuant to
sections 1 I and 12, the customer has also given possession of the
collateral to the secured creditor;

(c) the secured creditor has given value to the customer; and

(d) the custon er has rights in the collateral or the power to transfer rights
in the collz.teral.

6. Security :rgreement.-{1) The secured creditor and the customer
shall enter into a secunty agreement in terms of sub-section (2) for all security
interests other than secu rity interests created puisuant to sections I I and 12.

(2) A security agreement shall state -

(a)

(b)

(c)

the name ;rnd address of the secured creditor and customer;

the obliga.ions secured by the security interest;

a description ofthe collateral in a manner that reasonably allows its
identificat on; and

(d) the date o 'its execution

7. Security intercst in pmceeds.{l) A security interest shall extend
to the proceeds ofthe collateral, unless the securitv agreement provides otherwise.
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(2) A security interest in proceeds shall be effective against the customer
whether or not the security agreement contains a description ofthe proceeds.

8. Security interest in commingled goods.{l) A security interest
shallextendto commingled goods, unless the security agreement provides otherwise.

(2) The security interest in the commingled goods shall be limited to the
value ofthe collateral immediately before it became part ofsuch commingled goods.

9. Security interest in after-acquired property.-{ I ) A security
agreement may provide for a security interest in after-acquired property.

(2) Unless otherwise provided in a security agreement, the security interest
shall attach to after-acquired property on the acquisition by the customer ofrights in
the after-acquired property.

10. Future finance.{1) Subject to sub-section (2), a security interest
shall not extend to future finance that has not been committed to be extended to the
customerat the time ofthe creation ofsecurity interest, unless the security agreement
provides otherwise.

(2) Section 174 ofthe Contract Ac! 1872(lXof 1872) shall apply inthe
case of a pledge and a security interest in collateral covered by a title document
created pursuant 0o section I l.

ll. Security interest in collateral covered by a title document,-
(l ) A security interest may be created in collateral coverrd by a title document by
giving possession to the secured creditor of the title document duly endorsed in
favourof such secured creditor or issued in his name.

(2) A security agreement shall not be required where a security interest in
collateral covered by a title document is created in accordance with sub-section (l).

Explanat ion.-Collateral shall be covered by a title document where such
collateral is in the possession ofthe issuer ofthe title document.

12. Security interest in a negotiable instrument.{l) A security
interest may be created in a negotiable instrument by issuing it in the name of the
secured creditor or negotiating it in favour of the secured creditor in accordance

with the Negotiable Instruments Acl l88l (XXVI of l88l).

(2) A security agreement shall not be required where a security interest in
a negotiable instrument is created in accordance with sub-section (l).
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(3) Ifa negotiable instrument is secured by movable property, then, unless

otherwise agreed betu'een the secured creditor and the customer, such security
shall stand automatically transferred to and vest in the secured creditor upon creation
ofthe security interest in terms of sub-section ( l).

13. Security interest in a right to paym€nt of funds credited in a
deposit eccount.-Where the depository bank is not the secured creditor, creation
of a security interest irr a right to payment of funds credited in a deposit account
shall not bind or otherw ise impose any obligation on the depository bank with respect

to the security interest unless such security interest has been created with the prior
written consent ofsuch depository bank.

penr lll

PER'ECTION OF SECURITY INTERESTS

14. Perfection.{ I ) A security interest may be perfected -
(a) in the case of a pledge created by a company, by possession of the

collateraI by the secured creditor;

(b) in the case ofa pledge created by an entity, by regisration as provided
under this Act; or

(c) in the ca;e ofany other security interest, by registration as provided
under this Act.

(2) Notwith!;tanding sub-section (1) and subject to sub-section (3), -
(a) a securit/ interest in a right to payment offunds credited in a deposit

account lay be perfected only by control;

(b) a security interest in collateral covered by a title document may be
perfectal only by possession of the title document by the secured
creditor; and

(c) a security interest in a negotiable instrument may be perfected only
by possession ofthe negotiable instrument by the secured creditor.

Explana'ion.-Perfection of security interests under clauses (a), (b)
and (c) shall not require registration as provided under this Act.

(3) Sub-seclion (2) shall not be applicable where a security interest in a
right to payment of firnds credited in a deposit acc6unt or a security interest in
collateral covered by tit e document or a security interest in a negotiable instrument is -
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(a) created as part ofa hypothecation or floating charge that may otherwise
be perfected by registration under clause (c) of sub-section (l ); or

(b) in the nature ofproceeds of collateral that is otherwise perfected in
accordance with section 15.

ILLUSTRATIONS

(a) Customer A (an entity) entered into a share pledge agreement with
Secured Creditor B and delivered possession ofthe share certificates
to Secured Creditor B on the lst December. A financing statement
was registered in the register in respect of the share pledge on the
3rd December. The share pledge was perfected by registration on the
3rd December.

(b) Customer C (an entity) created a hypothecation on all present and
after-acquired inventory in favour of Secured Creditor D on the
I st January. A financing statement was registered in the register in
respect ofthe hypothecation on the 3rd January. The hypothecation
was perfected by registration on the 3rd January.

(c) Customer N (an entity) enters into an assignment agreement wit}
Secured Creditor M on the lst March pursuant to which Customer N
assigns receivables under a supply agreement as security in favour of
Secured Creditor M. A financing statement was registered in the
register in respect ofthe assignment on the 3rd March. The assignment
ofreceivables by way ofsecurity was perfected by registration on the
3rd March.

(d) Customer G (an entity) leases a car from Secured Creditor H pursuant
to a finance lease agreement on the lst December. Secured Creditor
H is registered as the owner of the car. A financing statement was
registered in the register in respect of the Finance lease on the
2nd December. The finance lease was perfected by registration on
the 2nd December.

(e) CustomerF (a company) created a security interest in aright to payment
offunds credited in a deposit account in favour ofSecured Cieditor G
on the lst December. The deposit ac.ount was maintained with the

Depository Bank H. A control agreement was entered into between
Customer R Secured Creditor G and Depository Bank H on the 2nd
December. The security interest in a right to payment offunds credited
in a deposit account was perfected by control on the 2nd December.



652 THECAZETTEOF PAKISTAN, EXTRA., JULY 1,2016 [P.rnr I

(l) Customr,r H (an entity) created a hypothecation on all its present and

after-ac<luired movable property (including funds held in deposit
accounts) in favour ofSecured Creditor P on the I st March. A financing
statemerrt in respect ofthe hypothecation was registered in the register
on the 41h March. The hypothecation was perfected by registration on
the 4th llarch. In this case, the security interest in a right to payment
of funds credited in a deposit account (created as part of the
hypothe;ation) was also perfected by registration.

(g) Custom,:r M (a company) created a hypothecation over its equipment
in favour of Secured Creditor N on the 5th April. The hypothecation
extende,l to any proceeds received from the sale of the equipment
with the Creditor N.

A financing slatement was registered in the companies' register ofmortgages
and charges on the l()th April in respect of the hypothecation. The hypothecation
was perfected by registration on the lOth April.

The Secured Sreditor N authorized in writing the sale ofthe equipment by
Customer M on the 5th May which resulted in Customer M receiving a cheque of
one hundred thousanrl rupees in the form ofproceeds arising from the sale ofsuch
equipment.

In this case, Secured Creditor N's security interest in the cheque of one

hundred thousand rupees (a negotiable instrument) was also perfected by registration
on the lOthApril.

15. Perfection in after-acquired property, proceeds and commingled
goods.{ I ) A securiy interest in after-acquired property, proceeds or commingled
goods, where applicat,le, shall stand automatically perfected by virtue ofthe perfection
ofthe security intere:;t in the collateral.

(2) 'vVhere l security interest is perfected by registration as provided under
this Act, sub-section (l) shall not apply if the after-acquired propert),, non-cash
proceeds or commir,gled goods, as applicable, is not covered in the registered
financing statement ()r Form 10, as applicable.

Explcmation. For the purposes of sub-section (2), non-cash proceeds shall
include all proceeds ()ther than money, cheques. funds credited in a deposit account
or the like.

16. Specialized registry.-A security interest in inte llectual property that
requires registration in a specialized registry pursuant to any other law currently in
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force, may, notwithstand ing the provisions ofsuch law, be perfected only by registration
as provided under this Act.

17. Unperfected securiQr Interests,-A security interest that is not
perfected shall be void against the liquidator, administrator or receiver but shall not
prejudice the secured creditor's right to repayment of finance as an unsecured
creditor.

Prnr [V

REGISTRAIION

I 8. Application of this Part.-{ l) This Part shall apply only to an entity
creating a security interest.

(2) This Part of the Act shall not apply to a company and shall not affect
the provisions contained in the Companies Ordinance, l9E4 (XLVII of l9E4) requiring
registration of security interests created by a company.

19. Secured Transactions Registry.{ l) The Federal Government
shall, by notification in the oflicial Gazette, establish or cause to be established a

registry to be known as the lSecured Transactions Registry'for the purposes of
registration ofsecurity interests created by an entity and all matters incidental thereto.

(2) The Federal Govemment shall, by notification in-the oflicial Gazette,
speciry the date from which the Registry established under sub-section (l) shall be

operational.

(3) The head office ofthe Registry established under sub-section ( I ) and

made operational under sub-section (2), shall be at such place as the Federal
Govemment may specifo and the Federal Govemment may, ifconsidered necessary,

establish branch offices of the Registry at such other places as the Federal
Govemment deems fit for the purposes offacilitating registration ofsecurity interests

created by an entity and to perform any or all of the functions of the Registry, as

may be determined by the Federal Government.

(4) The Federal Government may, by notification in the official Gazette,
define the territorial limits within which an office of the Registry may exercise is
functions.

(5) The Registry shall have its own seal.

20. Appointment ofregistrar, deputy registrars and other ollicers.-
( 1) The Federal Govemment shall, by notification, appoint a registrar as the head of
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the Registry forthe purposes ofmanaging and controlling the register set up pursuant

to section 2l and such other functions as may be determined by the Federal
Government, on such terms and conditions as it may think fit:

Provided that the registrar shall be (a) a Govemment officer not below
BS 2l; or (b) a retired jut lge ofthe Supreme Court ofPakistan or any High Cour! or (c)
an eminent professionzLl from private sector of known integrity and competence
with qualification and -'xperience of at least ten years in the private sector in the
field offinance, bankin g, business or law.

(2) The Federal Govemment may, by notification in the official Gazette,
appoint deputy registrars for each branch office ofthe Registry to perform, under
the control and superintendence ofthe registrar, such functions, duties and powers
ofthe registrar under this Act as may be notified by the Federal Govemment.

(3) The registrar may appoint such other officers with such designations
as he may think fit for the purposes ofdischarging, under the superintendence and
direction ofthe registrar, such functions, duties and powers under thisAct as may be

determined by the regi;trar.

21. Register of security interests.{ I ) A register shall be maintained
in electronic format at the head office ofthe Registry to record statements in relation
to security interests cn)ated by an entity.

(2) The register shall be maintained and operated under control and
management of the re1;istrar.

(3) The regiriter shall be operated using an automated information system
which shall -

(a) allow a secured creditor to file a statement in terms ofsections 23, 24
and 26;

(b) allow a secured creditor to file a security agreement and any
amendments thereto in terms of section 25;

reject filing ofa statement in terms ofsection 28;

issue a r erification statement in terms ofsection 29;

allow a lerson to search the register in terms ofsection 33;

issue seruch reports under sub-section (3) of section 33;

(c)

(d)

(e)

(f)
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(g) allow a secured creditor to pay the prescribed fees, if any, for filing
statements in the register;

(h) allow a person to pay the prescribed fees for searching the register in
terms of section 33;

(i) allow an entity or any person having rights in the collateral lo file an

application under sub-section (3) of section 3 l; and

() allow a person to do such other things as are required or permitted by-

or under, this Act to be done by a person in relation to the register.

(4) The registrar may, bv way ofregulations, prescribe requirements for
the use of the register for any or all acts under sub-section (3).

22. Organhation of the register.{l) The register shall assign-

(a) a unique registration number to each registered financing statement;
and

(b) a registration number to each registered modification statement and

termination statement relating to a registered financing statement under

clause (a) in a manner that associates them with the unique registration
number assigned to such registered financing statement.

(2) The register shall index registered financing statements by -
(a) the nam€ ofthe entity;

(b) where the entity is a natural person, the National Identity Card number
or National Identity Card for Overseas Pakistanis number, or in the
case of a foreign national, the passport number;

(c) the vehicle registration number; and

(d) the unique registration number.

23. Financing statement.--{ I) The secured creditor may, in respect of
a security interest, file a financing statement in the register.

(2) The financing statement shall be in such form as may be prescribed

by rules and contain the following particulars ofa security interest:
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(a) name oft re entity;

(b) address o'the enrity;

(c) rype of th: entity;

(d) where the entity is a natural person, the National ldentiq. Card number
or National Identity Card for Overseas Pakistanis number, or in the
case of a loreign national,'the passport number:

(e) name anc address ofthe secured creditor;

(0 fype ofthe security interest;

(g) maximunr amount secured by the security intcrest;

(h) description ofthe collateral, including the vehicle registration number
in case 01'a motor vehicle, and its proceeds, where applicable; and

(i) in case of a floating charge- the nature of restriction, if aqry, on the
power of the entity to create further securifj/ interests over all or part
ofthe collateral.

(3) A financing statement may be filed only after the secured creditor and
the entity have entered into a security agreement and the secured creditor shall be

deemed to have been iLuthorized by the entity to file such financing statement by
virtue ofthe entity exe:uting the security agreement.

24. Modification of a registered financing statement.--( I ) 1'he
secured creditormay, in relation to a registered financing statement- file a modification
statement in the regist,)r in respect of-

(a) transf'er ofall or part of the security interest to which the registered
fi nancinll statement relates:

(b) change hr description ofcollateral;

(c) addition rr omission ofcollateral;

(d) change in maximum amount secured by the security interest;

(e) change in name ofthe entity;



P.+rr Il THE GAZETTE OF PAKISIAN, EXTRA., JULY l,2016 65'1

(0 change in address ofthe entiq;

(g) where the entity is a natural person, change in the NationTl Identity
Card number or National ldenlity Card for Overseas Pakistanis numbeq

or, in case ofa foreign national, passport number;

(h) change in type ofthe entiry:

(i) change in name or address of the secured creditor; or

0) any other alteration to the information conurined in the registered
Financing statement.

(2) The modification statement shall be in such form as may be prescribed
by rules and contain the following particulars, namely:-

(a) unique registration number; and

(t-r) nature ofmodification to the registered financing statement.

(3) The Iiling ofthe modification statement by the secured creditor under
sub-section (l) shall not require aulhorizatron in writing by the entity, unless the

modification is in respect ofan increase in the maximum amount secured by the

security interest or is in respect of an addition of collateral or otherwise increases
the exposure of the entity to the secured creditor.

25. Filing ofsecurity agreement.- A secured creditor may, in respect

of a security interest, file a security agreement and any amendments thereto in the
register as an attachment to a financing statement or a modification statemenl, as

applicable.

26. Termination of a register€d linancing statement.{l) A secured
creditor shal[, in relation to a registered financing statement, file a term ination statement
in the register within fifteen working days from the date ofpayment or satisfaction,
in full, ofthe obligation to which the registered financing statement relates.

(2) The termination statement shall be in such form as may be prescribed
by rules and contain the following particulars, namely:-

(a) unique registration number; and

(b) date on which the obligation was paid or satisfied, in full.
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27. Effectiveness of filing.- A statement shall stand registered when a

unique registration nunrber or registration number, as applicable. date arrd time is

assigned to it in the register and such statement becomes publicly searchable.

28. Rejectiorr of liling.- A statement shall not be registered. il -
(a) the paniculars required to be entered in a statement are incomplete;

or

(b) the secur,:d creditor has failed to pay the prescribed fee, if any, fbr
filing the statement in the register.

29- Verification statement.-{ l) In respect ofa registered statement, a
verification statement shall be issued to the secured creditor in such form as may be

prescribed by rules and contain the following information:

(a) unique registration number or registration number, as applicable;

(b) particular s as stated in the statement; and

(c) date and time on which the statement was registered

(2) The verif cation statement shallbe conclusive evidence that a statement

has been registered in accordance with the requirements of Part IV of this Act.

30. Ineffectiveness of a registered financing statement end
modification statement.-{1)A registered financing statement shall be ineffective,
if-

(a) particula's ofan entity under clauses (a) and (d) ofsub-section (2) of
section 23 are stated incorrectly such that a search of the register
would nc,t retrieve the registered financing statement;

(b) descriptirn ofthe collateral is stated insufficiently such that a search

ofthe reliister would not reveal the same collateral, provided that the
registerel financing statement shall be ineffective only to the extent
ofthe collateral which has been insu{ficiently described and will not
render the registered financing statement ineffective with respect to
other col lateral suffi ciently described;

(c) the vehicle registration number is stated incorrectly such that a search
of the re6.istellould not retrieve the registered financing statement; or
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(d) the entity has not entered into a security agreement with the secured

creditor as required under sub-section (3) of section 23.

(2) If the secured creditor fails to file a modification statement in
relation to a registered financing statement in respect of a change under clause (e)
or (g) as required under sub-section ( I ) of section 24 within ten days of acquiring
actual knowledge of such change by the entity, the registered financing statement
shall be ineffective against-

(a) a competing securitv interest that has been perfected after such change
but before filing ofthe modification statement by the secured creditor;
and

(b) a purchaser, lessee or licensee acquiring rights in the collateral after
such change but before filing of the modification statement by the
secured creditor.

(3) A registered modification statement shall be ineffective if it has

been filed withoutthe authorization in writing by the entity where such authorization
is required under sub-section (3) ofsection 24.

31. Rectification of register.- (l) The entity or any person having
rights in the collateral covered in a registered financing statement may give a written
demand to the secured creditor to

(a) file a modification statement, if -
(i) description of the collateral is insufficient or refers to movable

properry that is not collateral under the security agreement;

(ii) the vehicle registration number is incorrect;

(iii) the secured creditor has agreed to release part ofthe collateral
and has failed to fiie a modification statement in respect thereof
as required under srrb-; ection ( I ) of section 24; or

(iv) there is any other ornission or misstatement ofany particular in a

registered financing staternent that detrimentally affects riglrts
ofthe entity:

(b) file a tcrmination statement, if -
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(i) the cbligation to which the registered financing statement relatcs

has been paid or satisfied. in full, and the securecl creditor has

faileC to file a termination slatement within the prescribed period
undr:r sub-section ( l) of section 26; or

(ii) the ,:ntity has not entered int(),a security agreement with the
secured creditor as required under sub-seclion (3) ofsection 23.

(2) A demanrl under sub-section ( l) shall require the secured creditor to
file, at its own expense, a modification statement or termination staternent, as

applicable, within fiftecn days from the date ofreceiving such demand.

(3) If the se,:ured creditor fails to file a modification statement or
termination statement, as applicable, within fifteen days of receiving the demand

under sub-section (l), lhe entity or person makirrg the demand may, by filing an

application in writing, request the registrar to filc such modification statement or
termination statement, as applicable, along with a copy of the written demand and

response, ifany, from the secured creditor.

(4) On receiJrt ofan application under sub-section (3). the registrar shall
cause a writlen notice o be sent to the secured creditor calling upon him to show
cause, within a time nJt exceeding twenty days from the date of receiving such

notice, as to why the mrdification statement or tennination statement- as applicable,
should not be filed.

(5) The registrar shall, ifno cause is shorvn, file the modification statement
or termination statemerrt, as applicable. in the register. .

(6) Where ciLuse is shown, the registrar shall inform the entity or person

making the demand un ler sub-section (3) in writing that the mod ification statement
or termination statement, as applicable, cannot be tiled for reasons stated therein.

32. Removal of a registercd financing statement. < I ) ./l registered
financing statement and any modification s'atements in relation thereto shall be

removed from the reg ster after thirty days liom the date on which a termination
statement has been filed in the register ir, respect ofsuch registered fiIancing
statement pursuant to ;ection 25 or section 3 I .

(2) Upon re,noval from the register, the registered financing sratement
and any modification statements in relation thereto shail not be publicly searchable.

(3) Notwithr;tanding removal fiom the register, the Registry shall retain
records ofa registereJ financing statement and any modification statement and
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termination statement in respect thereof for a period of ten years from the date on
which the terrnination statement rvas filed pursuant to section 26 or section 31.

33. Right to search the r€gister.-(l) Any person shall be entitled to

search the register and obtain reports therefrom on payment of a prescribed fee.

(2)
namely:-

The register may be searched by reference to the following criteria,

(a) name of the entiry;

(b) where the entity is a natural person, the National Identity Card Number
or National ldentity Card for Overseas Pakistanis number, or in case of a foreign
national, the passport number;

(c) unique registration number;

(d) the vehicle registration number; or

(e) any other criteria prescribed by regulations

(3) On a search ofthe register. a search report shall be issued in such
form as may be prescribed by rules and shall set forth all registered financing
statements and modification statements in relation thereto in the register relating to
the search criterion used:

Provided that where the search does not produce any results, the search

report shall state and confirm that there are no registered financing statements
relating to the search criterion used.

(4) A search report issued under sub-section (3) shall be conclusive
evidence ofthe registered financing statements and modification statements in relation
thereto to which the search relates including -

(a) unique registration number or registration number, as applicable, date

and time on which the financing statements and modification statements in relation
thereto were registered: and

(b) order ofthe registeled financing statements and modiftcation statements

in relation thereof set out in the search teport.

34. Outsourcing.-The Federal Govemment may issue a licence to any
local or foreign entity for operating and maintaining the register or for performing
any ofthe functions ofthe Registry in respect ofthe register.
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P,rnr V

PRICRII'Y OF SECU RITY INTERESI'S

CHAPTER I

GENERAL PRIORITY RULES

35. Priority ,rf security interests in the same collateral where there
is no other way of dr:termining priorit).,-Un less otherwise provided in this
Part Y the followirrg rules shall apply, to determ ine priorilv ofsecuri[ interests over
the same collateral, nanrely:--

(a) between security interests that have not been perfectcd, the first in
time to create the security interest shall prevail;

(b) a perfect,:d security interest has priority or er a security interest that
has not teen perfected; and

(c) behleen perfected security interests, the first in time to perfect the
security nterest in accordance with section l4 shall prevail.

Explanation.--

(i) Behveen security interests that have been perfected by registration
as provirled under this Act, priority will be determ ined by the order of
reg i strat i on .

(it) Behveer. security interests that have been perfected by possession or
control, ;>riority will be determined by the order ofpossession or control.

(iii) Benveerr a security interest that has bcen perfected by registration a.s

providel under this Act and a security interest that is perfected
otherr.l'i:;e than by registration, priority will be determined by the order
ofregislration or perfection otherwise than by registration, whichever
occurs first.

36. Priorifr of security interest in proceeds.-A security interest in
proceeds shall have tire same priority as the security interest in the collateral.

37. Prioritr extending to future finance.-Where a security interest
extends to future finance, the security interest shall have the same priority in respect
ofexisting and future finance.
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38. Priority of security interest in after-acquired propcrty.-The
prioriry ofa security interest that is perfected by registration as provided under this
Act shall extend to all the collateral stated in the registered financing statement or
Form 10, as applicable, regardless ofwhether it is present or after-acquired property.

39. Extent of priority.{ l) The priority of a security interest that is

perfected by registration as provided underthisAct is limited to the maximum amount
secured by the security interest as stated in the registered financing statement or
Form 10, as applicable.

(2) Where the ma-\imum amount secured by the security interest as stated

in the registered financing statement or Form 10, as applicable, is increased by way
ofa registered modification statement or Form 16, the priority ofthe security interest

in respect of such increase shall be from the date the modification statement or
Form 16, as applicable, was registered.

(3) Where a modification statement or Form 16, as applicable, has been

registered in respect ofan addition ofcollateral, other than by way ofproceeds, the
priority ofthe security interest in respect ofsuch additional collateral shall be from
the date the modification statement or Form 16, as applicable, was registered.

40. Su bord ination.-An agreement may be entered into between
secured creditors of a customer or between a secured creditor and a customer
pursuant to which one secured creditor subordinates his securiry interest to the
security interest of another secured creditor.

41. Right of secured creditor to follow the collateral.-{l) Unless
otherwise provided in Chapter III ofthis Part V of this Act, ifa customer transfers,

leases or licenses collateral that is, at the time oftransfer, Iease or Iicence, subject to
a perfected security interest, the transferee, lessee or licensee shall acquire the
collateral subject to such perfected security interest.

(2) A secured creditor's right to follow the collateral under sub-section
(l) shatl be without prejudice and in addition to the secured creditor's right to the
proceeds ofthe collateral, where applicable.

Cn*rrn Il

SPECIAL PRIOzuTY RULES

.ll. Priority of security interest besed on retentiotr of title
arnrngemcnt.--( l) A security interest based on retention of title arrangement and

perfected by registration as provided under this Act within tar days of dre date of the
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security agreement shall have priority over all other competing security interests in tlre

same collateralinespecti ve ofthe time ofperfection o fsuch competing security interests.

(2) SuEsecti,:n ( I ) shall be applicable only where the collateral is a motor
vehicle or such other mcvable property as may be notified by the FederalGovemment
for the purposes of this section.

Illustrulion

Secured (lreditorA has a hypothecation on all present an after-acquired
movable property of Customer B (an entity) that was perfected by
registrati:n in the register on lst December.

Custome'B leases a car from Secured Creditor C pursuant to a finance
lease agr:ement on lst February. The ownership ofthe car is registered
in the nane ofthe Secured Creditor C. Secured Creditor C also perfects

its security interest in the car by registration in the register on
4th Febnrary.

Secured Sreditor C will have priority over Secured CreditorA

43. Priority between secured creditor and bailee providing services
in r€sp€ct of the colb.teral. -A secured creditor shall have priority over a bailee

having a lien in respect,)fthe collateral under section 170 ofthe ContmctAct, I 872 (lX
of 1872), provided the r;ecurity interest was perfected before the bailment was created.

44. Priority between securcd creditor and unpaid seller.-Ar unpaid
sellerhavinga lien in respect of the collateral under the Sale ofGoods Act, 1930

(III of 1930) shall have priority over a secured creditor.

45. Priority between secured creditor and a bank having a bankers'
lien. -A bank havinp a bankers' lien under section l7l ofthe Contract Act, 1872
(lX of 1872) shall have priority over a secured creditor unless such bank has in
writing waived of its tankers' lien.

46. Prioritv of security interest in a right to payment of funds
credited in a deposir account.-{l ) A security interest in a right to payment of
funds cred ited in a deI osit account that is perfected by control ha s prioriS as against
a security interest in a right to payment offunds credited in a deposit account that is
perfected other than by control pursuant to sub-section (3) ofsection 14.

(2) Adepository bank's right ofset-offagainst the customer's obligations
shall have priority ove r a security interest in the right to payrnent offunds credited in
a deposit account unl( ss the depository bank has. in terms ofthe control agreement,
waived of its right of set-off.
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(3) Sub-section (2) shall not in any way affect the depository bank's right
of set-off under the insolvency laws.

Illustutions

(a) Secured Creditor A has a security interest in a right to payment of
funds credited in a deposit account of Customer B (a company) that
was perfected by control on the 25th December.

Secured Creditor C has a hypothecation on all the present and after-
acquired movable property (including funds credited in deposit
accounts) ofCustomer B that was perfected by registration on the I st

December.

Secured Creditor A shall have priority over Secured Creditor C

(b) Secured Creditor A has a security interest in a right to payment of
funds credited in a deposit account ofCustomer B (an entity) that was
perfected by control on the 25th December.

Secured Creditor C has a floating charge on Customer B's present

and after-acquired inventory that was perfected by registration on the

I st December. Secured Creditor C's floating charge shall extend to
the proceeds, i.e. sale proceeds of inventory that are credited in a

deposit account over which Secured Creditor C has no control.

Securcd Creditor A shall have priority over Secured Creditor C.

47. Priority of security. interest in collateral coyercd by title
document.-A security interest in collateral covered by title document that is
perfected by possession has priority as against a security interest in collateral covered

by title document that is perfected other than by possession pursuant to sub-section
(3.1 ofsection 14.

Ill uslralion

Secured Creditor A has a security interest in collateral covered by a
title document of Customer B (an entity) that was perfected by
possession on the 25th December.

Secured Creditor C has a hypothecation on all the present and after-

acquired movable property (including goods-in-transit covered by title
documents) of Customer B that was perfected by registration on the

lst December.
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Secured Creditor A shall have priority over Secured Creditor C

48. Priority between a perfected floating charge and fixed charge
over the same collateral. - (l ) Subject to sub-seclion (2), a fixed charge perfected
after an earlier perfected floating charge over the same collateral shall have priority
so long as such floating charge has not crystallized into a fixed charge.

(2) An earlier perfected floating charge shall have priority over a
subsequently perfected fixed charge over the same collateral, where-

(a) the security agreement creating such floating charge contains a
provision prohibiting the creation ofany further securitv interest over
the same r;ollateral; and

(b) the secure d creditor taking a subsequent fixed charge over the same

collateral has notice ofthe provision in clause (a).

(3) If the restriction under clause (a) of sub-section (2) is stated in the
registered financing starement or Form 10, as applicable, the secured creditortaking
a subsequent fixed charge over the same collateral shall be deemed to have notice
ofsuch provision.

49. Priority of security interest in s negotiable instrument.-{l) A
security interest in a nef;otiable instrument that is perfected by possession has priority
as against a security inierest in a negotiable instrument that is perfected other than
by possession pursuanl to sub-section (3) ofsection 14.

(2) A security interest in a negotiable instrument is sub-ordinate to the
rights ofa holder in dur: course as defined in section 9 ofthe Negotiable Instruments
Act, l88l (XXVI of I ll8l).

Illustralion

(a) Secured CreditorA has a security interest in a negotiable instrument
issued in favour of Customer B (an.entity) that was perfected by
possessi:n on the 25th December.

Secured Creditor C has a hypothecation on all the present and after-
ac4uired movable property (including right to payment under negotiable
instrumr:nts) ofCustomer B that was perfected by registration on the
I st Dec:mber.

Secured Creditor A shall have priority over Secured Creditor C
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(b) Secured CreditorA has a securiry interest in a negotiable instrument
ofCustomer B (a company) that was perfected by possession on the
25th December.

Secured Creditor C has a floating charge on Customer B's present

and after-acquired inventory that was perfected by registration on the
lst December. Secured Creditor C's floating charge extends to
proceeds, r. e. sale proceeds of inventory that may be in the form of a
negotiable instrument of which the Secured Creditor C will have no
possession.

Secured Creditor A shall have priority over Secured Creditor C.

CHepren III

TAKING FREE OF SECURITY INTEREST

50. Purchaser taking free of security intercst.-{l) A purchaser for
value will acquire collateral (other than a negotiable instrument or collateral covered
by title document) free ofany security interest, where the customer-

(a) sells the collateral in ordinary course of business, provided that the

customer shall not conduct a bulk sale ofcollateral without the prior
written consent of the secured creditor.

Explanation: Unless otherwise provided in the security
agreement, a bulk sale shall mean any transfer ofall or major part of
the collateral of a customer or of the collateral held at a particular
place of business of a customer; or

(b) is authorized in writing by the secured creditor to sell the collateral
free of the security interest.

(2) A purchaser forvalue shall not acquire collateralfree ofsecurity intercst
under clause (a) ofsub-section ( I ) if, at the time ofthe acquisition, the purchaser has

actual knowledge that the sale ofthe collateral is prohibited under the security agrcement.

5l . Rights of a lessee and licensee.{ | ) The rights of a lessee and

licensqe in the collateral are not affected by a security interest where the customer-

(a) leases or licenses the collateral in ordinary course of its business; or

(b) is authorized in writing by the secured creditor to lease or Iicense the
collateral-
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(2) Clause (a) of sub-section ( I ) shall not apply if, at the time of the
sonclusion of the lease or licence agreement, thc lessee or licensee has actual
knowledge that the lease or licence of the collateral is proh ibited under the security
agreement.

52. Transferee of funds held in a deposit account taking free of
security interest.-Where the customer has iniliated a transfer of funds from a
deposit account that is subject to a security interest, the transferee of the funds
takes the funds free ot'any security interest unless the transferee had actual
knowledge that the funC s transfer is prohibited under the securit_v agreement.

Penr VI

ASSIGNMENT OF RECE]VABLES

53. Assignmr:nt of receivables by way of security end absolute.-
(l )An assignor may for value assign its rights, title. interests and benefits in receivables

to an assignee in writin19.

(2) An assignment ofreceivables may be absolute or by way ofsecurity
for the performance of the customer's obligations.

(3) Upon an rrssignment ofreceivables under sub-section ( I ), -
(a) the rightr; and remedies of the assignor, whether by damages or

otherwise, shall vest in the assignee; and

(b) the assignee may sue or institute proceedings in respect of the
assignment of receivables in his own name without obtaining the
assignor's consent to such suit or proceedings and without making
him a party thereto.

(4) Notwithr;tanding section 5 of the Transfer of Property Act, 1882
(lV of 1882), an assigrrment ofreceivables may be of future receivables and such

future receivables slrallvest in the assignee trn the acquisition ofthe receivables by
the assignor.

Explanation.--Future receivables are receivables that are generated as a
result ofa contract thal is concluded after the conclusion ofthe agreement assigning
the receivables.

(5) lf the receivables to be assigned are secured by movable property,
then, unless otherwis,) agreed beween the assignor and assignee, such security
shall stand automatica lly transferred to and vest in the assignee upon assignment.
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(6) The rights of an assignee in respect of the assigned receivables are

subject to -
(a) all defences and right to set-off arising from the original contract

between the account debtor and the assignor that the account debtor
could have asserted against the assignor:

Provided that Ih€ assignee shall, unless otherwise agreed with the

assignor, be entitled to recover from the assignor, any loss suffered by
it as a result of the account debtor exercising any such defences and
right to set-off; and

(b) any rights to set-offthat the account debtor could have asserted against
the assignor in respect of claims against the assignor accruing before
the account debtor received notice in writing ofthe assignment.

- (7) Sub-section (6) shall not apply if the account debtor has agreed in
writing with the assignor that it shall not assert any defences or right to set-off.

54. Assignment of rrceivables by way of security.{1) The provisions
of Part Il, III, Y VII, VIII and lX of this Act shall apply mutatis mutondis to an

assignment ofreceivables by way of security.

(2) An account debtor shall be bound by the terms and conditions ofthe
assignment ofreceivables by way ofsecurity, provided the account debtor has rcceived

notice in writing ofsuch assignment in terms of subsection (3) or has consented to
the assignment of reccivables in writing.

(3) The notice to be given under suEsection.(2) to the account debtor
may be given by the assignor or assignee and shall at the minimum.

(a) state name and address ofthe assignor;

(b) state name and address of the assignee; and

(c) identifu the receivables assigned.

(4) Unless otherwise provided in the security agreement, ifthe receivables
assigned by way ofsecurity are received by the assignor or recovered by the assignee,

it shall be applied in the following order:

(a) in or towards payment ofthe cost ofsuch recovery;
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(b) in or towards the satisfaction of the amount of the security interest;
and

(c) the residr.al, if any, to the assignor or any other person entitled to
receive ttLe same.

55. Absolute assignment of rcceivablcs.- ( I ) An accorurt debtor shall
be bound by an absolut€ assignment and have a duty to make payment to the assignee
where the account debt,rr has received notice in writing ofsuch assignment in terms
ofsub-section O or has consented to the assignment ofreceivables in writing.

(2) The notioe to be given under sub-section ( l) to the account debtor
may be given by the assignor or assignee and shall at the minimum-

(a) state nanre and address ofthe assignor;

(b) state nanre and address of the assignee;

(c) identif t.he receivables assigned; and

(d) require lhe account debtor to pay the assignee in accordance with
paymenl instructions stated therein.

(3) Ifan account debtor has not been given notice, under sub-section ( I ),
ofthe absolute assignrnent ofreceivables, he shall be entitled to make payments to
the assignor in respecr of the assigned receivables in accordance with the original
contract between the ;rccount debtor and the assignor and such payment shall fully
discharge the account debtor:

Provided that payment made to the assignor in respect ofsuch receivables
shall be held in trust forthe benefit ofthe assignee and the assignor shall forthwith
make payment of such amount to the assignee or its agent duly authorised in this
behalf, unless othenvise agreed between the assignor and assignee.

(4) Nothinll in this Act shall prejudice an assignee's right to enforce an
absolute assignment ofreceivables without the intervention ofthe courts.

' 56. Applicability of the Transfer of Property Act, 1882
(IV of f882).- Sections 130, l3l, l32and 134 of the Transfer of Properqr Act,
I 882 ( IV of 1882) shall not apply to an assignnrent of receivables under this Act.
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Paxr Vll

ENFORCEIVIENT OF SECURIry IN'IERESTS

57. Modes of enforcement.-A secured creditor may, after an
occurrence of an event of default, enforce a security interest in accordance with
section 58 or 59.

58. Recovery suit.--{ I )Asecured creditor may enforce a securilr interest
by filing a recovery suit against the customer in the Banking Court.

(2) The provisions ofthe Recovery Ordinance sl.rall apply mulalis mulandis
for the purposes of filing a recovery suit against the customer.

Explanation. The provisions of the Recovery Ordinance relating to the

enforcement ofa mortgage over immovable property shall not be applicable.

59. Oaher enforcement modes.-{l) A secured creditor may enforce
the following security interests without the intervention ofthe courts:

(a) a pledge;

(b) an assignment of receivables by way of security;

(c) a security interest in a negotiable instrument that is perfected by
possession;

(d) a security interest in a right to payment offunds credited in a deposit
account that is perfected by control;

(e) a security interest in a motor vehicle based on retention of title
arrangement; and

(f) a security interest in a title document that is perfected by possessron.

(2) At any time after a secured creditor decides to enforce a pledge after
an occunence ofan event ofdcfault- the secured creditor may give a written notice
ofdemand to the customer in writing and require the customerto satisfo his obligation
within fourteen days from the date of receipt of the notice. The notice shall give
details ofthe amount payable by the customer and specit, the collateral that may be

enforced in the event ofthe customer failing to satisry his obligation:

Provided that the secured creditor may dispense with such notice if{a) in
the reasonable opinion of the secured creditor, the collateral is in danger of being
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wasted, misappropriated or is perishable; or (b) the amount of finance exceeds ten

million rupees and the :ecurity agreement provides for such dispensation.

(3) The right to enforce an assignment ofreceivables by uay ofsecurity
and a security interest irr a negotiable instrument in terms ofthis section includes the
right to enforce any se,:uriry over movable property or a mo(gage of immovable
property by deposit oflitle deeds as provided in sub-section (f) ofsectiorl 58 of the
Transfer of Property ,\ct. 1882 0V of 1882) that secures the payment of the
receivables or the negoliable instrument.

(4) In case ot'a security interest in a right to payment offunds crediied in
a deposit account, the r;ecured creditor shall-

(a) where such secured crtditor is the depository bank, be entitled to
appropriele and set-offthe funds credited in the deposit account against
the customer's obligation; or

(b) rvhere such secured creditor is not the depository bank, be entitled to
instruct the depository bank to pay the funds credited in the deposit
account ,o or for the benefit of the secured creditor in terms of the
control agreement.

(5) Nothing in this Act shall prejudice a secured creditor's right to
enforce a security.inter est withoutthe intewention ofthe courts under any other law
for the time being in firrce.

60. Enforcoment wherc collateral is in the nature of property
attached lo immovable property.{ l) Ifthe collateral is in the nature ofproperty
attached to immovablt: property, the secured creditor may, upon enfrrrcement ofthe
security interest in acc()rdance with the provisions ofthis Part, remove such property
and shall reimburse the mortgagee or orvner of the immovable property to which
such property is attached for the cost of repair of any damage to the immovable
property resulting fron the removal:

Provided thal the secured creditor shall not be requircd to reimburse the
mortgagee or owner of the immovable property for any reduction in value of the
immovable property resulting fiom the removal ofthe property attached to immovable
property.

(2) The secured creditor shali be entitled to recover from the customer
any expenses incunec by him for the purposes ofremoving the property attached to
immovable property.
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61. Fresh election of directors on rcquest of the secured creditor.-
Notwithstanding anything contained in the Companies Ordinance, 1984 (XLVII of
1984), where a secured creditor acquires twenty percent or more of the voting
sccurities ofa company in his own name upon enforcement ofa pledge ofsccurities,
he may require the company to hold a fresh election ofdirectors in accordance with
the procedure laid down in section I78 ofthe Companies Ordinance, 1984 (XLVII
of 1984) within sixry days ofthe secured creditor requesting the same.

P.rnr VIll

RIGHTS AND OBLIGATIONS OF SECURED CREDITOR AND
CUSTOMER

62. Duties of customer in case of a non-possessorj' security
;nterest.-{1) A customer shall exercise as much care in the custody, preservation,
operation, maintenance, use or other enjoyment or exploitation of collateral in the
customer's possession as a man ofordinary pnrdence would as if the collateral had
been free ofany security interest and shall not take any action, directly or indirectly,
that may waste, misappropriate or otherwise prejudice the value ofthe collateral.

(2) A customer shall be liable to the secured creditor for any loss or damage

to the collateral as a result of a breach ofthe obligations under sub-section (l).

(3) Subject to the terms of the security aqreement, the secured creditor
and its agents shall have ihe rightto inspect, value, insure, superintend, take samples

and particulars ofthe collatcral and to check any statelnents, accounts, reports and

information pertaining to the collateral.

63. Duties of secured creditor in case of a pledge and security
in(erest in collateral covered by a title document.-Sections 150, l5l, 152,

I53, 154, 155, 156, 157. l73and 175 ofthe Contract Act, 1872(lXof 1872)shall
apply mutatis mutandis to a secured creditor in the case of a pledge or a security
interest in collateral covered by a title document.

64. Material information from secured creditor.{l) The customer
may send a rvritten demand to the secured creditor to provide material information
in respect ofa security interest.

(2) A secured creditor shall, upon receiving a written demandrrnder sub-

section ( I ), provide the material information to the customer within fourteen days of
receiving the demand.

(3) A secured creditor may charge the customer a reasonable fee for
responding to a written demand under sub-section (l ) provided that such fee shall

not exceed the cost of processing such demand.
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(4) For the prrrposes of th is section- material information shallmean ,

(a) a copy o{ the security agreernent and any amendments therelo:

(b) a statemt:nt in writing of the amount of the aggregate outstanding
obligatio l of the customer secured by the collateral as of the date
specified in the written demand under sub-section (l); and

(c) a statemont in writing that approves or corrects an itemized list of
what the customer believes ro be the collateral securing an obligation

' as ofthe date specified in the written demand under sub-section (l)
and duly authenticated b) the customer.

Prnr IX

MISCELLANEOUS PROVISIONS

65. Notice.-{ l) A notice or demand required to be given pursuant to any
provision in Part IV of this Act rnay be given to the secured creditor or entity, as

applicabte, through courier or registered post with acknowledgement due at the
address provided in the registered financing statement-

(2) A notice or demand given in accordance with sub-section ( I ) shall be

deemed to have been given and received -
(a) on the dly ofactual delivery, where the notice is sent by a courier; or

(b) four dal s after the notice has been posted, where the notice is sent by
registen)d post with acknowledgement due.

(3) The registrar may prescribe by regulations additionalmodes ofproviding
a notice or demand tc the secured creditor or entity, as applicable, pursuant to any
provision in Part IV cfthis Act and matters ancillary thereto.

66. Provisions of insolvency laws not affected.-( l) If a customer
becomes insolvent, tte same rules shall prevail and be observed with regard to the
priority ofdebts upon rhe distribution ollhe insolvent customer's estate, the respective
rights ofthe secured md unsecured creditors and to debts provable as are in force
for the time being uncler the applicable insolvency laws:

Provided that asecured creditorshall have the right to stand outside insolvency
proceedings and enforce his security interest for the repayment offinance and such
right shall, save as is provided in sub-section (2 ), not be subject to any preferentia I
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claim, whether arising before or after the creation of the security interest, by any
person or authority.

(2) Preferential claims by any pcrson or authority shall have priority over
the claim of a secured creditor having a floating charge, so far as the assets ofthe
customer available for payment ofunsecured creditors are insufficient to meet such
preferential claims.

Explanation.-F or the purposes ofsub-section (2), a fixed charge created

upon crystallization ofa floating charge shall be treated as a floating charge.

67. Protection ofaction taken in good faith.-No suit, claim or other
legal proceedings shall lie against the Registry or the registrar, deputy registrar or
officers, staff and other employees of the Registry in respect of anything which is

done or om ifted to be done in good faith under this Act or any rules and regulations
made thereunder.

68. The provisions of this Act to override other laws.-(l) The
provisions ofthis Act shall be in addition to, and not, save as expressly provided in
this Act, in derogation ofany other law for the time being in force.

(2) In the event ofany inconsistency or conflict between the provisions of
this Act and any other law for the time being in force including but not limited to the
Companies Ordinance, 1984 (XLVI I of 1984), Recovery Ordinance, ContractAct
I 872 (lX of 1872), Transfer ofProperty Act, I 882 (lV of I 882), Specific ReliefAct,
1877 (I of 1877). Sale ofGoods Act. 1930 (lll of 1930), and General Clauses Act,
I 897 (x of I 897), the provisions ofthis Act shall prevail.

69. Power to remove difliculties,-If any difliculty arises in giving eflect
to the provisions ofthis Act, the Federal Govemment may, by order published in the
official Gazette. make such provisions, not inconsistent with the provisions of this
Act, as may appear to be necessary for removing such diffrculty.

70. Power to make rules.-(l) The Federal Governrnent may, by
notification in the official Gazette. make rules, not inconsistent with the provisions of
this Act, for carrying out the purposes ofthis Act.

(2) In particulal and without prejudice to the generality of the power in
sub-section ( I ). the Federal Govemrnent may make rules in respect of the follorving
matters, namely:-

(a) the forms of the statcments to be used for the registration of security
interests under Part IV of this Act, instixctions for filling in such

statements and ancillary matters in respect thereof;
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(b) description ofcollateral to be included in the security agreement under
clause (c) of sub-section (2) of section 6;

(c) the terms a.rd conditions ofthe appoinlment and service olthe registrar.
deputy registrars, officers, staffand other employees ofthe Registry;
and

(d) any other natter u,hich has to be- or may be, prescribed by rules

71. Public Strrvants.-(l ) The registrar, deputy registrars, officers,
employees ofthe Registry and other persons authorized to perform or exercise any
function or power under this Act or rendering services to the Registry as consulfallt
or adviser shall be deemed to be public servants within the meaning ofsection 2l of
the Pakistan Penal Cod,:, 1860 (Act XLV of 1860).

(2) Save as o:herwise provided by this Act and only for the purposes so
provided, nothing hereir contained shall be construed to mean that any person referred
to in sub-section ( 1) is or shall be deemed to be in the service of Pakisran or is to be
regarded or treated as zL civil servant.

72. Power lo m4ke regulations.{ I ) The registrar rnay, by notification
in the official Gazette, rnake regulations, not inconsistent with the provisions ofthis
Act and the rules made thereunder, for carrying out the purposes ofPafi IV of this
Act.

(2) In particrrlaq and without prejudice to the generality ofthe power in
sub-section ( I ), the registrar may make regulations in respect ofthe following mafters,
namely:-

(a) amount zrnd mode ofpayrnent offees payable for filing statements in
the register, searching the register and other services to be rendered

by the Registry under Part IV of this Act as are commensurate \yith
the cost rfproviding such services:

(b) form anC manner in which applications to the registrar under the
provisions of Part IV are to be submitted and ancillary matters in
respect thereof;

(c) modes of providing a notice or demand to the secured crediror or
entity, ari applicable, pursuant to any provision in Part IV and ancillary
mafters in respect thereof;

(d) procedu re and terms and conditions for the use ofthe electronic register
under srrb-section (4) ofsection 21;
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(e) procedure and requirements for searching the register under section

33 and ancillary matters in respect thereof; and

(0 any other matter relating to registration of security interests under
Part IV of this Act u'hich has to be, or may be, prescribed by
regulations.

73. Transitional provisions.{l) For the purposes of this section,-

(a) "prior securilv interest" means a securiql interest created or provided
for by a security agreement or other transaction entered into by an

entity before the comrnencement of this Act;

(b) "prior law" means any law, whether statutory equitable or common
law, that was in force before the commencement of this Act;

(c) "transitional period'' meansthe period ofsixmonths afterthe notification
ofestablishment ofthe Registq, is pvblished by the Federal Government
in terms of sub-section (l ) of section 19.

(2) Secured creditors may perfect prior security interests in accordance

with thisAct during the transitional period.

(3) Upon perfection under sub-section (2), a prior security interest shall
retain priority from the date it was perfected under prior law and shall have priority
over a security interest created and perfected after the commencement of this Act.

(a) If a prior security interest is perfected after the transitional period,

such prior security interest shall be deemed to have priority from the date ofactual
perfection in the evenl of a conflict with a security interest created and perfected

after the commencement ofthis Act or a prior security interest perfected during the

transitional period.

(5) Nothing in this Act shall prejudice a security interest created and

perfected by a company before the commencement of this Act and such security
interest shall continue to be govemed by prior law.

SYED MUSSARRAT ABBAS SHAH.
Acting Secretary.
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