
ns INTRODUcED IIY THE NATIoNAL AssEMBLYI

A
BILL

to ptoride lot enforcenet .,l hetthg tiqhts ond collotetal drtungenents

WIIEREAS u is cxpedienr to provide for effective Neasurcs to erable pa(ies to financial

arrangements lo lerminate and enforce such ansngemenrs in case of termination evonts, bankrDptcy,

insolvency or otheNisc as per their rcspccliv€ rights and obligatjons under the netling agr.€ment or

collateral arrangcment and further ro provide for maters connectcd fierelvilh and incidental therero;

h is her€by enacred as follows:-

I. Short rill., extent and conmcnrement.- (l) lhis Act shall be caUed Ihe Netting of Financral

Arrangcments 4cr.2025

(2) It extends 10 the whole ofPakistan.

(l) lt shallcome into force at once.

2. Delinilions.- ln th]s Ac1, unlcss lherc is anylhing repugnant n lhe subject or context,-

(i) "cetrrralized ercharge" means a lrcensed securilics exchange, a firtures exchange or any

oLner exchargc reg,:lated b) the Commis'irr):

(iD "colhleral-proyider' means ihe party required lo provide or providing collareral to another

pany under a financial co llaleral anangement;

(iii) "coll.trral-t"ker" n)enns rhc parly lo s'hom collateralls requircd to be provided or is p.ovided

under a tlnancral collale.al !irengemell.

(iv) "Conrmissn,n" rneans rhe Securiti€s and Exchange Cornmission o f P*istan establish€d undcr

the S€.uritics and Excha-nge Comnrission of Pakislan Act, 1997 (XLII of I997);

(v) "erforceme.t cvent" means an cv€nr oldcfault or close-oul, or any €venr 
^s 

agreed ben een

the panies, on rhe occurrence olwhich, undcr lhe rerms ofa financial collateral urangemenl,

or b,v operaLion of lau. the collarcral-taker is entilled to realiz€, enforce in resp€d ofor

approp ate nrargin, collaleral, security or otl€r crc(lit enfiancement, including selring offor

nerlrng out the valuc ofequivalent financial collat€rai under a title lransfer financial collaleral

afl-angement;

(vi) "equivalerl 6rancirl collaler.l' incltides-

(a) in relation to c|lsh. a palmcnl offte sanre amounr and in lhe same currency: and
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(b) in relation to financial instrtLnrcnts, financial instruments ofthe samc clrisi and ol

the same nominal value, curenc! and descriplion, o. whcr€ the financral coilateral

affangemenr providcs for the lranstar ofother ossels following thc occurrence ofant e\ cnl

relaling toor affectingany 6nancialinslruments provided as financial collateral, suchoth.r

(vii) "finencial colli(€rrl" means any ollhc following dlal secures paymenr for performance oian

obligati,rn ir) respecr ofa financral arranBcn)cnt, narnelyr-

(a) cash or cash equivalents rn an) curency;

(b) secunties, a securities accounr o. a securilics entillemenl;

(c) finaDc;alinstrumcnrsl

(d) tutxres asreemcnr or fun,rcs acco!nt;

(e) guaranrees, ieners of c.crlit anJ obligatrons Io rermbursei or

(f) any other asset cornmonly lsed in lhe financial marke! as a collateral;

(viii) 'finEDcirl collet€ral nrrrngem€nt" mcans ary margin, collaeral or securir) ana,ngement or

other cred,i enhancement relaled to or lorming pan of a netting agreement or one or more

quElified financral airangements to which a nettinS agreemenl applies, includiDg, \yithoLrI

limitalion,-

(a) a litle transtar tinancial col aleral arransem€nt,

(b) a security financial collareral arrangemenri or

(c) any guar:ntee, lctLer ofcredn or reimbr.rrsemcnt obliCaLion by or lo a part) ro onc

or mor€ qualified financial arrangernenis, in resp€cL of rhose qualified financial

ar€ngcmcnB or ir rcspect ol a rethng agreement;

(ix) "financisl instruBenr" nreans -

(a) shares in companies or other equivalent securiries;

(b) bonds, sukuk or other forms of instMents available in the market or tsaded on a

centraliTEd exchange.

(c) units or shares in an investmcnt lund; or

(d) any olhcr similar conventional or.s?a/ia, compliant instrurnents;

(x) rinsohenl parly' meafs a pai) de.lared rnsolvert by a compelenr coud oflaq or in relarion

lo wh;ch an inrolvency proceedn)g has been inslitutcd:

(xi) "hsolvency proceeding" includes sjlrdi B up proc€edirgr or reorganization rncasures, bv

$hal€ver name called, or any similar proccedrngs under the applicable laws;
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(xii) "liquids(or" means an insolvcncy professronal appointcd in an ;nsolvenc-v proceeding, aid

includes any administrator, receiver, trutcc or other pcrson or entily which admrnisten the

affairs or assets olan rnsoivent pary durtng an insol!ency Eoceeding,

(xiii) "master ngreemenl" means an agreemenl p.o!iding lor rhe exercise ofrights, rncludi.g rights

of, or to effect netting. set.oft liquidation, tennlnatioo, acceleration or close-out rn respct of

all or any transactions io which such agrccmrnt relaies or in respect ofany pr.cenr or future

payment or dclivery oblrgations or enlitlements ,rislng under or in connection with all or any

such tresacrions or such agreemenl. inc)udins one or more qualificd Gnocial arangemenls

eDtered inlo by the panies, rncludr:rg any such agreemeni whrch provides thar rr consl;tut€s a

single agrcemenl belween the panj€s irr relalion to such tran$ctions;

(xiv) "Minist€r" me3fls rhe Ministe.-in-cha.ge ofFinance Division;

(xv) "netting" meaff the occurrence olany oflhe following, namely:-

(a) the termination, close.our or acceleration of any payment or delivery obligations or

entillements under one or more qualified financial arrangemenrs 1o which a netung

agreement aPP lcsl

(b) Lhc dcterhinaro. or enrrrarion of a !aluc in respecr ofea.h obllgalion or entillemenr

temrnated or 6ccelerated as per sub+lause (a)t

(c) the cohversion ofdet€rmined or estimorcd values as per sub-clause (b) into a single

currcncy; or

(d) thc set-offor netting ou1 ofany valucs deLermined as per sub-clause (b), as converled

as per sub-clause (c).

(xvi) sneting agrecmcnl" rneans an ,raDgemenl in the nature of-

(a) a mater agrccment or orher agreer)rent between persons fiat provide for nettinS,

including close-our nefting

(b) an ageemenl that provides for the nelting of amounrs du€ under two or more netting

agreemenrs;and

(c) financialcolllleral anrngemenls relrling Io or ,bming pafl oIa netting agreement

ofthe kind relerrcd ro in suh-clause (a) or (Lrt l

(xvii) "obligrrions" means moneur) and non mon€ta^ obliSsrions:

(xviii) "over the c(,unter finrncial agrcemenq conlracl or lrrnsrction" means any agreement,

contracl or transaction negotialcd direcll) belwecn two or morc panies wilhoul Lhe

ir!olverrent of ar) certrr'i?e! ercl,arge:

(xix) "prrty" m€ans a legal pe6on conslituting onc olthe parties to a netdng agreemenl, a qLralilled

firuncral anangement or a rinancial collaleral arrangement:
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(xx) "penioo" includes an indi!idual paflncrsl)ip, corporation, inoorporated associatron,

cooperalivc society, regulated enr ty, or a ) olherbody corporare whether organized urrder1he

la$s of Pakisran or under the laws ofan) other juflsdrcnon, and an),unir or polnical sub

divrsion ol en Lra l or regional gov€mmen r, rnd any i emattona l or regiona I developrirer)t iaDI

ur oLher intenratio ral or regronal orpariz-tron.

(rxi) "qualified finsncial arrAngement'mc.ns any ovcr the counler or prilalel) nc8olirted

financia, alrecmeD!, connact or ransactidn. includinS any terms and condioons incortxlrrted

by relerence ir any such fiDoncial agreemcnl, contracl or kansaction, under which Fyrncft or

dclivery obligalior)s are due to be perfomc(i at certain time or within a certain pe od ollimd

as speciried in lhc Fir Schcdule .

(xxir) "reorgrnizrtion measures" means mcasures whrch lnvohe the appointment ol an

adminisuaror or any othel rneasure lalien by lhe relevant aLrthority for the reorganizzlion ofi
person or a persorl's obligarions under insolvenc) lawsi

(xxiii) "Schedule" mcans a sch€dule to this Ac!;

(xxiv) "s€curily finucirt colhterrl crraDgement" means an arrangement r.urder which a collarcral-

provrder providcs financial collateral subiecl to a securiry interest 1o lhe collateral laker or for

lhe benefit of suuh collateral-taker;

(y')ry) "securiry interesl, meanr any legal or equirable inreresr or an] righl in securirv creurcd or

otherwise xrising fron a sccuritl, includrng a pLedge, .r hongage 6r a cha.ge;

(xxvi) "Shtioh conrpliant" means any cortract or anangEment made in acoordancc $ith the

principles of 9rio, determiDed and approved by rhe rclcvan! authority under the related

provisions ofapplicable laws, direcnles, rnstrucr;ons or regulations rssued Aom tinle ro rime

by lhe Stale Bank or the Cor)rmission or b) any aufiorily under the applicable laws; and

(xxvii) "SlrteBrnk'nieaNlheStaleBankolPakistan€srahlishedunderfieStareRankol Pak stan

Act. 1956(XXXlll of 1956);

(xxviii) "title lraosfcr finstrcirl collrtersl .rrsngement't mcans a margin, collater:rl or secLnr)

arrangcment relared ro a ne(ing agreemcnr or (o one or nrore qualifLed tinancial arrangemefr-.

based on lhe trarsfer of rjrle lo collare.al whether by ourright sale or by wat of sccLrir).

includrng, wirhout limirauon, a sale and (IUrchase agreen'reLrr. securities lendirg agrecnrent.

sccuritics buy-ba.k or sell-t'ack agreemcnr. o, an irregulDr pledge: and

()cix) "winding up proce€dings" means proceedings initiated in cout or any other aufioaty undcr

any Iaw to wind up a company, body corporatc or entiry or voluntary windrng up.

(2) A urordor expression used in this Act and not dc fi ned shall have the sanre nreatringas ts assrgnea'

rh€relo in the Comperies Ac!, 2017 (Aci 
^vo. 

XIX of 20 l7) or rhE Sccuriries and Exchan8e CommrssLor

ofPaki$an Act, 1997 (Act No. XLll of 1997).
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(2) For the pu4'ose of rhis Act, a k(ting a8rmenl shall be deerned to be a ne(ing agreement.

notwithstanding the fact that such nerling agrccmcnl contains p.ovisions or clauses relating to agre€ments or

lrarsactions thal are not qualified fina.clal arrargemenrs

Provided that ir relates to or made in conn,xrion wirh agreemenls or tansacrons whlch fall within the

definition ofquali6ed financia.l arrangemenr and in such a case the provisions ofthis Act shail apply only to the

extenl of the provisions or clauses which lonn part ofthe qualified financial arrangements i

(l) Iror the purposc ol this Act, a financral couateral or7angement shall be deemed ro be such an

armngemeir, norwfhslandinS the lact tlar srd financial collateral ananSement contains pro!isionr o. clauses

relating to agreements or transaclions that are not nettmg agreernents or qualified financial arrangements;

Ptuvidod Lhal ;t relates to or is made ir) connection with agreements or transactions which fall within the

definition o f n eltrng agre€ments or qualitled Iinancial arrangemcnts and in srlch a case the provisions ofthis Act

shau appiy only to the exlent of the prolrsions or clauses which form pan of fte qualified financral

armngemenis;;

(4) For the purpose oa thrs Act, a neming agreement and all qualified financia ztr:mgements entered into

there,jnder or lo uhich such neting agreemenr relates shall conslitute a single conrract.

4. Netting agr.emena and finarcial collalerrl arrangement.- (l) A nerling ag.eement aDd financral

collateral arranSement shall respect;lely b. a netting ageenrent or, as Lhe case may be, financial collateral

arrangemeri, ifthese contain provisions or clarlses relating ro qualifled financial anangemenl

5. Enforceability of netting agr€emcrts and finrrci.l collarerrl arrrngemetrtr- Save as otherwise

expressly provided in this Acl, the provisions of a netting agrccmcnt and of a 6nancnl collateral a,'rangement

shall be cnforccable in accordance with the renns sbred thercin. and may not be slayed, aloided or otherwise

limited by an) action taken or polver exerciscd b)" rhe liqurdalor or anlone a thorized under any insohenc)

laws or any olher law.

J. Application: lhe Drovisions oflhe Act shali apply to the quahlied financial en'engements mnde

between the parties wherc at lcast one ofihe panies is regulat€d by the State Bar)k oiPakistan or l-hc Cornmission

or is established under any Federal law or incorporated under the company law.

6. Limilsrion on obligalion to mske paym€nl lnd dclivery.- After commencement of insolvency

proceedinSs in relaLion to any pany to a ,€ftin8 agreement. tle onl], obligation, rf any, ofeither pat1)' lo make

paynenl or dclivery unde. the nettrng agreemenr in respect of all rights and o b l;gaiions subj ect to the ,pplic-ation

ol'close-out netling shall be its obligation to pay a net amount to the other pan] as derermined h accordance

wr!h the lenns ol such netting agrcement.
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?. Limitatiotr otr righl to receivc payment and deliver].- Aflcr commoncemelrt of insolvenc-Y

proceedings in relation to any pany to a nettrng agreement, the only righr, if any, of either pant !o recei\e

paymflt or delivery under the netting agreemenl in respccl otall righrs and obligations subjecl to tle applicatron

ofnetting shall be equal ro its right 10 .eceive a net amounl 6om the other parry as delermined in accordance

wrth the tems ofsuch nerting agrcemenl.

8. Pre-emption.- No stay, injunction, avoidance. moratoriunl, or similE proceedng or order, rvherher

issued or ganted by a court, administratlve agency, liquidator or otherwrse, shall 1imfl or de]ay applcatron and

enforcement otnetling agreements and financisl collateral armngemenls in accordance with sections 4. i and

6 olthis Act.

9. Limit.lion of pow€rs of th€ liquidrtor.- ln case ofan insolvency proceeding in relarion to any party

to a netting agreement or financnl collateral arangemenr. any powers ofthe liquidatorto assume or to repudiate

individual contracts or tra$actlons shall rot prevent tlrc temrination or close-out nettmg, as lie case may be.

accelemrion of any payment or delivery obligahons or entitlements under one or more qualified financial

arrangements to which the netting agreement applies and shall not prevent enforcemem of the Lerms ol and

enforcement in respecr ol ary collateral under, such financial c.ollateral araogemcnt

10. Limitation of irsolvency laws prohibiting set-oll- The plovisiom of a netring agreement that

provide for tle determination of ner balance of the amount calcxlated in respect of paynenl or delivery

obligation under one ormore quahfied financial armngemenrs to whichthenetting agreement applies shallhave

effect notwilhslanding anything to the contrary provided in the insolvency ]a$s or any other aw for the time

being rn force.

11. Reali?ition End liquidation of collateral.' Unless otherxjse agreed by the parties, the terns ofa

financial collateral arrangement shall take effeot oI occur, and may be enforce4 including through re-alization,

enforcement in respect ofor alpropriation otcollateral in accordance wiih the terms of such arrangement,

without ary requtrement ofprior norice, consent or approval ofany person or auLhority concerned

12. Enforceability orqurlified finarcialarransement- (l) A qualified financialanangemeDr and any

netting ageement or financial collateral arrangement rclating to an) qualified linancial ragemen! shall r)ot

be void orunenforceable and its validity shallnot be called in question by afly person in any coud on lhe ground

that any ofits provisiors is in conflict with the applicable laws ofinsolveDcy or any other law, unless othenvise

pro\4ded in this Act.

(2) If, at the lime a person enters inio a qualified financral arangement, the person is satisfied that Ihe

arrangement is SrdnZr-compliant, rhe pelson nlay nor subsequently avoid or challenge the arrangemenl on rhe

basis that tbe arangement is inconsstenr with Sharia!
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13. PowGB to notify quslificd flnarcial arrargcme[1,. the Minisler. on rccommendation of State

Bank, with lh€ concunence oftheCommission rn wrrtingand by notification in the olficial Oaz€tre, may funher

add or rcmole such agreement, contracr or transaction as qualified financial anangements ro or from $e list of
agreements defined under rhe Sch€dule

P.ovided lhat the rernoval ol an agreemcnt, contract or lransaction shall not affect any such agreemenrs,

cont.acts or rransactions enrered inro before the removal rakes effccr.

14. Overriding €ffcct.- The provisions ofrhis Acr sha ll prelail notwithstand iflg an),thing ro the conlnr},

conlained in insolvcncy laws or any other law for thetimc being in lorc€:

Provided thal-

(a) the Securities nct,20l5 ([l of20l5), rhe Furures Marke6 Acr,2016 (Xlv of2016), the

Central Depositories Acl, 1997 (XD( of 1997) or the Securities ard Exchange Commission

of Pakislan Acr, 1997 (XLII of 1997) along with ruies and rEgularions made thercundet

shall, nutotis tondit, apply, and

(b) nothin8 in this Act shallhave elTecl on any function or EctiviF/ being carried out on a lic€nsed

securilics exchange or lutures exchange or clearing house including but not limited.o

settlemenl, exc cutr on or nett if 8 o I contracls, un less othcrw rse prescn bed by the Comm ission

and subseque.tly nohfied undcr sectioi l2 ofthis Act.

15. Power lo l,rlke rule!.-The Federal Govemment may, by norification in the offlcial Gazelte, male

rules tbr carrying out the purposes of this Act.

16. Power lo makc regulations.- ln additron to the powers conferred by any other proy'sion under this

Ac!, Lhe StaLe Ba* a.1d the Commissior. in consuliation, may by notification in the official Gazette make

re8u lalions for carrying out the purposes o f th rs Act rn respelt of interna I m atters.

17. Removrl of d lfficr lties.- Ifa d imculr-'- arises in Siving c lTect to any provjsion of fiis Act, the Fcderal

Covemment may make such order, Dot inconsistent with this Acl, as may be necessary lor removal of such

difficulrr-.
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Schedule -
Qualifi ed Finonci!l Arrang.meots

lsee seclions 2(rxiii) and I2l

Qualified finahcral arrangemcnr may. without lrm Lation, rnclude

(D

(iD

(iii)

(iv)

(v)

(vi)

(vii)

(viii)

(ix)

a curTency, cross-currency or interesl rale, swap agleemenl;

a basis swap agreemenl;

a spot, future, forward or rhe foreigD cxchange ageerhent;

a cap, collar or floor traDsaction;

a commodrty swap;

a for$'ad rate agreement;

a cufiency or interest rate future;

a curTency or intercsl ral€ optioni

equit) derivatives, such as equiry or equily inder. swaps, equiry oprions and equrry rdex

oplionst

cred il dc rivalives, such as credft defauh s$'aps. credit dcfaull basketswaps, tota] relurn s\ aps

and credit default opiions;

ener&y derivalives! such as electriciry derivativcs, orl dcrlvatives, coal derivatives and gas

derivatives;

wearhcr derivalives, sr.rch as wealher swaps or wearhcr options:

bandwidth der vatives;

freight derivatives,

carbon ernissions derivatives,

spot. future. forward or other commodiry conrracri

a repurclrase) reverse rcpDrchase or other sirnilar llrarcints itBreernent;

an agreement Io buy, sell. borrow or lcrrd securities, such as a securilios lcnding transaclioni

a title t.ansfer collaleral arrargemenl;

an agrecrnent to clear or settle secur,ties tra.nsactions or to act ais depository for securities;

a comnlodities contracl

(x)

(xi)

(xi')

(xiii)

(xiv)

(xv)

(xvi)

(xvli)

(xviii)

(xix)

(xx)

(xxi)
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(xxii) any other agreement similar to any agreement or contract referred to in sub-claus€s (i) to

(xxi) with respecr lo .elerence items or lndices relating to (wilhout limilai;on) inlerest rates,

cudencies, commodilies, energy p.oducts, electricily, equities, u€ather, bondsand otherdebl

instruments and preclous meBls;

any derivative or option in respect ofor combinatlon ofone or more agreements or contracts

refe ed to in sub-clauses (i) to (xxii);

any Sharial compl,ant financial contrac! or arrargement or under@king or transaction.

any other agr€ement, coDtract or Eansa.tion notified as such under section 12 of th;s Act

except whlch ate traded or executed on a centralized excha.l1ge or clearing house under the

Securilies Act, 2015 (lll of20l5), the Fulures Markets Act, 2016 (XIv ot20l6), the Central

Depositories Act, 1997 (XIXol199?) orSecu.ities and Exchange Commission of Pakistan

Act, I 997 ( XLll of 1 997) along wi th its rules and regulalions fram ed thereunder shall not be

considered as qualified financial arrangements unless notifi€d under section 12 ofthis Act;

(xxi I]

(xxrv)

(xxv)

q
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STATEMENT OF OBJECTS ANO REASONS

Over the years, the development of domest c flnancial markets in Pakistan has
led to the introduction of innovative financial products and increased bilateral
exposures of banks and other financial market partrcipants. The complextes
introduced by such new products and increased bilateral exposures of the banks,
requare adoption of laws that could prevent and reduce risks in the financial system

2. ln this regard, the financial services industry typically use contractual rights of
set-off and netting arrangemenls to not only to reduce such risks, but also to efFiciently
utilize credit, thus ensuring optimal use of regulatory capital. ln Pakistan, such netting
arrangements are established bilaterally between the counterparties to the financral
contracts through pnvately negotiated agreements or standardrzed agreements used
globally, like lnternational Swaps and Derivatives Association (ISDA) Nraster
Agreements. However. enforceabillty of such netting righls under slch agreements. n
case of a termination event, bankruptcy or insolvency proceedings are not always
cenain, and an absence of a clear law obstructs the development of not only the
domestic financral markets. but also becomes restrictive for international fnancral
counterparties to transact with local counterpartres.

3. The proposed law removes any uncertainty in enforcing the netting rights rn

case of a termination event, bankruptcy, or insoivency proceedings, limits the powers
of the liquidators to prevent any cherry picking of qualified financial arrangements
which fall under the ambit oF netting provisions, and allows financial collateral
arrangement under such netting rights. Once the aw is enforced, the qualified financral
arrangements wrll always be settled on the bass of'netting in the presence ofthe
netting agreement.

4. The Netting of Financial Arrangements Bill is designed to achieve the
aforementioned purposes.

t'/J lj
Senator Muhammad Aurangzeb
Minister for Finance and Revenue
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