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To become synonymous with Savings

Mission

To become a preferred Saving and Investment
Manager in the domestic and regional markets
while maximizing stakeholders’ value

Core Values

The Company takes pride in its orientation towards
client service. it believes that its key success
factors include continuous investment in staff,

systems and capacity building and its insistence
on universal best practices at all times.
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REPORT OF THE DIRECTOR OF THE PENSION FUND MANAGER
FOR THE YEAR ENDED JUNE 30, 2020

Dear Investor,

On behalf of the Board of Directors, we are pleased to present Pakistan Pension Fund accounts review for the quarter
ended June 30, 2020.

ECONOMY AND MONEY MARKET OVERVIEW

FY20 was a tale of two halves as macroeconomic consolidation process which was on track during the first half was
seriously disrupted by the Covid’ 19 pandemic in the second half. Global cases topped 17 million, while more than 650,000
people became the morsel of death as the fatal outbreak continued to spread throughout the world. The pandemic
wreaked havoc on the global economy as worldwide lockdowns lowered the overall consumption patterns along with
causing massive unemployment. The IMF predicts that the global economy will shrink 4.9% this year, which would be the
worst annual contraction after the Second World War.

On the local front, the economy was locked down at a large scale till May as the health infrastructure was overwhelmed
with number of cases. As a result of the output gap, the forecasts for economic growth were lowered to -0.4%, compared
to earlier growth expectations of 2.4%. Large Scale Manufacturing (LSM) and Services sector had to bear the major brunt
resulting from lockdowns. LSM contracted by 10.3% during the first eleven months of FY20. Amongst the major industries,
Automobiles and Iron & Steel witnessed a sharp downfall, declining by 44.8% and 17.0% respectively. Textile with the
largest weight in LSM, also contracted by 11.0% after global lockdowns put a halt on exports. Moreover, the Agriculture
sector also disappointed as the production of major crops (Cotton, Wheat and Sugar) remained well below the target
levels.

Fiscal consolidation was seriously disrupted after the lockdowns caused massive shortfall in tax collection. FBR managed
to collect PKR 4.0 trillion against the earlier envisaged target of PKR 4.8 trillion. Till Feb 2020, the tax collection was
growing at a rate of ~16% YoY, however during the last four months of the fiscal year, the tax colle ction saw a massive
contraction of ~20% YoY which resulted in a huge shortfall. Alongside, government rolled out a social safety program to
insulate masses from vulnerabilities posed by lockdown, which resulted in more than desired expenditures. As a result of
this, it is expected that fiscal deficit will fall north of 9.0% of GDP.

Lagged impacts of policy action in terms of monetary tightening and exchange rate adjustments continued to bear fruits as
reflected in improvement in Balance of Payments position. The current account deficit during the year contracted by ~78%
on Year on Year basis to USD 2.8 billion. A major portion of reduction in current account deficit wa s explained by decline
in Imports of goods and services as it compressed by ~19%, translating into a reduction of USD ~12 billion. Remittances
also remained resilient as they increased by ~6% during the year to USD 23.1 billion. Foreign Direct Investment (FDI)
stood at USD ~2.5 billion, up 75% compared to last year as renewal of Telecom Licenses and onset of power sector
projects fetched new investments. Debt related flows from IMF and multilateral institutions also kept the overall financial
flows in the positive zone. Pakistan received USD 2.4 billion from IMF and more than USD ~5 billion were disbursed by
the multilateral institutions for various programs. Overall, the financial account generated a surplus of USD ~7 billion. As a
result, foreign exchange reserves of SBP grew by USD 4.9 billion during the year to close at USD 12.1 billion. While
import cover improved from 1.7x to 2.6, it is still below the accepted global benchmarks. PKR saw a nominal depreciation
of 3.2% against USD during the year to close at 168.2.

Average CPI for FY20 clocked in at 10.8%, compared to 6.8% witnessed during the preceding year. Food inflation was
prominent during the year averaging at 14.5%, after supply side weakness caused a spike in the prices of some essential
commodities and perishable food items. Sugar prices increased by ~29%, while Wheat flour saw an increase of ~16%
during the year. Among perishable items, onion and potatoes witnessed a hike of ~70% and ~65% respectively. However,
the inflationary pressures have started trending downwards with inflation for June clocking in at 8.6% as lower petroleum
prices along with easing food inflation have put a break on overall inflation. Nevertheless, core inflation as measured by
Non Food Non Energy was still controlled and averaged 7.9% for the period.

The MPC committee remained proactive throughout the calendar year and reduced the interest rates by record 625 bps to
bring the policy rate at 7.0%. Recessionary pressures due to Covid’19 and lower expectation of inflation were the primary
drivers behind the unprecedented move. Alongside, the central bank announced various schemes to lessen the burden of
financial emergencies in the system. Nearly PKR 650 billion of loans were deferred by commercial banks for one year,
while close to PKR 150 billion of loans were restructured.

Yield curve started to slope downward during the first half of FY20 before the monetary easing started, in anticipation of

lower inflation. As the pandemic struck during the start of the calendar year and the recessionary pressures became
imminent, central bank pursued aggressive monetary easing and reduced the policy rate by cumulative 625 bps in several
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meetings. As a result the yield curve further shifted downwards during the period. 3Y, 5Y and 10Y bo nds eased off by
632, 577 and 503 bps respectively during the year. The yield curve has again started to slope upwards as the market
participants are expecting the interest rates to bottom out.

EQUITIES MARKET OVERVIEW

Similar to economic story, the equity markets were also a tale of two halves. During the first half, investors cherished the
gains posted by macroeconomic consolidation with the benchmark KSE-100 index rallying by 19.8%. However, as panic
hit equity markets around the globe post novel coronavirus spread, KSE-100 Index was no different. The benchmark
index plunged by ~16% in the second half of the fiscal year, reversing most of the gains of the fiscal year.
Notwithstanding, the KSE-100 managed to post a nominal positive return of 1.5% for full year of FY20, breaking the streak
of two successive years of negative returns. Foreigners selling remained unabated, as they sold USD 285 million of
equities, remaining in the red zone for the fifth successive year. Individuals and Insurance companies remained net
buyers adding USD 213 and USD 128 respectively to their positions. Daily traded volumes averaged at 194 mn shares
(up 26.2% YoY), while daily traded value averaged PKR 7.2 bn (up 10.4% YoY) during the period.

Pharmaceuticals, Construction & Materials & Fertilizers were the major outperformers during the year, posting returns of
~45%, ~43% and ~23% respectively. Pharmaceutical companies were in limelight as Covid’19 unleashed the potential of
the sector. Cement sector companies gained traction as interest rates were lowered and the marketing arrangement
between the players strengthened. While, fertilizer plays had a decent run as dividend yielding stocks got highlighted after
successive interest rate cuts. On the flip side, the major index heavy weights, Commercial Banks and E&P’s
underperformed the benchmark by posting negative returns of ~14% and ~10% respectively. Commercial banks
underperformed as record monetary easing caused NIMS compression, while E&P’s underperformance was explained by
a slump in crude oil prices, after Saudi Arabia started a price war as an agreement wasn’t reached between OPEC and
Russia. Alongside, a weak global demand amidst the contagious virus added fuel to the fire.

FUND PERFORMANCE

Debt Fund

The debt sub-fund generated an annualized return of 15.9% during the period under review. The fund’s exposure in T-
Bills stood at 39.7% while exposure in Cash was 24.9% towards the period end.

The Net Assets of the Fund as at June 30, 2020 stood at Rs. 558.58 million as compared to Rs. 520.53 million as at June
30, 2019 registering an increase of 7.3%. The Net Asset Value (NAV) per unit as at June 30, 2020 was Rs. 298.36 as
compared to opening NAV of Rs. 257.43 per unit as at June 30, 2019 registering an increase of Rs. 40.93 per unit.

Money Market Fund
The money market sub-fund generated a return of 12.06% during the period. The fund’s exposure in T-bills increased to
49.7% while exposure in cash increase to 42.0%.

The Net Assets of the Fund as at June 30, 2020 stood at Rs. 523.19 million as compared to Rs. 317.02 million as at June
30, 2019 registering an increase of 65%. The Net Asset Value (NAV) per unit as at June 30, 2020 was Rs. 265.29 as
compared to opening NAV of Rs. 236.74 per unit as at June 30, 2019 registering an increase of Rs. 28.55 per unit.

Equity Fund
The Equity sub-fund generated a return of 1.94%. The sub-fund increased its overall equity exposure from 92.0% to
95.5%. Sector-wise, the sub-fund mainly held exposure in Commercial Banks and Oil & Gas Exploration sector.

The Net Assets of the Fund as at June 30, 2020 stood at Rs. 641.56 million as compared to Rs. 721.45 million as at June
30, 2019 registering a decrease of 11.07%. The Net Asset Value (NAV) per u nit as at June 30, 2020 was Rs. 440.67 as
compared to opening NAV of Rs. 432.30 per unit as at June 30, 2019 registering an increase of Rs. 8.37 per unit.

FUTURE OUTLOOK
GDP growth for FY21 is projected at 2.0% by government and various institutions. Pakistan has essentially survived the
first wave of pandemic, as number of daily cases (~1K) have reduced to one-sixth of the peak daily cases (~6K)

witnessed during early June. While most of the sectors have been opened, few sectors are still virtually closed and
operating below the potential capacity. Barring a second wave of Covid, we expect the economy to fully gear up by the
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second quarter of fiscal year. A potential va ccine by the end of the calendar year will also allow the global activities to fully
resume in the next calendar year. With a lower base and various stimulus measures, we expect government to meet the
annual target for GDP growth. Monetary stimulus announced by central bank will pave the way to revive the growth in
cyclical industries. Moreover, government’s construction package will also provide the much needed impetus to demand
led growth.

Balance of Payment worries are over for now as current account deficit has adjusted to reasonable level since the policy
actions taken by the central government. The fall of international oil prices to USD 40/BBL has come as a blessing in
disguise. Global economy has started to recover and the news flow suggests that the exports are gaining momentum.
Remittances have also been far above the general expectations and in fact 50% YoY growth in June has surprised
everyone. Even accounting for a 10% decline in remittances, the overall situation will remain in comfortable zone. We
expect CAD to settle at 1.6% of GDP in the FY21, which can be easily financed via flows from foreign investments and
debt flows. Swift continuation of IMF program will be a key prerequisite to keep the financial account in positive zone. With
the current scenario, we expect foreign exchange reserves to further increase by USD 2 billion during the next year, which
will help alleviate any pressure on currency.

CPI is expected to tone down to an average of ~7.5% during the next year assuming average oil prices of USD 40/BBL.
Central bank has already adjusted the policy rate to 7.0% in the wake of lower expected inflation. The inflation trajectory
would remain below 7.0% during the first half of the fiscal year due to lower petroleum prices, thus causing the policy rate
to remain positive. However, during the second half as the impact of low base resumes, inflation will move above the
policy rate, which means that central bank will be prompted to adjust the interest rates under the normal economic
scenario. However, a better than expected scenario on the balance of payment side will allow central bank to continue the
current policy rate.

Fiscal department will remain an Achilles heel for the government as it is expected to remain north of 7.0%. With limited
expected growth in taxes, we believe government will not have much room to provide impetus via public development
spending. Alongside, government reliance on borrowing via domestic sources will continue to crowd out private sector
investment. In an environment where government muscles have been reined in, the importance of private sector will
continue to dominate in reviving the overall economic growth.

From capital market perspective, particularly equities, we are getting a much clearer picture now. As covid curve
continues to flatten out, the valuations are catching up with historical norms. Barring a second wave of the virus, we think
equities have a lot to offer to the investors. Market cap to GDP ratio is at 17.5%, still at a discount of 33% from its
historical average. Similarly, risk premiums are close to 4.0%, compared to historical average of 0.9% signifying decent
upside for long term investors. We believe a micro view of sectors and stock will remain more important this year and
investment selection should focus on companies which trade at a deep discount to their intrinsic value. Similarly, focus
should also revert back to companies that are expected to exhibit stellar earnings growth over the medium term.

For debt holders, we expect Money Market Funds to continue to seamlessly mirror policy rates throughout the year. On
the other hand, government bonds have priced in the anticipated yield curve. We remain cautious at the current levels of
bond yields and would continue to monitor the data points to capitalize on opportunities.
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REPORT OF THE PENSION FUND MANAGER
FOR THE YEAR ENDED JUNE 30, 2020

Fund Type and Category
Pakistan Pension Fund (PPF) is an open-end Voluntary Pension Scheme
Investment Strategy

PPF is a flexible savings cum investment plan under the voluntary pension system which facilitates all individuals
who are Pakistani nationals, to save for their retirement in a systematic way, and allows special tax rebate on the
contributions under this system. The investors have a choice between the various allocation schemes that PPF
offers, each of which is invested in different Proportions in the three sub-Funds: Equity, Debt and Money Market.
Equity Sub-Fund invests up to 96% of its assests in equity securities. Sector/stock selection is done on the basis
of fundamental outlook and DCF valuation. Debt sub-fund Invests in Govt. Bonds of duration of less than 5 years.
Money Market sub- Fund invests in short dated money market instruments including treasury bills.

Manager’s Review
Equity Sub-Fund

The Equity sub-fund generated a return of 1.94%. The sub-fund increased its overall equity exposure from 92.0%
to 95.5%. Sector-wise, the sub-fund mainly held exposure in Commercial Banks and Oil & Gas Exploration sector.

The Net Assets of the Fund as at June 30, 2020 stood at Rs. 641.56 million as compared to Rs. 721.45 million as
at June 30, 2019 registering a decrease of 11.07%. The Net Asset Value (NAV) per unit as at June 30, 2020 was
Rs. 440.67 as compared to opening NAV of Rs. 432.30 per unit as at June 30, 2019 registering an increase of Rs.
8.37 per unit.

Money Market Sub- Fund

The money market sub-fund generated a return of 12.06% during the period. The fund’s exposure in T-bills
increased to 49.7% while exposure in cash increase to 42.0%.

The Net Assets of the Fund as at June 30, 2020 stood at Rs. 523.19 million as compared to Rs. 317.02 million as
at June 30, 2019 registering an increase of 65%. The Net Asset Value (NAV) per unit as at June 30, 2020 was
Rs. 265.29 as compared to opening NAV of Rs. 236.74 per unit as at June 30, 2019 registering an increase of Rs.
28.55 per unit.

Debt Sub-Fund

The debt sub-fund generated an annualized return of 15.9% during the period under review. The fund’s exposure
in T-Bills stood at 39.7% while exposure in Cash was 24.9% towards the period end.

The Net Assets of the Fund as at June 30, 2020 stood at Rs. 558.58 million as compared to Rs. 520.53 million as
at June 30, 2019 registering an increase of 7.3%. The Net Asset Value (NAV) per unit as at June 30, 2020 was
Rs. 298.36 as compared to opening NAV of Rs. 257.43 per unit as at June 30, 2019 registering an increase of Rs.
40.93 per unit.
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REPORT OF THE PENSION FUND MANAGER
FOR THE YEAR ENDED JUNE 30, 2020

Asset Allocation (Equity Sub-fund) as of June 30, 2020 (% of Total Assets)

PPF-Equity (%age of Total Assets)

Cash

Oil & Gas Exploration Companies
Commercial Banks

Cement

Fertilizer

Power Generation & Distribution
Other equity sectors

Others including receivables

Jun-20
4.0%
17.7%
17.4%
14.2%
11.5%
5.5%
29.2%
0.5%

Asset Allocation (MM Sub-fund) as of June 30, 2020 (% of Total Assets)

PPF-Money Market (%age of Total Assets)

Cash
T-Bills
Others including receivables

Commercial Papers

Jun-20
42.0%
49.7%

0.3%

8.0%

Asset Allocation (Debt Sub-fund) as of June 30, 2020 (% of Total Assets)

PPF-Debt (%age of Total Assets)

Cash

PIBs

TFCs

T-Bills

Others including receivables
GoP ljara Sukuk
Commercial Paper

Syed Abid Ali
Fund Manager
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Jun-20
24.9%
1.0%
19.0%
39.7%
1.2%
0.0%
14.2%
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TRUSTEE REPORT TO THE PARTICIPANTS

CENTRAL DEPOSITORY COMPANY
OF PAKISTAN LIMITED

Head Office

CDC House, 99-B, Block ‘B’
S.M.C.H.S. Main Shahra-e-Faisal
Karachi - 74400. Pakistan.

Tel: (92-21) 111-111-500

Fax: (92-21) 34326021 - 23
URL: www .cdcpakistan.com
Email: info@cdcpak.com

TRUSTEE REPORT TO THE PARTICIPANTS
PAKISTAN PENSION FUND

Report of the Trustee pursuant to Rule 31(h) of the Voluntary Pension System
Rules, 2005

We Central Depository Company of Pakistan Limited, being the Trustee of Pakistan
Pension Fund (the Fund) are of the opinion that MCB-Arif Habib Savings and
Investments Limited being the Pension Fund Manager of the Fund has in all material
respects managed the Fund during the year ended June 30, 2020 in accordance with the
provisions of the constitutive documents of the Fund and the Voluntary Pension System
Rules, 2005.

1
WA N\
Badiuddin Akber {

Chief Executive Officer

Central Depository Company of Pakistan Limited

Karachi: September 22, 2020

ENTRAL i
DEPOSITORY |/
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INDEPENDENT AUDITOR’S REPORT TO THE PARTICIPANTS

EY Ford Rhodes 22 13937
Chartered Accountants |z +H9E > 7-1
Progressive Plaza, Beaumont Road Fax: +9221 3568 1965

— P.0. Box 15541, Karachi 75530 ey khipk.ey.com
Building a better Pakistan ey.com/pk
working world

AUDITORS' REPORT TO THE PARTICIPANTS OF
PAKISTAN PENSION FUND

We have audited the annexed financial statements comprising:

i) statement of assets and liabilities;

i income statement;

iy statement of comprehensive income;

iv)  statement of cash flows; and

v) statement of movement in participants' sub-funds.

of Pakistan Pension Fund (the Fund) as at 30 June 2020 and for the year ended 30 June 2020
together with the notes forming part thereof for the year then ended.

It is the responsibility of the Pension Fund Manager to establish and maintain a system of internal
control and prepare and present the financial statements of the Fund in conformity with the
accounting and reporting standards as applicable in Pakistan and the requirements of Voluntary
Pension System Rules, 2005. Qur responsibility is to express an opinion on these statements based on
our audit.

We conducted our audit in accordance with generally accepted auditing standards as applicable in
Pakistan. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

Opinion
In our opinion:

a) the financial statements prepared for the year have been properly drawn in accordance with
the relevant provisions of the trust deed and the Voluntary Pension System Rules, 2005
including the guidelines thereunder;

b)  atrue and fair view is given of the disposition of the Fund as at 30 June 2020 and of the
transactions of the fund for the year ended 30 June 2020;

c) the allocation and reallocation of units of the sub-funds for all the participants have been made
according to the Voluntary Pension System Rules, 2005;

d) the cost and expenses debited to the Fund and apportionment of expenses between sub-funds
are as specified in the constitutive documents of the Fund;

e) proper books and records have been kept by the Fund or the financial statements prepared are
in agreement with the Fund’s books and records, that fact;

f) we were able to obtain all the information and explanations which, to the best of our
knowledge and belief, are necessary for the purpose of the audit; and

q) no zakat was deductible at source under the Zakat and Ushr Ordinance, 1980.

Byl

Chartered Accountants
Audit Engagement Partner: Shaikh Ahmed Salman
Date: 18 September 2020

Karachi

A mermber firm of Ernst & Yourg Global Limvled
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STATEMENT OF ASSETS AND LIABILITIES

AS AT JUNE 30, 2020
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INCOME STATEMENT
FOR THE YEAR ENDED JUNE 30, 2020
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STATEMENT OF OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED JUNE 30, 2020
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CASH FLOW STATEMENT
FOR THE YEAR ENDED JUNE 30, 2020
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STATEMENT OF MOVEMENT IN PARTICIPANTS' SUB-FUNDS

FOR THE YEAR ENDED JUNE 30, 2020
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

1.

LEGAL STATUS AND NATURE OF BUSINESS

11

1.2

1.3

1.4

1.5

The Pakistan Pension Fund (the Fund) was established under a Trust Deed executed between MCB-Arif
Habib Savings and Investments Limited as Pension Fund Manager and Muslim Commercial Financial
Services (Private) Limited (MCFSL) as Trustee. The Trust Deed was approved by the Securities and
Exchange Commission of Pakistan (SECP) on May 24, 2007 and was executed on June 04, 2007 under
the Voluntary Pension System Rules, 2005 (VPS Rules). Habib Metropolitan Bank Limited (HMBL) was
appointed as the new Trustee in place of MCFSL through a revised Trust Deed dated June 16, 2011 which
was approved by SECP on July 07, 2011. Central Depository Company of Pakistan Limited was appointed
as the new Trustee in place of HMBL through a revised Trust Deed dated July 21, 2014 which was
approved by SECP on July 23, 2014.

The Fund is an open-end pension fund consisting of three sub-funds namely; Equity Sub-Fund, Debt Sub-
Fund and Money Market Sub-Fund. Units are offered for public subscription on a continuous basis. The
number of units of any sub-fund purchased out of contributions depends on the Allocation Scheme
selected by the respective Participant out of the allocation schemes offered by the Pension Fund Manager.

MCB-Arif Habib Savings and Investments Limited has been licensed to act as a Pension Fund Manager
under the VPS Rules through a certificate of registration issued by the SECP. The registered office of the
Management Company has been changed from 24th Floor, Centre Point, Off Shaheed-e-Millat
Expressway, Near KPT Interchange, Karachi to 2nd Floor, Adamjee House, I.I. Chundrigar Road, Karachi,
Pakistan.

The Pakistan Credit Rating Agency (PACRA) has assigned Management quality rating of "AM2++" dated
October 08, 2019 to the Management Company.

Title to the assets of the Fund is held in the name of Central Depository Company Limited as Trustee of
the Fund.

STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with the accounting and reporting standards as
applicable in Pakistan. Such standards comprise of:

International Financial Reporting Standards (IFRS Standards) issued by the International Accounting
'Standards Board (IASB) as notified under the Companies Act, 2017 (the Act);

Provisions of and directives issued under the Companies Act, 2017 along with part VIIIA of the repealed
Companies Ordinance, 1984; and

The requirements of the Trust Deed, Voluntary Pension System Rules, 2005 (VPS Rules) and the
directives issued by the SECP.

Wherever the requirements of the Trust Deed, the VPS Rules or the directives issued by the SECP differ with
the requirements of IFRS. The requirements of the Trust Deed, the VPS Rules (2005) or the requirements of
the said directives prevail.

BASIS OF PREPARATION

31

Accounting convention

These financial statements have been prepared under the historical cost convention except for
investments which are measured at fair value.
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3.2

3.3

Critical accounting estimates and judgments

The preparation of financial statements requires management to make judgments, estimates and
assumptions that affect the application of policies and reported amounts of assets, liabilities, income and
expenses. The estimates and associated assumptions are based on historical experience and various
other factors that are believed to be reasonable under the circumstances, the result of which form the
basis of making judgments about carrying values of assets and liabilities. The estimates and underlying
assumptions are reviewed on an ongoing basis.

Functional and presentation currency

These financial statements are presented in Pakistani Rupee which is the Fund's functional and
presentation currency.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies adopted in the preparation of these financial statements are consistent with those of the
previous financial years.

4.1

4.2

New / Revised Standards, Interpretations and Amendments

The Fund has adopted the following accounting standard and the amendments and interpretation of IFRSs
which became effective for the current year:

IFRS 16 — Leases

IFRIC 23 — Uncertainty over Income Tax Treatments

IFRS 3 — Business Combinations — Previously held interests in a joint operation

IFRS 9 — Financial instruments — Prepayment Features with Negative Compensation (Amendments)

IAS 28 — Long-term Interests in Associates and Joint Ventures (Amendments)

IFRS 11 — Joint Arrangements — Previously held interests in a joint operation

IAS 12 Income Taxes — Income tax consequences of payments on financial instruments classified as equity
IAS 23 — Borrowing Costs - Borrowing costs eligible for capitalisation

IAS 19 — Employee Benefits — Plan Amendment, Curtailment or Settlement (Amendments)

IFRS 14 — Regulatory Deferral Accounts

In addition to the above standards and amendments, improvements to various accounting standards have
also been issued by the IASB in December 2017 which became effective in the current period.

The adoption of the above standards, amendments and improvements to accounting standards and
interpretations did not have any material effect on the financial statements.

Standards, interpretations and amendments to approved accounting standards that are not yet
effective

The following standards, amendments and interpretations with respect to the approved accounting

standards as applicable in Pakistan would be effective from the dates mentioned below against the
respective standard or interpretation:
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FOR THE YEAR ENDED JUNE 30, 2020

Effective date (annual
periods beginning
Standard or Interpretation on or after)
Definition of a Business - Amendments to IFRS 3 January 01, 2020

Interest rate benchmark reform - Amendment to IFRS 9, IAS 39 and IFRS 7 January 01, 2020

IAS — 1: Definition of Material — Amendments to IAS 1 and IAS 8 January 01, 2020
Covid-19-Related Rent Concessions — Amendment to IFRS 16 June 01, 2020
Property, Plant and Equipment: Proceeds before Intended Use — January 01, 2020

Amendments to IAS 16
Onerous Contracts — Costs of Fulfilling a Contract — Amendments to IAS 37 January 01, 2020
Classification of liabilities as current or non-current - Amendment to IAS 1 January 01, 2022

Sale or Contribution of Assets between an Investor and its Associate
or Joint Venture - Amendment to IFRS 10 and IAS 28 Not yet finalized

The above standards and amendments are not expected to have any material impact on the Fund's
financial statements in the period of initial application.

The IASB has also issued the revised Conceptual Framework for Financial Reporting (the Conceptual
Framework) in March 2018 which is effective for annual periods beginning on or after January 01, 2020 for
preparers of financial statements who develop accounting policies based on the Conceptual Framework.
The revised Conceptual Framework is not a standard, and none of the concepts override those in any
standard or any requirements in a standard. The purpose of the Conceptual Framework is to assist IASB
in developing standards, to help preparers develop consistent accounting policies if there is no applicable
standard in place and to assist all parties to understand and interpret the standards.

Further, following new standards have been issued by IASB which are yet to be notified by the SECP for
the purpose of applicability in Pakistan.

IASB Effective date
(annual periods

Standards beginning on or after)
IFRS 1 - First-time Adoption of International Financial Reporting Standards July 01, 2009
IFRS 17 — Insurance Contracts January 01, 2023

4.3 Financial assets
Classification
Business model assessment

The Fund determines its business model at the level that best reflects how it manages groups of
financial assets to achieve its business objective.

The Fund's business model is not assessed on an instrument-by-instrument basis, but at a higher
level of aggregated portfolios and is based on observable factors such as:
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- The objectives for the portfolio, in particular, whether management's strategy focuses on
earning contractual revenue, maintaining a particular interest rate profile, matching the duration
of the financial assets to the duration of the liabilities that are funding those assets or realizing
cash flows through the sale of the assets;

- How the performance of the business model and the financial assets held within that business
model are evaluated and reported to the entity's key management personnel

- The risks that affect the performance of the business model (and the financial assets held within
that business model) and, in particular, the way those risks are managed.

- How managers of the business are compensated (for example, whether the compensation is
based on the fair value of the assets managed or on the contractual cash flows collected).

The business model assessment is based on reasonably expected scenarios without taking 'worst
case' or 'stress case’ scenarios into account. If cash flows after initial recognition are realised in a
way that is different from the Fund's original expectations, the Fund does not change the
classification of the remaining financial assets held in that business model, but incorporates such
information when assessing newly originated or newly purchased financial assets going forward.

Assessments whether contractual cash flows are solely payments of principal and interest
(SPPI)

As a second step of its classification process the Fund assesses the contractual terms of financial
to identify whether they meet the SPPI test.

‘Principal’ for the purpose of this test is defined as the fair value of the financial asset at initial
recognition and may change over the life of the financial asset (for example, if there are repayments
of principal or amortisation of the premium / discount).

The most significant elements of interest within a lending arrangement are typically the
consideration for the time value of money and credit risk. To make the SPPI assessment, the Fund
applies judgement and considers relevant factors such as the currency in which the financial asset
is denominated, and the period for which the interest rate is set.

In contrast, contractual terms that introduce a more than the minimum exposure to risks or volatility
in the contractual cash flows that are unrelated to a basic lending arrangement do not give rise to
contractual cash flows that are solely payments of principal and interest on the amount outstanding.
In such cases, the financial asset is required to be measured at FVTPL.

Debt instruments

A debt instrument is measured at amortised cost if it meets both of the following conditions and is
not designated as at FVTPL:

- the asset is held within a business model whose objective is to hold assets to collect contractual
cash flows; and

- the contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding.

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not
designated as at FVTPL:

- the asset is held within a business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets; and
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- the contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding.

A debt instrument held for trading purposes is classified as measured at FVTPL.

In addition, on initial recognition, the Fund may irrevocably designate a debt instrument that
otherwise meets the requirements to be measured at amortised cost or at FVOCI as at FVTPL if
doing so eliminates or significantly reduces an accounting mismatch that would otherwise arise.

Equity instruments
On initial recognition of an equity investment that is not held for trading, the Fund may irrevocably

elect to present subsequent changes in fair value in OCI. This election is made on an investment-by-
investment basis.

An equity instrument held for trading purposes is classified as measured at FVTPL.
Initial Measurement

Investments are initially measured at their fair value except in the case of financial assets recorded
at FVTPL, transaction costs are added to, or subtracted from, this amount.

Subsequent Measurement

Debt instruments at Fair value through profit and loss

After initial measurement, such debt instruments are subsequently measured at FVTPL.
Debt instruments at fair viue through other comprehensive income

FVOCI debt instruments are subsequently measured at fair value with gains and losses arising due
to changes in fair value recognised in OCI. The accumulated loss recognised in OCI is recycled to
the profit and loss upon derecognition of the assets.

Equity instruments at fair vlue through other comprehensive income

Upon initial recognition, the Fund occasionally elects to classify irrevocably some of its equity
investments as equity instruments at FVOCI when they meet the definition of Equity under IAS 32
Financial Instruments: Presentation and are not held for trading. The Fund's policy is to designate
equity investments as FVOCI when those investments are held for purposes other than to generate
investment returns. Such classification is determined on an instrument-by instrument basis.

Gains and losses on these equity instruments are never recycled to profit. Dividends are recognised
in profit or loss as other operating income when the right of the payment has been established,
except when the Fund benefits from such proceeds as a recovery of part of the cost of the
instrument, in which case, such gains are recorded in OCI. Equity instruments at FVOCI are not
subject to an impairment assessment.

Financial assets at fair value through profit or loss

Financial assets at FVTPL are recorded in the statement of financial position at fair value. Changes
in fair value are recorded in profit and loss. Dividend income from equity securities measured at
FVTPL is recorded in profit or loss when the right to the payment has been established.

26 PAKISTAN PENSION FUND




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

4.4

4.5

4.6

Impairment of financial assets

In relation to the impairment of financial assets, IFRS 9 requires an expected credit loss model, as
opposed to an incurred credit loss model under IAS 39. The expected credit loss model requires an
entity to account for expected credit losses and changes in those expected credit losses at each
reporting date to reflect changes in credit risk since initial recognition. In other words, it is no longer
necessary for a credit event to have occurred before credit losses are recognized.

However, SECP through its SCD/AMCW/RS/MUFAP/2017-148 dated November 21, 2017 have
deferred the applicability of above impairment requirements in relation to debt securities for mutual
funds and accordingly, basis defined in Circular No. 33 of 2012 dated, October 24, 2012 will be
followed.

Derecognition

The Fund derecognises a financial asset when the contractual right to the cash flows from the
financial asset expires or it transfers the right to receive the contractual cash flows in a transaction
in which substantially all the risks and rewards of ownership of the financial asset are transferred.

Offsetting of financial assets and liabilities

Financial assets and financial liabilities are offset and the net amount is reported in the statement of
assets and liabilities when there is a legally enforceable right to set off the recognised amounts and
there is an intention to settle on a net basis, or to realise the assets and settle the liabilities
simultaneously.

Financial liabilities

All financial liabilities are recognised at the time when the Fund becomes a party to contractual provisions
of the instrument. A financial liability is derecognised when the obligation under the liability is discharged
or cancelled or expired. Financial liabilities include payable to the Pension Fund Manager, payable to the
Trustee and other liabilities.

Issue, allocation, reallocation and redemption of units

Contribution received from a Participant is allocated to the sub-funds on the basis of the allocation scheme
selected by the Participant out of the allocation schemes offered by the Pension Fund Manager. Units
issued in respect of a sub-fund are recorded at the offer price of that sub-fund, determined by the Pension
Fund Manager for the applications received by the distributors during business hours on that date. The
offer price represents the net asset value per unit of the sub-fund as of the close of the business day plus
the allowable sales load and any provision for duties and charges, if applicable. The sales load is payable
to the investment facilitators, distributors and the Pension Fund Manager.

The Pension Fund Manager makes reallocation of the sub-fund units between the sub-funds at least once
a year to ensure that the allocations of the sub-fund units of all the Participants are according to the
allocation schemes selected by the Participants.

Element of income / (loss) and capital gains / (losses) included in prices of units sold less those in
units redeemed

An equalization account called the 'element of income / (loss) and capital gains / (losses) included in
prices of units sold less those in units redeemed' is created, in order to prevent the dilution of per unit
income and distribution of income already paid out on redemption.

The Fund records that portion of the net element of income / (loss) and capital gains / (losses) relating to
units sold and redeemed during an accounting period which pertains to unrealised gains / (losses) that
form part of the Unit Holders' Funds in a separate reserve account and any amount remaining in this
reserve account at the end of an accounting period (whether gain or loss) is included in the amount
available for distribution to the unit holders. The remaining portion of the net element of income / (loss)
and capital gains / (losses) relating to units issued and redeemed during an accounting period is
recognized in the Income Statement.
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4.7 Provisions
Provisions are recognised when the Fund has a present legal or constructive obligation as a result of past
events, it is probable that an outflow of resources embodying economic benefits will be required to settle
the obligation and a reliable estimate of the amount of obligation can be made. Provisions are regularly
reviewed and adjusted to reflect the current best estimate.

4.8 Net asset value per unit
The net asset value (NAV) per unit, as disclosed on the balance sheet, is calculated by dividing the net
assets of the Fund by the number of units of the sub-fund in circulation at the year end.

4.9 Earnings per unit
Earnings per unit (EPU) has not been disclosed as in the opinion of the management determination of
weighted average units for calculating EPU is not practicable.

4.10 Taxation
The income of Pakistan Pension Fund is exempt from tax under clause 57(3)(viii) of Part | of the Second
Schedule to the Income Tax Ordinance, 2001. Further through Finance Act, 2011, effective from July 01,
2011, pension funds are included in the list of entities on which the provisions of section 113 regarding
minimum tax shall not apply.

4.11 Revenue recognition

- Gain or loss on sale of investment is accounted for in the income statement in the period in which it
arises.

- Unrealised gain / loss arising on revaluation of investments classified as 'at fair value through profit or
loss' is included in the income statement in the period in which it arises.

- Dividend income is recognised when the right to receive dividend is established.

- Profit / mark-up on bank balances and government securities is recognised on an effective interest
rate method.

4.12 Cash and cash equivalents

Cash and cash equivalents comprise of bank balances and short term highly liquid investments with
original maturity of three months or less, are readily convertible to known amounts of cash, are subject to
an insignificant risk of changes in value, and are held for the purpose of meeting short term cash
commitments rather than for investments and other purposes.

4.13 Basis of allocation of expenses to each sub-fund

- Remuneration to the Pension Fund Manager, Trustee and annual fee to the SECP is allocated to each
sub-fund on the basis of the net assets of the sub-fund.

- Expenses specifically incurred by a sub-fund, such as custody and settlement charges, fees and
subscription and bank charges are charged to that sub-fund.

- Auditors' remuneration and legal and professional charges are allocated on the basis of the
proportionate net assets of each sub-fund.
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Note

5. BALANCES WITH BANKS

Saving accounts

Saving accounts

5.1

5.1

June 30, 2020

Equity Debt Money Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000)
26,748 141,852 221,543 390,143
June 30, 2019
Equity Debt Money Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000)
52,881 377,221 188,773 618,875

5.1 These are the savings accounts and carry interest at the rate ranging from 5.50% to 8.85% (2019: 10.00%
to 13.50%) per annum. These include balances of Rs.2.15 million (2019: Rs.0.31 million) and Rs.0.006
million (2019: Rs.0.008 million) held with MCB Bank Limited and MCB Islamic Bank Limited respectively,

related parties.

6. INVESTMENTS

At fair value through
profit or loss

Listed equity securities

Government securities

Debt securities - Term
Finance Certificates /
Sukuks

Commercial Paper

Term deposit receipt

At fair value through
profit or loss

Listed equity securities

Government securities

Debt securities - Term
Finance Certificates /
Sukuks

Commercial Paper

Term deposit receipt

Note

6.1
6.2

6.3
6.4
6.5

6.1
6.2

6.3
6.4
6.5

June 30, 2020

Equity Debt Money Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000)
637,124 - - 637,124
- 231,827 261,976 493,803
- 108,234 - 108,234
- 81,099 42,014 123,113
637,124 421,160 303,990 1,362,274
June 30, 2019
Equity Debt Money Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000)
670,488 - - 670,488
- 226,509 29,546 256,055
- 98,656 - 98,656
- 39,234 9,809 49,043
- - 109,000 109,000
670,488 364,399 148,355 1,183,242
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2020
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2020
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

INTEREST RECEIVABLE

Mark-up on:
- Pakistan investment bonds
- Term finance certificates
- Deposit accounts

Mark-up on:
- Pakistan investment bonds
- Term finance certificates
- Deposit accounts
- Term deposit receipt

ADVANCES, DEPOSITS AND
OTHER RECEIVABLES

Receivable against:
- National Clearing Company
of Pakistan Limited (NCCPL)
- Central Depository Company
of Pakistan Limited (CDC)
Advance tax
Others

Receivable against:
- National Clearing Company
of Pakistan Limited (NCCPL)
- Central Depository Company
of Pakistan Limited (CDC)
Advance tax
Others

June 30, 2020

Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000")
- 70 - 70
- 5,153 - 5,153
179 566 1,285 2,030
179 5,789 1,285 7,253
June 30, 2019
Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000°)
- 70 - 70
- 3,503 - 3,503
208 1,864 1,374 3,446
- - 411 411
208 5,437 1,785 7,430
June 30, 2020
Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000")
2,500 551 - 3,051
200 200 200 600
301 160 50 511
34 17 17 68
3,035 928 267 4,230
June 30, 2019
Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000°)
2,500 551 - 3,051
200 200 200 600
283 158 45 486
31 17 16 64
3,014 926 261 4,201
38 PAKISTAN PENSION FUND




NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

June 30, 2020

Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
Note (Rupees in "000")

9. PAYABLE TO THE
PENSION FUND MANAGER

Remuneration payable to

the pension fund manager 9.1 779 677 631 2,087
Sindh sales tax payable

on remuneration of

pension fund manager 9.2 101 88 82 271

880 765 713 2,358

June 30, 2019

Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
Note (Rupees in '000")

Remuneration payable to
the pension fund manager 9.1 903 637 378 1,918
Sindh sales tax payable
on remuneration of
pension fund manager 9.2 117 82 49 248
1,020 719 427 2,166

9.1 The Pension Fund Manager has charged remuneration at the rate of 1.5% (2019: 1.5%) of average
annual net assets of the Fund. The remuneration is paid to the Pension Fund Manager on a monthly basis
in arrears.

9.2 Sales tax on management remuneration has been charged at the rate of 13% (2019: 13%).

June 30, 2020

Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
Note (Rupees in '000")
10. PAYABLE TO TRUSTEE
Remuneration payable 10.1 67 58 54 179
Sales tax on
remuneration payable 10.2 9 8 7 24
76 66 61 203
June 30, 2019
Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
Note (Rupees in '000")
Remuneration payable 10.1 80 56 33 169
Sales tax on
remuneration payable 10.2 10 8 5 23
90 64 38 192
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11.

12.

10.1 The Trustee, CDC is entitled to a monthly remuneration for services rendered to the Fund under the
provisions of the Trust Deed and Offering Documents as per the tariff specified therein, based on the daily
net asset value of the Fund. As per the Trust Deed and Offering Document the tariff structure applicable
to the Fund in respect of trustee fee is as follows:

Average net assets value Tariff per annum

Up to Rs.1 billion Rs.0.3 million or 0.15% p.a. of net assets, whichever is higher
Rs.1 billion to Rs.3 billion Rs.1.5 million or 0.10% p.a. of net assets exceeding Rs.1 billion
Rs.3 billion to Rs.6 billion Rs.3.5 million or 0.08% p.a. of net assets exceeding Rs.3 billion
Over Rs.6 billion Rs.5.9 million plus 0.06% p.a. of net assets exceeding Rs.6 billion

10.2 Sales tax on trustee remuneration has been charged at the rate of 13% (2019: 13%).

ANNUAL FEE PAYABLE TO THE SECURITIES AND EXCHANGE COMMISSION OF PAKISTAN (SECP)

This represents annual fee to the SECP at the rate of one twenty-fifth of one percent (2019: one thirtieth of one
percent) of average annual net assets of each sub-fund.

June 30, 2020

Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
ACCRUED EXPENSES Note (Rupees in '000")
AND OTHER LIABILITIES
Provision for Sindh
Workers' Welfare Fund 121 3,993 3,928 1,661 9,582
Provision for Federal
Excise Duty on remuneration
of Pension Fund Manager 12.2 2,420 2,405 1,151 5,976
Brokerage payable 183 3 1 187
Withholding tax payable 872 870 43 1,785
Auditors' remuneration 144 132 102 378
Payable against
redemption of units 3,207 2,706 22 5,935
Others - 117 22 139
10,819 10,161 3,002 23,982
June 30, 2019
Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000%)
Provision for Sindh
Workers' Welfare Fund 12.1 3,767 2,239 682 6,688
Provision for Federal
Excise Duty on remuneration
of Pension Fund Manager 12.2 2,420 2,405 1,151 5,976
Brokerage payable 120 20 - 140
Withholding tax payable 189 123 27 339
Auditors' remuneration 148 86 36 270
Payable against
redemption of units - - 22 22
Others - 20 - 20
6,644 4,893 1,918 13,455
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121

12.2

Provision for Sindh Workers' Welfare Fund

As a consequence of the 18th amendment to the Constitution of Pakistan, in May 2015 the Sindh
Workers’ Welfare Fund Act (SWWF Act), 2014 had been passed by the Government of Sindh as a result
of which every industrial establishment located in the Province of Sindh, the total income of which in any
accounting year is not less than Rs.0.5 million, is required to pay Sindh Workers’ Welfare Fund (SWWF)
in respect of that year a sum equal to two percent of such income. The matter was taken up by the
MUFAP with the Sindh Revenue Board (SRB) collectively on behalf of various asset management
companies (including the Management Company of the Fund) whereby it was contested that mutual funds
should be excluded from the ambit of the SWWF Act as these were not industrial establishments but were
pass through investment vehicles and did not employ workers. The SRB held that mutual funds were
included in the definition of financial institutions as per the Financial Institution (Recovery of Finances)
Ordinance, 2001 and were, hence, required to register and pay SWWF under the SWWF Act. Thereafter,
MUFAP has taken up the matter with the Sindh Finance Ministry to have CISs / mutual funds excluded
from the applicability of SWWF which is currently pending. However, as a matter of abundant caution,
MUFAP has recommended to all its members to record a provision for SWWF from the date of enactment
of SWWEF Act, 2014 (i.e. starting from May 21, 2015).

The provision for SWWF is now being made on a daily basis. The cumulative net effect of the above two
adjustments, had they not been made, would have resulted in an increase in the net assets value per unit
by Rs.2.74 (2019: Rs.2.26) per unit in respect of equity sub-fund, Rs. 2.10 (2019: Re.0.83 ) per unit in
respect of debt sub-fund and Rs.0.84 (2019: Rs.0.36 ) per unit in respect of money market sub-fund as at
June 30, 2019.

Provision for Federal Excise Duty on remuneration of Pension Fund Manager

The Finance Act, 2013 enlarged the scope of Federal Excise Duty (FED) on financial services to include
Asset Management Companies (AMCs) with effect from June 13, 2013. As the asset management
services rendered by the Management Company of the Fund were already subject to provincial sales tax
on services levied by the Sindh Revenue Board, which is being charged to the Fund, the Management
Company was of the view that further levy of FED was not justified.

On September 04, 2013, a Constitutional Petition was filed in the Honourable Sindh High Court (SHC)
jointly by various Asset Management Companies, together with their representatives of Collective
Investment Schemes through their trustees, challenging the levy of FED.

During the previous year, the SHC passed an order whereby all notices, proceedings taken or pending,
orders made, duty recovered or actions taken under the Federal Excise Act, 2005 in respect of the
rendering or providing of services (to the extent as challenged in any relevant petition) were set aside. In
response to this, the Deputy Commissioner Inland Revenue has filed a Civil Petition for leave to appeal in
the Supreme Court of Pakistan which is pending adjudication.

With effect from July 01, 2016, FED on services provided or rendered by Non-Banking Financial
Institutions dealing in services which are subject to provincial sales tax has been withdrawn by the
Finance Act, 2016.

In view of the above, the Fund has discontinued making further provision in respect of FED on
remuneration of the Pension Fund Manager with effect from July 01, 2016. However, as a matter of
abundant caution the provision for FED made prior to this period has been maintained by the Fund which
at June 30, 2018 aggregates to Rs.2.42 (2019: Rs.2.42 million, Rs.2.40 (2019: Rs.2.40) million and
Rs.1.15 (2019: Rs.1.15) million in Equity Sub-Fund, Debt Sub-Fund, Money Market Sub-Fund and
Commodity Sub-Fund is being retained in the financial statements of the Sub-Funds, respectively as the
matter is pending before the Supreme Court of Pakistan. Had the said provision for FED not been
recorded in the financial statements of the Sub-Funds, the net assets value of the Equity Sub-Fund, Debt
Sub-Fund and Money Market Sub-Fund as at June 30, 2019 would have been higher by Rs.1.66 (2019:
Rs.1.45) per unit, Rs.1.29 (2019: Rs.1.19) per unit and Rs.0.58 (2019: Rs.0.86) per unit respectively.
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15. CONTINGENCIES AND COMMITMENTS

16. AUDITORS' REMUNERATION

17.

There were no contingencies and commitments outstanding as at June 30, 2020 and June 30, 2019.

Annual audit fee

Half yearly review fee
Out of pocket expenses
Sales tax

Annual audit fee

Half yearly review fee
Sales tax

Out of pocket expenses

Cash and cash equivalents

Bank balances

Treasury Bill maturing
within 3 months

Commercial Paper

Bank balances
Treasury Bill maturing
within 3 months
Tem Deposit Receipts
Commercial Paper

Note

5.1

6.2
6.4

June 30, 2020

Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000)
118 97 73 288
51 42 32 125
43 35 26 104
17 14 10 41
229 188 141 558
June 30, 2019
Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000)
125 88 38 251
62 44 19 125
15 11 5 31
17 13 8 38
219 156 70 445
June 30, 2020
Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000)
26,748 141,852 221,543 390,143
- - 114,801 114,801
- 81,099 42,014 123,113
26,748 222,951 378,358 628,057
June 30, 2019
Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000)
52,881 377,221 188,773 618,875
- 221,624 29,546 251,170
- - 109,000 109,000
- 39,234 9,809 49,043
52,881 638,079 337,128 1,028,088
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18.

19.

TAXATION

The income of Pakistan Pension Fund is exempt from tax under clause 57(3)(viii) of Part | of the Second
Schedule to the Income Tax Ordinance, 2001. Further through Finance Act, 2011, effective from July 01, 2011,
pension funds are included in the list of entities on which the provisions of section 113 regarding minimum tax
shall not apply.

TRANSACTIONS WITH CONNECTED PERSONS

Related parties / connected persons of the Fund include the Pension Fund Manager, other collective investment
schemes managed by the Pension Fund Manager, MCB Bank Limited being the Holding Company of the
Pension Fund Manager, the Trustee, directors, key management personnel and other associated undertakings
and connected persons. Connected persons also include any person beneficially owing directly or indirectly 10%
or more of the units in the issue / net assets of the Fund.

Transactions with connected persons essentially comprise sale and redemption of units, fee on account of
managing the affairs of the Fund, other charges, sale and purchase of investments and distribution payments to
connected persons. The transactions with connected persons are in the normal course of business, at
contracted rates and at terms determined in accordance with market rates.

Remuneration payable to the Pension Fund Manager and the Trustee is determined in accordance with the
provision of the VPS Rules and constitutive documents of the Fund respectively.

Details of transactions and balances at year end with related parties / connected persons, other than those
which have been disclosed elsewhere in these financial statements, are as follows:

June 30, 2020

19.1 Transactions during the year Money
Equity Debt Market
MCB Arif Habib Savings and Sub-Fund Sub-Fund Sub-Fund Total
Investments Limited - (Rupees)

Pension Fund Manager
Remuneration of

Pension Fund Manager 10,290 8,310 6,329 24,929
Sales tax on remuneration of
Pension Fund Manager 1,338 1,080 823 3,241

Central Depository Company
of Pakistan Limited - Trustee
Remuneration of Central Depository

Company Limited - Trustee 892 721 549 2,162
Sales tax on remuneration of Trustee 116 94 71 281
Settlement charges 58 7 7 72

Group / Associated companies

MCB Bank Limited

Mark-up earned 73 102 72 247
Bank charges 4 4 - 8
Silk Bank

Mark-up earned - 1,330 - 1,330
Bank charges - 4 - 4

Arif Habib Limited -
Brokerage House
Brokerage expense* 127 1 - 128

Next Capital Limited -
Brokerage House
Brokerage expense* 6 - - 6
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June 30, 2019

Money
Equity Debt Market
MCB Arif Habib Savings and Sub-Fund Sub-Fund Sub-Fund Total
Investments Limited - (Rupees)
Pension Fund Manager
Remuneration of
Pension Fund Manager 11,699 8,209 3,528 23,436
Sales tax on remuneration of
Pension Fund Manager 1,521 1,067 459 3,047

Central Depository Company

of Pakistan Limited - Trustee
Remuneration of Central Depository

Company Limited - Trustee 1,030 722 311 2,063
Sales tax on remuneration of Trustee 134 94 40 268
Settlement charges 52 8 8 68

Group / Associated companies

MCB Bank Limited
Mark-up earned 49 60
Bank charges 3 2 - 5

(&)
D

Silk Bank
Mark-up earned - 6,373 - 6,373
Bank charges - 20 - 20

Arif Habib Limited -
Brokerage House
Brokerage expense* 111 1 2 114

Next Capital Limited -
Brokerage House
Brokerage expense* 51 - - 51

June 30, 2020

Money

Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in'000)

19.2 Balances outstanding at year end:

MCB Arif Habib Savings and

Investments Limited -

Pension Fund Manager
Remuneration payable 779 677 631 2,087
Sindh sales tax payable

on remuneration 101 88 82 271

Central Depository Company

of Pakistan Limited - Trustee
Remuneration payable 67 58 54 179
Sindh sales tax payable

on remuneration 9 8 7 24
Security deposit 200 200 200 600
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June 30, 2020

Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total

(Rupees in'000')

Group / Associated companies

MCB Bank Limited

Bank balance 16 868 1,261 2,145
Profit receivable 16 - - 16
Silk Bank**

Bank balance - 10 - 10

Profit receivable - - - -

MCB Islamic Bank Limited
Bank balance - 6 - 6

Arif Habib Limited -
Brokerage House
Brokerage payable* 27 - - 27

June 30, 2019

Money
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total

(Rupees in'000°)
MCB Arif Habib Savings and

Investments Limited -

Pension Fund Manager

Remuneration payable 903 637 378 1,918
Sindh sales tax payable
on remuneration 117 83 49 249

Central Depository Company
of Pakistan Limited - Trustee

Remuneration payable 80 56 33 169
Sindh sales tax payable

on remuneration 10 7 4 21
Security deposit 200 200 200 600

Group / Associated companies

MCB Bank Limited
Bank balance 101 103 107 311
Profit receivable - - - -

Silk Bank
Bank balance - 100,028 - 100,028
Profit receivable - 196 - 196

MCB Islamic Bank Limited
Bank balance - 8 - 8

*  The amount disclosed represents the amount of brokerage paid / payable to connected persons and not
the purchase or sale value of securities transacted through them. The purchase or sale value has not
been treated as transactions with connected persons as the ultimate counter-parties are not connected
persons.

** This is not a related party with effect from 05 September 2019.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2020

The Fund's primary financial assets comprise of balances with banks, at fair value through profit and loss investments,
comprising of equity securities of listed companies, sukuk certificates of other listed companies, commercial paper and term
deposit receipts. The Fund also has dividend receivable, profit receivable, deposits and other receivables. The Fund's principal
financial liabilities include remuneration payable to Pension Fund Manager, Trustee and SECP and accrued and other liabilities.

20.1 Market risk

Market risk is the risk that the fair value or the future cash flows of a financial instrument may fluctuate as a result of
changes in market prices.

The Pension Fund Manager manages market risk by monitoring exposure on marketable securities by following the
internal risk management policies and investment guidelines approved by the Board and regulations laid down by the
SECP and the VPS Rules.

Market risk comprises of three types of risk: currency risk, interest rate risk and other price risk.

20.1.1 Currency risk

20.1.2

Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in foreign exchange rates. The Fund, at present is not exposed to currency risk as all transactions were
carried out in Pak Rupee.

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market interest rates.

a)

b)

Sensitivity analysis for variable rate instruments

Presently, Debt Sub-Fund holds KIBOR based profit bearing TFCs and Sukuk bonds exposing the Fund to
cash flow interest rate risk. In case of 100 basis points increase / decrease in KIBOR, with all other variables
held constant, the net assets of the Fund as on June 30, 2020 and net income for the year then ended would
have been higher / lower by Rs.1.08 million (2019: Rs.0.99 million).

The Fund holds balances in deposit accounts with banks, exposing the Fund to cash flow interest rate risk. In
case of 100 basis points increase / decrease in KIBOR, with all other variables held constant, the net assets of
the Fund as on June 30, 2020 and net income for the year then ended would have been higher / lower by
Rs.3.90 million (2019: Rs.6.19 million).

Sensitivity analysis for fixed rate instruments

Debt Sub-Fund holds Pakistan Investment Bonds which are classified as 'at fair value through profit or loss',
exposing the Sub-Fund to interest rate risk. In case of 100 basis points increase / decrease in rates announced
by FMAP (Financial Markets Association of Pakistan) or Reuters on June 30, 2020, with all other variables held
constant, the net assets of the Fund and net income for the year would have been lower / higher by Rs.0.06
million (2019: Rs.0.05 million).

Money Market Sub-Fund and Debt Sub-Fund hold Treasury Bills which are classified as fair value through
profit or loss', exposing the Sub-Funds to interest rate risk. In case of 100 basis points increase / decrease in
PKRYV rates announced by MUFAP (Mutual Funds Association of Pakistan) on June 30, 2020, with all other
variables held constant, the net assets of the Fund and net income for the year would have been lower / higher
by Rs.4.88 million (2019: Rs.2.51 million).

Money Market Sub-Fund hold Term Deposit Receipts which are classified as 'FVTPL', exposing the Sub-Funds
to interest rate risk. In case of 100 basis points increase / decrease in rates on June 30, 2020, with all other
variables held constant, the net assets of the Fund and net income for the year would have been lower / higher
by Rs.Nil (2019: 1.09 million).

Money Market Sub-Fund and Debt Sub-Fund hold Commercial Papers which are classified as 'FVTPL',
exposing the Sub-Funds to interest rate risk. In case of 100 basis points increase / decrease in rates on June
30, 2020, with all other variables held constant, the net assets of the Fund and net income for the year would
have been lower / higher by Rs.1.23 million (2019: Rs.0.49 million).

The composition of the Fund's investment portfolio, KIBOR rates and rates announced by State Bank of
Pakistan is expected to change over time. Accordingly, the sensitivity analysis prepared as of June 30, 2020 is

not necessarily indicative of the impact on the Fund's net assets of future movements in interest rates.

Yield / interest rate sensitivity position for on-balance sheet financial instruments is based on the earlier of
contractual repricing or maturity date and for off-balance sheet instruments is based on the settlement date.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

20.1.3 Price risk

Price risk is the risk that the value of the financial instrument may fluctuate as a result of changes in
market prices (other than those arising from currency risk or interest rate risk) whether those
changes are caused by factors specific to the individual financial instrument or its issuer, or factors
affecting all similar financial instrument traded in the market.

The Equity Sub-Fund is exposed to equity price risk because of equity securities held by the Equity
Sub-Fund and classified on the balance sheet as available-for-sale. To manage its price risk arising
from investment in equity securities, the Equity Sub-Fund's investment policy, as restricted by the
VPS Rules, limits investments in listed shares of one company to not more than 10% of Sub-Fund
net assets and investment in listed securities of a particular company have also been restricted to
10% of paid-up capital of investee company. Moreover, the sector limits have been restricted to
35% of the net assets of the Sub-Fund.

In case of 5% increase / decrease in KSE 100 index on June 30, 2020, the net assets relating to
the Equity Sub-Fund and total net assets of the Fund would increase / decrease by Rs.31.86 million
(2019: Rs.33.52 million) as a result of gains / losses on equity securities classified as at fair value
through profit or loss.

The analysis is based on the assumption that the equity index had increased / decreased by 5%
with all other variables held constant and all the Sub-Fund's equity instruments moved according to
the historical correlation with the index. This represents management's best estimate of a
reasonable possible shift in the KSE 100 index, having regard to the historical volatility of the index.
The composition of the Sub-Fund's investment portfolio and the correlation thereof to the KSE
index, is expected to change over time. Accordingly, the sensitivity analysis prepared as of June 30,
2020 is not necessarily indicative of the effect on the Sub-Fund's net assets of future movements in
the level of KSE 100 index.

20.2 Credit risk

Credit risk represents the risk of loss if counterparties fail to perform as contracted. The Fund's credit risk is
primarily attributable to its investment in debt securities. The Fund is also exposed to counter party credit
risks on balances with banks and profit receivable. The credit risk on these funds is limited because the
counterparties are financial institutions with reasonably high credit ratings. In addition, the internal risk
management policies and investment guidelines (approved by the Board) require the Fund to invest in debt
securities that have been rated as investment grade by a well known rating agency.

The Fund has adopted a policy of only dealing with creditworthy counterparties and obtaining sufficient
collateral, where appropriate, as a means of mitigating the risk of financial loss from defaults. This credit
rating information is supplied by independent rating agencies, where available, and if not available, the
Fund uses other publicly available financial information and its own trading records to rate its major
investors. The Fund's exposure and the credit ratings of its counterparties are continuously monitored and
the aggregate value of transactions concluded is spread amongst approved counterparties.

Credit risk from balances with banks and financial institutions is managed by financial department in
accordance with the Fund's policy. Investments of surplus funds are made only with approved
counterparties and within credit limits assigned to each counterparty. Counterparty credit limits are
approved by the Board of Directors. The limits are set to minimise the concentration of risk and therefore
mitigate financial loss through potential counterparty failure. Risk attributable to investment in government
securities is limited as these are guaranties by the Federal Government.

The Fund's maximum exposure to credit risk related to receivables at June 30, 2020 and June 30, 2019 is
the carrying amounts of following financial assets.
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Balances with banks
Investments

Interest receivable

Deposits and other receivables

Balances with banks
Investments

Dividend receivable

Interest receivable

Deposits and other receivables

June 30, 2020

Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000")
26,748 141,852 221,543 390,143
637,124 421,160 303,990 1,362,274
179 5,789 1,285 7,253
2,734 768 217 3,719
666,785 569,569 527,035 1,763,389
June 30, 2019
Equity Debt Market
Sub-Fund Sub-Fund Sub-Fund Total
(Rupees in '000')
52,881 377,221 188,773 618,875
670,488 364,399 148,355 1,183,242
2,876 - - 2,876
208 5,437 1,785 7,430
2,732 767 217 3,716
729,185 747,824 339,130 1,816,139

All deposits with NCCPL and CDC are highly rated and risk of default is considered minimal.

The analysis below summaries the credit rating quality of the Fund's financial assets as at June 30, 2020
and June 30, 2019.

June 30, June 30,
2020 2019

Bank balances by rating category (%)

A-/A2 0.00% 16.16%
AA/A1+ 0.02% 25.94%
AA-/A1+ 0.00% 0.03%
AA+/A1+ 15.70% 10.69%
AAA/A1+ 84.28% 47.18%
Term Finance Certificates by rating category (%)

A 8.49% 9.15%
AA 37.40% 38.58%
AA- 26.46% 23.44%
AA+ 14.11% 17.11%
AAA 13.54% 11.72%
Commercial papers by rating category (%)

A1 0.00% 100.00%
AA 100.00% 0.00%

The maximum exposure to credit risk before any credit enhancement as at June 30, 2020 is the carrying
amount of the financial assets.

Concentration of credit risk

Concentration of credit risk exists when changes in economic or industry factors similarly affect groups of
counterparties whose aggregate credit exposure is significant in relation to the Fund’s total credit exposure.
The Fund’s portfolio of financial instruments is broadly diversified and transactions are entered into with
diverse credit-worthy counterparties thereby mitigating any significant concentration of credit risk.
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NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

21.

FAIR VALUE OF FINANCIAL INSTRUMENTS

IFRS 13 - 'Fair Value Measurement' establishes a single source of guidance under IFRS for all fair value
measurements and disclosures about fair value measurement where such measurements are required as
permitted by other IFRSs. It defines fair value as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date (i.e. an exit
price).

Financial assets which are tradable in an open market are revalued at the market prices prevailing on the
statement of assets and liabilities date. The estimated fair value of all other financial assets and financial
liabilities is considered not significantly different from book value.

The following table shows financial instruments recognized at fair value, analyzed between those whose fair
value is based on:

Level 1: quoted prices in active markets for identical assets or liabilities;

Level 2: those involving inputs other than quoted prices included in Level 1 that are observable for the
asset or liability, either directly (as prices) or indirectly (derived from prices); and

Level 3: those with inputs for the asset or liability that are not based on observable market data
(unobservable inputs).

As at June 30, 2020 and June 30, 2019, the Fund held the following instruments measured at fair values:

Level 1 Level 2 Level 3 Total
Note (Rupees)
June 30, 2020
Equity Sub-Fund
Listed equity securities 637,124 - - 637,124
Debt Sub-Fund
Government Securities -
Pakistan Investment Bonds 21.1.1 - 5,654 - 5,654
Government Securities -

Treasury bills 21.1.1 - 226,173 - 226,173
Term Finance Certificates / Sukuks 21.1.2 14,010 94,472 - 108,482
Commercial Paper 21.1.3 - 81,099 - 81,099

Money Market Sub-Fund

Government Securities -
Treasury bills 21.1.1 - 261,976 - 261,976
Commercial Paper 21.1.3 - 42,014 - 42,014
651,134 711,388 - 1,362,522
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Level 1 Level 2 Level 3 Total
(Rupees)
June 30, 2019
Equity Sub-Fund
Listed equity securities 670,488 - - 670,488
Debt Sub-Fund
Government Securities -
Pakistan Investment Bonds - 4,885 - 4,885
Government Securities -

Treasury bills - 221,624 - 221,624
Term Finance Certificates / Sukuks - 98,656 - 98,656
Commercial Paper - 39,234 - 39,234

Money Market Sub-Fund
Government Securities -

Treasury bills - 29,546 - 29,546
Commercial Paper - 9,809 - 9,809
Term deposit receipt - - 109,000 109,000

670,488 393,945 109,000 1,183,242

21.1 Valuation techniques used in determination of fair values within level 2

21.1.1 Fair values of Pakistan Investment Bonds and Market Treasury Bills are derived using PKRV
rates (Reuters page).

21.1.2 Investments in term finance and sukuks certificates issued by a company or a body corporate for
the purpose of raising funds in the form of redeemable capital, are valued on the basis of the
rates announced by the Mutual Funds Association of Pakistan (MUFAP) in accordance with the
methodology prescribed by the Securities and Exchange Commission of Pakistan.

21.1.3 The valuation of commercial papers has been done based on amortisation of commercial paper
to its fair value as per the guidelines given in Circular 33 of 2012 since the residual maturity of
this investment is less than six months and they are placed with counterparties which have high
credit rating.

21.2 The Fund has not disclosed the fair values of other financial assets and financial liabilities, as these are
either short term in nature or repriced periodically. Therefore, their carrying amounts are a reasonable
approximation of their fair values.
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22.

PERFORMANCE TABLE

Performance Information

Net (loss) / income after taxation

Realised capital gains / (losses)

Unrealised (losses) / gains

Impairment loss on
available-for-sale investment

Dividend income and profit income

Net assets value per unit

Transactions in securities

- Purchases

- Sales

Tofal contribution received

Performance Information

Net income / (loss) after taxation
Realised capital gains / (losses)
Unrealised gains / (losses)
Profit income

Net assets value per unit
Transactions in securities

- Purchases

- Sales

Tofal contribution received

Performance Information

Net income after taxation
Realised capital gains / (losses)
Unrealised gains / (losses)
Profit income

Net assets value per unit
Transactions in securities

- Purchases

- Sales

Tofal contribution received

Equity Sub-Fund

June 30, June 30, June 30, June 30, June 30,
2020 2019 2018 2017 2016
(Rupees)
11,105 (42,542) 7,373 137,972 28,896
38,542 (18,954) (14,536) 127,798 16,701
(47,263) (135,278) (24,557) 49,290 30,555
- - 9,472 - (11,100)
39,121 42,259 31,939 32,150 23,051
440.67 432.30 511.85 565.00 416.00
526,257 490,089 831,574 1,230,526 572,998
554,981 355,293 756,886 1,161,750 489,682
201,054 267,653 139,725 261,066 151,586
Debt Sub-Fund
June 30, June 30, June 30, June 30, June 30,
2020 2019 2018 2017 2016
(Rupees)

78,069 (25,702) 54,733 20,469 31,712

22,355 (888) (59) 215 4,961
2,927 (1,701) (1,131) 1,094 (1,720)

13,434 19,190 17,185 27,262 32,968

298.36 257.43 239.67 230.00 220.00

14,550,423 2,498,103 2,533,724 2,974,096 1,228,311
14,378,002 2,850,047 2,598,903 4,102,297 1,480,050
256,738 163,502 131,016 214,694 123,900
Money Market Sub-Fund
June 30, June 30, June 30, June 30, June 30,
2020 2019 2018 2017 2016
(Rupees)

56,849 52,645 41,315 5,781 6,680
3,274 (170) 85 (1,399) (21)
1,184 (2) 10 1,210 39

15,827 14,488 7,007 10,099 6,849

265.29 236.74 219.42 210.00 202.00

12,154,631 1,037,416 1,053,663 1,158,343 496,254
11,517,601 1,506,798 1,085,808 1,360,071 482,243
274,106 205,975 79,574 55,515 37,890

Lowest and highest issue price of units during the year

PPF Equity Sub-Fund

PPF Debt Sub-Fund

PPF Money Market Sub-Fund

Lowest Issue
price

Highest Issue
price

Lowest Issue
price

Highest Issue
price

Lowest Issue
price

Highest Issue
price

343.25

545.29

257.57

56

(Rupees)

298.86

236.87

265.29
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23.

24,

25.

PARTICIPANTS' FUND RISK MANAGEMENT

The Fund's capital is represented by redeemable units of the sub-funds. They are entitled to payment of a
proportionate share based on the sub-fund's net asset value per unit on the redemption date. The relevant
movements are shown on the statement of movement in Participants' sub-funds. In accordance with the risk
management policies, the Fund endeavours to invest the subscriptions received in appropriate investments
while maintaining sufficient liquidity to meet redemption. Since the Participants invest in the Funds with a long-
term objective, possibility of a significant redemption pressure is limited, such liquidity being augmented (by
short-term borrowings or disposal of investments where necessary). During the year no such borrowing was
exercised.

All units, including the core units, and fractions thereof represent an undivided share in the pertinent sub-funds
of the fund and rank pari passu as to their rights in the net assets and earnings of such sub-fund and are not
tradable or transferable. Each participant has a beneficial interest in the sub-fund proportionate to the units
held by such participant in such sub-fund.

GENERAL
Figures have been rounded off to the nearest thousand rupees unless otherwise stated.
DATE OF AUTHORISATION FOR ISSUE

These financial statements were authorised for issue on August 18, 2020 by the Board of Directors of
the Pension Fund Manager.

For MCB-Arif Habib Savings and Investments Limited
(the Pension Fund Manager)

s -,

Chief Executive Officer Director
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B Financial calculator

VAt cibanvaTicaton § Subscription to Alerts (event

[@ Insurance & Investment Checklist notifications, corporate and
regulatory actions)
72? FAQs Answered 3 i
@ Jamapunii application for
mobile device

] Online Quizzes

| f| v
Jama Punji is an Investor Jamapunji.pk @jamapunji_pk
% } Education Initiative of
Sea.mes and Exchange ! - : _
*Mobile apps are also available for download for android and ios devices



MCB-Arif Habib Savings and Investments Limited
Head Office: 2nd Floor, Adamjee House, I.I. Chundrigar Road, Karachi
UAN: (+92-21) 11-11-62224 (11-11-MCB-AH)
URL: www.mcbah.com, Email: info@mcbah.com
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