


One week later

Chief Executive: Are we going to discuss the provident fund issue? | can see that you are very relaxed Amjad. Last week when | raised Hamid
Sahib’s retirement issue, you were tense. You must have a good proposal!

Finance Director: The fact is that we have been living with a problem and never thought of resolving it. Hamid Sahib made two points and
both are relevant - low return and not settling the full amount. Let us analyze the situation. Our company has about fifty employees and the
provident fund size is Rupees 100 million. Monthly contribution is approximately Rupees 350,000. We generally discourage employees to draw
loan against the provident fund, because it is meant for retirement, but there are always some withdrawals. Our relationship with employees
is very good and the profit sharing has brought a culture of belonging with the company. The Board of Trustees is drawn from every department
and grade, so as to have proper representation. The provident fund’s account is maintained by Kamran, Finance Executive, as an additional
responsibility. It takes about three months for the audit to complete and another two weeks for profit to be allocated and accounts statements
to be provided to each employee.

Chief Executive: You have analyzed the situation very well, but what are the problems?

Finance Director: Under law we are required to diversify our investment. Instead of keeping all eggs in one basket, we keep our investment
in ten or more baskets. In money markets there are big players, who influence the market according to size. When we go to buy or sell securities,
we do not always get good rates. It is a case of “beggars can’t be choosers.” Similarly when we place funds with banks, we do not get competitive
rates, as these are fixed according to the slab. Also we do not have investment expertise within the company, nor for a small fund size can we
afford to hire professionals for this purpose. Allocation of profit among employees is done only after audit and it could take several months
before final payment is made to an outgoing employee.

Chief Executive: You sound like that the solution of the problem is not within four walls of this organization.

Finance Director: One possibility is to outsource the investment management to a good brokerage firm. Their fees could range between
Rupees 2,000,000 to 3,000,000 at 2% to 3% of the fund size on an annual basis. Accounts will still have to be maintained by us and there will
be audit and same grid of allocation of profit after the audit. We will get professional advice, but problem of managing small investment fund
will remain.

Executive: So we are back to square one.

Finance Director: Another, and in my opinion a more viable, solution is Voluntary Pension System (VPS). Securities and Exchange Commission
of Pakistan (SECP) has given licenses to five asset management companies to manage pension funds. Atlas Asset Management Limited (AAML)
is one of them. Yesterday, Hassan Khan their Marketing Head and Sidra Riffat, Pension Analyst, came to explain the scheme. They provided a
booklet on VPS, which | suggest you may also read. It is an individualized retirement scheme. We will have to transfer the accumulated amount
to the individual VPS accounts and then make monthly contribution to the accounts.

Chief Executive: | suppose that the transfer of accumulated balance from provident fund account to VPS is permitted under Income Tax Rules
and we will have no tax problem.

Finance Director: Yes that is true. The VPS is sub-divided in three sub funds, equity, debt and money market. The account holders have the
choice of selecting their pension fund managers and of allocating the contribution among sub-funds. VPS is portable and the balance goes
with the employee from one job to another. The NAV is released on a daily basis, financial statements on a quarterly basis and the individual
pension accounts are updated daily. The AAM website gives investors the facility to view their individual accounts on-line. The scheme is
transparent. Presently there are seven pension funds; four of them are Shariah-compliant. Atlas has two funds, one in each category, and they
are one of the top performing Fund Managers.

Chief Executive: Is there any tax exemption, as in provident fund?

Finance Director: In provident fund, tax exemption on contribution is allowed at 10% of salary or Rupees 100,000, whichever is lower; in case
of VPS, the allowable limit of Tax Credit on contribution is up to 20% of salary. The profit earned (on investment) of both, VPS and provident
funds, is tax free. In case of VPS, all pre-retirement withdrawals from the funds are subjected to tax, whereas in case of provident fund, such
withdrawals are not taxed. After retirement, there is no tax on withdrawals from provident fund; in VPS, 50% can be drawn tax free and remaining
50% can be invested with pension fund manager and drawn till the age of 75 as pension, which will be subject to tax.

Chief Executive: Of the two, which is a better option from the point of view of tax exemption?

Finance Director: In case of VPS, there is a higher up front tax benefit at contribution stage than provident fund, whereas on retirement, a
lower benefit than provident fund. Upfront benefit has more value in terms of cash flow and it multiplies through out the working life. In any
case after retirement the tax rate gets reduced to half for those whose income is Rupees 1000,000 or lower.

Chief Executive: Sounds good, but what is the remuneration of the Pension Fund Managers?

Finance Director: Under VVPS Rules, the Pension Fund Managers can charge upto a maximum of 3% of the contribution as sales load and 1.5%
of fund size, annually, as management fee. In our case, the sales load will work out to be a maximum of Rupees 150,000 on our yearly contribution
of about Rupees 5 million and management fee will be about Rupees 1,500,000 on a fund of our size. The total fee will be Rupees 1,650,000
for investment management and accounting services. Atlas is providing accident insurance cover for their participants, which is included in
the fee.

Chief Executive: So, should we discuss in our next Inter Department Meeting and finalize?

Finance Director: Absolutely.



