Mr. Habib-ur-Rahman, Chief
Executive  Officer ~ Atlas  Asset
Management, is an FCA from the
Institute of Chartered Accountants of
England and Wales and has attended the
management level program (PMD) from
Harvard Business School, USA. He has
been a founding member and past
Chairman/Director of the Mutual Funds
Association of Pakistan. He plaved an
instrumental role in setting up the first
open-ended mutual fund in the private
sector in Pakistan. He has been SECP’s
nominee on the Board of Karachi Stock
Exchange in 2000, 2001 & 2003, and has
also been a member of the Commission’s
Advisory Group on Capital Markets and
the Ce ’s Enquiry Ce on
Management of Exposure Rules by
KSE/LSE. Dawn recently conducted an
interview with him. Here are some
excerpts:

Tell us something about Atlas Asset
Management Limited (AAML) and

An interview with Mr. Habib-ur-Rahman, Chief Executive Officer Atlas Asset Management

how the company has been working
since its inception in August 20027

Atlas Group is a diversified group,
founded by Mr. Yusuf H. Shirazi in
1962, dealing in engineering, power
generation, financial services and trad-
ing. Its shareholders’ equity now stands
at 76 billion rupees; assets have
increased to 122 billion rupees, with
personnel strength currently to 8575
employees.

Atlas Asset Management Limited
(AAML), an Atlas Group Company, is a
recognized name in the mutual fund
industry of Pakistan. AAML is licensed
by the SECP to manage both mutual
funds and pension funds.

The Company manages both conven-
tional and Shariah-compliant funds
with the latter being certified by Mufti
Muhammad Yahya Asim as the Shariah
Advisor. AAML has Asset Management
Quality rating of AM2 (-) assigned by
PACRA and currently has asset under
management of over Rs 16 billion.
AAML is GIPS-compliant and follows
global standards for reporting invest-
ment performance.

AAML aims to mobilize savings of
people and invest them in different
investment avenues i.e. equity, fixed
income, commodities etc. suitable for
individual and corporate needs. Since
equity market has a higher return with
average annual return of over18% dur-
ing last ten years, it is recommended for
investment of long term savings. For
short term investment, money market
funds are recommended.

AAML was initially one of the four
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leading asset management companies
which were licensed by the SECP to
launch and manage Voluntary Pension
Funds. Pakistan lacks a culture of long
term savings due to which Savings to
GDP ratio is only 13% in the past few
years which is very low as compared to
India and China, where it is 30% and
50% respectively.

It is important that developing coun-
tries should focus on increasing savings.
This can be done by increasing focus on
promoting retirement funds. By pro-
moting retirement savings, Pakistan
can improve savings rate.

The savings so mobilized can create
investment opportunities to generate
employment in the country. An invest-
ment in pension funds would help
salaried professionals and  self-
employed people like shopkeepers,
farmers and workers who have ne
access to a formal pension, to draw pen-
sion income regularly.

Why should a common investor invest
in mutual funds?

Mutual Funds offer investment prod-
ucts that meet investor’s long, medium
and short term needs by providing com-
petitive returns depending upon risk
preferences.

For long term investment, equity
funds are recommended, where the
historical annual average return is
over 18% based on equity market
performance. For medium and short
term investment income and money
market funds are recommended,
whereby the rate of return is current-
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lyin range of 8 % to 10%. 1

The rate of return of fered by banks is 1
low, which discourages savings. A per-
son investing in mutual funds over his !
working life has an advantage of not
only having a difference in rate of 1
return but also the power of compound- I
ing, compared to keeping the money in 1
bank deposits. 1

In mutual funds, even the low risk |
category money market funds are cur- §
rently offering about 8% per annum 1
return, with the added advantage of tax 1
credit.

Investors, who do not have the time
or expertise to invest in the stock mar-
ket are better of investing via equity |
mutual funds.

A misconception occurs in the mind 1
of investors that a direct investment in |
the capital market reduces cost; this is |
not true. Firstly, the ordinary investors 1
do not have access to information that
is readily available ro fund managers
and secondly the investor’s selection of
securities and timing may be not be cor-
rect. Additionally, there is a transaction
cost accruing to the investor in the form 1
of brokerage cost and other charges. |
Lastly, mutual funds invest in a diversi- 1
fied number of securities. 1

By directly investing in securities, |
such diversification is not available to 1
investors. Currently, there are only
about 200,000 investors invested in
mutual funds in Pakistan versus 37 mil-
lion bank account holders.

The industry needs to increase its

1 reach to cater to a larger population.

1

| What funds/schemes does AAML offer
1 and how is it retaining its market lead-
ership?

AAML offers both conventional and
Shariah-compliant funds in Equity,
Income & Pension Fund categories. In
addition, it is also offers conventional
I funds in Money Market and Gold Fund
I (Commodities) categories. AAML fol-
1 lows the Global Investment
| Performance Standards (GIPS). for
| reporting investment performance,
1 which are updated each quarter and
uploaded on our website. In terms of
AUM size, AAML ranked ninth on
September 30, 2014. Only NIT and
I AMCs that are subsidiaries of larger
I banks are ahead of AAML in terms of
I AUM size, based on September 2014 fig-
I ures. We are ahead of many other bank
1 backed AMC’s in terms of asset under
| management. With our strong emphasis
| On systems and controls, quality human
resource and backing of Atlas Group, we
enjoy a distinct advantage. Our goal is
to provide investors higher risk-adjust-
I ed return and best services while ensur-
1 ing total transparency and complete cus-
I tomer satisfaction.
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Since Inception
43.68% 1541% 95%

Flexible Pension Plans
Conventional & Shariah Compliant Solutions

Tax Credit on up to 50% of Taxable Income (under Section 63 of ITO)
Insurance/Takaful Coverage

Atlas Pension Fund - Allocation Scheme Returns Atlas Pension Islamic Fund - Allocation Scheme Returns
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Since Inception
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High Volatility 29.81% 187.95! High Volatility 21.51%  40.77%  25.44% 252.99%
Medium Volatility 21.54% 3044% 13.46%  148.01% Medium Volatility 16.42% 28.34% 18.78%  184.08%
Low Volatility 1466% 1942% 11.83%  114.63% Low Volatility 11.35%  1594%  11.99% 114.73%
Lower Volatility 773% 834% 10.23% 81.87% Lewer Volatility 7.89%  7.52%  8.04% 7041%

All Returns as on June 30
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provisions of the Income Tax Ordinan:

indicative of future results. Please read the Offering Decument

Disclaimer: Allinvestments in pension funds are subject to market risks. The NAV of units may go up or down based on market condi

tions. Past performance is not necessarily
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‘What is the significance of these serv-
ices? What is the response of your
clients, specially the pensioners?

Contrary to the banking products
which have clear profit margin, mutual
fund products need special counseling
with sophisticated marketing skills.
Despite efforts by AMC on their own,
collective efforts by MUFAP, a signifi-
cant penetration of mutual funds in
the market has not been yet achieved.

AAML has been a leading player in
the pension industry and the response
of our valued investors, especially the
pensioners has been very good. Before
2008 financial crises, our AUM had
reached Rs. 9 billion on April 2008,
which went down to Rs. 3.3 billion on
January 2009 after the financial crash.
Since then, we have increased by 360
per cent and currently our AUM has
crossed Rs 16 billion. Compared to that
the aggregate industry size had
reached its peak point of Rs. 383 billion
on April 2008, which went down to low-
est point of Rs.175 billion on January
2009 after the financial crash. Now the
industry is at Rs.421 billion, having
recovered 141 per cent from the lowest
point. The recovery shows the confi-
dence investors have reposed on mutu-
al fund industry and AAML.

In Pakistan, in addition to VPS,
Pension Reform is needed to generate
savings. Without government commit-
ment, the reform is not possible. In
2007, SECP notified Voluntary
Pension Scheme (VPS) Rules and gave
license to four AMC’s which also
included AAML. SECP has currently
licensed four more Pension Fund
Managers making the total number of
Pension Fund Managers to eight. It is
hoped that in future retirement sav-
ings will grow for the benefit of both
investors and economy.

What challenges are you facing cur-
rently? How does the government help

u?

Pakistan’s mutual fund industry is
just about 5.24% of the bank deposits.
The number of mutual fund investors
is very low as compared to total popu-
lation of over one hundred eighty mil-
lion people.

There are two reasons for low pene-
tration of mutual funds; firstly that
despite over fifty years on the scene,
mutual funds have not been very pop-
ular to attract a large number of
investors. This is a great challenge for
the mutual fund industry. From the
platform of Mutual Funds Association
of Pakistan (MUFAP), the mutual fund
industry needs to hold seminars on
aregular basis in urban centers to pop-
ularize mutual funds. The second and
more important reason is the low sav-
ings rate in the country. Government’s
support and commitment is needed to
improve the savings rate, which if not
improved, will make Pakistan contin-
ue to depend on borrowing or selling
government holding in companies to
bridge the financial gap.

The Government should therefore
encourage retirement and long term
savings. These are long term savings
and these savings can be invested in
infra-structure projects and capital
markets. The Government had initiat-
ed Pension Reform to promote and
regulate the employers’ managed pen-
sion schemes in private and public sec-
tor with SECP as promoter and

Regulator. This has not materialized,
as this has been affected by eighteenth
amendment to the Constitution and
the subject relates to Labor laws.

In my view Pension reforms need to
be carried forward, as savings for
retirement helps in mobilizing
resources for the economy. In my view,
if there is any institution in the coun-
try that has the capacity to promote
and regulate pension funds in the pri-
vate and public sector that is SECP. It
is for the Government to resolve the
constitutional issue.Section 62 of the
Income Tax Ordinance allows tax cred-
it on investment up to one million
rupees in new issues for two years. In
my opinion this does not serve much of
a purpose. The investment should be
held for working life that would help
investors to hold on to their invest-
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Secondly, it is the responsibility of
Regulator to promote as well as regu-
late. Although the Regulator is per-
forming in regulating but more empha-
sis is required for promotion of Mutual
Funds and Pension Funds.

Where do you see the mutual fund
industry five years from now?

Mutual funds’ asset are about Rs.
421 billion, i.e. just about 5.24% of
bank deposits with very low investor
base but has potential to grow at least
three times in next five years. In addi-
tion to providing competitive return to
investors, mutual funds play an impor-
tant role in the development of capital
market and economy.

To achieve assets under manage-
ment three times at the end of five
years AMC, Regulator and the

Our equity market is very developed but

still there is room for improvement. We feel

that the Government should

encourage well managed private

sector companies to be listed. The

debt/bond market is of negligible size

and illiquid. We need to develop the bond
market. Karachi Stock Exchange (KSE)

has established a new counter BATS

(bond automated trading system) for it.

But it has yet to work to its optimum level

ment. The Government should support
long term savings by allowing tax cred-
it and not short term investment.

Another important issue is that
mutual funds and pension funds are
unfairly treated in taxation. A princi-
ple of taxation for mutual funds that is
applied universally is that taxation
should be neutral for investors invest-
ing directly in securities or through
mutual funds. Translated in practical
terms it means that if a tax is imposed
on investor directly investing in securi-
ties, tax at the same rate can be levied
on mutual funds or its investors.
However, if a tax/ or charge is not
levied on investors directly investing
in securities, that cannot be levied on
mutual funds or its investors.

The Federal and Provincial
Governments have levied Workers
Welfare Fund (WWF), Sales Tax (ST)
and Federal Excise Duty (FED) on
mutual funds that are not payable by
the investors directly investing in secu-
rities. The mutual fund industry has
filed a petition in Honorable Sindh
High Court against imposition of WWF
and FED, but such matters take years
to be decided. In the meanwhile mutu-
al funds have to make provision for
such liabilities that impacts the return
and competitiveness. There are
instances where the rate of tax on
mutual funds’ investors is higher than
those investing directly in securities.

Are you satisfied with the overall reg-
ulatory framework and government
policies? What suggestions do you
have to improve them?

Securities and Exchange Commission
of Pakistan (Commission) regulates
mutual funds and voluntary pension
funds. Regulation involves framing gov-
erning rules for mutual funds and over-
seeing that asset management compa-
nies (AMC’s) are managing the funds in
compliance with the Rules. Regulatory
framework gives the credibility to
mutual funds. Over a period the
Commission has attained the capacity
to regulate that is commendable.

However, there are two points on
which Regulators have fallen short. As
stated in reply to Q.5 previously, due
to constitutional issue, neither the
employers’ established retirement
schemes in the private and public sec-
tors are promoted or regulated.

Government have to take a number of
measures:

i. The AMCs collectively through
Mutual Funds Association of Pakistan
must take steps to popularize and mar-
ket mutual funds to investors.

ii. The Regulator must also play the
role of promoter.

iii. Retirement savings should be
promoted; in particular private sector
and public sector retirement schemes
established by employers should be
brought under SECP regulation.The
Government should carry out neces-
sary legislation in this direction to
facilitate.

iv. There should be level playing
field or tax neutrality in respect of tax-
ation between investors investing
directly in securities and those invest-
ing in mutual funds.

v. Tax laws should encourage long
term savings. It is important for
Pakistan to improve savings to GDP
ratio.

vi. Mutual Funds should play
increasing role in corporate gover-
nance and capital market develop-
ment.

‘Where do you find your company five
years from now?

I would like to see an increased fund
size three to four times the present
size, besides enhanced saving rate. In
last five years after the financial crisis
AAML has higher growth than indus-
try average. We shall continue to serve
our investors and are hopeful that this
trend will continue. Moreover, we
would also like to see an increased
base of voluntary pension fund, equity
fund and income funds together with
increased retail penetration. We also
want to include overseas Pakistanis to
join pension scheme. Foreign investors
are more knowledgeable and know
market trends.

Our equity market is very developed
but still there is room for improve-
ment. We feel that Government should
encourage well managed private sec-
tor companies to be listed. The
debt/bond market is of negligiblesize
and illiquid. We need to develop the
bond  market. Karachi  Stock
Exchange(KSE) has established a new
counter BATS (bond automated trad-
ing system)for it. But it has yet to work
to its optimum level. B




