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ABL PENSION FUND
REPORT OF THE DIRECTORS OF THE MANAGEMENT COMPANY

The Board of Directors of ABL Asset Management Company Limited, the management
company of ABL Pension Fund (ABL-PF), is pleased to present the Condensed Interim
Financial Statements (un-audited) of ABL Pension Fund for the half year ended December 31,
2019.

ECONOMIC PERFORMANCE REVIEW

The balance of payment (BOP) crisis, one of the major issues of Pakistan“s economy,
successfully brought under control by the government during 2019. The current account deficit
(CAD) has dropped by 75% YoY to USD 2.15bn during the 1THFY20 compared to USD 8.61bn in
the same period last year (SPLY). The government is holding a tight control over the
preventable imports by enforcing higher regulatory duties while the reduction in the CPEC
related machinery supported the move. The imports dropped by 18.5%YoY and the country
started witnessing marginal growth of 4.8%YoY in exports. Though, the country has witnessed
an impressive growth in export volumes but there is a dire need of enhancing exports in US
Dollar terms as well. If the Govt. continues to manage CAD by just curbing imports, it will hurt
industrial growth and thus country®s GDP growth rate. Now, our exports have become more
competitive in the international market after the exchange rate devaluation of 21%YoY during
the period. Moreover, the country has received USD 1.28bn direct investment representing a
growth of 62%YoY. Total foreign exchange reserves of the country are building up and reported
at 21-month high of USD 17.93bn (SBP: USD 11.34bn, Commercial Banks: USD 6.59bn) as at
Dec 31, 2019, providing an import cover of ~4 months. Funds received from friendly countries,
multilateral financial institutions and cellular renewal licenses supported the reserves.

Pakistan“s GDP growth was reported at 3.3%YoY as compared t03.2%YoY in the SPLY. The

GDP rate has dropped down from 5.2% in FY18. The growth slowed down due to economic
reforms and fiscal measures adopted by the government. During the period of Jul-Oct 2019, the
large scale manufacturing (LSM) has significantly dented by the fiscal measures where the
Automobile (-36.07%), Iron and Steel Products (-14.97%), Coke & Petroleum Products (-
13.77%), Pharmaceuticals (-10.28%) remained prominent due lower construction activities in
the country and the weak purchasing power of the nation. However, it“s worth mentioning that
the textile sector performed well, up 18%YoY, after declining by 14% in last year amid

competitiveness granted by the devaluation.

Average national CPI during the 1HFY20 has reached at 11.1%YoY against t he 5.98%YoY in
SPLY amid higher food prices in the country due to interrupted supply & elevated electricity and
transport prices on the back of fuel cost adjustments, quarterly tariff adjustments and PKR
devaluation. The increase in the fuel, electricity & gas prices and house index adjustment is
expected to further increase the CPI in the month of Jan“20 while the average inflation during
the FY20 to remain in the double digit. The real interest rate has narrowed to 0.62% which rule
out any rate cut before May“20, we believe.

Fiscal deficit remained high at 7.3% of GDP during FY19 because of limited growth in tax
revenue while most of the savings were eroded by higher debt servicing. The government is
rigorously working to broaden the tax base in order to curtail the deficit. Tax collection of the
country has increased by 16%YoY to PKR 2.08tr against the set target of PKR 2.20tr reflecting
a shortfall of PKR 118bn during the 1HFY20. To note, IMF has revised down the tax collection
target to PKR 5.24tr from PKR 5.50tr.
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Going forward, the implementation of second phase of FTA between China and Pakistan in
Jan“20 will be highly positive for the growth in exports and further cutting down the CAD.
Further, any rate cut will push the growth back on track and create the positive sentiments
among investors.

MUTUAL FUND INDUSTRY REVIEW

Total assets under management (AUMs) of open-end mutual fund industry posted a massive
growth of 29% during 1HFY20 (from PKR 572 billion to PKR 705 billion), mainly on account of
substantial flows in equities amid renewed enthusiasm for risky assets. Equity funds including
Conventional and Islamic equity witnessed a mammoth growth of 15.22% in AUM to close the
period at PKR191 billion. This growth can primarily be attributed to the strong market
performance where inversion in the yield curve, the expectation of monetary easing and signs of
economy bottoming out increased the investor™s aptitude for risky assets. Similarly fixed income
funds including both Conventional and Islamic funds posted growth of 37.00% to close the half-
year at PKR 386 billion AUM. Appetite for fixed income was increased by 6-year high-interest
rates.

EQUITY MARKET REVIEW

In THFY20, KSE-100 showed a tremendous performance and bounced back as one of the best
market in the world and surged up by almost 20.16%. After two years of consecutive return,

KSE-100 finally reported a positive return and closed at 40,735 points. This remarkable
performance of KSE-100 index can be attributable to emerging signs of stability in economy and
a number of positive developments such as cumulative CAD for the period of Jul-Nov 2019
dropping by 73% to USD 1.82bn compared to USD 6.73bn in SPLY, higher tax collection,

foreign investment in money market and successful IMF review. SBP after raising policy rate by
further 100bps in July®19 decided to maintain the course for rest of period under review.
Moreover, market was buoyed by IMFs successive quarterly reviews.

The average traded volume increased by 20.12%YoY whereas value declined by 21.30%YoY to

124.36mn and USD 36.04mn, respectively. Foreigners bought USD 8.02mn worth of shares

while on the local front individual investors and other organization remained on the forefront with
net buying of worth USD 140.08mn and USD 14.20mn, respectively. On the other hand, banks

massively sold of USD 90.75mn worth of shares. After Aug™19, market witnessed the bullish run
where the major index dragged by commercial banks, fertilizers, oil & gas exploration
companies and cement, each contributed 1591, 1221, 949 and 405 points respectively.

Going forward, we believe market will perform because Pakistan has already embarked on the
economic stabilization phase and successfully completed first IMF quarterly review. Now,

investor“s confidence has been restored mainly credited to stabilization in exchange rate,
expectations of monetary easing, disinflation and subsided fears of blacklisting by FATF.

Marking is trading at an attractive trading twelve month (TTM) P/E multiple of 7.2x and dividend
yield of 7.6%.

Money Market Review

During the period under view, the money market took a break from the upward trend observed
during the FY19, as the sentiment turned from doom and gloom to optimism, market participants
started to increase the duration of their portfolio. This resulted in the inversion of yield curve
which is signaling the market expectations of rate cuts in the future. However, SBP after raising
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interest rates in July19 by 100bps put its feet off the accelerator and maintained a real interest
rate of ~2.0%. Inflation clocked in at ~11.1% for THFY20 as compared to 5.98% in SPLY due to
higher fuel, food and electricity prices on the back of depreciated PKR.

Pakistan investment bonds (PIBs) trading yields came down from 13.72% to 11.00%, with a
significant tilt towards longer tenor instruments to lock in higher interest rates for the future.
During the year, the money market withessed a seasonal lack of liquidity as SBP continued with
frequent open market operations (OMOs). At the end of the year, the SBP remained a net
lender of worth PKR 975 billion under a single reverse repo arrangement at a cut-off rate of
13.31%.

On the T-bills side, the 3-Month cut off yields increased from 12.75% to 13.13%. During the
period under review participation in 6 & 12M remained high as the market participants™
expectation for inflation started to come down. The cut-offs for 12M T-bill came down by ~90bps
to 13.13% whereas the bond cut off yields for 3, 5 & 10 years closed at 11.70%, 11.15% &
10.95% respectively.

FUND PERFORMANCE

ABL VPS is systematically classified into 3 sub fund categories based on the risk appetite of our
long term investors i.e. (“Debt Sub fund”, “Money Market Sub Fund” & “Equity Sub Fund”.

Money Market Sub Fund

On YTD basis, ABL Pension Fund - Money Market Sub Fund generated a half year return of
11.13% Fund size of ABL PF — MMSF closed at PKR 114.22mn. As per its mandate, Money
Market Sub Fund was focused towards short term money market instruments and T-Bills.
During the period, investment in T-bills comprised of 70.91 %, while Cash at bank was 27.72 %
of the portfolio.

Debt Sub Fund

On YTD Basis, ABL Pension Fund - Debt Sub Fund yielded a half year return of 14.20%. Fund
size stood at PKR101.22mn. The exceptional return can be attributed towards stable income
from Daily Product Accounts (DPAs) and active trading of T-bills and PIBs in a stable interest
rate environment. At Present, portfolio comprised of 53.83 % T-bills. Cash at bank is 23.80 %
while investment in corporate TFCs and other is 15.35% & 1.30% respectively.

Equity Sub Fund

The fund posted a return of 21.24% during the period under review. The funs size stood at PKR
102.8mn. Equity Sub Fund invested 89.31% in equities at end of the period with the exposure in
Commercial Banks of 4.21% and 6.48% in others.

OUTLOOK

The theme of economic stabilization is expected to continue which will drive the Pakistani equity
market in the coming months. The issues related to the twin deficits have largely been
addressed with the country“s primary fiscal account posting a surplus & PKR 286bn during
1QFY20 and the current account registering a decline of 75% YoY to USD 2.2bn. On top of that,
improving foreign exchange reserves and import cover continues to keep investor sentiment
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buoyed providing the impetus for a sustainable bullish stretch in the market. Considerable
improvement in both these deficits provides the government much needed fiscal breathing
room.

At the moment, the Pakistani market is at inflection point where it longs for an influx of liquidity
to pave way for the next leg of the rally. We highlight the upcoming FATF review as a catalyst
that could curb the inhibitions of foreign investors and could attract significant foreign inflows.
The present government continues to reinforce its claim of making significant progress on the
implementation of FATF“s 27 points. This fact coupled with evident support from key nations
notably China, Malaysia, Turkey, the Middle East and most recently, the US, has opened up a
definite possibility of a positive surprise in FATF™s review Any encouraging development on this
front will likely enhance foreign investor sentiments with a particular interest towards MSCI plays
in index heavy stocks like OGDC, HBL, MCB, ENGRO, UBL, LUCK, and PPL.

A sustainable rally is expected after June 2020 when the monetary easing would be closer on
the horizon and underlying demand dynamics shall begin to improve.

AUDITORS

M/s. Deloitte Yousuf Adil Saleem & Co. (Chartered Accountants), have been re -appointed as
auditors for the year ending June 30, 2020 for ABL Pension Fund (ABL-PF).

MANAGEMENT QUALITY RATING

On December 31, 2019, JCR-VIS Credit Rating Company Limited (JCR-VIS) has reaffirmed the
Management Quality Rating of ABL Asset Management Company Limited (ABL AMC) at
LAM2++ (AMTwo-Double Plus). Outlook on the assigned rating is ,Stable™.

ACKNOWLEDGEMENT

We thank our valued investors who have placed their confidence in us. The Board is also
thankful to Securities & Exchange Commission of Pakistan, the Trustee (Central Depository
Company of Pakistan Limited) and the management of Pakistan Stock Exchange Limited for
their continued guidance and support. The Directors also appreciate the efforts put in by the
management team.

For & on behalf of the Board

Alee Khalid Ghaznavi
Director Chief Executive Officer

Lahore, February 04, 2020
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www.jamapunji.pk

Key features:

G2 Licensed Entities Verification

cn Scam meter*

& Jamapunji games*

B Tax credit calculator®

& Company Verification

E Insurance & Investment Checklist
7? FAQs Answered

@¥ %, Jama Punijiis an Investor
é"’ 5 dr Education Initiative of
< 4% Securites and Exchange

H& 5 Commission of Pakistan

Be aware, Be alert,

Be safe
Learn about investing at

www.jamapunji.pk

4 Stock trading simulator
(based on live feed from KSE)

Knowledge center
Risk profiler*
B Financial calculator

Subscription to Alerts (event
notifications, corporate and
regulatory actions)

@ Jamapuniji application for
mobile device

21 Online Quizzes

£} L4
jamapuniji.pk @jamapunji_pk

*Mobile apps are also available for download for android and ios devices
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For Information on ABL AMC’s Funds, please visit

g www.ablamc.com  or 0800-22526
or visit any Allied Bank Branch




