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Mutual Funds Association of Pakistan - MUFAP

MEMBER’S REPORT

11th Asia Oceania Regional Meeting

1.
STATISTICAL POSITION
1.1
DATA AS OF DECEMBER 31, 2004 AND 2005 
	
	
	December 31, 2004
	December 31, 2005

	No.
	Type of Funds
	Number of Funds
	Net Assets under Management  (in US$ million)
	Number of Funds
	Net Assets under Management  (in US$ million)

	1.
	Equity funds
	17 
	1,471
	27
	2,236

	2.
	Bond Funds
	01
	8
	01
	8

	3.
	Balanced Funds
	08
	269
	04
	154

	4.
	Income/ Money Market Funds
	05
	130
	06
	234

	
	Grand Total
	31
	1,878
	38
	2,632


      Note:      
US$:  local currency exchange rate on Dec. 31, 2005:   59.85  

US$: local currency exchange rate on Dec. 31, 2004:  59.77
1.2 Total number of Asset Management / Investment Management companies managing mutual funds:  

· There are 22 Asset Management/Investment Management Companies managing mutual funds/unit trusts.

1.3 Total assets under management: 

· As a percentage of the total stock market capitalization: 5.74%

· As a percentage of bank deposits:  5.09%
2.
DATA RELATING TO INVESTORS IN MUTUAL FUNDS/UNIT TRUSTS

2.1
Are any data available relating to the number of investors in the mutual fund industry?

· Yes

2.2 If yes, please provide the data for the last two years and the source of this data.

                         No. of Investors                   Date
                   
171,169


    Dec. 31, 2004



153,058


    Dec. 31, 2005


(Source:  Management/Investment Companies)            

2.3 Are there data available separately for retail investors and institutional investors?

· Yes

2.4 If yes, please provide data separately for retail and institutional investors for the last two years.

Dec. 31, 2004

Dec. 31, 2005
· Individual


     155,192

        148,487


Corporate


       15,977

            4,571
Total



     171,169

        153,058
2.5 Does the Association play any role in promoting retail investment in the mutual fund industry?  If so, please give details.

· The Association, Mutual Funds Association of Pakistan - MUFAP is playing an active role in promoting retail investment in the mutual fund industry. Apart from maintaining an up-to-date and interactive website, it also plans other interactive ways to create awareness and promote investing on the retail level such as TV shows etc. MUFAP has organized a number of Conferences and Seminars to educate the investors about Mutual Funds and more are planned in near future. In addition the print media is also used frequently for the said purpose.

3.
INTERNATIONAL INVESTMENT FUNDS
3.1 Are funds of other countries sold in the country? 
Yes 
3.2
Are your funds allowed to invest abroad?
Yes


3.2 If yes, please indicate number of funds, countries where allowed to invest, and value of sales for the year ending December 2004.  Any developments in this area could be highlighted.   
· State Bank of Pakistan as allowed locally established Mutual Funds to invest abroad to the extent of 30% of the aggregate funds mobilized with a cap of US$15 million. 
4.
LEGAL AND REGULATORY SITUATION
4.1 Any important developments in this area in the last two years may be highlighted.   

· NBFC Rules, 2003

· Prudential Regulations for NBFCs

· Voluntary Pension Rules being formulated

· Real Estate Investment Unit Trust Rules being formulated
5.
DISTRIBUTION OF MUTUAL FUNDS

5.1 Statistical Position

· The mutual fund industry is still evolving; data is not available relating to the number of entities involved and their share in the percentage.

5.2 A brief commentary on developments in the area of distribution.

· Over the last year the distribution of mutual funds through out the country has taken a boost as a number of organizations entered into mutual funds distribution business. Besides a number of private distributors, big banking institutions have also added private sector mutual funds as one of the products in their portfolio.

Since the core business of private distribution companies is selling mutual funds, they are in a better position to aware investors of mutual fund products as well as market them to potential investors whether it is corporate or individual. These companies are making efforts to tap the untapped market by approaching various categories of investors and are bringing in good sales for mutual fund companies.

The banks also play an important role in the promotion of mutual funds in their effort to provide one window solution to all the financial need of their customers. Mutual funds, being part of their products, are gaining popularity among investors of all economic classes, especially high net-worth individuals. The prospects of selling and distributing mutual funds became brighter with multi national banks (i.e. Standard Chartered Bank) stepping in this industry. These developments show that the mutual fund industry in Pakistan has moved beyond the infancy stage and has earned marked confidence amongst investors and has really started to take off now.
6.
SYSTEMS AND PRACTICES IN MARKETING OF FUNDS

6.1
Do the Regulations specify any maximum rates for commission to intermediaries/agents/brokers ?  If so, please indicate. 

· No, but the constitutive/ offering documents governing a fund do specify a limit for the rate of commission to be given to intermediaries / agents.
6.2
What is the maximum load allowed under Regulation and for what purpose is it used?

· The maximum proposed sales load must be disclosed in the Offering Document by a new fund.

6.3 Are there any limits prescribed for sales and marketing expenses?  If so, please specify.

· There are no limits specified for sales and marketing expenses for a fund as long as these expenses are paid for by the management company from the sales load or from its own resources. Moreover, at the time of launching a fund, SECP limits the formation costs, which includes launching expenses as well only 1% of the initial capital (seed capital) of the fund. The excess amount if any is paid by the management company from its resources. 
6.4  
Is there a general or specific Regulation or Rule governing intermediaries selling mutual fund schemes?  If so, which agency administers the Regulations?

· The rule governing Mutual Funds in general is The Non Banking Finance Companies (Establishment and Regulation) Rules 2003 and the agency administering these Regulations is Securities and Exchange Commission of Pakistan - SECP but the law does not state specifically any laws relating to intermediaries.

6.5
Is there a qualifying examination for intermediaries?  If so, which agency conducts the exam and what are the details such as syllabus, passing marks, nature of conducting the exam, etc.   

· There is no qualifying examination for intermediaries

6.6
Are there any regulatory or industry rules relating to marketing practices? Can mutual funds give gifts/prizes to distributors to encourage distribution of their funds? Can such gifts/prizes be given directly to investors?  Are these covered by any regulation?

· As yet there are no rules / regulations relating to marketing activities of the fund although all marketing activities relating to print, media and publications require prior approval by SECP.  But certain advertising standards for the mutual fund industry are under formulation, which if approved and implemented will govern advertising and communication related issues of the mutual fund industry.  
As far as gifts and prizes to distributors are concerned, there is no law pertaining to this practice. However, SECP have turned down permission for prizes in the past.
7.
CUT OFF TIMINGS FOR APPLICATION OF NAV
7.1 What is the system followed in respect of cut off timings?  

· The cut off timings varies from fund to fund and there is no uniform policy followed as far as cut off times are concerned. The policies are defined in constitutive/ offering documents of each fund. 

7.2
Are there any rules/regulations or are they left to the individual players?

· The cut off timings are not covered by rules / regulations and are therefore decided by individual players according to their operational efficiency and system limits.
7.3
Do such cut off timings vary from Fund to Fund, or is it uniform for all types of funds/classes of funds?

· The cut off time varies from fund to fund and no uniform timing is followed. Each fund has set a cutoff according to its own convenience.

7.4
Are there any instances of late trading?  Is late trading an issue and, if so, what steps are being taken by the Regulator and the industry association to curb such tendencies?

· Although the possibility cannot be entirely ruled out, there are no reported or alleged instances of late hours trading. Therefore, at the moment, it is not considered a serious issue by the industry. The management companies do apply check on distributors to prevent such malpractices, by requiring them to report all transaction by certain cut off time.
7.5 Any specific suggestion to prevent such practices.

· There could be a system whereby all the distribution companies would be required to submit a system-generated report disclosing timings of their daily transactions. In this manner all possibilities of late trading could be eliminated. 
8.
PRICING ERRORS
8.1 Are there specific rules for reporting pricing errors to the Regulator?

· No, there are no specific rules for reporting any pricing errors to the regulator.

8.2 Are there specific rules for compensating investors, in the event of pricing error?

· No, there are no rules for compensating investors in case of any pricing errors.
9.
RISK MANAGEMENT SYSTEMS
9.1
Is there a risk management system prescribed by the Regulator?
Yes/No

· Yes, the regulator specified certain exposure limits and constraints in order to cover associated risks in open-end mutual fund investments.


9.2
If yes, please give a brief description.

· Exposure Limits: Each fund cannot invest more than 10% of its assets in one security and not more than 25% of the funds assets in any one sector.

Connected Persons: The fund cannot invest in any security of a company if any of its director / officer owns more than 5% shares or collectively its directors / officers own more than 10% of those securities.

Financial Reporting: The management company is obligated to report to the regulator and unit holders the fund’s quarterly financials and performance.

Review and Audit: The funds are audited annually and reviewed (by the auditors) on half yearly basis. Besides the trustee of the Fund is responsible for issuing a report that is included in the annual report to be sent to certificate/unit holders whether in his opinion the investment adviser / management company has in all material respects managed the fund in accordance with the provisions of the constitutive documents. 

9.3
If no, does the Industry Association formulate any systems
 ?
NA



9.4
If yes, please give a brief description.

NA

9.5 If no, what is the system followed in the industry?

· The funds management apart from following the rules laid down by the SECP has also internally spelled out elaborate risk management procedures to manage the risk based on the guidelines divided among the following three major components:
· Identifying Investment Risk

· Risk Measurement

· Risk Management

Identifying Investment Risk

In order to properly and efficiently manage risks, the first step taken by Mutual Funds Risk Management team is identifying the risks associated with Investments. There are a number of risk types that the Mutual Funds recognize in making investments. These are; Market Risk of volatile market values, Credit Risk of changing credit qualities, Spread Risks relate to uncertain cost of credit, Liquidity Risk and Operational risk that are of potential loss due to process failure.

Risk Measurement

Once the risks are identified, measuring the risk level is another stage of risk management. The risk measurement methods used by Mutual Funds are:

· Positions: all investments must be recorded and reported

· Valuations: independent valuations by mark-to-market or mark-to-model for unlisted holdings

· Sensitivities: detailed sensitivity of value to changes in market factors – interest rates, credit spreads, prices, volatilities, currencies

· Stress Tests: potential impact of extreme market moves

· Back-testing: comparing realized returns with expected returns to validate the process

· Attribution: attribution of risks to the investment process such as strategy/tactics/execution, market/style/selection, currency/price/interest/spread

Risk Management

The final step of managing risk involves comparing the risk measured to the risk profile of the respective investments. Risk management is asking all of the questions and believing none of the answers and it is an on-going process that takes time.

These functions are executed using analytical tools such as Bloomberg and Mat Lab. 

9.6 Does the industry follow any system of disaster recovery/business continuity plan?

 

· Yes

9.7 If yes, please give brief details.

· Most of the AMC/IMC has structured IT setup, which consists of all of the following measures to manage technology risks. Since these companies are on the verge of entering into the state of complete technology solution, preventing the systems from all kinds of risks is mandatory for continuous availability of services and investment solutions to its clients.

Ensuring Business Continuity

In order to ensure business continuity the following redundancies have been developed:

· Network redundant links

· Server level redundancy --- 
1) Hot Standby (on site backup)






2) Cold Backup (disaster recovery site)

· Storage redundancy ---

Offline and Online backups

· Database replication

Security

To make the system secure and reduce its vulnerability to unauthorized access, following security measures are being deployed:

· Firewalls and Encrypted data on both Internet and Intranet (LAN & WAN)

· User authentication

· Database and system security through different access policies

Virus controls

In all internet environments and especially where system can be accessed online, the virus controls are necessary to keep the system from getting infected and prevent data corruption. These controls are also being developed through applying Anti-viruses and Administrator Policies at the levels of Servers as well as Workstations.

10.
PERFORMANCE EVALUATION
10.1 Are there regulatory provisions relating to making and/or publishing performance evaluation? If so, give details.   

· There are regulatory provisions relating to making and/or publishing performance evaluation such as publishing and distributing the accounts of the company at the end of every quarter, and different mutual funds declare their NAVs at regular intervals. NAVs of Closed and Open-end mutual funds are announced on daily basis.
10.2 Are there third party research or other agencies doing performance evaluation ? If so, give details.

· Third party researches are only done in case of rating of the funds. PACRA and JCRVIS are the two independent agencies that rate the funds based on their performance and future outlook.
10.3 Are there Regulatory provisions relating to benchmark indices against which the performance of mutual fund is to be assessed?

· There is no regulatory provision relating to benchmark indices but common industry practice is to use the KSE-100 Index as a benchmark index for equity funds. The other indices are the KSE All Share Index and the SBP Index.
10.4 Does the Industry Association undertake any performance evaluation activities 

· MUFAP keeps track of NAVs of all mutual funds and also maintains on its website. In this manner this performance evaluation also becomes available to investors. In addition, association also holds an event to honor the best performing funds of the year in the industry.
11.
ROLE OF MUTUAL FUNDS OFFERING PENSION FUNDS


11.1
Do mutual funds offer and manage their own pension funds /schemes ?

NO

11.2 If yes, please provide details such as number of funds, nature of pension funds, assets under management, fee structure, etc.
NA

11.3 Are there separate guidelines for pension funds ?


· The rules for Voluntary Pension Fund are being formulated. Once approved and implemented, they will govern the pension funds offered by Mutual Fund Industry.
11.4 Is there a separate authority for regulating pension ?      

· No, there is no separate authority. In fact, SECP is the only regulatory authority that will regulate Pension Funds as well.

11.5 If yes, please give details.

NA

12.
ROLE OF MUTUAL FUNDS IN MANAGING FUNDS FOR INSURANCE AND PENSION COMPANIES

12.1
Do mutual funds manage funds for insurance companies?      

· No, but some insurance companies invest in mutual funds.

12.2
If yes, please provide some details.

NA

12.3
Do mutual funds manage funds of pension companies?
NO 

12.4 If yes, please provide some details.

NA

13.
ROLE OF THE ASSOCIATION
13.1 Does the association consist only of mutual funds or any other entities ?  If so, please specify.   

· MUFAP consists of twenty two (22) Asset Management Companies, which in turn manage 38 mutual funds, as of December 2005, 18 Open-end and 20 Close-end funds, but other entities that are connected to the Mutual Fund Industry are also offered the affiliate membership of the Association. The Central Depository Company of Pakistan - CDC has become an affiliate member of the Association because of its role as a Trustee for most Pakistani mutual funds.
13.2 Are there different categories of members?  If so, please specify and indicate their voting rights and other obligations/responsibilities/fee structure.   

· Although related entities like CDC are categorized as affiliate members but their duties, right and obligations are the same as other members. 

13.3
Briefly describe the role and functions of the Association.

· MUFAP is actively involved in promoting the concept and marketability of mutual funds. It helps in disseminating information about mutual fund industry to assist the investor. The association is pro-active to attend to the issues and concerns of mutual fund industry. MUFAP is actively seeking and establishing affiliations with mutual funds associations in other countries.
13.4
What is the funding pattern, system of contribution?  

· The system of contribution is as follows:

· Rs. 25, 000 is paid upfront as a registration fee by all members at the time of approval of their membership.
· Members pay Rs. 25, 000 annually as management fee.
· Besides members also pay annual subscription fee after launching a fund           @ 0.01% on average net assets calculated on monthly basis with a cap of Rs. 200,000. 
13.5
Is there any financial support provided by the Regulator/Government?  If yes, please specify.

· No, there is no financial support provided by the Government or the Regulator.
13.6
Is the Association officially recognized as a self regulatory organization (SRO) by the Regulator? If yes, please specify the responsibilities, role and activities.

· No, MUFAP is not recognized as a Self Regulatory Organization - SRO as yet.

13.7
If not, what is your view on the association becoming an SRO?  Is it necessary, effective or not.  Please give your observations/comments.

· Yes it would be desirable if MUFAP would be given SRO status. SRO status will help the association to deal better with the problems faced by the Mutual Funds and it would also be able to regulate its members in a better manner. The benefits of being awarded an SRO status are evident from the fact that Asian Development Bank has also recommended granting of SRO status to the Association.
13.8 What more could the association do?

· MUFAP is planning and working towards a CERTIFICATION in capital markets by conducting examinations for fund managers, brokers, agents and analysts.
14.
BUILDING INVESTOR CONFIDENCE IN THE FUND INDUSTRY
14.1 Does the Regulator play any role in building investor confidence?  If yes, please describe in brief.   

· The regulator plays proactive role for investor, resulting in building investor confidence. The reporting requirements by Securities and Exchange Commission of Pakistan – SECP, in the form of Offering Documents and Trust Deed – published by Asset Management Companies provide comfort and boost investor confidence. Further, the regulator ensures i) transparency by requiring mutual funds to provide quarterly fund information to it as well as unit holders and   ii ) security of investments of unit holders by limiting and restricting mutual funds through exposure limits, iii) expediently handling investor complaints by conducting relevant inquiries etc.                                                                                                                             

14.2 What does the Association do in this area? Please specify.   

· MUFAP presents NAVs on its web site on daily basis, and encourages its members to disclose their investment strategies to investors.
14.3 What do the members of the Association do? Please specify.  

· Members provide frequent reports/information other than required by law, issue NAVs on daily basis to keep portfolio transparent, provide quality customer support at all times, etc.
14.4 What are the suggestions in this regard?

· No specific suggestions.

15.
ANY OTHER INFORMATION
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