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MISSION
STATEMENT

To rank in the top quartile
in performance of
NBP FUNDS
relative to the competition,

and to consistently offer

Superior risk-adjusted returns to investors.
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DIRECTORS’ REPORT

The Board of Directors of NBP Fund Management Limited is pleased to present the Seventh Annual Report of NAFA Financial
Sector Income Fund (NFSIF) for the year ended June 30, 2018.

Fund’s Performance

The size of NAFA Financial Sector Income Fund increased significantly by 104% from Rs. 1,152 million as on June 30, 2017
to Rs. 2,355 million as on June 30, 2018. During the year, the unit price of the Fund has increased from Rs. 10.4933 on June
30, 2017 to Rs. 11.1248 on June 30, 2018 thus posting a return of 6.0% as compared to its Benchmark return of 6.3% for
the same period. The return of the Fund is net of management fee and all other expenses.

The Fund is unique as it invests a minimum of 70% of its assets in financial sector (mainly banks) debt securities, instruments
or deposits. Minimum entity/instrument rating of debt securities are AA-. This minimizes credit risk and at the same time
enhances the liquidity of the Fund. Duration of the Fund cannot be more than one year. This minimizes interest rate or
pricing risk. The Fund invests 25% of its assets in less than 90 days T-Bills or saving accounts with banks, which further
enhances the liquidity profile of the Fund.

The trading activity in TFCs/Sukuks improved but remained skewed towards high quality debt issues with cumulative traded
value of Rs. 20.8 billion in FY18 compared to Rs. 9.1 billion during the previous year. The trades were mainly concentrated
in the banking sector debt securities with 66% contribution. During FY 2018, State Bank of Pakistan (SBP) held six (06)
bi-monthly monetary policy reviews. During the first half of FY18, the SBP maintained the policy rate at 5.75% owing to
strong likelihood of continued growth momentum; contained inflation; and anticipation of gain in exports due to improve-
ment in domestic energy supplies and incentives given to exports industry. However, in the latter half, the SBP cumulatively
increased the policy rate by 75 basis points to 6.5% in response to growing pressures on the external front driven by balloon-
ing Current Account Deficit (CAD), preempt overheating of the economy, and rein in inflationary pressures. Sovereign yields
responded to increase in the policy rate whereby 3-month, 6-month, and 12-month T-Bills yields went up by 79 bps, 90 bps,
and 116 bps, respectively.

The Fund has earned a total income of Rs. 141.76 million during the year. After deducting total expenses of Rs.25.7 million,
the net income is Rs.116.06 million. The asset allocation of NAFA Financial Sector Income Fund as on June 30, 2018 is as
follows:

TFCs (AA), 25.55%

Cash Equivalents &
Other Net Assets (AA-),

TDR (AA-), 16.72%
57.73% 4
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Income Distribution

The Management Company has approved cash dividend of 6.01% of opening ex-NAV (6.31% of the par value) subse-
quent to the year end.

Taxation

As the above cash dividend is more than 90% of the income earned during the year, excluding realized and unrealized
capital gains on investments, the Fund is not subject to tax under Clause 99 of the Part | of the Second Schedule of the
Income Tax Ordinance, 2001.

Auditors

The present auditors, Messrs KPMG Taseer Hadi & Co., Chartered Accountants, retire and, being eligible, offer them-
selves for re-appointment for the year ending June 30, 2019.

Directors’ Statement in Compliance with Code of Corporate Governance

1. The financial statements, prepared by the management company, present fairly the state of affairs of the Fund, the result of
its operations, cash flows and statement of movement in unit holders' funds.

2. Proper books of account of the Fund have been maintained.

3. Appropriate accounting policies have been consistently applied in preparation of financial statements. Accounting
estimates are based on reasonable and prudent judgment.

4. International Financial Reporting Standards, as applicable in Pakistan, have been followed in preparation of financial
statements.

5. The system of internal control is sound in design and has been effectively implemented and monitored.
6. There are no significant doubts upon the Fund’s ability to continue as a going concern.

7. There has been no material departure from the best practices of Corporate Governance, as detailed in the listing
regulations.

8. A performance table/ key financial data is given in this annual report.

9. Outstanding statutory payments on account of taxes, duties, levies and charges, if any, have been fully disclosed in the
financial statements.

10. The Board of Directors of the Management Company held four meetings during the period. The attendance of all directors
is disclosed in the note 24 to these financial statements.

11. The detailed pattern of unit holding is disclosed in the note 23 to these financial statements.

12. All trades in the units of the Fund, carried out by directors, CEO, CFO, Company Secretary and their spouses and minor
children are disclosed in note 20 to these financial statements.

13. The Company encourages representation of independent non-executive directors on its Board. The Company, being an
un-listed company, does not have any minority interest. As at June 30, 2018, the Board included:
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Category Names
1. Mr. Kamal Amir Chinoy
Independent Directors 2. Mr. Shehryar Faruque

3. Mr. Humayun Bashir

Executive Directors Dr. Amjad Waheed — Chief Executive Officer

. Mr. Mudassir Husain Khan (Chairman)
. Mr. Tariq Jamali

. Mr. Abdul Hadi Palekar

. Mr. Wajahat Rasul Khan

Dr. FOO Chiah Shiung (Kelvin Foo)

Non-Executive Directors
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TRUSTEE REPORT TO THE UNIT HOLDERS

Report of the Trustee pursuant to Regulation 41(h) and Clause 9 of Schedule V of the Non-Banking Finance Companies
and Notified Entities Regulations, 2008

We, Central Depository Company of Pakistan Limited, being the Trustee of NAFA Financial Sector Income Fund (the Fund)
are of the opinion that NBP Fund Management Limited being the Management Company of the Fund has in all material

respects managed the Fund during the year ended June 30, 2018 in accordance with the provisions of the following:

(i) Limitations imposed on the investment powers of the Management Company under the constitutive documents of
the Fund;

(i) The pricing, issuance and redemption of units are carried out in accordance with the requirements of the constitutive
documents of the Fund; and

(iii) The Non-Banking Finance Companies (Establishment and Regulations) Rules, 2003, the Non-Banking Finance
Companies and Notified Entities Regulations, 2008 and the constitutive documents of the Fund.

Aftab Ahmed Diwan
Chief Executive Officer
Central Depository Company of Pakistan Limited

Karachi, September 18, 2018

Annual Report 2018 Page 10




NAFA FINANCIAL SECTOR INCOME FUND

FUND MANAGER REPORT

NAFA Financial Sector Income Fund (NFSIF) is an Open-End Income Scheme.

Investment Objective of the Fund

The objective of NAFA Financial Sector Income Fund is to provide income enhancement and preserva-
tion of capital by investing in prime quality Financial Sector TFCs/Sukuks, Bank deposits and short-term
money market instruments.

Benchmark
6-Month KIBOR.

Fund Performance Review

This is the Seventh Annual report since the launch of the Fund on October 28, 2011. The Fund size
significantly increased by 104% during FY18 and stands at Rs. 2,355 million as on June 30, 2018.
During FY18 the Fund posted an annualized return of 6.0% versus the benchmark return of 6.3%. The
Fund’s return since inception is 8.6%. During the same period, the benchmark return has been 7.8%.
This translates into an outperformance of 0.8% p.a. This outperformance is net of management fee and
all other expenses. Thus the Fund has achieved its investment objectives.

The Fund is unique as it invests a minimum of 70% of its assets in financial sector (mainly banks) debt
securities, instruments or deposits. Minimum entity/instrument rating of debt securities are AA-. This
minimizes credit risk and at the same time enhances the liquidity of the Fund. Duration of the Fund
cannot be more than one year. This minimizes interest rate or pricing risk. The Fund invests 25% of its
assets in less than 90 days T-Bills or saving accounts with banks, which further enhances the liquidity
profile of the Fund.

The trading activity in TFCs/Sukuks improved but remained skewed towards high quality debt issues
with cumulative traded value of Rs. 20.8 billion in FY18 compared to Rs. 9.1 billion during the previous
year. The trades were mainly concentrated in the banking sector debt securities with 66% contribution.
During FY 2018, State Bank of Pakistan (SBP) held six (06) bi-monthly monetary policy reviews. During
the first half of FY18, the SBP maintained the policy rate at 5.75% owing to strong likelihood of contin-
ued growth momentum; contained inflation; and anticipation of gain in exports due to improvement in
domestic energy supplies and incentives given to exports industry. However, in the latter half, the SBP
cumulatively increased the policy rate by 75 basis points to 6.5% in response to growing pressures on
the external front driven by ballooning Current Account Deficit (CAD), preempt overheating of the
economy, and rein in inflationary pressures. Sovereign yields responded to increase in the policy rate
whereby 3-month, 6-month, and 12-month T-Bills yields went up by 79 bps, 90 bps, and 116 bps,
respectively.

Asset Allocation of Fund (% of NAV)

Particulars 30-Jun-18 | 30-Jun-17
TFCs 25.55% 25.31%
Commercial Paper 0.00% 2.53%
Bank Placements 16.72% 7.81%
Cash (Cash Equivalents) & Other Assets | 57.73% | 64.35%
Total 100.00% | 100.00%

Annual Report 2018
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PIB yields during the year are shown in below graph:
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PIB Rates during FY 2018
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Distribution for the Financial Year 2018
it s Fe AR a s Dividend as % of | Cumulative Div. | Ex- Div.
Par Value (Rs.10) Price/Unit Price
Interim 6.31% 0.6309 10.4939

Unit Holding Pattern of NAFA Financial Sector Income Fund as on June 30, 2018

Size of Unit Holding (Units) | # of Unit Holders
1-1000 391
1001-5000 141
5001-10000 84
10001-50000 313
50001-100000 165
100001-500000 171
500001-1000000 29
1000001-5000000 23
5000001-10000000 1
10000001-100000000 3
1321

During the period under question:
There has been no significant change in the state of affairs of the Fund. NAFA Financial Sector Income

Fund does not have any soft commission arrangement with any broker in the industry.

Sindh Workers’ Welfare Fund (SWWF)
The scheme has maintained provisions against Sindh Workers' Welfare Fund's liability to the tune of
Rs.4.244m. If the same were not made the NAV per unit/FY18 return of scheme would be higher by Rs
0.0200/0.18%. For details investors are advised to read note 12.1 of the Financial Statement of the
Scheme for the year ended June 30, 2018

Annual Report 2018

Page 12




NAFA FINANCIAL SECTOR INCOME FUND

INDEPENDENT AUDITORS’ REPORT TO THE UNIT HOLDERS

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of the NAFA Financial Sector Income Fund (“the Fund”),
which comprise the statement of assets and liabilities as at 30 June 2018, income statement, statement
of comprehensive income, cash flow statement and statement of movement in unit holders” fund for
the year then ended, and notes, comprising significant accounting policies and other explanatory
information.

In our opinion, the accompanying financial statements give a true and fair view of the financial
position of the Fund as at 30 June 2018, and of its financial performance and its cash flows for the
year then ended in accordance with accounting and reporting standards as applicable in Pakistan.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs) as applicable
in Pakistan. Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Statements section of our report. We are independent of
the Fund in accordance with the International Ethics Standards Board for Accountants” Code of Ethics
for Professional Accountants as adopted by the Institute of the Chartered Accountants of Pakistan (the
Code), and we have fulfilled our other ethical responsibilities in accordance with the Code. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and
we do not provide a separate opinion on these matters.

S. # | Key audit matters How the matter was addressed in our audit

1. Valuation of Investments

Refer note 4.1 and 6 to the financial statements for | Our audit procedures in respect of valuation of

accounting policies and details of investments. investments included the following:

The Fund’s investment portfolio includes debt * Obtaining an understanding of and testing the

securities of Rs. 602 million classified as fair value design and operating effectiveness of controls

through profit or loss as at 30 June 2018. designed to ensure for the valuation of
investments;

We identified the valuation of investments as key

audit matter because of its significance in relation * assessing whether investments were valued at fair

to the net asset value of the Fund. value based on the prices of the year end quoted
by Mutual Fund Association of Pakistan (MUFAP);
and

* assessing that the basis used by the management
to determine impairment against debt securities
have been as per the requirements of MUFAP and
Securities and Exchange Commission of Pakistan
circular No.33 of 2012.
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S. # Key audit matters How the matter was addressed in our audit
2. Amendments to the NBFC Regulations, 2008
Refer to note 4 to the accompanying financial Our audit procedures in respect of change in
statements with respect to element of income. accounting polices due to amendments in NBFC

Regulations 2008 included the following:
The amendments to NBFC Regulations, 2008

brought through SRO 756(1)/2017 dated 03 August e Obtaining an understanding of requirements of

2017 issued by Securities and Exchange amendments to NBFC Regulations, 2008 and

Commission of Pakistan (SECP) and methodology methodology specified by MUFAP duly

specified by MUFAP duly consented by SECP, have consented by SECP for estimation of income

necessitated changes in accounting policies with already paid on units redeemed (element of

respect to recording of element of income / loss on income as dividend), distribution and refund of

net basis from income statement to unit holders’ capital (element of income).

fund directly and consideration of Income already

paid on units redeemed as dividend. The said SRO * Testing, on sample basis, that income already

also required certain presentation changes. The paid on units redeemed (element of income as

Fund has applied these changes with effect from 1 dividend), distribution and refund of capital

July 2017. (element of income) have been determined as per
methodology specified by MUFAP in the

We identified the said changes as a key audit consultation of SECP.

matter because application of these changes ) ) )

involved complex calculations and judgment in °  Assessing the adequacy of disclosures made with

respect to change in accounting policies and the

respect of determination of income already paid on - X
requirements of NBFC Regulations, 2008.

units redeemed (element of income as dividend),
distribution and refund of capital (element of
income) to conform with methodology specified by
MUFAP for such calculations.

Other Information

Management is responsible for the other information. The other information comprises the
information included in the fund manager's and director’s Report, but does not include the financial
statements and our auditors’ report thereon.

Our opinion on the financial statements does not cover the other information and we do not express
any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with
the financial statements or our knowledge obtained in the audit, or otherwise appears to be materially
misstated. If, based on the work we have performed, we conclude that there is a material
misrs]t_atemenotl of this other information, we are required to report that fact. We have nothing to report
in this regard.

Responsibilities of management and those charged with governance for the financial statements.

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with approved accounting and reporting standards as applicable in Pakistan and for such
internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Fund’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Fund or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Fund'’s financial reporting process.
Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that
an audit conducted in accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.
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As part of an audit, in accordance with ISAs, we exercise professional judgment and maintain
protessional scepticism throughout the audit. We also:

. Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain
audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

. Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Fund’s internal control.

. Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

. Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Fund’s ability to continue
as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Fund to cease to continue as a going concern.

. Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures, and whether the financial statements represent the underlying transactions
and events in a manner that achieves fair presentation.

We communicate with those charged with governance regardinﬁ, among other matters, the planned
scope and timin%of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters
that were of most significance in the audit of the financial statements of the current period and are
therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public interest benefits of
such communication.

Report on other legal and regulatory requirements
In our opinion, the financial statements have been prepared in accordance with the relevant

Krovisions of the Non-Banking Finance Companies (Establishment and Regulation Rules, 2003) and
on-Banking Finance Companies and Notified Entities Regulations, 2008.

The engagement partner on the audit resulting in this independent auditors” report is Muhammad
Nadeem.

KPMG Taseer Hadi & Co.
Chartered Accountants

Engagement Partner
Muhammad Nadeem

Date: September 05, 2018
Place: Karachi
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NAFA FINANCIAL SECTOR INCOME FUND

Statement of Assets and Liabilities

As at 30 June 2018

Assets

Bank balances

Investments

Profit receivables

Security deposit

Receivable against conversion of units
Advance and prepayment

Total assets

Liabilities
Payable to NBP Fund Management Limited -
Management Company

Payable to Central Depository Company of Pakistan

Limited - Trustee

Payable to Securities and Exchange Commission of Pakistan

Payable against redemption of units
Payable against purchase of investments
Accrued expenses and other liabilities
Total liabilities

Net assets
Unit holders' fund (as per statement attached)

Contingency and commitment

Number of units in issue

Net assets value per unit

The annexed notes 1 to 29 form an integral part of these financial statements.

Note

(o)

For NBP Fund Management Limited

Chief Financial Officer
Annual Report 2018

(Management Company)

Chief Executive Officer

2018

2017

(Rupees in '000)

1,601,764 779,534

995,606 410,879

10,613 2,579

100 100

- 1,923

268 432

2,608,351 1,195,447

3,767 2,422

281 142

1,494 697

325 9,654
223,657 -

23,918 30,163

253,442 43,078

2,354,909 1,152,369

2,354,909 1,152,369

(Number of units)

211,680,174 109,819,491
(Rupees)
11.1248 10.4933
Director
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NAFA FINANCIAL SECTOR INCOME FUND

For the year ended 30 June 2018

Income
Loss on sale of investments - net
Income from term deposit receipts

Income Statement

Income from term finance certificates and commercial papers

Income from certificate of investment
Income from letter of placement
Profit on bank deposits

Net unrealised appreciation / (diminution) on re-measurement of investments
classified as 'financial assets at fair value through profit or loss'

Total income

Expenses
Remuneration to NBP Fund Management Limited -

Management Company

Sindh Sales Tax on remuneration to Management Company
Remuneration of Central Depository Company to Pakistan Limited -

Trustee
Sindh Sales Tax on remuneration to Trustee
Annual fee - Securities and Exchange Commission
Allocation of expenses related to registrar services,
accounting, operation and valuation services

of Pakistan

Amortisation of preliminary expenses and floatation costs

Securities transaction cost
Settlement and bank charges
Annual listing fee

Auditors' remuneration

Legal and professional charges
Mutual fund rating fee

Other charges

Total expenses

Net income from operating activities

Element of income / (loss) and capital gains / (losses) included in prices

of units issued less those in units redeemed - net

Reversal of provision of Workers' Welfare Fund
Provision for Sindh Workers' Welfare Fund

Net income for the year before taxation
Taxation
Net income for the year

Allocation of net income for the year
Net income for the year
Income already paid on units redeemed

Accounting income available for distribution:
- Relating to capital gains
- Excluding capital gains

"The annexed notes 1 to 29 form an integral part of

Chief Financial Officer
Annual Report 2018

these financial statements.

For NBP Fund Management Limited
(Management Company)

Chief Executive Officer

Note

9.1
9.2

10.1
10.2

2018

2017

(Rupees in '000)

1,117) -
26,289 12,376
30,820 30,998
3,889 -
2,937 -
75,103 26,812
3,834 (2,332)
141,755 67,854
13,354 6,612
1,736 859
2,543 1,544
331 201
1,494 697
1,992 930
- 70
112 -
575 407
28 55
673 613
57 46
345 315
80 -
23,320 12,349
118,435 55,505
- (14,694)
- 17,975
(2,369) (1,875)
116,066 56,911
116,066 56,911
116,066 -
(38,826) -
77,240 -
3,834 -
73,406 -
77,240 -
Director
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Net income for the year
Other comprehensive income

Total comprehensive income

"The annexed notes 1 to 29 form an integral part of these financial statements.

Chief Financial Officer
Annual Report 2018

Statement of Comprehensive Income
For the year ended 30 June 2018

for the year

For NBP Fund Management Limited
(Management Company)

Chief Executive Officer

2018 2017
(Rupees in '000)

116,066 56,911
116,066 56,911
Director
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NAFA FINANCIAL SECTOR INCOME FUND

Statement of Movement in Unit Holders' Fund

For the Year Ended 30 June 2018

2018 2017
Capital Unfhstrnbuted Total Capital Undistributed Total
Value income Value income
(Rupees in '000)

Net assets at beginning of the year 1,050,402 101,967 1,152,369 1,155,029 99,670 1,254,699
Issue of 419,202,240 units (2017: 116,601,822 units)
- Capital value 4,398,815 - 4,398,815
- Element of income 127,959 - 127,959
Total proceeds on issuance of units 4,526,774 - 4,526,774 1,221,092 23,860 1,244,952
Redemption of 317,341,557 units (2017: 126,592,930 units)
- Capital value (3,329,960) - (3,329,960)
- Element of loss (71,514) (38,826) (110,340)
Total payments on redemption of units (3,401,474) (38,826) (3,440,300) (1,325,719) (38,554) (1,364,273)
"Element of loss and capital losses included in prices
" of units issued less those in units redeemed - net - -7 - - 14,694 " 14,694
Interim distribution for the year ended 30 June 2018: Nil
[(2017: 8.52%) (Date of distribution: 19 June 2017)]

- Cash distribution - - - - (54,6147 (54,614)
Total comprehensive income for the year - 116,066 116,066 - 56,911 56,911
Net assets at end of the year 2,175,702 179,207 2,354,909 1,050,402 101,967 1,152,369
Undistributed income brought forward
- Realised 104,299 104,594
- Unrealised (2,332) (4,924)

— Y

101,967 99,670
Accounting income available for distribution:
- Relating to capital gains 3,834
- Excluding capital gains 73,406

77,240 56,911

Interim distribution for the year ended 30 June 2018: Nil
[(2017: 8.52%) (Date of distribution: 19 June 2017)]

- Cash distribution - (54,614)
Undistributed income carried forward 179,207 101,967
Undistributed income carried forward
~Realised 175,373 104,299
- Unrealised 3,834 (2,332)

179,207 101,967
(Rupees) (Rupees)
Net assets value per unit at beginning of the year 10.4933 10.4723
Net assets value per unit at end of the year 11.1248 10.4933
The annexed notes 1 to 29 form an integral part of these financial statements.
For NBP Fund Management Limited
(Management Company)
Chief Financial Officer Chief Executive Officer Director
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NAFA FINANCIAL SECTOR INCOME FUND

Cash Flow Statement

For the year ended 30 June 2018

Note 2018 2017
(Rupees in '000)
CASH FLOWS FROM OPERATING ACTIVITIES
Net income for the year 116,066 56,911
Adjustments:
Net unrealised (diminution) / appreciation on re-measurement of investments
classified as 'financial assets at fair value through profit or loss' (3,834) 2,332
Amortisation of preliminary expenses and floatation costs - 70
Element of (income) / loss and capital (gains) / losses included in prices
of units issued less those in units redeemed - net - 14,694
112,232 74,007
(Increase) / decrease in assets
Investments (580,893) 97,505
Profit receivables (8,034) 3,845
Advance and prepayment 164 (87)
(588,763) 101,263
Increase / (Decrease) in liabilities
Payable to NBP Fund Management Limited - Management Company 1,345 710
Payable to Central Depository Company of Pakistan Limited - Trustee 139 5
Payable to Securities and Exchange Commission of Pakistan 797 (125)
Payable against purchase of investment 223,657 -
Accrued expenses and other liabilities (6,245) (18,978)
219,693 (18,388)
Net cash (used in) / generated from operating activities (256,838) 156,882
CASH FLOWS FROM FINANCING ACTIVITIES 17
Amounts received against issuance of units 4,528,697 1,659,508
Payment against redemption of units (3,449,629) (1,372,947)
Net cash from financing activities 1,079,068 286,561
Net increase in cash and cash equivalents 822,230 443,443
Cash and cash equivalents at beginning of the year 779,534 336,091
Cash and cash equivalents at end of the year 5 1,601,764 779,534
Jhe annexed notes 1 to 29 form an integral part of these financial statements.
For NBP Fund Management Limited
(Management Company)
Chief Financial Officer Chief Executive Officer Director
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NAFA FINANCIAL SECTOR INCOME FUND

Notes to and forming part of the Financial Statements
For the year ended 30 June 2018

1 LEGAL STATUS AND NATURE OF BUSINESS

1.1 NAFA Financial Sector Income Fund (the Fund) was established under a Trust Deed executed
between NBP Fund Management Limited as the Management Company and the Central Depository
Company of Pakistan Limited (CDC) as the Trustee. The Trust Deed was executed on 28 July 2011
and was approved by the Securities and Exchange Commission of Pakistan (SECP) on 16 August 2011
under the Non-Banking Finance Companies (Establishment and Regulation) Rules, 2003 (NBFC Rules).

1.2 The Management Company of the Fund has been licensed to act as an Asset Management Company
under the NBFC Rules through a certificate of registration issued by the SECP. The registered office of
the Management Company is situated at 7th floor, Clifton Diamond Building, Block No. 4, Scheme
No. 5, Clifton, Karachi. The Management Company is also the member of Mutual Funds Association
of Pakistan (MUFAP).

1.3 The Fund is an open-ended mutual fund classified as an ''income scheme'' by the Management
Company as per the criteria for categorization of open end collective investment scheme as specified
by Securities and Exchange Commision of Pakistan (SECP) and other allied matters and is listed on
the Pakistan Stock Exchange. Units are offered for public subscription on a continuous basis. The units
are transferable and can be redeemed by surrendering them to the Fund.

1.4 The core objective of the Fund is to provide income enhancement and preservation of capital by
investing in prime quality Financial Sector term finance certificates (TFCs) / sukuks, bank deposits
and short-term money market instruments.

1.5 The Pakistan Credit Rating Agency (PACRA) has assigned an asset manager rating of 'AM1' to the
Management Company and stability rating of 'A+(f)' to the Fund.

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

2 BASIS OF PREPARATION

2.1 Statement of compliance

These financial statements have been prepared in accordance with the accounting and reporting
standards as applicable in Pakistan. The accounting and reporting standards applicable in Pakistan
comprise of International Financial Reporting Standards (IFRS standards) issued by the International
Accounting Standards Board (IASB) as notified under the Companies Act, 2017, provisions of and
directives issued under the Companies Act, 2017 along with part and the requirements VIIIA of the
repealed Companies Ordinance, 1984 and the Non-Banking Finance Companies (Establishment and
Regulations) Rules, 2003 (the NBFC Rules) and the Non-Banking Finance Companies and Notified the
Companies Act, 2017, part VIIIA of the repealed Companies Ordinance, 1984, the NBFC Rules, the
NBFC Regulations differ from the IFRS Standards, the provisions of and directives issued under the
Companies Act, 2017, part VIIIA of the repealed Companies Ordinance, 1984, the NBFC Rules, the

NBFC Restilations have heen fallowed.
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2.2 Accounting convention

These financial statements are prepared under the historical cost convention except for certain
investments which are carried at fair values.

2.3 Functional and presentation currency

These financial statements are presented in Pak Rupees, which is the Fund's functional and
presentation currency.

2.4 Critical accounting estimates and judgments

In preparing these financial statements, management has made judgement, estimates and
assumptions that affect the application of the Company's accounting policies and the reported
amounts of assets, liabilities, income and expenses. Actual results may differ from these estimates.
Estimates and underlying assumptions are reviewed on an ongoing basis. Revision to estimates are
recognized prospectively. Information about judgements made in applying accounting policies that
have the most significant effects on the amount recognized in the financial statements to the carrying
amount of the assets and liabilities and assumptions and estimation uncertainties that have a
significant risk resulting in a material adjustment in the subsequent year relates to;

Classification and valuation of investments (refer note 4.1 and note 6).
- Element of income (refer note 4)

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

The following International Financial Reporting Standards (IFRS Standards) as notified under the
Companies Act, 2017 and the amendments and interpretations thereto will be effective for accounting
periods beginning on or after 01 July 2018:

- Classification and Measurement of Share-based Payment Transactions - amendments to IFRS 2
clarify the accounting for certain types of arrangements and are effective for annual periods
beginning on or after 1 January 2018. The amendments cover three accounting areas (a)
measurement of cash-settled share-based payments; (b) classification of share-based payments
settled net of tax withholdings; and (c) accounting for a modification of a share-based payment
from cash-settled to equity-settled. The new requirements could affect the classification and/or
'measurement of these arrangements and potentially the timing and amount of expense
recognized for new and outstanding awards. The amendments are not likely to have an impact
on the Fund's financial statements.

- Transfers of Investment Property (Amendments to IAS 40 'Investment Property' - effectivefor
annual periods beginning on or after 1 January 2018) clarifies that an entity shall transfer a
property to, or from, investment property when, and only when there is a change in use. A
change in use occurs when the property meets, or ceases to meet, the definition of investment
property and there is evidence of the change in use. In isolation, a change in management's
intentions for the use of a property does not provide evidence of a change in use. The
amendments are not likely to have an impact on the Fund's financial statements.
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- Annual Improvements to IFRSs 2014-2016 Cycle [Amendments to IAS 28 'Investments in
Associates and Joint Ventures'] (effective for annual periods beginning on or after 1 January 2018)
clarifies that a venture capital organization and other similar entities may elect to measure
investments in associates and joint ventures at fair value through profit or loss, for each associate
or joint venture separately at the time of initial recognition of investment. Furthermore, similar
election is available to non-investment entity that has an interest in an associate or joint venture
that is an investment entity, when applying the equity method, to retain the fair value
measurement applied by that investment entity associate or joint venture to the investment entity
associate's or joint venture's interests in subsidiaries. This election is made separately for each
investment entity associate or joint venture. The amendments are not likely to have an impact on
the Fund's financial statements.

- IFRIC 22 'Foreign Currency Transactions and Advance Consideration' (effective for annual period
s beginning on or after 1 January 2018) clarifies which date should be used for translation when a
foreign currency transaction involves payment or receipt in advance of the item it relates to. The
related item is translated using the exchange rate on the date the advance foreign currency is
received or paid and the prepayment or deferred income is recognized. The date of the
transaction for the purpose of determining the exchange rate to use on initial recognition of the
related asset, expense or income (or part of it) would remain the date on which receipt of
payment from advance consideration was recognized. If there are multiple payments or receipts
in advance, the entity shall determine a date of the transaction for each payment or receipt of
advance consideration. The application of interpretation is not likely to have an impact on the
Fund's financial statements.

- IFRIC 23 'Uncertainty over Income Tax Treatments' (effective for annual periods beginning on or
after 1 January 2019) clarifies the accounting for income tax when there is uncertainty over
income tax treatments under IAS 12. The interpretation requires the uncertainty over tax
treatment be reflected in the measurement of current and deferred tax. The application of
interpretation is not likely to have an impact on the Fund's financial statements.

- IFRS 15 'Revenue from contracts with customers' (effective for annual periods beginning on or
after 1 July 2018). IFRS 15 establishes a comprehensive framework for determining whether, how
much and when revenue is recognized. It replaces existing revenue recognition guidance,
including 1AS 18 'Revenue', IAS 11 'Construction Contracts' and IFRIC 13 'Customer Loyalty
Programmes'. The Fund is currently in the process of analyzing the potential impact of changes
required in revenue recognition policies on adoption of the standard. The amendments are not
likely to have an impact on the Fund's financial statements.

- IFRS 9 'Financial Instruments' and amendment - Prepayment Features with Negative
Compensation (effective for annual periods beginning on or after 1 July 2018 and 1 January 2019
respectively). IFRS 9 replaces the existing guidance in IAS 39 Financial Instruments: Recognition
and Measurement. IFRS 9 includes revised guidance on the classification and measurement of
financial instruments, a new expected credit loss model for calculating impairment on financial
assets, and new general hedge accounting requirements. It also carries forward the guidance on
recognition and derecognition of financial instruments from IAS 39. The amendments are not
likely to have an impact on the Fund’s financial statements.
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- IFRS 16 'Leases' (effective for annual period beginning on or after 1 January 2019). IFRS 16
replaces existing leasing guidance, including IAS 17 'Leases', IFRIC 4 'Determining whether an
Arrangement contains a Lease', SIC-15 'Operating Leases- Incentives' and SIC-27 'Evaluating the
Substance of Transactions Involving the Legal Form of a Lease'. IFRS 16 introduces a single, on-
balance sheet lease accounting model for lessees. A lessee recognizes a right-of-use asset
representing its right to use the underlying asset and a lease liability representing its obligation to
make lease payments. There are recognition exemptions for short-term leases and leases of low-
value items. Lessor accounting remains similar to the current standard i.e. lessors continue to
classify leases as finance or operating leases. The amendments are not likely to have an impact
on the Fund's financial statements.

- Amendment to IAS 28 'Investments in Associates and Joint Ventures' - Long Term Interests in
Associates and Joint Ventures (effective for annual period beginning on or after 1 January 2019).
The amendment will affect the funds that finance such entities with preference shares or with
loans for which repayment is not expected in the foreseeable future (referred to as long-term
interests or 'LTI'). The amendment and accompanying example state that LTl are in the scope of
both IFRS 9 and IAS 28 and explain the annual sequence in which both standards are to be

applied. The amendments are not likely to have an impact on the Fund's financial statements.

- Amendments to IAS 19 'Employee Benefits'- Plan Amendment, Curtailment or Settlement
(effective for annual periods beginning on or after 1 January 2019). The amendments clarify that
on amendment, curtailment or settlement of a defined benefit plan, the Fund now uses updated
actuarial assumptions to determine its current service cost and net interest for the period; and the
effect of the asset ceiling is disregarded when calculating the gain or loss on any settlement of
the plan and is dealt with separately in other comprehensive income. The application of
amendments is not likely to have an impact on the Fund's financial statements

- Annual Improvements to IFRS Standards 2015-2017 Cycle - the improvements address
amendments to following approved accounting standards:

- IFRS 3 Business Combinations and IFRS 11 Joint Arrangement - the amendment aims to
clarify the accounting treatment when a company increases its interest in a joint operation
that meets the definition of a business. The Fund remeasures its previously held interest in a
joint operation when it obtains control of the business. The Fund does not remeasure its
previously held interest in a joint operation when it obtains joint control of the business.

- 1AS 12 Income Taxes - the amendment clarifies that all income tax consequences of
dividends (including payments on financial instruments classified as equity) are recognized
consistently with the transaction that generates the distributable profits.

- IAS 23 Borrowing Costs - the amendment clarifies tha the Fund treats as part of general
borrowings any borrowing originally made to develop an asset when the asset is ready for its
intended use or sale.
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The above amendments are effective from annual period beginning on or after 1 January 2019
and are not likely to have an impact on the Fund's financial statements.

4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these financial statements have been
consistently applied to all periods presented except for the change in accounting policies as stated
below:

New, Amended and Revised Standards and Interpertations of IFRSs

There are new and amended standards and interpretations that are mandatory for accounting periods
beginning 01 July 2017 but are considered not to be relevant or do not have any significant effect on
the the Funds' financial statements and are therefore not stated in these financial statements.

Application of Companies Act, 2017

The Companies Act, 2017 was enacted on 30 May 2017 and SECP vide its circular 23 of 2017 which
application has been deferred till 31 December 2017. Therefore, the provision of the Companies Act,
2017 are applicable from 01 January 2018 (refer note 2.1). However, it does not have any significant
impact on the Fund's financial statements.

Element of income

Up to 30 June 2017, the element of income / (loss) and capital gains / (losses) included in the prices
of units issued less those in units redeemed to the extent that it is represented by income earned
during the accounting period is recognized in income statement on net basis and to the extent that it
is represented by unrealised appreciation / (diminution) arising during the year on available for sale
securities is included in distribution statement on net basis.

Securities & Exchange Commission of Pakistan through its SRO 756(1)/2017 dated 03 August 2017 has
made certain amendments in NBFCs and Notified Entities Regulations, 2008. The SRO changed the
definition of accounting income in regulation (63) sub-regulation (I) which excludes the element of
income from “accounting income”. As per SRO, element of income represents the difference between
net assets value per unit on the issuance or redemption date, as the case may be, of units and the net
assets value per unit at the beginning of the relevant accounting period. It also specify that element
of income is a transaction of capital nature and the receipt and payment of element of income shall
be taken to unit holders' fund. However, to maintain the same ex-dividend net asset value of all units
outstanding on the accounting date, net element of income contributed on issue of units lying in unit
holders fund will be refunded on units in the same proportion as dividend bears to accounting income
available for distribution.

The said SRO also deleted 'Distribution Statement' and requires additional disclosures with respect to
“Income Statement” (relating to allocation of net income for the year) and “Statement of Movement
in Unit Holders' Fund” and recording of element of income / loss included in price of unit issued or
redeemed directly in Statement of movements in unit holders’ fund instead of income statement.
"MUFAP, in consultation with the SECP, has specified methodology for determination of income paid
on units redeemed (income already paid) during the year under which such income is paid on gross
element received and is calculated from the latest date at which the Fund achieved net profitability
during the year.
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As required by IAS 8: 'Accounting Policies, Changes in Accounting Estimates and Errors', a change in
accounting policy requires retrospective application as if that policy had always been applied.
However, the Management Company has applied the above changes in accounting policy, including
the additional disclosures requirements in the 'Income Statement' and 'Statement of Movement in
Unit Holders' Fund', prospectively from 01 July 2017 as clarified by SECP vide its email dated 7
February 2018. Accordingly, corresponding figures have not been restated. Had the element of
income been recognised as per the previous accounting policy, the income of the Fund would have
been higher by Rs. 17.267 million net off charge for SWWF in respect of element of income and
consequently NAV per unit would have been lower by Rs. 0.0017.

4.1 Financial assets
4.1.1 Classification

The Fund classifies its financial assets into the following categories: loans and receivables, at fair
value through profit or loss and available for sale. The classification depends on the purpose for which
the financial assets were acquired. The Management Company determines the classification of its
financial assets at initial recognition.

a) Loans and receivables

These are non-derivative financial assets with fixed or determinable payments that are not quoted
in an active market.

b) Financial assets at fair value through profit or loss

Financial assets that are acquired principally for the purpose of generating profit from short-term
fluctuations in prices are classified as held for trading in the financial assets 'at fair value through
profit or loss' category.

c) Available for sale

Available for sale financial assets are those non-derivative financial assets that are designated as
available for sale or are not classified as (a) loans and receivables and (b) financial assets at fair
value through profit or loss. These are intended to be held for an indefinite period of time which
may be sold in response to needs for liquidity or changes in prices.

All investments in the fund as at 30 June 2018 are classified as 'financial assets at fair value through
profit and loss'.

4.1.2 Regular way contracts

Regular purchases and sales of financial assets are recognised on the trade date - the date on which
the Fund commits to purchase or sell the asset.

4.1.3 Initial recognition and measurement

Financial assets are initially recognised at fair value plus transaction costs except for financial assets
carried at fair value through profit or loss. Financial assets carried at fair value through profit or loss
are initially recognised at fair value and transaction costs are expensed in the income statement.
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4.1.4 Subsequent measurement

Subsequent to initial recognition, financial assets designated by the management as at fair value
through profit or loss and available for sale are valued as follows:

a) Basis of valuation of Debt Securities

The debt securities are valued on the basis of rates determined by the Mutual Funds Association
of Pakistan (MUFAP) in accordance with the methodology prescribed by SECP for valuation of
debt securities vide its Circular No. 33 of 2012 dated 24 October 2012. In the determination of
the rates, MUFAP takes into account the holding pattern of these securities and categorises them
as traded, thinly traded and non-traded securities. The circular also specifies the valuation
process to be followed for each category as well as the criteria for the provisioning of non-
performing debt securities.

Net gains and losses arising from changes in fair value of available for sale financial assets are
taken to the 'statement of comprehensive income' until these are derecognised or impaired. At
this time, the cumulative gain or loss previously recognised directly in the 'statement of
comprehensive income' is transferred to the 'income statement'.

Net gains and losses arising from changes in the fair value of financial assets carried at fair value
through profit or loss are taken to the income statement.

b) Loans and receivables

Subsequent to initial recognition, financial assets classified as 'loans and receivables' are carried
at amortised cost using the effective interest method.

4.1.5 Impairment of financial assets

The carrying value of the Fund's assets are reviewed at each reporting date to determine whether
there is any indication of impairment. If such an indication exists, the recoverable amount of such
asset is estimated. An impairment loss is recognised whenever the carrying amount of an asset
exceeds its recoverable amount. Impairment losses are recognised in the income statement.

a) Debt securities

Provision for non-performing debt securities is made on the basis of time based criteria as
prescribed under circular 33 of 2012 dated 24 October 2012 issued by SECP.

As allowed under circular no. 13 of 2009 dated 04 May 2009 and circular 33 of 2012 dated 24
October 2012 issued by SECP the management may also make provision against debt securities
over and above the minimum provision requirement prescribed in the aforesaid circular, in
accordance with a provisioning policy approved by the Board of Directors and disseminated by
the Management Company on its website.
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b) Loans and receivables

For financial assets classified as 'loans and receivables', a provision for impairment is established
when there is objective evidence that the Fund will not be able to collect all amounts due
according to the original terms. The amount of the provision and its subsequent reversal is
determined based on the provisioning criteria specified by SECP.

Derecognition

Financial assets are derecognised when the rights to receive cash flows from the financial assets have
expired or have been transferred and the Fund has transferred substantially all risks and rewards of
ownership.

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.

Cash and cash equivalents

Cash and cash equivalents comprise of deposits and current accounts maintained with banks. Cash
equivalents are short term highly liquid investments that 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.

Derivatives

Derivative instruments are initially recognised at fair value and subsequent to initial measurement
each derivative instrument is remeasured to its fair value and the resultant gain or loss is recognised
in the income statement.

Financial liabilities

All financial liabilities are recognised at the time when the Fund becomes a party to the contractual
provisions of the instrument. They are initially recognised at fair value and subsequently stated at
amortised cost. A financial liability is derecognised when the obligation under the liability is
discharged or cancelled or expired.

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.
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4.6 Taxation

The income of the Fund is exempt from income tax as per clause 99 of Part | of the Second Schedule
to the Income Tax Ordinance, 2001 subject to the condition that not less than ninety percent of its
accounting income for the year, as reduced by capital gains, whether realised or unrealised, is
distributed among the unit holders, provided that for the purpose of determining distribution of not less
than 90% of its accounting income for the year, the income distributed through bonus units shall not
be taken into account.

The Fund is also exempt from the provisions of section 113 (minimum tax) under clause 11A of Part IV
of the Second Schedule to the Income Tax Ordinance, 2001.

The Fund provides for deferred taxation using the balance sheet liability method on all major
temporary differences between the amounts used for financial reporting purposes and amounts used
for taxation purposes. In addition, the Fund also records deferred tax asset on unutilised tax losses to
the extent that it is no longer probable that the related tax benefit will be realised. However, the
Fund has not recognised any amount in respect of taxation in these financial statements as the Fund
distributes more than ninety percent of its accounting income for the current year and intends to
continue availing the tax exemption in future years by distributing at least ninety percent of its
accounting income for the year as reduced by capital gains, whether realised or unrealised, to its unit
holders' every year.

4.7 Issue and redemption of units

Units issued are recorded at the offer price, determined by the Management Company for the
applications received by the distributors / Management Company during business hours on that day.
The offer price represents the net assets value per unit as of the close of the business day plus the
allowable sales load, provision for transaction costs and any provision for duties and charges, if
applicable. The sales load if applicable, is payable to the investment facilitators, distributors and the
Management Company.

Units redeemed are recorded at the redemption price, applicable to units for which the distributors
receive redemption applications during business hours of that day. The redemption price represents
the net assets value per unit as of the close of the business day less any back-end load, any duties,
taxes, charges on redemption and any provision for transaction costs, if applicable.

4.8 Element of income

Element of Income represents the difference between net assets value on the issuance or redemption
date, as the case may be, of units and the Net asset Value (NAV) at the beginning of the relevant
accounting period.

Element of Income is a transaction of capital nature and the receipt and payment of element of
income is taken to unit holders' fund; however, to maintain same ex-dividend net asset value of all
units outstanding on accounting date, net element of income contributed on issue of units lying in
unit holders fund is refunded on units (refund of capital) in the same proportion as dividend bears to
accounting income available for distribution. As per guideline provided by MUFAP (MUFAP
Guidelines consented upon by SECP) the refund of capital is made in the form of additional units at
zero price.
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MUFAP, in consultation with the SECP, has specified methodology for determination of income paid
on units redeemed (income already paid) during the year under which such income is paid on gross
element received and is calculated from the latest date at which the Fund achieved net profitability
during the year. The income already paid (Element of Income) on redemption of units during the year
are taken separately in statement of movement in unitholders' fund.

Net assets value per unit

The net assets value (NAV) per unit, as disclosed on the Statement of Assets and Liabilities is
calculated by dividing the net assets of the Fund by the number of units in circulation at the year end.

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.

Revenue recognition

- Realised gains / (losses) arising on sale of investments are included in the Income Statement on
the date at which transactions take place.

- Unrealised appreciation / (diminution) arising on re-measurement of investments classified as
financial assets 'at fair value through profit or loss ' are included in the income statement in the
period in which they arise.

- Unrealised appreciation / (diminution) arising on re-measurement of investments classified as
""available for sale' are included in the statement of comprehensive income in the period in
which they arise.

- Income on purchase of Term Finance Certificate is recognised on an accrual basis to income
statement.

- Profit on bank deposits, term deposit receipts and commercial papers is recognised using the
accrual method.

Distributions

Distributions declared subsequent to the year end reporting date are considered as non-adjusting
events and are recognised in the financial statements of the period in which such distributions are
declared. Based on MUFAP's guidelines (duly consented upon by SECP) distributions for the year is
deemed to comprise of the portion of amount of income already paid on units redeemed and the
amount of cash distribution for the year.

The distribution per unit is announced based on units that were held for the entire period. The rate of
distribution is adjusted with effect of refund of capital if any based on the period of investment made
during the year. Resultantly, the rate of distribution per unit may vary depending on the period of
investment.
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5 BANK BALANCES

In current accounts
In savings accounts
Term deposit receipt

51&5.2

2018

2017

(Rupees in '000)

2,655 1,724
1,599,109 667,810

- 110,000
1,601,764 779,534

These accounts carry profit at the rates ranging from 3.75% to 7.85% (30 June 2017: 3.75% to 8.00%)

This includes an amount of Rs. 19.307 million (2017: Rs. 33.713 million) on account of redemption of

units and Rs. 15.971 million (2017: Rs. 10.795 million) on account of issuance of units relating to
various funds under management against switching of units at close of financial period which have

5.1
per annum.
been cleared subsequently.
6 INVESTMENTS
Investments by category
Financial assets 'at fair value through profit or loss'
Term finance certificates - listed
Term finance certificates - unlisted
Loans and receivables
Commercial Paper
Term deposit receipts - long term
6.1 Term finance certificates - listed

Name of the investee company

MCB Bank Limited

30 June
2018

30 June
2017

(Rupees in '000)

Carrying value before fair value adjustments as at 30 June 2018.

6.2 Term finance certificates - unlisted

Askari Bank Limited IV

Bank Alfalah Limited IV

Faysal Bank Limited - 111

JS Bank Limited

Jahangir Siddiqui and Company Ltd.
Jahangir Siddiqui and Company Ltd.
Jahangir Siddiqui and Company Ltd.
Standard Chartered Bank Limited - IV
Bank of Punjab

Carrying value before fair value adjustments as at 30 June 2018

6.2.1

Name of securities

Secured
Listed term finance certificates
MCB Bank Limited

Unlisted term finance certificates

JS Bank Limited

Jahangir Siddiqui and Company Limited
Jahangir Siddiqui and Company Limited
Jahangir Siddiqui and Company Limited
Bank of Punjab Limited
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Number of
certificates

45,000

23,400
4,000
23,340
15,000
500

Significant terms and conditions of term finance certificates outstanding at the year end are as follows:

6.1 225,016 34,956
6.2 376,779 256,741
6.3 - 29,182
6.6 393,811 90,000
995,606 410,879
As at Purchases Sales / As at 30 Market value/ Market Market value/
01 July during matured June 2018 Carrying value / Carrying carrying value
2017 the year during the value as at value as a asa
year 30 June percentage percentage
2018 of net assets of total
investments
(Number of certificates) (Rup in '000) = (%) -
- 45,000 - 45,000 225,016 9.56 22.60
222,955
44 - 44 - - - -
34,300 - 34,300 - - - -
- 27,900 27,900 - - - N
23,400 - - 23,400 117,793 5.00 11.83
4,000 - - 4,000 15,175 0.64 1.52
- 23,340 - 23,340 118,092 5.01 11.86
- 15,000 - 15,000 75,719 3.22 7.61
3,300 - 3,300 - - - -
- 500 - 500 50,000 2.12 5.02
65,044 66,740 65,544 66,240 376,779 10.35 24.49
375,006
Repayment Unredeemed Mark-up rate Issue date Maturity date Rating
Frequency face value (per annum)
(Rupees)
Semi Annually 4,992 6-months KIBOR + 1.15% 19 June 2014 19 June 2022 AAA
Semi Annually 4,997 6-months KIBOR + 1.40% 14 December 2016 16 December 2023 AA-
Semi Annually 3,750  6-months KIBOR + 1.65% 24 June 2016 24 June 2021 AA+
Semi Annually 5,000  6-months KIBOR + 1.40% 18 July 2017 18 July 2022 AA+
Semi Annually 5,000  6-months KIBOR + 1.40% 05 March 2018 06 March 2023 AA+
Semi Annually 100,000 6-months KIBOR + 1.25% 16 April 2018 16 April 2028 AA

Page 31




NAFA FINANCIAL SECTOR INCOME FUND

6.6

6.7

Investment in Commercial Paper

Face Value
Name of Issuer Maturity Date As at Purchases Sales / As at 30 Carrying Carrying value as  Carrying value
01 July during matured June 2018 value as at a percentage asa
2017 the year during the 30 June of net assets percentage
year 2018 of total
investments
(Rupees in '000)
JS Global Capital Limited 07 November 2017 30,000 30,000 - -
This Commercial paper had been issued at discount and was being amortised over a period of 179 days.
Investment in Certificate of Investment
Face Value
Name of Issuer Maturity Date As at Purchases Sales / As at 30 Carrying Carrying value as  Carrying value
01 July during matured June 2018 value as at a percentage asa
2017 the year during the 30 June of net assets percentage
year 2018 of total
investments
(Rupees in '000)
Pak Brunei Investement Company Ltd 28 March 2018 - 240,000 240,000 - -
This Certificate of Investment had been issued at fair value and was being amortised over a period of 91 days.
Investment in Letter of Placement
Face value
Name of Issuer Maturity Date As at Purchases Sales / As at 30 Carrying Carrying value as  Carrying value
01 July during matured June 2018 value as at a percentage asa
2017 the year during the 30 June of net assets percentage
year 2018 of total
investments

(Rupees in '000)

Pak Brunei Investement Company Ltd 04 April 2018 - 243,889 243,889
Pak Brunei Investement Company Ltd 31 May 2018 - 244,210 244,210
488,099 488,099

This represents term deposit receipts placed with JS Bank Limited carrying markup rate of 7.40% and

having maturity of upto 27 September 2018.

Net unrealised appreciation / (diminution) on
re-measurement of investments classified as
'financial assets at fair value through profit or loss'

Market value / Carrying value of investments
Less: Carrying cost of investments

PROFIT RECEIVABLES

Profit receivables on savings accounts
Accrued Markup on Term deposit receipts

Accrued Markup on Term finance certificates

ADVANCE AND PREPAYMENT

Advance tax
Prepaid annual rating fee
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6.1 & 6.2
6.1&6.2

2018
(Rupees in '000)

2017

601,795 291,697
(597,961) (294,029)
3,834 (2,332)
666 81
2,155 1,508
7,792 990
10,613 2,579
268 268

- 164

268 432
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9 PAYABLE TO NBP FUND MANAGEMENT
LIMITED - MANAGEMENT COMPANY

Management remuneration 9.1 1,529 545

Sindh Sales Tax on Management remuneration 9.2 199 71

Sales load and transfer load 639 626

Sindh Sales Tax on sales and transfer load 83 81
Allocation of expenses related to registrar services,

accounting, operation and valuation services 9.3 1,148 930

Other expenses 169 169

3,767 2,422

9.1 Under the revised Non-Banking Finance Companies & Notified Entities Regulations 2008, notified on

25 November 2015, the Management Company of the Fund is entitled to a remuneration of an
amount not exceeding 1.5 percent of average annual net assets. Effective from 07 December 2015,
the Management Company charged its remuneration at the rate of 10% of net income subject to
minimum of 0.5% of average net assets and maximum of 1.5% of average net assets of the Fund.

9.2 The Sindh Provincial Government levied Sindh Sales Tax on the remuneration of the Management
Company and sales load through Sindh Sales Tax on Services Act, 2011, effective from 01 July 2011.
During the year, Sindh Sales Tax at the rate of 13% (30 June 2017: 13%) was charged on
management remuneration and sales load.

9.3 Securities and Exchange Commission of Pakistan through its SRO 1160(1)/2015 dated 25 November
2015 has revised the Non-Banking Finance Companies and Notified Entities Regulations, 2008. In the
revised regulations a new clause 60(s) has been introduced allowing the management company to
charge "fees and expenses related to registrar services, accounting, operation and valuation services
related to CIS maximum up to 0.1% of average annual net assets of the Fund or actual whichever is
less" from the mutual funds managed by it. Accordingly, such expense has been charged at the rate of
0.1% of average annual net assets of the Fund.

10 PAYABLE TO CENTRAL DEPOSITORY COMPANY 2018 2017
OF PAKISTAN LIMITED - TRUSTEE (Rupees in '000)
Trustee remuneration 10.1 249 126
Sindh Sales Tax on Trustee remuneration 10.2 32 16
281 142

10.1 The Trustee is entitled to a monthly remuneration for services rendered to the Fund under the provisions of
the Trust Deed as per the tariff specified therein, based on the daily net assets value of the Fund. The
remuneration is paid to the Trustee monthly in arrears.

The tariff structure applicable to the Fund is as follows:

Net assets Tariff per annum

Upto Rs 1,000 million Rs. 0.6 million or 0.17% p.a of net assets
whichever is higher

Rs 1,000 million to 5,000 million Rs.1.7 million plus 0.085% p.a. of net assets
exceeding Rs. 1,000 million

Over Rs 5,000 million Rs.5.1 million plus 0.07% p.a. of net assets
exceeding Rs. 5,000 million
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The Sindh Provincial Government levied Sindh Sales Tax on the remuneration of the Trustee through Sindh
Sales Tax on Services Act, 2011, effective from 1 July 2015. During the year, Sindh Sales Tax at the rate of
13% (30 June 2017: 13%) was charged on trustee remuneration.

PAYABLE TO SECURITIES AND EXCHANGE
COMMISSION OF PAKISTAN

Under the provisions of the NBFC Regulations, a collective investment scheme categorized as income
scheme is required to pay an annual fee to Securities and Exchange Commission of Pakistan, an amount
equal to 0.075 percent of the average annual net assets of the Fund. The fee is paid annually in arrears.

ACCRUED EXPENSES AND OTHER LIABILITIES

Provision for Sindh Workers' Welfare Fund 12.1 4,244 1,875
Federal Excise Duty on remuneration to
Management Compay 12.2 14,947 14,947
Federal Excise Duty on sales and transfer load 467 467
Auditors' remuneration 502 401
Printing charges 70 56
Bank charges 8 135
Withholding tax 119 9,861
Capital gain tax 2,169 1,272
CDC Charges 40 133
Legal and professional charges 46 -
Rating fee 178 -
Brokerage 128 16
Others 1,000 1,000
23,918 30,163

As a consequence of the 18th amendment to the Constitution of Pakistan, in May 2015 the Sindh Workers’
Welfare Fund Act, 2014 (SWWF Act) 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 0.50 million, was 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 and
their CISs 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
SWWEF under the SWWF Act. Thereafter, MUFAP had taken up the matter with the Sindh Finance Ministry
to have CISs / mutual funds excluded from the applicability of SWWEF. Furthermore, the Honourable
Supreme Court of Pakistan decided that WWEF is not a tax and hence the amendments introduced through
Finance Act, 2008 are ultra-vires to the Constitution. In view of the above developments regarding the
applicability of SWWF on CISs / mutual funds, the MUFAP recommended that as a matter of abundant
caution provision in respect of SWWF should be made on a prudent basis with effect from the date of
enactment of the SWWF Act, 2014 (i.e. starting from 21 May 2015) and accordingly the provision
maintained in prior years amounted to Rs. 17.975 million was reversed in the year 2017.

In the repealed Companies Ordinance, 1984 and the now applicable Companies Act, 2017, mutual funds
have not been included in the definition of financial institutions. The MUFAP has held the view that SWWF
is applicable on asset management companies and not on mutual funds.
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Had the provision for SWWF not been recorded in the financial statements of the Fund for the period from
21 May 2015 to 30 June 2018, the net asset value of the Fund as at 30 June 2018 would have been higher
by Rs. 0.0200 per unit (2017: Rs 0.0171).

As per the requirement of Finance Act, 2013, Federal Excise Duty (FED) at the rate of 16% on the
remuneration of the Management Company has been applied effective 13 June 2013. The Management
Company is of the view that since the remuneration is already subject to provincial sales tax, further levy
of FED may result in double taxation, which does not appear to be the spirit of the law, hence a petition
was collectively filed by the Mutual Fund Association of Pakistan with the Honorable Sindh High Court
(SHC) on 4 September 2013.

The Honorable Sindh High Court (SHC) through its recent order dated 2 June 2016, in CPD-3184 of 2014
(and others) filed by various taxpayers, has interalia declared that Federal Excise Act 2005 (FED Act) is on
services, other than shipping agents and related services, is ultra vires to the Constitution from 01 July 2011.
However, the declaration made by the Honorable Court, as directed, will have affect in the manner
prescribed in the judgment. The Sind High Court in its decision dated 16 July 2016 in respect of
constitutional petition filed by management companies of mutual funds maintained the previous order on
the FED.

Sindh Revenue Board and Federal Board of Revenue have filed appeals before Honourable Supreme Court
against the Sindh High Court's decision dated 2 June 2016, which is pending for the decision. However,
after the exclusion of the mutual funds from federal statute on FED from 1 July 2016, the Fund has
discontinued making the provision in this regard.

Since the appeal is pending in the Supreme Court of Pakistan, the Management Company as a matter of
abundant caution has retained provision for FED on management fee aggregating to Rs. 16.443 million out
of which Rs. 1.496 million have been paid to the Management Company (30 June 2017: Rs. 1.496 million).
Had the provision not been made, the Net Asset Value per unit of the Fund would have been higher by Rs.
0.0777 (30 June 2017: Rs.0.1497) per unit.

CONTINGENCY AND COMMITMENT

There is no contingency and commitment as at 30 June 2018.

NUMBER OF UNITS IN ISSUE 2018 2017
(Number of units)

Total units in issue at beginning of the year 109,819,491 119,810,599
Add: Units issued 14.1 419,202,240 116,601,822
Less: Units redeemed (317,341,557) (126,592,930)
Total units in issue at end of the year 211,680,174 109,819,491

This includes Nil units (2017: 4,476,879 units) issued against Dividend Reinvestment Plan amounting to Rs.
Nil (2017: 46.585 million), net of taxation.
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15 AUDITORS' REMUNERATION 2018 2017
(Rupees in '000)
Annual audit fee 340 340
Half yearly review 136 136
Out of pocket expenses and others including government levy 197 137
673 613
16 TAXATION
The income of the Fund is exempt from income tax under clause 99 of Part | of the Second Schedule to the
Income Tax Ordinance, 2001 subject to the condition that not less than ninety percent of its accounting
income for the year, as reduced by capital gains, whether realised or unrealised, is distributed to the unit
holders as cash dividend. Furthermore, regulation 63 of the NBFC Regulations requires the Fund to distribute
90% of the net accounting income other than capital gains to the unit holders. The Fund is also exempt
from the provisions of section 113 (minimum tax) under clause 11A of Part IV of the Second Schedule to the
Income Tax Ordinance, 2001. Since the Management Company has distributed the income earned by the
Fund during the year to the unit holders as per distribution policy (refer note 4.12), no provision for taxation
has been made in these financial statements. The Management Company in their meeting held on 03 July
2018 (refer note 28) has declared distribution more than ninety percent of the Fund's accounting income for
the year as reduced by capital gains, whether realised or unrealised, to its unit holders during the year.
17 RECONCILIATION OF LIABILITIES Receivable Payable against Total
ARISING OUT OF FINANCING against redemption
ACTIVITIES sale of units of units
(Rupees in '000) --------mmmmmnnnnnn
Opening balance as at 1 July 2017 1,923 9,654 7,731
Receivable against issuance of units 4,526,774 - (4,526,774)
Payable against redemption of units - 3,440,300 3,440,300
4,526,774 3,440,300 (1,086,474)
Amount received on issuance of units (4,528,697) - 4,528,697
Amount paid on redemption of units - (3,449,629) (3,449,629)
(4,528,697) (3,449,629) 1,079,068
Closing balance as at 30 June 2018 - 325 325

18 TOTAL EXPENSE RATIO

Total expense ratio (all the expenses, including government levies, incurred during the year divided by
average net asset value for the year) is 1.29% per annum. Total expense ratio (excluding government levies)

is 0.99% per annum.
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FINANCIAL INSTRUMENTS BY CATEGORY

Assets

Bank balances
Investments
Profit receivable
Security deposit

Liabilities

Payable to NBP Fund Management
Limited - Management Company

Payable to Central Depository Company of
Pakistan Limited -Trustee

Payable against redemption of units

Payable against purchase of investment

Accrued expenses and other liabilities

Assets

Bank balances

Investments

Profit receivable

Security deposit

Receivable against conversion of units

Liabilities

Payable to NBP Fund Management
Limited - Management Company

Payable to Central Depository Company of
Pakistan Limited -Trustee

Payable against redemption of units

Accrued expenses and other liabilities
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30 June 2018

Loans and At fair value Total
receivables through profit
or loss
(Rupees in '000)
1,601,764 - 1,601,764
393,811 601,795 995,606
10,613 - 10,613
100 - 100
2,006,288 601,795 2,608,083
30 June 2018
At fair value At amortised Total
through profit cost
or loss
(Rupees in '000)
- 3,767 3,767
- 281 281
- 325 325
- 223,657
- 1,972 1,972
- 230,002 6,345
30 June 2017
Loans and At fair value Total
receivables through profit
or loss
(Rupees in '000)
779,534 - 779,534
119,182 291,697 410,879
2,579 - 2,579
100 - 100
1,923 _ 1,923
903,318 291,697 1,195,015
30 June 2017
At fair value At amortised Total
through profit cost
or loss
(Rupees in '000)
- 2,422 2,422
- 142 142
- 9,654 9,654
- 1,741 1,741
- 13,959 13,959
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TRANSACTIONS AND BALANCES WITH CONNECTED PERSONS

Connected persons include NBP Fund Management Limited being the Management Company, Central Depository
Company of Pakistan Limited (CDC) being the Trustee, National Bank of Pakistan (NBP) and its connected persons,
and Alexandra Fund Management Pte. Limited being the sponsors, NAFA Pension Fund, NAFA Provident Fund Trust
being the associates of the Management Company, other collective investment schemes managed by the
Management Company and directors and officers of the Management Company, any person or company
beneficially owning directly or indirectly ten percent or more of the capital of the Management Company or the net
assets of the Fund and unit holders holding ten percent or more units of the Fund.

The transactions with connected persons are in the normal course of business, at contracted rates and terms
determined in accordance with market rates.

Remuneration to the Management Company and Trustee is determined in accordance with the provisions of the
NBFC Regulations and the Trust Deed respectively.

The details of significant transactions and balances with connected persons at year end except those disclosed
elsewhere in these financial statements are as follows:

Transactions during the year: 2018 2017
(Rupees in '000)

NBP Fund Management Limited -
Management Company

Remuneration of the Management Company 13,354 6,612
Sindh Sales Tax on management remuneration 1,736 859
Allocation of expenses related to registrar services,

accounting, operation and valuation services 1,992 930
Sales load and transfer load 1,640 911

Central Depository Company of Pakistan

Limited - Trustee
Remuneration of the Trustee 2,543 1,544
Sindh Sales Tax on Trustee remuneration 331 201

National Bank of Pakistan - Sponsor
Profit earned by the fund on saving account 29 113

Pakistan Electronic Media Regulatory Authority
Dividend Reinvestment Nil units (2017: 634,186 units) - 6,643

Faruque Private Limited
Units issued: 1,119,842 units (2017: Nil units) 12,000 -
Units redeemed: 1,119,842 units (2017: Nil units) 12,122 -

Barret Hudgson Pakistan Private Limited
Units issued: 14,083,023 units (2017: 21,551,838 units) 150,150 227,470
Units redeemed: Nil units (2017: 5,226,887 units) - 59,171

Murree Brewery Company Limited
Units issued: 34,216,017 units (2017: Nil units) 376,233 -

Employees of the Management Company
Units issued: 722,725 units (2017: 734,905 units) 7,885 7,778
Units redeemed: 1,125,513 units (2017: 291,064 units) 12,059 3,118
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NAFA Asset Allocation Fund
Received against conversion of units

NAFA Islamic Asset Allocation Fund
Received against conversion of units

Askari Commercial Bank Limited
Mark up on bank balance

Bank Islami Pakistan Limited
Mark up on bank balance

Amounts outstanding at year end

NBP Fund Management Limited -
Management Company

Sales load and transfer load payable

Other payable

Management remuneration payable

Sindh Sales Tax payable

Sindh Sales Tax on sales and transfer load

Allocation of expenses related to registrar services, accounting,

operation and valuation services

Central Depository Company of Pakistan
Limited - Trustee

Remuneration payable

Security deposit

National Bank of Pakistan - Sponsor
Balance in current account
Balance in savings account

Profit recievable on bank deposit

Barret Hudgson Pakistan Private Limited
33,410,504 units held (2017: 19,327,481 units)

Murree Brewery Company Limited
34,216,071 units held (2017: Nil units)

Pakistan Electronic Media Regulatory Authority
11,030,277 units held (2017: 11,030,277 units)

Employees of the Management Company
171,574 units held (2017: 574,361 units)
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2018

2017

(Rupees in '000)

1,598

325

70

2018

57

2017

(Rupees in '000)

639
169
1,529
199
83

1,148

281
100

221
5,286

371,685

380,647

122,710

1,909

626
169
545

81

930

142
100

224
5,419

202,809

115,744

6,027
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2018 2017

(Rupees in '000)
Askari Commercial Bank Limited

Balance in savings account 506 529

Markup on savings account 4 6

Summit Bank Limited

Balance in current account 2,433 1,501

NAFA Asset Allocation Fund

Net receivable against conversion of units - 1,598

NAFA Islamic Asset Allocation Fund

Net receivable against conversion of units - 325

Bank Islami Pakistan Limited
Bank balance 94 495

PARTICULARS OF INVESTMENT COMMITTEE AND FUND MANAGER

Details of members of the investment committee of the Fund are as follows:

S.No Name Qualifications Experience
in years

1. Dr. Amjad Waheed MBA / Doctorate in Business Administration / CFA 30

2. Mr. Sajjad Anwar CFA / MBA Finance 18

4. Mr. Muhammad Ali Bhabha* MBA / MS (CS) /CFA / FRM 23

5. Mr. Hasan Raza ACCA / BSC/ CFA 7

6. Mr. Taha Khan Javed MBA / CFA 12

*Mr. Muhammad Ali Bhabha is the Fund manager. He is also managing NAFA Income Opportunity Fund,
NAFA Government Securities Savings Fund , NAFA Money Market Fund , NAFA Savings Plus Fund , NAFA
Government Securities Liquid Fund , NAFA Financial Sector Income Fund , NAFA Islamic Income Fund ,
NAFA Riba Free Savings Fund , NAFA Islamic Money Market Fund, NAFA Income Fund , NAFA Active
Allocation Riba Free Savings Fund.

TOP TEN BROKERS / DEALERS BY PERCENTAGE OF

COMMISSION PAID / PAYABLE
Percentage

(%)

List of brokers / dealers by percentage of commission paid / payable during the year ended 30 June 2018:

S. No Particulars Percentage
(%)
1. JS Global Capital Limited 100
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23 PATTERN OF UNIT HOLDING As at 30 June 2018

Number of unit Investment Percentage of

holders' amount investment

(Rupees in '000) - (%) -

Category

Individuals 1,260 1,117,981 47.47
Retirement Funds 17 205,301 8.73
Public Limited Companies 2 380,647 16.16
Others 42 650,980 27.64
1,321 2,354,909 100.00

As at 30 June 2017

Number of unit Investment Percentage of

holders' amount investment

(Rupees in '000) - (%) -

Category

Individuals 618 557,377 48.37
Retirement funds 15 151,720 13.17
Bank 1 63 0.01
Others 23 443,209 38.45
657 1,152,369 100.00

24 ATTENDANCE AT MEETINGS OF BOARD OF DIRECTORS

The 64th, 65th, 66th and 67th Board meetings were held on 15 September 2017, 27 October 2017, 22
February 2018 and 30 April 2018, respectively. Information in respect of attendance by directors in the
meetings is given below:

Name of Director Number of Meetings Meetings
Held during Attended Leave granted not attended
tenure of
directorship

Mr. Mudassir Husain Khan 4 4 - -
Mr. Tariq Jamali 4 3 1 1
Mr. Abdul Hadi Palekar 4 4 - i
Mr. Lui Mang Yin (Martin Lui)

(refer note 24.1) 2% 2 , _
Mr. FOO Chiah Shiung (Kelvin Foo) 4 3 1 1
Mr. Kamal Amir Chinoy 4 4 - -
Mr. Shehryar Faruque 4 4 . -
Mr.Humayun Bashir 4 4 . -
Mr. Wajahat Rasul Khan

(refer note 24.2) ok - - i
Dr. Amjad Waheed 4 4 - -

24.1  Mr. Lui Mang Yin (Martin Lui) resigned as director on the Board with effect from 21 December 2017.
24.2  Mr. Wajahat Rasul Khan appointed as director on the Board with effect from 30 April 2018.

* These directors were appointed and retired during the year, therefore the number of meetings held in respect
of these directors is less than the total number of meetings held during the year.
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25.1.2

NAFA FINANCIAL SECTOR INCOME FUND

FINANCIAL RISK MANAGEMENT

The Fund’s objective in managing risk is the creation and protection of unit holders’ value. Risk is inherent
in the Fund’s activities, but it is managed through monitoring and controlling activities which are based on
limits established by the Management Company, Fund's constitutive documents and the regulations and
directives of the SECP. These limits reflect the business strategy and market environment of the Fund as well
as the level of the risk that Fund is willing to accept. The Board of Directors of the Management Company
supervises the overall risk management approach within the Fund.

The Fund's risk management policies are established to identify and analyse the risks faced by the Fund, to
set appropriate risk limits and controls and to monitor risks and adherence to limits. Risk management
policies and systems are reviewed by Board of Directors and Audit Committee regularly to reflect changes
in market conditions and the Fund's activities.

The management of these risks is carried out by the Investment Committee (IC) under policies approved by
the Board of Directors of the Management Company. The IC is constituted and approved by the Board of
Directors of the Management Company. IC is responsible to devise the investment strategy and manage the
investment portfolio of the Fund in accordance with limits prescribed in the Non Banking Finance
Companies and Notified Entities Regulations, 2008, Offering document of the Fund in addition to Fund's
internal risk management policies.

The Fund primarily invests in a portfolio of money market investments such as government securities,
secured privately placed instruments, spread transactions, continuous funding system transactions and
investments in other money market instruments (including the clean placements). Such investments
are subject to varying degrees of risk. These risks emanate from various factors that include, but are
not limited to market risk, credit risk and liquidity risk.

Market risk

Market risk is the risk that the fair value or future cash flows of the financial instrument will fluctuate
as a result of changes in market interest rates or the market price of securities due to a change in
credit rating of the issuer or the instrument, change in market sentiments, speculative activities,
supply and demand of securities and liquidity in the market. Market risk comprises of three types of
risk: currency risk, interest rate risk and other price risk (equity price risk).

Management of market risk

The Management Company manages market risk by monitoring exposure on marketable securities by
following the internal risk management policies and investment guidelines approved by the Board of
Directors and regulations laid down by SECP.

Currency risk

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
its operations are geographically restricted to Pakistan and all transactions are carried out in Pak
Rupees.

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.
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(@) Sensitivity analysis for variable rate instruments

Presently, the Fund holds KIBOR based interest bearing term finance certificates exposing the
Fund to cash flow interest rate risk. In case of 100 basis points increase / decrease in KIBOR on
the last repricing date of these term finance certificates with all other variables held constant,
the net assets of the Fund and net income for the year would have been higher / lower by Rs
5.958 million (2017: Rs 2.888 million).

Presently, the Fund also has balances in saving accounts with certain banks the interest rate of
which is 4.50% to 7.85%.

Sensitivity analysis for fixed rate instruments

As at June 30, 2018, the Fund does not hold any fixed rate instruments that may expose te Fund
to fair value interest rate risk.

The composition of the Fund's investment portfolio and rates announced by Financial Market
Association of Pakistan are expected to change over time. Therefore, the sensitivity analysis prepared
as of 30 June 2018 is not necessarily indicative of the effect on the Fund's net assets due to future
movements in interest rates.

Yield / interest rate sensitivity position for on balance sheet financial instruments based on the earlier of contractual repricing or maturity date and for off
balance sheet instruments based on settlement date is as follows:

30 June 2018

Effective Exposed to yield / interest risk Not exposed Total
yield / Upto three More than three ~ More than to Yield/

interest months months and upto  one year Interest risk

rate (%) one year

(Rupees in '000)
On-balance sheet financial instruments

Financial Assets

Bank balances 3.75% - 7.85% 1,599,109 - - 2,655 1,601,764
Investments 6.89% - 8.67% 393,811 601,795 - - 995,606
Profit receivable - - - 10,613 10,613
Security deposit - - - 100 100

1,992,920 601,795 - 13,368 2,608,083

Financial liabilities

Payable to NBP Fund Management Limited -

Management Company - - - 3,767 3,767
Payable to Central Depository Company of Pakistan

Limited - Trustee - - - 281 281
Payable against redemption of units - - - 325 325
Payable against purchase of investment - - - 223,657
Accrued expenses and other liabilities - - - 1,972 1,972

- - - 230,002 6,345

On-balance sheet gap 1,992,920 601,795 - (216,634) 2,601,738

Off-balance sheet financial instruments - - - R -

Off-balance sheet gap - - - -

Total interest rate sensitivity gap 1,992,920 601,795 - (216,634) 2,601,738

Cumulative interest rate sensitivity gap 1,992,920 2,594,715 2,594,715
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30 June 2017

Effective Exposed to yield / interest risk Not exposed Total
yield/ Upto three More than three More than to Yield/

interest months months and upto one year Interest risk

rate (%) one year

(Rupees in '000)
On-balance sheet financial instruments

Financial Assets

Bank balances 3.75% - 8.00% 777,810 - - 1,724 779,534
Investments 6.75% - 8.35% 119,182 291,697 - - 410,879
Profit receivable - - - 2,579 2,579
Security deposit - - - 100 100
Receivable against conversion of units - - - 1,923 1,923

896,992 291,697 - 6,326 1,195,015

Financial liabilities

Payable to NBP Fund Management Limited -
Management Company - - - 2,422 2,422
Payable to Central Depository Company of Pakistan
Limited - Trustee - - - 142 142
Payable against redemption of units - - - 9,654 9,654
Accrued expenses and other liabilities - - - 1,741 1,741
- - - 13,959 13,959
On-balance sheet gap 896,992 291,697 - (7,633) 1,181,056

Off-balance sheet financial instruments - - - - -

Off-balance sheet gap - - R R

Total interest rate sensitivity gap 896,992 291,697 - (7,633) 1,181,056

Cumulative interest rate sensitivity gap 896,992 1,188,689 1,188,689

25.1.3 Price risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices (other than those arising from yield / interest risk or currency
risk) whether those changes are caused by factors specific to the individual financial instrument or
its issuer, or factors affecting all similar financial instruments traded in the market. Presently, the
Fund does not hold any security which exposes the Fund to price risk.

25.2 Credit risk

Credit risk represents the risk of a loss if counter parties fail to perform as contracted. The Fund's
credit risk is primarily attributable to its investment in term finance certificates, receivables and
bank balances. The credit risk on Fund is limited because the counter parties are filancial
institutions with reasonably high credit ratings

The analysis below summarises the credit quality of the Fund's bank balances as at 30 June 2018 and
30 June 2017.

Ratings 2018 2017
(Rupees in '000)

AAA 535,529 18,682
AA+ 17,863 94,672
AA 3,120 2,497
AA- 63,336 478,775

A+ 979,463 -
A 20 73,406
A- 2,433 1,502
1,601,764 669,534

Annual Report 2018 Page 44




NAFA FINANCIAL SECTOR INCOME FUND

The maximum exposure to credit risk before any credit enhancement as at 30 June 2018 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 mostly concentrated in term finance
certificates, term deposits certificates and deposits held with commercial banks.

25.3  Liquidity risk

Liquidity risk is the risk that the Fund may not be able to generate sufficient cash resources to settle
its obligation in full as they fall due or can only do so on terms that are materially disadvantageous
to the Fund.

Management of liquidity risk

The Fund is exposed to daily cash redemptions at the option of unit holders. The Fund's approach to
managing liquidity is to ensure, as far as possible, that the Fund will always have sufficient liquidity
to meet its liabilities when due under both normal and stressed conditions, without incurring
unacceptable losses or risking damages to the Fund's reputation. Its policy is therefore to invest the
majority of its assets in investments that are traded in the market and can be readily disposed and
are considered readily realisable.

The Fund has the ability to borrow in the short term to ensure settlement. The maximum amount available
to the Fund from the borrowing would be limited to fifteen percent of the net assets upto 90 days and
would be secured by the assets of the Fund. The facility would bear interest at commercial rates.
However, during the current year, no borrowing was obtained by the Fund.

In order to manage the Fund's overall liquidity, the Fund also has the ability to withhold daily redemption
requests in excess of ten percent of the units in issue and such requests would be treated as redemption
requests qualifying for being processed on the next business day. Such procedure would continue until the
outstanding redemption requests come down to a level below ten percent of the units then in issue. The
Fund did not withhold any significant redemptions during the year.

Maturity analysis for financial liabilities

The table below analyses the Fund's liabilities into relevant maturity groupings based on the remaining
period at the balance sheet date to the contractual maturity date. The amounts in the table are the
contractual undiscounted cash flows:

The maturity profile of the Fund's liabilities based on contractual maturities is given below:
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Financial Liabilities

Payable to NBP Fund Management
Limited - Management Company

Payable to Central Depository Company of
Pakistan Limited - Trustee

Payable against redemption of units

Payable against purchase of investment

Accrued expenses and other liabilities

Unit holders' fund

Financial Liabilities

Payable to NBP Fund Management
Limited - Management Company

Payable to Central Depository Company of
Pakistan Limited - Trustee

Payable against redemption of units

Accrued expenses and other liabilities

Unit holders' fund

26 FAIR VALUE OF FINANCIAL INSTRUMENTS

30 June 2018

Total Upto Over three  Over one
three months year
months and upto
one year
(Rupees in '000)
3,767 3,767
281 281 - -
325 325 - -
223,657 223,657 - ;
1,972 1,972 - -
230,002 230,002 - -
2,354,909 2,354,909 - -
30 June 2017
Total Upto Over three Over one
three months year
months and upto
one year
(Rupees in '000)
2,422 2,422
142 142 - -
9,654 9,654 - -
1,741 1,741 - -
13,959 13,959 - -
1,152,369 1,152,369 ; :

Fair value is 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.

Underlying the definition of fair value is the presumption that the Fund is a going concern without any intention or requirement to curtail materially the scale of its

operations or to undertake a transaction on adverse terms.

The fair value of financial assets and liabilities traded in active markets are based on the quoted market prices at the close of trading on the year end date. The Fund

does not hold any securities that are based on quoted market prices.

A financial instrument is regarded as quoted in an active market if quoted prices are readily and regularly available from an exchange, dealer, broker, industry group,
pricing service Quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1).

IFRS 13, 'Fair Value Measurement' requires the Fund to classify fair value measurements using a fair value hierarchy that reflects the significance of the inputs used in

making the measurements. The fair value hierarchy has the following levels:

- Quoted prices (unadjusted) in active markets for identical assets or liabilities that the entity can access at the measurement date (level 1).
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- Inputs other than quoted prices included within level 1 that are observable for the asset or liability, either directly (that is, as prices) or indirectly (that is, derived
from prices) (level 2).

- Inputs for the asset or liability that are not based on observable market data (that is, unobservable inputs) (level 3).
The following table shows the carrying amounts and fair values of financial assets and financial liabilities, including their levels in the fair value hierarchy.

30 June 2018

Carrying value Fair value
Fair value Loans and Other Total Level 1 Level 2 Level 3 Total
through profit receivables financial
or loss liabilities

(Rupees in '000)

On-balance sheet financial instruments
Financial assets measured at fair value

Investment in term fiance certiBates - listed 225,016 - - 225,016 - 225,016 - 225,016
Investment in term filance certiBates - unlisted 376,779 - - 376,779 - 376,779 - 376,779
601,795 - - 601,795 - 601,795 - 601,795

Financial assets not measured at fair

value 26.1
Investments - 393,811 - 393,811 - - - -
Bank balances - 1,601,764 - 1,601,764 - - - -
Profit receivables - 10,613 - 10,613 - - - -
Security deposit - 100 - 100 - - - -
B 2,006,288 B 2,006,288 B B B B
Financial liabilities not measured
at fair value 26.1
Payable to NBP Fund Management
Limited - Management Company - - 3,767 3,767 - - - -
Payable to Central Depository Company
of Pakistan Limited - Trustee - - 281 281 - - - -
Payable against redemption of units - - 325 325 - - - -
Payable against purchase of investment - - 223,657 223,657 - - - -
Accrued expenses and other liabilities - - 1,972 1,972 - - - -
B B 230,002 230,002 B B B B

30 June 2017

Carrying value Fair value
Fair value Loans and Other Total Level 1 Level 2 Level 3 Total
through profit receivables financial
or loss liabilities

(Rupees in '000)
On-balance sheet financial instruments
Financial assets measured at fair value

Investment in term filance certiBates - listed 34,956 - - 34,956 - 34,956 - 34,956
Investment in term fiBance certiBates - unlisted 256,741 - - 256,741 - 256,741 - 256,741
291,697 B B 291,697 B 291,697 - 291,697

Financial assets not measured at fair

value
Investments - 119,182 - 119,182 - - - -
Bank balances - 779,534 - 779,534 - - - -
Profit receivables - 2,579 - 2,579 - - - -
Security deposit - 100 - 100 - - - -
Receivable against conversion of units - 1,923 - 1,923 - - - -
- 903,318 - 903,318 - - - -
Financial liabilities not measured
at fair value
Payable to NBP Fund Management
Limited - Management Company - - 2,422 2,422 - - - -
Payable to Central Depository Company
of Pakistan Limited - Trustee - - 142 142 - - - -
Payable against redemption of units - - 9,654 9,654 - - - -
Accrued expenses and other liabilities - - 1,741 1,741 - - - -
- - 13,959 13,959 - - - -
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The Fund has not disclosed the fair values for these financial assets and financial liabilities, as these are either short term in nature or reprice periodically. Therefore,
their carrying amounts are reasonable approximation of fair value.

UNIT HOLDERS' FUND RISK MANAGEMENT

The units holders' fund is represented by redeemable units. These units are entitled to distributions and to payment of a proportionate share, based on the Fund's net
asset value per unit on the redemption date. The relevant movements are shown on the statement of movement in unit holders' fund.

The Fund has no restrictions on the subscription and redemption of units.

The Fund meets the requirement of sub-regulation 54 (3a) which requires that the minimum size of an Open End Scheme shall be one hundred million rupees at all
time during the life of the Fund.

The Fund's objectives when managing unit holders' funds are to safeguard its ability to continue as a going concern so that it can continue to provide returns to unit
holder and to maintain a strong base of assets under management.

In accordance with the risk management policies stated in note 25, the Fund endeavours to invest the subscriptions received in appropriate investments while
maintaining sufficient liquidity to meet redemption, such liquidity being augmented by short term borrowing arrangements (which can be entered if necessary) or
disposal of investments where necessary.

SUBSEQUENT EVENT - NON ADJUSTING

The Management Company on 04 July 2018 has declared distribution of Rs. 0.6309 per unit (for full year). The aggregate cash distribution is Rs. 77.157 million is in
addition to refund of capital / element of income by issuing 5,373,785 additional units to eligible unitholders at zero price as per MUFAP guidelines (duly consented
upon by SECP).

The financial statements of the Fund for the year ended 30 June 2018 do not include the effect of the distribution which will be accounted for in the financial
statements of the Fund for the year ending 30 June 2019.

DATE OF AUTHORISATION FOR ISSUE

These financial statements were authorised for issue by the Board of Directors of the Management Company on September 05, 2018.

For NBP Fund Management Limited
(Management Company)

Chief Financial Officer Chief Executive Officer Director
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PERFORMANCE TABLE

For the | For the | For the | For the
For the
For the year year year year year
Particulars ended June year ended | ended | ended ended
ended June
30, 2018 30. 2017 June June June June
! 30, 2016 |30, 2015 | 30, 2014 | 30, 2013
Net assets (Rs. '000") 2,354,909| 1,152,369|1,254,699| 776,933|2,177,036| 4,962,334
Net Income (Rs. '000') 116,066 56,911 35,666 131,731 291,554 324,206
Net Asset Value per units (Rs.) 11.1248 10.4933] 10.4723| 10.4679| 10.1404f 10.2765
Offer price per unit 11.2505 10.6119 10.6108| 10.6075| 10.2768| 10.3793
Redemption price per unit 11.1248 10.4933] 10.4723| 10.4679| 10.1404f 10.2765
Ex - Highest offer price per unit (Rs.) 11.2505 10.6119] 10.6108| 10.6075| 10.2978 9.4880
Ex - Lowest offer price per unit (Rs.) 10.6136 9.8018 9.9805| 9.5686 9.7627 9.5012
Ex - Highest redemption price per unit 11.1248 10.4933| 10.4723| 10.4679| 10.1611 9.3941
(Rs.)
Ex - Lowest redemption price per unit 10.4950 9.6854| 9.8464| 9.4426| 9.6331 9.4071
(Rs.)
Fiscal Year Opening Ex Nav 10.4933 9.6844| 9.8421| 9.4392] 9.3941 9.4045
Total return of the fund (Annualized) 6.02% 8.35% 6.40%| 10.90% 7.94% 9.27%
Capital growth 0.01% -0.45% 0.04%| 2.67%| -1.89% 1.09%
Income distribution as a % of ex nav 6.01% 8.80% 6.36% 8.23% 9.84% 8.18%
Income distribution as a % of par value 6.31% 8.52% 6.66%|  7.77%|  9.24% 7.69%
Distribution dates
Interim 0.6309
04-Jul-18
19-Jun-17 0.8520
29-Jun-16 0.6656
30-Jun-15 0.7768
30-Oct-13 0.1540
13-Feb-14 0.2567
30-Apr-14 0.2567
26-Jun-14 0.2567
23-Oct-12 0.2784
26-Feb-13 0.2278
26-Apr-13 0.2531
17-Feb-12
17-Apr-12
Final
11-Jul-13 0.0101
09-Jul-12
Average annual return (launch date
October 18, 2011)
(Since inception to June 30, 2018) 8.58%
(Since inception to June 30, 2017) 9.04%
(Since inception to June 30, 2016) 9.19%
(Since inception to June 30, 2015) 10.00%
(Since inception to June 30, 2014) 9.62%
(Since inception to June 30, 2013) 10.63%
(Since inception to June 30, 2012)
Portfolio Composition (Please see Fund
Manager Report)
Weighted average portfolio duration 46 Days| 56 Days| 183 Days| 93 Days| 250 Days| 68 Days
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