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DIRECTORS’ REPORT
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The Board of Directors of Habib Asset Management Limited are pleased to present condensed interim 
financial statements of First Habib Income Fund (FHIF) for the nine months ended March 31, 2011.

FUND’S PERFORMANCE

The net assets of the Fund as at March 31, 2011 stood at Rs. 1,577.28 million. Net Assets Value (NAV) 
per Unit of the Fund improved from Rs.100.06 (ex-distribution) to Rs. 102.87 during the quarter ended 
March 31, 2011.
 
During the period under review, the Fund earned an income of Rs. 168.45 million, of which  Rs. 141.77 
million i.e. 84 per cent pertains to income from government securities (T-Bills).

DIVIDEND DISTRIBUTION

The Board of Directors in their meeting held on April 13, 2011 has approved third interim cash dividend 
of Rs.2.65 per Unit for Unit holders having class ‘C’ Units and 2.6345 bonus Units for every 100 Units 
for other Unit holders.

ASSET ALLOCATION

FUTURE OUTLOOK

During the last nine months i.e. July 2010 to March 2011, the CPI inflation by 14.20% over the same 
period last year. The State Bank of Pakistan has projected inflation at 14.50%-15.50% for the fiscal 
year 2011. However, there is improvement on the external side as the exports have gone up by 38% 
on year on year basis, whereas imports have increased only by 4%. The remittances have also 
registered an increase of 22% over last year. Domestic oil prices may increase further due to rising oil 
prices in the international market and along with the existing high inflation we may expect an increase 
in interest rates.

The Fund is primarily structured around T-Bills and bank deposits, but every effort will now be made to 
partially diversify to other products, relatively safe but with higher returns.  We are confident that 
Inshallah the FHIF will have a better performance.

ACKNOWLEDGEMENT

We are indeed thankful to our valued investors who have placed their faith and confidence by investing 
in FHIF. We wish to thank the Securities & Exchange Commission of Pakistan, Central Depository 
Company of Pakistan Limited as Trustee and the Lahore Stock Exchange for their continuous support. 
We also wish to place on record the appreciation for the services rendered by members of staff of the 
Management Company.

           

           On behalf of the Board of Directors

       
          
April 13, 2011        Ali Raza D. Habib
Karachi                Chairman

 

Cash 0.5%
TDR 6%

TFCs 1.5%

T-Bills 91%

Others 1%
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CONDENSED INTERIM STATEMENT OF ASSET AND LIABILITIES
AS AT 31 MARCH 2011
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CONDENSED INTERIM INCOME STATEMENT (UNAUDITED)
FOR THE NINE MONTHS PERIOD ENDED 31 MARCH 2011
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CONDENSED INTERIM STATEMENT OF COMPREHENSIVE INCOME (UNAUDITED)
FOR THE NINE MONTHS PERIOD ENDED 31 MARCH 2011
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CONDENSED INTERIM DISTRIBUTION STATEMENT (UNAUDITED)
FOR THE NINE MONTHS PERIOD ENDED 31 MARCH 2011
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CONDENSED INTERIM STATEMENT OF MOVEMENT IN UNIT HOLDERS' FUND (UNAUDITED)
FOR THE NINE MONTHS PERIOD ENDED 31 MARCH 2011
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CONDENSED INTERIM CASH FLOW STATEMENT (UNAUDITED)
FOR THE NINE MONTHS PERIOD ENDED 31 MARCH 2011
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NOTES TO THE CONDENSED INTERIM FINANCIAL INFORMATION (UNAUDITED)
FOR THE NINE MONTHS PERIOD ENDED 31 MARCH 2011

First Habib Income Fund ("the Fund") was established under a Trust Deed executed 
between Habib Asset Management Limited (HAML) as Management Company and 
Central Depository Company of Pakistan Limited (CDC) as Trustee. The Trust Deed was 
executed on 6 September 2006 and was approved by the Securities and Exchange 
Commission of Pakistan (SECP) on 3 August 2006 under Non-Banking Finance 
Companies (Establishment and Regulation) Rules, 2003 (NBFC Rules).

The Management Company of the Fund has been licensed to undertake Asset 
Management Services as Non-Banking Finance Company under the NBFC Rules by 
SECP. The registered office of the management company is situated at Imperial Court 
Building, Dr. Ziauddin Ahmed Road Karachi, Pakistan.
 
The Fund has been categorised as Open-Ended Income Fund as per the criteria laid 
down by Securities & Exchange Commission Pakistan for categorisation of Collective 
Investment Schemes.The Fund is listed on the Lahore 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 at the option of the unit holder.
 
The Fund has been formed to provide reasonable rate of return consistent with 
reasonable concern for safety of principal amount to the unit holders, along with facility 
to join or leave the fund at their convenience. The management team seeks to enhance 
returns through active portfolio management using efficiency tools.
  
Pakistan Credit Rating Agency (PACRA) has assigned asset management rating of 
'AM3 -' and 'AA-(f)' to the Management Company and the Fund respectively.
 
The Fund invests in a diversified portfolio of investment grade term finance certificates, 
government securities, corporate debt securities, certificates of investments, term 
deposit receipts, continuous funding system and other money market instruments 
(including the clean placements). The Fund has been categorised as income scheme.

Title to the assets of the Fund are held in the name of Central Depository Company 
Limited as a trustee of the Fund. 

This condensed interim financial information has been prepared in accordance with 
approved accounting standards as applicable in Pakistan for interim financial 
reporting.The disclosures in the condensed interim financial information do not include 
all the information reported for full annual financial statements and should therefore be 
read in conjunction with the audited financial statements for the year ended 30 June 
2010.
        
This condensed interim financial information is unaudited and is being submitted to the 
unit holders as required under Regulation 38 (g) of the Non-Banking Finance 
Companies and Notified Entities Regulations, 2008 (NBFC Regulations). 
 

1.      LEGAL STATUS AND NATURE OF BUSINESS   
 

2.       BASIS OF PRESENTATION   

2.1     Statement of compliance   
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The accounting policies and methods of computation adopted in the preparation of this 
condensed interim financial information are the same as those applied in the preparation 
of the financial statements of the Fund as at and for the year ended 30 June 2010.  
       

3.        SIGNIFICANT ACCOUNTING POLICIES   
 

The preparation of condensed interim financial information in conformity with approved 
accounting standards ,as applicable in Pakistan, requires the Management Company to 
make judgments, estimates and assumptions that affect the application of accounting 
policies and the reported amounts of assets and liabilities, income and expenses. Actual 
result may differ from these estimates.

The significant judgments made by the Management Company in applying accounting 
policies and the key sources of estimation uncertainty were the same as those that 
applied to financial statements as at and for the year ended 30 June 2010.

4.        CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS  
     

The Fund's financial risk management objectives and policies are consistent with those 
disclosed in the financial statements as at and for the year ended 30 June 2010.

5.        FINANCIAL RISK MANAGEMENT    

This condensed interim financial information comprise of the condensed interim 
statement of assets and liabilities as at 31 March 2011 and the related condensed 
interim income statement, condensed interim statement of comprehensive income, 
condensed interim distribution statement, condensed interim statement of movement in 
unit holders' fund, condensed interim cash flow statement and notes thereto for the nine 
months period ended 31 March 2011

The comparatives in the the statement of assets and liabilities presented in the 
condensed interim financial information as at 31 March 2011 have been extracted from 
the audited financial statements of the Fund as at and for the period ended 30 June 
2010.
 
This condensed interim financial information is presented in Pak Rupees, which is the 
Fund's functional and presentation currency and has been rounded off to the nearest 
thousand rupees.

6.        BANK BALANCES

6.1

6.2
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Details of deviations from circular no. 7 of 2009 dated 6 March 2009 issued by SECP required vide 
circular no. 16 dated 7 July 2010 are as follows:

7.       INVESTMENTS

7.3      Term Finance Certificates

7.3.1     Provision

7.3.1.1

7.3.2

Note

7.3
7.3.1

7.4
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7.3.2.1

10.1

7.4    Government Securities

8.    CERTIFICATE OF INVESTMENTS

9.    INCOME RECEIVABLE

10.   DEPOSITS AND PREPAYMENTS
10.1
10.1



Through the Finance Act, 2008 an amendment was made in section 2(f) of the Workers' 
Welfare Fund Ordinance, 1971 (the WWF Ordinance) whereby the definition of 
'Industrial Establishment' has been made applicable to any establishment to which West 
Pakistan Shops and Establishment Ordinance, 1969 applies. As a result of this 
amendment it appears that WWF Ordinance has become applicable to all Collective 
Investment Schemes (CISs) whose income exceeds Rs. 0.5 million in a tax year. A 
Petition has been filed with the Honourable High Court of Sindh by some of Collective 
Investment Schemes (CISs) through their trustee on the ground that the CIS (mutual 
funds) are not establishments and as a result not liable to pay contribution to WWF.

Subsequently, the Ministry  of Labour  and  Manpower  (the Ministry) vide its letter dated 
8 July 2010 issued advice and clarifications which stated that WWF Ordinance 1971 
does not have any provisions for the applicability of WWF on those entities whose 
incomes are exempt from income tax under any provisions of any law, and West 
Pakistan Shops and Establishment Ordinance, 1969 is not applicable to any public listed 
company and any organized financial institutions including Mutual Funds because they 
are ruled and governed by separate laws. Further, in a subsequent letter dated 15 July 
2010 the Ministry clarified that “Mutual Fund(s) is a product which is being managed / 
sold by the Asset Management Companies which are liable to contribute towards 
Workers Welfare Fund under Section-4 of WWF Ordinance 1971. However, the income 
on Mutual Fund(s), the product being sold, is exempted under the law ibid.” 
      
Further, the Secretary (Income Tax Policy) Federal Board of Revenue issued a letter 
dated 6 October 2010 to the Members (Domestic Operation) North and South FBR. In 
the letter reference was made to the clarification issued by the Ministry of Labour and 
Manpower stating that mutual funds are a  product and their income are exempted 
under the law ibid. The Secretary (Income Tax Policy) Federal Board of Revenue 
directed that the Ministry’s letter may be circulated amongst field formation for 
necessary action. Following the issuance of FBR Letter, show cause notice which had 
been issued by taxation office for two mutual funds for payment of levy under WWF has 
been withdrawn. However, there have been instances whereby show cause notices 
under section 221 of  the Income Tax Ordinance, 2001 have been issued to a number of 
mutual funds including First Habib Income Fund . The Management Company has filed 
the reply to said show cause notice informing the taxation officer that the levy of WWF 
to mutual funds is subjudice before Court and that the Court has directed not to enforce 
recovery of WWF. Further, MUFAP has requested Member Policy Direct Taxes for 
withdrawal of such show cause notices issued to such mutual funds. However, the 
Secretary (Income Tax Policy) Federal Board of Revenue vide letter 4 January 2011 has 
cancelled ab-initio clarificatory letter dated 6 October 2010 on applicability of WWF on 
mutual funds. On December 14, 2010, the Ministry filed its response to the constitutional 
petition pending in the Court. As per the legal counsel who is handling the case, there is 
contradiction between the above earlier letter and clarification of the  Ministry and the 
response filed by the Ministry in the Court.     
    
In view of above stated facts and considering the uncertainty on the applicability of WWF 
to mutual funds due to show cause notices issued to a number of mutual funds, the 
management company as a matter of abundant caution has decided to continue to 
maintain the provision for WWF amounting to Rs. 8.51 million (30 June 2010: Rs. 5.941 
million) up to 31 March 2011.       
  

Earnings per unit (EPU) for the period ended 31 March 2011, has not been disclosed as 
in the opinion of the management, determination of weighted average units for 
calculating EPU is not practicable.

11.     WORKERS' WELFARE FUND  

12.     EARNINGS PER UNIT  
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The Fund's income is exempt from Income Tax as per clause (99) of part I of the Second 
Schedule of the Income Tax Ordinance, 2001 subject to the condition that not less than 
90% of the accounting income for the year as reduced by capital gains whether realised 
or unrealised is distributed amongst the unit holders. Furthermore, as per regulation 63 
of the Non-Banking Finance Companies and Notified Entities Regulations, 2008, the 
fund is required to distribute 90% of the net accounting income other than unrealized 
capital gains to the unit holders. The management intends to distribute at least 90% of 
the income earned by the year end by this Fund to the unit holders. Accordingly, no 
provision has been made in these condensed interim financial information.

13.     TAXATION  

Connected persons include Habib Asset Management Limited being the Management 
Company,  AL Habib Capital Markets (Private) Limited and Bank AL Habib Limited being 
companies under common management and Central Depository Company Limited 
being the Trustee 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 norms.  
 
Remuneration payable to management company and trustee is determined in 
accordance with the provisions of Non-Banking Finance Companies (Establishment and 
Regulation) Rules, 2003, Non - Banking Finance Companies and Notified Entities 
Regulations, 2008 and the Trust Deed respectively.     
     

Details of the transactions with connected persons are as follows:

14.    TRANSACTIONS WITH CONNECTED PERSONS  
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24,154 - - -

19,960 - - -

First Habib Stock Fund - Associated
  Undertaking
Government security sold
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Sale / Redemption of units for the Period ended 31 March
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15.     GENERAL

15.1

15.2
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