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Workers Welfare Fund: Does not Impact Mutual Funds

A circular issued by the Ministry of Labor and Manpower - Government of Pakistan
clarifies the treatment of the Worker Welfare Fund (WWF). It was announced that
mutual funds are not liable to pay WWF; instead management companies managing
the funds would be liable to pay this tax.

It was previously understood from the Finance Act 2008, that mutual funds were
defined as ‘Industrial Establishments’ and liable to contribute as according to the
‘Workers Welfare Fund Ordinance, 1971." Following this, the Mutual Fund Association
of Pakistan (MUFAP) proposed amendments to the ordinance, so that mutual funds
and pension fund would not be liable to contribute to the WWF. The Ministry of Labor
and Manpower has looked into this proposal and advised MUFAP on the correct
treatment of WWF.

Mutual Funds are not liable to contribute to WWF

The Ministry of Labor and Manpower highlighted that mutual funds and the company
managing the funds are two separate entities. Mutual Funds are exempt from income
tax provided they distribute a minimum of 90% of their profits to investors. Therefore,
mutual funds will not be liable to contribute to WWF.

Management companies on the other hand, generate income by charging a
management fee from investors. This is income for the management company and is
subject to tax. Therefore, WWF is applicable on the asset management companies
who are managing the mutual funds and earning profits from their business. This
charge constitutes to 2% of annual accounting profit.

Various asset management companies have applied WWF charge on mutual fund
profits. This resulted in a fall in net asset value (NAV) and a subsequent fall in returns
for such funds. Following this news, the charge on mutual fund profits will be reversed.
Thus, those funds that took a hit and suffered from lower returns are likely to reverse
the charge and returns will converge back to normal. Funds that did not provide for
WWEF charge will remain unaffected.
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= All investments in Mutual Funds are subject to market risk. The NAV based prices
of units, dividends, and returns are dependent on forces and factors affecting in
the capital markets and as such these may go up or down on market conditions.
BMA Financial Services Limited, its sponsors, partners, directors, affiliates or any
group company neither take any responsibility nor guarantee results and
performance for the third party investment products being offered through BMA
Financial Services Limited. Past performance is not necessarily indicative of future
results. Investors are advised to read the relevant sections of the respective Trust
Deeds and Offering Documents.

= All information contained in this publication has been researched and compiled
from sources believed to be accurate and reliable at the time of publishing. All
such information and opinions are subject to change without notice. All information
is provided without warranty and BMA Financial Services Limited makes no
representation of any kind as to the accuracy or completeness of any information
hereto contained.

= This is not an offer to buy or sell the investments referred to in this document. This
document may not be reproduced, distributed or published for any purposes.

= BMA Financial Services Limited, its directors, officers, employees, group
companies, affiliates, or sponsors may also have a position or be otherwise
interested in the investments referred to in this document.

= For further queries and/or suggestions, please contact research@bmafs.com
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