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MISSION STATEMENT

To provide investor swith quality retur ns which conform
to the Islamic Shariah by taking exposurein high yield
and growth investment opportunitiesin local aswell as

international capital markets.




PAKISTAN INTERNATIONAL ELEMENT ISLAMIC FUND

REPORT OF THE DIRECTORS OF THE MANAGEMENT COM PANY
FOR THE YEAR ENDED 30TH JUNE 2008

The Board of Directors of Arif Habib Investment Management Limited, the M anagement
Company of Pekistan Internationd Element Islamic Fund (PI1F) is pleased to present its third
annual report together with audited Financid Statements for the Financid Y ear ended 30" June
2008.

Fund Objective

The objective of the Fund is to provide medium to long term cepitd appreciation through
investing in Shariah compliant investments in Pakistan and internationally.

Fund Profile

PIIF isan open-end asset dlocation Fund, which seeks to achieve its objective through investing
in a portfolio of Shariah compliant investments diversified acrass the capital markets of Pakigan
as well as keeping a limited exposure internationally. The Fund is managed through an active
management strategy with dynamic dlocations towards different asset classes

The investment processis driven by fundamentd research. The domestic portfolio of the Fund
primarily investsin fundamentally srong Shariah compliant equities, while some portion of the
Fund is dso allocaed towards high quality Sukuks and other types of Shariah compliant
ingruments offering higher compardive returns. For equitiesinvestment, fundamental outlook of
sectors/companies and DCF (Discounted Cash Flow) valuations are the primary fectors in
sectors' dlocation and stock sdection. Major portion of the Fund's portfalio is high quality liquid
stocks International investments up to 30% of the net assets are made in Shariah compliant
mutua funds investing into various world markets Allocation in various internationa mutual
funds is decided on the bag's of economic and capital market outlook for major world economies
and track record of the fund managers.

Fund Performance During Financial Year Ended 30" June2008

The ret assets of the Fund as a 30" June 2008 stood at Rs 984.08 million. The ex-dividend Net
AsstsVdue (NAV) per unit & the start of the period was Rs 50.14, an increase of Rs1.72 inthe
NAV per unit was recorded during the period under review. The NAV per unit ason 30" June
2008 was Rs 51.86. Further, during the year, PIIF delivered atotd return of 3.4% compared to its
Hybrid Benchmark, which is 70% Dow Jones JS Pakistan Islamic index and 30% Dow Jones
Islamic Market World index (representing the dlowed allocation limits of international and
domestic investment), which Dow Jones JS Islamic rose by 3.75%. The KSE-100 Index,
however, fdl by 10.8% during the period.

Earning Per Unit (EPU)

EPU has not been disclosed as we feel determination of weighted average units for calculaing
EPU is not precticable for openrend funds.
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IncomeDistribution

The Board in the meeting hdd on 3¢ July 2008 declared a distribution in the form of bonus units
to A, B and C class units and equivalent cash dividend for D class unitsat therate of Rs 1.75 per
unit for the Financid Year ended 30" June 2008 (3.49% on the opening NAV for the Financid
Y ear 2008)

Corporate Gover nance

The Fund is listed on all the three Stock Exchanges of Pakigart hence the Management Company
is required to comply with the requirements of the Code of Corporate Governance for listed

companies The Financid Statements prepared by the M anagement Company present farly the
state of affars of the Fund and results of its operaions, Cash Flows and M ovement in the Unit
Holders' Fund. Proper books of account of the Fund have been maintained and appropriate
accounting policies have been consistently goplied in preparation of Financal Statements and

accounting estimates are based on reasonable and prudent judgment. Internaiond Financial

Reporting Standards as applicable in Pakistan have been followed in the preparation of Financial
Staements. The system of internal control is sound in desgn and has been effectively
implemented and monitored. There are no events or conditi ons that cas doubt upon the Fund's
ability to continue as going concem. There has been no material departure from the best practices
of Corporate Governance, as detaled in listing regulations. Key financid daa is summarized in
the Financid Statements. Outstanding stetutory payments on account of taxes, duties levies and

charges, if any, have been fully disclosed in the accounts. The datement as to the vaue of

investments of provident Fund is not applicable in the case of the Fund as such expenses are
borne by the Management Company. The detalled patern of Unit Holding, as required by the
Code of Corporate Governance isgiven in the annual report.

Attendance of Boar d M eetings
From 1% July 2007 to 30" June 2008

Statement showing atendance of Board meetingsis asfollows:

S. No. Name Medings
Total | Attended | Leave
Granted
1 Mr. Sdim Chamdia (Chairman) 12 12 -
2. Mr. Nasim Beg 12 12 -
3. Mr. Sirgudin Cassm 12 - 12
4. Mr. Muhammad Akmal Jameed 12 11 1
5. Mr. Muhammad K ashif Habib 12 6 6
6. Mr. Muhammad Shafi Mdik 12 10 2
1. Mr. John W. Kirkham 12 2 10
8. Mr. Mirza Qamer Beg 12 10 2

On 21% August 2007 Mr. John Kirkham, the Chairman of the Board resgned and Mr. Salim
Chamdia was appointed in his place on 6" October 2007. On 15" September 2007, Mr. Mirza
Qamar Beg was appointed as director however he resigned from directorship on 3¢ July 2008 and
Mr. Yacoob Memon was gppointed on 25™ July 2008.

Y+ [ —
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Thetrades in units of the Fund carried out by the Directors, CE, CFO / Company Secretary of the
Management Company and their spouses and minor children are as under:

S. No. Name Designation Investment | Redemption
(Number of Units)
1 Mr. Nasm Beg Chief Executive 107,527 104,097

External Auditors

As recommended by the Audit Committee, the Board of Directorsof the Management Company
has appointed M/s. KPMG Taseer Hadi & Co., Chartered Accountants as the Fund’s new auditor
for the year ending 30" June 2009.

Futur e Outlook

Domestic

The KSE-100 finished the Fiscd Year ended 30" June 2008 down 10.77%. It suffered a
significant meltdown after touching its peak in April 2008 and benchmark index has come down
by 35% by July 2008. Weakening macro fundamentals locd poalitical stdemate and turbulence in
the globa economy and financial markets have been the mgor factors.

Pakistan economy has been adversdy affected by risng internationa oil price, double digit
growth in inflation and pressure on balance of payments. During 2009, the pressure on baance of
payments is likely to be absorbed through externd inflows such as Saudi Qil facility. However,
pressure on current account deficits will pergst if the trade deficit remains high and investment
inflows stay low. In addition, interest rates are dso expected to say high or may even rise further
in the backdrop of inflationary pressures. High interest rates environment will keep equity
vaduations subdued in the near future. Overdl valuations have become dtractive following the
recent correction in the market. Moreover, any mgor decrease in the international oil price,
funding commitments from big economies or multi lateral agencies and the much required
stability on the locd political front can serve as key driversfor the equity vaues.

| nter national

Equity markets throughout the world have suffered major decline during the Financid Year
ended June 2008 with some of the major indexes losgng in the range of 14% to 25%. The globd
economy is in a tough spot, caught between sharply slowing demand in many advanced
economies and rigng inflation everywhere, notably in emerging and developing economies

Global growth is expected to decderate significantly in the second hdf of 2008, before
recovering gradually in 2009. Looking forward, in advanced economies inflationary pressures
are likely to be countered by dowing demand and, with commaodity prices projected to gabilize,
the expected increase in inflation for 2008 is forecast to be reversed in 2009. In emerging and
developing countries, inflationary pressures are mounting faster, fueled by soaring commodity
prices above-trend growth, and accommodative monetary policies.

Financial market conditions remain difficult, however, forceful policy responsesto the financid

turbulence and encouraging progress towards bank recapitaization seemed to have reduced
concerns about afinancial metdown.

N - —
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REPORT OF THE FUND MANAGER
FOR THE YEAR ENDED 30™ JUNE, 2008

Fund Objective

The objedive of the Fund is to provide medium to long term capital appreciation through investing in Shariah
compliant investments in Pakistan and internationally.

Fund’sPerformance

During the year ended 30™ June 2008, PIIF has earmed a tota return of 3.4%, as compared to 3.75% retum of its
Hybrid Benchmark which is70% Dow Jones |damic Market Pakistan index and 30% Dow Jones Idamic M arket
World Index (representing the alowed allocation limits of international & domestic investments). The Fund's return
was dightly below its benchmark primarily due to the reason that its internationa investment portfolio was not
invested upto the alowed limit and international benchmark delivered better returns (Dow Jones Idamic Market
World index return 10.4%) than the domestic one (Dow Jones Idamic Market Pakistan index return 0.92%). The
KSE-100 index, however, fell by 10.8% during the period.

Despitethe overal negative return on Pakistan's equity market, the Fund was able to deliver apostive return and thus
achieved its objective On a comparative basis, however, the Fund climbed to the top dot in the Islamic Fund's
category in Pakist an.

Fund Perfor mance VS Benchmark
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NAV Change Analysisand Total Return

FY2005-06 . FY2005-07

FY2007-08

Beginningnet assets (Rs000) 825,000 1,378,168 1,072,531
No. of Units 16,500,000 28,877,192 21,388,967
Beginning NAV (Rs per unit) 50.00 47.73 50.14
Ending Net Assets (Rs 000) 1,378,168 1,072,531 984,083
No. of Units 28,877,192 18,211,172 18,974,014
Ending NAV (Rs per unit) 47.73 58.89 51.86
Bonus Distribution (Rs per unit) Nil 8.75 1.75
Ending NAV (Ex-Dividend) (Rs per unit) 47.73 50.14 50.11
Income Distribution (%) Nil 18.33 349
Capital Growth (%) Nil 5.07 (0.06)
T otal Return (%) (4.54) 23.40 343

Average Annual Returnsfor Lag 1,2 &

3year periods.

Number s of Years Total Return Annualised Return (CAGR)
30-un-08 | 1year 3.43% 3.43%

2 Year 27.61% 12.96%

3 yea (Sinceinception) 21.82% 9.50%
30-dun-07

lyear 23.40% 23.40%

2 Year (§nce inception) 17.78% 14.98%
30-dun-06 \ .

1 year (since inception) (4.54%) (23.60%)

Asset allocation and investment Activitiesduring 2008

The average (month-end) portfolio alocations to the different assds classes during the year were as follows:

Others, O

Sukuk, 5%

m Ecpurity = Cash

= Ant) Ineestment

m Others

= Sukuk
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Equity portfolio (Domegtic)

The equity portfolio was diversified across a wide range of economic sectors with average (month-end) exposure in
major sectors as follows and it contributed 3.88% to the portfolio return (gross of expenses).

Foech &
omim, 2, 14%

Textile, 1.98% Cement, 2.15%

Refinery, O.90%

Chemicals, 5,88

CHl Pk, 1.75%

During the year, the Fund was invested in around 15 stocks which were attractive in terms of their valuations and
fundamenta outlook. Mgor cortribution in the total return has come from the Fertilizer, Power Generation &
Didribution, Oil & Gas Exploration and Refinery sectors, while Cement, Autos and Textiles caused major declinein
the portfolio value.

Fertilizer and E& P, which together accounted for around 28% of the portfdio remained the best performing sectors
and provided major contribution to the return of the portfolio. Holdings in the Chemical, Power Generation and
Refinery also contributed sgnificant positive return to the portfolio primarily on account of realised capital gains on
their disposals. Autos, Cement and Textile were the major contributors of negative returns in the portfolio mainly on
account of unredlised capita losses. Being a Shariah compliant portfolio, most of the holdings had a very low
exposure to interest rate risk which resulted in smaller decline in these stocks as compared to athersin the market due
to hikein interest rates by SBP.

Changesin the Portfolio

During the year, the Fund completely disposed dff its holdings in the Refinery sector while reductions were made in
the dlocationsto Fertilizer, Auto and Paper & Board sector. Telecom, Oil Marketing and Power sectorswere added in
the portfolio. Sector wiseanaysis of portfolio changes and returns are given below:

Holding in the refinery sector (NRL), which was around 4% of the portfolio, was disposed off due to the
negative outlook of the sector amidst expectations of removal of deemed duty on diesel which was expected to
have significant impact on grossrefining margins. The timely exit contributed 1.13% to the portfolio return.

Allocation to Fertilizer sector was reduced from 23.74 % to 13.52 % by completely divesting holding in FFBL
on the backdrop of downgrade of its earnings forecast due to cost pressures and decline in sales volume
Fertilizer sector proved to be the star performer and contributed 2.95% to the portfdio return.

Auto sector exposure caused the higgest dent in the portfdio retumn by contributing (2.33%).Auto sector
outlook turned negative due to the serious threats to its earnings on account of risng sted prices and
depreciation of Rupee against Yen while higher financing cost reduced sales potential. The Fund therefore
reduced its exposure from 6.1% to 1.85% by completely divesting from the two auto assemblers of the
higher end market i.e. Honda Car and | ndus M otors.

Paper & Board which was 10% of the portfolio last year was brought down to 6.71%. One of the holdingsin
this sector, Century Papers, had to be disposed off due to Shariah compliance reasons, while Packages holding
was reduced as it became over priced with respect to its fair value. The sector contributed 0.2% to portfolio
return.

N o | —
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Allocation to Power sector was made by adding KAPCO to around 9% in the portfolio as it was offering an
attractive dividend yield. However, KAPCO holding had to be disposed off completely as it became non-
compliant on the bass of its Decemba 2007 financiads It was then subgtituted to some extent by
accumulating Hubco, which was also at attractive levels. The contribution of Power sector to tota portfolio
return was 1.36%.

In the T echnology sector, Netsol had to be disposed off dueto Shariah compliance reasons. PTCL was added
in the portfolio on the expectations of vishle earning outlook post Financial Year 2008 after one-off cogt of
VSS. The Techndogy sector cortribution in return was (0.27%).

OMC sector was added in the portfdio close to the financial year endby taking expasurein PSO (5%) after
its valuation became attractive subsequent to the significant declinein its price, and is expected to perform
better in the risng oil prices scenario. The contribution from this sector in the tota return was 0.48%.

Portfolio Composition at year end
The composition of the portfdio as at year end June 2008 was as follows.

Tech & Textile. 1.64 % __ Auto.1.85 % v
Comm, 4 855 l‘\ | %L‘"““nt' 0.95% Chamieals, 511

Ha

Refinery. :l__ﬂ[:-l:,i.” _—

p ,_,-"."I' ;? 'i

L

Allocations to the Fertilizer, E& P, Powe, Paper & Board, Oil Marketing and Chemicals sector congtitute major
portion of the portfolio which are expected to outperform the other sectors of the economy in the forthcoming months.

Inter national portfolio

As of June end, the internationa portfolio was 17.64% of Fund size (out of the 30% maximum alowed) and
contributed atota portfolio return of 2.63% (gross of expenses) out of which 0.46% was capita appreciation while
2.18% was on account of exchange gain.

The Internationa portfolio comprised of Islamic Mutua Funds having exposure in US, Eurgpean and Asia Pacific
markets. PIIF exited from US exposure by divesting its investment in Alfanar US Large Cap Ltd during the year.

Mar ket Review

The outgoing financid year ended June 2008 turned out to be a difficult year for Pakistan Market, which after
witnessing a bull run for 6 consecutive years (Financid Year 2002-07), ended with a negative return of 11% and
closed at 12,289 points level.

In the Financid Y ear 2008, the market posted a negative annua return of 10.8% againgt 6year (Financid Year 2002

07) average annual return of 48%. Though K SE-100 touched its all time high of 15,676 on 18" April, 2008, the index
could nat sugtain its upward momentum and closed the Fiscal Year at 12,289 level, down 22% from its peak. Uncertain

e 10—
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political situation and weak macroeconomic fundamentals were the major reasons behind this massive correction.
Among key sectors, Fertilizers and E& P sectors remained top performers with returns of 21 % and 13 %, respectively
in their capitaization. Performance of the two index heavyweights was more than offset by dismal performances by
Banking and Telecom sectors, which registered a decline of 36% and 29 %, respectively.

According to Central Bank cash flows numbers, during Financial Year 2008, tota outflow of foreign portfolio
investments was recorded at USD 221 million (as of 27" June 2008), as againg net inflows of USD 978 million,
recorded in Financia Year 2007. While the country witnessed an inflow of USD 40 million during the first half of
Financid Yea 2008, uncertain political environment coupled with liquidity crisisin international markets led to an
outflow of USD 261 millionin the second half.

During July 2007 —June 2008 period, the Dow Jones Industrial Average index displayed atatal return of (15.25%), the
NASDAQ composite index; (11.2%); and the FTSE index; (14.86%). In the Asan regiond markets the Hang Seng
index (HSI) showed a total return of 1.51%, the Bombay Sock Exchange (BSESN); (8.12%), and the China Shanghai;
(28.39%). Along this backdrop, the Pakistani equity market, which is atherwise considered to belargely insulated from
the outside warld, was also hard hit at several fronts and ended up ddlivering a negative tota return of 10.77%, albeit
modest in comparison to the returns on the international markets.

Economic Review

Growth TakestheToll

GDP growth fell to 5.8% in the Financia Year 2008, significantly lower than the targeted 7.2%. Large scde
Manufacturing grew by adismal 4.8% and Agriculture by a mere 1.5%. However, the services sector, insulated from
dl the gloom developing in the economy, exceeded its target of 7.2%, registering 8.2% growth rate, an indication that
consumer confidence remained largely intact in this area.

T he Chalenge of the Twin Deficits

Exports increased during the Financial Year 2008 by 13.2% to USD 19.2 billion whereas imports rose by 30.9% to
USD 39.9 billon. The result was a significantly large trade deficit of USD 20.7 billion, an increase of 52.9%. Thisin
turn has impacted the current account, which has gone up to 8.4% of GDPin Financial Year 2008. As aresult foreign
reserves have been put under pressure which in October stood over USD 16 billion, have shrunk to USD 11 billion by
June end. Furthe the Rupee has depreciated by 13% during the year amid the rising trade and current account deficits.
The fisca deficit narrates a Smilar tale; subsidies amounted to Rs407 hillion againgt a budgeted Rs 113 hillion, had
prompted increased borrowing from the Central Bank thus creating inflationary pressures. Increase in the cost of doing
business has hurt the investment climate causing a decline in invesment as a percentage of GDP from 22.9% to
21.6%. Thefiscd deficit at present stands at 8.3% of GDP, sgnificantly surpassing the limit of 4-4.5 % of GDP the
GoP has to follow under Fisca and Debt Respons bility Act 2005.

A New Era of Inflation

In the Financia Year 2008, prices of key commodities had gone up considerably high. Of particular Sgnificanc e was
oil which since June 2007 has mare than doubled, with highly sensitive developing economies suffering the most.
Prices of dmost every mgor input to production have increased with dizzying speed, bringing down equity valuations
across the globe. In Pekistan, like the rest of the world, inflation has hit both the individuas and industry with full
vigour, Average CPI since June has increased by 12%.

The U.SHousing Crisis Takes the Globe by Surprise

The collapse of the U.S housing market led to the brgest financia ingtitutions coming under severe liquidity crunch,
dampening investor confidence in the financial system, a plummeting Dollar vacillating under the prospects of aU.S
recess on with growing signs of inflation and lastly, adversely impacting global financial markets.
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Futur e Outlook

The Year Ahead; a Timefor Making Adjustments

There has been a gross redlization of the seriousness of the glabal economic stuation and central banks, governmernts
and individual s are making adjustments in order to escape the brunt of inflation. The US Federal Reserve Bark, after
an aggressive rate cutting in order to avert an economic crisis, is now poised to increase rates, along with the European
Central Bank and other certral banks in emerging markets. In this context, Pakistan's aggressive interest rate pdicy is
not unique, but an amalgamation with the growing awareness of most other central banks that a tight monetary stance
has become imperative in order to contain monetary overhang and the global commaodities boom. In addition to this,
emerging economies are currently running higher budget deficits primarily due to heavy spending on subsidies (ail
and food). Like other countries, the Pakistan governmert too has indicated that subsidies are not a soution to the
problem and therefore, international price increases of oil and food will be passed on to domestic consumers.

Growth dowdown to persist

The growth slowdown of Fnancid Year 2008 is likely to continue into the new fiscal year on the back of lower
consumer and business confidence, high borrowing cogts, political uncertainty and increasing costs of major raw
materials. Nonetheless, the growth target of 5.5%, dightly higher than Pakistan’s long run average growth rate (5.2%)
seems echievable. The services sector which contributes the major share of GDPis expected to d ow, though till grow
significanly as compared to other sectors (6% targeted) as a result of improvement in Pakistan's fundamentals
achieved in the lagt half decade. The target for the Manufacturing sector of 6%, in our view will be difficult to achieve
as fundamental s particularly in Textile go againg this prgection. On the other hand, Agriculture sector is expected to
grow by 4% and may also exceed this target due to favourabl e price situation and government support.

Twin deficits should improve

The government has put in place arrangements for raisng approximately USD 10 billion externa inflows in 2009
(compared to USD 3.3 billion smilar inflows in 2008). This will include in particular Saudi Oil Facility, U.S
Economic/Defence Assgtance, World Bank and the Asian Development Bank. In addition, the government is
targeting to reduce trade deficit by increasing exports up to 15% without imports accel erating significantly. All these
measures should help in reducing current deficit to 6% of GDP in 2009 from 8.2% last year.

In order to control high fiscal deficit (presently 8.3% of GDP), the government has started to pass on the international
oil price increase to domestic usa's and is aiming to reduce overall subsdies to Rs 295 billion from Rs 407 billion of
lagt year. In addition, the deferred oil payment facility (one third of Pakistan import) of USD 5 billion will create the
necessary fiscal space for the government, which will lead to less borrowing from the Central Bank.

High |l nterest Rate Environment to Persst
After atotal of 250 bas's points rise in rates in Financia Year 2008 and 100 basis pointsin July 2008 (discount rate is
now at 13%), we can see further increase in interest rates if inflationary pressures stay strong in coming months.

Implicationsfor PI1F

PIIF, being Shariah compliant Fund, is better placed to perform in the current market environment as it is relatively
less vulnerable to implications of monetary tightening due to no exposure in financial sector and being invested in
lower leveraged industrial sectors. Moreover, adverse changes in the exchange rate will benefit the international
portfolio of the Fund. PIIF, thus provides, a comparatively better avenue for investors seeking a hedged exposure to
the equities market.

Other Disdaosures under NBFC Regulations 2007

The Fund Manager herelby makes the following disclosures as required under the NBFC Regul ations 2007.
a The Management Company or any of its delegates did not receive any soft commission (goods & services)
from any of its broker/desler by virtue of transactions conducted by the Fund.
b. There was no unit split undertaken during the year.
c. The Fund Manager is not aware of any circumstances that can materialy affect any interests of the Unit Holders
other than those already disclosed in this report.
d. Statement of unit holding by size is given in the annud report.
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TRUSTEE REPORT TO THE UNIT HOLDERS

Report of the Trusee pursuant to Regulation 58(f) and Clause 9 of Schedule IV of
the Non-Banking Finance Companiesand Notified Entities Regul ations, 2007

The Pakistan Internationad Element Islamic Fund (Fund), an open-end Mutual Fund was
established under a trust deed dated 14t December 2005 executed between Arif Habib
Invesment Management Limited, as the Management Company and Central Depository
Company of Pakistan Limited, as the Trugee.

In our opinion, the Management Company has in dl material respects managed the Fund
during the year ended 30" June 2008 in accordance with the provisons of the following

(i) Limitations imposed on the invesment powers of the Maregement Company
under the conditutive documents of the Fund;

(D] The pricing, issuance and redemption of units are carried out in accordance with
the requirements of the condtitutive documents of the Fund; and

(i)  The Non-Banking Finance Companies (Edablishment and Regulaions) Rules,
2003, the Non-Banking Finance Companies and Notified Entities Reguldtions,
2007 and the constitutive documents of the Fund.

Muhammad Hanif
Karachi: Chief Executive Officer
Dated: 12th September 2008 Central Depository Company of Pakistan Limited
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REPORT OF THE SHARIAH ADVISORY COUNCIL

Alhamdoalillah, the year under review was the second full year of operations of Pakistan International
Element Islamic Fund (the Fund). We, the Shariah Advisory Council of the Fund, are issuing thisreport in

accordance with the clause 2.3 of the Trust Deed of the Fund. The scope of the report is to express an
opinion on the Shari ah compliance of the Fund’s activities.

It is the responsibility of M/s Arif Habib Invesment Management Limited (AHIML), the management
conpany of the Fund, to establish and maintain a system of internal control sto ensure compliance with the
Shariah guidelines. Our responsbility is to express an opinion, based on our review of the representations
made by the management, to the extent where such compliance can be objectively verified.

For screening equitiesin the local stock market, we have advised acriteriaonthebasis of the following; (1)
Nature of business, (2) Interest bearing debt in rel ation to the total assets, (3) Illiquid assets in relation to
the total assets, (4) Investment in non-Shariah compliant activities to total assets and income from non-
compliant invesments to Gross revenues, and (5) Net liquid assets per share vs. share price.

For screening international equities, we have advised the Dow Jones Islamic Indices criteria to be used,
which relate the level of cash, receivable, interest bearing securities and debt to the average market

capitaization of the company. As of 30th June 2008 PIEIF had approximately 17.64% of its NAV in
international investments, namely in two Idamic Funds (Alfanar Asa and Alfanar Europe). These funds
were reviewed prior to the investment and as such were deemed Shariah compliant.

As part of our mandate as Shariah Advisor to the Fund, we havereviewed the following, during the year;

The modes of i nvestment of the Fund's property and its compliance with the Shariah guidelines.
Shariah compliance of new investment avenues proposed by AHIML.

Shariah compliance of its Internationa investment.

In the light of the above scope, we hereby certify that al the provisions of the scheme and investments
made by the Fund for theyear ended 30t June 2008 arein compliance with the Shariah principles.

The management company has been directed to set aside as charity, amount earned as interest from

conventional banks. In addition, there are investments made by PIEIF where Investee companies have
earned a part of their income from non-compliant sources (e.g. interest income). In such cases, the

management company has been directed to set aside as charity such proportion of theincome from Investee
companiesinorder to purify the earnings of the Fund.

During the year an amount of Rupees2460 million was transferred t o the charity account and an amount of
Rupees 1.741 million was di sbursed.

May Allah bl ess us with Tawfeeq to accomplish these cherishedtasks, make us successful isthisworld and
in the Hereafter, and forgive our mistakes.

Karachi Dr Ejaz Samadani
Dated: 16th August 2008

For and on behd f of Shariah A dvisory Council
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SHARIAH COMPLIANCE AUDITORS
REPORT TO THE MANAGEMENT COMPANY

We have audited the compliance of the invesments made by the Pakistan Internationd Element
Islamic Fund with the Shariah guidelines prescribed by the Shariah Advisory Coundil of the Fund
for the year ended 30™ June 2008.

It is the regponsibility of the M anagement Company to appoint a Shariah Advisor and established
and maintain a system of internal control to ensure compliance with the Shariah guidelines
advised by the Sharish Advisory Council of the Fund. Our responsibility is to cary out

procedures to enable us to report on the compliance of the investments made by the Fund with the
Shariah guidelines, as prescribed by the Shariah Advisory Coundil.

We conducted our audit isaccordance with the Internationa Standards on Auditing gpplicableto
compliance auditing. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the Fund has complied, in all material respects, with Shariah
guidelines as prescribed by the Sharish Advisory Councl. An audit indudes examining
appropriate evidence on a test basis. We believe that our audit provide a reasonabl e basis for our

opinion.
In our opinion, investments made by the Fund during the year ended 30" June 2008 were, in all

material regpects, in compliance with the shariah compliant avenues as approved by the Shariah
Advisory Coundil of the Fund.

Karachi A, F. Ferguson & Co.
16" August 2008 Chartered Accountants




PAKISTAN INTERNATIONAL ELEMENT ISLAMIC FUND

STATEMENT OF COMPLIANCE WITH THE
CODE OF CORPORATE GOVERNANCE
FORTHEYEARENDED 30TH JUNE 2008

This statement is being presented by the Board of Directors of Arif Habib Investment
Management Limited, the Management Company of the Pakistan Internationd Element Idamic
Fund (Fund) to comply with the Code of Corporate Governance contained in Regulation No.37,
of liging regulations of Karachi Stock Exchange, Chapter X111 of the Lahore Stock Exchange and
Chapter X1 of the Islamabad Stock Exchange for the purpose of establishing aframework of good
governance, whereby a listed company is managed in compliance with the best practices of
corporate governance.

The Management Company has applied the principles contained in the Code in the following
manner:

1 The Management Company encourages representation of independent non-executive
directors and directors representing minority interests on its Board of Directors. At present
the Board includes six non-executive directors however, none of the directors on the Board
represent minority shareholders.

2 The directors have confirmed that none of them is serving as a director in more than ten
liged companies, including this Company.

3 All the resident directors of the Management Company are registered as taxpayers and none
of them has defaulted in payment of any loan to abanking company, a DFI or an NBFI or
being a member of a gock exchange, has been declared as a defaulter by that sock
exchange.

4. Casud vacancdies occurred during the year in the Board of the M anagement Company due
to resignation of Mr. John Kirkham on 21* August 2007, which was filled by Mr. Mirza
Qamar Beg on 15™ September 2007.

5 The Management Company has prepared a ‘ Statement of Ethics and Business Practices,
which has been approved by the Board of Directors and circulated for signaures to all
employees of the company.

6. The Board has developed mission gatement and significant policies of the Fund. A
complete record of particulars of significant policies dong with the dates on which they
were gpproved or amended has been maintaned.

7. All the powers of the Board have been duly exercised and decisons on material
transactions, induding appointment and determination of remuneraion and terms and
conditions of employment of the Chief Executive (CE) has been teken by the Board. There
isno other executive director of the company besides the CE.

8 The medings of the Board were presided over by the Chairman and in his absence, by a
director dected by the Board for this purpose and the Board met at least once in every
quarter. Written notices of the Board meetings, dong with agenda and working papers,
were cdrculated at least seven days before the meeting. The minutes of the meetings were
gopropriatdy recorded and circulated and signed by the Charman of the meeting of the
Board of Directors.

9 An orientation course has been conducted for dl the directors of the company to inform
them aout regulaory updates, NBFC Rules 2003 and NBFC & Notified entities
Regulations, 2007.
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10. During the year, appointment of Head of Internd Audit was made by the Board. TheBoard
has gpproved appointment, remuneration and term and conditions of the employment of
Head of Internd Audit.

11. Therolesand responsibilities of the Chairman and Chief Executive have been approved by
the Board of directors.

12. The directors' report of the Fund for this year has been prepared in compliance with the
requirements of the Code and fully describesthe sdient mattersrequired to be disclosed.

13. Thedirectors, CE and executives of the Management Company do not hold any interest in
the units of the Fund other than that disclosed in the pattern of unit holding.

14. The financid statements of the Fund were duly endorsed by CE and CFO of the
Management Company before approval of the Board.

15. The Management Company has complied with all the significant corporate and financid
reporting requirements of the Code rdevant to the Fund.

16. The Board has formed an audit committee for the Fund. It comprises of three members, dl
of whom are non-executive directors incdluding the Charman of the committee.

17. The meetings of the audit committee were held &t least once every quarter prior to approvd
of the interim and final results of the Fund asrequired by the Code. The terms of reference
of the committee have been formed and advised to the committee for compliance.

18. Thereexists an effective internal audit function within the Management Company.

19. The statutory auditors of the Fund have confirmed that they have been given a satisfactory
rating under the qudity control review program of the Institute of Chartered A ccountants of
Pakistan, that they or any of the partners of the firm, their spouses and minor children do
not hold units of the Fund and that the firm and all its partners are in compliance with
Internationa Federation of Accountants (IFAC) guidelines on code of ethics as adopted by
Institute of Chartered A ccountants of Pakistan.

20. The datutory auditors or the persons associated with them have not been appointed to
provide other services except in accordance with the liging regulations and the auditors
have confirmed that they have observed IFAC guiddinesin this regard.

21. We confirm tha dl other materid principles contained in the Code have been complied

with.
For and on behdf of the Board
Karachi Nasm Beg
25" July 2008 Chief Executive
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REVIEW REPORT TO THE UNIT HOLDERS ON THE STATEMENT
OF COMPLIANCEWITH BEST PRACTICESOF THE
CODE OF CORPORATE GOVERNANCE

We have reviewed the gatement of Compliance with the best practices contained in the Code of
Corporate Governance prepared by the board of Directors of Arif Habib Investment M anagement
Limited, M anagement Company of Pakistan Internationa Element Idamic Fund to comply with the
Listing Regulaion no. 37 of the Karachi Stock Exchange, Chapter XI of the Islamabad Stock
Exchange and Chapter X111 of the Lahore Stock Exchangewhere the Fund islisted

The responsibility for compliance with the Code of Corporate Governance is tha of the Board of
Directors of the Management Company of the Fund. Our responsbility isto review, to the extent
where such compliance can be objectively verified, whether the Statement of Compliance refl ects
the status of the Fund's compliance with the provisions of the Code of Corporate Governance and
report if it does not. A review is limited primarily to inquiries of the personnel of the Company
personnd and review of various documents prepared by the M anagement Company to comply with
the Code.

As part of our audit of the financid datements we are required to obtain an understanding of the
accounting and internd control systems sufficient to plan the audit and develop an effective audit
approach. We have not carried out any specid review of the internd control sysem to enable us to
express an opinion as to whether the Board's statement on internal control covers all controls and
effectiveness of such interna controls

Based on our review nothing has cometo our attention which cause us to bdieve tha the Statement
of Compliance does not appropriately reflect the Fund’s compliance, in all maerid regpects, with
the beg practices contained in the Code of Corporate Governance as gpplicable to the Fund for the

period from 30" June 2008.
Karachi A.F. Ferguson & Co.
25" July 2008 Chartered Accountants
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INDEPENDENT AUDITOR'SREPORT TO THEUNIT HOLDERS

We have audited the accompanying financial statements of Pakistan | nternationa Element | damic
Fund, which comprise the statement of assets and liabilities as at 30t June2008, and the related
income statement, distribution statement, cash flow statement and statement of movement in unit
holders funds for the year then ended, and asummary of significant accounting pdicies and other
explanatory notes.

Management Company’sresponsbility of financial satements

The Management Company of the Fund is responsible for the preparation and fair presentation of
these financial statements in accordance with the approved accourting sandards as applicable in
Pakistan. This responsibility includes: designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of financia statements that are free from materia
misstatement, whether due to fraud or error; sdlecting and applying appropriate accounting paicies,
and making accounting estimates that are reasonabl e in the circumstances.

Auditor'sresponsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with the auditing standards as applicable in Pakistan. Those

sandards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance whether thefinancia statements are free from material misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
inthe financia statements. The procedures selected depend on the auditor’s judgement, including the
asessment of the risks of material misstatement of the financial statements, whether due to fraud or
eror. In making those risk assessments, the auditor consders interna control relevant to the entity’s
preparation and fair presentation of the financia statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressng an opinion on the
effectiveness of the entity’s internal control. An audit also includes eval uating the appropriateness of
accounting pdicies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overdl presentation of the financid statements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statemerts give atrue and fair view of the state of the Fund's affairs as at
30t June 2008 and of its financial performance, cash flows and transactions for the year then ended
in accordance with approved accounting standards as applicable in Pakistan.

Other matters

In our opinion, the financial statements have been prepared in accordance with the relevant provisons
of the Trust Deed and Non-Banking F nance Companies and Notified Entities Regulations, 2007.

Karachi A. F. Ferguson & Co.
250 July 2008 Chartered Accountant
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PAKISTAN INTERNATIONAL ELEMENT ISLAMIC FUND

STATEMENT OF ASSETSAND LIABILITIES

ASAT 30TH JUNE 2008
Note 2008 2007
-------- Rupeesin '000----------

ASSETS

Bank balances 4 121,266 168,182
Receivable againg sale of investments 2 18,356
Receivabl e against sale of units 20,185 1,680
Investments 5 831,299 904,299
Dividend and profit recei vable 6 10,207 7,654
Deposits, prepayments and cther receivables 7 3594 9,118
Prelimi nary expenses and floatation costs 8 4,670 6,320
Total assets 991,223 1,115,609
LIABILITIES

Payable to Arif Habib Investment Management Limited - Management Company 9 2,632 2,008
Payable to Central Depaository Company of Pakistan Limited - Trustee 10 165 175
Payable to Shariah Advisor 83 210
Payable to Securities and Exchange Commission of Pakistan 1 1,030 1,267
Payable on redemption of units 180 35,640
Accrued expenses and other liabilities 12 3,050 3778
Total liabilities 7,140 43,078
NET ASSETS 984,083 1,072,531
Unit holders’ funds (as per statement attached) 984,083 1,072,531

(Number of units)
Number of units in issue 13 18,974,014 18,211,172
(Rupees)
Net asset value per unit 51.86 58.89

The annexed notes 1 to 27 form an integral part of these financial statements.

For Arif Habib Investment M anagement Limited
(M anagement Company)

Chief Executive Director
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PAKISTAN INTERNATIONAL ELEMENT ISLAMIC FUND

INCOME STATEMENT
FOR THE YEAR ENDED 30TH JUNE 2008

Note 2008 2007
-------- Rupeesin '000--------—
I ncome
Capital gainon sale of investments 56,484 86,633
Income from investment in Sukuk 7,308 -
Dividend income 31,665 41,689
Profit on bank accounts 6,390 21,887
Other income 1,402 178
103,249 150,387
Unrealised appreciation / (di minution) oninvestments at fair value through profit or loss - net 5.4 (23,990) 145,597
79,259 295,984
Expenses
Remuneration of Arif Habib Investment Management Limited - M anagement Company 14 28474 36,470
Remuneration of Central D epository Company of Pakistan Limited - Trustee 2,019 2,267
Remuneration of Shariah Advisor 496 500
Annual fee - Securities and Exchange Commission of Paki stan 1,030 1,267
Brokerage 2,169 2,531
Bank charges 184 49
Settlement charges 43 29
Fees and subscriptions 351 113
Auditors' remunerati on 15 769 635
Capital value tax 95 52
Printing & related cost 322 -
Professional charges 268 -
Amortisation of preliminary expenses and floatati on costs 8 1,650 1,650
Total operating expenses 37,870 45563
Net income from operating activities 41,389 250,421
Element of income / (| oss) and capital gains/ (losses) included
in prices of units issued less thosei n units redeemed (8,629) (22,757)
Net income for theyear 32,760 227,664
Earnings per unit 3.7

The annexed notes 1 to 27 form an integral part of these financial statements.

For Arif Habib Investment M anagement Limited
(M anagement Company)

Chief Executive Director
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DISTRIBUTION STATEMENT
FOR THE YEAR ENDED 30TH JUNE 2008

2008 2007
———————— Rupeesin '000--------—
Undistributed income / (net loss) brought forward 161,974 (65,690)
Final distribution 2007: Rs. 8.75 per unit (Date of distribution: 41 Ju'y 2007)
(2006: Nil)
- Bonus units (125,228) -
- Cash distribution (34,120) -
Net profit for the year 32,760 227,664
(126,588) 227,664
Undistri buted income carried forward 35,386 161,974
The annexed notes 1 to 27 form an integral part of these financial statements.
For Arif Habib Investment M anagement Limited
(M anagement Company)
Chief Executive Director
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STATEMENT OF MOVEMENT IN UNIT HOLDERS FUND
FOR THE YEAR ENDED 30TH JUNE 2008

2008 2007
-------- Rupeesin '000--------—
Net assets at the beginning of the year 1,072,531 1,378,168
Issue of 12,724,685 units (2007: 6,303,297 units) 698,176 344,403
Redempti on of 14,459,413 units (2007: 16,969,317 units) (793,893) (900,461)
(95,717) (556,058)
Element of (income) / loss and capital (gains) / losses included
in prices of unitsissued less those in units redeemed
- transferred to income statement 8,629 22,757
Capital gai non sale of investments 56,484 86,633
Net unrealised appreciation / (dimunition) on invesments at fair value
through profit or loss (23,990) 145,597
Other net income / (loss) for the year 266 (4,566)
32,760 227,664
Final distribution 2007: Rs. 8.75 per unit (Date of distri bution: 4th July 2007)
(2006: Nil)
- Bonus units (125,228) -
- Cash distribution (34,120) -
(159,349) -
Issueof 2,497,570 bonus unitsfor the year ended 30t Jure 2007 (2006: Nil) 125,228 -
Net assetsas at the end of the year 984,083 1,072,531
The annexed notes 1 to 27 form an integral part of these financial statements.
For Arif Habib Investment M anagement Limited
(M anagement Company)
Chief Executive Director
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CASH FLOW STATEMENT
FOR THE YEAR ENDED 30TH JUNE 2008

Note 2008 2007
CASH FLOWSFROM OPERATING ACTIVITIES e Rupeesin '000----------
Net income for the year 32,760 227,664
Adjustments
Unreali sed diminution/ (appreciation) i n the value of investments at
fair val ue through profit or loss - net 23,990 (1455597)
Element of (income) / loss and capital (gains) / lossesincluded
in prices of unitsissued lessthose in units redeemed 8,629 22,757
Amortisation of preliminary expenses and floatation costs 1,650 1,650
Remuneration of Arif Habib Investment Management Limited -
Management Company 28474 36470
Remuneration of Central Depository Company of Pakistan Limited - Trustee 2,019 2,267
97,522 145211
(Increase) / decrease in assets
Receivable agai nst sale of investments 18,354 (15917)
Investments 49,010 420,895
Dividend and profit receivable (2,553) 6,428
Deposits, prepayments and other receivabl es 5,524 (303)
70,335 411,103
Increase/ (decrease) in liabilities
Payable to Arif Habib Investment Management Limited
- Management Company 639 (8540)
Payabl eto Central Depository Company of Pakistan
Limited - Trustee 2 9)
Payable to Shariah A dvisor (127) 125
Payabl eto Securities & Exchange Commission of Pakistan (237) 1,039
Payabl eagainst purchase of investments - (2,000)
Accrued expenses and other liabilities (728) 3,279
(451) (6,106)
Remuneration paid to Arif Habib Investment Management Limited -
Management Company (28,489) (35,538)
Remuneration paid to Central Depasitory Company of Paki stan - Trustee (2,031 (2,286)
Net cash from operating activities 136,886 512384
CASH FLOWSFROM FINANCING ACTIVITIES
Dividend paid (34,120) -
Net receipts/ (payments) made agai nst sales / redemption of units (149,682) (510,051)
Net cash used in financing activities (183,802) (510,051)
Net (decrease) / increase in cash and cash equivalents during the year (46,916) 2,333
Cash and cash equivalents at the beginning of the year 168,182 165,849
Cash and cash equivalents as at 30t June 4 121,266 168,182
The annexed notes 1 to 27 form anintegra part of these financia statements.
For Arif Habib Investment M anagement Limited
(M anagement Company)
Chief Executive Director
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NOTESTO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30TH JUNE 2008

1 LEGAL STATUSAND NATURE OF BUSINESS

The Pakistan International Element Idamic Fund (PIEIF) was established under a Trust Deed executed between Arif Habib Investment
Management Limited (AHIML) as Management Company and Central D epository Company of Pakistan Limited (CDC) as Trustee. The
Trust Deed was executed on 14t December 2005 and was approved by the Securities and Exchange Commission of Pakistan (SECP)
under the Non-Banking Finance Companies (Establishment and Regulation) Rul es, 2003 (NBFC Rules).

PIEIF is an open-ended mutua fund, listed on the Karachi, Lahore and Islamabad Stock Exchanges. Units are offered for public
subscription on a continuous basis. The units are transferable and can be redeemed by surrendering them to the Fund.

The Paki stan Credit Rating Agency Limited (PACRA) has assgned asset manager rating of 'AM 2' to the Management Company and '4
Star Normal' to the Fund.

The principal activity of the Fundisto make shariah compliant investmentsin securities or instruments both inside and outside Pakistan.

2 BASISOF PREPARATION
2.1 Statement of compliance

These financial statements have been prepared in accordance with approved accounting standards as applicable in Pakistan. Approved
accounting standards comprise of such International Financial Reporting Standards (IFRS) issued by the International Accounting
Standards Board as are notified under the Companies Ordinance, 1984, the requirements of the Trust Deed, the Non-Banking Finance
Compani es (Establishment and Regulation) Rul es, 2003 (the NBFC Rules), the N on-Banking Finance Companies and Notified Entities
Regulations, 2007 (the NBFC Regulations) and directives issued by the Securities and Exchange Commission of Pakistan (SECP).
Wherever the requirements of the Trust Deed, the NBFC Rules, the NBFC Regulations or directives i ssued by the SECP differ with the
requirements of IFRS, the requi rements of the Trust Deed, the NBFC Rules, the NBFC Regulations or the directivesissued by the SECP
prevail.

2.2 Amendments to published accounting standards effective in 2008
Amendmentsto IAS 1 - "Presentation of Financial Statements- Capital Discl osures”, introduces certain new disclosures about the level
of and the management of the Fund's capital. Adoption of thisamendment has only resulted in additi onal disclosures whi ch have been set
out in note 23 of these financial statements.
Other new standards, amendments and interpretations that are mandatory for accounting periods beginning on or after 15t July 2007
which are not considered relevant nor have any significant effect on the Fund's operations are not detailed i n these financial statements.

2.3 Standar ds, interpretations and amendments to published approved accounting standards that are not yet effective.

The following standards, amendments and interpretations of approved accounting standards, effective for accounting peri ods beginning
on or after 15 January 2008 are either not relevant to the Fund's operations or are not expected to have significant impact on the
Fund's financial statements other than increased disclosuresin certain cases:

IAS 1 - Precentation of Financial Statements effective from 1t January 2009
(Revised September 2007)

IAS 23 - Borrowing Costs (Revised March 2007) effective from 18t January 2009

Amendments to IAS 27 (Revised) - effective from 15t July 2009
Consolidated and Separate Financial Statements
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IFRS 3 (Revised) - Business Combinati ons effective from 1t July 2009
IFRE 7 - Financial Instruments: Disclosure effecti ve from 28 A pril 2008
IFRS 8- Operating Segments effecti ve from 18t January 2008
IFRIC 12 - Service Concession Arrangements effective from 15 January 2008
IFRIC 13 - Customer Loyalty Programmes effecti ve from 15t July 2008
IFRIC 14 - IAS 19 - The Limit on a Defined Benefit Asset, effective from 15t January 2008
Minimum Funding Reguirement and their interaction

IFRIC 15 - Agreements for the Construction of Real Estate effective from 15t January 2009
IFRIC 16 - Hedges of aNet Investment in a Foreign Operation effecti ve from 1t October 2008

24 Critical accounting estimatesand judgements
The preparation of financial statements in conformity with approved accounting standards reguires the use of certain critical accounting
estimates. It al so requires the management to exercise its judgement in the process of applying the Fund's accounting policies. Estimates
and judgements are continually evaluated and arebased on histori cal experience, i ncluding expectations of future events that are believed

to be reasonable under the circumstances. The areas where vari ous assumptions and estimates are significant to the Fund's financial
statements or where judgement was exercised in application of accounting policies are asfollows:

i) Classification and valuation of investments (note 3.1)
ii)  Amortisation of preliminary expenses and floatation costs (note 3.9)

25 Accounting convention

These financial statements have been prepared under the historical cost convention except that certain investments have been carried at
fair value.

26 Functional and Presentation Currency

The financial statements are presented in Pak Rupees which is the Fund's functional and presentation currency.
3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
31 Investments

All purchases and sales of securities that require delivery within the time frame established by regulation or market convention are
recognised at the trade date. Trade dateis the date on which the Fund commitsto purchase or sell theasset.

The management determines the appropriate classification of the investments made by the Fund in accordance with the requirements of
Intemational Accounting Standard (IAS) 39: 'Financia Instruments: Recognition and Measurement', at the time of purchase and re-
evaluates this classfication on aregul ar basis. Investments are categorised asfollows:
a) Financial assetsat fair value through profit or loss
Investments that are acquired principally for the purpose of generating a profit from short-term fluctuations in prices are classified
as 'Financial assets at fair value through profit or |oss. These investments are marked to market using the closing market rates at
the end of each day and are carried on the Statement of Assetsand Liabilities at fair value. Ne& gains and losses arising on changes

infair value of these investments are taken to the Income Statement.

Investmentsin unquoted debt securities, if any, are carried at fair value.
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b)  Availablefor sale

Available for sale financial assets are those non-derivative financial assets that are designated as available for sale or are not
classfied as (a) loans and receivables, (b) hel d to maturity investments or (c) financial assets at fair value through profit or loss.

Investments categorised as available for sale are initially recognised at fair value plus transaction costs that are directly
attri butable to the acquisition of the financial assets. Subsequent toinitial recognition, ‘avail abl efor sale' investments are measured
at fair value. Net gains and losses arising on changes in fair values of these investments are taken to equity until the available for
sale investment is derecognised. At this time, the cumulative gain or loss previously recogni sed directly in equity is transferred to
the income statement.

The Fund assesses at each balance sheet date whether there is objective evidence that a financial asset class fied as available for
saleis impaired. If evidence of impairment exists, the cumulative loss recognised in equity i s removed from equity and recognised
in the income statement.

Investments in unquoted debt securities, if any, are carried at fair value.

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or where the Fund
has transferred substantially al | ri sks and rewards of ownership.

Transaction codts are included in the initial measurement of all financial assets and li abilities except for transaction costsincurred
at the time of acquidtion of financial assets at 'fair value through profit or loss' and transaction costs that may be incurred on
disposal which are charged as expense when incurred.

C) Derivatives

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

3.2 | ssue and redemption of units
Units issued are recorded at the offer price, determined by the Management Company for the applications received by the distributors
during busi ness hours on that date. The offer price represents the net asset value per unit as of the close of the business day plus the

all owabl e sales load, provision for transaction costs and any provision for duties and charges, if applicable. The sales|oad is payable to
the investment facil itators, distributors and the Management Company. Transaction costs are recorded as the income of the Fund.

Units redeemed are recorded at the redemption price, applicable to units for which the di stributors recei ve redemption request during
business hours of that day. The redemption price represents the net asset value per unit as of the close of the business day less any back-
end | oad, any duties, taxes, charges on redemption and any provision for transaction costs, if applicable.

3.3 Proposed dividend and transfer between reserves
Dividends declared and transfers betw een reserves made subsequent to the balance sheet date are considered as non-adjusting events and
are recognised in the financial statements in the period in which such dividends are declared / transfers are made.

34 Element of income/ (loss) and capital gains/ (losses) included in pricesof unitsissued less those in unitsredeemed

An equalisation account called the ‘element of income/ (loss) and capital gains / (losses) included in prices of units issued less those in
unitsredeemed' iscreated, in order to prevent the dilution of income per unit and di stributi on of income already paid out on redemption.
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The Fund records that portion of the net element of income / (loss) and capital gains/ (losses) rel ating to units i ssued and redeemed
during an accounting period which pertains to unrealised gains / (losses) held in the Unit Holder's Funds in a separate reserve account
and any amount remaining in this reserve account at the end of an accounting period (whether gain or loss) is included in the amount
available for distribution to the unit holders. The remaining portion of the net element of income / (loss) and capital gains/ (losses)
relating to units issued and redeemed during an accounting period is recognised in the Income Statement.

35 Provisons
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. Provisons are regularly reviewed and adjusted to reflect the current best esti mate.

36 Net asset value per unit

The net asset 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 unitsin circulation at the year end.

37 Earningsper 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.

38 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 amongst the unit holders. Accordingly, no tax liability has been recorded for thecurrent year.

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

The Fund provides for deferred taxation using the bal ance sheet liability method on all major temporary differences between theamounts
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 rel ated tax benefit will be realised. However, the Fund has not
recognised any amount in respect of deferred tax in these financial statements as the Fund intends to continue avai ling the tax exemption
in future years by distributing at least ninety percent of its accounting income for the year asreduced by capital gains, whether reali sed
or unreali sed, to its unit holders every year.

39 Preliminary expenses and floatation costs
Preliminary expenses and floatation costs represent expenditure incurred prior to the commencement of operations of the Fund and
include underwriting commission, commission to the bankers to the issue, brokerage paid to the members of the stock exchanges and
other expenses. These costs are being amortised over a period of five years commencing from 30th April 2006.

310 Offsetting of financial instruments
Financial assetsand liabilities are offset and the net amount isreported i n the Statement of Assets and Liabilities whenthereis alegally
enforceable right to set off the recognised amounts and thereis an intention to settle on a net bas's, or realise the assets and settle the
liabiliti es s multaneously.

31 Financial assetsand financial liabilities

Financial assets carried on the Statement of A ssetsand Liabilitiesinclude bank balances, investments, receivable against sale of
investments, receivable againgt sale of units, dividend and profit receivable and deposits and certain other recei vables.
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3.12

3.13

3.14

3.15

Financial liabilities carried on the Statement of Assets and Liabilities include payable to Arif Habib Investment Management Limited —
Management Company, payable to Central Depository Company of Pakistan Limited — Trustee, payable to Shariah Advisor, payable
against purchase of i nvestments, payable on redemption of units and accrued expenses, creditors and certain other liabilities.

Impairment

The carrying value of the Funds assets are reviewed at each balance sheet date to determine whether there is any indication of
impairment. If such an indication exists, the asset's recoverable amount is estimated. An impairment loss is recognised whenever the
carrying amount of an asset exceeds its recoverable amount. mpairment losses are recogni sed in the Income Statement.

Revenue recognition

Realised capital gains/ (losses) arising on sale of investments are included i n the Income Statement on the date at which the transaction
takes place.

Unrealised capital gains / (losses) arising on marking to market of investments classified as ' Financial assetsat fair value through profit
or loss 'are included in the Income Statement in the period in which they arise.

Dividend income i< recognised when the right to receive the payment i< establi shed.

Profit on bank deposits is recognised on an accrual bacsis.

Profit on investment in Sukuk certificates is recognised on an accrual basis.

Cash and cash equivalents

Cash and cash equivalents compri se of bank balances.

Foreign currency trandation

Foreign currency transactions are trandated into the functional currency using the exchange rates prevailing at the dates of transactions.
Forei gn exchange gains and losses resulting from the settlement of such transactions and from the trandation at year-end exchange rates
of monetary assets and liabilities denominated in foreign currenci es are recognized inincome statement. Translation differences on non-

monetary financial assets and liabilities such as equities at fair val ue through profit or loss are recognized in the Income Statement
within thefair value net gain or loss.

Note 30th June 30th June
2008 2007
-------- Rupeesin '000---------
BANK BALANCES
In current accounts 20,981 9,140
In deposit accounts 100,285 159,042
121,266 168,182
INVESTMENTS-'AT FAIR VALUE THROUGH PROFIT OR LOSS
Investment in shares listed in Paki stan 51 575,995 693,082
Investment in units of mutual funds outside Pakistan 5.2 173568 211,217
Investment in unlisted Sukuk in Pakistan 53 81,736 -
831,299 904,299
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5.1 Investment in shares listed in Pakistan
—————————————————— Number of shares* -———-————-—————— Balanceasat 30" June 2008
Nameof thelnvesee Purchases Market value [Marke vl ueag
o Asat 1 Jul i N——. Bonus/ Right| Salesduring |Asat 30" Jung] Cost Market Appreciaion/ |asa percentage] a per centage of
Y 2007 yaga;r issue theyear 2008 Vdue (Diminution) of net assets |totd i nvestment
————— (Rupeesin '000)-——---
TEXTILE COMPOSITE
Nishat Mills Limited 187,400 - - - 187,40C 16,801 16,111 (690) 1.64 194
16,801 16,111 (690)
CEMENT
Attock Cemert Pakistan Limited - 121,800 - - 121,80C 13,110 9394 (3716) 0.95 1.13
Cherat Cement Limited 331,890 - - 331,80 - - - - - -
13,10 9394 (3.716)
CHEMICALS
ICI Pekisten Limited 430,000 340,200 - 458,600 311,600 51.53¢ 50,283 (1255 51 6.05
51,53¢ 50,283 (1,2%
PAPER & BOARD
Century Peper & Board Mills Limited. 133,800 - 13,380 147,180 - - - - - -
Peckages Limited 323,515 - 43,307 104,800 262,02z 46,152 66,001 19848 6.71 7.94
46,15% 66,001 19848
AUTOMOBILE ASSEMBLERS
Honda Atlas Cars (Pek) Limited 636,440 - 189,340 825,780 - - - - - -
Indus Motors Compary Limi ted 12,100 - - 12,10 - - - - - -
Pek Suzuki Motor Company Limited 54,900 97,000 - - 151,90C 51,604 18,1% (33408) 1.85 219
51,604 18,196 (33,408)
REFINERY
Netiond Refinary Limitec 125,900 - - 125,90 - - - - - -
POWER GENERATION & DISTRIBUTION
Hub Power Campany Limitec - 2,410,500 - - 2410,50C 76,028 68,940 (7,085) 7.01 8.29
Kot Addu Power Conpary Limited - 2,009,800 - 2,009,800 - - - - - -
76,028 68,940 (7,086)
OIL & GASMARKETING COMPANIES
Pekistan Sate Oil Campany Limited - 145,000 - 30,000 115,000 47,982 1,809 4.88 577
47,982 1,809
OIL & GAS EXPLORATION
COMPANIES
QOil & GasDevedopmert Company Limited 863,927 100,000 - 250,000 713,927 86,17¢ 88,784 2605 9.02 10.68
Pekistan Petroleum Limited - 120,000 - - 120,00C 31,32( 29,519 (1801) 3.00 355
———
117,49 118,303 804
TECHNOLOGY AND COMMUNICATION
Pekistan Tdecommunication Compary Limited."A" - 1,236,400 - - 1235,40C 53,37z 47,736 (5636) 4.85 574
Netsol technologies Limited o 76,600 28,536 105,136 - - - o A -
53,372 7.7% (5636)
FERTILIZER
Fauiji Fertilizer Compary Li mitec 857,600 2,000 © 386,100 496,500 61,89¢ 65,697 3799 6.68 7.90
Engro Chemica Pakisten Limited 324,300 - 83,449 172,900 239,84¢ 42,112 67,322 25240 6.84 8.10
Fauii Fertilizer Bin Qesim Linited 1,757,500 650,000 - 2407,50 - - - - - -
104,01C 133,08 29039
576,28% 575,9% (290)

* Fully paid ordinary shares of Rs 10 each

5.11 Investments include shares with market value of Rs 14,745,495 (2007: Nil) which have been pledged with National Clearing Company of

Pakistan Limited for guaranteeing settlement of the Fund'stradesin accordance with Circular number 11 daed 23%October 2007 issued by the
Securities & Exchange Commission of Pakistan.
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5.3

531

54

Investment in units of mutual funds outside Pakistan

- Number of units -~~~ — - — - Balance as a 30" June 2008
Market vdue ag M arket value ag
g Purchases Bonus/ . h -
Nameof the Mutua Fund Asat 1 T — Right Sales during | As at 3d Cost Market Appreciation/ per centageof | percentage of
July 2007 uringthe g theyear June 2008 © Value (Diminution) net assets | total investment
year issue
---—--Rupeesin '000—-—---
Al Fanar US Large Capita Limited (52.1)
705 (705)
Al Fanar Europe L imited (52.2 515 515 62074 97,811 35,737 9.94 1177
Al Fanar AsiaLimited (523) 863 863 6202€ 75757 13,731 7.70 9.11
124,10C 173,568 4946€

These represent investment in Class 'A' units of Al Fenar US Large Cap Limited incorporated in British Virgin |dands. Al-Fanar US large Cap
Limited investsin USlarge vdue stocks, in accordance with the | damicinvestment guidelines.

These represent investment in Class 'A' units of Al Fanar Europe Limited incorporated in British Virgin Islands. Al Fana Europe Limited
invests in European equities, in accordance with the | damic investment guidelines.

These represent investment in Class'A’ units of Al Fanar Asia Limited incorporated in British Virgin Idands. Al Fenar Asa Limited invests in
Asian equities, in acoordance with the Idamic investment guiddines.

Unlisted sukuk certificates

- —-—-—- Number of certificates —-—---

Balance asat 30" June 2008

Asa PUrchass Sdes » Market valueas | | Market vaue ag
Name of the | nvestee Company| Prdfit Rate % auly 2007 | duringthe | during the Asat;g;;June Ccost Market Value gziﬁ'&“ﬂ) perca;:(g:sof net tzz ?:T/Iaa;:g“
year year
——-—-Rupeesin '000——-—-
EngroChemica Pakigan Limited ~ Kibor + 1L5% - 16,000 16,000 80,000 81,736 1,736 8.31 9.83
80,000 81,73€ 1,736
These have aface value of Rs 5,000 each
30t June 30t June
2008 2007
Unrealised appreciation / (diminution) in the value of investments at -—----Rupeesin '000---—----
fair value through profit or loss - net
Marke vdue of investments 831,299 904,299
Less Codt of investments (780,385) (796,161)
50,914 108,138
Net unrealised (appreciaion) / diminution in the value
of invesments & far value through profit or
lossat the beginning of theyear (108,138) 65,392
Realised on disposal during the year 41,765 (36,464)
(66,373) 28,928
Unrealised Gain/ (Reversal of gain) on letter of rights (8,531) 8531
(23,990) 145,597
DIVIDEND AND PROFI T RECEIVABL E
Dividend receivable 4,604 4,059
Rrofit receivable on bank deposits 2,587 3,595
Incomereceivable from Sukuk 3,016 :
10,207 7,654
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9.1

Note 300 June 30th June
2008 2007
-------- Rupeesin '000---—-----
DEPOSITS,PREPAYMENTS AND OTHER RECEIVABLES
Advance tax 480 108
Recei vable from Pakistan Income Fund - 203
Recel vable from Pakistan Stock Market Fund 185 -
Prepaid expenses 13 51
Receivable from Arif Habib Investment Management Limited
- Management Company 216 25
Deposits with Central Depasitory Company of Pakistan Limited 200 200
Deposits with National Clearing Company of Pakistan Limited 2,500 -
Unrealised gain on letter of rights - 8,531
3,594 9,118
PRELIMINARY EXPENSES AND FLOATATION COSTS
Opening bal ance 8.1 6,320 7970
Less: Amortisation during the year (1,650) (1,650)
Cl osing balance 4,670 6,320

Preliminary expenses and floatation costs represent expenditure incurred prior to the commencement of operations of the Fund and are
bei ng amortised over a period of five years commencing from 30th April 2006.

Note 30th June 30th June
2008 2007
-------- Rupeesin '000----------
PAYABLE TO ARIFHABIB INVESTMENT MANAGEMENT
LIMITED —-MANAGEMENT COMPANY
Management fee 9.1 1,965 1,980
Front end load payable 666 28
Back end | oad payable 1 -
2,632 2,008

For class A and class B units, management fee is calculated as foll ows:

- 3% of the average annua net assets of the Fund attributable to class A and class B units as reduced by 25 percent of the
management fee on the amount of foreign investments attributable to class A and class B units.

For class C and class D units, management fee is calculated as follows:

- 2% of the average annual net assets of the Fund attributable to class C and class D units as reduced by 25 percent of the
management fee on the amount of forei gn investments attributable to class C and class D units.

For unitswhich were originally issued to the core investors, management fee is calculated as follows:
- 15% of the average annual net assets of the Fund attributable to the units originally issued to the core investors as reduced by 25%

of the management fee on the amount of foreign investments attri butable to the units originally issued to the core investors.

The management feei s paid to the M anagement Company monthly in arrears.
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30th June 30th June
2008 2007
10 PAYABLE TO CENTRAL DEPOSITORY COMPANYOF e Rupeesin ' 000---------
PAKISTAN LIMITED - TRUSTEE
Remuneration payable 163 175
CDS charges payable 2 -
165 175

10.1  The Trustee is entitled to amonthly 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 Asset Value of the Fund.

Based onthe Trust Deed, the tariff structure applicable to the Fund as at 30" June 2008 is as follows:

Amount of Funds Under Management (Aver age NAV) Tariff pe annum
Upto Rs. 1,000 million Rs 0.7 million or 0.20% p.a. of NAV, whichever is higher
On an amount exceeding Rs 1,000 million Rs 2.0 million plus 0.10% p.a. of NAV exceeding Rs 1,000 million

The remuneration is paid to the trustee in arrears.
1 PAYABLE TO SECURITIESAND EXCHANGE COMMI SSION OF PAKISTAN - ANNUAL FEE

Under the provisions of the Non Banking Finance Companies & Noatified Entities Regulations, 2007, a collecti ve invesment scheame is
required to pay as annual fee to the SECP, an amount equal to one-tenth of one percent of the average annual net assets of the scheme.

30" June 301" June
Note 2008 2007
12 ACCRUED EXPENSESAND OTHER LIABILITIES s Rupeesin ' 000----------
Auditors remuneration 420 391
Brokerage 136 37
Payable to Pakistan Income Fund 317 -
Payable to Pakistan Stock Market Fund - 2,036
Withholding Tax payable - 128
Zakat Payable 112 237
Charity / donation payable 12.1 1,668 949
Credit Rating Fee 100 -
Professional services charges 50 -
NCSS charges 1 -
Capital Value Tax 12 -
Printing & related cost 234 -
3,050 3,778

12.1  According tothe ingtructions of the Shari ah Board, any income earned by the Fund from investments w hereby a portion of investment of
such investee has been made in non-shariah compliant avenues, such portion of the income of the Fund from that investee should be
donated for charitable purposes directly by the Fund.

13 NUMBER OF UNITS IN ISSUE

The unitsin issue as at 30t June 2008 in each classwereasfoll ows:

30th June 30th June
Classes 2008 2007

A& B 12,163,372 6,780,595
C&D 6,810,642 11,430,577
18,974,014 18,211,172
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13.1  Pattern of unitholding

As at 30t June 2008

Number of unit Investment Percentage
holders amount investment
(Rupeesin '000)
Individuals 3621 508,517 51.68%
Associated compani es 1 122 0.01%
Insurance compani es 2 3,543 0.36%
Directors 2 220 0.02%
Banks/ DFls 6 216,110 21.96%
NBFCs 1 1 0.00%
Reti rement funds 48 175,018 17.7%
Public limited companies 2 6,233 0.63%
Others 17 74,319 7.55%
3700 984,083 100.00%
As at 30t June 2007
Numbers of Investment Per centage
units holder s amount invesment
(Rupeesin '000)
Individuals 5035 339,453 31.65%
Associated compani es 1 118 0.01%
Insurance compani es - - -
Directors 1 391 0.04%
Banks/ DFIs 14 292,066 27.23%
NBFCs 5 22,337 2.08%
Reti rement funds 45 127,652 11.90%
Public limited companies 12 247,401 23.07%
Others 24 43113 4.02%
5137 1,072,531 100.00%
For theyear For the year
Note ended 30t June ended 30t June
2008 2007
———————— Rupeesin '000---------
14 MANAGEMENT FEE
Management Fee 22,505 28,527
Amount of additional units issued to class 'C' & 'D' unit holders
againgt the amount of rebate in management fee 14.1 5,969 7,943
28,474 36,470

14.1  The management company has announced different units ("C" and "D" class units) to which reduced levels of management fee are
appli cable. Thisreduction in management fee is passed on to such unit holders under a specific mechani sm set out in the Trust Deed. In
this connecti on, the amount of reduction in management fee is deemed to be reinvested in the Fund on behal f of eligible unit holders and
additional units (at the prevailing NAV of the Fund) are issued by the Trustee to such unit holders on a daily basis. Consequently, under
the mechanism, 111,258 (for the year ended 30th June 2007: 158,883) additional units amounting to Rs 5.969 million (for the year
ended 301 June 2007: Rs 7.943 mil lion) have been i ssued to these unit holders by the Trustee during the current year.
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AUDITORS REMUNERATION

Audit fee

Half yearly review fee

Other certifications and services
Out of pocket expenses

TRANSACTIONSWITH CONNECTED PERSONS

Year ended Year ended
30th June 2008 30th June 2007
-------- Rupeesin '000----—----

175 150

80 50
505 405
9 30
769 635

Connected persons include Arif Habib Investment Management Limited being the Management Company, Arif Habib Bank Limited
(Formerly Arif Habib Rupali Bank Limited), Arif Habib Securities Limited, Arif Habib Limited and Aba Ali Habib being companies
under common management, Central Depository Company of Pakistan Limited being the trustee, other collective investment schemes

managed by the Management Company and directors and offi cers of the Management Company.

The transacti ons with connected persons are in the normal course of business, at contracted rates and terms determined in accordance

with market rates.

Arif Habib I nvesment Management Limited- M anagement
Company

Remuneration of the Management Company
Front End Load

Back End Load

Transaction costs

349 units Invested in the Fund (2007: Nil)

Arif Habib Limited - Brokerage House
Brokerage

Arif Habib Bank Limited
Bal ance wi th bank

Directorsand Officers
307,909 units (2007: 28,985 units) issued during the year
261,570 units (2007: 176,793 units) redeemed during the year

Arif Habib Invessment M anagement Limited Employees Provident Fund
66,353 units (2007: Nil) issued during the year

Central Depository Company of Pakistan Limited - Trustee

Remuneration for the year

Year ended

30t" June 2008

Year ended

30t" June 2007

(Rupeesin '000)

28474
5,986
1,448

364
18

235

15430

16,240
14,740

3,620

2019

36,470
911

46

190

100

1,485
9,561

2,267
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30th June 30th June

2008 2007
16.1 Amountsoutstanding as at the year end -—---—--Rupeesin '000--------
Arif Habib | nvestment Management Limited
- Management Company
Remuneration payable 1,965 1,980
Transaction cost receivable 216 25
Front-end load payable 666 28
Back-end load payable 1
Central Depository Company of Pakistan Limited - Trustee
Balance at end of the year 165 175
Security deposit (assets) 200 200

17 YIELD / INTEREST RATE RISK

17.1  The Fund ismainly exposed to mark-up/ interest rate ri sk on its investment portfolio. The Investment Committee of the Fund reviews the
portfdio of the Fund on aregular basisto ensurethat risk is managed within acceptabl eli mits.

Asat 30" June2008
Exposed toYidd/Interest risk
Morethan three Not exposed to
Uptothreemanths ~ monthsand upto Morethan Yidd/ Interest risk Totd
oneyear
e year
—————————————————— Rupeesin '000--————————————-————
On-balanceshee finana d instruments
Financid Assets
Bark baances 100,285 - - 20981 121,266
Receivable against sdeof investrrerts - - - 2 2
Receivable against sdeof urits - - - 20,185 20185
Investrerts 81,736 - - 749563 831,299
Dividerd and profitreceivable - - - 10207 10207
Depostsard other recdvebles - - - 3101 3101
18,021 - - 804039 986060
Financid Liabilities
PayabletoArif Hebib I nvesmert Management Limited
- Management Conrpany - - - 2632 2632
Payebleto Centrd Deposita’y Compary of Pekistan
Limited- Trustee - - - 165 165
Payad eto Sharish Advisor - - - 83 83
Payade an recenption of units - - - 180 180
Acorued expenses and ather liabilities - - - 3050 3050
- - - 6,110 6110
On-balanceshegt gap 182,021 - - 797929 979,950
Off-balancesheet finandal instruments - - - - -
Off-balance sheet gap - -
Asat 30" June2007
Exposed toYidd/Interest risk
Morethen three Not exposed to
Uptothreemanths ~ monthsand upto Mlerehn Yidd/ Interest rik Totd
oneyear
e year
—————————————————— Rupeesin '000--————————————-————
On-balanceshed finand d instruments
Financid Assets
Bark baances 199,042 - - 9140 168182
Recdvable aganst sdeof investrerts - - - 18356 18356
Recdvableaganst sde of units - - - 1680 1,680
Investrrerts - - - 904299 904,299
Dividerd and profitreceivabe - - - 7654 7,654
Depostsand other receivebles - - - 8959 8959
199,042 - - 950088 1,109130
Financid Liabilities
PayabletoArif Hebib I nvesmert Management Limited
- Management Conrpany - - - 2008 2008
Payableto Centrd Deposita'y Compary of Pekistan
Limited- Trustee - - - 175 175
Payat eto Sharigh Advisor - - - 210 210
Payaide an recenptionof units - - - 35640 35640
Accrued expenses and ather ligbilities - - - 3778 3778
- - - 41811 41,811
On-balancesheet gap 159,04z - - 908277 1,067,319

Off-balance sheet finandal instruments - - - - R

Off-balance sheet gap - -
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The rates of return on financial instruments are as follows:

Bank balances
Sukuk certificates

MATURITIES OF ASSETSAND LIABILITIES

Asets

Bank balances

Recevable against sde of investment
Receivable against sde of units

Investments

Dividend and profit receivable

Deposits, prepayments and other receivables
Preliminary expenses and floatation costs

Liabilities
Payableto Arif Habib Investment Management Limited
- Management Company
Payable to Centrd Depository Company of Pakistan Limited - Trustee
Payable to Shariah A dvisor
Payabl e to Securities and Exchange Commission of Pakistan
Payable on redemption of units
A ccrued expensesand other liabilities

Asets

Bank balances

Receivable against sae of investment
Receivable against sde of units

Investments

Dividend and profit receivable

Deposits, prepayments and other receivables
Preliminary expenses and floatation costs

Liabilities
Payableto Arif Habib Investment Management Limited
- Management Company
Payable to Centra Depository Company of Pakistan Limited - Trustee
Payable to Shariah A dvisor
Payabl e to Securities and Exchange Commission of Pakistan
Payable against purchase of investment
Payable on redemption of units
A ccrued expensesand other liagbilities

2008 2007
Percentage per annum

4.97 t0 10.0 151090
Kibor + 1.5% -

As at 30" June 2008

Morethan
Upto three three months Morethan
Total
months and upto one oneyear
year
121,266 121,266 - -
2 2 - -
20,185 20,185 - -
831,299 831,299 - -
10,207 10,207 - -
3,594 881 13 2,700
4,670 413 1,237 3,020
991,223 984,253 1,250 5,720
2,632 2,632 - -
165 165 - -
83 83 - -
1,030 1,030 - -
180 180 - -
3,050 3,050 - -
7,140 7,140 - -
984,083 977,113 1,250 5,720
As at 30t June 2007
Morethan
Upto three thr ee months Morethan
Total
months and upto one oneyear
year
s o= RUPEES iN 000 - -om o moem e e
168,182 168,182 - -
18,356 18,356 - -
1,680 1,680 - -
904,299 904,299 - -
7,654 7,654 - -
9,118 8,867 51 200
6,320 413 1,237 4,670
1,115,609 1,109,451 1,288 4,870
2,008 2,008 - -
175 175 - -
210 210 - -
1,267 1,267 - -
35,640 35,640 - -
3,778 3,778 - -
43,078 43,078 - -
1,072,531 1,066,373 1,288 4,870
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19 TOPTEN BROKERS/DEALERS BY PERCENTAGE OF COMMISSION PAID

2008
1 Arif Habib Limited 11.35%
2 JSGlobal Capital Limited 8.38%
3 Taurus Securities Limited 7.87%
4  DJIM Seaurities (Private) Limited 7.78%
5 Global Securities Pakistan Limited 6.76%
6 Invest Copital & Investment Bank Limited 6.38%
7 AKD Securities Limited 5.74%
8 H.H. Misbah Securities (Private) Limited 5.60%
9 BMA Capitd Management Limited 5.35%
10 Shehzad Chamdia Securities (Privae) Limited 4.68%
2007
1 Cassim Investment (Privae) Limited 1542%
2 H.H. Misbah Securities (Private) Limited 11.75%
3 DM Seaurities (Private) Limited 10.39%
4 Invisor Seaurities (Private) Limited 8.55%
5 Arif Habib Limited 8.22%
6 Orix Invesment Bank Pakistan Limited 7.60%
7 BMA Capitd Management Limited 6.22%
8 AtlasCapital Market (Private) Limited 4.58%
9 Al Faleh Securities (Private) Limited 3.58%
10 Taurus Securities Limited 3.50%
20 PARTICULARS OF INVESTMENT COMMITTEE AND FUND MANAGER
Details of members of investment committee of the Fund are as follows:
2008
Designation Qualification Experience in
years
1 Bashara Ullah Chief Investment Officer MBA 15
2 Syed Ajaz Ahmed Chief Finandal Officer LLB/ACMA 36
3 NaziaNauman Head of Research MBA / CFA 8

20.1 Basharat Ullah is the Manager of the Fund. He has obtained aMaste's degree in Business Administration. Other Funds being managed by
thefund manager are as follows:

a) Pakistan Stodk Maket Fund
b)  Pakistan Capital Market Fund
c)  Equity portion of the Discretionary Managed Portfolios

21 RISK MANAGEMENT

The Fund is an Idamic asset allocation fund, which primaily invests in shares of listed companies. Investment in shares of companies
carries a risk that is considered higher than that of investment in debt securities. Capital invested in the stock market could, in extreme
circumstances, lose its entire value. However, studies show that diversification of the investment into a number of shares and industrid
sectors with a ressonably longer-term investment horizon reduces the risk associated with investing in the stock market. The risk

emanates from various factors thatinclude, but are not limited to:

21.1 Market risk

Market risk is the risk of volatility in share prices resulting from their dependence on market sentiments, speculative activities, supply and
demand for shares and liquidity in the market. The volatility in share pri ces results in volatility in the net assets value based price of the
Fund. The value of invessments may fluctuate due to change in business cycles affecting the business of the company in which the
investment is made, change in business circumstances of the company, its business sector, industry and / or the economy in general.

The Management Company manages market risk by monitoring exposure on marketable securities by following the intend risk
management policies and investment guiddines approved by the Investment Committee of Management Company and regulations laid
down by the Securities and Exchange Commission of Pakisten.
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21.2 Creditrisk
Credit risk management

Credit risk arises from the inabil ity of the relevant brokerage house or the counter party to fulfill their obligations. There isa possibility
of default by participants or failure of the financial markets/ stock exchanges, the depositories, the settlements or clearing system, etc.

The Fund’s policy is to enter into financial contracts in accordance with the interna risk management policies and investment
guidelines approved by the Investment Committee. In addition, the risk is managed through assignment of credit limits and by
following grict credit evaluation criterialaid down by the Management Company. The Fund does not expect to incur material credit
losses onits financial assets.

Concentration of credit risk

Concentration of credit risk exists when changes in economic or industry factors smilarly 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
broadly diversified and transactions are entered into with diverse credit-worthy counterparties thereby mitigating any significant
concentrations of credit risk.

21.3 Liquidity risk
Liquidity risk is the risk that the Fund may encounter difficulty in raising funds to meet its obligations and commitments. The
Management Company manages the liquidity risk by maintaining maturities of financial assets and financial liabilities and investing a
major portion of the Fund's assetsin highly liquid financial assets.

21.4 Fair value of financial instruments

Investments on Statement of Assets and Liabilities are carried at fair value. The Management Company is of the view that the fair
market value of the remaining financial assets and liabilities are not signifi cantly different from their carrying values since assets and
liabilities are essenti ally short-term in nature.

2 ATTENDANCE AT MEETINGS OF BOARD OF DIRECTORS

The 40, 418t 42nd 43rd 42th 45th 46t 47th 48th 49th 50t and 515t Board meetings werehdd on 4t July 2007, 218t July 2007,
6t October 2007, 24t October 2007, 28t November 2007, 26t January 2008, 291 March2008, 4t April 2008, 23" April 2008,101 May
2008, 23'd May 2008 and 24" June 2008 respectively. Information in respect of attendance by Directors in the meetingsis given below:

Number of meetings

Name of Director Held Attended L eave M eetingsnat attended

granted
1 Mr. Salim Chamdia 12 12 - -
2 Mr. NasimBeg 12 12 - -
3 Mr. Sirgjuddin Cassim 12 - 12 -
4 Mr. Muhammad Akmal Jameel 12 1 1 47" meeting
5 Mr. Muhammad Kashif 12 6 6 40™, 440 46" 47" 48" and 50" meeting
6 Mr. Muhammad Shafi Malik 12 10 2 44" and 49" meeting
7 Mr. JohnKirkham 12 2 10 42™t051% meeting
8 Mr. Mirza Qamer Beg 12 10 2 40" and 41% meeting
23 CAPITAL RISK MANAGEM ENT

The Fund's capital is represented by redeemable units. They are entitl ed to dividends and to payment of a proporti onate share based on
the Fund's net asset value per share on the redemption date. The relevant movements are shown on the statement of movement in unit
holders fund.

The Fund has no redtricti ons or specific capital requirements on the subscription and redemption of units.
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The Fund's objectives when managing capital are to safeguard its ability to continue as a going concern so that it can continue to
provide returns for units holders and to maintain a strong capital base to meet unexpected losses or opportunities.

In accordance with the NBFC Regulations, the Fund is required to distribute at least ninety percent of its income from sources other
than capital gain as reduced by such expenses as are chargeable to the Fund.

In accordance with risk management policies stated in note 21, the Fund endeavors to invest the subscriptions received in appropriate
investments while maintai ning sufficient liquidity to meet redemption, such liquidity being augmented by short-term borrowings or
disposal of i nvestments where necessary.

24 NON - ADJUSTING EVENT AFTER THE BALANCE SHEET DATE

TheBoard of Directors of the Management Company in its meeting held on 3rd July 2008 has proposed a final di stribution in respect of
the year ended 30th June 2008 of Rs 1.75 per unit (2007: Rs8.75 per unit) amounti ng to Rs 33.205 million (2007: Rs 159.348 million).

The financial statements for the year ended 30t June 2008 do not include the effect of this appropriation which will be accounted for
in the financial statements for the year ending 30th June 2009.

25 DATE OF AUTHORISATION FOR | SSUE

These financial statements were authorised for issue on 25t July 2008 by the Board of Directors of the M anagement Company.

26 CORRE SPONDING FIGURES

Unrealised gain on letter of rights amounting to Rs 8,531 thousand has been reclassified from "Other income" to "Unrealised
appreci ation / diminution on investments at fair value through profit or loss'.

27 GENERAL

Figures have been rounded off to the nearest thousand Rupees.

For Arif Habib I nvesment Management L imited
(Management Company)

Chief Executive Director
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DETAILSOF PATTERN OF HOLDING (UNITS)

Unit Hed
Associated Company
Arif Habib Investment Management Limited 2,349.02
Director and CEO
Nasim Beg (Chief Executive) 10,062
Muhammad Akma Jameel (Director) 2,885.17
Public Limited Companies 120,181.97
Banksand Financial I nstitution 4,235,516.91
Other Cor por ate Sector Entities 1,431,330.32
Individual 9,796,880.80
Retirement Funds 3,374,807.35
TOTAL 18,974,013.53
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PATTERN OF UNIT HOLDING (BY SZE)
AS OF 30T™H JUNE 2008

No. of Unit FROM TO Total UnitsHeld Percentage
Holders
329 1 100 19,025.02 0.10
1318 101 500 327,143.%4 1.72
608 501 1000 425,764.57 2.24
1063 1001 5000 2,342,594.56 12.35
193 5001 10000 1,367,841.61 7.21
55 10001 15000 659,570.08 3.48
25 15001 20000 447,509.68 2.36
2 20001 25000 503,284.41 2.65
8 25001 30000 217,547.29 1.15
4 30001 35000 130,346.96 0.69
7 35001 40000 253,160.02 1.33
3 40001 45000 125,945.11 0.66
9 45001 50000 425,833.44 2.24
3 50001 55000 152,671.16 0.80
3 55001 60000 171,654.59 0.90
1 65001 70000 66,353.36 0.35
4 70001 75000 287,570.50 1.52
3 75001 80000 232,217.06 1.22
3 85001 90000 264,741.66 1.40
4 90001 95000 371,275.30 1.96
4 100001 105000 406,818.70 2.14
2 105001 110000 211,728.18 112
1 115001 120000 117,451.14 0.62
6 120001 125000 724,579.47 3.82
1 140001 145000 140,059.77 0.74
1 150001 155000 153,900.96 0.81
2 175001 180000 351,642.55 1.85
1 180001 185000 184,278.59 0.97
1 190001 195000 193,404.28 1.02
3 205001 210000 619,084.22 3.26
1 235001 240000 239,695.54 1.26
1 240001 245000 242,122.03 1.28
1 250001 255000 251,147.37 1.32
1 255001 260000 257,176.00 1.36
1 265001 270000 266,722.75 1.41
1 270001 275000 274,356.62 1.45
2 355001 360000 716,146.98 3.77
1 485001 490000 488,047.87 2,57
1 500001 505000 503,624.27 2.65
1 595001 600000 599,238.85 3.16
1 1530001 1535000 1,530,608.06 8.07
1 1710001 1715000 1,710,129.52 9.01
3,700 TOTAL UNITS 18,974,013.63 100.00
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PERFORMANCE TABLE
2008 2007 2006

Net assets (Rs '000) 984,083 1,072,531 1,378,168
Net Incomre / (loss) (Rs'000) 32,760 227,664 (65,690)
Net asset vd ue per unit (Rs) 51.86 58.89 47.73
Closing sdling price per unit (Rs) 54.02 60.40 48.95
Closing repurchase price per unit (Rs) 51.86 58.89 47.73
Highest selling price per unit (Rs) 60.34 60.52 51.59
Lowest lling price per unit (R9 48.69 46.22 44.25
Highest repurchase price per unit (Rs) 58.83 59.01 50.30
L owest repurchase price per unit (Rs) 47.47 45.07 43.14
Distribution per unit (Rs) 1.75 8.75 -
Distribution dates Fdulyod 4 Juyos -
Totd return of the Fund 3.43% 23.40% (4.54%)
Distribution 3.49% 18.33% -
Caoital growth (0.06%) 5.07% -
Average annual return of the Fund (CACR)

1Yea 343% 23.40% (23.60%)

2 Yea 12.96% 14.98% -

3 Yea (sinceinception) 9.50% - -
Disdaimer
Past performance is not necessarily indicative of future performance and unit prices and i nvestrent returns may go down, as well
asup.




