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Mission Statement

To be an innovative, proactive, skillful

and risk-averse mutual fund that adds

value to the investment of unit holders by

maximizing returns and providing

exemplary customer services.
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REPORT OF THE DIRECTORS OF
THE MANAGEMENT COMPANY

The Board of Directors of Dawood Capital Management Ltd. ("DCM" or the "Company") the Management
Company of Dawood Islamic Fund ("DIF"/"the Fund"), the reviewed financial statements for the year ended
June 30, 2010, are pleased to present the third annual report and the audited financial statements of the Fund
for the year ended June 30, 2010.

This Report presents the financial, operating and performance of the fund and highlights the key business
challenges faced by us during the year. The fund continued its journey of success and has emerged with a
more progressive and dynamic outlook despite several challenges.

Fund Performance

As at June 30, 2010, net assets were Rs. 231 million as compared to Rs. 387 million as at June 30, 2009.
Total operating income for the year was Rs. 42.25 million as opposed to Rs. 32.20 million for the same period
last year. Total expenses during the year escalated to Rs. 58.54 million as compared to Rs. 13.34 million in
last year. The increase in expenses was mainly due to impairment losses on debt securities which were
increased from Rs. 5 million to Rs. 49.5 million. The main reason of this escalation was due to defaults of
investee companies on account of debt securities. Element of income was increased from Rs. 3.01 million
to Rs. 12.65 million.

However, the Net Asset Value per unit has increased from Rs. 96.92 to Rs. 98.95 as at June 30, 2010 because
of unrealized appreciation on re-measurement of investment by 12.82 million.

Investment Strategy

The investment strategy devised for the Fund seeks to provide investors with balanced exposure to Shariah
based equity securities, debt securities and short-term Musharika placements. The Fund's strategy aims to
not only preserve investors' capital but also to maximize the value of their investments while providing a
stable stream of income.

As on June 30, 2010, the Fund has made equity investments of Rs. 40.15 million mostly in strong dividend
payout and blue chip scripts representing 13.40% of total assets. Major emphasis in building the portfolio
was to accumulate those scripts which are under-priced and have huge growth potentials. Major sector-wise
weightage of the portfolio is Oil & Gas 10.10%.

The debt securities consist of 31.33% of the total assets which includes diversified investment grade portfolio.
Overall secondary debt market remained under pressure due to downward revaluation and defaults of major
debt securities in the market. Few issuers have done their rescheduling which, we hope, will help regaining
the investors' confidence in the upcoming year.

Dividend

Based on the above the Board of Directors of the Management Company has decided not to pay any dividend
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distribution to the unit holders for the year as compared to 5.20% distribution last year.

Sales and Redemption of Units

A total of 155,505 units were issued in the current year valued at Rs. 15.52 million and 1,806,135 units were
redeemed with a value of Rs. 167.31 million. As on June 30, 2010, the total number of outstanding units
were 2,339,554 valued as 231.49 million.

Charity

The Fund has accrued Rs. 0.483 million out of its total income for charity. Please see the note 22.

Credit Rating

The Pakistan Credit Rating Agency Limited (PACRA) has assigned a "4-Star" short-term rating to your fund
for the second year in a row which reflects superior performance relative to its peers.

Economic Outlook

FY 2010 AT A GLANCE

The outgoing year witnessed the making of a global recovery. Leading indicators, and upgraded projections
from the IMF, have so far pointed to a sharp rebound in the world economy. Pakistan has shown gradual
recovery on the macroeconomic front in the FY10. However, the recovery is still fragile and the stabilization
needs to be consolidated so that the gains over the past two difficult years are not lost.

The SBP took a cut in interest rate by 50bps to 12.50% in November 2009 after peaking in November 2008.
SBP took this step in the consequence of declining CPI in the country thus resulted in overall decline in the
interest rates till March 2010. Due to inflationary pressure in the following months coupled with rising twin
deficits, SBP again raised the interest rate by 50bps in its July 2010 monetary policy.

Despite severe challenges, the economy showed resilience in the outgoing year. Growth in Gross Domestic
Product (GDP) for 2009-10, on an inflation-adjusted basis, has been recorded at a provisional 4.1% as
compares to the GDP growth of 1.2% in the previous year.

CPI Inflation has recorded a 12.3% YoY with food inflation of 12.5% and non food inflation at 12%. This
inflationary pressure seems to continue due to prevailing Political, Law and Order and economic conditions
of the country.

Floods Devastations

Heavy floods in the Indus River resulting from monsoon rains have caused widespread damage to the
economy. The scale of the devastation caused by the floods is staggering. Nearly 20mn people have been
displaced, making this one of the worst natural disasters in history. Nearly 1.25mn houses have been completely
destroyed, leaving most of the affected households without shelter. Losses to the economy are estimated at
close to USD 4bn (2% of GDP).
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We now expect a significant slowdown in GDP growth in FY11 (ends June 2011) and lower our growth
forecast to 2.5%; this would follow growth of 4.1% in FY10. We also now expect FY11 inflation to jump
sharply to 15%, depending on the extent of the damage and the measures taken by the government to
reconstruct and rebuild the affected areas.

Stock Market Review

Stock Markets during the FY10 showed a considerable recovery as compared to the passing year by gaining
35.74%. Investor's confidence has improved as compared to FY09 because of stability in economic indicators.

Foreign portfolio investment increased to US$ 569 million in FY10. Foreign participation was mainly
determined by attractive valuation of the market as compared to the regional markets. On the other side
mainly due to titled towards index heavy weight. Out of the major sectors listed on KSE, oil & gas, chemical
sector (particularly fertilizers stock) and auto stocks outperformed the market while cement, refineries and
insurance sector were underperformed. OGDC the largest oil and gas Exploration Company and MCB largest
private sector bank contributed 52% of the index gain (OGDC 45% & MCB 7.0%).

Average daily market volume during the year was 161 million shares (Rs. 6.97 billion) as compared to 105.6
million (Rs. 4.43 billion) last year which showed an improvement of 52% on a YoY basis.

Debt Market Review

Debt market remained under pressure throughout the FY10. Downgrading and downward valuation of major
debt scripts at MUFAP coupled with defaults of major investee companies led towards negative market
sentiments. Also the pressure selling of debt scripts by mutual funds to meet liquidity requirements joined
the party. These issues hampered the secondary market led towards the shaky investors' confidence on the
mutual fund industry.

New Developments

Bond Automated Trading system (BATS) was introduced and trading was started at KSE BATS from
November 2009, major participant are still of the opinion that still strong regulatory framework is required
for the success of this system.

Compliance with the Best Practices of the Code of Corporate Governance

The statement is being presented to comply with the "Code of Corporate Governance" (Code) contained in
the listing regulations of the Karachi Stock Exchange for the purpose of establishing a framework of good
governance, whereby a listed Fund is managed in compliance with the best practices of Code. The directors
of the Management Company hereby confirm the following as required by clause (xix) of the Code:

* The Financial statements of the Fund, prepared by the management of the Company present fairly
its state of affairs, the result of its operations, cash flows and changes in equity.

* The Management Company has maintained proper books of accounts of the Fund.
* Appropriate accounting policies have been consistently applied in preparation of financial statements

and accounting estimates are based on reasonable and prudent judgment.
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* International Accounting Standards, as applicable in Pakistan, have been followed in preparation
of the financial statements, and departure (if any) has been adequately disclosed.

* The system of internal control is sound in design and has been effectively implemented and
monitored.

* There are no significant doubts upon the Fund's ability to continue as a going concern.
* There has been no trading during the year in the units of the Fund carried out by the Directors,

Chief Executive Officer, Company Secretary and their spouses and their minor children except as
disclosed below:

Trades By Investment Redemption
(No. of Units) (No. of Units)

Chief Executive Officer 470  470
Directors -  -
Officer - -

* There has been no material departure from the best practices of corporate governance as detailed
in the listing regulations.

* There are no statutory payment on account of taxes, duties, levies and charges outstanding.
* There has been no departure from the best practices of transfer pricing.

Changes in Directors

During the year election of directors has been conducted in Extraordinary General Meeting dated March 22,
2010 and reappointment of CEO has been made with no variations in terms and conditions.

Currently, the Company has Seven Directors on its Board.

Board of Directors Meetings

During the year 2009-10 five (5) meetings of the Board of Directors of the management company were held,
the requisite details are as under:

S. No.            Name Designation Entitlement to Attend Leave of Absences
Meeting          

1. Mr. Feroze Sayeed-ud-Deane Chairman 5 1
2. Ms. Tara Uzra Dawood Chief Executive 5 2
3. AVM (Retd.) Zulfiqar Shah Director 5 -
4. Mr. Iftikhar Hussain Director 5 1
5. Syed Shabahat Husssain Director 2 -
6. Mr. Nazimuddin Feroz Director 5 3
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Audit Committee

The Board of Directors of the Management Company in compliance with the Code of Corporate Governance
has constituted an Audit Committee with specific terms of reference comprising the following three members
including the Chairman, who is an independent non-executive director.

Mr. AVM (Retd.) Zulfiqar Ahmed Shah Chairman
Mr. Gul Nawaz Member
Mr. Masood A. S. Wahedna Member

The Audit Committee reviewed the quarterly, half-yearly and annual financial statements before submission
to the Board and their publication. The Audit Committee had detailed discussions with the external auditors.
The Audit Committee also reviewed internal audit findings and held separate meetings with internal and
external auditor as required under the Code of Corporate Governance.

Auditors

The present Auditor, Deloitte M. Yousuf Adil Saleem & Co, Chartered Accountants are due for retirement
and being eligible, offer themselves for re-appointment. As required under the Code of Corporate Governance,
the Audit Committee of Management Company has recommended the appointment of Deloitte M. Yousuf
Adil Saleem & Co, Chartered Accountants as auditors for the year ending June 30, 2011.

Risk Management

Risk taking is an integral part of any business and is rooted in the philosophy of risk versus reward, that is,
the higher the risk the greater the reward. Our fundamental objective is to maximize unit holder's value, but
this must be carried out in a clearly articulated risk tolerance framework.

DIF is exposed to a variety of risks including credit, liquidity, Interest rate, market risk and operational risk.

Our risk management policies and procedures ensure that risks are effectively identified, evaluated, monitored
and managed. Risk management is a dynamic function and management must continuously monitor its
internal risk procedures and practices in order to reduce earnings variability.

The Board has formed the following committees to manage the various types of risks the Fund is exposed
to:

* Board's Audit Committee
* Investment Committee

Statement of Ethics and Business Practices

The Board of Directors of the Management Company has adopted a statement of ethics and business practices.
All employees are informed of this statement and are required to observe these rules of conduct in relation
to business and regulations.
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Marketing Function/Role

DIF continues to be one of the most exciting and profitable Shariah Compliant Islamic Asset Allocation Fund
in Pakistan. It is also the most innovative fund in the industry with its DAWOODPERKS® loyalty program
(which has grown to over 20 eminent partners) and DAWOOD SAVINGS FUNDS® including BABYFUND®
(children's trust fund), LADIESFUND® and SHAADIFUND®. The DIF family has now grown to include
joint promotions with various enterprises including restaurants, art galleries, boutiques, salons and variety
of other stores. A list of current partners and promotions is available on our website www.dawoodperks.com

For further strengthening our "CUSTOMER-CENTRIC" approach and to provide better customer services
we have added two new customer service toll free numbers (0800-FUNDS) to our existing customer services
contact number including one UAN (111-DAWOOD).

In addition to the above stated marketing, further publicity is derived from interviews, newspaper articles
and participation in industry events.

Information Technology

The IT department has been an integral department of the organization. A cutting-edge computerized
environment and efficient utilization of information technology has been the hallmark of your company's
policy.

The company continuously invests in technology to improve internal decision-making operational efficiencies
and the quality of service to customers.

The IT function besides creating an efficient IT environment in the organization also keeps abreast with the
latest trends in information technology. In addition, DCM continues to implement initiatives to reduce the
usage of paper through the utilization of information technology as part of the company's long tenure objective
to strive towards a paperless environment.

The Fund is also constantly upgrading its website, www.firstdawood.com/dcm which provides corporate
product information.

  Human Resource Training and Development

DCM's employees are its greatest asset. Hence, several significant initiatives have been taken during the year
to improve upon the hiring including retention and work environment-related issues, grooming of skills to
match with the changing business needs, induction of qualified and experienced professionals. Training and
Human Resource Development continues to be of prime importance in 2010-11.

  Events Occurring After the Balance Sheet Date

As per the directive of SECP dated July 7, 2010 and in the light of Legal Opinion the Management of DCM
has decided to incorporate the reversal of impairment and suspense income aggregating Rs. 18.89 Million
of Kohat Cement Company Limited w.e.f. 28th June, 2010 the date when MUFAP reclassified Kohat Cement
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Company Limited as Performing. This resulted reduction of loss from Rs. 22.53 Million to Rs. 3.64 Million
for the year ended June 30, 2010.

Due to the above treatment the NAV of 28th June, 2010 and onward will be revised accordingly.

Transaction with Connected Persons/Related Parties

Transactions between the Fund and its connected persons are carried out on an arm's length basis and the
relevant terms of the transactions are determined in accordance with the "Comparable Uncontrolled Price
Method". The Fund has fully complied with the best practices on transfer pricing as contained in the Listing
Regulation of the Karachi Stock Exchange.

Pattern of Unit Holding

The Pattern of unit holders presents a fortitude blend of investors.

       Units (%)
     

75.60 % held by Banking Companies & DFIs
0.02 % held by NBFC's
3.79 % held by Retirement Fund
19.62 % held by Other Corporate
0.97 % held by Others

Key Financial Highlights

Key financial highlights are summarized and annexed to these financial statements.

Acknowledgement

The Directors wish to express their gratitude to the Securities & Exchange Commission of Pakistan and other
regulatory bodies for their valuable support, assistance and guidance during these times of recovery. The
Board also thanks the employees of the Asset Management Company, CDC and Shariah Advisors for their
dedication and hard work and also the unit holders for their confidence in the Management.
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REPORT OF THE FUND MANAGER
FOR THE YEAR ENDED 30 JUNE 2010

Fund Objective

Dawood Islamic Fund (DIF) is an Islamic Asset Allocation Fund, its objective is to provide investors the
opportunity to earn Riba-free Halal Munafa and capital growth through investments.

Fund Performance

As at June 30, 2010, net assets were Rs. 231 million as compared to Rs. 387 million as at June 30, 2009.
The net loss for the financial year 2009-10 was Rs. 3 million, as compared to profit Rs. 22 million last year.
The Net Asset Value per unit has increased from Rs. 96.92 to Rs. 98.95 as at June 30, 2010.

Income Derived as per following:
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PS = Profit on Sukuks
PM = Profit on Musharika
PBB = Profit on Bank Balances
PCG = Profit on Capital Gains
DI = Dividend Income
DRI = Diminution on Re-measurement of Investments
EICG = Elements of Income/Capital Gains in Price of Units Sold Less Redeemed

Mainly the income was derived from Sukuks portfolio followed by Element of Income due to depressed
NAV on account of provisions taken in the second half of the year.

DIF Shown a positive outlook during 1H of FY2010 but lack of liquidity in the market led the down-gradation
and defaults on Sukuks and other debt instruments. Due to illiquid market conditions and inability of the
issuers, fund took provisions on non-performing scripts. At the close of the year, one of the defaulted scripts,
Kohat Cement Company Limited Sukuk, paid its due obligation and qualified as a performing script. DIF
reversed the provision on KCCL Sukuk which resulted in the increase in Net Assets closing the fiscal year
with positive return of 2.09%.
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During the FY2010 DIF generated a positive return of 2.09% as compared to 12.97% increase in its hybrid
benchmark (25% KMI-30 Index and 75% average Islamic Bank savings deposit rates). The major reasons
of this underperformance were provisions on defaulted issuers and illiquid capital markets.

On the equity side, the stock market remained under pressure in the second quarter of the FY 2010 as compared
to the first quarter due to the unstable law and order situation and NRO controversy, putting an extra pressure
on the fund in terms of unrealized losses in the portfolio. However, market regained its momentum in second
half of year and closed on a positive note. DIF has the long term investments in blue chip items only, which
recover their fair values in the long run.

Investment Strategy

The investment strategy devised for the Fund seeks to provide investors with balanced exposure to Shariah
based equity securities, debt securities and short-term Musharika placements. The Fund's strategy aims to
not only preserve investors' capital but also to maximize the value of their investments while providing a
stable stream of income.

The portfolio management team selects investments using various analytical
disciplines such as top-down fundamental research and quantitative
screens in the light of the country's macro indicators. In particular, the
team seeks to include in its portfolios fundamentally strong sectors and
companies, while dynamically rebalancing portfolios to benefit from
predicted macro trends. Investments are diversified across a mix of
sectors and investors are offered an optimized risk/return profile.

On June 30, 2010, the Fund has made equity investments of Rs. 40.15 million mostly
in strong dividend payout and blue chip scripts representing 13.40% of total assets. Major emphasis in
building the portfolio was to accumulate those scripts which are under-priced and have huge growth potentials.
Major sector-wise weightage of the portfolio is Oil & Gas which is 10.10% of the total assets.

The high percentage in Oil & Gas sector was mainly due to the merging of previously two sectors Oil & Gas
Exploration and Marketing into one sector according to new sector classification. However, Fund maintained
its holdings in this sector due to its long term appreciation and dividend paying capability.
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The debt securities consist of 37.33% of the total assets which includes
diversified investment grade portfolio. Overall secondary debt market
remained under pressure due to downward revaluation and defaults of
issuers in the market. Few issuers have done their rescheduling which
will help regain the investor confidence.

During the year no major activity was observed in the debt investments
due to illiquid market conditions except selling of few scripts in order to
take advantage of better prices and to increase the liquidity in the
fund. The Fund has maintained the optimum level of debt credit quality as at June30, 2010.

Major Strategies and Policies Employed During the Year 2010

On the basis of our objectives of long term value investing, the Fund mostly adopted criteria to take new
exposures in those sectors/stocks which fulfill all Shariah compliant criteria and offered positive fundamentals
and technical signals, reduce exposure from those sectors/stocks where fundamentals and technical become
negative. Sector wise details of major strategies and policies employed are as under.

* Fund maintained its exposure in Pharmaceutical sector. Glaxo is the script held throughout the year
due to strong earning potential.

* Fund increased its exposure in Oil and Gas sector. (Due to sectors reclassification this sector is
composed of previously OMC, OEC and Refinery sectors). OGDC was completely offloaded as
it comprises of approximately 25% of the sector in KSE-100 Index and hence overvalued. Fund
booked the capital gain in OGDC and maintained the exposure in NRL and Shell.

* Chemical sector was added in the portfolio during the year (Fertilizer sector is merged due to
reclassification). Engro was offloaded for profit realization. ICI was added due to strong fundamentals.

* Fund offloaded the exposure in Telecom sector for profit realization.

Economic Review:

Stock Market Review

Stock Markets during the FY10 showed a considerable recovery and KSE-100 Index posted a healthy return
of 35.74% as compared to the decline of 41.72% last year. Investor's confidence has improved as compared
to FY09 because of stability in economic indicators. This was particularly due to the foreign investors who
were attracted by cheap valuation in the market. The passing year had also witnessed few new subscriptions
in chemical, textile and fertilizer sectors.

Foreign portfolio investment increased to US$ 569 million in FY10. Foreign participation was mainly
determined by attractive valuation of the market as compare to the regional markets. On the other side mainly
due titled towards index heavy weight. Out of the major sectors listed on KSE, Oil & Gas, chemical sector
(particularly fertilizers stock) and auto stocks outperformed the market while cement, refineries and insurance
sector were underperformed. OGDC the largest Oil and Gas Exploration Company and MCB largest private
sector bank contributed 52% of the index gain (OGDC 45% & MCB 7.0%).

Average daily market volume during the year was 161 million shares Rs. 6.97billion as compare to 105.6
million (Rs. 4.43billion) last year which showed an improvement of 52% on a YoY basis.
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After the announcement of the Capital Gain Tax, investors took the cautious approach initially due to the
lack of clarity in the modalities of CGT and volumes slowed down in the market. However, towards the end
of the year, volumes improved in expectation of the introduction of leveraged product in the market.

New Developments

Bond Automated Trading system (BATS) was introduced and trading was started at KSE BATS from November
2009, major participant are still of the opinion that still strong regulatory framework is required for the success
of this system.

Factors Which Effect the Market

The bearish trend was witnessed during the first quarter of the year however adverse political and law and
order conditions, uncertainty about discount rate and latency in IMF Tranche deteriorated the confidence and
investors side lined from the market. But again situation calm down and volumes increased in the second
half and KSE-100 Index crossed the psychological barrier of 10,000 points. However, volumes shrunk in
June due to levy of CGT but regained its momentum at the close of the year in expectation of the leveraged
product in the market.

Inflow & Outflow from Foreign Portfolio Investment

Foreign portfolio investment increased to US$ 569 million in FY10 opposed to a huge outflow of US$ 445
million a year ago. Foreign participation was mainly determined by attractive valuation of the market as
compared to the regional markets and also by the inclusion of Pakistan in MSCI Frontier Market Index. On
the other side mainly due to titled towards index heavy weight OGDC.

Challenges Ahead:

Historic floods in the Indus River resulting from monsoon rains have caused widespread damage to the
economy. Nearly 20mn people have been displaced, making this one of the worst natural disasters in the
global history.

Now it is the biggest challenge for the government and private sector to rebuild the entire infrastructure from
scratch. The rebuilding and resettlement requires huge funds which will be fulfilled through foreign aid and
more loans. It will increase the tax burdens on the rest causing inflation to rise sharply.

Future Outlook

The year is started unfortunately on a disastrous note of historic flood devastations across the country. We
now expect a significant slowdown in GDP growth in FY11 (ends June 2011). We also now expect FY11
inflation to jump sharply to 15%, depending on the extent of the damage and the measures taken by the
government to reconstruct and rebuild the affected areas.
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Detail of Pattern of Holdings (Units)
As at June 30, 2010

                Catogory No. of Unit Holders Unit Held
Associated Companies
Dawood Capital Management Ltd. - -
BRR Guardian Modaraba -  -
First Dawood Investment Bank Ltd. - -

Chairman
Mr. Feroze Saeed-Ud-Deane - -

Chief Executive
Miss Tara Uzra Dawood -  -

Directors    
Mr. Masood A.S. Wahedna - -
Mr. Nazimuddin Feroz -  -
AVM (Retd.) Zulfiqar Ahmed Shah -  -
Syed Shabahat Hussain    - -
Mr. Gul Nawaz  - -

Individuals  80  22,631

Banks/DFIs 1  1,768,695

NBFCs 1 561

Retirement Funds  2  88,679

Others  3 458,988

TOTAL 87  2,339,554
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REPORT OF THE SHARIAH ADVISORS

We, the Shariah Advisors of the Dawood Islamic Fund (DIF) managed by Dawood Capital Management
Limited (DCM) are issuing this report in accordance with clause 3.4 (c) (v) of the Trust Deed of the said
Fund. The scope of the report is to express an opinion on the Shariah Compliance of the Fund's activities.

In the capacity of Shariah Advisors, we have prescribed criteria and procedures to be followed in ensuring
Shariah Compliance in every investment.

It is the responsibility of the Management Company of the said Fund to establish and maintain a system of
internal controls to ensure compliance with Shariah guidelines. Our responsibility is to express an opinion,
based on our review, to the extent where such compliance can be objectively verified. A review is limited
primarily to inquiries of the Management Company's personnel and review of various documents prepared
by the Management Company to comply with the prescribed criteria.

In the light of the above, we hereby certify that:

1. We have reviewed and approved the modes of investments of DIF in the light of the Shariah guidelines.

2. All the provisions of the Scheme and investments made on account of DIF by DCM (Shariah Division)
for the year ended June 30, 2010 are Shariah compliant and in accordance with the criteria established.

3. Furthermore the Management Company has calculated an amount of PKR 483,432/= this amount is a
percentage of the dividend income attributable to the non-compliant sources of the investee companies
where dividend was received during the year. We confirm that we have checked and verified this
amount. The treatment of the above Non-Shariah compliant income is disclosed in the Notes to the
Accounts under the heading of "Prohibited Income in the Distributed Income". As the Shariah non-
compliance amount of PKR. 483,432/- is received by the FUND during the year and due to losses, the
FUND has not made any profit distribution to the Unit Holders, therefore, in our opinion, it must be
paid as charity from FUND to any charitable Institution with the consent of the Shariah Board.

May Allah bless us with best Tawfeeq to accomplish His cherished tasks, make us successful in this world
and in the Hereafter.

Prof. Mufti Munib-ur-Rehman Mufti Syed Zahid Siraj Mufti Syed Sabir Hussain
Chairman Member Member
Shariah Board Shariah Board Shariah Board

Karachi
September 27, 2010
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INDEPENDENT ASSURANCE PROVIDER’S REPORT
ON SHARIAH COMPLIANCE TO THE UNITHOLDERS

We have performed our independent assurance engagement of Dawood Islamic Fund (the Fund) to assess
the Fund's compliance with the Shariah guidelines prescribed by the Shariah Adviser of Dawood Islamic
Fund for the year ended June 30, 2010.

Management Company's Responsibility
Management company of the Fund is responsible for the appointment of Shariah Adviser of the Fund and
for compliance with the Shariah guidelines prescribed by the Shariah Adviser. This responsibility includes:
designing, implementing and maintaining internal control to ensure compliance with the Shariah guidelines
issued by the Shariah Adviser of the Fund.

Responsibility of Independent Assurance Providers
Our responsibility is to express our conclusion on the compliance based on our independent assurance
engagement, performed in accordance with the International Standards on Assurance Engagement (ISAE
3000) 'Assurance Engagements other than Audits or Reviews of Historical Financial Information'. This
standard requires that we comply with ethical requirements and plan and perform the engagement to obtain
reasonable assurance whether the Fund has complied with the guidelines issued by the Shariah Adviser.

The procedures selected depend on our judgement, including the assessment of the risks of material non-
compliances with the Shariah guidelines. In making those risk assessments, we have considered internal
controls relevant to the entity's compliance with the guidelines in order to design our procedures that are
appropriate in the circumstances, for gathering sufficient appropriate evidence to determine that the Fund
was not materially non-compliant with the guidelines. Our engagement was not for the purpose of expressing
an opinion on the effectiveness of entity's internal control.

Conclusion
In our opinion, the Fund was, in all material respect, in compliance with the Shariah guidelines issued by
the Shariah Adviser of the Fund for the year ended June 30, 2010.

Engagement Partner:     M. Yousuf Adil Saleem & Co.
Mushtaq Ali Hirani                    Chartered Accountants

Karachi
Date: October 4, 2010
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TRUSTEE REPORT TO THE UNIT HOLDERS

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

The Dawood Islamic Fund (the Fund), an open-end Fund was established under a trust deed dated September 13, 2006,
executed between Dawood Capital Management Limited (DCML), as the Management Company and Central Depository
Company of Pakistan Limited, as the Trustee.

1. In our opinion, the Management Company has in all material respects managed the Fund except for the matters
as discussed in paragraph 2 and 3 below, during the year ended June 30, 2010 in accordance with the provisions
of the following:

(i) Limitations imposed on the investment powers of the management company under the constitutive documents of
the Fund;

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

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

2. On September 22 and 23, 2009 the Fund rolled over a Musharika Placement amounting to Rs.35 million with BRR
Guardian Modaraba (BRRGM), a connected party which was continuously rolled over upto March 2010. On
September 18, 2009, Trustee allowed the Fund to further roll over with the condition that 472,600 units valuing
Rs.39.07 million at that time of Dawood Money Market Fund a connected party obtained as collateral will be
encashed on default. At the time of final maturity BRRGM failed to pay the maturity amount of Rs.37.36 million,
therefore, Trustee exercised the redemption option and recovered the partial amount of Rs.33.88 million as the
value of collateral had decreased on the date of maturity and accordingly a shortfall of Rs.3.48 million had arisen
which stands as further recoverable from BRRGM. However, despite several follow ups with Management Company
the matter is still unresolved.

3. The Fund made investment with Invest Capital Investment Bank Limited of Rs.50 million on August 29, 2007 with
three years maturity. However, the counter party paid mark-up of Rs.3.6 million on maturity date of August 30,
2010 and requested to rollover the principal which was declined by Management Company. Simultaneously, CDC
being Trustee expressed serious concern on counter party financial position and followed-up for recovery of fund
amounts as the investment had also exceeded the limits of 10% of the net assets as at June 30, 2010 as against the
requirements of Regulation 55(5) of the NBFC Regulations. The matter has been reported to Securities & Exchange
Commission of Pakistan (SECP). The Management Company has now come up with 2 options for recovery of
Fund assets based on their meetings with counter party, on which Management Company has already given its
recommendation for one of the options, which is yet to be evaluated in consultation with SECP from the Unit
Holder's perspective.

4. For the purpose of information the attention of the unit holders towards the facts on June 02, 2010, a major Unit
Holder, having holding of approximately 80% of total fund size, submitted a redemption request of 29% of its
holding which was not honored by the Management Company due to the reason that there were some discrepancies/non-
submission of documents along-with redemption form. On September 17, 2010, the same unit holder submitted
another redemption request for remaining 71% of its holding which was again not honored by the Management
Company due to same reason. As per Management Company, the redemptions can be settled on resolution of
discrepancies, however, they have a considered view and are confident, based on their relationship with the unit
holder, that they can convince them to withdraw their redemptions. If, however, Management Company could not
convince unit holder for withdrawal of their redemptions, the settlement of the same will be executed which may
be in the form of assets of the Fund. Even after this situation Management Company is confident that they will
run the Fund as going concern and improve the size of Fund and for that purpose they have already started their
efforts.

Muhammad Hanif Jakhura
Chief Executive Officer
Central Depository Company of Pakistan Limited

Karachi: October 29, 2010
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STATEMENT OF COMPLIANCE WITH THE CODE OF CORPORATE GOVERNANCE
FOR THE YEAR ENDED JUNE 30, 2010

This statement is being presented to comply with the Code of Corporate Governance contained in listing regulations of
Karachi Stock Exchange for the purpose of establishing a framework of good governance, whereby a listed company is
managed in compliance with the best practices of corporate governance.

Dawood Capital Management Limited (the Company), the management company of Dawood Islamic Fund (the Fund)
has applied with the principles contained in the Code in the following manner: -

1. The Company encourages representation of independent non-executive directors on its Board of Directors. The Board
has one executive director.

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

3. All the resident directors of the Company are registered as taxpayers and none of them has defaulted in payment of
any loan to a banking company, a Development Financial Institution or a Non-banking Financial Institution. None
of the directors of the Company is a member of any Stock Exchange.

4. Casual vacancies occurred in the Board on December 24, 2008 which was filled up on June 09, 2010. The delay was
caused due to approvals on part of the Security and Exchange Commission of Pakistan.

5. The Company has prepared a 'Statement of Ethics and Business Practices', which has been signed by all the directors
and key employees of the Company.

6. The Board has developed a vision/mission statement and the overall corporate strategy of the Company and has also
formulated significant policies for the Fund. A complete record of particulars of significant policies along with the
dates on which they were approved or amended has been maintained.

7. All the powers of the Board have been duly exercised and decisions on material transactions, including appointment
and determination of remuneration and terms and conditions of employment of CEO, have been taken by the Board.

8. The meetings of the Board were presided over by the Chairman. The Board met at-least once in every quarter during
the year. Written notices of the Board meetings, along with agenda and working papers, were circulated at least seven
days before the meetings. The minutes of the meetings were appropriately recorded and circulated.

9. The Company arranged an orientation courses for its directors during the year to apprise them of their roles and
responsibilities.

10. No new appointment of CFO, Company Secretary or Head of Internal Audit has been made during the year.

11. The directors' report relating to the Fund for the year ended June 30, 2010 has been prepared in compliance with
the requirements of the Code and fully describes the salient matters required to be disclosed.

12. The financial statements of the Fund were duly endorsed by the CEO and CFO before approval of the Board.

13. The directors, CEO and executives do not hold any interest in the units of the Fund other than those disclosed in
the pattern of unit-holdings.

14. The Company has complied with all the corporate and financial reporting requirements of the Code with respect to
the Fund.

15. The Board has formed an Audit Committee. At June 30, 2010, it comprises of two (2) members, both of whom are
non-executive directors including the chairman of the committee. Mr. A.S Wahidna (a third member) has been
appointed on July 06, 2010 to comply with the minimum requirement of 3 members.
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16. The meetings of the audit committee were held at least once every quarter prior to approval of interim and final
results of the Fund as required by the Code.  The terms of reference of the audit committee have been framed and
approved by the Board of the Company and advised to the committee for compliance.

17. The Board has outsourced the internal audit function to a firm of Chartered Accountants who are considered suitably
qualified and experienced for the purpose and are conversant with the policies and procedures of the Fund and their
representatives are involved in the internal audit function on a full time basis.

18. The statutory auditors of the Fund have confirmed that they have been given a satisfactory rating under the Quality
control review programme of the Institute of Chartered Accountants 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 International Federation of Accountants (IFAC) guidelines on code of ethics as adopted by Institute
of Chartered Accountants of Pakistan.

19. The statutory auditors or the persons associated with them have not been appointed to provide other services except
in accordance with the Listing Regulations and the auditors have confirmed that they have observed IFAC guidelines
in this regard.

20. The related party transactions have been placed before the Audit Committee and approved by the Board of Directors
of the Company.

21. We confirm that all other material principles contained in the Code have been complied with.

On Behalf of the Board of Directors
Dawood Capital Management Limited

Karachi Tara Uzra Dawood
October 04, 2010 Chief Executive Officer



REVIEW REPORT TO THE MEMBERS ON STATEMENT OF
COMPLIANCE WITH BEST PRACTICES OF CODE OF CORPORATE
GOVERNANCE

We have reviewed the statement of compliance with the best practices contained in the code of Corporate
Governance prepared by the Board of Directors of DAWOOD CAPITAL MANAGEMENT LIMITED
(the Management Company) of the DAWOOD ISLAMIC FUND (the Fund) to comply with the Listing
Regulations of the Karachi Stock Exchange, where the Fund is listed.

The responsibility for compliance with the Code of Corporate Governance is that of the Board of Directors
of the Management Company of the Fund. Our responsibility is to review, to the extent where such compliance
can be objectively verified, whether the Statement of Compliance reflects 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 Management Company's personnel and review of various documents prepared
by the Management Company to comply with the Code.

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

The Code of Corporate Governance requires board of directors to approve related party transactions bifurcating
between transactions carried out on terms equivalent to those that prevail in arm's length transactions and
transactions which are not executed at arm's length price. In this connection we are only required and have
ensured compliance of requirement to the extent of board of directors approving the related party transactions
in the aforesaid manner. We have not carried out any procedures to enable us to express an opinion as to
whether the related party transactions were carried out at arm's length price.

Based on our review, nothing has come to our attention which causes us to believe that the Statement of
Compliance does not appropriately reflect the Fund's compliance, in all material respects, with the best
practices contained in the Code of Corporate Governance, as applicable to the Company for the year ended
June 30, 2010.

 
                 M. Yousuf Adil Saleem & Co.

              Chartered Accountants
Karachi
Date: October 4, 2010
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INDEPENDENT AUDITORS' REPORT TO THE UNIT HOLDERS
We have audited the accompanying financial statements of Dawood Islamic Fund (the Fund), which comprises the statement
of assets and liabilities as at June 30, 2010, and the income statement, statement of comprehensive income, distribution
statement, statement of movements in unit holder's fund, cash flow statement and a
summary of significant accounting policies together with other explanatory notes.

Management Company's Responsibility for the Financial Statement

Management Company of the Fund is responsible for the preparation and fair presentation of these financial statements
in accordance with the requirements of the Trust Deed, Non-Banking Finance Companies (Establishment and Regulation)
Rules, 2003, the Non-Banking Finance Companies and Notified Entities Regulations, 2008 and approved accounting
standards as applicable in Pakistan.  This responsibility includes: designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether
due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are
reasonable in the circumstances.

Auditors' Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards as applicable in Pakistan. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the fund's preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the fund's internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation
of the financial 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 statements give a true and fair view of the state of the Fund's affairs as at June 30, 2010 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 provisions of the Trust Deed
and the Non-Banking Finance Companies and Notified Entitles Regulations, 2008 and Non-Banking Finance Companies
(Establishment and Regulation) Rules, 2003.

Engagement Partner:     M. Yousuf Adil Saleem & Co.
Mushtaq Ali Hirani                    Chartered Accountants

Karachi
Date: October 4, 2010
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