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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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The Board of Directors of Dawood Capital Management Ltd. ("DCM" or the "Company") the Management
Company of Dawood Islamic Fund ("DIF-S"/"the Fund"),are pleased to present the fourth annual report
and the audited financial statements of the Fund for the year ended June 30, 2011.

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, 2011, net assets were Rs. 344 million as compared to Rs. 231 million as at June 30, 2010.
Total operating income for the year was Rs. 44.09 million as compared to Rs. 42.25 million for the same
period last year. Total expenses during the year were Rs. (3.50) million as opposed to Rs. 58.54 million for
the same period last year. The decrease in expenses was mainly due to reversal of impairment losses on debt
securities.

However, the Net Asset Value per unit has increased from Rs. 98.95 to Rs. 112.26 as at June 30, 2011 because
of reversal of impairment loss on debt securities by Rs. 12.42 million.

Investment Strategy

During the year, fund greatly optimized its portfolio and maintained major investments in government
securities and bank deposits due to higher risks on other available instruments in the market. Only the exposure
in the government securities and bank deposits during the illiquid market maintains a low risk threshold and
yields consistent returns for the fund.

During FY11, debt market showed some recovery and trading observed especially by the introduction of
BATS. Management of the Fund successfully offloaded its low graded debt securities which not only increased
the unitholders' value but also increased the fund size.

As at June 30, 2011, fund reduced its exposure in debt securities to 33% and maintained 67% liquidity in
the portfolio. Debt securities are all high rated corporate instruments paying on regular basis.

The investment strategy of DIF-S is modeled on a conservative approach towards investments. The Fund's
strategy emphasizes the safety of capital and aims to achieve the highest rate of return while maintaining a
low risk threshold. Investors are provided the convenience of redeeming units or subscribing to DIF-S at
their discretion.

Dividend

The Board of Directors has announced dividend (50% Bonus Dividend and 50% Cash Dividend) to unit
holders of Rs. 10.50 per unit on NAV of June 30, 2011 of Rs. 112.2587. Which comes out to be 10.61% of
the opening Ex-NAV of Rs. 98.9468. Unit holders will get 5.1593 Bonus units per 100 units held and Cash
Dividend of Rs. 5.25 per Unit.
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The total return on investment including the appreciation in NAV amount to 13.45%

Sales and Redemption of Units

A total of 746,976 units were issued in the current year valued at Rs. 1.74 million and 19,545 units were
redeemed with a value of Rs. 2.26 million. As at June 30, 2011, the total number of outstanding units were
3,066,984 valued as 344.30 million.

Charity

The Fund has accrued Rs. 0.585 million out of its total income for charity. Please see the note 19.

Credit Rating

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

Overall Economic Scenario

Pakistan's Economy

This year Pakistan's economy went through arollercoaster owing to economic challenges andreparations. The
disastrous floods in early FY11caused a substantial loss to the economy due towhich country's GDP growth
remained 2.4% inFY11, much lower than the initial target of 4.5%.Worsening power crisis and the elephant
sizecircular debt also deterred the economy, alreadypressurized by increasing POL prices and powertariffs
during FY11.

Headline Inflation

According to the Federal Bureau of Statistics (FBS), average headline
inflation remained slightly below revised estimate of 14.0%. Inflationary
pressures during May-June 2011 remained muted due to a significant
decline in perishable food item prices (10.1% fall) and lower international
commodity prices (especially crude oil) on fears of a global slowdown
in economic growth. Thus, average CPI inflation for the fiscal year came
at 13.9%, slightly below government's revised estimate of 14.0%.

Food and Energy Prices And FY11 CPI Inflation

Retail inflation in FY11 was mainly driven by higher food and energy prices with food, fuel and lighting
and transport and communication groups contributing 68% to average inflation during the year. Food prices
increased by 17.9% on average during the fiscal year, initially due to supply shocks created by widespread
floods early in the year and later because of an uptick in global prices. While energy prices were driven
higher by upward revision in electricity rates and significant jump in retail fuel prices.
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Headline and Non-Food Non-Energy (NFNE) Core Inflation

Though headline inflation depicted a stable trend during the last few months of FY11, NFNE core inflation
started to accelerate, rising from 9.20% in February to 10.40% in June. The above indicates a shift in inflation
drivers from food and energy to other groups. There are two reasons: 1) a prolonged and significant increase
in food and energy prices is feeding into other prices; 2) after remaining subdued for the last several months,
HRI inflation started picking up now.

Improvements in External Accounts

Current account for FY11 has posted a surplus of USD 542mn (+0.3% of GDP) showing a considerable
improvement over a deficit of US$ 3.9bn (-2.2% of GDP) last year. The surplus came after long 7 years of
wait.  This was mainly on account of a 26% YoY growth in exports and a 29% YoY jump in workers'
remittances. Strong growth in external flows consequently marks underlying improvement, which helped
in building the foreign exchange reserves above ~US$18bn. However despite this remarkable growth the
balance of trade recorded a deficit of USD 12.3bn (against USD 13.2bn) as imports augmented by 14% YoY
to USD 35.64bn during the period.

FDI

Foreign Direct Investment (FDI) has declined for the third consecutive year. The Foreign Direct Investments
(FDI) posted a YoY decline of 27% (USD 1.57bn in FY11) however portfolio investment (PI) recorded an
inflow of USD 0.35bn against a net outflow of USD 0.06bn last year. This is in keeping with a sluggish
economic environment where GDP growth has averaged just 2.9% since FY08.

Tax Collection

FY11 revised tax collection target was PKR1,588bn, down from initially set target of PKR 1,667bn. This
curtailment was in the view of fiscal deficit likely to surpass the government original target of 4.7% of the
GDP. Despite austere measure taken throughout the year, the final numbers shows worrisome facts. Overall
tax collection shows a mere 10% YoY increase.

Outlook

The local economy remains largely immune to the emerging problems in the US/EU, in the wake of rising
fiscal troubles in the US and risk of sovereign defaults in the EU.

The government has set a GDP growth target of 4.2% for FY12, which is close to the original target for
FY11, and is based mainly on the benefit to be derived from low-base effect of agricultural and industrial
growth.

Government has set the tax collection target for FY12 of PKR 1,952bn (+22.9% Y/Y over and above revised
FY11 target). Nominal GDP growth of 16.2% (12% inflation + 4% real GDP growth) also suggests that these
are highly ambitious numbers. Therefore, if the government is serious about achieving this target for FY12,
they have to follow the slogan "all income is subject to tax" and it would have to be done through sheer
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political will to include untapped sectors like agriculture income in the tax net.

Inflation to pick-up in July-August before declining later in the year. We expect CPI inflation to rise to 15.0-
16.0% in July-August, due to upcoming revision in utility prices as well as onset of Ramadan, when food
prices increase by 5.0-10.0% on an average. However, beyond that, we expect inflation to gradually decline
to 11.0-12.0% by December. We estimate CPI inflation to average at 12% during FY12.

Though we expect gradual abatement in inflationary pressures in FY12, any decline in interest rates would
depend upon the size of the fiscal deficit and its funding mix. Due to persistence of double digit inflation
and some acceleration in real GDP growth, nominal GDP is estimated to increase by 16.5% in FY12.

Foreseeing a current account deficit in FY12 and hence plugging in the deficit gap will be laid on financial
account. However, we doubt that the financial inflows in FY12 would be enough to bridge the void left by
current account deficit. We fear that financial inflows may not exceed USD 2bn, owing to global economic
slowdown, political and economic turbulences. Monetization of funds under military aid (expected aid of
USD 2.4bn per year); Coalition Support Fund (CSF) and most importantly through IMF SBA will render
support to overall balance of payment.

Stock Market Review

FY11 at a Glance

The KMI-30 Index started this year with the index of 14,573.54 points and after gaining 6,362.66 points
closed at 20,936.20 posted an impressive positive return of 43.66% for FY11. Investors are more inclined
and shown confidence towards Islamic stocks but still the volumes are all time low during the year which
is a worrisome factor. The 1HFY11 was the major gainer with an increase of 4,498.05 points to post a positive
30.86% return. 2HFY11 remained jaded with some activity was observed in the mid Mar'11 but overall
investors remained sidelined.This was due to imposition of Capital Gain Tax (CGT) from FY11, which dried
up the interest of individual investors from the market.

The local stock market is trading at a PE of 7.22x for 2012, while average regional markets holding a PE
multiple of 12.27x. The widened discount between local and regional indices against historic discount of
38% evidently shows the lack of investors' confidence. This was driven by factors like MSCI holding back
Pakistan's advancement as Emerging Markets, uncertain political and economic environment in the country
furthermore strained relations with the IMF and US. Moreover, the country's security situation harshly
impacted the market, keeping foreign investors away.

Major Gainers and Losers

Nestle Pakistan recorded the highest gain as its price appreciated by 3.25 times in FY11 to reach PKR
5,475/share, as the scrip witnessed substantial foreign interest. This phenomenal rise has increased the
weightage of Nestle in the Benchmark Index to 8.15% in FY11, compared to 3.1% a year back. This has
included Nestle into stocks, which move the index considerably. It is followed by Rafhan Maize which rose
by 82.3% YoY during the period. On the other hand, the major losers were Media Times, Azgard Nine and
JSCL which were down by 63.8%, 50.1% and 48.2% respectively.
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Volumes at Dangerously Low Levels

FY11 turned out to be the driest year in terms of market liquidity in past nine years. The market recorded
average daily volume of 94.5mn shares during FY11, a 41.2% YoY drop, when compared with the average
turnover of 162mn shares during FY10. This was mainly due to significantly reduced retail participation
because of: 1) an unattractive leverage product with heavy cash margin requirements and high interest rates;
2) cumbersome CGT calculation and filing procedures.

Foreigners Remained on the Back Foot

The overall foreign investment witnessed a decline notably starting from Feb'11 on the back of bleak
macroeconomic fundamentals like rising interest rates, political upheaval and law and order woes. Highest
net outflow of USD 41.21mn was witnessed during the month of Jun'11. Foreigners by June 14, 2011 hold
USD 2.035bn worth of securities under Special Convertible Rupee Account (SCRA). With the economy
jinxed from all the corners, the equity market caught similar waves with depressed volumes and decline in
foreign portfolio inflows.

FY12 Market Outlook

Unlike the last two years when local markets were led by overseas participation, we expect limited foreign
buying at local bourses in the FY12. We believe a more important driver would be government's fiscal policy.
Other positive triggers could be: a) increase in weightage of KSE in MSCI FM index; b) any procedural
relaxation on CGT front; and c) change in modalities of the leverage product.

Following an extreme rout in the global equity markets in the wake of rising fiscal troubles in the US and
risk of sovereign defaults in the EU, the local bourses have also gone into a tailspin. We see it as an
accumulation opportunity for savvy investors as the local economy remains largely immune to the emerging
problems in the US/EU.

The deep discount may be an attraction for foreign investors, post Euro crisis. We expect corporate profitability
to increase by 14% in 2012 amid highest dividend yield in the region which may be the foremost attraction
for foreign investors.
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Debt Market Review

Similar to FY10, debt market remained under pressure throughout the FY11 also. Downgrading and downward
valuation continues 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 especially in income funds. With the launch of few money market and government
securities funds with 70%-80% investments in T-Bills, industry is now attracting new investors with increasing
yields.

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.
* 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.
* 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, a casual vacancy occurred in the Board on July 06, 2010 which was filled on the same day.
Two other casual vacancies occurred on February 17, 2011, which, we are in the process of filling.

Currently, the Company has five directors out of which four are non-executive directors.

Board of Directors Meetings

During the year, five meetings were held on July 06, October 04, October 26 in 2010, February 17 and April
27 in 2011. Following is the attendance table: -
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* Appointed During the Year
** Resigned During the Year

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. Gul Nawaz Chairman
Mr. Masood A. S. Wahedna Member
Syed Shabahat Husssain 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, M. Yousuf Adil Saleem & Co, Chartered Accountants has completed four years being
external auditor of Fund. Although as per NBFC Regulation, M. Yousuf Adil Saleem & Co, Chartered
Accountants are eligible for next year, as per Offering Documents of Fund "Auditor shall not be appointed
for more than three consecutive years". Therefore, the Audit Committee of Management Company has decided
to follow three year rotation policy as per Offering Document till the amendment be made in the Offering
Document and recommended the appointment of Ernst & Young Ford Rhodes Sidat Hyder, Chartered
Accountants as the external auditors of the Fund for the year ending June 30, 2012.

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.

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

1. Ms. Tara Uzra Dawood Chief Executive 5 -
2. Mr. Gul Nawaz Director 5 -
3. Syed Shabahat Husssain Director 5 -
4. Mr. Nazimuddin Feroz Director 5 3
5. Mr. AVM (Retd.) Zulfiqar Shah ** Director 4 1
6. Mr. Masood A. S. Wahedna* Director 4 1
7. Mr. Feroze Sayeed-ud-Deane ** Chairman 4 2
8. Mr. Iftikhar Hussain ** Director 1 1
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DIF-S 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.

Marketing Function/Role

DIF-S 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 SHAADIF-SUND®. The DCM 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

As part of its corporate social responsibility, DCM has also held a series of fundraisers for Dawood Global
Foundation(TM)'s LADIESFUND® Fellowships and Scholarships Program to meet UNDP's Millennium
Goals (Goal 3 Women's economic empowerment - Innovative Approaches to Promoting Women's Economic
Development). These events include LADIESFUND® Entrepreneurship Conference 2010 at Avari Karachi,
LADIESFUND® Women of Influence Networking Luncheon at the British Deputy High Commission and
3rd LADIESFUND® Women's Awards at Mohatta Palace Museum.  DCM also published LADIESFUND®
Magazine, Pakistan's first magazine for women professionals and entrepreneurs.

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.
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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.edawood.com 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 2011-12.

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 (%)

81.51 % held by Banking Companies & DFIs
0.02 % held by NBFC's
2.89 % held by Retirement Fund
14.59 % held by Other Corporate
0.99 % held by Others

Key Financial Highlights

Key financial highlights are summarized and annexed to these financial statements.
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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 2011

Fund Objective

Dawood Islamic Fund (DIF-S) 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, 2011, net assets were Rs. 344 million as compared to Rs. 231 million as at June 30, 2010.
The net income for the financial year 2010-11 was Rs. 40 million, as opposed to loss of Rs. 3 million last
year.

Income Derived

14

PS  = Profit on Sukuks
PM = Profit on Musharika
PBB = Profit on Bank Balances
CGSS = Capital Gain on Sale of Securities
DI  = Dividend Income
ARI = Appreciation on Re-measurement of Investments

However, the Net Asset Value per unit has increased from Rs. 98.95
to Rs. 112.26 as at June 30, 2011 because of reversal of impairment
loss on debt securities by Rs. 12.42 million.

Fund shown stellar performance and positive outlook in FY11 posted
a healthy return of 13.45%. The main reasons behind are: a) reversals
of provisions taken in the previous years; b) offloading of debt securities
on better rates; c) investments in high yielding government securities
and bank deposits; and d) small portion in dividend paying blue chip
stocks.
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Fund remained totally liquid throughout the year with major investments in bank deposits and government
securities. Tiny portion of the portfolio also invested in dividend paying blue chip stocks, with major in Oil
& Gas sector, which works as a yield kicker in terms of capital gains in bullish market trends coupled with
dividend in bearish market due to strong earning potentials.

In the outgoing year, management acted very actively and prudently in the best interest of unitholders for
successful restructuring of defaulted investments. Few investments are still in process of restructuring and
management is very hopeful that these will also come through resulted in the better sales volumes in upcoming
years.

Dawood Islamic Fund is still an attractive investment for those who want to make quick capital gains on
their investments.

Investment Strategy

The investment strategy devised for the Fund seeks to provide investors with balanced exposure to Shariah
based securities including stocks, 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.

As on June 30, 2011, the Fund has made equity investments of Rs. 34.19 million mostly in strong dividend
payout and blue chip scripts representing 9.80% 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 6.25%.Fund maintained its  holdings  in  this  sector  due  to  its
long  term  appreciation  and  dividend  paying  capability.

The debt securities consist of 66.10% of the total assets including 28.77% in AAA rated GoP Ijarah and rest
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 years.

Major Strategies And Policies Employed During Fy11

On the basis of our objective of capital security, the Fund mostly adopted the strategy to invest only in liquid
instruments. Details of major strategies and policies employed are as under:

Stock Investments

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 became
negative. Sector wise details of major strategies and policies employed are as under:

15

D I F - S



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

* Fund maintained its major exposure in Oil and Gas sector of about
6.25% with major exposure in Shell.

* In Chemical sector fund hold the ICI and added LotPTA due to strong
fundamentals.

* Personal goods sector is added with exposure in NML for having strong
capacity to pay dividends.

Debt Investments

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 June 30, 2011.

* Fund adopted the strategy to offload as much corporate
debt securities at better rates to increase the liquidity
as well as to optimize the allocation. Fund successfully
reduced its corporate debt securities to 37.33% as
compared to 54.31% in FY10.

* Fund has prudently offloaded its few debt securities
during the year at best available market rates to ensure
more liquidity in the fund.

* The liquidity so received was mainly invested in bank deposits and government securities (GoP
Ijarah) which are the safest avenues to maintain consistency in returns while ensuring liquidity.

Dividend

The Board of Directors while reviewing this stellar performance, decided to pay dividend of 10.50% (50%
Cash & 50% Bonus) to unitholders.

Outlook

The local economy remains largely immune to the emerging problems in the US/EU, in the wake of rising
fiscal troubles in the US and risk of sovereign defaults in the EU.

Foreseeing a current account deficit in FY12 and hence plugging in the deficit gap will be laid on financial
account. However, we doubt that the financial inflows in FY12 would be enough to bridge the void left by
current account deficit. We fear that financial inflows may not exceed USD 2bn, owing to global economic
slowdown, political and economic turbulences. Monetization of funds under military aid (expected aid of
USD 2.4bn per year); Coalition Support Fund (CSF) and most importantly through IMF SBA will render
support to overall balance of payment.
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Stock Market Review

The KMI-30 Index started this year with the index of 14,573.54 points and after gaining 6,362.66 points
closed at 20,936.20 posted a positive return of 43.66% for FY11. Investors are more inclined and shown
confidence towards Islamic stocks but still the volumes are all time low during the year which is worrisome
factor. The 1HFY11 was the major gainer with an increase of 4,498.05 points to post a positive 30.86%
return. 2HFY11 remained jaded with some activity was observed in the mid Mar'11 but overall investors
remained sidelined.

The local stock market is trading at a PE of 7.22x for 2012, while average regional markets holding a PE
multiple of 12.27x. The widened discount between local and regional indices against historic discount of
38% evidently shows the lack of investors' confidence. This was driven by factors like MSCI holding back
Pakistan's advancement as Emerging Markets, uncertain political and economic environment in the country
furthermore strained relations with the IMF and US. Moreover, the country's security situation harshly
impacted the market, keeping foreign investors away.

Fiscal Sector

FY11 revised tax collection target was PKR1,588bn, down from initially set target of PKR 1,667bn. It was
in the view of fiscal deficit likely to surpass the government original target of 4.7% of the GDP. Despite
austere measure taken throughout the year, the final numbers shows worrisome facts. Overall tax collection
shows a mere 10% YoY increase.

Inflation

According to the Federal Bureau of Statistics (FBS), average headline inflation for the fiscal year remained
at 13.9%, slightly below revised estimate of 14.0%. Inflationary pressures during May-June 2011 remained
muted due to a significant decline in perishable food item prices and lower international commodity prices
on fears of a global slowdown in economic growth.

Debt Market Review

During the year debt market remained under pressure. Downgrading and downward valuation continues at
MUFAP coupled with defaults of major investee companies led towards negative market sentiments and
shaky investors' confidence. Also the pressure selling of debt scripts by mutual funds to meet liquidity
requirements joined the party. These issues hampered the secondary market. With the launch of few Islamic
money market and government securities funds with 70%-80% investments in bank deposits and Gop Ijarah,
industry is now attracting new investors with increasing yields.

Challenges Ahead

Government is still facing the biggest and hard-hitting challenge of rebuilding entire infrastructure, destroyed
by historic floods of 2011. Foreign aid was not enough for rebuilding. Therefore, to meet its development
expenditures, government imposed several taxes including flood surcharge of 15% but still seems insufficient.
Increasing taxes has given rise to inflationary pressures in the economy in the 1HFY11.

In the upcoming years, government will definitely pass on this burden in terms of removing subsidies on
various utilities and increase its borrowing from central bank. These steps will likely to increase inflation
in the economy in the upcoming years.
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Future Outlook

The local economy remains largely immune to the emerging problems in the US/EU, in the wake of rising
fiscal troubles in the US and risk of sovereign defaults in the EU.

With rising inflation in the first two months of FY12 on account of Ramadan effect, it will be hard-hitting
challenge for Mutual Funds Industry to attract new investors. Off course, yield on government bond funds
will rise with increasing interest rates, but prevailing economic, political and law & order situation coupled
with increasing inflation on consumer basket will restrain investors for investments.

Launch of Islamic Money Market and government bond funds during FY11 with attractive yields gaining
the advantage of current rates, seems able to attract new investors towards Mutual Funds Industry. But still
a lot has to be done in terms of information transparency and investors' education to increase the savings to
this form of investment.
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Detail of Pattern of Holdings (Units)
As at June 30, 2011

                Catogory No. of Unit Holders Unit Held % of Total

Individuals  72  30,389 0.99

0.00

Bank  1  2,500,000 81.51

NBFC  1  561 0.02

Retirement Funds  2  88,679 2.89

Others  2  447,355 14.59

TOTAL  78  3,066,984  100
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REPORT OF THE SHARIAH ADVISORS

We, the Shariah Advisors of the Dawood Islamic Fund (DIF-S) 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-S in the light of the Shariah guidelines.

2. All the provisions of the Scheme and investments made on account of DIF-S by DCM (Shariah Division)
for the year ended June 30, 2011 are Shariah compliant and in accordance with the criteria established.

3. Furthermore the Management Company has calculated an amount of PKR 585,184/-. 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 in come 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. 585,184/- is received by the FUND during the year, 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
Chairman Shariah Board

Karachi
September 7, 2011
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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, 2011.

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, 2011.

Chartered Accountants

Karachi
Date: September 7, 2011
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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, as the Management Company and Central Depository Company
of Pakistan Limited, as the Trustee.

In our opinion, the Management Company has in all material respects managed the Fund during the year ended June
30, 2011 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 and the constitutive documents of the Fund.

We would like to draw unit holders attention towards the directives of the Securities and Exchange Commission of
Pakistan issued vide Circulars # 1 of 2009 and 3 of 2010, which require that the debt securities shall only be reclassified
as performing on receipt of all arrears i.e. principal as well as interest for the next two installments. The sukuk certificates
of Maple Leaf Cement Factory Limited (MLCFL) and Kohat Cement Company Limited (KCCL) were classified as
performing in September 2010 and June 2010 respectively based on their restructured plans approved in March 2010
and February 2010 respectively.

The Management Company while complying the same has reclassified these sukuk certificates as performing, however,
has recorded mark-up received upto June 30, 2011 following receipt basis of accounting. The Management Company
has informed us that the same has been done on prudence basis, considering the underlying risk of realisability of the
deferred mark-up which will be received in future periods. Moreover, it would be pertinent to note that subsequent to
the year end MLCFL has shown their inability to fulfill obligation with respect to coupon payment of mentioned
certificates.

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

Karachi: October 28, 2011
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STATEMENT OF COMPLIANCE WITH THE CODE OF CORPORATE GOVERNANCE
FOR THE YEAR ENDED JUNE 30, 2011

Statement of Compliance with the Code of Governance

This Statement is being presented to comply with the Code of Corporate Governance contained in listing regulations of
Karachi Stock Exchange (Guarantee) Limited 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 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. At present,
the Board comprises of five directors out of which four are non-executive directors.

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 directors of the Company are registered as taxpayers and none of them has defaulted in payment of any loan
to a banking company, a DFI or an NBFI or, being a member of a stock exchange, has been declared as a defaulter
by that stock exchange.

4) A casual vacancy occurred in the Board on July 06, 2010 which was filled on the same day. Two other casual
vacancies occurred on February 17, 2011 which have not yet been filled as the SECP did not grant approval for
appointment of persons applied to fill the said casual vacancies.

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

6) The Board of Directors has adopted a vision/mission statement and all 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 determination
of remuneration and terms and conditions of Chief Executive Officer (CEO) have been taken by the Board.

8) The meetings of the Board were chairperson over by the Chairman. The Board met at least once in every quarter
during the year. Written notices of the meetings of the Board of Directors, 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) No orientation courses were arranged for the directors during the year. However, the Board encourages the participation
of its Directors and Executives in the orientation courses to apprise them of their duties and responsibilities. The
directors of the Board of the Company are individuals with vast diversified experience of the financial and corporate
affairs. They are also directors in other companies and are well conversant with their duties and responsibilities.
Copies of Memorandum of Association, Article of Association have been provided to them.

10) The Board of Directors of the Company has approved the appointment of the Chief Financial Officer (CFO) and
Company Secretary including his remuneration and terms and conditions of employment as determined by the CEO.

11) The directors' report relating to the Fund for the year ended June 30, 2011 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
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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. As at June 30, 2011, it comprises of 2 members, both of whom are non-
executive directors including the chairman of the committee.

16) The meetings of the Audit Committee (AC) were held atleast once every quarter except that the first AC meeting
was held in the second quarter on 4th October, 2010. AC meetings were held prior to approval of interim and annual
results of the Fund and 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 its 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 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.

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 the
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 and 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
September 7, 2011 Chief Executive Officer
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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
Regulation 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 Management Company's compliance, in all material respects,
with the best practices contained in the Code of Corporate Governance, as applicable to the Fund for the year
ended June 30, 2011.

                 M. Yousuf Adil Saleem & Co.
              Chartered Accountants

Karachi
Date: September 7, 2011
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Chief Executive Officer Director Director

For Dawood Capital Management Ltd.
(Management Company)

STATEMENT OF ASSETS AND LIABILITIES
AS AT JUNE 30, 2011

Assets

Bank Balances 5  69,829,055  81,502,715
Investments 6  264,858,635  202,927,494
Dividend and Profit Receivable 7  8,270,691  11,774,825
Security Deposit 8  5,500,000  2,500,000
Preliminary Expenses and Floatation Cost 9  500,000  1,000,000
Total Assets  348,958,381  299,705,034

Liabilities

Remuneration Payable to Management Company 10  1,511,614  1,269,448
Remuneration Payable to Trustee 11  59,693  57,534
Annual Fee Payable to Securities and Exchange 

Commission of Pakistan 12  322,643  326,159
Payable to Unitholders Against Redemption 13  -    65,244,775
Accrued and Other Liabilities 14  2,768,740  1,315,656
Total Liabilities  4,662,690  68,213,572

NET ASSETS  344,295,691  231,491,462

UNIT HOLDERS FUND (as per statement attached)  344,295,691  231,491,462

Contingencies and Commitments 15

Number of Units in Issue  3,066,984  2,339,554

Net Asset Value per Unit (Face Value per Unit Rs. 100/-)  112.26  98.95

The annexed notes from 1 to 34 form an integral part of these financial statements.

2010
Rupees

2011
RupeesNote
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Chief Executive Officer Director Director

For Dawood Capital Management Ltd.
(Management Company)

INCOME STATEMENT
FOR THE YEAR ENDED JUNE 30, 2011

Income
 Profit/Return on
 - Sukuks  16,073,526  23,009,237

- Musharika Placements  3,506,082  8,514,974
 - Bank Balances  10,146,307  4,531,651
 Capital Gain on Sale of Securities  7,655,360  5,443,415
 Dividend Income   2,815,429  4,366,030
 Unrealized Appreciation/(Diminution) on Remeasurement of Investments - 
   'At Fair Value through Profit or Loss'  3,897,920  (3,610,823)
Total Income  44,094,624  42,254,484

Expenses
 (Reversal of Impairment Loss)/Impairment Loss

on Investments - Net 6.5  (12,423,357)  49,542,316
 Remuneration of Management Company  10.1  5,094,403  5,149,879
 Remuneration of Trustee 11  704,355  738,067
 Annual Fee of Securities and Exchange Commission of Pakistan 12  322,643  326,159
 Securities Transaction Cost 16  112,601  600,318
 Auditors' Remuneration 17  330,000  315,000
 Amortization of Preliminary Expenses and Floatation Cost 9  500,000  500,000
 Fee and Subscription  384,465  392,921
 Printing Charges  67,756  35,784
 Bank Charges  9,873  19,158
 Worker's Welfare Fund 18  807,428  437,583
 Charity 19  585,184  483,432
Total Expenses  (3,504,649)  58,540,617

Net Income/(Loss) From Operating Activities  47,599,273  (16,286,133)

 Element of (Loss)/Income and Capital (Loss)/Gain in Prices  
   of Units Sold Less Those in Units Redeemed - Net  (8,035,295)  12,648,723

 39,563,978  (3,637,410)
Taxation 20  -    -

NET INCOME/(LOSS)  FOR THE YEAR CARRIED TO
DISTRIBUTION STATEMENT  39,563,978  (3,637,410)

EARNINGS PER UNIT 21

The annexed notes from 1 to 34 form an integral part of these financial statements.

2010
Rupees

2011
RupeesNote
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Chief Executive Officer Director Director

For Dawood Capital Management Ltd.
(Management Company)

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED JUNE 30, 2011

Net Income/(Loss) for the Year  39,563,978  (3,637,410)

Other Comprehensive Income

Unrealized Appreciation on Remeasurement 
  of Investments Classified as 'Available For Sale Investments'  497,227  12,827,429

Total Comprehensive Income for the Year  40,061,205  9,190,019

The annexed notes from 1 to 34 form an integral part of these financial statements.

2010
Rupees

2011
Rupees
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Chief Executive Officer Director Director

For Dawood Capital Management Ltd.
(Management Company)

DISTRIBUTION STATEMENT
FOR THE YEAR ENDED JUNE 30, 2011

Undistributed Income Brought Forward
- Realized  8,568,339  28,287,365
- Unrealized  (10,453,094)  (6,842,271)

 (1,884,755)  21,445,094
Final Bonus Distribution At the Rate of Rs. NIL per Unit
    For the Year Ended June 30, 2010 (June 30, 2009: 
   At the Rate of Rs. 5.2 per Unit)  -    (19,692,439)

 (1,884,755)  1,752,655 

Net Income/(Loss) for the Year  39,563,978  (3,637,410)

Undistributed  Income/(Loss) Carried Forward  37,679,223  (1,884,755)

Represented By:
- Realized  44,234,397  8,568,339
- Unrealized  (6,555,174)  (10,453,094)

 37,679,223  (1,884,755)

The annexed notes from 1 to 34 form an integral part of these financial statements.

2010
Rupees

2011
Rupees
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STATEMENT OF MOVEMENT IN UNIT HOLDERS’ FUND
FOR THE YEAR ENDED JUNE 30, 2011

Net Assets at Beginning of the Year  231,491,462  386,739,260

Withdrawal of/(Call for) Redemption of 731,305 Units  65,220,339  (65,220,339)

Amount Received on Issue of Units*  1,743,017  15,522,498
Amount Paid on Redemption of Units**  (2,255,627)  (102,091,253)

 (512,610)  (86,568,755)
 296,199,191  234,950,166

 Element of (Loss)/Income and Capital (Loss)/Gain in Prices   8,035,295  (12,648,723)
   of Units Sold Less Those in Units Redeemed - Net

Capital Gain on Sale of Investments  7,655,360  5,443,415

 Unrealized Appreciation/(Diminution) on Remeasurement of Investments - 
   'At Fair Value through Profit or Loss'  3,897,920  (3,610,823)

Unrealized Appreciation on Remeasurement 
  of Investments Classified as 'Available For Sale Investments'  497,227  12,827,429

Other Net Income/(Loss) for the Year  28,010,698  (5,470,002)

Net Assets at End of the Year  344,295,691  231,491,462 

Net Assets Value per Unit  112.26  98.95 

                                              ----Number of Units----
* Number of Units issued (including Nil Bonus Units Issued During the
Year Ended June 30, 2011 and 203,177 Bonus Units Issued During the
Year Ended June 30, 2010)

 746,976  155,505

** Number of Units Redeemed  19,545  1,806,135

The annexed notes from 1 to 34 form an integral part of these financial statements.

2010
Rupees

2011
Rupees

Chief Executive Officer Director Director

For Dawood Capital Management Ltd.
(Management Company)
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A. CASH FLOWS FROM OPERATING ACTIVITIES

Net Income/(Loss) for the Year 39,563,978  (3,637,410)
Adjustments for:

Appreciation/(Diminution) on Remeasurement of Investment -
   At Fair Value Through Profit & Loss (3,897,920)  3,610,823
Capital Gain on Sale of Securities (7,655,360)  (5,443,415)
Element of Loss/(Income) and Capital Loss/(Gain) in Prices
   of Units Sold Less Those in Units Redeemed 8,035,295  (12,648,723)
(Reversal of Impairment Loss)/Impairment Loss on Investments (12,423,357)  49,542,316
Amortization of Preliminary Expenses and Floatation Cost  500,000  500,000

24,122,636  31,923,591
(Increase)/Decrease in Assets

Investments (37,457,276)  86,082,109
Dividend and Profit Receivable 3,504,134  (2,118,531)
Security Deposits (3,000,000)  2,379,583

 (36,953,142)  86,343,161
Increase/(Decrease) in Liabilities
Remuneration Payable to Management Company 242,166  (673,756)
Remuneration Payable to Trustee 2,159  (1,559)
Annual Fee Payable to Securities and Exchange
  Commission of Pakistan (3,516)  (50,043)
Payable to Unitholders Against Redemption (24,436)  24,436
Accrued and Other Liabilities 1,453,083  928,289

 1,669,456  227,367
Net Cash (Used in)/Generated From Operating activities  (11,161,050)  118,494,119

B. CASH FLOWS FROM FINANCING ACTIVITIES

Receipts From Sale of Units  1,743,017  15,522,498
Payments Against Redemption of Units  (2,255,627)  (102,091,253)

Net Cash Generated From/(Used in) Financing Activities (512,610)  (86,568,755)

Net (Decrease)/Increase in Cash and Cash Equivalents
   For the Year  (11,673,660)  31,925,364

Cash and Cash Equivalents at Beginning of the Year  81,502,715  49,577,351

Cash and Cash Equivalents at End of the Year  69,829,055  81,502,715

The annexed notes from 1 to 34 form an integral part of these financial statements.

2010
Rupees

2011
Rupees
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Chief Executive Officer Director Director

For Dawood Capital Management Ltd.
(Management Company)

CASH FLOW STATEMENT
FOR THE YEAR ENDED JUNE 30, 2011
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2011

1. LEGAL STATUS AND NATURE OF BUSINESS

1.1 Dawood Islamic Fund (the Fund) was established under a Trust Deed executed on September 13,
2006 between Dawood Capital Management Limited (DCML) as Management Company and Central
Depositary Company of Pakistan (CDC) as Trustee. The Securities and Exchange Commission of
Pakistan (SECP) approved the appointment of Trustee and granted license to the Management
Company of the Fund to act as an Asset Management Company. Registered office of the Management
Company is situated at 5B Lakson Square Building #1, Sarwar Shaheed Road, Karachi, Pakistan.

1.2 The Fund is an open-ended mutual fund and is listed on Karachi Stock Exchange. Units are offered
for public subscription on a continuous basis. The units are transferable and can be redeemed by
surrendering them to the Fund.

1.3 The principal activities of the Fund is to make investment in equity and debts securities which are
Shariah Compliant and approved by the Shariah Advisors.

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

1.5 As at June 30, 2011 Asset Manager Rating (AMR) of Management Company is 'AM3-' and that of
Fund is 4 star, rated by Pakistan Credit Rating Agency (PACRA).

2. STATEMENT OF COMPLIANCE

2.1 These financial statements have been prepared in accordance with requirements of approved
accounting standards as applicable in Pakistan, the requirements of the Companies Ordinance, 1984
(the Ordinance), the Non Banking Finance Companies and Notified Entities Regulations, 2008 (the
Regulations), The Non Banking Finance Companies (establishment and Regulation) Rules, 2003
(the Rules), the Trust deed and directives issued by the SECP. Approved Accounting Standards
comprise of such International Financial Reporting Standards (IFRS) as are notified under the
provisions of the Ordinance. Wherever, the requirements of the Trust deed, the Regulations, the
Rules, the Ordinance or directives issued by SECP differ with the requirements of these standards,
the requirements of the Trust deed, the Regulations, the Rules, the Ordinance and the said directives
take precedence.

2.2 Adoption of New International Financial Reporting Standards

In the current year, the Fund has adopted all new Standards issued by the IASB and as notified by
the Securities and Exchange Commission of Pakistan that are relevant to its operations and effective
for Fund's accounting period beginning on July 01, 2010.
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Amendments to IAS 7 - Statement of Cash Flows Effective from accounting period 
beginning on or after January 01, 2010

The amendments (part of Improvements to IFRSs (2009)) specify that only expenditures that result
in a recognized asset in the balance sheet can be classified as investing activities in the statement
of cash flows. Consequently, any cash flows in respect of items that do not qualify for recognition
as an asset (and, therefore, are recognized in profit or loss as incurred) would be reclassified from
investing to operating activities in the statement of cash flows and  prior year amounts restated for
consistent presentation. There is no such classification in financial statements of the Fund for the
year ended June 30, 2011.

Following new and revised Standards and Interpretations have also been adopted in these financial
statements. Their adoption has no significant impact on the amounts reported in these financial
statements but may affect the accounting for future transactions or arrangements.

Amendments to IFRS 2 - Share based Payment Effective from accounting period 
beginning on or after January 01, 2010

Amendments to IFRS 5 - Non-current Assets Effective from accounting period
Held for Sale and Discontinued Operations beginning on or after January 01, 2010

IFRIC 19 - Extinguishing Financial Liabilities Effective from accounting period
with Equity Instruments beginning on or after January 01, 2010

2.3 New Accounting Standards and IFRS Interpretations that are Not Yet Effective

The following International Financial Reporting Standards and Interpretations as notified by the
Securities and Exchange Commission of Pakistan are only effective for accounting periods, beginning
on or after the date mentioned against each of them:

IFRS 9 - Financial Instruments Effective from accounting period 
beginning on or after January 01, 2013

Amendments to IAS 24 - Related Party Disclosures Effective from accounting period 
beginning on or after January 01, 2011

IAS 27 (Revised) – Separate Financial Statements Effective from accounting period 
beginning on or after January 01, 2013

IAS 28 – Investment in Associates and Joint Ventures Effective from accounting period 
beginning on or after January 01, 2013

IAS 12 - Income Taxes (Amendment) Effective from accounting period 
beginning on or after January 01, 2012
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IFRS 7 - Financial Instruments: Disclosures (Amendment) Effective from accounting period 
beginning on or after July 01, 2011

IAS 1 - Presentation of Financial Statements (Amendment) Effective from accounting period
 beginning on or after July 01, 2011

IAS 34 - Interim Financial Reporting (Amendment) Effective from accounting period 
beginning on or after July 01, 2011

IFRIC 13 - Customer Loyalty Programmes (Amendment) Effective from accounting period 
beginning on or after July 01, 2011

IFRIC 14 - IAS 19 – The Limit on a Defined Benefit Effective from accounting period
Asset, Minimum Funding Requirements and Their beginning on or after July 01, 2011
Interaction (Amendment)

3. BASIS OF MEASUREMENT

3.1 Accounting Convention

These financial Statements have been prepared under the historical cost convention  except certain
financial instruments which have been carried at fair value.

3.2 Functional Currency

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

3.3 Critical Accounting Estimates and Judgments
 

The preparation of financial statements in conformity with approved accounting standards requires
the use of certain critical  accounting estimates. It also requires the management to exercise its
judgment in the process of applying the Company's accounting policies. Estimates and judgments
are continually evaluated and are based on historical experience, including expectation of future
events that are believed to be reasonable under the circumstances.

In the process of applying the Fund's accounting policies, management has made the estimates and
judgments which are significant to the financial statements in respect of classification of investments
(note 4.1) and its impairment (note 4.3).

4. SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of these financial statements are set out
below: -
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4.1 Investment

All purchases and sales of securities that require delivery within the time frame established by
regulation or market convention are recognized at the trade date. Trade date is the date on which
the Fund commits to purchase or sell the assets.

The Management Company determines the appropriate classification of the Fund's investments in
accordance with the requirements of International Accounting Standard (IAS) 39; ' Financial
Instruments: Recognition and Measurement', at the time of purchases and re-evaluates this classification
on a regular basis.

Investments of the Fund are categorized as follows: -

4.1.1 Financial Assets at Fair Value through Profit or Loss

These financial assets are classified as held for trading or designated by the management at fair
value through profit or loss at inception. Financial assets held for trading are those acquired principally
for the purpose of selling in the near term. Financial assets designated at fair value through profit
or loss at inception are those that are managed and their performance evaluated on a fair value basis
in accordance with the Fund's documented investment strategy.

Financial assets at fair value through profit or loss are initially recognized at fair value. Transaction
costs are expensed in the income statement. Subsequent to initial recognition, all financial assets
at fair value through profit or loss are measured at fair value. The fair value of financial instruments
traded in active market is based on quoted market prices. Gains and losses arising from changes in
the fair value of 'financial assets at fair value through profit or loss' category are presented in the
income statement in the period in which they arise.

4.1.2 Held-to-Maturity

Held to maturity investments are non-derivative financial assets with fixed or determinable payments
and fixed maturity that the Company has the positive intent and ability to hold to maturity. Held to
maturity investments are initially recognized at cost inclusive of transaction cost and are subsequently
carried at amortized cost using effective interest rate method, less any impairment losses. This
method uses an effective interest rate that exactly discounts estimated future cash receipts through
the expected life of the investment to its net carrying amount. Gains and losses are recognized in
the profit and loss account when the investments are de-recognized or impaired, as well as through
the amortization process.

4.1.3 Available-for-Sale 

These are non-derivative financial assets that are designated as available-for-sale and may be sold
in response to needs for liquidity or changes in interest rates or market prices or are not classified
in any of the three other categories.
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a) Un Quoted Securities

Government securities are initially measured at investment price plus transaction cost and
subsequently remeasured at the average rate quoted on a widely used electronic quotation system
based on the tenor of the security.

Debt securities are initially measured at investment price plus transaction cost and subsequently
remeasured at fair value at the rate notified by the Mutual Funds Association of Pakistan
(MUFAP).

b) Quoted Securities

Quoted securities are initially measured at fair value plus transaction cost and subsequently
remeasured at fair value at the rate notified by MUFAP.

Net gains and losses arising on changes in fair values in respect of the available-for-sale financial
assets are taken to other comprehensive income as part of Unit Holders’ Funds. When securities
are disposed off or impaired, the related fair value adjustments previously taken to Unit Holders'
Fund are transferred to the income statement.

4.1.4 Derecognition

All investments are de-recognized when the rights to receive cash flows from the investments have
expired or have been transferred and either (a) the Company has transferred substantially all risks
and rewards of ownership or (b) the Company has neither transferred nor retained substantially all
risks and rewards of the asset, but has transferred the control of the asset.

4.2 Preliminary Expenses and Floatation Cost

Preliminary expenses and floating cost are amortized over the period not exceeding five years.

4.3 Impairment

The carrying amount of the Fund's assets are reviewed at each balance sheet date to determine
whether there is any indication of impairment. If such an indication exists, the recoverable amount
of such asset is estimated. An impairment loss is recognized whenever the carrying amount of an
asset exceeds its recoverable amount. Impairment losses are recognized in the income statement
and is reversed through the income statement for debt securities.

Provision of non-performing debt securities is made on the basis of time based criteria as prescribed
under circular No. 1 of 2009 issued by the Securities and Exchange Commission of Pakistan. 

The management may also make provision against debt securities over and above the minimum
provision requirement prescribed in the aforesaid circular, in accordance with provisioning policy
approved by the Board of Directors.
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4.4 Provisions

Provisions are recognized 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 obligation can be made. Provisions
are regularly reviewed and adjusted to reflect the current best estimate.

The amount recognized as a provision is the best estimate of the consideration required to settle the
present obligation at the balance sheet date, taking into account the risks and uncertainties surrounding
the obligation.

4.5 Cash and Cash Equivalents

Cash and cash equivalents are carried in the balance sheet at cost. For the purpose of cash flow
statement, cash and cash equivalents consist of bank balances net of short-term running finance
under mark-up arrangements, if any.

4.6 Accrued and Other Liabilities

Accrued and Other liabilities are carried at cost which is the fair value of consideration to be paid
in the future for the services received whether billed or not to the Fund.

4.7 Taxation 

The charge for the current taxation is based on taxable income at the current rates of taxation after
taking into account tax credits and tax rebates available, if any.

The Fund has not recognized any amount of deferred tax in these financial statements as the Fund
intends to continue availing tax exemption in future years by distributing at least 90% of the
accounting income for the year as reduced by capital gain, whether realized or unrealized to its unit
holders every year.

4.8 Issue and Redemption of Units 

Units issued are recorded at the offer price, determined by the Management Company for the
applications received by the distributors during business hours on that date. The offer price represents
the net asset value per unit as of the close of the business day plus the allowance for sales load,
provision for transaction costs and any provision for duties and charges, if applicable. Currently,
the Fund is not charging any sales load, transactions costs or any provision for duties and charges.

Units redeemed are recorded at the redemption price, applicable to units for which the distributors
receive 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 load, provision for
transaction costs and any provision for duties and charges, if applicable. Currently, the Fund is not
charging any back-end load, transactions costs or any provision for duties and charges.
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4.9 Element of ncome and Capital Gains in Prices of Units Sold less Units Redeemed

To prevent the dilution of per unit income and distribution of income already paid out on redemption,
as dividend, an equalization account called “element of income and capital gains in prices of units
sold less those in units redeemed” is created.

The “element of income and capital gains in prices of units sold less those in units redeemed “
account is credited with the amount representing net income and capital gains accounted for in the
last announced net asset value and included in the sale proceeds of units. Upon redemption of units,
the “element of income and capital gains in prices of units sold less those in units redeemed” account
is debited with the amount representing net income and capital gains accounted for in the last
announced net asset value and included in the redemption price. 

The “element of income and capital gains in prices of units sold less those in units redeemed” during
an accounting period is transferred to Income Statement.

4.10Net Asset Value per Unit 

The net asset value per unit disclosed in the net Statement of Assets and Liabilities is calculated by
dividing the net assets of the Fund by the number of units in circulation at the year end. 

4.11 Dividend Distributions and Appropriations

Dividend distributions and appropriations, if any, are recognized in the period in which the distributions
and appropriations are approved.

4.12Revenue Recognition

Gains/(losses) arising on sale of investments are included in the income statement on the date at
which transaction takes place.

Dividend income is recognized when right to receive the payment is established.

Income on debt securities, return on bank deposits and placements are recognized on time proportionate
basis.

Unrealized gains/losses arising  on remeasurement of investments classified as ' Financial assets
at fair value through profit or loss ' are included in the income statement in the period in which they
arise.

4.13Financial Assets and Liabilities

Financial Assets carried on the Statement of Assets and Liabilities include bank balances, investments,
dividend, profit and other receivables. Financial Liabilities include remuneration payable to
Management Company, remuneration payable to Trustee, payable to unit holders against redemption
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of units and accrued and other liabilities.

All the Financial assets and liabilities are recognized when the Fund becomes a party to the contractual
provisions of the instrument and de-recognized when the Fund loses control of the contractual rights
that comprise the financial asset and in case of financial liability when the obligation specified in
the contract is discharged, cancelled or expired.  The particular recognition method adopted for
measurement of financial assets and financial liabilities is disclosed in the individual policy statement
associated with each item.

4.14Offsetting Financial Instruments

Financial assets and liabilities are offset and the net amount is reported in the statement of Assets
and Liabilities when there is a legally enforceable right to set off the recognized amounts and there
is an intention to settle on a net basis, or realize the asset and settle the liabilities simultaneously.

2010
Rupees

5. BANK BALANCES

Deposit Accounts 5.1  69,829,055  81,502,715

5.1 The profit rates on these accounts ranges between  5% to 13% (June 30, 2010: 5.93% to 9.50%)
per annum.

These include Rs. 0.038 million (2010: Rs. 76.928 million) deposited with Dawood Islamic Bank
Limited (now The Burj Bank Limited) - a related party.

6. INVESTMENTS

At Fair Value through Profit or Loss

Investment in Listed Equity Securities 6.1  34,193,570  40,145,600

Available-for-Sale

Investment in Debt Securities

Un-Quoted Debt Securities 6.2  100,184,325  111,886,298

Investment in Government Securities

GOP Ijara - Sukuk 6.3  100,400,000  -

Placements

Certificates of Musharika 6.4  30,080,740  50,895,596

 264,858,635  202,927,494

2011
RupeesNote

D I F - S

2010
Rupees

2011
RupeesNote



Annual Report 2011

41

6.1 Investments in Marketable Securities at Fair Value Through Profit and Loss  - Held for Trading
The holding are in the fully paid ordinary shares/certificates of Rs 10/- each

Electricity
Hub Power Company Limited.  -    30,000  -    -    30,000    1,125,870  1,125,000  (870) 0.42

Oil & Gas 
Pakistan Petroleum Limited  -    87,500  82,500  -    5,000  1,084,999  1,035,350  (49,649) 0.39
Shell Pakistan Limited  71,692  5,000  -    -    76,692  21,114,564  17,256,467  (3,858,097) 6.52
Pakistan Oilfields Limited  -    53,490  53,490  -    -    -    -    -   
National Refinery Pakistan Limited  75,530  42,000  107,530  -    10,000  3,696,156  3,522,600  (173,556) 1.33

 25,895,719  21,814,417  (4,081,302)

Fixed Line Telecommunication
Pakistan Telecommunication Company Limited  -    90,000  90,000  -    -    -    -    -   

Chemicals
Fauji Fertilizer Company Limited  -    37,000  37,000  -    -    -    -    -   
ICI Pakistan Limited  27,750  40,000  62,750  -    5,000  759,874  759,253  (621) 0.29
Lotte Pakistan PTA Limited  -    125,000  75,000  -    50,000  764,567  691,500  (73,067) 0.26

 1,524,441  1,450,753  (73,688)
Personal Goods 
Nishat Mills Limited   -    50,000  -    -    50,000  2,802,598  2,517,000  (285,598) 0.95

Pharma and Bio Tech
GlaxoSmithKline Pakistan Limited  81,140  1,360  -    12,375  94,875  9,400,116  7,286,400  (2,113,716) 2.75

 June 30, 2011  40,748,744  34,193,570  (6,555,174) 12.91

Name of Investee

Number of Shares/Certificates
Opening as
at July 01,

2010

Purchases Sales Bouns/
Right
Issue

Closing as
at June 30,

2011

Cost Market
Value

Unrealised
Appreciation/
(Diminution)

Value of Shares/Certificates

Number of Shares Rupees

Percentage of
Total

Investment
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%RupeesNumber of Certificate

Opening as
at July 01,

2010

Purchased/
Acquired

(Matured)/
(Sold)

Cost
as at June
30, 2011

Market Value/
Carrying Value as
at June 30, 2011

Unrealised (Loss)/
Gain as at

June 30, 2011

Return on
Investment

Percentage
of Total

Investment

Closing as
at June
30, 2011

6.2 Investment in Debt Securities

Unquoted Debt Securities

Sukuks
Engro Fertilizer Limited  7,000  -    -    7,000  35,000,000  35,000,000  -    K6+1.5 13.21
Shahmurad Sugar Mills Limited   37  -    (37)  -    -    -    -   
Pak Elektron Limited  8,000  -    -    8,000  17,280,105  17,018,174  (261,931)  K3+1.75 6.43
Kohat Cement Limited (note 6.5)  5,000  -    -    5,000  24,150,000  16,132,780  (8,017,220)  K3+1.8 6.09
Maple Leaf Cement Factory Limited (03-12-07) (note 6.5) 9,815  -   - 9,815  48,125,849  30,737,902  (17,387,947)  K3+1 11.61
Maple Leaf Cement Factory Limited (31-03-10) (note 6.5)  -    368  -    368  1,840,000  1,295,469  (544,531)  K3+1 0.49
New Allied Electronics Industries Limited (note 6.5)  1,000  -    -    1,000  5,027,500  -    (5,027,500)  K3+2.2  -

 131,423,454  100,184,325  (31,239,129) 37.83
Impairment Loss  30,977,198 

 (261,931)
K = KIBOR

Opening as
at July 01,

2010

Purchased/
Acquired

(Matured)/
(Sold)

Date of
Maturity

Return on
Investment

Percentage
of Total

Investment
R u p e e s %

Closing
as at June
30, 2011

Cost

6.3 Investment in Government Securities

For a Face Value of Rs.100,000/= Each

GOP-Ijarah Sukuk  -    1,000  -    1,000  100,220,000 March 7, 2014 13.675  37.91
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Reversal of
Impairment

Loss

Purchased (Matured) Date of
Maturity

Return on
Investment

Percentage
of Total

Investment
R u p e e s %

Carrying
Value

as at June
30, 2011

Closing
as at June
30, 2011

Impairment
Loss

6.4 Certificates of Musharika Investment (COM)

Invest Capital Investment Bank Limited (note 6.4.1
& 6.5)  50,000,000  -    -    (8,750,000)  41,250,000  (11,169,260)  30,080,740 January 10, 2016  14.43 11.36

B.R.R. Guardian Modaraba (note 6.5)  895,596  223,899  -    (1,119,495)  -    -    -   March 31, 2010  13.00 0.00

 50,895,596  223,899  -    (9,869,495)  41,250,000  (11,169,260)  30,080,740 11.36

6.4.1 On December 31, 2010, the Management Company entered into an agreement for repayment of this COM in 2 monthly installments of Rs. 2.5 million each and 60 equal monthly installments of Rs. 0.75 million each from February,
2011. Profit on this investment has been waived effective from August 29, 2010.

Name of Non-Compliant Investment Type of Value of Provision Value of % of Net    % of Gross   Remarks
Investment Investment Before Mode   Investment After Assets Assets

Provision Provision

Kohat Cement Company Limited SUKUK  16,132,780  -  16,132,780 4.69% 4.62% Non-Compliant
Investment due to

Maple Leaf Cement Factory Limited (03-12-07) SUKUK 30,737,902 -  30,737,902 8.93% 8.81% credit rating less
than required as

Maple Leaf Cement Factory Limited (31-03-10) SUKUK  1,295,469 -  1,295,469 0.38% 0.37% per SECP
Circular No.7 of

New Allied Electronics Industries Limited SUKUK  5,027,500  (5,027,500)  -    -    -   2009.

Invest Capital Investment Bank Limited COM 41,250,000 (11,169,260) 30,080,740 8.74% 8.62%

Total  94,443,651  (16,196,760)  78,246,891

%R u p e e s

Opening as
at July 01,

2010
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2011                   2010
Note Rupees              Rupees

Impairment Loss

Invest Capital Investment Bank Limited - COM  11,169,261  -
Kohat Cement Company Limited - Sukuk  1,979,720  6,037,500
Maple Leaf Cement Limited - Sukuk  -    43,280,917
BRR Guardian Modaraba  -    223,899

13,148,981  49,542,316
Reversal of Impairment Loss

Maple Leaf Cement Limited - Sukuk  (25,348,439)  -
BRR Guardian Modaraba  (223,899)  -

 (25,572,338)  -   
 (12,423,357)  49,542,316

7. DIVIDEND AND PROFIT RECEIVABLE
   Considered Good

Dividend  25,000  -
Profit Receivable on:
- Deposit Accounts with Banks  1,907,389  3,326,213
- Sukuk Bonds  1,992,274  5,997,489
- GOP Ijara Sukuk  4,346,028  -
- Musharika Placements`  - 2,451,123

 8,270,691  11,774,825

8. SECURITY DEPOSITS
   Considered Good

Security Deposit with National Clearing
Company of Pakistan Limited (NCCPL)  5,500,000  2,500,000

9. PRELIMINARY EXPENSES AND FLOATATION COST

Opening  1,000,000  1,500,000
Amortized During the Year  (500,000)   (500,000)
Closing  500,000  1,000,000 

10. REMUNERATION PAYABLE TO MANAGEMENT COMPANY 

Management Fee  10.1  1,011,614  269,448
Preliminary Expenses Payable and Floatation Costs 500,000  1,000,000

1,511,614  1,269,448
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6.5 Break up of (reversal of impairment loss)/impairment loss on investments classified as non-performing
are as follows:
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 10.1 The Regulations allow remuneration to the management company, for services rendered to the
Fund, up to maximum of 3% per annum of the average annual net assets of the Fund for the first
five years of the Scheme and 2% per annum of the average annual net assets thereafter. The
Management Company is currently charging 1.5% per annum of the average annual net asset
value of the Fund.

                           2011                    2010
Note Rupees              Rupees  

Average Annual Net Assets 339,626,867 343,325,267

Remuneration (1.5% of Average Annual Net Assets) 5,094,403 5,149,879
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11. REMUNERATION PAYABLE TO TRUSTEE 

The Trustee is entitled to a remuneration for the services rendered to the Fund under the provision of
the Trust Deed at the rate of 0.20% on the first Rs. 1,000 million of the average daily net assets and
thereafter 0.10% on amount exceeding Rs. 1,000 million of average daily net assets of the Fund, subject
to a minimum of Rs. 700,000 per annum.

12. ANNUAL FEE PAYABLE TO SECURITIES AND EXCHANGE
COMMISSION OF PAKISTAN

Under the provisions of Regulation 62 the Non-Banking Finance Companies and Notified Entities
Regulations, 2008 the Fund is required to pay annual fee to SECP, an amount equal to 0.095% of the
average daily net assets of the Fund.

13. PAYABLE TO UNITHOLDERS AGAINST REDEMPTION

The redemption request from one of the unit holder amounting to Rs. 65.22 million as at June 30, 2010
which could not be redeemed within specified time, due to incomplete documentation, has been withdrawn
by the unit holder on December 31, 2010. Consequently, liability against redemption has been reversed.

2011                   2010
Note Rupees              Rupees

14. ACCRUED AND OTHER LIABILITIES

Accrued Expenses  429,500  362,000
Charity Payable 19  1,068,616  483,432
Payable to Brokers  25,613  32,641
Worker's Welfare Fund Payable 18  1,245,011  437,583

 2,768,740  1,315,656
15. CONTINGENCIES AND COMMITMENTS

There were no contingency and commitment as at June 30, 2011.

16. SECURITIES TRANSACTION COST

Brokerage  97,070  520,619
Federal Excise Duty  15,531  79,699

112,601  600,318
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18. WORKERS WELFARE FUND

The Finance Act 2008 introduced an amendment to the Workers' Welfare Fund Ordinance, 1971 (WWF
Ordinance). As a result of this amendment it is alleged that all Collective Investment Schemes/mutual funds
(CISs) whose income exceeds Rs.0.5 million in a tax year, have been brought within the scope of the WWF
Ordinance, thus rendering them liable to pay contribution to WWF at the rate of two percent of their accounting
or taxable income, whichever is higher. In this regard, a constitutional petition has been filed by certain CISs
through their trustees in the Honorable High Court of Sindh, challenging the applicability of WWF to the
CISs, which is pending adjudication. However, without prejudice to the above, the Management Company
made a provision for WWF contribution in the annual financial statements for the year ended 30 June 2010.

Subsequent to the year ended 30 June 2010, a clarification was issued by the Ministry of Labour and
Manpower (the Ministry) which stated that mutual funds are not liable to contribute to WWF on the basis
of their income. This clarification was forwarded by Federal Board of Revenue (FBR) (being the collecting
agency of WWF on behalf of the Ministry)  vide its letter dated 06 October 2010 to its members for necessary
action. Based on this clarification, the FBR also withdrew notice of demand which it had earlier issued to
one of the mutual funds for collection of WWF. However, the FBR vide its letter dated 04 January 2011
have cancelled its earlier letter dated 06 October 2010 ab initio and issued show cause notices to certain
mutual funds for collecting WWF. In respect of such show cause notices, one of the mutual funds has been
granted stay by Honorable High Court of Sindh vide its order dated 10 February 2011 on the basis of the
pending constitutional petition in the said court as referred above and the remaining mutual funds are in the
process of filing petitions for stay of proceedings in this case. 

Subsequent to the year end, Lahore High Court vide its judgement on a similar case has declared the
amendments introduced vide Finance Act 2006 and Finance Act, 2008 in WWF Ordinance as unconstitutional
and therefore struck down on the basis that the contribution paid towards the fund under WWF Ordinance
is a fee and not a tax. However, the management on prudence basis has decided to continue to make a
provision of WWF in its books of accounts and shall consider adjustments, if any after announcement of
decision of Honorable High Court of Sindh.

19. CHARITY

According to the instructions of the Shariah Advisory Council, if any income is earned by the Fund from
investments whereby a portion of income of such investees has been derived from prohibited sources, such
proportion of income of the Fund should be donated for charitable purposes by the Fund. The Fund has
segregated such income for the year amounting to Rs. 0.585 million (2010: Rs. 0.483 million)

2011                   2010
Note Rupees              Rupees

17. AUDITORS' REMUNERATION

Annual Audit Fee  150,000  150,000
Half Yearly Review Fee  75,000  75,000
Shariah Audit Fee  50,000  50,000
Code of Corporate Governance Compliance Review Fee  15,000  15,000
Out of Pocket Expenses  40,000  25,000

330,000 315,000
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23. TRANSACTIONS WITH CONNECTED PERSONS 

Connected persons comprise of management company, associated undertakings, directors, trustee and key
management staff of the management company.

20. TAXATION

No provision for taxation has been made as the Fund is exempt from income tax under clause 99 of Part 1
of Second Schedule to the Income Tax Ordinance, 2001 (the Ordinance), subject to the condition that not
less than 90% of its accounting income for the year, as reduced by the capital gains whether realized or
unrealized, is distributed amongst its unit holders.  

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

21. EARNINGS PER UNIT

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

Percentage of Commission Paid
%

22. LIST OF TOP TEN BROKERS IN ORDER OF
  PERCENTAGE OF COMMISSION PAID

For the Year Ended June 30, 2011

i). Pearl Securities (Private) Limited  27.20 
ii). Foundation Securities (Private) Limited  15.56 
iii). Dawood Equities Limited  15.37 
iv). Adam Securities (Private) Limited  14.19 
v). First National Equities Limited  13.93 
vi). Elixir Securities Pakistan (Private) Limited  6.44 
vii). Habib Metropolitan Financial Services (Private) Limited  5.67 
viii). Jan Mohd.A.Latif Nini & Sons (Private) Limited  0.93 
ix). Atlas Capital Markets (Private) Limited  0.46 
x). Shehzad Chamdia Securities (Private) Limited  0.25 

For the Year Ended June 30, 2010

i). Habib Metropolitan Financial Services (Private) Limited  16.02 
ii). Shehzad Chamdia Securities (Private) Limited  16.07 
iii). Atlas Capital Markets (Private) Limited  14.89 
iv). Jan Mohd.A.Latif Nini & Sons (Private) Limited  11.57 
v). Foundation Securities (Private) Limited  10.26 
vi). Elixir Securities Pakistan (Private) Limited  7.44 
vii). Pearl Securities (Private) Limited  6.58 
viii). Dawood Equities Limited  6.52 
ix). KASB Securities Limited  3.60 
x). Invest Capital & Securities (Private) Limited.  1.97 
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Directors and Officers of the Management Company

Number of Units Issued  -    958
Value of Units Issued  -    97,900
Number of Units Redeemed  -    958
Value of Units Redeemed  -    98,282

BRR Guardian Modaraba

Return on Placements  2,359,589  1,204,110
Maturity of Musharika Placement  1,119,495  33,880,505

Dawood Islamic Bank Limited
   (now The Burj Bank Limited)

Number of Units Redeemed  -    1,139,623
Value of Units Redeemed  -    101,291,723
Number of Bonus Units Issued  -    173,732
Value  of Bonus Units Issued  -    16,838,555

Dawood Family Takaful Limited

Number of Units Redeemed  -    56,254
Value of Units Redeemed  -    5,000,000

24. FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES

Fair value is the amount at which an asset could be exchanged, or a liability settled, between knowledgeable
and willing parties in an arm’s length transaction.

Financial assets, which are tradable in an open market, are valued at the market prices prevailing on the
balance sheet date. The estimated fair value of all other financial assets and liabilities is considered not
significantly different from carrying value, as majority of these items are short-term in nature.

Fair Value Hierarchy

The following table provides an analysis of financial instruments that are measured subsequent to initial
recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair value is
observable.

2011                   2010
Rupees              Rupees

Amount of Transactions During the Year

Dawood Capital Management Limited - Management Company

Remuneration of Management Company  5,094,403  5,149,879

Central Depository Company of Pakistan Limited - Trustee

Remuneration of Trustee  704,355  738,067
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- Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active markets
for identical assets or liabilities.

- Level 2 fair value measurements are those derived from inputs other than quoted prices included
within Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or indirectly
(i.e. derived from prices).

- Level 3 fair value measurements are those derived from valuation techniques that include inputs
for the asset or liability that are not based on observable market data (unobservable inputs).

25. FINANCIAL RISK MANAGEMENT POLICIES

The Fund’s activities expose it to the variety of financial risks: market risk (including price risk and mark
up rate risk), credit risk and liquidity risk. 

The Fund's overall risk management program seeks to maximize the returns derived for the level of risk
to which Fund is exposed and seeks to minimize potential adverse effects on the Fund's financial
performance. 

The Fund  uses different methods to measure and manage the various types of risks to which it is exposed,
these are summarized below;

25.1 Price Risk

Price risk is the risk that the value of a financial instrument may fluctuate as a result of changes
in market prices. This risk arises from the investments held by Fund for which prices are uncertain
in future. The management company manages its price risk by monitoring exposure on marketable
securities by following the internal guidelines of the investment Committee and NBFC regulations
laid down by the SECP.

Equity investments of the Fund are publicly traded on stock exchange. The Fund's policy requires
that the overall market position is monitored on a daily basis by the Fund's Investment Committee
and is reviewed periodically by the management Company. Compliance with the Fund's investment
policies are reported to the  Management Company on regular basis.

As at June 30, 2011, the fair value of equity securities exposed to price risk were as follow: -

2011                   2010
Rupees              Rupees

Held for Trading 34,193,570 40,145,600

Level 1 Level 2 Level 3

      -------------Rupees-----------
Held for Trading
Listed Equity Securities  34,193,570  -    -

Available-for-Sale
Unquoted Debt Securities  -    100,184,325  -

Government Securities  -    -    100,400,000

There were no transfer between level 1 and 2 in the year.
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The following table illustrates the sensitivity of the income for the period and the unit holders' fund
to increase or decrease due to 5% variation in the fair values of the Fund's equity securities. This
level of change is considered to be reasonably possible based on observation of current market
conditions. The sensitivity analysis is based on the Fund's equity securities at each statement of
assets and liabilities date, with all other variables held constant.

Increase in          Decrease in
Fair Value           Fair Value

Net Income for the Year 87,308   87,308

Rupees

2011

25.2 Yield/Interest/Mark up Rate Risk

Yield risk is the risk of decline in earnings due to adverse movements of the yield curve.
Interest/Markup rate risk is the risk that the value of the financial instruments will fluctuate due to
changes in the market  interest/mark up rates.

Sensitivity to the markup rate risk arises from mismatches or gaps in the amounts of interest/markup
based assets and liabilities that mature or reprice in a given period.

The interest/mark up rate profile of the Fund is as follows:-

Floating
Interest/Mark

up Rate

Fixed
Interest/Mark

up Rate
Rupees

Non
Interest/Mark up

Bearing
Total

As at June 30, 2011
Sukuk Bonds  100,184,325  -    -    100,184,325
Placements in Musharika
  Certificates  -    -    30,080,740  30,080,740
GOP Ijara - Sukuk  100,400,000  -    -    100,400,000
Dividend and Profit Receivable  -    -    8,270,691  8,270,691
Security Deposit  -    -    5,500,000  5,500,000
Bank Balances  69,723,226  -    105,829  69,829,055

 270,307,551  -    43,957,260  314,264,811

As at June 30, 2010
Sukuk Bonds  111,886,298  -    -    111,886,298
Placements in Musharika
  Certificates  -    50,895,596  -    50,895,596
Dividend and Profit Receivable  -    -    11,774,825  11,774,825
Security Deposit  -    -    2,500,000  2,500,000
Bank Balances  81,002,512  -    500,203  81,502,715

 192,888,810  50,895,596  14,775,028  258,559,434
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25.2.1 Interest/Mark up Rate Sensitivity

If the interest/mark up rate would have been higher or lower by 50 basis points and all the other
variable remains constant, the Fund's income would have been (lower)/higher by Rs. 701,632
for the year ended June 30, 2011 (June 30, 2010: Rs.948,651). This is attributable to the Funds
exposure to interest/mark up rates on its floating rate securities.

Management is of the view that the above sensitivity analysis are not representative of the year
as a whole, since the level of exposure changes frequently as part of the interest/mark up rate
risk management process used to meet the Fund's objectives.

25.3 Credit Risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation
and cause the other party to incur a financial loss.

The Management Company follows the investment restrictions/exposure limits to minimize credit
risk. Transactions are entered into with approved brokers and with diverse credit-worthy counter
parties, thereby mitigating significant credit risk and its concentration, if any.

The management has accounted for the credit risk as follows:

- Where the investment committee makes an investment decision, the credit rating and credit
worthiness of the issuer is taken into account along with the financial background so as to
minimize the risk of default.

- Investment transactions are carried out with brokers, whose credit worthiness is taken into
account so as to minimize the risk of default.

- The risk of counterparty exposure due to failed trades causing a loss to the Fund is mitigated
by a periodic review of trade reports, credit ratings and financial statements on a regular
basis. In addition, the investment Committee approves the trading of securities of entities
with good credit ratings approved by external rating agencies.

- Cash is held with reputable banks with high quality external credit ratings.

25.3.1 Concentration of Credit Risk

Concentration of credit risk exists when changes in economic or industry factors affect the group
of counterparties whose aggregate credit exposure is significant in relation to the Fund's total
credit exposure. The Funds portfolio of financial assets is broadly diversified and transactions
are entered into with diverse credit worthy counterparties thereby mitigating any significant
concentration of credit risk. Details of Fund’s concentration of credit risk of the financial
instruments by industrial distribution are given in the respective note 6.1 to the financial statements.

25.4 Liquidity Risk

Liquidity risk is the risk that the Fund will encounter difficulty in raising funds to meet its
obligations and commitments associated with financial instruments. Liquidity risk arises because
of the possibility that the Fund could be required to pay its liabilities earlier than expected. The
Fund is exposed to cash redemptions of its units on a regular basis. Units are redeemable at the
holders option based on the Fund's net asset value per unit at the time of redemption calculated
in accordance with the Fund's constitutive document and guidelines laid down by Securities and
Exchange Commission of Pakistan (SECP).
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Liquidity Risk Sensitivity

The Fund’s financial liabilities amounting to Rs 4.663 million (June 30, 2010:  Rs 68.214 million)
which are not subject to any markup and are payable within a year.

26. CAPITAL RISK MANAGEMENT

The Fund's capital is represented by redeemable units. They are entitled to dividend and payment of a
proportionate 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 restrictions
or specific capital requirements on the subscription and redemption of units. The Fund's objective when
managing capital are to safeguard its ability to continue as a going concern in order to provide returns
for unit holders and to maintain an optimal fund structure to reduce the cost of the Fund

2011 2010 2009
Rupees Rupees Rupees

27. PERFORMANCE TABLE 

Total Net Asset Value  344,295,691  231,491,462  386,739,260
Net Assets Value per Unit  112.2587  98.9468  102.1227
Redemption Price as at June 30  112.2587  98.9468  102.1227
Offer Price as at June 30  113.9426  100.4310  103.6545
Highest Issue Price of Units  119.8896  105.0711  103.6545
Lowest Issue Price of Units  99.6059  89.4550  90.6804
Highest Redemption Price of Units  118.1178  103.5183  102.1227
Lowest Redemption Price of Units  98.1339  88.1335  89.3403
Net Income/(Loss)  for the year  39,563,978  (3,637,410)  21,879,154
Income Distribution (Rupees)  32,203,332  -    19,692,439
Dividend Distribution Per Unit (Rupees)  10.50  -    5.20
Return on Fund ( % )  11.4913  (1.5713) 5.6573
Capital Growth on Return on Fund ( % )  2.1379  (1.5713)  0.5654
Income Distribution on Return on Fund ( % ) 9.35  -   5.09
Distribution Date  July 06,2011  -    July 06, 2009
Average Annual Return ( % )
One Year  13.45  (6.03) 13.08
Two Years  7.62  (4.02) 11.42
Three Years  5.65  6.28  -

- The income distribution have been shown against the year to which they relate although these were
declared and distributed subsequently to the year end.

- Past performance is not necessarily indicative of future performance, and that unit price and investment
return may go down, as well as up.

- The breakdown of the Fund's investment portfolio between industry sectors have been disclosed in
note 6.1 of these financial statements.

D I F - S



Annual Report 2011

53

28. PARTICULARS OF FUND MANAGER

Name of Fund Manager Qualification Name of Other Funds Managed

Dawood Income Fund (formerly 
Miss Tara Uzra Dawood Doctorate of Dawood Money Market Fund)
(Acting Fund Manager)* Juridical Science (J.D.) First Dawood Mutual Fund

Dawood Income Fund (formerly 
Mr. Muhammad Abbas* MBA Dawood Money Market Fund)
(Debt Fund Manager) Finance First Dawood Mutual Fund

Dawood Income Fund (formerly 
Mr. Muhammad Ahmed ** B.Com Dawood Money  Market Fund)

First Dawood Mutual Fund

* Appointed During the Year
** Left During the Year

29. DETAIL OF MEMBERS OF INVESTMENT COMMITTEE
OF THE MANAGEMENT COMPANY

 Name of Member Qualification Experience

Miss Tara Uzra Dawood* Doctorate of 8 Year
Juridical Science (J.D.)

Mr. Syed Kabiruddin* ACMA & ACIS 20 Years
Mr. Muhammad Abbas* MBA Finance 12 Years
Mr. Muhammad Aslam* B.Com. 25 Years
Mr. Zeeshan Swalaheen* MA - Eco. & Finance 02 Years
Mr. Mustansir Shabbar** MCS and MPA 8 Years
Mr. Muhammad Amir Siddiqui** C.A. Finalist 8 Years
Mr. Muhammad Ahmed ** B.Com. 19 Years
Mr. Saleem Munshi** MBA Finance 30 Years

* Appointed During the Year 
** Left During the Year

30. ATTENDANCE OF MEETING OF BOARD OF DIRECTORS (BoD)
OF THE MANAGEMENT COMPANY

During the year, five meetings were held on July 06, October 4, October 26 in 2010, and February
17 & April 27 in 2011 . Following is the attendance table:-

Name of Director Held Attended Leave
Granted

Miss Tara Uzra Dawood 5 5  -
Mr. Nazimuddin Feroz 5 2 3
Syed Shabahat Hussain 5 5  -
Mr. Gul Nawaz 5 5  -
Mr. Feroze Sayeed-ud-Deane** 4 2 2
Mr. AVM (Retd) Zulfiqar Ahmed Shah** 4 3 1
Mr. Masood A. S. Wahedna* 4 3 1
Mr. Iftikar Hussain ** 1  - 1
* Appointed During the Year 
** Left During the Year
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31. PATTERN OF UNIT HOLDING

Category No. of Unit Units Investment  % of Total
Holders  Held Amount

Rupees

       At June 30, 2011

Individuals  72  30,389  3,411,486  0.99
Bank  1  2,500,000  280,646,748  81.51
NBFC  1  561  62,942  0.02
Retirement Funds  2  88,679  9,955,029  2.89
Others  2  447,355  50,219,486  14.59

 78  3,066,984  344,295,691  100

32. NON-ADJUSTING EVENT AFTER THE BALANCE SHEET DATE

The Board of Directors of the Management Company has approved a (50% bonus dividend and 50%
cash dividend) of Rs.10.50 per unit for the year ended June 30, 2011, amounting to Rs. 32.203 million
in their meetings held on July 06, 2011. These financial statements do not include the effect of this
appropriation as this will be accounted for in the financial statements for the year ending June 30,
2012.

33. DATE OF AUTHORIZATION FOR ISSUE

These financial statements were approved and authorized for issue on September 7, 2011 by the Board
of Directors of the Management Company.

34. GENERAL

Figures have been rounded off to the nearest Rupee unless otherwise specified.

As at June 30, 2011

Category No. of Unit Units Investment  % of Total
Holders  Held Amount

Rupees

       At June 30, 2010

Individuals  80  22,631  2,239,262  0.97
Bank  1  1,768,695  175,006,750  75.60
NBFC  1 561  55,479  0.02
Retirement Funds  2 88,679  8,774,541  3.79
Others  3 458,988  45,415,430  19.62

 87  2,339,554  231,491,462  100

Chief Executive Officer Director Director

For Dawood Capital Management Ltd.
(Management Company)

D I F - S


