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Mission Statement

To be an innovative, proactive, skillful

and risk-averse mutual fund that adds

value to the investment of unit holders by

maximizing returns and providing

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

On behalf of the Board of Directors of Dawood Capital Management Limited (the Company), the Management
Company of Dawood Islamic Fund (the Fund), it gives me immense pleasure to present the First Annual
Report of the Fund along with the Audited Financial Statements, and Auditors' Report to the certificate holders
for the year ended June 30, 2008.

DIF-IPO was conducted during 12-13 July 2007 and received an overwhelming response from the investing
public. Large numbers participated in the IPO. The Board would like to thank its unit holders for making the
DIF-IPO a success and placing their trust in the DCM name. We assure you that the Fund is run strictly on
professional lines with sincere adherence to shariah principles.

FUND PERFORMANCE

DIF has been established with seed capital of Rs. 250 million. The net assets of DIF stand at Rs. 434 million
as at June 30, 2008 and accordingly the net asset value per unit has increased from Rs. 100 to Rs. 110.31 as
at June 30, 2008. The net income before distribution for the first financial year 2007-08 was Rs. 39 million.
This income is mainly derived from Equity Portfolio, Profit on Investment in Debt Securities, Profit on
Musharika Placements, Dividend Income and Bank Deposits. The Board of Directors of the Management
Company has declared a stock dividend of 10% for the year ended June 30, 2008.

The Fund performance onward the year remained promising and offered attractive returns to the unit holders.
The following chart signifies the returns earned by the investor since DIF started operations.

With the high liquidity and low management fees, we have been able to earn a leading return in the Islamic
Asset Allocation Mutual Fund industry that is substantially higher than the average commercial bank deposits
rates for the matching tenor. DIF is the highest dividend payout for the year ended June 2008 among all rated
open-end Islamic Asset Allocation funds.
The Fund income is derived as:
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Income Derived

CG/URG = Capital Gain/Unrealized Gain
PDS = Profit on Debt Securities
PMP = Profit on Musharika Placements
DI = Dividend Income
PBB = Profit on Bank Balances
EI = Element of Income

Earnings per Unit

Earnings per unit for the period from July 14, 2007 to June 30, 2008 are Rs. 9.89 per unit.

Taxation

The Fund is distributing more than 90% of the income for the year and therefore the income of the Fund will
not be subject to income tax under clause 99 of the Part I of the 2nd schedule of the Income Tax Ordinance
2001.

Sales and Redemption of units

The Fund was launched on July 14, 2007 with a seed capital of Rs.250 million as core investment with the
conditions that these core units are not redeemable for a period of two years from the date of issue.

A total of 10,585,863 units were issued in the current year valued at Rs. 1.094 billion and 6,652,946 units
were redeemed with a value of Rs. 0.700 billion. As on June 30, 2008, the total number of outstanding units
was 3,932,917 valued as 433.85 million.
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Dividend

The Board of Directors of the Management Company declared a bonus dividend of Rs. 10.00 per unit for the
year ended June 30, 2008. This works out to 10% of the par value of the units of Rs. 100 each. After the
distribution of the dividend, the revised Net Asset Value is Rs. 100.3116 per unit effective July 1, 2008.

Investment Strategy

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

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

On June 30, 2008, the Fund has made investments of Rs. 65 million mostly in strong dividend payout and
blue chip scripts representing 16% of net asset value. 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 are Oil & Gas Exploration 30.37%, Oil & Gas Marketing 25.37%, Refineries 19.59%, Fertilizer
11.85%and Chemical 6.70%. Break-up of total assets of the Fund are follows:

EP = Equity Portfolio
DS = Debt Securities
MP = Musharika Placements
BB = Bank Balance
OA = Other Assets



Annual Report 2008

7

Credit Rating

Due to first year of operation and Pakistan's first Islamic Asset Allocation Fund, there is no any other fund
available in the same category who completes whole year of operation. For that instance DIF is not yet rated
from any rating agency.

Overall Economic Scenario

Global Economic Situation

In the last 5 years Pakistan's economy strong performance was underpinned by the macro economic policies
pursued by the government and a buoyant global economic environment with rapid economic expansion in
China and India fuelling global economic growth. In this period the global economy due to continued strong
expansion, has become geographically more broad-based. However, since the mid of 2007 the health of the
global economy has taken a hit from the subprime crisis in the US and in some parts of Europe and distress
and high turbulence in international financial markets. The IMF and other international financial bodies have
already downward revised their global growth projections for the next 3 years. Pakistan's economy has
experienced the negative fallouts of a reduction in international capital liquidity which has drained away
foreign investment inflows. However growth in emerging economies is though slightly diminished is likely
to remain solid and stable in the medium to long term despite external shocks coming from record high
international oil prices to $147 per barrel and other commodity prices, which are fuelling global inflationary
pressures, and a downturn in global demand.

Performance of the Pakistan economy

Pakistan's real GDP grew by 5.8% in FY08, lower than the 6.8% growth achieved in FY07. The slowdown
in economic growth was a direct result of lower than targeted performance by the manufacturing and agriculture
sectors. Second monetary policy of FY2007 was negative for banking sector in which SBP to curb from
inflationary pressure increase discount rate by 150 bps and minimum rate of 5% has been imposed on PLS
savings accounts. Pakistan economy had also hit by the cost push inflation through the hike of international
oil & other commodity prices which fuelling the inflationary pressure in our economy. Agricultural production
increased by 1.5% in FY08 versus 3.7% growth previous year. Similarly, manufacturing growth decreased
to 5.4% in FY08 against 8.2% attained in the previous year. Large Scale Manufacturing (LSM) grew by just
4.8% as compared to 8.6% in FY07. During the current fiscal year, the main growth driver remained the
services sector which grew at a high rate of 8.2% versus 7.6% growth attained in FY07. Current foreign
reserves are $10.73 billion, trade and current A/c deficits are $20.74 & $14.01 billion respectively. Despite
an economic growth slowdown during the current fiscal year, high average real GDP growth in the last 6
years has resulted in the real per capita GDP to increase from US$586 in FY03 to US$1085 in FY08.

In our view Pakistan's economy has entered a consolidation phase; while growth is likely to remain healthy
around 5% it will be significantly lower than that achieved in the last 5 years.
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Market Outlook and Prospects

Due to deterioration in the socio economic conditions in the previous fiscal year the Karachi stock exchange
remained highly turbulent. During the period KSE-100 index touched its high of 15,739.25 on April 21, 2008
and made its low of 11,134.85 on June 23, 2008 lost 4,600 point (Ytd decline of 29.25%) & at June 30th it
closed at 12,289 levels. The economic indicators (like rising trade deficit, skyrocketing inflation and the
massive depreciation of the rupee against dollar) and political situation of the country, which remained the
main reasons, to discourage the local as well as international investors and fall of the market.

However investor interest remained strong in the Oil & gas and agro based sectors like fertilizer. Considering
the ongoing boom in global boom in commodity prices we think that these fast growing sectors will continue
to attract investor interest in Pakistan.

The Securities and Exchange Commission of Pakistan (SECP) has been actively pursuing a capital market
reform program geared towards the development of a modern and efficient corporate sector and capital market,
based on sound regulatory principles that provide impetus for high economic growth.

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 except as disclosed
below:

Trades By

Chief Executive Officer
Directors
Officer

There has been no material departure from the best practices of corporate governance as detailed in the
listing regulations.
There are no statutory payment on account of taxes, duties, levies and charges outstanding.
There has been no departure from the best practices of transfer pricing.

Investment
(No.of Units)

14,021
-

20,068

Redemption
(No.of Units)

14,021
-

20,068
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Changes in Directors

Since the last report, there have been changes in the composition of the Board of the management company.
Mr. Hasib Ahmed, Nominee Director of ADB, has resigned and Mr. Iftikhar Hussain has been appointed as
a new director.
The Board would like to place on record its appreciation of the sincere efforts made by the retiring director
and wish to welcome on Board the new elected director.

Currently, the Company has Seven Directors on its Board.

Board of Directors Meetings

During the year 2007-08 five (5) meetings of the Board of Directors of the management company were held,
the requisite details are as under:

Mr. Feroze Sayeed-ud-Deane
Miss Tara Uzra Dawood
Mr. Gul Nawaz
Mr. Anwar A. Sheikh
Mr. Hasib Ahmed
Mr. AVM (Retd.) Zulfiqar Shah
Mr. Nazimuddin Feroz
Mr. Iftikhar Hussain

1.
2.
3.
4.
5.
6.
7.
8.

S. No. Name Designation Entitlement to Attend
Meeting

Leave of Absence

Chairman
Chief Executive
Director
Director
Director
Director
Director
Director

5
5
5
5
4
5
5
1

-
1
1
3
4
1
2
-

Audit Committee

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

Mr. AVM (Retd.) Zulfiqar Ahmed Shah Chairman
Mr. Anwar A. Sheikh Member
Mr. Iftikhar Hussain Member

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

Auditors

The present Auditor, Deloitte M. Yousuf Adil Saleem & Co, Chartered Accountants are due for retirement
and being eligible, offer themselves for re-appointment. As required under the Code of Corporate Governance,
the Audit Committee of Management Company has recommended the appointment of Deloitte M. Yousuf
Adil Saleem & Co, Chartered Accountants as auditors for the year ending June 30, 2008.
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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.

DMMF 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 Bank is exposed
to:

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

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

In addition to the above stated marketing, further publicity is derived from interviews, newspaper articles and
participation and sponsorship of professional events by business groups, lawyers and the medical association.
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Information Technology

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

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

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

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

Human Resource Training and Development

DCM's employees are its greatest asset. Hence, several significant initiatives have been taken during the year
to improve upon the hiring including retention and work environment-related issues, grooming of skills to
match with the changing business needs, induction of qualified and experienced professionals. Training and
Human Resource Development continues to be of prime importance in 2008-09.

In 2007-08, there has been a concerted effort to improve the quality and skills of our human resource through
arrange a participation of employees in various seminars, workshops and training session organized by various
professional bodies.

Events Occurring After the Balance Sheet Date

No circumstances have arisen, since the balance sheet date which would require adjustments to or disclosures
in the accounts, except management is pleased to announce a bonus dividend of 10.25 units of every 100 units
for the year ended June 30, 2008.

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.



Karachi
September 25, 2008

For and on behalf of the Board,

Chairman
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Pattern of Unit Holding

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

Units (%)
     
74.48 % held by Banking Companiess & Financial Institutions
5.21 % held by Individual Investors
2.21 % held by Retirement Fund
0.62 % held by Public Limited Companies
17.48 % held by Others

Key Financial Highlights

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

Acknowledgement

We take the opportunity to thank our investor, business associates, leading banks and financial institutions
for putting their trust with us and allowing us to later to their financial needs. We also appreciate the guidance
provided to the fund by the management company, the Trustee and the Securities and Exchange Commission
of Pakistan. We truly appreciate and value the contribution of our staff who have worked tirelessly to bring
quality and growth to the fund and to grow our investor base.

In closing, we reaffirm our commitment to our unit holders to further enhance the value of their investment
in the Company.
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REPORT OF THE FUND MANAGER
FOR THE YEAR ENDED 30 JUNE 2008

Fund Objective
Dawood Islamic Fund (DIF) is an Islamic Asset Allocation Fund its objective is to provide investors the
opportunity to earn Riba-free Halal income and long term capital growth through investment.

Investment Strategy
DIF allow investors an alternative to the traditional 100% equity exposure Islamic Funds. It is the intention
of the fund manager to limit its exposure to the equity market to a maximum of 25% of the Net Assets of the
fund, placing it in the moderate risk category. The high portion of non equity investments provides the fund
with stability, while equity portion serves as yield kicker for the fund. DIF shall be invested in the following
asset classes; a) Equity including depositary receipts such as GDRs & ADRs, b) Participation Term Certificates,
c) Modaraba Certificates, d) Musharika, Murahaba, Sukuk and Term Finance Certificates, e) Sukuk Islamic
Bonds and other types of Islamic bonds etc, And any other securities or instruments that may be permitted
by the Commission and the Shariah Council,

Market Performance
During the FY2008, the KSE index was down by 36%. Most of this loss has come in the last quarter of the
fiscal year 2008. Banking sector were the most down ward performer, contributing almost 47% of the total
decline in the index. During April KSE-100 index touch its ever high at 15,739.25 level and at the end of the
quarter index closed at 12,289.03 at that time market was traded at the discount of 22%. Top three contributing
sectors are banking 47%, cement 43.9% and insurance sector by 38.9% and other sectors according to there
percentages are refineries, fertilizer, OMC's & oil & gas exploration companies are 36.2%, 32.2%, 30.3%
& 25.1% respectively in respect to there market capitalization.

Fund Performance
DIF has been established with seed capital of Rs. 250 million. The net assets of DIF stand at Rs. 434 million
as at June 30, 2008 and accordingly the net asset value per unit has increased from Rs. 100 to Rs. 110.31 as
at June 30, 2008. The net income before distribution for the first financial year 2007-08 was Rs. 39 million.
This income is mainly derived from Equity Portfolio, Profit on Investment in Debt Securities, Profit on
Musharika Placements, Dividend Income and Bank Deposits. The Board of Directors of the Management
Company has declared a stock dividend of 10% for the year ended June 30, 2008 which is highest among
all Islamic asset allocation funds.

6.99%

7.40%

-0.24%

Months

DIF 6.99%

Benchmark

KSE-0.24%

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Average

-5.75%

5.41%

-11.10%

32.85%

9.53%

9.31%

20.80%

9.28%

7.25%

8.33%

7.17%

-2.24%

2.20%

8.14%

0.55%

15.61%

7.61%

-0.42%

18.25%

9.28%

6.54%

13.13%

8.19%

1.28%

13.22%

7.98%

-0.02%

-17.03%

5.97%

-19.78%

14.54%

11.17%

1.31%

10.26%

8.10%

-0.63%
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Sector Wise Distribution of Fund As on 30th June 2008
On June 30, 2008, the Fund has made investments of Rs. 411 million mostly in strong dividend payout and
blue chip scripts representing 16% of net asset value. 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 are Oil & Gas Exploration 30.37%, Oil & Gas Marketing 25.37%, Refineries 19.59%, Fertilizer
11.85%and Chemical 6.70%. Break-up of total assets of the Fund are follows:

FY 2007-2008
350.00
100.00

433.85
110.31

10.00%
10.00%
10.66%
10.66%

Beginning Net Assets* (Rs. in Million)
Beginning NAV (Rupees) per Certificate

Ending Net Assets (Rs. in Million)
Beginning NAV (Rupees) per Certificate

Bonus Distribution - Final
Income Distribution
Capital Growth
Total Return

EP = Equity Portfolio DS = Debt Securities
MP = Musharika Placements BB = Bank Balance
OA = Other Assets

(Rupees in Million)
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*Fund started its operation from July 14, 2007. Beginning Assets includes Core and Pre-IPO Investment.

Major Strategies and Policies Employed During the Year 2008
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.

•

•

•

•

Economic Review:

Factors Which Effect the Market

The bearish trend during the period is attributable to the concerns over the political and economic front of
the country. The failure of resolving the longstanding issue of reinstatement of the deposed judges was the
key in destabilizing the political environment of the country. Furthermore, the deteriorating economic situation
of the country with the rising trade deficit, current A/c deficit skyrocketing inflation and the massive depreciation
of the rupee against dollar raised concerned for the local as well as international investors.

Inflow & Outflow from Foreign Portfolio Investment

During the year, the Pakistan stock market attracted $1900 million inflow from foreign portfolio investors,
which is a record inflow for a single year and outflow were $2141 million the net outflow from foreign
investor portfolio was 264.93 million during the fiscal year. Malayan Banking Berhad (Maybank) remitted
USD 666mn (PKR 44bn) to Pakistan as payment for 15% shares of MCB Bank Limited.

Fund maintained heavy weight in E&P and OMC sectors due to positive sector dynamics like continuously
high international oil prices, currency devaluation and new discoveries; all set to benefit stocks in this
sector. Exposure in the sector increased to 3.80% and 4.55% respectively.

Fund increase its exposure in fertilizer sector at the beginning of the year by 1.77% Pakistan is agro base
country total major companies in that industry producing more than their production capacity and all
production utilized locally. Engro Chemical has diversified products portfolio and sound financial
position.

Fund maintained heavy weight and fund increase its exposure in Refinery sectors by 2.93% the main
reason for increase of exposure was improving Gross Refinery Margins and increasing of crude oil prices
which make the view of the attractive valuations and dividend yield of refinery sector.

Fund increase its exposure in Commercial Banks by 0.09% banking sector is in attractive level and
fundamentally trading below their fair value investment growth, expansion in branches make more
attractive their valuations and dividend yield of banking sector.
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Challenges are Inflation & the higher Trade Deficit

Inflationary pressure and Trade deficit is the main challenge for our economy. The key concerns on the
economic front were inflationary pressure remained high further oil price increases are in the pipeline, whereas
electricity and gas prices have already been revised CPI for 2008 at 12% compared to 7.8% in 2007 with food
inflation jumping to 10.3% as compared to 6.9% in 2007. The trade deficit increased to $20.74 billion as
compared to $13.5 billion in 2007 as exports failed to pick up.

Future Outlook

Our future outlook for market is cautious approach should be follow, due to economic and political situation
currently in Pakistan, although corporate earning growth are at a more sustainable rate, and current prices
are very attractive. The Pakistan equity market historically has been trading at very low multiples offering
deeply discounted price in respect to valuation and also compared to its regional peers.

Discount rate is increasing for the last three monetary policies issued by SBP which is about 400bps to reduce
the liquidity from the banking system and slowing credit demand to curb the inflationary pressure and
mitigating the trade and current A/c deficit which is dilemma for our economy, but on the other hand that
tighten monetary policy is negative for the growth of capital & financial market specially for banking sector
as well as those sectors which are highly levered.



Detail of Pattern of Holdings (Units)
As at June 30, 2008

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

Directors & CEO
Chairman
Feroz Saeed-ud-Deane 1  22

Chief Executive
Tara Uzra Dawood  -
Anwar Shaikh  -
Hasib Ahmed  -
Gul Nawaz  -
AVM Zulfiqar Ahmed Shah  -
Individuals 94  204,719
Insurance Companies  -    -
Banks and Financial Institutions 4  2,929,365
NBFCs  -    -
Retirement Funds 4  86,722
Public Limited Companies 3  24,282
Others 3  687,808

Total 109  3,932,917
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REPORT OF THE SHARIAH ADVISOR

Karachi
September 13, 2008

Alhamdulillah, the period from July 14, 2007 to June 30, 2008 under review was the first year of operations
of Dawood Islamic Fund (DIF) managed by Dawood Capital Management Limited (DCM). We, the Shariah
Advisor of the fund are issuing this report in accordance with clause 3.4 (c) (v) of the Trust Deed of the 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 Advisor, 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 fund to establish and maintain a system of internal
controls to ensure compliance with the 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 light of the above, we hereby certify that:

i.

ii.

iii.

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

____________________________
Prof. Mufti Muneeb-ur-Rehman
Shariah Advisor

We have review and approved the modes of investments of DIF in light of the shariah guidelines.

All the provisions of the Scheme and investments made on account of DIF by DCM (Shariah Division)
for the year ended June 30th, 2008 are Shariah compliant and in accordance with the criteria established.

Furthermore the Management Company has calculated an amount of   PKR 148,691/- which shall be
set aside as charity. 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.
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SHARIAH COMPLIANCE AUDITORS’ REPORT TO THE UNIT HOLDERS

We have audited Dawood Islamic Fund's (the Fund) compliance for the period from July 14, 2007 to June
30, 2008 with the principles of Shariah stated in clause 3.5 (b) of the Trust Deed dated September 13, 2006
of the Fund.

It is the responsibility of the management company of the Fund to appoint a Shariah Adviser and establish
and maintain a system of internal control to ensure compliance with the Shariah guidelines. Our responsibility
is to express an opinion on compliance with the Shariah guidelines based on our audit.

We conducted our audit in accordance with the International Standards on Auditing applicable to compliance
auditing. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the Fund has complied with the guidelines issued by the Shariah Adviser in all material respects. An
audit includes examining appropriate evidence on a test basis, evidence supporting amounts and disclosures
in the financial statements. We believe that our audit provides a reasonable basis for our opinion.

In our opinion the Fund was, in all material respects, in compliance with the Shariah guidelines issued by
the Shariah Adviser, in accordance with clause 3.5 (b) of the Trust Deed dated September 13, 2006 for the
period from July 14, 2007 to June 30, 2008.

Chartered Accountants

Karachi
Date: September 25, 2008
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Report of the Trustee pursuant to Regulation 58(f) and Clause 9 of Schedule IV of the Non-Banking
Finance Companies and Notified Entities Regulations, 2007

The Dawood Islamic Fund (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, 2008 in accordance with the provisions of the following:

(i)

(ii)

(iii)

Muhammad Hanif
Chief Executive Officer
Central Depository Company of Pakistan Limited

Karachi: September 30, 2008

Limitations imposed on the investment powers of the Management Company under the constitutive
documents of the Fund;

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

The Non-Banking Finance Companies (Establishment and Regulations) Rules, 2003, the Non-Banking
Finance Companies and Notified Entities Regulations, 2007 and the constitutive documents of the Fund.
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STATEMENT OF COMPLIANCE WITH THE CODE OF CORPORATE
GOVERNANCE FOR THE YEAR ENDED JUNE 30, 2008.
Statement of Compliance with the Code of Governance
(As Required by the Listing Regulations).

This Statement is being presented to comply with the Code of Corporate Governance(the "Code")
contained in Regulation No.37 of listing regulations of Karachi Stock Exchange (Guaranteed) 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 with the principles contained in the Code in the following manner:

1.

2.

3.

4.

5.

6.

7.

8.

9.

The Company encourages representation of independent non-executive directors on its Board of
Directors. At present, the Board includes six (6) non-executive directors. Accordingly, the majority
of the directors of the Board are non-executive directors.

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

All the resident directors of the Company are registered as tax payers 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 defaulter by that stock exchange.

A casual vacancy occurred in the Board and was filled up by the directors within 30 days thereof.

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

The Board of Directors has adopted a vision/mission statement and all the overall corporate strategy
of the Company and had also formulated significant policies as mentioned in the Code. A complete
record of particulars of significant policies along with the dates on which they were approved or
amended has been maintained.

All the powers of the Board have been duly exercised and decisions on material transactions,
including determination of remuneration and terms and conditions of the Chief Executive Officer
have been taken by the Board.

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

The Directors of the Company have been provided with copies of the Listing Regulations, Code
of Corporate Governance, NBFCs Rules, Company's Memorandum and Articles of Association and
all other relevant rules and regulations and hence are conversant of the relevant laws applicable to
the Company, its policies and procedures and provisions of memorandum and article of Associations
and of their duties and responsibilities. Directors have also attended talks and seminars on the
subject of Corporate Governance.
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

The Board of Directors of the Company has approved the appointment of the Company Secretary,
Chief Financial Officer and Internal Auditor including their remuneration and terms and conditions
of employment as determined by the Chief Executive Officer.

The directors' report for this year has been prepared in compliance with the requirements of the
Code and fully describes the salient matters required to be disclosed.

The financial statements of the Fund were duly endorsed by the Chief Executive Officer and Chief
Financial Officer before approval of the Board.

The directors, Chief Executive Officer and executives do not hold any interest in the units of the
Fund other than that disclosed in the pattern of unitholding.

The Company has complied with all the corporate and financial reporting requirements of the Code.

The Board has formed an Audit Committee. It comprises 3 members, of whom all three are Non-
Executive Directors including the chairman of the committee.

The meetings of the Audit Committee (AC) were held at least once every quarter prior to approval
of the interim and final results of the Company and as required by the code. The terms of reference
of the (AC) have been formed and advised to the (AC) for compliance.

The Board has outsourced the internal audit function to M/s Anjum Asim Shahid Rehman & Co.
Chartered Accountants, and has also approved their remuneration & terms and conditions. They
are considered suitably qualified and experienced for the purpose and are conversant with the
policies and procedures of the Fund and their representatives are involved in the internal audit
function on a full time basis.

The statutory auditors of the Company have confirmed that they have been given a satisfactory
rating under the quality control review program of the Institute of Chartered Accountants of Pakistan
(ICAP), 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 ICAP.

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

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

On Behalf of the Board of Directors.
Dawood Capital Management Limited

Tara Uzra Dawood
Chief Executive Officer

Karachi
September 25, 2008
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REVIEW REPORT TO THE MEMBERS ON STATEMENT OF
COMPLIANCE WITH BEST PRACTICES OF THE 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 Listing
Regulations of the Karachi Stock Exchange, where the Fund is listed.

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

As part of or audit of the 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.

Based on our review, nothing has come to our attention which causes us to believe that the Statement of
Compliance does not appropriately reflect the Fund's compliance, in all material respects, with the best
practices contained in the Code of Corporate Governance as applicable to the Company for the year ended
June 30, 2008.

M. Yousuf Adil Saleen & Co.
Karachi Chartered Accountants
September 25, 2008



INDEPENDENT AUDITORS' REPORT TO THE UNIT HOLDERS
We have audited the accompanying financial statements of Dawood Islamic Fund (the Fund), which comprise
the statement of assets and liabilities as at June 30, 2008, and the income statement, distribution statement,
statement of movement in unit holders' funds and cash flow statement for the year then ended, and a summary
of significant accounting policies and other explanatory notes for the period from July 14, 2007 to June 30,
2008.

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

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors' judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the Fund's preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Fund's internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion
In our opinion, the financial statements give a true and fair view of the state of the Fund’s affairs as at June
30, 2008, and of its financial performance, cash flows and transactions for the Period from July 14, 2007 to
June 30, 2008 in accordance with approved accounting standards as applicable in Pakistan.

Other matters
In our opinion, the financial statements have been prepared in accordance with the relevant provisions of the
Trust Deed and Non-Banking Finance Companies and Notified Entities Regulations, 2007.
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M. Yousuf Adil Saleem & Co.
Chartered Accountants

Karachi:
September 25, 2008



410,671,858
8,031,338
2,609,905
2,000,000

14,112,391
437,425,492

2,584,445
77,926

430,665
486,083

3,579,119

433,846,373

433,846,373

3,932,917

110.31

Assets

Investments
Dividend and Profit Recievable
Deposit and Other Receivable
Preliminary Expenses and Floatation Cost
Bank Balances
Total Assets

Liabilities

Payable to Management Company
Payable to Central Depository Company - Trustee
Annual Fee Payable to Securities and Exchange
     Commission of Pakistan
Accrued and Other Liabilities
Total Liabilities

NET ASSETS

UNIT HOLDERS FUND (as per statement attached)

Number of Units in Issue

Net Assets Value per Unit (Face Value per Unit Rs.100/-)

STATEMENT OF ASSETS AND LIABILITIES
AS AT JUNE 30, 2008

Rupees

Annual Report 2008

The annexed notes 1 to 33 form an integral part of these financial statements.

25

For Dawood Capital Management Ltd.
(Management Company)

Chief Executive Officer Director Director

Note

5
6
7
8
9

10
11

12
13



Income
 Profit on Investment in Debt Securities
 Profit on Musharika Placements
 Capital Gain on Sale of Securities
 Dividend Income
 Profit on Bank Balances
 Element of Income and Capital Gains in Prices
   of Units Sold Less Those in Units Redeemed
 Diminution on Remeasurement of Investments -
   'At Fair Value through Profit or Loss'
Total Income

Expenses
 Remuneration to Management Company
 Remuneration of Central Depository Company - Trustee
 Annual Fee to Securities and Exchange Commission of Pakistan
 Securities Transaction Cost
 Auditors' Remuneration
 Amortization of Preliminary Expenses and Floatation Cost
 Fee and Subscription
 Printing Charges
 Bank Charges
Total Expenses

NET INCOME FOR THE PERIOD CARRIED FORWARD TO
DISTRIBUTION STATEMENT

BASIC & DILUTED EARNINGS PER UNIT

INCOME STATEMENT
FOR THE PERIOD FROM JULY 14, 2007 TO JUNE 30, 2008

Rupees
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For Dawood Capital Management Ltd.
(Management Company)

Chief Executive Officer Director Director

Note

10
11
12
14
16
8

17

18,705,555
13,985,330
15,203,494
2,919,400
5,952,492

985,687

(8,987,725
48,764,233

6,459,972
861,329
430,665

1,268,203
260,000
500,000
33,344
30,000
25,516

9,869,029

38,895,204

9.89

)



38,895,204

8,987,725

(985,687
500,000

47,397,242

(418,000,146
(8,031,338
(2,609,905
(2,500,000

(431,141,389

2,584,445
77,926

430,665
486,083

3,579,119
(380,165,028

394,277,419

394,277,419

14,112,391
14,112,391

)

)
)
)
)
)

)

A.

B.

CASH FLOW STATEMENT
FOR THE PERIOD FROM JULY 14, 2007 TO JUNE 30, 2008

Rupees
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For Dawood Capital Management Ltd.
(Management Company)

Chief Executive Officer Director Director

A + B

CASH FLOWS FROM OPERATING ACTIVITIES

Net Income for the Period
Adjustments for:
Diminution on Remeasurement of Investment - Held for Trading
Element of Income and Capital Gains in Prices of Units Sold
    Less those in Units Redeemed
Amortization of Preliminary Expenses and Floatation Cost

Increase in Assets
Investments
Dividend and Profit Recievable
Deposit and Other Receivable
Preliminary Expenses and Floatation Cost

Increase in Liabilities
Payable to Management Company
Payable to Trustee
Annual fee Payable to Securities and Exchange
  Commission of Pakistan
Accrued and Other Liabilities

Net Cash Used in Operating Activities

CASH FLOWS FROM FINANCING ACTIVITIES

Net (Payments)/Receipts against Units (Redeemed)/Sold

Net Cash from Financing Activities

Net Increase in Bank Balance During the Period
Bank Balance at End of the Period



Income for the Period

Undistributed Income Carried Forward

DISTRIBUTION STATEMENT
FOR THE PERIOD FROM JULY 14, 2007 TO JUNE 30, 2008

Rupees
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For Dawood Capital Management Ltd.
(Management Company)

Chief Executive Officer Director Director

38,895,204

38,895,204



Amount Received on Issue of Units 10,585,863

Amount Paid on Redemption of Units 6,652,946

Element of Income and Capital Gains in Prices
of Units Sold Less those in Units Redeemed

Surplus on Re-Measurement of Securities

Income for the Period

Net Assets at End of Period

Represented By:

Capital Account

Surplus on Re-Measurement of Securities

Undistributed Income Carried Forward

STATEMENT OF MOVEMENT IN UNIT HOLDERS’ FUND
FOR THE PERIOD FROM JULY 14, 2007 TO JUNE 30, 2008

Rupees
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For Dawood Capital Management Ltd.
(Management Company)

Chief Executive Officer Director Director

)

)

1,094,307,118

(700,029,699

394,277,419

(985,687

1,659,437

38,895,204

433,846,373

393,291,732

1,659,437

38,895,204

433,846,373



NOTE OF THE FINANCIAL STATEMENT
FOR THE PERIOD FROM JULY 14, 2007 TO  JUNE 30, 2008
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LEGAL STATUS AND NATURE OF BUSINESS

1.1

1.2

1.3

1.4

1.5

STATEMENT OF COMPLIANCE

2.1

2.2

1.

2.

Dawood Islamic Fund (DIF) 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 licensed to the Management
Company of the Fund to act as an Asset Management Company. Registered office of the Management
Company is situated at 1500-A, Saima Trade Towers, I.I.Chundrigar Road, Karachi, Pakistan.

DIF 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.

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

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.

Asset Manager Rating (AMR) of 'AM 3' has been assigned to the Management Company by Pakistan
Credit Rating Agency Limited. As this is the first year of operations, the credit rating will now be
assigned to the Fund.

These financial statements have been prepared in accordance with requirements of the Non Banking
Finance Companies and Notified Entities Regulations, 2007 (the Regulation), the NBFC Rules, the
Trust deed, the Companies Ordinance, 1984 (the Ordinance), directives issued by the SECP and
approved accounting standards as applicable in Pakistan. Approved Accounting Standards comprise
of such International Accounting Standards (IAS) as are notified under the provisions of the
Ordinance. Wherever, the requirements of the NBFC Rules, the Regulations, the Ordinance or
directives issued by SECP differ with the requirements of these standards, the requirements of the
Regulations, the NBFC Rules, the Ordinance and the said directives take precedence.

Standards and Interpretations to Published Approved Accounting Standards that are Not Yet Effective

The following standards and interpretations of approved accounting standards, effective for accounting
periods beginning on or after January 1, 2008 are either not relevant to Fund's operations or are not
expected to have significant impact on the Fund's financial statements other than increased disclosures
in certain cases: -

Standards and Interpretations

IFRS 7 - Financial Instruments:  Disclosures

Effective Date (Accounting Periods Beginning
on or After)

April 28, 2008



Annual Report 2008

31

BASIS OF MEASUREMENT

3.1

3.2

3.3

SIGNIFICANT ACCOUNTING POLICIES

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

4.1

3.

4.

Standards and Interpretations

IFRS 8 - Operating Segments

IFRIC 12 - Services Concession Arrangements

IFRIC 13 - Customer Loyalty Programs

IFRIC 14 - The limit on Defined Benefit Assets,
Minimum Funding Requirements and their interaction

In addition to the above, the following new standards have been issued by the IASB but have not
yet been adopted by the Institute of Chartered Accountants of Pakistan or notified by the SECP and
hence presently do not form part of the local financial reporting framework:

IFRS 4 - Insurance Contracts

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

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

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. The areas where various assumptions
and estimates are significant  to the Company's financial statements or where judgment was exercised
in application of accounting policies are as follows:

i) Classification and Valuation of Investments (note 5)
ii) Amortization of Preliminary Expenses and Floatation Costs ( note 8)

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.

Effective Date (Accounting Periods Beginning
on or After)

January 1, 2009

January 1, 2008

January 1, 2008

January 1, 2008
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4.1.1

4.1.2

4.1.3

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: -

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 out in the income statement. Subsequent to initial recognition, all financial assets
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 are presented in
the income statement in the period in which they arise.

Held-to-Maturity
These are securities with fixed or determinable payments with fixed maturity periods where the
Fund has positive intent and ability to hold till maturity. Held-to-maturity investments are subsequently
re-measured at amortized cost, less any impairment loss recognized to reflect irrecoverable amounts.

Available for Sale
Investment intended to be held for an indefinite period of time, which may be sold in response to
needs for liquidity or changes in market prices, are classified as 'available for sale'.

(a)

(b)

Un Quoted Securities
Un Quoted securities, other than a government or debt securities, are measured at investment
price or its break up value as per last audited accounts, whichever is lower.

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 tenure of the security.

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

Quoted Securities
Quoted debt securities are initially measured at fair value plus transaction cost and subsequently
remeasured at fair value at the average rate notified by (MUFAP) while quoted equity securities
owe initially measured at fair value plus transaction cost and subsequently remeasured at fair
value using rate on stock exchange.

Net gains and losses arising on changes in fair values of these investments are taken to equity
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 Income Statement.
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4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

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

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 indication exists, the assets recoverable
amount 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.

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

Taxation
The income of the fund is exempt from tax under Clause 99 of Part I of 2nd Schedule of the Income
Tax Ordinance, 2001, subject to the condition that not less than 90% of its income for the year (as
reduced by capital gains whether realized or unrealized) is distributed amongst the unit holders.

Issue and Redemption of Units
Units are issued at the respective offer price applicable on the day the proceed is received in the
bank account of the Fund. The offer price represents net asset value of the fund at the end of the
previous day plus the allowable sale load. The sale load is payable to the distribution company and
the Management Company as processing fee.

Units redeemed are recorded at the redemption price. The redemption price represents the net asset
value of the fund at the end of the previous day. Redemption of units is recorded on receipt of
application for redemption.

Element of Income 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.

Net 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.

Earnings Per Unit
Earnings per unit is calculated by dividing the net income of the Fund for the year by the number
of units in circulation at the year end.
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4.10

4.11

4.12

4.13

INVESTMENTS

   Held for Trading

Investment in Listed Equity Securities

   Available-For-Sale

Investment in Debt Securities
    Quoted Debt Securities
    Un-Quoted Debt Securities
Placements
    Certificates of Musharika

Revenue 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.

Financial Assets and Liabilities
Financial Assets carried on the statement of assets and liabilities include bank balances, investments,
receivable against sale of investment, dividend and profit receivable, deposit and other receivables.
Financial Liabilities include remuneration payable to Management Company, remuneration payable
to Trustee and accrued and other liabilities.

All the financial assets and financial liabilities are recognized at the time when the Fund becomes
a party to the contract. The particular recognition method adopted for measurement of financial
assets and financial liabilities is disclosed in the individual policy statement associated with each
item.

Offsetting 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.
Corresponding Income on the asset and charge on the liability is also off-set.

Zakat
Units held by resident Pakistani unit holders shall be subject to Zakat at 2.5% of the par value of
units under Zakat and Ushr Ordinance, 1980 (XVII of 1980), except those exempted under the said
Ordinance. Zakat is deducted at source from the dividend amount or from the redemption payment,
if units are redeemed during the Zakat year before payment of dividend.

5.
Note

Percentage of
Total Investment Rupees

64,981,278

16,765,035
205,925,545

123,000,000
410,671,858

16%

4%
50%

30%
100%

5.1

5.2

5.3



5.1 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
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Commercial Banks
Bankislami Pakistan Limited

Cement
Fauji Cement Company Limited
D.G. Khan Cement Company Limited

Refinery
Bosicor Pakistan Limited
National Refinery Pakistan Limited
Pakistan Refinery Limited

Power Generation & Distribution
The Hub Power Company Limited

Oil & Gas Marketing Companies
Sui Southern Gas Company Limited
Pakistan State Oil Company Limited
Sui Northern Gas Pipelines Limited
Shell Pakistan Limited

Oil & Gas Exploration Companies
Oil & Gas Development Corporation Limited
Pakistan Oilfields Limited
Pakistan Petroleum Limited

Engineering
Crescent Steel & Allied Products Limited

247,500

94,000
52,500

375,000
64,000
85,100

35,500

150,000
116,600
156,300

94,200

1,762,100
43,500

229,400

35,000

222,500

94,000
52,500

275,000
35,500
68,500

35,500

150,000
116,600
111,900
59,300

1,639,800
43,500

211,000

26,000

-

-
-

-
1,000

683
-

-

-
-
-
-

-
-
-

1,000

25,000

-
-

100,000
29,500
17,283

-

-
-

44,400
34,900

122,300
-

18,400

10,000

352,979

-
-
-

1,930,325
10,681,976

3,590,275
16,202,576

-

-
-

2,572,212
16,663,700
19,235,912

15,976,101
-

4,654,437
20,630,537

810,150

370,250

-
-
-

1,340,000
8,775,365
2,616,301

12,731,666

-

-
-

1,934,508
14,553,300
16,487,808

15,209,228
-

4,526,216
19,735,444

617,300

0.09

-
-
-

0.31
2.02
0.60
2.93

-

-
-

0.45
3.35
3.80

3.51
-

1.04
4.55

0.14

0.01

-
-

0.03
0.04
0.05

-

-
-

0.01
0.06

0.00
-

0.00

0.02

0.57

-
-
-

2.06
13.50

4.03
19.59

-

-
-

2.98
22.40
25.37

23.41
-

6.97
30.37

0.95

17,271

-
-
-

(590,325
(1,906,611

(973,974
(3,470,910

-

-
-

(637,704
(2,110,400
(2,748,104

(766,873
-

(128,221
(895,093

(192,850

)
)
)
)

)
)
)

)

)
)

)

<----------- Number of Shares -----------> <----------- Rupees -----------> <----------- % ----------->

Purchases Closing
Balance

Sales Bonus/
Right
Issue

Cost Market
Value

Unrealised
Appreciation/
(Diminution)

Net Asset
of the
Fund

Investee
Paid up
Capital

Total Market
Value

Investment

Name of Investee

Number of Shares/Certificates Value of Shares/Certificates Percentage in relation to
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Cable & Electrical Goods
Pak Elektron Limited

Technology & Communication
Pakistan Telecommunication Company Limited.

Fertilizers
Engro Chemical Pakistan Limited
Fauji Fertilizer Company Limited
Fauji Fertilizer Bin Qasim Limited

Pharmaceuticals
GlaxoSmithKline Pakistan Limited

Paper & Board
Packages Limited

Chemicals
ICI Pakistan Limited

Miscellaneous
Siddiqsons Tin Plate Limited

 June 30, 2008

25,000

120,000

854,300
553,400
502,500

25,700

7,500

140,200

25,000

-

120,000

841,900
553,400
412,500

29,700

2,500

113,200

25,000

-

-

3,490
-
-

5,900

-

-

-

25,000

-

15,890
-

90,000

1,900

5,000

27,000

-

1,754,470

-

4,655,975
-

3,715,133
8,371,109

287,971

1,281,767

5,041,533

-

73,969,004

1,400,000

-

4,462,071
-

3,237,300
7,699,371

323,000

1,259,450

4,356,990

-

64,981,278

0.32

-

1.03
-

0.75
1.77

0.07

0.29

1.00

-

0.03

-

0.01
-

0.01

0.00

0.02

0.02

-

2.15

-

6.87
-

4.98
11.85

0.50

1.94

6.70

-

(354,470

-

(193,905
-

(477,833
(671,738

35,029

(22,317

(684,543

-

(8,987,725

)

)

)
)

)

)

)

<----------- Number of Shares -----------> <----------- Rupees -----------> <----------- % ----------->

Purchases Closing
Balance

Sales Bonus/
Right
Issue

Cost Market
Value

Unrealised
Appreciation/
(Diminution)

Net Asset
of the
Fund

Investee
Paid up
Capital

Total Market
Value

Investment

Name of Investee

Number of Shares/Certificates Value of Shares/Certificates Percentage in relation to
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5.2 Investment in Debt Securities
Face value of Rs.5,000/- each

Quoted Debt Securities

Term Finance Certificates
Al-Zamin Leasing Modaraba- I

Al-Zamin Leasing Modaraba- II

Unquoted Debt Securities

Sukuks
Engro Chemical Pakistan Limited
Shahmurad Sugar Mills Limited  *
Pak Elektron Limited- I
Pak Elektron Limited- II
Kohat Cement Limited
Maple Leaf Cement Factory Limited
House Building Finance Corporation Limited
Amtex Limited

Purchased Cost as at
June 30,

2008

(Redeemed)/
(Sold)

Closing
as at

June 30, 2008

Market
Value as at

June 30, 2008

Unrealised
Gain as at

June 30, 2008

Return
on

Investment

Percentage
of Net
Assets

Percentage
of Total

Investment
<------- Number of Certificates -------> <---------- R u p e e s ----------> <----------- % ----------->

6,263

2,000

20,000
30

6,000
4,000
5,000
7,000
5,000
9,000

3,132

1,360

10,000
30

6,000
2,000
4,830
7,000
5,000

-

10,215,893

6,528,000

16,743,893

50,000,000
30,000,000
30,000,000
10,137,250
24,150,000
35,000,000
25,000,000

-

204,287,250

221,031,143

10,225,475

6,539,560

16,765,035

51,085,000
29,964,000
30,351,000
10,117,000
24,205,545
35,203,000
25,000,000

-

205,925,545

222,690,580

Min. Expected
Profit 8.00%
Min. Expected
Profit 9.50%

K6+1.5
K6+2.25
K3+1.75
K3+1.75
K6+1.8
K6+1.7
K6+1

2.36

1.51

11.77
6.91
7.00
2.33
5.58
8.11
5.76

4.97

3.18

24.81
14.55
14.74
4.91

11.75
17.10
12.14

(3,132

(640

(10,000
-
-

(2,000
(170
-
-

(9,000

)

)

)

)
)

)

9,582

11,560

21,142

1,085,000
(36,000
351,000
(20,250
55,545

203,000
-

1,638,295

1,659,437

)

)

K = KIBOR
* Face value of Rs.1,000,000/-
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5.3

DIVIDEND AND PROFIT RECEIVABLE

Dividend Receivable
Profit Receivable on:
Sukuk Bonds
Musharika Placements
Deposit Accounts with Banks
Term Finance Certificates

DEPOSIT AND OTHER RECEIVABLE
  - Considered Good

Security Deposit with National Clearing
 Company of Pakistan Limited
Receivable from Brokers

PRELIMINARY EXPENSES AND FLOATATION COST

Incurred During the Period
Amortized During the Period

BANK BALANCES

Deposit Accounts

The profit rates on these accounts range between 4.55 % to 8 % per annum.

PAYABLE TO MANAGEMENT COMPANY

Management  Fee
Preliminary Expenses and Floatation Costs

Certificates of Musharika/Musharika Placement

Placement During the Year
Maturity During the Year

This represent Musharika placement with Financial Institutions with yield ranging between 12%
to 15% per annum.

6.

7.

8.

9.

10.

10.1

Note Rupees

1,295,000,000
(1,172,000,000

123,000,000

445,875

4,027,813
2,784,658

701,986
71,006

8,031,338

2,500,000
109,905

2,609,905

2,500,000
(500,000

2,000,000

14,112,391

584,445
2,000,000
2,584,445

)

)
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10.1

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 0.25% on the first Rs.250,000,000 of the average daily net assets and
thereafter 0.1% on amount exceeding Rs.250,000,000 of average daily net assets of the Fund, subject
to a minimum of Rs.625,000 per annum.

PAYABLE TO SECURITIES AND EXCHANGE COMMISSION OF PAKISTAN

Under the provision of Regulation 71 of the Non-Banking Finance Companies and Notified Entities
Regulations, 2007, the Fund is required to pay annual fee to SECP, an amount equal to one tenth of one
percent of the average annual net asset of the Fund.

ACCRUED AND OTHER LIABILITIES

Accrued Expenses
Payable to Brokers

SECURITIES TRANSACTION COST

Brokerage
Capital Value Tax

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

Name of Brokers

Al Haqani Securities & Investment ( Private ) Limited
Dawood Equities Limited
ADAM Securities Private Limited
First National Equities Limited
Noman Abid & Company Limited
Jan Mohd. A.Latif Nini & Sons
Atlas Capital Market Private Limited
Foundation Securities Private Limited
Global Securities Pakistan Limited
FDM Capital Securities Private Limited

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.

Average Annual Net Assets

Remuneration (1.5% of average annual net assets)

11.

12.

13.

14.

15.

430,664,800

6,459,972

 361,000
 125,083
 486,083

 1,097,194
 171,009

 1,268,203

Rupees

Percentage of
commission

%
25.99
14.06
13.55
9.37
8.07
7.15
5.78
5.06
4.62
2.56
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AUDITORS' REMUNERATION

Annual Audit Fee
Half Yearly Review Fee
Shariah Audit
Code of Corporate Governance
Out of Pocket Expenses

BASIC EARNINGS PER UNIT

Net Income for the Period - Rupees

Number of Units in Issue and Outstanding at the Period End

Basic Earnings per Unit - Rupees

TRANSACTIONS WITH CONNECTED PERSONS

Connected persons comprise of associated undertakings, directors and key management personnel of
the Management. Significant transactions with connected persons are depicted below:-

Dawood Capital Management Limited

Remuneration to Management Company
Value of units sold 1,620,249 units
Value of units redeemed 1,620,249 units

Directors and Officers of the Fund

Value of units sold 34,088 units
Value of units redeemed 34,088 units

First Dawood Investment Bank Limited

Value of units sold 997,856 units
Value of units redeemed 997,856 units
Return on Musharika Placements

BRR International Modaraba

Value of units sold 167,856 units
Value of units redeemed 167,856 units
Placements
Return on Placements

16.

17.

18.

150,000
35,000
50,000
15,000
10,000

260,000

38,895,204

3,932,917.32

9.89

Rupees

Rupees

 6,459,972
 173,100,195
 178,415,241

 3,505,000
 3,608,380

 99,816,925
 100,028,468

 4,916,712

 16,816,925
 16,827,390
 25,000,000
 4,916,712
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PROHIBITED INCOME IN THE DISTRIBUTED INCOME

19.1

    i.

   ii.

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.

YIELD/MARK UP RATE RISK

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

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

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 either:

directly by the Fund if the unit holders have permitted the Fund in this respect; or

by the unit holders if they have not given such permission to the Fund. In such case, the management
should intimate the unit holders about the portion of such prohibited income in the income distributed
by the Fund.

Earnings Prohibited by Shariah Included in the Total Income of the Fund

Per unit proportion of the income - (3,932,917 units)
Amount to be donated for charity by the unitholder as they have not given such
permission to the Fund

19.

20.

21.

Rupees

148,691

0.04
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21.1 Mark up Risk Exposure

The Fund's exposure to mark up rate risk on its financial assets and liabilities are summarized as follows:

Financial Assets

 Investments

 Dividend and Profit Recievable

 Advances and Other Receivable

 Preliminary Expenses and Floatation Cost

 Bank Balances

Financial Liabilities

 Payable to Management Company

 Remuneration Payable to Trustee

 Accrued and Other Liabilities

 Net Financial Assets/(Financial Liabilities)

Up to One
Year

One to
Five Years

Over Five
Years

Non Interest/
Non Mark Up

Bearing

TotalMaturity
Mark Up Bearing

<----------------------------- Rupees ----------------------------->

123,000,000

-

-

-

14,112,391
137,112,391

-

-

-
-

137,112,391

16,765,035

-

-

-

-
16,765,035

-

-

-
-

16,765,035

205,925,545

-

-

-

-
205,925,545

-

-

-
-

205,925,545

64,981,278

8,031,338

2,609,905

2,000,000

-
77,622,521

2,584,445

77,926

486,083
3,148,454

74,474,067

410,671,858

8,031,338

2,609,905

2,000,000

14,112,391
437,425,492

2,584,445

77,926

486,083
3,148,454

434,277,038

Effective mark up rates of the financial assets and liabilites are mentioned in their respective notes.
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MARKET RISK

Market risk is the risk that the fair value of a financial instrument will fluctuate as a result of changes
in market prices.

The Management Company manages market risk through diversification and continued monitoring of
its investment portfolio.

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.

LIQUIDITY RISK

Liquidity risk is the risk that the Fund may encounter difficulty in raising funds to meet its obligations
and commitments associated with financial instruments. The Fund is not materially exposed to the
liquidity risk as all obligations/commitments of the Fund are short term in nature and restricted to the
extend of available liquidity and all assets of the Fund are readily disposable in the market.

CAPITAL MANAGEMENT

Dawood Islamic Fund is an open end fund. The Fund's objectives when managing capital are to safeguard
its ability to continue as a going concern so that it can continue to provide returns for unit holders and
to maintain a strong capital base to meet unexpected losses or opportunities. In accordance with the
NBFC Regulations the Fund is required to distribute atleast ninety percent of its income from sources
other than capital gains as reduced by such expenses as are chargeable to the Fund.

PERFORMANCE TABLE

Total Net Asset Value
Net Assets Value per Unit
Redemption Price as at June 30
Offer Price as at June 30
Highest Issue Price of Units
Lowest Issue Price of Units
Highest Redemption Price of Units
Lowest Redemption Price of Units
Net Income for the Period
Income Distribution (Rupees)
Return on Fund ( % )
Capital Growth on Return on Fund ( % )
Income Distribution on Return on Fund ( % )
Distribution Date
Dividend Distribution Per Unit (Rupees)
Earning Per Unit (Rupees)
Average Annual Return ( % ) One Year

22.

23.

24.

25.

26. Rupees

433,846,373
110.31

110.3116
111.9662
112.4425
100.9679
110.7808
99.4758

38,895,204
39,329,264

10.77%
-0.12%
10.90%

July 15, 2008
10.00
9.89

10.77%
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PARTICULARS OF FUND MANAGER

DETAIL OF MEMBERS OF INVESTMENT COMMITTEE
  OF THE MANAGEMENT COMPANY

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

During the year the BoD meetings were held on July 14, September 05 and October 22 in 2007 and; on
February 15 and April 15 in 2008. Following is the attendance table:

Name of Director

Mr. Feroze Sayeed-Ud-Deene
Miss. Tara Uzra Dawood
Mr. Nazimuddin Feroz
Mr. Hasib Ahmed *
Mr. Iftikhar Hussain **
Mr. Gul Nawaz.
Mr. Anwar A. Sheikh
Mr. AVM (Retired) Zulfiqar Ahmed Shah

*   Resigned During the Year
** Appointed During the Year

27.

28.

29.

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 5 of these financial statements.

Name of Fund Manager

Tauqir Shamshad

Qualification

MBA & M. Com

Name of Other Funds Managed

Dawood Money Market Fund

Name of Member

Miss Tara Uzra Dawood
Tauqir Shamshad
Shahid Usman Ojha

Qualification

J.D
MBA & M. Com

ACMA

Experience

8 Years
16 Years
13 Years

Held

5
5
5
4
1
5
5
5

Attended

3
4
5
0
1
4
2
4

Leave
Granted

2
1
0
4
0
1
3
1



PATTERN OF UNIT HOLDINGS

Category

Individuals
Associated Companies & Directors
Insurance Companies
Banks/DFIs
NBFCs
Retirement Funds
Public Limited Companies
Others

NON-ADJUSTING EVENT AFTER THE BALANCE SHEET DATE

The Board of Directors of the Management Company has approved a stock dividend of Rs.10 per unit
for the year ended June 30, 2008, amounting to Rs.39.329 million in their meeting held on July 15, 2008.
These financial statements do not reflect this distribution.

DATE OF AUTHORIZATION FOR ISSUE

These financial statements were approved and authorized for issue on September 25, 2008 by the Board
of Directors of the Management Company.

FIGURES

33.1

33.2

30.

31.

32.

33.

All figures have been rounded off to the nearest Rupee.

These are the first financial statements of the company as such there are no corresponding figures
to report.
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For Dawood Capital Management Ltd.
(Management Company)

Chief Executive Officer Director Director

94
1

-
4

-
4
3
3

109

204,741
10

-
2,929,365

-
86,722
24,282

687,798
3,932,917

22,585,261
1,073

-
323,142,939

-
9,566,435
2,678,588

75,872,077
433,846,373

5.21
0.00
-

74.48
-

2.21
0.62

17.49
100

No. of Units
holders

Units
held

Investment
Amount
Rupees

% of
Total
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