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The credit crisis in the United States got very severe during the month of September and seriously affected financial markets all over the 
world. A number of commercial banks and investment banks were forced to seek bankruptcy protection, merger with other companies, 
and massive emergency financing and guarantees from their respective Governments. In reaction to fears of worldwide recession, crude 
oil price fluctuated sharply between US$130 and US$90 but overall trend remained downwards. The Government of Pakistan reduced 
petrol prices by 6.7% and increased diesel prices by 6.2% to reduce subsidies. CPI-based inflation during the month of August surged 
2.14% over July while year-on-year inflation for the month reached 25%. Foreign exchange reserves plunged to US$ 8.1 billion by the end 
of the month from US$16 billion nine months ago.  Pak rupee depreciated 2.5% against the US dollar during the month while it has 
depreciated 27% against the US dollar during CY08 and 14% during FY08. Pakistan is increasingly being seen as likely to default on its 
loan payments of US$3.0 billion next year. In October, Standard & Poor’s lowered its long-term sovereign foreign currency rating of 
Pakistan to “CCC+” from “B”. Remittances to Pakistan, however, increased by 23.8% (US$1.22 billion) during July-August 2008 compared 
to the same period last year. On the international scene, the International Monetary Fund forecasts a slowdown in economy. The World 
Bank has said that the ongoing financial turmoil could be a tipping point for many developing countries, while Morgan Stanley has 
forecasted outright contraction for the Eurozone economy.  
 
 
Fixed Income Market 
 
Outflow of  foreign portfolio investment from Pakistan 
continued during the month and foreigners withdrew 
US$16.0 million from Pakistan’s financial markets. 
The total net investment withdrawal from Pakistan 
during FY09 now stands at US$234.5 million. Interest  
rates continued to creep up during the month.   The 
yield on the 10-year PIB basically remained 
unchanged in September.  However, short-term rates, 
such as 3-month KIBOR surged upwards. Withdrawal 
of foreign investment from Pakistan’s banks may have 
have put further upward pressure on the interest 
rates. To increase liquidity, the State Bank bought T-
bills worth Rs. 106 billion under REPO arrangements 
during the month.  In an auction conducted on September 10, the SBP raised the 3-month T-bill yield to 12.56%. On September 24, the 
SBP raised the cut-off yield on 6-month T-bills from 11.47% in June to 12.69%.All bids for 12-month T-bills were rejected. In total, the 
State Bank sold Rs 65 billion worth of T-bills in three auctions. Market shows little appetite for 6-month and 1-year tenure bills.The State 
Bank sold its first local currency 3-year Islamic bond with a profit coupon rate of 13.14% on September 15.  The Bank raised Rs 6.52 
billion against bids of Rs 9.52 billion for the bond. 
 
 
Equity Market 
 
KSE 100 Index was down only 0.3% during the month 
due to price floor set by KSE Board at August 27 
prices. Due to the financial crisis in the West and 
need for liquidity by foreign asset management funds, 
there was a pressure on the KSE to remove the price 
floor. Foreigners did manage to take out US$16 
million worth of portfolio investment from the country.  
KSE 100 Index traded with thin volumes. KSE market 
capitalization remained essentially unchanged. During 
the same period, MSCI EM Asia Index was down 
16.8%. Default risk on foreign currency loans of the 
Government of Pakistan was increasing during the 
month, as evidenced by steep increase in credit default swap rate above 20%.  Dwindling foreign exchange reserves forced the Standard 
and Poor’s to cut Pakistan’s long-term foreign currency credit rating by two notches. Half-yearly results for banks showed significant 
decline in profits due to higher provisioning for non-performing loans. The power generation and distribution, and oil exploration and 
production sectors showed expected profits for the last financial year a crude price remained high during the 2HFY08. Oil Marketing 
Companies (OMC) declared outstanding profits for the outgoing financial year as the volume of sales and dealer margin went up. 
However, OMC profits are likely to decline in the current financial year due to inventory losses. Profits of the refinery sector were also 
above average. However, reduction in the deemed duty on diesel by the government is likely to affect the gross refining margins of 
refineries in the current financial year. Fertilizer companies declared very robust profits for the financial year on the back of higher price 
and relatively inelastic demand for fertilizer.  The stock market is likely to remain under stress for a couple of months due to erosion of 
foreign exchange reserves and pressure on Pak rupee.   
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NAV 103.71 
Fund Manager Report 

September 2008 
 
Investment Objective 
 
The objective of the Fund is to provide investors a broad 
range of asset classes so as to diversify fund risk and to 
optimize potential returns. The fund invests in a variety of 
fixed-income instruments including spread transactions, a 
range of debt instruments, short maturity securities and 
certificates of investment with the view of seeking high 
yields while balancing risk.  This offers the investors the 
liquidity and the facility to invest in or redeem from the 
fund at their convenience. 
 

Fund Performance 
 
AIF’s annualized return for the month of September 
was 11.6%, which was 30bps higher than last month’s 
return and more than 100bps higher compared to July’s 
return.  The annualized return for AIF since inception 
(March 2006) stands at 10.7%, which is one of the best 
amongst all income funds with more than two years of 
performance history. 
 
The money market experienced very tight liquidity 
conditions during the month as 6-month KIBOR continued 
to increase and closed the month above the 14.5% mark.  
Overnight inter bank borrowing rates spiked higher than 
20%-25% as customers withdrew deposits from 

commercial banks due to a confluence of reasons, 
including Eid related withdrawals, tight overall macro 
liquidity and credit situation and unfounded rumors about 
banks’ overall financial strength.   
 
The fund’s return for the month of September was 
higher than the previous month’s return due to the re-
setting of some TFC coupons’ at a much higher rate.  
With the resetting of these TFCs, the portfolio is now 
nearly fully re-priced and yields around 15.5%.  This, 
along with higher yielding TDRs, will push the monthly 
return of AIF above 13% in the next few months. The 
equity market remains engulfed by serious liquidity 
issues and as a result we continue to avoid exposure in 
CFS and Spread transactions. As soon as the equity 
markets stabilize, we will gradually start increasing the 
fund’s position in CFS. 
 
We continue  to focus on providing the best returns in the 
market within our risk management parameters, without 
compromising on credit quality. The weighted average 
credit quality of the fund is AA- with all of the instruments 
in the portfolio rated higher or equal to A-.

General Information 
Minimum Investment Rs 5,000 
Sales Load None 
Management Fee 
Benchmark 

1.5% 
3-month KIBOR 

Risk Low 
Manag’nt Company Rating AM3 by PACRA 
Performance Rating 5-Star by PACRA 
 

Fund Size and Growth 
 Sep 30 08 August 30 08 
Fund Size Rs 6.7 billion Rs 7.3 billion 
NAV* 103.71 102.75 
* Dividend of Rs.2.99 paid as of June 30, 2008 
 

Fund Performance 
Return 1-Month 3-Month  6-Month Since IPO 

AIF  11.6% 11.2%      9.6% 10.7% 
Benchmark*        14.2%             13.6%           13.0%      10.5%   
*Monthly Average 

 
Standard Deviation* 1.39% 
Sharpe Ratio** (0.6) 
Duration (months) 2.5 
Expense Ratio 1.77% 
* On monthly basis – last twelve months 
** Risk-free Rate is 3-Month Treasury Bill Rate 
 

Economic Data 
 Sep/07 Dec/07 Mar/08 Jun/08 Sep/08 
KSE100 Index 13,351.8 14,075.8 15,125.3 12,289.0 9,179.7 
6M KIBOR 9.97% 10.00% 10.32% 14.19% 14.52% 
CPI Inflation 8.37% 8.79%  14.12%  21.53% - 
 



 

Fund Manager Usman Ashraf Listing Islamabad Stock Exchange 
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NAV 61.6323 
Fund Manager Report 

September  2008 
 

Investment Objective 
 
The fund seeks to maximize long-term total return 
(stocks plus income) while incurring lesser risk than a 
fund comprising entirely of stocks. The asset universe of 
the fund includes stocks, term finance certificates, 
Government bonds, treasury bills, certificates of 
investment, continuous funding system, and spread 
transactions (Redi-Future), etc. The fund seeks to 
provide its investors with returns that are 5% higher than 
the benchmark (KSE-100 index). 
 
The Fund was launched (Pre-IPO) on June 2, 2007 and 
the IPO took place between Sep 10 and September 13, 
2007. 
 
Fund Performance 
 
KSE 100 Index was down 0.3% in September as the 
Index depicted extremely narrow movement between the 
ranges of 9461-9178 and closing at the 9179 level.  KSE 
Board, which had frozen the lower prices on August 27, 
decided to maintain the floor. The financial crisis which 
has erupted in the US has caused severe ripples all over 
Europe and in Asia/Pacific markets. Foreigners did 
manage to take out US$ 16 million worth of portfolio 
investment from the country. Trading volumes slumped 
to mere 0.98 million shares on the last day of the month. 
KSE market capitalization remained unchanged. Fund 
however, managed to beat the bench mark KSE 100 
Index by 0.57%. At the end of the month the Fund was 
invested 59% in equities and 41% in cash and 
equivalent.  
 
During September, MSCI EM Asia Index was down 
16.8%. The rupee remained under pressure vis-à-vis 
other major currencies causing a challenge for the 
economic managers to deal with the situation prudently. 
The continued steep erosion of external liquidity position, 
doubts over Pakistan’s ability to meet US$ 3 billion of 
external debt servicing commitments during FY09, 
existing structural trade imbalances being magnified by 
exogenous price shocks, rising balance of payment 
deficit, lowering of credit rating are other stark clear 
challenges for the ruling Government and economic 
managers. All these factors will likely to keep the stock 
market under stress for next couple of months. Most of 
the sectors like banking, insurance and cement sectors 
remained glued to the lower locks. Fertilizer & Oil 
Marketing companies (OMC) although showed better 
than expected results but due to subdued market 
conditions and economy activity remained lack luster. 

 

 

General Information 
Minimum Investment Rs 5,000 
Sales Load 2.5% front-end, 0.0% back-end 
Management Fee 3.0% 
Risk Medium 
Manag’nt Company Rating AM3 by JCR-VIS and PACRA 
 
Fund Size and Growth 
 Sept 30 08 Aug 31 08 June 30 08 30 Apr 08 29 Feb 08 
Fund Size Rs 335 mn Rs 344 mn Rs 498 mn Rs 539 mn Rs 642 mn 
NAV* 61.6323 61.4770 87.8845 96.4405 99.8324 
* Dividend of Rs. 1.99 paid as of June 30, 2007 

 
Fund Performance 
Rolling Return 1-Month 3-Month Since Inc.      FY09 

AAAF 0.26% -29.87% -36.41% -29.87% 
KSE 100 -0.31% -25.30% -29.02% -25.30% 
 

Portfolio Details 
P/E (FY09) 6.95 
Beta 0.90 
R2 86.29% 
Max Drawdown (DD) 39.88% 
Number of days in DD 413 
Standard Deviation* 7.36% 
* On monthly basis 

 
Economic Data 

 Sep/07 Dec/07 Mar/08 Jun/08 Sep/08 
KSE100 Index 13,351.8 14,075.8 15,125.3 12,289.0 9,179.7 
6M KIBOR 9.97% 10.00% 10.32% 14.19% 14.52% 
CPI Inflation 8.37% 8.79%  14.12%    21.53% - 

 
Top Ten Holdings of the AAAF 
 

Arif Habib Securities Ltd. 
Pakistan Oil Field Limited 
Adamjee Ins. Co. Ltd. 
Sui North Gas Co. Ltd. 
JS Investments Ltd. 

Fauji Fertilizer Bin Qasim 
Engro Chemical 

Lucky Cement 
Oil & Gas Dev. Co. 

Packages Ltd. 
  
Lucky Cement Sui Northern Gas Pipelines 
Arif Habib Securities Pakistan State Oil 
Engro Chemical Pakistan Petroleum 
 


