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ECONOMIC UPDATE 

 

Fund Manager Report 
May 2008 

 
The Pre-budget estimates showed that the gross domestic product grew by 5.78% during the first three quarters of FY08 
against the target of 7.5%.  Oil prices continued to increase during the month of May, causing an adverse impact on already 
high inflation. Inflation for the month of April 2008 touched 17.2% on a y-o-y basis while average inflation for 10-months of 
FY08 reached 10.2%. Rupee depreciated considerably against almost all major currencies. Pakistan’s credit rating was cut 
by Standard & Poor and Moody’s for foreign currency and local currency debt with the outlook changed to “negative”. The 
above scenario forced the State Bank to announce an interim monetary policy, whereby discount rate was increased by 
1.5% to 12%, and CRR and SLR was increased by 1%. According to the third quarterly report of the State Bank, the 
economy is showing “increasing signs of stress”. However, the Bank is hopeful that as a result of past structural reforms and 
liberalization measures, the economy “has fundamentally gained resilience” and policy focus on macroeconomic stability 
could quickly reinvigorate the growth momentum of the economy. Substantial cut in the public sector development spending 
is expected in the coming federal budget. At the global level, Goldman Sachs revised its average crude oil price forecast 
upwards to US$141 for the 2nd half of CY08. The crude oil price crossed above US$135. There is an increasing concern all 
over the world over the supply of oil to meet increasing demand. The United Nations sharply curtailed its world growth 
forecast for CY08 to just 1.8% from an earlier forecast of 3.4%.  
 
Fixed Income Market 
 
The sharp rise in fiscal deficit has been the 
major factor fueling domestic demand pressures 
and as a result tightening of both fiscal and 
monetary policies was needed to reduce these 
pressures.  Government borrowing remained 
the major reason behind more intense policy 
actions by SBP. After the announcement of the 
interim monetary policy, money market rates 
spiked up sharply initially but receded somewhat gradually. Contrary to expectations, nearly all KIBOR tenors increased 
more than the discount rate. The new requirement in the interim monetary policy for commercial banks to pay at least 5% 
return on their savings and profit and loss accounts is likely to substantially increase the cost of deposit of Tier 1 banks. 
Higher interest rates in the economy have increased the risk of default on floating rate loans of various maturities. As a 
result of downgrades from international credit rating agencies and falling rupee, a substantial outflow of US$192.3 million 
from the Special Convertible Rupee Account during the month of May left the capital markets of Pakistan severly short of 
liquidity, and added to further weakening of the rupee.  

 
Equity Market 
 
The KSE 100 Index saw a major decline of nearly 
20% during the month. Due to political uncertainty 
and worsening budget and current account 
deficits, the stock market remained bearish during 
May.  In addition to downgrading Pakistan’s debt 
ratings, Moody’s Investors Service downgraded 
outlook on Pakistan’s four major banks.  The 
downgrades accelerated the slide in the stock prices of these banks. Commercial banks saw further downside as the State 
Bank, in its interim monetary policy, made it mandatory for banks to pay at least 5% on savings and profit and loss deposits, 
increasing the cost of funds for banks by about 2%-3%. Cement off-take remained stagnant and fears of increasing fuel and 
financing costs kept the cement sector under pressure. As the crude oil prices continued to cruise upward in the 
international markets, the oil exploration and production sector saw a very limited downside compared to the KSE 100 Index. 
The fertilizer sector remained sluggish as the worsening financial position of the government dashed hopes of major 
subsidies for fertilizer. Raw materials of the fertilizer sector also went up in the international markets. The Technology and 
Communications sector is under a long-term downturn and declined further during the month. Increasing competition in the 
telecom sector kept profit expectations lower. Demand for software export was expected to fall as slowing growth in the 
developed markets was likely to reduce demand for software. The power sector stocks held their position during the month 
as all the major power producers announced expansion in their capacity in the near future. Besides, attractive and reliable 
dividends kept these stocks firm.  Given the political uncertainty in the country, the stock market is likely to remain bearish in 
the near future.  
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Fund Manager Saeed Aziz Khan Listing Lahore Stock Exchange 
Fund Type Open-end income fund Trustee Central Depository Company 
Launch Date 
Registrar 

15 March, 2006 (IPO) 
Technology Trade Pakistan Ltd. 

Auditors Ford Rhodes Sidat Hyder & Co. 
 

 

 
ASKARI INCOME FUND 

 

NAV 103.26 
Fund Manager Report 

May 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 investor with only one 
transaction of purchase of units will get invested into 
spread transactions, a range of debt instruments, short 
maturity securities and certificates of investment; with 
the view of seeking high yields while balancing risk and 
offering the investors the liquidity and the facility to join 
or leave the fund at their convenience. 
 

Fund Performance 
 
AIF’s annualized return for the month of May was 
9.19%.  The funds’ annualized return since inception 
(March 2006) stands at 10.5%, which is one of the best 
amongst all income funds with more than two years of 
performance history. 
 
SBP increased the discount rate by 150bps from 10.5% 
to 12% in its interim monetary statement.  At the same 
time, it increased both CRR and SLR by 100bps. Along 
with these measures, SBP also fixed a minimum 
deposit rate of 5% on all PLS accounts.  These 
measures were primarily taken to squeeze liquidity 
from the system and subdue the spreads of large 
banks. The above mentioned measures had an 
immediate impact on the money-market rates as 6-
month KIBOR jumped from 11.4% to 13.9% within a 
matter of two days.  Banks making payments on behalf 
of the Government to OMCs also contributed to the 
tight liquidity.  We feel that the liquidity situation will 
remain tight till the end of June and barring any further 
interest rate hikes, 6-month KIBOR will settle in the 
12%-13% range.   
 
The lack of liquidity affecting the commercial banks 
caused redemptions in nearly all fixed-income mutual 
funds.  AIF maintained its overall exposure to most 
asset classes, however, the percentage exposure to 
TFCs increased as the fund size declined due to 
industry-wide redemptions.  However, the coupons of 
these floating-rate TFCs will reset at a substantially 
higher rate in the next 1-3 months.  Overall, the fund’s 
duration is less than 3 months, which will help us to 
take opportunities of deploying funds in higher yielding 
asset classes in June and July.  This will have a very 
positive impact on the fund yield in the coming months. 
 
We continue our 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 A+ and more than 87% of the 
instruments in the portfolio are rated higher than A-.  
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    Portfolio Credit Quality 

General Information 
Minimum Investment Rs 5,000 
Sales Load None 
Management Fee 1.5% 
Risk Low 
Manag’nt Company Rating AM3 by PACRA 
Performance Rating 5-Star by PACRA 
 

Fund Size and Growth 
 May 31 08 Apr 30 08 
Fund Size Rs 9.1 billion Rs 12.3 billion 
NAV* 103.26 102.46 
* Dividend of Rs. 6.038 paid as of March 31, 2008 
 

Fund Performance 
Rolling 1-Month   QTD_   FY08_ Since IPO 

Return  9.19% 9.26% 9.30% 10.50% 
 
Standard Deviation* 1.07% 
Sharpe Ratio** (0.06) 
Duration (months) 2.7 
* On monthly basis – last twelve months 
** Risk-free Rate is 3-Month Treasury Bill Rate 
 

Economic Data 
 Jun/07 Sep/07 Dec/07 Mar/07 May/08 
KSE100 Index 13,772.5 13,351.8 14,075.8 15,125.3 12,130 
6M KIBOR 10.02% 9.97% 10.00% 10.32% 13.07% 
CPI Inflation 7.00% 8.37% 8.79% 14.12%  -  
 

Asset Allocation
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Fund Manager Saeed Aziz Khan Listing Islamabad Stock Exchange 
Fund Type Open-end asset allocation fund Trustee Central Depository Company 
Launch Date 10 September, 2007 (IPO) Auditors Ford Rhodes Sidat Hyder & Co. 
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ASKARI ASSET ALLOCATION FUND 

 
 

NAV 82.3856 
Fund Manager Report 

May 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 to September 13, 
2007. 
 
 
Fund Performance 
 
Foreigners withdrew US$166 million from Pakistan’s 
equity markets during May 2008. The month started with 
growing differences among coalition government 
partners on a number of issues. As the political 
uncertainty increased, stock market saw a steady 
decline.  At the end of March, the KSE 100 Index lost 
19.79% while the Fund lost 14.57% of its net asset value. 
The Fund management reduced exposure in the equities 
well in time before the Index saw steep decline and thus 
was able to beat the Index significantly. At the end of the 
month the Fund was invested 86% in equities and 14% in 
fixed income and cash.  
 
Mutual funds in Pakistan saw significant redemptions 
during the month of May due to withdrawal of funds by 
foreigners in the backdrop of weakening Pak rupee, 
worsening economic conditions in foreign economies, 
and liquidity pressure on banks due to unusually high 
borrowing by the government from banking sources. 
Foreign mutual funds have seen return of money due to 
good performance of international stock markets during 
April and May and some of that money may find its way 
back to Pakistan as overseas investment. Imposition of 
capital gains tax in the coming budget would be a major 
negative to the stocks markets.  However, imposition of 
the tax seems uncertain at this time.  The stock market 
may not show a major gain in the near future as political 
issues seem very complicated. However, any amicable 
resolution of major political issues can lift the market 
significantly.

 

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 
 31 May 08 30 Apr 08 29 Feb 08 
Fund Size Rs 464 mn Rs 539 mn Rs 642 mn 
NAV* 82.3856 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.      FY08 

AAAF -14.57% -17.48% -15.62% -17.77% 
KSE 100 -19.79% -18.78% -6.21% -11.92% 
 

Portfolio Details 
P/E (FY08) 9.12 
Beta 0.73 
R2 81.59% 
Max Drawdown (DD) 18.1% 
Number of days in DD 292 
Standard Deviation* 5.09% 
* On monthly basis 

 
Economic Data 

 Jun/07 Sep/07 Dec/07 Mar/08 May/08 
KSE100 Index 13,772.5 13,351.8 14,075.8 15,125.3 12,130 
6M KIBOR 10.02% 9.97% 10.00% 10.32% 13.07% 
CPI Inflation 7.00% 8.37% 8.79% 14.12%  -  

 
Top Ten Holdings of the AAAF 
 

MCB Bank Pakistan Oilfields Limited 
Oil & Gas Development Company Pak Telecom 
Bank Al-Falah Sui Northern Gas Pipelines 
Arif Habib Securities Limited Pakistan State Oil 
Engro Chemical Pakistan Petroleum 
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