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Pakistan’s economy remained under stress during the first month of the new financial year. Crude oil prices peaked during the month but 
started sliding down significantly towards the end of the month. Government raised fuel oil prices up to 17% on July 21. CPI-based 
average inflation for FY08 reached 12.0% while year-on-year inflation for June surged to 21.5%, a 30 year high. The State Bank of 
Pakistan (SBP) hiked the Discount rate by 1% to 13%. This was the third time during CY2008 that the SBP tightened monetary policy. The 
SBP cited growing external account deficit (8.4% of GDP), pressure on foreign exchange reserves, stress on fiscal account (-8.3% of 
GDP), and alarming inflationary pressures as reasons for continued monetary tightening. The SBP predicted FY09 as a year of 
consolidation: budget deficit target is unlikely to be met, financing of current account deficit is likely to remain a challenge, and aggregate 
demand pressures are likely to remain on the upside.    Trade Policy for FY09 set a target of 15% increase in exports over FY08 and 
increased duties on certain items to curtail imports. Political stalemate among the coalition partners in the government continued.  The 
Government was in negotiations with the Saudi government to defer payment of Saudi oil imports for one year to ease pressure on 
balance of payments. On the international scene, high credit risk persisted in the US housing loan market, which led to the failure of a mid-
sized bank and bailout of two major mortgage lenders. US real estate is still seen as overvalued by 15 to 20%. 
 
 
Fixed Income Market 
 
The fixed-income market expected an increase of 
1-1.5% in disocunt rates from the start of the 
month.  Based on this anticipation, most of the 
interest rates kept rising and 6-month KIBOR 
surged to an all-time high.  Two weeks before the 
announcement of the year-end monetary policy  , 
yield on 10-Year Pakistan Investment Bond 
spiked to nearly 15%.  Interest rates actually went 
down after the announcement of the monteary 
policy. A day before the announcement of the 
policy, the Sate Bank had warned commercial 
banks to refrain from hiking KIBOR rates above 
Discount rate level.  
 
As crude prices reached record levels and sub-prime or risky housing loan crisis deepened in the United Sates, foreigners continued to 
withrdraw portfolio investment during the month from Pakistan with a net outflow of US$150 million (SCRA, Source: SBP) till July 31.  Pak 
rupee came under further pressure and lost 4.8% of its value during the month.  In three treasury bill auctions held by the State Bank this 
month, 3-month bill cut-off yield rose to 12.19% while cut-off yield on 12-month bill rose to 11.82%.  
 
 
 
Equity Market 
 
KSE 100 Index continued its downhill slide during 
the month, shedding 13.9% of its value. KSE 
market capitalization reduced by Rs 475 billion. 
During the same period, MSCI EM Asia Index was 
down 1.5%. Rising crude prices, increase in 
domestic petroleum product prices, and 
expectations of tougher monetary policy kept 
downward pressure on the market. As modalities 
for the launch of Equity Market Opportunity Fund 
(EMOF) were finalized, the stock market began to rise again. However, as the EMOF was formally launched, its stipulated conditions for 
buying distressed stocks disappointed investors and the Index began to fall again. Another important factor responsible for fall of the 
market was the major withdrawal of portfolio investment by foreign investors during the month. Banking sector attracted the highest 
turnover of 28.4%, while the cement and oil exploration and production sector remained on the second and third position. The banks, oil 
and gas exploration and insurance sectors were the biggest losers in the market value while the investment banks, chemicals and fertilizer 
sector gained somewhat. Banking sector was hit hardest due to investor perception that challenging conditions in the economy would 
seriously affect their profits. Cement dispatches rose 3% during July and price per bag of cement touched Rs 400 but the Discount rate 
hike added almost 7.5% increase in financial charges of cement companies, dampening sector performance somewhat. Deemed duty 
exemption on import of diesel was reduced by government from 10% to 7.5%, better than the market expectation of 5%. Margins of oil and 
gas marketing companies were capped at crude price of US$100 level. Again, capping of the margins was better than what market 
expected. Both the refinery and oil and gas marketing companies are expected to declare very decent earnings on the back of inventory 
gains. However, the regulatory changes and earnings expectations failed to counter the increasing systematic risk in the economy and 
both sectors were net losers during the month. Likelihood of an end to the current political impasse, lower oil and commodity prices going 
forward and better law and order situation in the country may give a significant boost to the stock market in the coming months.  
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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 July was 
10.5%, which was 170bps higher than last month ’s 
return.  The annualized return for AIF since inception 
(March 2006) stands at 10.4%, which is one of the best 
amongst all income funds with more than two years of 
performance history. 
 
KIBOR remained high during the month, but suffered a 
sharp decline towards the end of the month after direct 
intervention from the SBP.  This resulted in the 6-month 
KIBOR declining below the 13.5% mark for the first time in 
nearly two months.  SBP in its year-end  policy statement 
increased the Discount rate by 100bps to 13%, but kept 
CRR and SLR unchanged.  Even with the latest Discount 
rate hike, 6-month KIBOR rates did not budge and settled 
around the 13.5% mark at the end of the month.   
 
The  fund’s return for the month of July was much 
higher than the previous months return due to the re-
setting of some TFC coupons’ at a much higher rate.  
We expect this trend to continue in the next two months 
as nearly 40% of the TFC portfolio resets during this 
period.  As such, we expect the yield of the TFC 
portfolio to increase to 14.5% from 13.5% currently.  
Moreover, we anticipate some revaluation gains in 
these TFCs as their coupons increase significantly.  We 
also intend to maintain the duration of the fund in the 
60-90 days range to take advantage of rising interest 
rates.  Overall, the increase in TFC coupons, along with 
the higher yield on the newly placed TDRs, will result in 
an increase of 100-150bps in the M-o-M returns over 
the next two 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+ with more than 99% of the 
instruments in the portfolio rated higher than 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 
 July 31 08 June 30 08 
Fund Size Rs 7.7 billion Rs 8.4 billion 
NAV* 101.85 103.98 
* Dividend of Rs.2.99 paid as of June 30, 2008 
 

Fund Performance 
Return 1-Month 3-Month 12-Month Since IPO 

AIF  10.5% 9.5%      9.3% 10.4% 
Benchmark*        13.8%             12.7%           10.3%      10.4%   
*Monthly Average 

 
Standard Deviation* 1.07% 
Sharpe Ratio** (0.5) 
Duration (months) 2.5 
Expense Ratio 1.78% 
* 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 Jul/08 
KSE100 Index 13,351.8 14,075.8 15,125.3 12,289.0 10,583.6 
6M KIBOR 9.97% 10.00% 10.32% 14.19% 13.48% 
CPI Inflation 8.37% 8.79%  14.12%  21.53% - 
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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 
 
Foreign investors withdrew US$150 million of 
investments from Pakistan during the month. Equity 
Market Opportunity Fund (EMOF) provided some support 
to the market but it could not stop the downtrend of the 
market. During the month of June, the KSE 100 Index 
lost 13.88% while the Fund lost 15.17% of its value, 
resulting in slight underperformance vis-à-vis the Index. 
The Fund management was optimistic that timely entry of 
the EMOF in the market might lead to some gains in the 
market. However, record high oil prices and tighter 
monetary policy led to continued pessimism. At the end 
of the month the Fund was invested 97.5% in equities 
and 2.5% in fixed income and cash.  The Fund is 
optimistic that given recent financial commitments from 
friendly countries and international development 
agencies, and continued decline in oil prices, economic 
situation in the country may stabilize and is likely to help 
us earn good returns. 
 
In the wake of lower oil prices, international equity 
markets have started showing some gains. US dollar is 
rising and this may lead to further decrease in oil prices.  
Once the political dust settles in Pakistan, foreigners may 
find our stocks attractive again, especially in the wake of 
significant slow down in the developed economies. 
Pakistan’s equity market has already lost substantially 
and it is likely to take a boost from here. The Securities 
and Exchange Commission of Pakistan and Karachi 
Stock Exchange are gearing up on the corporatization of 
the KSE, which is likely to bring transparency, efficiency, 
and more liquidity to the market. Fertilizer, energy, oil 
marketing, refinery and power stocks are still likely to 
perform the best in the current scenario. In a likely stable 
political and economic environment financial sector 
stocks, especially banks may show significant gains. 

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 
 July 31 08 June 30 08 30 Apr 08 29 Feb 08 
Fund Size Rs 374 mn Rs 498 mn Rs 539 mn Rs 642 mn 
NAV* 74.5501 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 -15.17% -22.70% -23.46% -15.17% 
KSE 100 -13.88% -30.01% -18.17% -13.88% 
 

Portfolio Details 
P/E (FY08) 8.41 
Beta 0.84 
R2 84.54% 
Max Drawdown (DD) 27.26% 
Number of days in DD 353 
Standard Deviation* 6.61% 
* On monthly basis 

 
Economic Data 

 Sep/07 Dec/07 Mar/08 Jun/08 Jul/08 
KSE100 Index 13,351.8 14,075.8 15,125.3 12,289.0 10,583.6 
6M KIBOR 9.97% 10.00% 10.32% 14.19% 13.48% 
CPI Inflation 8.37% 8.79%  14.12%    21.53% - 

 
Top Ten Holdings of the AAAF 
 

MCB Bank Pakistan Oilfields Limited 
Oil & Gas Development Company JS Investments 
Lucky Cement Sui Northern Gas Pipelines 
Arif Habib Securities Pakistan State Oil 
Engro Chemical Pakistan Petroleum 
 


