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1.1.

1.2.

1.3.

1.4.

PART 1: APPROVAL AND CONSENT

OFFERING DOCUMENT

This Offering Document sets out the arrangements covering the basic structure of the Pakistan
International Element Islamic Fund (the Fund”, the [Bcheme™ or [RPIEIF"). It sets forth
information about the Fund that a prospective investor should know before investing in any Unit

of the Fund. The provisions of the Trust Deed mentioned in Part 2.2, the Non-Banking Finance
Companies (Establishment and Regulation) Rules, 2003 ([the Rules™) and the Shariah Code as
specified hereafter govern this Offering Document .

If you have any doubt about the contents of this offering document, you should consult one
or more from amongst your Investment advisers, legal advisers, bank managers,
stockbrokers, or financial advisers.

Investors must recognize that all Investments involve risk. It should be clearly understood
that the Fund™s portfolio will be subject to market fluctuations and risks inherent in all such
Investments. The value of Units of the Fund may appreciate as well as depreciate and the
level of dividends declared by the Fund cannot be assured.

All Investments of the Fund shall be in adherence with the Islamic Shariah. It is possible
that adherence to the Islamic Shariah will cause the Fund to perform differently from funds
with similar objectives, but that are not subject the Islamic Shariah.

DEFINITIONS

Unless the context requires otherwise all words, terms or expressions used in this Offering
Document shall have the meaning assigned to them in Section 13 hereof or in the Trust Deed.

REGULATORY APPROVAL

The Commission has, vide its letter No. NBFC (II)-R/AHIM-PIEIF/796 dated 10 November
2005, authorized the formation of an open-ended scheme, under the name, [Pakistan
International Element Islamic Fund™, under Rule 67 of the Rules. The Commission has approved this
Offering Document, under Rule 70 of the Rules vide letter No. NBFC-II/JD(R)/AHIML-
PIEIF-142 dated 10 March 2006

It must be clearly understood that in giving this approval, the Commission does not take
any responsibility for the financial soundness of the Fund nor for the accuracy of any
statement made or any opinion expressed in this Offering Document,

FILING OF THE OFFERING DOCUMENT

The Management Company has filed a copy of this Offering Document with the Securities and
Exchange Commission of Pakistan (SECP), signed by all Directors of the Management Company,
along with copies of the Documents mentioned below:

(1) Trust Deed, dated 14 December 2005, executed between AHIML and the Central
Depository Company of Pakistan Limited (the LCDC"), appointing the CDC as Trustee to
the Fund;
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(2) Letter dated XX XXXX 2006 from the Auditors giving the subscription to the Units of
PIEIF by the core investors and pre-IPO investors.

(3) Consents of the Auditor, Shariah Council, Legal Adviser and Trustee to their respective
appointments and having been named and described as such in this Offering Document.

(4) Letter No. NBFC-45/AMC & 1A/05/2003 dated 21 August 2003 from SECP, licensing
AHIML to undertake Asset Management and Investment Advisory Services, under Non-
Banking Finance Companies (Establishment and Regulation) Rules 2003.

(5) Letter No. NBFC (11)-R-JE/AHIM-PIEIL/842/2005 dated 28 November 2005 from
SECP to AHIML, approving CDC to act as Trustee of PIEIF under the Non-Banking
Finance Companies (Establishment and Regulation) Rules 2003.

(6) Letter No. NBFC (I1)-R/AHIM-PIEIF/796 dated 10 November 2005 from SECP to
AHIML, authorizing an open-end scheme named Pakistan International Element Islamic

Fund under the Non-Banking Finance Companies (Establishment and Regulation) Rules
2003.

(7) Letter No. NBFC-1I/JD(R)/AHIML-PIEIF-142 dated 10 March 2006 from SECP to
AHIML, approving this Offering Document under the Non-Banking Finance Companies
(Establishment and Regulation) Rules 2003.

(8) Letter No. EPD/ 3691/EPP.12(36)-2005 dated 24" May 2005 from the State Bank of
Pakistan to AHIML, stating that the State Bank has in principle allowed the Fund to
invest outside Pakistan subject to some limits.

(9) Letter No. EPD/ 2063/EPP.12(165)-2006 dated 3"  April 2006 from the State Bank of
Pakistan to AHIML, granting approval in continuations of State Bank™s earlier approval
granted vide letter No. EPD/ 3691/EPP.12(36)-2005 dated 24" May 2005.

(10)  Letter No. EPD/ 2064/EPP.12(165)-2006 dated 3™  April 2006 from the State Bank of
Pakistan to AHIML, stating that the State Bank has no objections to the Fund issuing
Units outside Pakistan.

(11)  Letter No. NBFC-II/JD(R)/AHIML-PIEIF-185/2006 dated 29 March 2006 from SECP to
AHIML, relaxing the requirement of Rule 67 (2) (f) of the Non-Banking Finance
Companies (Establishment and Regulation) Rules 2003.

15. RESTRICTIONS

This Offering Document does not constitute an offer or solicitation to anyone in any jurisdiction
in which such offer or solicitation is not authorized or to any person to whom it is unlawful to
make such offer or solicitation. No person in any jurisdiction may treat this Offering Document as
constituting an invitation to purchase Units unless it is lawful to make such an invitation to such
person in the relevant jurisdiction and all registration and other legal requirements have been
complied with in that jurisdiction. It is the responsibility of any person wishing to acquire Units
to satisfy himself as to the full observance of the laws of the relevant jurisdiction in connection
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therewith, including the obtaining of any governmental or other consents which may be required
or the observance of other formalities which need to he observed or the payment of transfer or
other taxes which may be required to be paid in such jurisdiction.

The Management Company may redeem any Units sold in contravention of any of the
prohibitions contained in this Offering Document. In addition, the Management Company may
with the consent of the Trustee and under intimation to the Commission compulsorily redeem the
Units of any investor at any time if such redemption would be appropriate to protect the Fund
from adverse consequences.
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2. PART II: CONSTITUTION OF THE SCHEME

2.1. CONSTITUTION OF THE SCHEME

The Fund has been established through a trust deed (the [T rust Deed "), dated 14 December 2005
under the Trusts Act, 1882, executed between:

(1) Arif Habib Investment Management Limited (the [Management Company or
CAHIML" or the [Dfferor’), having its registered office at 2/1, R.Y. 16, Old Queens
Road, Karachi, Pakistan, and having been licensed to provide asset management services
under the Non-Banking Finance Companies (Establishment and Regulation) Rules, 2003,
(the [Rules’) by the Securities and Exchange Commission of Pakistan (the
[Commission™) vide its letter No. SC/NBFC-11/421/2003 dated 21 August 2003, of the
one part; and

(2) Central Depository Company of Pakistan Limited (the LCDC" or the [T rustee), having
its registered office at the Stock Exchange Building, Stock Exchange Road, Karachi,
Pakistan, and having been approved by the Commission to act as the Trustee vide its
letter No. NBFC(II)-R-JE/AHIM-PIEIL/842/2005 dated 28 November 2005, of the
other part.

2.2.  OBJECTIVES AND INVESTMENT POLICY

The Fund has been formed to enable Unit Holders to participate in a diversified professionally
managed investment portfolio of Shariah Compliant securities, such as equities, debt securities,
and other Shariah Compliant instruments including Shariah Compliant securities available outside
Pakistan. The Management Company shall, in consultation with well-known Shariah experts lay
down the criteria for Shariah compliance to be called the Shariah Code and shall comply with the
Shariah Code in making Investments for the Trust. The Shariah Code may be modified from time

to time, in consultation with the Shariah experts, which shall be notified to the Unit holders inacc

ordance with the provisions of the Trust Deed. The Management Company will manage the Fund

with the objective of maximizing Unit Holders™ returns on their Investments while at all

times observing prudent Investment practices, the highest professional standards, all applicable
laws, and the Shariah Code.

23. TRUSTDEED

The Trust Deed is subject to and governed by the laws of Pakistan, including the Ordinance, the
Rules and all other applicable laws and regulations and shall be deemed for all purposes,
whatsoever, to incorporate the provisions required to be contained in a trust deed by the Rules as

a part and parcel hereof, and in the event of any conflict between this Deed and the provisions
required to be contained in a trust deed by the Rules, the latter shall supersede and prevail over the
provisions contained in this Deed. Furthermore, all Investments of the Fund Property shall be

in accordance with the Islamic Shariah as advised by the Shariah Council. The Fund shall also be
subject to the rules and the regulations framed by the State Bank of Pakistan with regard to the
foreign investments made by the Fund and investments made in the Fund from outside Pakistan

in foreign currency..

The terms and conditions of the Trust Deed and any deed supplemental thereto shall be binding
upon each Unit Holder.

PIEIF Offering Document Page 6



2.4.

2.5.

2.6.

2.1.

The Trustee and the Management Company, acting together with the approval of the
Commission, shall be entitled, by supplemental deed, to modify, alter, or add to the provisions of the
Trust Deed on any of the following grounds:

(@) To the extent required to ensure compliance with any applicable laws and regulations;

(b) To enable the provisions of the Trust Deed to be more conveniently or economically
managed;

(c) Toenable the Units to be listed on the Stock Exchange;
(d) To otherwise benefit the Unit Holders; or
(e) Tocomply with the provisions of the Shariah

Provided that in the case of (b), (c), and (d) above, such alteration or addition shall not prejudice
the interests of the Unit Holders; and in any event, it shall not release the Trustee or the
Management Company of their responsibilities.

DURATION

The duration of the Fund is perpetual. However, it can be wound up by the Commission or the
Management Company on the occurrence of events stated in Part X1l of this Offering Document
under the heading CTERMINATION OF THE SCHEME".

OPEN-ENDED FUND

PIEIF is an open-ended Fund. It shall offer Units on a continuous basis. There is no upper or
lower limit set on the Units to be issued to a single Unit Holder or on the total number of Units to

be issued to the public. However, the Management Company may impose, from time to time,
certain amounts of minimum monetary investment limits to facilitate economical and efficient
management of investors™ accounts. Fractional Units will be issued to enhance economical and
efficient handling. Units may be redeemed for cash pursuant to the Redemption Procedures. Units
are also transferable. Units will be in registered and will be confirmed to investors by means of an
account statement issued by the Registrar. Certificates, being the definitive certificate
acknow ledging the number of Units registered in the name of the Holder, shall be issued at the
request of the Unit Holder.

INITIAL PUBLIC OFFER

Units with a value of Rs. 196 million have been subscribed by the Core Investors. In addition,
certain investors have subscribed to Units of the Fund on a pre-IPO basis. Please see section 4.12
for details. The Initial Offer is made during the Initial Period, which will be starting banking
hours on 27" April 2006 and shall close on 29" April 2006 (30" April 2006 for overseas
banks/investors). During the Initial Period, Units shall be offered at the Initial Price of Rs. 50
with no Front-end Load or Transaction Costs. No Units will be redeemable during the Initial
Period.

TRANSACTIONS IN UNITS AFTER THE INITIAL PUBLIC OFFER

After the Initial Public Offer, the public sale of Units at the Initial Price shall be discontinued; the
Units can then be purchased at their Offer Price and redeemed at the Redemption Price, which
shall be calculated on the basis of NAV. The Offer and Redemption Prices shall be calculated and
the Units will be available for purchase and redemption on each Dealing Day. Please see Part V
for details.

The Management Company may at some future time register the Units with a depositary
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organization, such as the Central Depositary Company of Pakistan. ~ Any issue, redemption,
transfer or transmittal of de-materialized Units registered with the depositary will take place
according to the rules and regulations of the depositary organization and the Management
Company may frame its own rule and regulations to deal with such situations.

The Issue and Redemption of Units may be suspended or deferred by the Management Company
under certain circumstances as detailed in Part V.

28. OFFERING DOCUMENT

This Offering Document is governed by the provisions of the Trust Deed and the Rules and the
Islamic Shariah as advised by the Shariah Council. It sets forth the information about the PIEIF
that a prospective investor should know before investing in any Unit. Arif Habib Investment
Management Limited accepts responsibility for the accuracy of the information herein contained

as of the date of publication.

No person is authorised to give any information to make any representation in connection with
the issue of Units, which is not contained or referred to herein. Neither the delivery of this
Offering Document nor the offer, issue or sale of Units shall constitute a representation that the
information contained in this Offering Document is correct as at any time subsequent to the date
hereof. This Offering Document will be updated to take account of any relevant material changes

of law or fact relating to the Fund. Any such amendments will be approved in advance by the

Commission and notified to Unit Holders in the subsequent periodic reports issued by the
Management Company and published on the website of the Management Company. Any

changes in the Trust Deed approved by the Commission and agreed by the Trustee will affect the
Offering Document as well and no further approval from Unit Holders will be required for such
corresponding changes in this Offering Document. Any changes in the Offering Document will
also be binding on existing Unit Holders.
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3.1,

3.2.

3.2.1

3.2.3

3.2.4

PART II1: INVESTMENT POLICY AND RESTRICTIONS

INVESTMENT OBJECTIVE

The Fund has been formed to enable Unit Holders to participate in a diversified portfolio of
primarily Pakistan based Shariah Compliant investments. The Management Company will
manage the Fund with the objective of maximizing Unit Holders™ returns on their Investments
while at all times observing prudent Investment practices, the highest professional standards, all
applicable laws, and the Islamic Shariah as advised by the Shariah Council.

INVESTMENT POLICY

The Scheme is a purely Shariah-based Unit Trust which shall make Investments only in Shariah-
Compliant Authorized Investments and shall thus offer Shariah-Compliant returns to investors in
the Units of the Scheme. Hence, no investments of the Fund Property or any portion thereof shall

be made in any security or instrument, or deposited in any account, that is inconsistent with
Islamic Shariah as advised by the Shariah Council.

The Fund shall be invested in the following asset classes:

(a) Equity including depositary receipts such as Global Depositary Receipts and American
Depositary Receipts.

(b) Participation Term Certiticates

(c) Modaraba Certificates

(d) Musharika, Murahaba, Sukuk and Term Finance Certificates
(e) Sukuk Islamic Bonds and other types of Islamic bonds.

(f) Any other asset-backed securities

(

g) Contracts, securities, instruments issued by companies, organizations, and establishments
issued on the principles of Bai"MuTajjal, Bai"Salam, Istisna™a, Modaraba, Murabaha, and
Musharika

(h) Mutual funds and other managed accounts and co-mingled accounts and schemes outside
Pakistan.

(i) Any other securities or instruments that may be permitted by the Commission and the
Shariah Council.

(j) The above and other Shariah-Compliant Investments available outside Pakistan.

The Fund may also hold assets in the form of Riba-free cash deposits including deposits in
foreign currencies with Banks offering Shariah-Compliant accounts.

During and prior to the commencement of the Initial Period, the Trustee shall hold the Fund
Property on deposit in a separate Shariah-Compliant account with a Bank of good standing
(having an Investment grade rating, or in the absence of a rating, with the approval of the
Commission) approved by the Management Company, or in Shariah-Compliant money market
Investments as advised by the Management Company. After the Initial Period, all Fund Property,
except in so far as such cash may, in the opinion of the Management Company, be required for
transfer to the Distribution Account or to be kept for meeting the redemption requirements, , shall
be applied by the Trustee from time to time in such Authorized Investments as may (subject
always to the provisions of this Deed, the Offering Document, the Rules, and the Islamic Shariah
as advised by the Shariah Council) be directed by the Management Company.

Any Investment may at any time be disinvested at the discretion of the Management Company
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3.2.8

3.2.9

gither in order to invest the proceeds of sale in other Authorized Investments or to provide fund
required for the purpose of any provision of the Trust Deed or in order to retain the proceeds of
sale in cash deposit as aforesaid or any combination of the aforesaid. Any Investment, which
ceases to be an Authorized Investment, shall be disinvested within 3 months and the net proceeds

of disinvestment shall be applied in accordance with this Section, provided that such
disinvestment may, subject to the Rules, be postponed, with the consent of the Shariah Council, for

such period as the Management Company and the Trustee determine to be in the best interest

of the Unit Holders.

The purchase or sale of any Investment in domestic listed securities for the account of the Trust
shall be made on a stock exchange through a broker who must be a member of the Stock
Exchange, unless the Management Company is satisfied that it is possible and permissible under
the Rules to make such purchase or sale more advantageously in some other manner. Save as
allowed under the law, the Management Company shall not nominate, directly or indirectly, as a
broker any of its directors, officers or employees or their family members (which term shall
include their spouse, parents, children, brothers and sisters).

The Fund Property shall be subject to such exposure limits as are provided in the Rules, provided
that the Trustee and the Management Company will have a period of six months to bring the
Fund into compliance with the exposure limits if the deviation is due to appreciation or
depreciation of any Investment or disposal of any Investment.

If and, so long as the value of the holding in a particular company shall exceed the limit imposed
by the Rules, the Trustee shall not make any further Investments in such company. However, this
restriction on purchase shall not apply to any offer of right shares or any such other offering, if
the Management Company is satisfied that accepting such offer is in the interest of the Unit
Holders. However, the Management Company shall bring the Fund into compliance with
exposure limits within six months as mentioned in 3.2.6.

The Fund Property shall not be invested in any security of a company if any director or officer of
the Management Company or any of its Connected Persons owns more than five percent of the
total nominal amount of the securities issued or if the directors and officers of the Management
Company and any of its Connected Persons collectively own more than ten percent of those
securities.

The Fund may engage in sale/repurchase transactions of sovereign risk securities and listed
securities provided that the transactions in listed securities are regulated by a Stock Exchange or
take place with a financial institution as counterparty or done through a financial institution acting

as an intermediary. The Fund will follow risk management parameters prescribed under Rule
73(1) of the Rules with regard to such transactions:

Risk Management with Regard to Securities Under Sale/Repurchase

(@) There will be no limit with regard to sale/repurchase of sovereign securities with a term of
one year or less. Not more than 40% of the net assets of the Fund will be exposed at any one
time to sovereign risk securities with a term of more than one year.

(b) Not more than 10% of the net assets of the Fund will be exposed to any one non-sovereign
issuer of securities.

(c) Notmore than 25% of the net assets of the Fund will be exposed to any one sector as defined by
a Stock Exchange.

Risk Management with Regard to Counterparty Under Sale/Repurchase

(d) There will be no limit with regard to Fund exposure to counterparties if the sale/repurchase
transaction are requlated and/or guaranteed by a stock exchange.
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3.2.10

3.3.
3.3.1

3.3.2

(e) For sale/repurchase transactions with a local financial institution as counterparty, where the
financial institution has an ,AA™ rating or better (from a domestic rating agency licensed by
SECP), the maximum exposure of the Fund to such financial institution will not exceed 20%
of the Net Assets of the Fund and where the financial institution has an ,A™ rating, it will not
exceed 10% of the Net Assets of the Fund. In all other cases, it will not exceed 2.5% of the
Net Assets of the Fund. Transactions outside Pakistan will be limited to financial institutions
having at least investment grade rating from Standard and Poors (or equivalent rating from
reputable international rating agency) and in any case will not exceed 10% of the NAV with
any one institution.

(f) For repurchase transactions through a financial institution, the maximum exposure of the
Fund to any one counterparty (with all group and associated companies treated as one
counterparty) will not exceed 2.5% of the Net Assets of the Fund.

Further Restrictions

(g) The Management Company, at its sole discretion, may impose additional risk management
parameters/restrictions.

The Fund shall not purchase from or sell any security to the Management Company or to any
director, officer or employee of the Management Company or to any person who beneficially
owns ten per cent or more of the equity of the Management Company, save in the case of such
party acting as an intermediary.

For the purposes of above sub-sections, the term director, officer or employee shall include their
relatives including the spouse, parents, children, brothers and sisters.

INVESTMENTS OUTSIDE PAKISTAN

Investments outside Pakistan will enable the Fund to diversify risk as well as avail opportunities

for higher returns in markets that are undervalued. The State Bank of Pakistan has allowed, vide
its letter No. EPD/3691/EPP.12(36)-2005 dated 24 May 2005, and the Commission has endorsed
foreign Investment by the Fund up to the following limits:

(@)  30% of the Net Assets of the Fund.

(b)  The above percentage is subject to a cap of US$ 15 million.
At some time in the future, the Management Company may expand the above after seeking
permission from the Commission and /or the State Bank of Pakistan.

The limit to international Investment will apply at the time of Investment and it will not be
necessary for the Trustee to sell any Investment merely because, owing to appreciation or
depreciation of any Investment, change in foreign exchange parities, disposal of any Investment

or change in limit due to increase or decrease in Units, such limit shall be exceeded.

In case, due to the relative movement of the value of foreign Investment and/or change in the
limit, the value of foreign Investment exceeds the above limit, the Management Company will
have six months to bring the Fund into compliance.

Fund Property can be invested in international Investments including the following:

(a) international equities;

(b) international profit-bearing securities;

(c) international money markets;

(d) foreign currency bank deposits & certificates of investments;
(e) foreign currency bank accounts in Pakistan
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3.3.3

3.3.4

3.3.5

3.3.6

3.3.7

3.3.8

(f)  mutual funds
provided that the above Investments are Shariah Complaint as per the advise of Shariah Council.

While investing in international equities, international profit-bearing securities and international
money markets, the Management Company will only invest through the following avenues unless
it has built in-house capacity to manage international Investments and provided evidence of the
same to the Trustee:

a)  Mutual funds;
b)  Index funds or securities that give exposure to international equity indices;
¢) Managed accounts with a reputable international fund manager;

or

d) Directly invested after acquiring the services of a reputable international fund manager
through a joint venture or a service agreement.

The Management Company has developed a working relationship with some investment advisors
of International repute and with experience of managing/marketing Shariah Compliant Funds.

The Management Company may build its capacity to manage Investments in a limited
number of countries/markets and may start to manage Investments directly in those
countries/markets after providing evidence of the capacity to the Trustee while using the
above means to manage Investments in other countries/markets.

Any advisory, management or consultancy fee charged directly by an international fund
manager/advisor on Fund investments abroad will be the responsibility of the Management
Company and any fees paid out of Fund Property will be netted-off from the fees paid to the
Management Company.

The Management Company will reduce its own fee by up to fifty percent on the Fund Property
invested in international mutual funds managed by third party.

While investing internationally, Fund Property will not be placed in any Investment that has the
effect of leveraging the Fund and if any such instrument/security is used, it must be supported by
Investment in a bank deposit or money market Investment such that the effect of leverage is
cancelled out.

If a company listed in one country is the parent company or associate of a company listed in
another country, Investment in any of these companies will not fall within the definition of
Investment in a single company for the purpose of per company limit.

Direct investments of the Fund in debt securities will only take place in ,investment grade™
securities and sovereign risk™ securities. Only up to 50% of the allowed limit of international
investments shall be placed in sovereign risk securities of countries outside Pakistan and only up

to 20% of the allowed limit of international investments in sovereign risk securities of any one
country with the sovereign risk portion, if fully invested, divided among five different countries.
The above limit will be applicable only to direct investments by the Fund.

Not more than 50% of allowable limit of international investment will be placed in any one
country.

The Management Company may use derivatives only to hedge existing exposure of the fund in
foreign currencies, provided they are cleared by the Shariah experts. The derivatives used may
also hedge the US Dollar, however, the Management Company will attempt to hedge, in all cases
where hedging is desirable, to the Base Currency if cost-effective and practical.
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3.4.

3.4.1
3.4.2

3.4.3
3.44

3.45
3.4.6

3.4.7

3.4.8

3.4.9

3.4.10

3.4.11

3.4.12
3.4.13

RESTRICTIONS
The Fund will not at any time:
Make any Investments that are not compliant with the Shariah as advised by the Shariah Council;

Merge with, acquire or take over any scheme, unless it has obtained the prior approval of the
Commission in writing to the scheme of such merger, acquisition or take over;

Pledge any of the securities held or beneficially owned by it, except for its own benefit;

Make a loan or advance money to any person except in connection with the normal business of the
Scheme, subject to the limits specified under the Rules;

Participate in a joint account with others in any transaction;

Apply any part of its assets to real estate (save and except that the Management Company may
invest in securities secured by real estate or interest therein or equity securities issued by
companies that invest in real estate or have interest therein);;

Make an Investment in a company which has the effect of vesting the management or control
over the affairs of such company, in the Scheme;

Employ as a broker, directly or indirectly, any director, officer or employee of the Fund or its
Management Company or any Connected Person or member of the family of such person and
enter into transactions with any Connected Broker, which shall equal or exceed 10% of the
transactions of the Fund in any one Accounting Year of that Fund,

Provided that the Commission may, in each case on merits, permit the 10% limit to be exceeded
if the connected broker offers advantages to the Fund not available elsewhere;

Explanation: For the purposes of this Section the term [Oamily™ includes spouse, lineal
ascendants and descendants and brothers and sisters.

Invest in any company, at any time, in excess of an amount equal to 10% of the Net Asset Value
of the Fund or an amount sufficient to acquire 10% of issued capital of the company. The limit of
10% of issued capital will apply individually to the various kinds of equity and debt instruments
issued by the company and the Fund™s Investment in any single type of security will not exceed
10% of the total issue of that type of security. The Commission vide its letter NBFC-II-R/AHIM -
PIEIF/796 dated 10 November 2005 has clarified that the above limit does not apply to Pakistan
Government securities and as such the Fund can invest more than 10% of its Net Asset Value in a
particular Pakistan Government security or in Pakistan Government securities in general with
Pakistan Government Securities defined to exclude securities issued by provincial, local or
municipal government, government-owned corporations and government guaranteed securities
issued by government sponsored agencies;

Invest more than 25% of the Net Asset Value of the Fund in securities of any one business sector
as per classification of the stock exchange in which such security is listed. Domestic sector limit
of 25% will not apply to foreign investment sector limit.

The limits given in 3.4.9 and 3.4.10 above are based on the current limits defined in the Rules and
may be modified based on any change in the Rules and any exemptions/clarifications given by
the Commission.

Engage in short sale of a security, whether listed or unlisted.

Lend, assume, guarantee, endorse or otherwise become directly or contingently liable for or in
connection with any obligation or indebtedness of any person. This provision where applicable,
shall not apply to sale and repurchase transactions of Government securities or those regulated by
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3.4.14

3.5.
3.5.1

3.5.2

3.6.
3.6.1

a stock exchange or those in which the counterparty is a Financial Institution or the transaction
takes place through a Financial Institution.

Engage in leveraged transactions or borrow, except that the Fund may borrow as provided by the
Rules to meet redemption requests, provided the borrowing complies with the Shariah.

EXCEPTION TO INVESTMENT RESTRICTIONS

In the event the weightage of shares exceeds the limits laid down in the Offering Document or the
Rules as a result of the relative movement in the market prices of the Investments and corporate
actions, including bonus shares and subscription to right shares, the Management Company shall
make its best endeavors to bring the exposure within the prescribed limits within six months of
the event. But, in any case, the Management Company shall not invest further in such shares or
sectors while the deviation exists. However, this restriction on purchase shall not apply to any
offer of right shares or any such other offering if the Management Company is satisfied that
accepting such offer is in the interest of the Trust provided that the Management Company will
bring exposure within limits in six months as mentioned above.

The Commission has vide its letter no. NBFC(II)-R-/AHIM-PIEIF/796 dated 10 November 2005
has clarified the following :

(@) The Fund may deposit securities, for facilitation or guaranteeing settlement of its own trades
and transactions in favour of an exchange or clearing house or national clearing and
settlement system, on acquiring associate membership of the concerned settlement system.
The securities, however, shall not be pledged for any other reason with any other person or
entity;

(b) The Fund may sell its securities under forward contracts if the trustee of the Fund confirms
that securities of such value are available in the portfolio of the Fund or will be available
pursuant to a duly executed contract;

(c) The Fund may invest in other closed-end and open-end mutual funds outside Pakistan;

(d) The Fund may enter into forward purchase of currency or other hedging instruments,
including derivatives listed on foreign markets, for the purpose of hedging the foreign
currency exposure of the fund. The derivatives used may also hedge to the US Dollars,
however, the Management Company will attempt to hedge, in all cases where hedging is
desirable, to the Base Currency if cost-effective and practical. No other use of derivatives is
permissible and only currency derivatives will be used and only up to the limit of the Fund™s
exposure to foreign currency.

BORROWING

Subject to any statutory requirements for the time being in force and to the terms and
conditions herein contained, the Trustee may at any time at the request of the Management
Company concur with the Management Company in making and varying Shariah Compliant
arrangements with Banks or financial institutions for borrowing by the Trustee for the
account of the Fund for the purpose of meeting redemption request(s): Provided that the
charges payable to such Bank or financial institution are not higher than the prevailing market
rates. Provided further that the maximum borrowing for the account of the Trust shall not
exceed the limit provided in the Rules but if subsequent to such borrowing, the Net Assets are
reduced as a result of depreciation in the market value of the Fund Property or redemption of
Units, the Management Company shall not be under any obligation to reduce such borrowing.

Neither the Trustee, nor the Management Company shall be required to issue any guarantee
or provide security over their own assets for securing such borrowings from banks and
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3.6.3

3.7

3.7.1

3.7.3

3.8.

financial institutions. The Trustee or the Management Company shall not in any manner be
liable in their personal capacities for repayment of such loans or advances.

For the purposes of securing any such borrowing the Trustee may with the approval of the
Management Company mortgage, charge or pledge in any manner all or any part of the Fund
Property provided that the aggregate amount secured by such mortgage, charge or pledge
shall not exceed the limit provided in the Rules.

Neither the Trustee nor the Management Company shall incur any liability by reason of any
loss to the Trust or any loss that a Unit Holder may suffer by reason of any depletion in the
Net Asset Value that may result from any borrowing arrangement made hereunder.

TRANSACTIONSWITH CONNECTED PERSONS

All cash forming part of the Fund Property shall be deposited by the Trustee in a separate
account to be opened in the name of the Trustee, as a nominee of the Fund, with a bank of
Investment Grade Rating approved by the Management Company. Such bank shall be
required to allow profit thereon in accordance with the rules prescribed by such bank or the
financial institution for sharing of profits or mark-up on deposits maintained in such account

or under any other arrangement approved by the Management Company.

Neither the Trustee or the Custodian (if Trustee has appointed another person as Custodian)
nor the Management Company or any of their Connected Persons shall sell or purchase or
deal in the sale of any Investment or enter into any other transaction with the Trust save in the
capacity of an intermediary.

Subject to the Rules, any transaction between the Trust and the Management Company or any
of their respective Connected Persons as principal shall only be made with the prior written
consent of the Trustee.

RISKS

It should be clearly understood that portfolio of PIEIF is subject to market fluctuations and
risks inherent in all such Investments. The value of Unitsin PIEIF may appreciate as well
as depreciate, and the Fund may or may not declare a dividend. Past performance does not
necessarily indicate future performance.

Investments will primarily be in equity securities. Such Investments carry a risk that is
considered higher than that to which fixed income or debt securities are subject. This risk
emanates from various factors including, but not limited to, the following:

Change in business cycles affecting the business of the company in which
Investment is made

Change in business circumstances of the company, its business sector, industry,
and/or economy in general

Mismanagement of the investee company, third party liability, whether through
class action or otherwise, or occurrence of such other events as strikes, fraud, etc. in
the investee company

Breakdown of law and order, war, natural disasters, etc.
Senior rights of creditors, over the shareholders, in the event of winding up of the
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investee company

Volatility of share prices resulting from their dependence on market sentiment,
speculative activity, supply and demand for shares, and liquidity in the market

The possibility of default of the participants or failure of the stock exchanges, the
depositories, the settlement system, or the clearing system

Any governmental or court orders restraining payment of capital income

The Fund will also invest outside Pakistan and such investments outside Pakistan may be
exposed to certain additional risk including political, economic and exchange rate risks that
may reduce the value of the investments.  However, studies show that diversifying
internationally would tend to reduce the overall volatility of a portfolio and thus may
reduce risks for investors.

Investment in PIEIF is suitable for investors who have the ability to bear the risks
associated with stock market Investments. Capital invested in the stock market could in
extreme circumstances lose its entire value. However, studies show that diversification of
the Investment reduces the risk associated with investing in the stock market.

All Investments made by PIEIF will be made in adherence with the principles of Shariah as
advised by the Shariah Council. It is possible that the effect of the Shariah compliance on
Investments of the Fund will result in PIEIF performing differently from other funds with
similar objectives, but that are not subject to Shariah compliance.

PIEIF may also invest in Shariah compliant debt instruments on a profit / loss basis, and
there is a possibility that the net result from such Investments may be a loss.

The Units of PIEIF are not bank deposits and are neither issued by, insured by, or the
obligation of the Commission, any Government agency, any of the shareholders or the
Management Company, or any other bank or financial institution.

The forward contracts, derivative transactions and currency hedging will only be
undertaken after a Shariah compliant procedure duly approved by the Shariah Council
has been developed for these transactions and which will form the guidelines for
undertaking these transaction.
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4.1,

4.1.2

PART IV: OPERATORS AND PRINCIPALS
MANAGEMENT COMPANY

Arif Habib Investment Management Limited is registered with the Commission as an asset
management company under the Rules. AHIML started operations by offering two funds with a
total seed capital of Rs. 500 million in March 2002. AHIML, which offers both close and open-
ended collective investment schemes, currently manages in excess Rs. 17 billion in assets.
AHIML has developed a number of products for retail investors and set-up a network of branches
and investment facilitators that gives it outreach into major cities of Pakistan. It currently operates
four open-ended and two closed-end mutual funds.

Compliance and transparency

“ AHIML has self imposed an ongoing (daily), three-tier compliance audit. The audit ensures
compliance with:

NBFC Rules 2003 (imposed by the SECP)
Offering Document
. Internal policies and processes
The daily NAV prices are post audited by the external auditors.

The management company has written a mandatory change of auditors after every three year
in Offering Documents of most funds.

The Management Company has self imposed a strong cut-off timing discipline. All forms are time
stamped at the head office.

The Management Company also ensures that assets in the all open-ended as well as closed-
end funds are marked to market on a daily basis. This includes funds investing in all available
asset classes.

AHIML was the first fund manager to start publishing a monthly fund managers™ report. The
report is designed to ensure transparency and investor confidence by seeking to explain fund
manager decisions and views.

The best performing fund manager
The Management Company received the Mutual Funds Association of Pakistan™s Performance

Excellence Award™ for 2003-04, in both fixed income and equity categories of open-end funds.
AHIML received trophies for both Pakistan Stock Market Fund and Pakistan Income Fund.
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4.13

Ratings of Management Company & Funds

Management Rating
Company/Funds Agency

Rati
ng

Rating Reflects

Arif Habib Investment PACRA
Management Limited

AM?2

The rating  reflects  thecompany™s
outstanding capacity to master the risks
inherent in asst management. The rating
recognizes the company™s strong market
position, sound internal systems and
processes, a high degree of independence
and control, qualified and experienced
management  team,effective asset
allocations and risk management policies
and  continuous initiatives by the
management for refinement in the system
and processes to further enhance he
efficiency of operations

Pakistan Stock Market Fund
(PSM)

PACRA

H-star

The rating reflects a superior performance
relative to its peers. The rating is a
composite measure of two factors namely
a) returns, b) risk associated with the
returns measured by Sharpe Ratio.

Pakistan Income Fund (PIF) PACRA

4-star

The rating reflects a good performance
relative to its peers. The rating is a
composite measure of three factors namely
a) returns, b) risk associated with the
returns measured by Sharpe Ratio, and ¢)
credit quality of the assets.

Pakistan Premier Fund [ PACRA

Limited (PPFL)

5-star

The Rating reflects a superior performance
relative to its peers. The rating is a
composite measure of two factors namely
a) returns, b) risk associated with the
returns measured by Sharpe Ratio.

Pakistan Capital Market Fund | PACRA

(PCM)

5-star

The  rating reflects its  superior
performance. The rating is a compogsite
measure of two factors namely a) returns,
b) risk associated with the returns measured
by Sharpe Ratio.

Pakistan Strategic Allocation | PACRA

Fund (PSAF)

5-star

The rating reflects a superior performance
relative to its peers. The rating is a
composite measure of two factors namely
a) returns, b) risk associated with the
returns measured by Sharpe Ratio.

Arif Habib
Management Ltd

Investment | JCR-VIS

AM?2

High Management Quality

Pakistan Stock Market Fund
(PSM)

JCR-VIS

5-star

Very good performance
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4.1.4  Customer Facilitation through Technology
AHIML is the first fund manager in Pakistan to provide the facility of instant redemption through
Automated Teller Machines (ATMs). A Unit Holder may redeem Units of the Fund to such extent
as the Management Company may arrange from time to time through Automated Teller Machines
(ATMs) supported by one or more banks.

42. OPEN-ENDED FUNDS:

THE FOLLOWING ARE THE OPEN-ENDED FUNDS PRESENTLY BEING MANAGED BY
THE MANAGEMENT COMPANY

Name: Pakistan Stock Market Fund
Date of Launching: March 12,2002

Nature of Fund: Equities Fund NAV

on December 31, 2005: Rs. 3,780 million

Par value of unit: Rs. 50.00

NAV per uniton December 31, 2005: Rs. 116.89

Distribution (June 30, 2005): 50% Bonus ; 20% Cash
Date of Launching: March 12,2002

Nature of Fund: Money Market Fund

NAV on December 31, 2005; Rs. 4,363 million

Par value of unit: Rs. 50.00

NAV peruniton December 31, 2005: Rs.52.23

Distribution (June 30, 2005): 9.6 %

Name: Pakistan Capital Market Fund
Date of Launching: January 2004

Date of Conversion (Close to Open Ended) November 2005

Nature of Fund: Asset Allocation

NAV on Launch: Rs. 1,500 million

NAV on December 31, 2005: Rs. 1,473.00 million

Par value of unit: Rs. 10.00

NAV pershare on December 31, 2005: Rs. 14.85

Distribution (June 30, 2005): 30.00% Cash

Name: Metro-Bank Pakistan Sovereign Fund
Date of Launching: March 1, 2003

Nature of Fund: Govt. Bonds Fund

NAV on December 31, 2005: Rs. 461.62 million
Distribution (June 30, 2005): Nil
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43. CLOSED-END FUNDS

THE FOLLOWING ARE THE CLOSED-END FUNDS PRESENTLY BEING
MANAGED BY THE MANAGEMENT COMPANY

Date of Acquisition: Decemher 26, 2002

Nature of Fund: Equities Fund

NAV on December 31, 2005: Rs. 2,702.529 million

Par value of unit: Rs. 10.00

Paid up Capital on December 31, 2005: Rs. 1,476.563 million
NAV on December 31, 2005: Rs. 18.30 per share
Distribution (June 30, 2005): 25.0% Bonus; 15.0% Cash

15.0% Cash (interim 2006)

Date of Launching: August 2004

Nature of Fund: Contrarian Quantitative Model based Fund
NAV on Launch: Rs. 3,000.00 million

Par value of unit: Rs. 10.00

NAV on December 31, 2005: Rs. 4,169.01 million

NAV pershare on December 31, 2005: Rs. 13.90 per share

Distribution : (June 30, 2005): 25% Cash

44, FINANCIAL HIGHLIGHTS OF MANAGEMENT COMPANY
(Rupeesin ,000)

Year Ended 30 June: 2004-05 2003-04 2002-03 2001-02 2000-01
Authorized Capital 100,000 100,000 100,000 100,000 100,000
Paid-up Capital 40,000 40,000 40,000 40,000 32,000
Total Equity 266,801 131,310 53,684 25,009 22,158
Total Assets 734,812 389,656 111,880 29,281 31,510
Revenue 348,540 141,855 38,988 6,974 609
Expenses 178,976 97,110 36,655 23,861 10,448
Profit/(Loss) after Tax 122,705 29,145 531 (9,167) (9,842)
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44 ADETAILSOF SHAREHOLDING OF MANAGEMENT COMPANY

4.5,

451

4.5.2

453

454

4.5.5

4.5.6

Sr.No. Name % of Holding
1 Arif Habib Securities Limited 62.40000 %
2 Mr. Arif Habib 15.99989%
3 Mr. Nasim Beg 10.00002 %
4 AHIML Employees Stock Beneficial Ownership Trust 10.00000%
5 Mr. John Kirkham 1.600000 %
6 Mr. Amin Umer 0.00002%
7 Mr. Muhammad Yousuf 0.00002%
8 Mr. Sirajuddin Casim 0.00002%
9 Mr. Saleem Chamdia 0.00002%
10 Mr. Akmal Jameel 0.00002%

DUTIES AND POWERSOF THE MANAGEMENT COMPANY

The responsibilities of the Management Company are to invest and manage the assets of the Fund
according to the provisions of this Deed, the Offering Document, the Rules and Islamic Shariah
(as advised by the Shariah Council) in good faith, to the best of its ability, and without gaining
any undue advantage for itself or any Connected Persons or its officers. ~ The Management
Company may appoint investment advisors to assist in investing and managing the assets of the
Fund or to invest and manage part or whole of the assets of the Fund both locally and abroad, at

its own cost and discretion.

The Management Company shall comply with the provisions of the Rules and this Deed for any

act or matter to be done by it in the performance of its duties and such acts or matters may also be
performed on behalf of the Management Company by any officer or responsible official of the
Management Company or by any nominee or agent appointed by the Management Company and
any act or matter so performed shall be deemed for all the purposes of this Deed to be the act of the
Management Company.

The Management Company shall be responsible for the acts and omissions of all persons to
whom it may delegate any of its functions as manager as if these were its own acts and omissions

The Management Company shall account to the Trustee for any loss in value of the Fund
Property where such loss has been caused by its negligence reckless or willful act and/or
omission or by its officers, officials or agents.

The Management Company shall manage the Fund Property in the interest of the Unit Holders in
good faith and to the best of its ability and without gaining any undue advantage for itself or any

of its Connected Persons and subject to the restrictions and limitations as provided in this Deed
and the Rules. Any purchase or sale of Investments made under any of the provision of this Deed
shall be made by the Trustee according to the instructions of the Management Company, unless
such instructions are in conflict with the provisions of this Deed or the Rules. The Management
Company shall not be liable for any loss caused to the Fund or to the value of the Fund Property due
to any elements or circumstances beyond its reasonable control.

The Management Company shall maintain at its principal office, proper accounts and records to
enable a complete and accurate view to be formed of the assets and liabilities and the income and
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457

4.5.8

4.5.9

4.5.10

4511

4.5.12

4.5.13

4.5.14

expenditure of the Scheme, all transactions for the account of the Scheme and amounts received
by the Scheme in respect of issues of Units and paid out by the Scheme on redemption of Units and
by way of distributions;

The Management Company shall prepare and transmit the annual report, together with a copy of
the balance sheet, income and expenditure account and the auditor™ report of a Scheme within
four months of closing of the accounting period to the Unit Holders, and the balance sheet and
income and expenditure account shall comply with requirements set out in Schedule IV of the
Ordinance;

The Management Company shall within one month of the close of the first and the third quarter
of its year of account, prepare and transmit to the Unit Holders and the Commission balance sheet
as on the end of that quarter, profit and loss account, cash flow statement and a statement of
changes in equity for that quarter, whether audited or otherwise provided that these accounts may
be transmitted to Unit Holders electronically by publication on the Management Company™s
website unless a Unit Holder elects to receive them physically.

The Management Company shall within two months after the close of the first half of its year of
account, prepare and transmit to the Unit Holders and the Commission a profit and loss account
for and balance sheet as at the end of that half year, whether audited or otherwise, in accordance
with the Rules provided that these accounts may be transmitted to Unit Holders electronically by
publication on the Management Company™s website unless a Unit Holder elects to receive them
physically.

The Management Company shall maintain a register of unit holders of a scheme and inform the
Commission of the address where the register is kept. However, the Management Company may
appoint a Registrar, as its agent, to maintain the register and may from time to time remove or
replace the Registrar

The Management Company shall furnish a copy of the annual report together with copies of the
balance sheet, income and expenditure account and the auditor™s report of a scheme to the
Commission within four months of the close of the accounting period together with a statement
containing the following information, namely:-

(i) total number of unit holders; and
(ii) particulars of the personnel (executive, research and other) of the asset management company;

The Management Company shall make available or ensure that there is made available to the
Trustee such information as the Trustee may reasonably require in respect of any matter relating
to the Trust.

The Management Company shall not be under any liability except such liability as may be
expressly assumed by it under the Rules and this Deed nor shall the Management Company (save

as herein otherwise provided) be liable neither for any act or omission of the Trustee nor for
anything except its own negligence or willful breach of duty hereunder. If for any reason it
becomes impossible or impracticable to carry out the provisions of this Deed the Management
Company shall not be under any liability there for or thereby and it shall not incur any liability by
reason of any error of law or any matter or thing done or suffered or omitted to be done in good faith
hereunder.

The Management Company shall, after obtaining approval of the Trustee, from time to time
appoint, remove or replace one or more Distribution Company(ies) for carrying out the
Distribution Function at one or more locations both locally and abroad, on terms and conditions
to be incorporated in the Distribution Agreement(s) to be entered into between the Distribution
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Company(ies) and the Management Company.

Provided the Management Company and its

affiliates may also perform Distribution Function and act as a Distribution Company(ies).

46. DIRECTORSOF THE MANAGEMENT COMPANY

Cassim

Scheme No.5
Kehkashan, Clifton,
Karachi

Address Position Other Directorships
Mr. Arif Habib 86/2, 10" Street Chairman Arif Habib Securities Ltd.
Khayaban-e-Sehar, Arif Habib Equity (Pvt.) Ltd.
Defence Housing Pakistan Premier Fund Ltd.
Authority, Karachi Thatta Cement Ltd.
Rotocast Engineering (Pvt.) Ltd.
Pak Arab Fertilizers (Pvt.) Ltd.
Reliance Exports (Pvt.) Ltd.
Sukh Chayn Gardens (Pvt.) Ltd.
Essa Textiles & Commodities (Pvt)
Ltd.
Nooriabad Spinning Mills (Pvt.) Ltd.
Real Estate Modaraba Mgt. Company
Ltd.
Mr. John 28 The Charter Vice World Era Ltd.
Kirkham Road, Woodford Chairman Fund Consulting Ltd.
Green, Essex, 1G8
9QU, UK
Mr. Nasim Beg F 61/6, Block 4, Chief Haroon Oils Ltd.
Clifton, Karachi Executive First International Investment Bank
Ltd.
Rotocast Engineering (Pvt.) Ltd.
Al-Abbass Cement Industries Limited
(formerly Essa Cement Industries Ltd.)
Reliance Exports (Pvt.) Ltd.
Pak Arab Fertilizers (Pvt.) Ltd.
Real Estate Modaraba Mgt. Company
Ltd.
Mr. Muhammad 146-M, Block 2, Director Arif Habib Securities Ltd.
Akmal Jameel PECHS, Karachi. Rozgar Microfinance Bank Ltd.
Real Estate Modaraba Mgt. Company
Ltd.
Mr. Sirajuddin D-43 Block 9, KDA | Director Arif Habib Securities Ltd. S

igma Leasing Corporation
Sirajuddin Cassim (Pvt.) Ltd.
D. R. H. Logistics Pakistan (Pvt.) Ltd.
Real Estate Modaraba Mgt. Company
Ltd.
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