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KASBINGME

REPORT OF THE DIRECTORS OF THE MANAGEMENT COMPANY

For the year ended June 30, 2012

The Board of Directors of KASB Funds Limited (KFL), the Management Company of KASB Income Opportunity Fund (KIOF, the Fund), is pleased to present
the Seventh Annual Report, together with the audited financial statements of the Fund for the year ended June 30, 2012,

Financial Highlights

e | ran | e
Net Income / (loss) (Rs. in million) 57.516 (244.943) 123.48
Net Assets as at June 30 (Rs. in million) 379.979 363.876 4,943
NAV per Unit as on June 30 (Rs.) * 67.8792 52.9665 28.15
Return (%) 27.95 (38.10) 173.36

* Par value of each unit is Rs. 100.
Economic Environment

Pakistan's economy proved to trudge along on its now too familiar irregular path during financial year 2012 as well. Its financial woes continued to trouble
its economic managers who struggled unsuccessfully to contain its fiscal deficit within the revised target of 5.5% and also to build on a current account
surplus of 0.11% achieved in FY11. Instead, it registered a whopping consolidated fiscal deficit of 8.5% {including a one off subsidy amounting to 1.9% of
GDP), and a current account deficit of 1.9% of GDP continued high subsidies, discretionary developmental expenditures and increasing cost of debt servicing.

The country has yet been unable to craft its way out of the quagmire of electricity and gas shortages which have bogged economic growth for some time
now (GDP grew by a trivial 3.7% as against 4.1% last year). Energy shortages are increasing leading to lower production and consequently hampering
exports and increasing imports, while rising unemployment and rapid deterioration in the overall quality of life is giving way to wide spread social unrest.

Amid an inconclusive end to the IMF program in Sep-11 and a worsening external account, Pakistan's forex reserves lost the attained stability gained in
FY11. The first tranche of repayments of the Stand-By Arrangement loan to the IMF was also made in Feb-2012. As a result, the PKR lost 8.9% in FY12
against the USD and exerted further pressure on the reserves (Rs 14.6blin) already dwindling due to a higher oil import bill due to increasing reliance on
thermal electricity and a bulging current account deficit.

However all is not dark on the horizon as positives are also visible in tax collection and extension of record run of remittances (USD 13bln) which have
enormously helped in narrowing the current account deficit to 1.9%. Further, CPI inflation averaged 11.1% in FY12, remaining well within the government's
inflation target of target of 12% for the year. This decline in headline inflation, caused due to improved supply and high base effect coupled with a restraint
in government borrowing, led the Central Bank to cut the paolicy rate by 200bps, which will boost private credit off take.

CGapital & Commodities Market

The domestic equity market ended the year with a modest return of 10.4%, after recording a loss of 9% in the first half, thus outperforming most of its
regional peers in the period. The drastic change in fortunes was caused by the introduction of the CGT relief package which promised numerous benefits
to the investors, including freezing of CGT rates at current levels, calculation and collection of CGT by a central body (NCCPL), doing away with withholding
tax on sale and the investor being absolved of the answerability of the source of the invested funds in the market.

Sectarally, cements were the main performers of the market, broadly outperforming the index owing to hefty increase in sector profitability owing to higher
cement prices, substantial growth in volumes and reduction in costs due to lower coal prices and innovative cost reduction strategies, in addition to reduction
in finance cost in a decreasing interest rate environment.

On the fixed income side, the continuous challenges faced by the economy have rendered repayment ability of the companies weaker. Therefore, the
investors remained over cautious and refrained from investing further in corporate debts which resulted in very low activity in the TFC market. Thus lack
of liquidity for corporate debt continues to prevail amid pricing volatility. A few instruments were restructured during the quarter as most of the companies
that were having financial difficulties in the lean economic patch have managed to negotiate restructuring agreements with its investors. The Market
continues to be risk averse as investors find yields of government papers attractive, resulting in very few trades in TFCs/Sukuks. Both primary and secondary
market of govt. papers remained active throughout the year as the govt. remained the biggest borrowers in the economy and liguidity from commercial
banks was diverted mainly to this channel.

Investment Strategy

The primary objective of the Fund is to provide an efficient investment medium whereby investors can participate in a portfolio that will seek to generate
high level of current income, as well as the potential for capital growth. The Fund investments in fixed income transactions in the capital market. Over all
asset allocation of the Fund stood at 67.6 % for TFCs / Sukuks; 18.4% for placements; 4.1 % for government securities and cash balance percentage is
9.9%.
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Investment Redemption
Serial No Trades By Designation (No. Of Units) (No. of Units)
01 Mr. Amer Magbool CEO 4,570 Nil
Pattern of Holding

The pattern of holdings {units) presents a diversified investor base. As on June 30, 2012 associated companies held 60.04% out of total units; banks and
financial institutions held 31.98% units; individuals held 7.96% units and 0.02%units held by other entities. Detailed pattern is also annexed.

Future Outlook

Improvement in relations with the US and resultant realization of pending funds is expected to augur well for the economy. However, higher discretionary
spending and subsidies keeping in view election year considerations will serve to keep the nozzle tight on fiscal pressures.

The SBP, in a surprise act, curtailed the policy rate by 150bps in the latest monetary policy review during August 2012 to support the private sector credit
effected the decision on the basis of subdued headline inflation numbers during FY13. The average headline inflation for FY13 currently stands at 9.3%
which again raises the hopes of a further cut in the policy rate going forward.

Auditors

The Audit Committee of the Board of Directors recommended the re-appointment of M/s KPMG Taseer Hadi & Co. - Chartered Accountants as auditors of
KASB Income Opportunity Fund for the financial year ending June 30, 2013. The Board has approved the appointment.

Acknowledgement

The Board of Directors of the Management Company thanks the Fund's valued investors, the Securities and Exchange Commission of Pakistan, The State
Bank of Pakistan, Central Depository Company of Pakistan Limited (the Trustee) and the management of Karachi Stock Exchange for their continued
cooperation, guidance and support . The Directors also appreciate the efforts put in by the management team.

For and on behalf of the Board

October 04, 2012 Amer Magbool
Karachi Chief Executive
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PERFORMANCE TABLE

Total net asset value as at June 30 (Rs. '000)

Net asset value per unit as at June 30 (Rs.)

Selling price for units as at June 30 (Rs.)

Repurchase price for units as at June 30 (Rs.)

Repurchase price with contingent back-end load for units as at June 30 (Rs.)
Final dividend distribution per unit (Rs.)

Date of final distribution

Highest selling price per unit (Rs.}

Highest repurchase price per unit (Rs.}

Highest repurchase price with contingent back-end load per unit (Rs.)
Lowest selling price per unit (Rs.)

Lowest repurchase price per unit (Rs.)

Lowest repurchase price with contingent back-end load per unit (Rs.)
Annualized return (%)

Weighted average portfolio duration

Return since inception is 2.40%
Launch date of the Fund is May 9, 2006

D!'sd aimg[.

379,979
67.8793
67.8793
67.8793
67.5399

0.30
July 05, 2012
67.8793
67.8793
67.5399
51.8691
51.8691
51.6098
27.95

602 days

2011

363,876
52.9665
52.9665
52.9665
52.7017

B7.0286
B7.0286
86.5935
52.9665
52.9665
52.7017

-38.10
43 days

Past performance is not necessarily indicative of future performance and that unit prices and investment returns may go down, as well

as up.

2010

959,401
85.5835
85.5835
85.5835
85.1556

100.3559
100.3559
99.8541
85.4358
85.4358
85.0086
-13.86
97 days
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Despite some of these positives, the country's economical worries are far from over as it faces huge gas/electricity shortages leading to lower production
and consequently hampering exports and boosting imports; Lowest regional Tax to GDP ratio of 9%; Twin deficit to the tune of 9% of GDP i.e. USD 20bn
approx each year. On the palitical side, upcoming elections and ongoing legal disputes will likely play its role in instigating the uncertainty further.

Central Bank, during the year, reduced the policy rate by 200 basis points to boost the private credit off take amidst high fiscal deficit and resulting printing
of money.

Lack of liquidity for corporate debt continues to prevail amid pricing volatility. A few instruments were restructured during the quarter as most of the
companies that were having financial difficulties in a lean economic patch have managed to negotiate a restructuring with its investors. Market continues
1o be risk averse as investors find government papers yield attractive resulting in very few trades in TFCs/Sukuks.

12. Fund performance by market(s) and by instruments
For details, please refer to the full yearly accounts.

13. Distribution

Distribution Amount of Distribution (PKR) NAV (PKR) Ex-NAV of Fund (PKR)
Final 0.3 per unit

14. Significant changes in the state of affairs

During the period under review the liquidity crunch and risk aversion increased significantly in the market. Government has been relying heavily on the
banking sector to finance its fiscal deficit by providing higher returns on the govt. papers, resulting in the non-availability of loan to private sector. As a
result, leasing and investment banks were not able to pay off the fund's lending on time. The Fund entered into negotiations with these leasing companies
and investment banks and settled some of the outstanding amount against mix of assets including cash.

15. Breakdown of unit holdings by size
Breakdown of unit holdings by size is same as in the director's report.

16. Unit Splits
There were no unit splits during the period.

18. Soft Commission
The management company received soft commission from the brokers in the form of research reports which were sent in both soft and hard copies.
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STATEMENT OF COMPLIANCE WITH THE CODE OF CORPORATE GOVERNANCE
For the year ended June 30, 2012

This statement is being presented to comply with the Code of Corporate Governance (the Code) contained in Regulation No 35 of the Listing Regulations
of the Karachi Stock Exchange Limited for the purpose of establishing a framework of good governance, whereby a listed company is managed in compliance
with the best practices of Corporate Governance. The Board of Directors (the Board) of KASB Funds Limited (the Management Company), an unlisted public
company, manages the affairs of KASB Income Opportunity Fund (the Fund). The Fund being a unit trust open end scheme does not have its own Board of
Directors. The Management Company has applied the principles cantained in the Code to the Fund, whose units are listed as a security on the Exchange,
in the following manner:

1., The Management Company encourages representation of independent non-executive directors. At present, the Board includes:
Category Names
Independent Directors Mr. Qaisar P. Mufti
Mr. Robert C. Richard Owen
Executive Director Mr. Amer Maghbool
Non-Executive Directors Mr. Muzaffar Ali Shah Bukhari

The independent directors meet the criteria of independence under clause i (b) of the Code.

2. The directors have confirmed that none of them are serving as a director in mare than seven listed companies, including this company {(excluding
the listed subsidiaries of listed holding companies where applicable).

3. All the resident directors of the Management Company are registered as taxpayers and none of them have defaulted in payment of any loan to a

banking company, a DFI or an NBFC or, being a member of a stock exchange, have been declared as a defaulter by that stock exchange.

Mr. Syed Muhammad Rehmanullah has not been re-elected on Board at elections held in October 2011.

The Board has developed a vision / mission statement, an overall corporate strategy and significant policies for the Fund. A complete record of

particulars of significant policies along with the dates on which these were approved or amended has been maintained.

6. All the powers of the Board have been duly exercised and decisions on material transactions, including appointment and determination of remuneration
and terms and conditions of employment of the CEO and other executive and non-executive directors have been taken by the Board.

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

8. The Management Company has planned to conduct an orientation course for its directors, in the near future to apprise them of their duties and
responsibilities.

9, The Board has approved the appointments of Chief Financial Officer (CFO), Company Secretary and Head of Internal Audit including the remuneration
and terms and conditions of employment.

10.  The Directors' report relating to the Fund for the year ended June 30, 2012 has been prepared in compliance with the requirements of the Code
and fully describes the salient matters required to be disclosed.

11.  The financial statements of the Fund were duly endorsed by the CEQ and CFO of the Management Company befare approval of the Board.

12.  The Directors, CEO, and executives do not hold any interest in the units of the Fund other than disclosed in the pattern of unit-holding.

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

14.  The Board has formed an Audit Committee. It comprises of three members, all of whom are non-executive directors of the Management Company
including the Chairman of the Committee who is an independent director.

15.  The meetings of the Audit Committee were held at least once in every quarter and prior to the approval of interim and final results of the Fund as
required by the Code. The terms of reference have been approved in the meeting of the Board and the Committee has been advised to ensure
compliance with those terms of reference.

16.  The board has set up an effective internal audit function which comprises of personnel who are considered suitably qualified and experienced for
the purpose and are conversant with policies and procedures of the company.

17.  The statutory auditors of the Fund have confirmed that they have been given a satisfactory rating under the Quality Control Review program of the
Institute of Chartered Accountants of Pakistan (ICAP), that they or any of the pariners of the firm, their spouses and minar children do not hold units
of the Fund and that the firm and all its partners are in compliance with the International Federation of Accountants (IFAC) guidelines on code of
ethics as adopted by the ICAP.

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

19.  The 'closed period', prior to the announcement of interim / final results, and business decisions, which may materially affect the market price of
Fund's units, was determined and intimated to directors, employees and stock exchange(s).

20.  Material / price sensitive information has been disseminated among all market participants at once through stock exchange(s).

21.  The related party fransactions have been placed before the Audit Committee and approved by the Board of Directors with necessary justification
for non arm's length transactions and pricing methods for transaction that were made on terms equivalent to those that prevail in the arm's length
transactions only if such term can be substantiated.

22.  We confirm that all other material principles contained in the Code have been complied with except for:

" the development of Code of Conduct towards which reasonable progress is being made by the Management Company to seek compliance by
the end of next accounting year; and
" the formation of Human Resource and Remuneration Committee which has been formed on October 04, 2012.

o~

For and on behalf of the Board

Karachi, October 4, 2012 Amer Magbool
Chief Executive Officer
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended June 30, 2012

2.3

24

25

3.1

Basis of measurement
These financial statements have been prepared under the historical cost convention, except that certain financial assets are measured at fair value.
Functional and presentation currency

These financial statements are presented in Pak Rupees which is the functional and presentation currency of the Fund and rounded to the nearest
thousand rupees.

Critical accounting estimates and judgments

The preparation of financial statements in conformity with approved accounting standards as applicable in Pakistan requires management to make
judgments, estimates and assumptions that affect the application of policies and reported amount of assets and liabilities, income and expenses.
The estimates and associated assumptions are based on historical experience and various other factors that are believed to be reasonable under
the circumstances, the results of which form the basis of making the judgments about the carrying values of assets and liabilities which are not
readily apparent from other sources. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the period in

which the estimate is revised if the revision affects only that period, or in the period of its revision and future periods if the revision affects both

current and future periods. In particular, information about significant areas of estimation uncertainty and critical judgments in applying accounting

policies that have most significant effect on the amount recognised in the financial statements are as follows:

Investments slaled at fair value & derivative financial instruments

The management company has determined fair value of certain investments by using quotations from active market valuation done by Mutual Fund

Association of Pakistan and Financial Markets Association of Pakistan. Fair value estimates are made at a specific point in time, based on market

conditions and information about the financial instruments. These estimates are subjective in nature and involve uncertainties and matter of judgments

(e.q. valuation, interest rates, etc.) and therefore can not be determined with precision.

Other assets

Judgment is also involved in assessing the realisability of asset balances.

SIGNIFICANT ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all periods presented in these financial statements.

Financial instruments

The Fund classifies its financial instruments in the following categories:

a) ‘At fair value through profit or loss'
An instrument is classified as 'at fair value through profit or loss' if it is held for trading or is designated as such upon initial recognition. Financial
instruments are designated as 'at fair value through profit or loss' if the Fund manages such investments and makes purchase and sale
decisions based on their fair value in accordance with the Fund's documented risk management or investment strategy. Financial assets which
are acquired principally for the purpose of generating profit from short term price fluctuation or are part of the portfolio in which there is

recent actual pattern of short term profit taking are classified as held for trading or a derivative.

Financial instruments as 'at fair value through profit or loss' are measured at fair value, and changes therein are recognised in the Income
Statement.

All derivatives in a net receivable position (positive fair value), are reported as financial assets held for trading. All derivatives in a net payable
position (negative fair value}, are reported as financial liabilities held for trading.

b) ‘Available for sale'

—_

'Available for sale' financial assets are non-derivative that are either designated in this category or not classified in any other category.
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3.4

Transactions of purchase under Margin Trading System (MTS) of marketable securities are entered into contracted rates for specified periods of
time. Securities purchased under MTS are not recognized in the Statement of Assets and Liabilities however, the amount paid under the agreements
are recognized as receivable in respect of MTS. Profit is recognized on accrual basis using the effective interest rate method. Cash releases are
adjusted against the receivable as reduction in the amount of receivable. The maximum maturity of a MTS contract is 60 days out of which
25%exposure will be automatically released at expiry of every 15th day from the date of contract.

Impairment

Financial assets not carried ‘at fair value through profit or loss' are reviewed at each balance sheet date to determine whether there is any indication
of impairment.

Afinancial assets is impaired if there is objective evidence of impairment as a result of one or more events that occurred after the initial recognition
of assets and that loss events had an impact on the future cash flows of that assets and that can be estimated reliably.

An impairment loss in respect of financial asset measured at amortized cost is calculated as the difference between its carrying amount and the
present value of the estimated future cash flows discounted at the asset's original effective interest rate.

Any subsequent decrease in impairment loss on debt securities classified as available for sale is recognised in income statement.

The Board of Directors of the Management Company has formulated a comprehensive policy for making provision against non performing investments
in compliance with Circular 13 of 2009 issued by SECP.

Derecognition

The Fund derecognises a financial asset when the contractual rights to the cash flows from the financial assets expire, or it transfers the right to
receive the contractual cash flows in a transaction in which substantially all the risks and rewards of ownership of the financial asset are transferred
on in which the Fund neither transfers nor retain substantially all the risks and rewards of ownership and does not retain control of the financial
assets.

A financial liability is derecognised when the obligation specified in the contract is discharged, cancelled or expired.
Dffseiting of financial instrumenis

Financial assets and liabilities are offset and the net amount reported in the Statement of Assets and Liabilities when there is a legally enforceable
right to set off the recognised amounts and there is an intention to settle on a net basis, or to realise the assets and settle the liabilities simultaneously.

Unit holders' funds

Unit holders' funds representing the units issued by the Fund, is carried at the net asset value representing the investors' right to a residual interest
in the Fund assets.

Issue and redemption of units

Units issued are recorded at the offer price, determined by the Management Company for the applications received by the distributors during
business hours on that day. The offer price represents the net asset value per unit as of the close of the business day plus the allowable sales load,
provision for transaction costs and any provision for duties and charges, if applicable. The sales load is payable to the investment facilitators,
distributors and the Management Company. Units redeemed are recorded at the redemption price, applicable on units for which the distributors
receive redemption applications during business hours on that day. The redemption price represents the net asset value per unit as of the close of
the business day less any back-end load, any duties, taxes, charges on redemption and any provision for transaction costs, if applicable.

Element of income / (loss) and capital gains / (losses) included in prices of units issued less those in units redeemed

An equalisation account called the "element of income / (loss) included in prices of units sold less those in units redeemed" is created, in order to
prevent the dilution of per unit income and distribution of income already paid out on redemption.

The element of income / (loss) and capital gains / (losses) included in the prices of units issued less those in units redeemed to the extent it is
represented by income earned during the year is recognized in income statement and to the extent it is represented by unrealized appreciation /
(diminution) arising during the year on 'available for sale securities' is included in distribution statement.
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2012 2011
Level 2 Level 3 Level 2 Level 3
(Rupees in '000) (Rupees in '000)
'At fair value through profit or loss'
Designated on initial recognition

-Fixed income and other debt securities 14,941 17,609 - 32,295
'Available for sale'

- Fixed income and other debt securities - 230,654 - 259,802

The Management Company is of the view that the fair value of the remaining financial assets and liabilities are not significantly different from their
carrying values since assets and liabilities are essentially short term in nature.

NON-ADJUSTING EVENT AFTER THE BALANCE SHEET DATE

The Board of Directors of the Management Company has approved a final dividend distribution of Re. 0.3 per unit for the year ended June 30, 2012,
amounting to Rs. 1.68 million in total in their meeting held on July 5, 2012. The financial statements for the year ended June 30, 2012 do not include
the effect of this appropriation which will be accounted for in the financial statements for the year ending June 30, 2013.

On August 16, 2012, the unit holders of the Fund, representing three fourth in value of the total outstanding units of the Fund have approved the
merger of the Fund with AMZ Plus Income Fund. The effective date of the merger of aforesaid funds is subject to the approval of the Securities
and Exchange Commission of Pakistan.

SUPPLEMENTARY NON FINANCIAL INFORMATION

The information regarding pattern of unit holding, list of top ten brokers / dealers by percentage of commission paid, meetings of the Board of
Directors of the Management Company and members of the Investment Committee are as follows:

Pattern of unit holding
Category No. of unit holders Investment amount Percentage of total
investment
2012 2011 2012 2011 2012 2011
{Numbers) {Rupees in '000) (%)
Individuals 24 13 30,261 1,543 7.96 0.42
Associated companies 2 1 228,149 178,026 60.04 48.92
Banks / Financial Institutions 1 2 121,519 183,735 31.98 50.49
Others 1 2 50 572 0.02 0.17
28 18 379,979 363,876 100.00 100.00







