ABF MALAYSIA BOND INDEX FUND

STATEMENT BY THE MANAGER AND UNAUDITED FINANCIAL STATEMENTS

FOR THE PERIOD 1 OCTOBER 2005 TO 31 DECEMBER 2005

(In Ringgit Malaysia)
ABF MALAYSIA BOND INDEX FUND
STATEMENT OF ASSETS AND LIABILITIES (unaudited)
AS AT 31 DECEMBER 2005

	
	Note
	RM

	
	
	

	ASSETS
	
	

	Investments
	4
	540,048,941

	Sundry receivables
	5
	24,897,115

	Cash at bank
	
	108

	
	
	

	Total Assets
	
	564,946,164

	
	
	

	LIABILITIES
	
	

	Amount due to Manager
	6
	74,238

	Amount due to Trustee
	7
	32,479

	Amount due to index provider
	8
	28,507

	Other payables and accrued expenses
	
	24,000

	
	
	

	Total Liabilities
	
	159,224

	
	
	

	NET ASSETS
	
	564,786,940

	
	
	

	
	
	

	Represented by:
	
	

	
	
	

	UNITHOLDERS’ FUND
	
	

	Unitholders’ capital
	9
	560,927,091

	Undistributed net income
	
	3,859,849

	
	
	

	TOTAL UNITHOLDERS’ FUND
	
	564,786,940

	
	
	

	UNITS IN CIRCULATION
	9
	537,421,800

	
	
	

	NET ASSET VALUE PER UNIT
	10
	105 sen


The accompanying Notes form an integral part of the Financial Statements.

ABF MALAYSIA BOND INDEX FUND

STATEMENT OF INCOME AND EXPENDITURE (unaudited)
FOR THE PERIOD 13 JULY 2005 (DATE OF COMMENCEMENT) TO

31 DECEMBER 2005
	
	
	3 months ended

31.12.2005
	13.7.2005
to

31.12.2005

	
	Note
	RM
	RM

	
	
	
	

	INVESTMENT INCOME
	
	
	

	Interest income
	
	6,872,478
	12,806,611

	Net loss on sale of investments
	
	(402,437)
	(424,528)

	Net unrealised loss on changes in value of investments
	
	(5,525,367)
	(3,755,489)

	
	
	
	

	
	
	944,674
	8,626,594

	
	
	
	

	Add: Accretion of discount
	
	46,100
	85,992

	Less: Amortisation of premium
	
	(2,074,315)
	(3,971,208)

	
	
	
	

	Gross Income
	
	(1,083,541)
	4,741,378

	
	
	
	

	EXPENDITURE
	
	
	

	Manager’s fee
	6
	225,303
	422,689

	Trustee’s fee
	7
	98,571
	184,927

	Licence fee
	
	28,373
	53,391

	Audit fee
	
	2,674
	5,000

	Tax agent’s fee
	
	2,674
	5,000

	Other expenses
	11
	171,167
	222,106

	
	
	
	

	Total Expenditure
	
	528,762
	893,113

	
	
	
	

	NET INCOME  BEFORE INCOME TAX
	
	(1,612,303)
	3,848,265

 =6028856-805272 \# "#,##0;(#,##0)" 

	LESS: INCOME TAX EXPENSE
	12
	-
	-

	
	
	
	

	NET INCOME  AFTER INCOME TAX
	
	(1,612,303)
	3,848,265

	DISTRIBUTION EQUALISATION
	13
	-
	11,584

	
	
	
	

	
	
	(1,612,303)
	3,859,849

	
	
	
	

	UNDISTRIBUTED NET INCOME AT BEGINNING OF PERIOD/COMMENCEMENT
	
	5,472,152
	-

	UNDISTRIBUTED NET INCOME AT END OF PERIOD
	
	3,859,849
	3,859,849

 =sum(above) \# "#,##0;(#,##0)" 

	
	
	
	

	(Forward)
	
	
	


	
	
	3 months ended

31.12.2005
	13.7.2005

to

31.12.2005

	
	Note
	RM
	RM

	
	
	
	

	
	
	
	

	Net Income After Income Tax comprises the following:
	
	
	

	Realised income
	
	3,913,064
	7,603,754

	Unrealised loss
	
	(5,525,367)
	(3,755,489)

	
	
	
	

	
	
	(1,612,303)
	3,848,265


The accompanying Notes form an integral part of the Financial Statements.

ABF MALAYSIA BOND INDEX FUND

STATEMENT OF CHANGES IN NET ASSET VALUE (unaudited)
FOR THE PERIOD 13 JULY 2005 (DATE OF COMMENCEMENT) TO

31 DECEMBER 2005
	
	3 months ended

31.12.2005
	13.7.2005

to

31.12.2005

	
	RM
	RM

	
	
	

	Net asset value at beginning of period/commencement
	566,399,243
	-

	Net (loss)/income for the period
	(1,612,303)
	3,848,265

	Distribution equalisation
	-
	11,584

	Amount received from units created net of equalisation
	-
	560,927,091

	
	
	

	Net asset value at end of period
	564,786,940
	564,786,940


The accompanying Notes form an integral part of the Financial Statements.

ABF MALAYSIA BOND INDEX FUND

CASH FLOW STATEMENT (unaudited)
FOR THE PERIOD 13 JULY 2005 (DATE OF COMMENCEMENT) TO

31 DECEMBER 2005
	
	
	3 months ended

31.12.2005
	13.7.2005

to

31.12.2005

	
	Note
	RM
	RM

	
	
	
	

	CASH FLOWS FROM OPERATING AND INVESTING ACTIVITIES
	
	
	

	Proceeds from sale of investments
	
	25,345,933
	95,090,033

	Interest received
	
	4,458,915
	5,227,658

	Payment for other fees expenses
	
	(225,453)
	(225,713)

	License fee paid
	
	(24,884)
	(24,884)

	Trustee’s fee paid
	
	(99,771)
	(152,448)

	Manager’s fee paid
	
	(228,048)
	(348,452)

	Purchase of investments
	
	(32,439,790)
	(659,622,390)

	
	
	
	

	Net Cash Used In Operating And Investing Activities
	
	(3,213,098)
	(560,056,196)

	
	
	
	

	CASH FLOWS FROM FINANCING ACTIVITIES
	
	
	

	Proceeds from creation of units
	
	-
	560,938,675

	Payments for release of units
	
	-
	-

	
	
	
	

	Net Cash Generated From Financing Activities
	
	-
	560,938,675

	
	
	
	

	NET INCREASE IN CASH AND CASH EQUIVALENTS
	
	(3,213,098)
	882,479

	
	
	
	

	CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD/COMMENCEMENT
	
	4,095,577
	-

	
	
	
	

	CASH AND CASH EQUIVALENTS AT END OF PERIOD
	15
	882,479
	882,479


The accompanying Notes form an integral part of the Financial Statements.

ABF MALAYSIA BOND INDEX FUND 

NOTES TO THE FINANCIAL STATEMENTS
1. GENERAL INFORMATION
ABF Malaysia Bond Index Fund (“the Fund”) was established pursuant to a Deed dated 12 July 2005 (“the Deed”), between AmInvestment Services Berhad as the Manager, HSBC (Malaysia) Trustee Berhad as the Trustee and all unitholders.

The Fund was set up with the objective for investors who seek an “index-based” approach to investing in a portfolio of Ringgit Malaysia denominated Government and quasi-Government debt securities. As provided in the Deeds, the “accrual period” or financial year shall end on 31 December and the units in the Fund were first offered for sale on 13 July 2005.

2. BASIS OF PREPARATION OF FINANCIAL STATEMENTS
The financial statements have been prepared under the historical cost convention modified by the revaluation of investments in accordance with applicable MASB Approved Accounting Standards and the Securities Commission’s Guidelines on Unit Trust Funds.

3. SIGNIFICANT ACCOUNTING POLICIES
Investments

Investments are stated at market value on a portfolio basis in accordance with the provisions of the Deed, market value is determined based on prices provided by the index provider, International Index Company Limited (“IIC”), plus accrued interest. The difference between the adjusted cost and market value is treated as unrealised gain or loss and is recognised in the statement of income and expenditure.  Adjusted cost of investments relates to the purchase cost plus accrued interest, adjusted for amortisation of premium and accretion of discount, if any, and calculated on the straight-line method over the period from the date of acquisition to the date of maturity of the respective securities as approved by the Manager and the Trustee. Unrealised gains or losses recognised in the statement of income and expenditure is not distributable in nature.

On disposal of investments, the net realised gain or loss on disposal is measured as the difference between the net disposal proceeds and the carrying amount of the investments. The net realised gain or loss is recognised in the statement of income and expenditure.

Income Recognition

Interest on fixed income securities and short-term deposits is recognised on an accrual basis.

Income Tax Expense 

The tax effects of transactions are recognised, using the 'balance sheet' method and all taxable temporary differences are recognised. As at 31 December 2005 there were no significant temporary differences.

Cash Flow Statement

The Fund adopts the direct method in the preparation of the cash flow statement.

Cash equivalents are short-term, highly liquid investments with maturity of seven days or less from the date of acquisition and are readily convertible to cash with insignificant risk of changes in value.

Payables
The amounts are stated at cost which is the fair value of the consideration to be paid for services received.

Receivables
Sundry receivables are carried at anticipated realisable values.

Financial Assets And Liabilities
Financial assets and financial liabilities carried on the statement of asset and liabilities include cash at bank, investments, including deposits and placements with licensed institutions, receivables and payables. The accounting policies on recognition and measurement of these items are disclosed in the respective accounting policies.

Financial instruments are classified as assets or liabilities in accordance with the substance of the contractual arrangement. The accounting policies on the recognition of interest, dividends, gains and losses relating to financial instruments classified as assets, are disclosed in the respective accounting policies.

4. INVESTMENTS
	
	RM

	
	

	At carrying value
	

	Short-term deposits with licensed banks under repurchase agreements
	882,371

	Corporate bonds
	14,719,903

	Zero coupon bonds
	22,221,500

	Malaysian Government securities
	487,860,230

	Malaysian Government securities – zero coupon
	9,243,000

	Cagamas bonds  
	5,121,937

	
	

	
	540,048,941


	
	RM

	
	

	At nominal value
	

	Short-term deposits with licensed banks under repurchase agreements
	882,300

	Corporate bonds 
	15,000,000

	Zero coupon bonds
	25,000,000

	Malaysian Government securities 
	467,050,000

	Malaysian Government securities – zero coupon
	10,000,000

	Cagamas bonds 
	5,000,000


Details of investments as at 31 December 2005 are as follows:

	Maturity date
	Issuer/Stock no.
	Nominal value
	Carrying value
	Purchase cost
	Carrying value as a percentage of net asset value

	
	
	RM
	RM
	RM
	%

	
	
	
	
	
	

	
	Short-term deposits with licensed banks under repurchase agreements
	

	
	
	
	
	
	

	03.01.2006
	OCBC Bank (M) Bhd
	882,300
	882,371
	882,300
	0.15

	
	
	
	
	
	

	
	Corporate bonds
	

	30.11.2011
	Syarikat Prasarana Negara Bhd
	5,000,000
	4,968,637
	5,026,404
	0.88

	30.11.2016
	Syarikat Prasarana Negara Bhd
	10,000,000
	9,751,266
	9,823,474
	1.73

	
	
	
	
	
	

	
	
	15,000,000
	14,719,903
	14,849,878
	2.61

	
	
	
	
	
	

	
	Zero coupon bonds
	

	
	
	
	
	
	

	18.06.2008
	Khazanah Nasional Bhd
	5,000,000
	4,575,000
	4,540,500
	0.81

	18.09.2008
	Khazanah Nasional Bhd
	5,000,000
	4,530,000
	4,495,500
	0.80

	18.12.2008
	Khazanah Nasional Bhd
	5,000,000
	4,489,000
	4,490,500
	0.79

	18.09.2009
	Khazanah Nasional Bhd
	5,000,000
	4,337,000
	4,319,000
	0.77

	18.01.2010
	Khazanah Nasional Bhd
	5,000,000
	4,290,500
	4,250,000
	0.76

	
	
	
	
	
	

	
	
	25,000,000
	22,221,500
	22,095,500
	   3.93

	
	
	
	
	
	

	(Forward)
	
	
	
	
	

	Maturity date
	Issuer/Stock no.
	Nominal value
	Carrying value
	Purchase cost
	Carrying value as a percentage of net asset value

	
	
	RM
	RM
	RM
	%

	
	
	
	
	
	

	
	Malaysia Government securities
	

	
	
	
	
	
	

	15.03.2007
	MT89001A
	11,000,000
	11,676,445
	11,963,600
	2.07

	15.10.2007
	MN97001A
	13,000,000
	14,053,975
	14,417,162
	2.49

	01.12.2007
	MW86003X
	56,000,000
	61,705,723
	63,550,256
	10.93

	17.12.2007
	MG04005V
	10,000,000
	9,950,335
	10,030,271
	1.76

	15.03.2008
	MW87001S
	12,000,000
	13,300,369
	13,664,191
	2.35

	01.07.2008
	MV88002X
	58,050,000
	63,969,633
	63,777,070
	11.33

	27.02.2009
	MI04001A
	53,000,000
	54,863,765
	55,753,594
	9.71

	15.09.2009
	MI04004Z
	50,000,000
	50,980,890
	51,964,391
	9.03

	25.08.2010
	MJ05001X
	20,000,000
	20,182,770
	20,473,848
	3.57

	28.04.2011
	MJ050004
	19,000,000
	19,140,675
	19,036,983
	3.39

	28.09.2011
	MN01001V
	25,000,000
	25,261,327
	25,494,622
	4.47

	25.02.2013
	MN03003V
	90,000,000
	89,238,426
	90,031,134
	15.80

	16.03.2015
	GN050001
	10,000,000
	10,236,396
	10,329,639
	1.81

	30.09.2015
	MO05002S
	15,000,000
	15,739,434
	15,911,180
	2.79

	30.07.2019
	MS04003H
	15,000,000
	17,237,933
	16,717,159
	3.05

	15.07.2025
	MY050003
	10,000,000
	10,322,134
	10,318,584
	1.83

	
	
	
	
	
	

	
	
	467,050,000
	487,860,230
	493,433,684
	  86.38

	
	
	
	
	
	

	
	Malaysia Government securities – zero coupon
	

	
	
	
	
	
	

	31.03.2008
	GI03001W
	10,000,000
	9,243,000
	9,200,000
	1.64

	
	
	
	
	
	

	
	Cagamas bonds
	

	
	
	
	
	
	

	03.09.2008
	CH04031E
	5,000,000
	5,121,937
	5,183,890
	0.91

	
	
	
	
	
	

	Total investments
	522,932,300
	540,048,941
	545,645,252
	95.62


The weighted average interest rate and average remaining maturities of short-term deposits with licensed banks under repurchase agreements are as follows: 

	
	Weighted average

interest rate
	Remaining

maturities

	
	%
	Days

	
	
	

	Short-term deposits with licensed banks under repurchase agreements 
	2.93
	3


The weighted average effective yields on unquoted securities are as follows:

	
	Effective yield*

	
	%

	
	

	Corporate bonds
	4.45

	Zero coupon bonds
	3.76

	Malaysian Government securities
	3.81

	Malaysian Government securities – zero coupon
	3.56

	Cagamas bonds
	3.70


* As provided by IIC
Analyses of the remaining maturity of investments as at 31 December 2005 are as follows:

	
	1 to 2 years
	2 to 5 years
	More than

5 years

	
	RM
	RM
	RM

	
	
	
	

	At nominal value
	
	
	

	Corporate bonds
	-
	-
	15,000,000

	Zero coupon bonds
	-
	25,000,000
	-

	Malaysian Government securities
	90,000,000
	193,050,000
	184,000,000

	Malaysian Government securities – zero coupon
	-
	10,000,000
	-

	Cagamas bonds
	-
	5,000,000
	-


5. SUNDRY RECEIVABLES
Included in sundry receivables are amounts owing by financial institutions for outstanding contracts where settlement is not due as follows:

	
	RM

	
	

	Amount owing by financial institutions
	24,879,508


6. AMOUNT DUE TO MANAGER
Amount due to Manager represents the manager’s fee payable.

Manager’s fee was charged at a rate of 0.16% per annum of the net asset value of the Fund, calculated on daily basis, for the financial period 1 October 2005 to 31 December 2005.

7. AMOUNT DUE TO TRUSTEE
Amount due to Trustee represents the trustee’s fee payable.

Trustee’s fee was charged at a rate of 0.07% per annum of the net asset value of the Fund, calculated on daily basis, for the financial period 1 October 2005 to 31 December 2005.

8. AMOUNT DUE TO INDEX PROVIDER

Included in amount due to index provider is the license fee payable to International Index Company Limited, the provider of the benchmark index.

License fee is calculated on a daily basis at the following rate:
	Fund size
	% p.a.

	
	

	Equal to or less than Initial Funding
	0.023

	Equal to or less than 275% of Initial Funding
	0.010

	More than 275% of Initial Funding
	No charges


subject to a minimum annual fee of USD26,542 (approximate RM100,860) 

· The Initial Funding for the Fund is USD115,400,000 (approximate RM438,520,000)
9. UNITHOLDERS’ CAPITAL/UNITS IN CIRCULATION
	
	3 months ended

31.12.2005
	13.7.2005 to

31.12.2005

	
	No. of units
	RM
	No. of units
	RM

	
	
	
	
	

	At commencement
	537,421,800
	560,927,091
	-
	-

	Created  during the period
	-
	-
	537,421,800
	560,927,091

	
	
	
	
	

	At end of period
	537,421,800
	560,927,091
	537,421,800
	560,927,091


As provided in the Prospectus dated 13 July 2005, the initial size of the Fund shall not exceed 1 billion units. 

The Manager, AmInvestment Services Berhad, did not hold any units in the Fund as at 31 December 2005. Holdings by parties related to the Manager as at 31 December 2005 were 129,810,100 units valued at RM136,300,605.

10. NET ASSET VALUE PER UNIT
The net asset value per unit is calculated by dividing the net assets of RM564,786,940 by the 537,421,800 units in issue as at 31 December 2005.

11. OTHER EXPENSES
Included in other expenses is pre-listing expense amounting to RM190,867 charged out during the financial period 1 October 2005 to 31 December 2005.

12. INCOME TAX EXPENSE     
Income tax payable is calculated on investment income less deduction for permitted expenses as provided for under Section 63B of the Income Tax Act, 1967.

Pursuant to Schedule 6 paragraph 35 of the Income Tax Act, 1967, interest income derived by the Fund is exempted from tax. Hence, there is no income tax expense for the financial period 1 October 2005 to 31 December 2005.
A reconciliation of income tax expense applicable to income before taxation at the statutory income tax rate to income tax expense at the effective income tax rate of the Fund is as follows:

	
	3 months ended

31.12.2005
	13.7.2005

to

31.12.2005

	
	RM
	RM

	
	
	

	Net (loss)/income before taxation
	(1,612,303)
	3,848,265

	
	
	

	Taxation at Malaysian statutory rate of 28%
	(451,500)
	1,077,500

	Tax effect of:
	
	

	Net (Loss)/Income not subject to tax
	303,400
	(1,327,600)

	Expenses not deductible for tax purposes
	86,500
	142,200

	Restriction on tax deductible expenses for unit trust funds
	82,000
	120,400

	Permitted expenses not used not available for future years
	(20,400)
	(12,500)

	
	
	

	Tax expense for the financial period
	-
	-


13. DISTRIBUTION EQUALISATION
Distribution equalisation represents the average amount of undistributed net income included in the creation or release price of units. This amount is either refunded to unitholders by way of distribution and/or adjusted accordingly when units are released back to Trustee.

14. INCOME DISTRIBUTION
No income distribution was declared during financial period 1 October 2005 to 31 December 2005.

However, the Fund has declared a net distribution of 1.55 sen per unit amounting to RM8,330,038 on 24 January 2006.

15. CASH AND CASH EQUIVALENTS
Cash and cash equivalents included in the cash flow statement comprise the following amounts:

	
	RM

	
	

	Short-term deposits with licensed banks under

repurchase agreements (Note 4)
	882,371

	Cash at bank
	108

	
	

	
	882,479


16. MANAGEMENT EXPENSE RATIO AND PORTFOLIO TURNOVER RATIO
The Fund’s management expense ratio (“MER”) is as follows:

	
	3 months ended

31.12.2005
	13.7.2005

to

31.12.2005

	
	%
	%

	
	
	

	Manager’s fee
	0.16
	0.16

	Trustee’s fee
	0.07
	0.07

	License fee
	0.02
	0.02

	Trust expenses
	0.03
	0.04

	
	
	

	
	0.28
	0.29


The portfolio turnover ratio, calculated by dividing the average of total acquisitions and total disposals of investment securities by the average net asset value of the Fund calculated on a daily basis, is 0.06 times for the financial period 1 October 2005 to 31 December 2005.

17. TRANSACTIONS WITH FINANCIAL INSTITUTIONS
Details of transactions with financial institutions for the financial period 1 October 2005 to 31 December 2005 are as follows: 

	Financial institutions
	Transaction value

	
	RM
	%

	
	
	

	Citibank Bhd
	136,023,100
	52.24

	AmMerchant Bank Bhd*
	113,433,000
	43.57

	Commerce International Merchant Bankers Bhd
	10,902,000
	4.19

	CIMB Discount House Bhd
	-
	-

	
	
	

	Total
	260,358,100
	 100.00


· A financial institution related to the Manager. The Manager and the Trustee are of the opinion that the above transactions have been entered into in the normal course of business and have been established under terms that no less favourable than those arranged with independent third parties.

The above transaction values are in respect of Ringgit Malaysia denominated Government and quasi-Government debt securities. Transactions in these fixed income securities do not involve any commission or brokerage.

18. RISK MANAGEMENT
The Fund is exposed to a variety of risks that included market risk, interest rate risk, credit risk, liquidity risk, single issuer risk, regulatory risk, management risk and stock risk.

Risk management is carried out by closely monitoring, measuring and mitigating the above said risk, careful selection of stocks for investment coupled with stringent compliance to investment restrictions as stipulated by the Securities Commission Act, Securities Commission Guidelines on Unit Trust Funds and the Deed as backbone of risk management of the Fund.

Market Risk

Market risk relates to investments in quoted/unquoted securities where movements of share prices can rise or fall for a number of reasons including industry trends, economic factors, changes in company’s operations, management and financial performance as well as market perceptions on a particular company.

Market risk is managed through portfolio diversification and asset allocation whereby the securities exposure is monitored/reduced in the event of anticipated market weaknesses.

Interest Rate Risk

Interest rate risk will affect the value of the Fund’s investments, given the interest rate movements, which are influenced by regional and local economic developments as well as political developments.

Interest rate moves in the opposite direction of bond prices. When interest rates rise, bond prices will fall and vice versa. When interest rate trend is anticipated to rise, the Fund Manager will reduce the exposure to fixed income securities.

Domestic interest rates on deposits and placements with licensed financial institutions are determined based on prevailing market rates. The Fund has a policy to ensure that the rates obtained are competitive.

Credit Risk

Credit risk applies to debt instruments such as term deposits, bonds and debentures. The issuer of such instruments may not be able to fulfill the required interest payments or repay the principal invested. These risks may cause the Fund’s investments to fluctuate.

The Fund Manager manages the risk by setting internal counterparty limits and undertaking internal credit evaluation to minimise such risk.

Liquidity Risk
The Fund maintains sufficient level of liquid assets, after consultation with the Trustee, to meet anticipated payments and cancellation of units by unitholders. Liquid assets comprise cash deposits with licensed institutions and other instruments, which are capable of being converted into cash between 5 to 7 days. The Fund’s policy is to always maintain a prudent level of liquid assets so as to reduce liquidity risk.

Single Issuer Risk
Internal policy restricts the Fund from investing in securities issued by any issuer of not more than a certain percentage of its net asset value. Under such restriction, the risk exposure to the securities of any issuer is managed based on internal/external ratings.

Regulatory Risk

Any changes in national policies and regulations may have an effect on the capital market.

Management Risk

Poor management of a fund may cause considerable losses to the Fund that in turn will affect the capital invested by a unitholder.

Stock Risk

Risk that is specific to a stock and is not correlated with the specific risks of other stocks.

19. FAIR VALUE OF FINANCIAL INSTRUMENTS
All assets and liabilities of the Fund are carried at fair values. The accounting policies on recognition and measurement of the fair value for the Fund’s investments are disclosed in their respective accounting policies.

The fair value for the amount due to the Manager and Trustee, cash at bank, sundry receivables, and other payables and accruals approximate their respective carrying amounts as at the balance sheet date due to the relatively short-term maturity of these financial instruments.

20. COMPARATIVE FIGURES

As the quarterly financial statements are drawn up for the first time, no comparative figures are presented.

