Adding ETFs to Your Investment Portfolio

Exchange-traded funds (ETFs) are one of the innovative financial products that have
emerged in recent years. At the end of May 2009, the Global ETF industry had 1,660
ETFs with 3,008 listings, assets of US$775.20 billion, from 90 providers on 42
exchanges around the world (Barclays Global Investors, May 2009). ETFs are
essentially unit trust funds that are listed and traded on a stock exchange. In Malaysia,
the first ETF introduced was the ABF Malaysia Bond Index Fund which was launched in
2005 (Lipper Hindsight, 31 March 2009). Today, there are three ETFs listed in Bursa
Malaysia, namely, ABF Malaysia Bond Index Fund, FBM KLCI etf (FTSE Bursa
Malaysia KLCI etf which is formerly known as FBM30etf) and MyETF Dow Jones

Islamic Market Malaysia Titans 25.

ETFs are increasingly becoming more well-known among investors as a viable
investment instrument. ETFs offer many advantages such as transparency, broad
exposure to the stock market, liquidity and flexibility, diversification, as well as lower
investment costs. For example, with a single purchase of an ETF, an investor can
benefit from broad market exposure. The purchase of FBM KLCI etf gives the investor

the broad market exposure of the top 30 Malaysian stocks.

For those who are new to ETFs, here are some frequently asked questions to help you

get started.

Question: How do | start investing in ETFs?

Answer: Learn more about ETFs before you invest. Familiarize yourself with the
benefits, limitations and risks to ensure that you do not have any misconceptions of the
funds. Information on the funds can be easily found in the ETFs’ websites and

prospectuses.



You should also know your investment purpose before you invest. By knowing your
investment objective (be it for a broader market exposure or a specific asset class), you

can then decide which ETF investment strategy is the best fit for your portfolio.

Question: How do | decide which ETF to invest in?

Answer: Find out what are available in the market. Then research your chosen ETF
and its holdings before you invest (just as you would scrutinize any stock before you
invest). With the transparency that ETF offers, you can access real-time information
(e.g. ETF prices, fund information and index information) that are readily available in the
ETF websites.

Question: What about the costs?

Answer: Generally, ETFs are more cost-effective investment instruments compared to
other equity instruments. Nevertheless, you must find out on all the related costs such

as the fees, charges and expenses before you purchase an ETF.

Question: How do | purchase an ETF?
Answer: To buy and sell an ETF, you must first set up the necessary accounts.

(i) Trade through a remisier— just like buying and selling of stocks, you may buy
and sell by engaging a remisier from a broking firm. You need to open two
accounts: (1) a trading account and (2) a Central Depository System (CDS)
account. Both accounts can be opened at any stockbroking firm. To trade you
are required to maintain a CDS account with Bursa Malaysia Depository Sdn Bhd
(BMD) via your remisier. All transactions (buy and sell) will be registered into
your CDS account.

(i) Trade online—alternatively, you may also trade online through online brokers. In
Malaysia, most major banks offer e-broking services. To trade online, you must

have an e-broking account plus a CDS account.



Question: How can | use ETFs as atool for wealth management?

Answer: You may use ETFs as a tool for wealth management by employing different
investing strategies. Once you are clear on your investment purpose, choose an

investment strategy—~be it a cash management strategy or a core holding strategy.

Question: How do | use ETFs as a cash management tool?

Answer: ETFs can be used as a cash management tool whereby idle cash can be
invested in ETF on the short term while the longer term investment decision is to be
made. You can take advantage of ETF liquidity by buying an ETF using the idle cash

and sell it when you need the cash later.

For example: Kamal has RM10,000 cash. Due to the worsening economic outlook and
the current low interest rate, Kamal does not want his money sitting in a low yielding
fixed deposit. He wants to trade for capital gains in the short term while taking the time
to analyse the market to decide on longer term investments. With the dropping interest
rate, he sees the potential in Bond. Thus, he decides to first invest in the ABF Malaysia
Bond Index Fund. He makes that decision after weighing the opportunity in gaining a
diversified exposure to a basket of Ringgit denominated bonds that are relatively low

risk as well as the possible market risk.

The Fund has thus far recorded a one year growth of 4.3% and a 6-month growth of
5.27% (Lipper Hindsight, 31 March 2009). By buying into this Fund, Kamal will also be
able to enjoy the semi-annual income distributions. When he is certain that the time is
right, he will sell his Bond ETF and invest in other investments. The diagram below
illustrates Kamal’s cash management in the short-term in ensuring that his money works

in the market.
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Question: How can | use ETFs as core investments?
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Answer: ETFs can be used as the core investment in your portfolio. You can leverage

on the broad diversification and lower costs of ETFs through the core holdings, and then

add the satellite investments through the purchase of other stocks.

For example:

John has RM100,000 and wants to build an investment portfolio. Using the core-satellite

strategy, he intends to allocate 60% of the money into core investments and the

balance 40% into satellite investments of other stocks. With an aggressive investment
personality, out of the RM60,000, John plans to invest RM45,000 into FBM KLCI etf to

gain a broad market exposure of Malaysian equities, and RM15,000 in the ABF

Malaysia Bond Index Fund to gain exposure to a portfolio of government bonds. For his

satellite investments, he plans to diversify with a few other equity stocks.



The diagram below depicts John’s core-satellite investment portfolio.
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For John, the use of ETFs as the core holdings is a practical approach as it offers
instant diversification, lower expense ratios, and reduces his overall portfolio risk.
Moreover, holding two different asset classes of ETFs also give him the flexibility to

easily rebalance his portfolio to a new asset mix at different market time.

Conclusion

ETFs can open a whole new range of investing opportunities for investors. Including
ETFs in your portfolio is not only easy to establish but also less costly compared to
building a portfolio from multiple stocks or unit trust purchases. Before you invest, make

sure you fully understand the features of the ETFs. Apply the tips that we have shared



with you in this article. From there, pick the investment strategy that best fit you in

building your investment portfolio.

This article was contributed by the Funds Management Division of AmInvestment Group
Berhad.

Disclaimer:
AmlInvestment Services Berhad

We recommend that you read and understand the contents of the Prospectuses for ABF
Malaysia Bond Index Fund dated 13 July 2008 (expires on 12 July 2009), FBM30etf dated 7
June 2009 and its Supplementary Prospectus dated 6 July 2009 that have been registered with
the Securities Commission, who takes no responsibility to the contents before investing. You
may view the prospectuses from the funds’ websites at www.abfmyl.com.my for ABF Malaysia
Bond Index Fund and www.fbmkicietf.com.my for FBM KLCI etf or visit us at our nearest
representative office for a copy of the prospectuses. Unit prices and income distribution, if any,
may rise or fall. Past performance of a fund is not indicative of future performance. Please
consider the fees, charges and risks involved including, but not limited to, the risk that units may
be delisted from Bursa Malaysia, market risk, tracking error and the risks relating to the
Benchmark Index (for ABF Malaysia Bond Index Fund) and the risk that units may be delisted
from Bursa Malaysia, risks relating to the Benchmark Index, Derivatives and Zero Strike Call
Options (for FBM KLCI etf). Aminvestment Services Berhad does not guarantee any returns on
the investments.

iBoxx®

iBoxx® is a registered trademark of International Index Company Limited (“IIC”) and has been
licensed for the use by Aminvestment Services Berhad (“AlS”) and/or its affiliates. IIC does not
approve, endorse or recommend AIS and/or its affiliates or the ABF Malaysia Bond Index Fund.
This product is not sponsored, endorsed or sold by IIC and IIC makes no representation
regarding the suitability of investing in the product.

FTSE

“FTSE®”, “FT-SE®” and “Footsie®” are trademarks of the London Stock Exchange Plc and The
Financial Times Limited and are used by FTSE International Limited (“FTSE”) under licence.
“BURSA MALAYSIA” is a trade mark of Bursa Malaysia Berhad (“BURSA MALAYSIA”).



The FTSE Bursa Malaysia KLCI is calculated by FTSE. All intellectual property rights in the
index values and constituent list vests in FTSE and BURSA MALAYSIA. Neither FTSE nor
BURSA MALAYSIA sponsor, endorse or promote this product and are not in any way connected
to it and do not accept any liability. Aminvestment Services Berhad has obtained full licence
from FTSE to use such intellectual property rights in the creation of this product.



