
Example: An investor buys warrant at Rp 200 each
with exercise price Rp 1,500.  At exercise date,
company X’s stock price has jumped to Rp 1,800
per stock, he/she will be able to buy company X’s
stock price at Rp 1,700 = Rp 1,500 + Rp 200,
rather than at Rp 1,800, if he/she buy directly from
the market at that time (excluding fee and tax).

(b) While warrants are traded in the exchange, warrant
holder has the opportunity to earn capital gain,
which is the difference between purchase price of
warrants and its selling price on the secondary
market, when difference is positive.

c. Risks of Warrant:

(a) If the price of the underlying stock drops during
the exercise date and become lower than the
exercise price, then he/she would not exercise the
warrant. Investor would loss his/her initial cost of
the warrant.

Example: An investor buys warrant at secondary
market at Rp. 200 during trading period with
exercise price of Rp. 1,500. At the exercise date,
assumed company X’s stock price has dropped to
Rp 1,200 per stock. He/she would not convert the
warrant, since if it is converted, he/she must spend
Rp 1,700 = Rp 1,500 exercise price + Rp 200
warrant’s price.  As a result he/she suffer all of
his/her initial cost of Rp. 200 (excluding fee and
tax).

(b) Since warrant behaves like stock and it can be
traded in the exchange, warrant holder would suffer
capital loss when difference between purchase
price of warrant and its selling price is negative.
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C. Stock Index Futures

a. Definition of Futures:

A contract or an agreement between two parties that
requires them to sell or buy an underlying asset at a
certain time in the future and at predetermined price.

Each party is required to deposit an initial margin before
they open a contract.  Since the contract has limited
lifetime, at its maturity, open positions/open interests
must be closed/settled at whatever price prevailed in
the market. The margin itself should be maintained at
a certain level, and should the margin drops below that
level, usually due to a huge loss, clearing house would
require the investor to put  addi t ional  fund.

However, it should be noted, that all the transactions
in futures market are processed in the Exchange.

Currently, The Stock Index Futures available in
Indonesian Market is LQ45 Stock Index Futures, which
is facilitated by Surabaya Stock Exchange. (See the
explanation about LQ45 Index in Chapter III – Trading
Mechanism).

b. Benefits Of Investment in Stock Index Futures:
a) Hedging instrument

Hedging aimed to minimize market risk in portfolio.

Example: An investor who owns a portfolio plans
to sell one of its stocks in the future, however he/she
would like to ascertain his/her income now by fixing
his/her stocks’ selling price. What options available
to the investor?  He/she could open a sell contract
at future market, and no matter how the stock price
prevail in the market at maturity date, the investor
would be able to sell it at the predetermined price.

b) Speculation
Investors will be able to speculate by trading Index
Future rather than trading each individual stock,



4. Mutual Fund

A. Definition of Mutual Fund

A pool of stocks, bonds, or other securities purchased by
a group of investors and managed by a professional/
registered investment company.

By buying small part of the fund, individual investor with
limited funds will be able to enjoy the benefit of owning a
variety of securities, which is almost impossible to be done
without a large amount of funds. Investors will also be
relieved from the difficulties in analyzing the securities.

Based on their Investments, the fund can be classified into
four basic categories. Therefore, investor can choose
mutual fund, which is in line with their investment objectives.

a. Stock Fund
The funds invest in the common stock of publicly traded
companies. The variety of stocks to be invested will
depend on the fund’s investment objective. Similar to
stocks, this type of mutual fund provides “high risk-
high return” profile to investors.

b. Bond Fund
For those investors who are searching for a predictable
and stable income, this mutual fund is a good instrument
to consider, since it provides relatively moderate level
of risk and return profile.

c. Money Market Fund
Money market funds resemble savings accounts, hence
they provide a low risk low return profile to investors.

d. Mixed Security Fund
The fund mixes different types of securities. Asset
allocation splits investments between stocks for growth,
bonds for income, and money-market instruments or
cash for stability and liquidity.
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thanks to the opportunity of leverage. Leverage
means that investors can take benefit from price
movement with less capital than its trading value.

c) Arbitrage
Investors will be able to generate return from the
difference between price in future market and spot
price.

c. Risks Of Investment in Stock Index Futures:
a) At maturity date, investor has to close/settle his/her

position no matter how the price goes different with
their expectation and as a result investor could
suffer huge loss more than his/her initial capital.

b). Additional Margin which has to be paid by the
investors to clearing house, should the loss is
bigger than their capital.

D. Asset Backed Securities

Definition:
Asset Backed Securities is Debt securities which are
guaranteed by a certain group of assets, such as:
§ Commercial letters of credit,
§ Leases,
§ Loans including mortgages,
§ Etc

There is a decree of Bapepam which stipulate Asset Backed
Securities, but currently there is no product of Asset Backed
Securities available in Indonesian market.



B. Types of Mutual Fund

a. Corporate Type
It means that the legal form of mutual fund is a Limited
Company (Perseroan Terbatas). In Indonesia, this type
of Mutual Fund is classified into its characteristics: the
Open-end Mutual Fund and the Closed-end Mutual
Fund.

b. Contractual Type
It means that the legal form of mutual fund is a Collective
Investment Contract, which is basically a contract
between the Investment Manager and Custodian Bank
that represents the legality of the unit’s holders or
investors.

The contract represents the authority of Investment
Manager to manage the Collective Investment Portfolio,
and the authority of Custodian Bank to act as Custodian
for the fund.

In Indonesia, this type of fund is Open-end Mutual Fund
only and currently, they dominate the majority of funds
available in the market.

C. Mutual Fund Categories

a.  Open-end Fund
An Open-end Fund essentially means that the
Investment Manager are ready to buy back or redeem
its units from investors whenever they wish to sell, at
their current Net Asset Value per share or unit.

Net Asset Value (NAV):
The market value of a Mutual Fund’s assets, (securities,
cash and any other accrued earnings) deducted by its
total liabilities.

NAV per Share or NAV per unit:
NAV divided by the number of shares or units
outstanding.

b. Closed-end Funds
A type of Mutual Fund whose securities are traded on
the open market rather than being redeemed by the
issuing company.
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D. The Benefit of investing in Mutual Fund

a. Potential Return
Potential returns that the Investors of Mutual funds
expect are as follows:
§ Dividend and/or Interest Income, which are received

from the Investment Manager.
§ Capital Gain from the appreciation of NAV.

Example, one year ago, an investor bought a unit
of mutual fund at Rp 1,000.  At  the end of the
year, assumed that Mutual Fund’s NAV has jumped
to Rp 1,250 per unit. Should the investor sell its
investment at this price, he/she enjoys a capital
gain amounting to Rp 250 (excluding fee and tax).

b. Diversification
A portfolio consists of variety of securities portfolio,
and can be acquired by small investors by buying the
units of Mutual Funds with smaller amount of funds.

c. Professional Management
Investors will be relieved from day-to-day tasks involved
in researching, buying and selling securities.

d. Liquidity
In case of Open-end Fund, this type of Mutual Fund is
very liquid due to the fact that the investors can sell
theirs whenever they wish to investment manager.

E. The Risks of investing in mutual Fund:

a. Potential Loss
Except for the money market Mutual Funds, which
provide low risks low return profile, other types of
Mutual Funds are more vulnerable to several factors
that sometimes cause damages to the Fund’s portfolio
value.

b. Liquidity Risk
In case of Close-end Mutual Fund, investors can not
sell their investments whenever they want to, since
they should follow stock trading mechanism, where
demand and supply play a signi f icant role.
There is a possibility that no demand occured in the
market when the investors want to sell their units.
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