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We have audited the accompanying financial statements of MFO Balanced Fund a 
Sub-Fund of MFO Funds(the "Sub-Fund"), which are presented on pages 5 to 25 
and comprise the statement of financial position as at 31 December 2019, and the 
statements of profit or loss and other comprehensive income, net assets 
attributable to unitholders and cash flows for the period from 17 September 2018 
to 31 December 2019, and notes to the financial statements, including a summary 
of significant accounting policies. 

In our opinion, the accompanying financial statements give a true and fair view of 
the financial position of the Sub-Fund as at 31 December 2019, and of its 
financial performance and its cash flows for the period from 17 September 2018 
to 31 December 2019 in accordance with International Financial Reporting 
Standards as adopted by the European Union ("IFRS-EU") and the provisions of 
the Open-Ended Undertakings for Collective Investment (UCI) Law of 2012, 
L.78(1)/2012 as amended, from time to time ("UCI Law"). 

Basis for opinion 

We conducted our audit in accordance with International Standards on Auditing 
("ISAs"). Our responsibilities under those standards are further described in the 
"Auditors' responsibilities for the audit of the financial statements"' section of 
our report. We remained independent of the Sub-Fund throughout the period of 
our appointment in accordance with the International Ethics Standards Board for 
Accountants' International Code of Ethics for Professional Accountants 
(Including International Independence Standards) ("IESBA Code") together with 
the ethical requirements in Cyprus that are relevant to our audit of the financial 
statements, and we have fulfilled our other ethical responsibilities in accordance 
with these requirements and the IESBA Code. We believe that the audit evidence 
we have obtained is sufficient and appropriate to provide a basis for our opinion. 
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Responsibilities of the Management Company for the financial statements 

The Management Company is responsible for the preparation of financial statements that give a true 
and fair view in accordance with IFRS-EU and the provision of the UCI Law, and for such internal 
control as the Management Company determines is necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

In preparing the financial statements, the Management Company is responsible for assessing the 
Sub-Fund's ability to continue as a going concern, disclosing, as applicable, matters related to going 
concern and using the going concern basis of accounting, unless there is an intention to either 
liquidate the Sub-Fund or to cease operations, or there is no realistic alternative but to do so. 

The Management Company is responsible for overseeing the Sub-Fund's financial reporting process. 

Auditors' responsibilities for the audit of the financial statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole 
are free from material misstatement, whether due to fraud or error, and to issue an auditors' report 
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee 
that an audit conducted in accordance with ISAs will always detect a material misstatement when it 
exists. Misstatements can arise from fraud or error and are considered material if, individually or in 
the aggregate, they could reasonably be expected to influence the economic decisions of users taken 
on the basis of these financial statements. 

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain 
professional skepticism throughout the audit. We also: 

• Identify and assess the risks of material misstatement of the financial statements, whether due 
to fraud or error, design and perform audit procedures responsive to those risks, and obtain 
audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of 
not detecting a material misstatement resulting from fraud is higher than for one resulting from 
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or 
the override of internal control. 

• Obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the Sub-Fund's internal control. 

• Evaluate the appropriateness of accounting policies used and the reasonableness of accounting 
estimates and related disclosures made by the Management Company. 

• Conclude on the appropriateness of the Management Company's use of the going concern 
basis of accounting and, based on the audit evidence obtained, whether a material uncertainty 
exists related to events or conditions that may cast significant doubt on the Sub-Fund's ability 
to continue as a going concern. If we conclude that a material uncertainty exists, we are 
required to draw attention in our auditors' report to the related disclosures in the financial 
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are 
based on the audit evidence obtained up to the date of our auditors' report. However, future 
events or conditions may cause the Sub-Fund to cease to continue as a going concern. 

• Evaluate the overall presentation, structure and content of the financial statements, including 
the disclosures, and whether the financial statements represent the underlying transactions and 
events in a manner that achieves a true and fair view. 

We communicate with the Management Company regarding, among other matters, the planned scope 
and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that we identify during our audit. 
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Other Matter 

This report, including the opinion, has been prepared for and only for the Sub-Fund's unitholders as a 
body in accordance with Section 69 of Law 2017, L.53(1)/2017, and for no other purpose. We do not, 
in giving this opinion, accept or assume responsibility for any other purpose or to any other person to 
whose knowledge this report may come to. 

Maria A. Karantoni, FCA 
Certified Public Accountant and Registered Auditor 
for and on behalf of 

KPMG Limited 
Certified Public Accountants and Registered Auditors 
14 Esperidon Street 
1087 Nicosia 
Cyprus 

6 April 2020 
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

For the period from 17 September 2018 to 31 December 2019

2019
Note €

Interest income 1.077
Net fair value gains on financial assets at fair value through profit or loss 49.684
Total revenue 50.761

Management fees 11.584
Depositary fees 3.600
Other operating expenses 8 3.771
Transaction costs 4.124
Total operating expenses 23.079

Operating profit 27.682

Increase in net assets attributable to unitholders 27.682

The notes on pages 9 to 25 are an integral part of these financial statements.
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

STATEMENT OF NET ASSETS ATTRIBUTABLE TO UNITHOLDERS

For the period from 17 September 2018 to 31 December 2019

2019
Note €

Balance at 17 September -
Increase in net assets attributable to unitholders 27.682

Contributions by unitholders:

Issue of units during the period 2.297.009

Total contributions by unitholders 
2.297.009

Balance at 31 December
10 2.324.691

The notes on pages 9 to 25 are an integral part of these financial statements.
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

STATEMENT OF CASH FLOWS

For the period from 17 September 2018 to 31 December 2019

2019
Note €

Cash flows from operating activities
Profit for the period 27.682
Adjustments for:
Fair value gains  on financial assets at fair value through profit or loss (49.684)
Interest income (1.077)
Cash used in operations before working capital changes (23.079)
Purchase of financial assets at fair value through profit or loss (1.790.320)
Increase in other payables 7.027
Cash used in operations (1.806.372)
Interest received 1.077
Net cash used in operating activities (1.805.295)

Cash flows from investing activities -

Cash flows from financing activities
Proceeds from issue of units 2.297.009
Net cash generated from financing activities 2.297.009
Net increase in cash and cash equivalents 491.714
Cash and cash equivalents at end of the period 9 491.714

The notes on pages 9 to 25 are an integral part of these financial statements.
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

1. Reporting entity

MFO Balanced Fund (the "Sub-Fund")  is a sub-fund of MFO Funds, which is an Undertaking of
Collective Investments in Transferable Securities (UCITS) operating as an Umbrella Scheme. MFO
Funds (the ''Fund'') was granted license number UCITS 14/78 on 17.09.2018 by the Cyprus Securities and
Exchange Commission. 

The Fund is an open-ended investment fund primarily involved in investing in a highly diversified
portfolio of securities, with emphasis on fixed income securities and money market instruments.

The Fund is managed by MFO Asset Management Ltd.

2. Basis of accounting

2.1 Statement of compliance

The financial statements have been prepared in accordance with International Financial Reporting
Standards as adopted by the European Union (''IFRS-EU'') and the provisions of the Open-Ended
Undertakings for Collective Investment (UCI) Law of 2012, L.78(I)/2012 as amended, from time to time
(“UCI Law”).

2.2 Basis of measurement

The financial statements have been prepared under the historical cost convention, except in the case of
investments, which are measured at their fair value.

3. Functional and presentation currency

The financial statements are presented in Euro (€) which is the functional currency of the Sub-Fund.

4. Adoption of new and revised IFRSs and interpretations by the European Union (EU)

As from 17 September 2018, the Sub-Fund adopted all changes to International Financial Reporting
Standards (IFRSs) as adopted by the EU, which are relevant to its operations.  

The following Standards, Amendments to Standards and Interpretations have been issued by the
International Accounting Standards Board (IASB) but are not yet effective for annual periods beginning
on or after 1 January 2019. Those which may be relevant to the Sub-Fund are set out below. The Sub-
Fund does not plan to adopt these Standards early.

(i) Standards and Interpretations adopted by the EU
 ''Amendments to References to the Conceptual Framework in IFRS Standards'' (effective for

annual periods beginning on or after 1 January 2020). 
 IAS 1 and IAS 8 (amendments): Definition of Material (effective for annual periods beginning on

or after 1 January 2020). 
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

4. Adoption of new and revised IFRSs and interpretations by the European Union (EU) (continued)

(i) Standards and Interpretations adopted by the EU (continued)
 IFRS 9 "Financial Instruments" (amendments), IAS 39 "Financial Instruments: Recognition and

Measurement" (amendments) and IFRS 7 "Financial Instruments: Disclosures" (amendments):
Interest Rate Benchmark Reform (effective for annual periods beginning on or after 1 January
2020). 

The Management Company expects that the adoption of these standards or interpretations in future
periods will not have a material effect on the financial statements of the Sub-Fund.

5. Use of estimates and judgments

In preparing these financial statements, management has made judgments, estimates and assumptions that
affect the application of the Sub-Fund's accounting policies and the reported amounts of assets, liabilities,
income and expenses. The estimates and underlying assumptions are based on historical experience and
various other factors that are deemed to be reasonable based on knowledge available at that time. Actual
results may deviate from such estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates are
recognised prospectively - that is, in the period during which the estimate is revised, if the estimate affects
only that period, or in the period of the revision and future periods, if the revision affects the present as
well as future periods.

5.1 Measurement of fair values

A number of the Sub-Fund's accounting policies and disclosures require the measurement of fair values,
for both financial and non financial assets and liabilities.

The Sub- Fund has an established control framework with respect to the measurement of fair values. This
includes a valuation team that has overall responsibility for overseeing all significant fair value
measurements and reports directly to the Head of Fund Administration.

The valuation team regularly reviews significant unobservable inputs and valuation adjustments. If third
party information, such as broker quotes or pricing services, is used to measure fair values, then the
valuation team assesses the evidence obtained from the third parties to support the conclusion that such
valuations meet the requirements of IFRSs, including the level in the fair value hierarchy in which such
valuations should be classified.

When measuring the fair value of an asset or a liability, the Sub-Fund uses observable market data as far
as possible. 

The fair value of financial instruments traded in active markets, such as publicly traded trading is based
on quoted market prices at the reporting date. The quoted market price used for financial assets held by
the Sub-Fund is the current bid price. The appropriate quoted market price for financial liabilities is the
current ask price.

Fair values are categorised into different levels in a fair value hierarchy based on the inputs used in the
valuation techniques as follows:

 Level 1 - quoted prices (unadjusted) in active markets for identical assets or liabilities.



11
MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

5. Use of estimates and judgments (continued)

 Level 2 - inputs other than quoted prices included within Level 1 that are observable for the asset
or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices).

 Level 3 - inputs for the asset or liability that are not based on observable market data
(unobservable inputs).

If the inputs used to measure the fair value of an asset or a liability fall into different levels of the fair
value hierarchy, then the fair value measurement is categorised in its entirety in the same level of the fair
value hierarchy as the lowest level input that is significant to the entire measurement.

The Sub-Fund recognises transfers between levels of the fair value hierarchy at the end of the reporting
period during which the change has occurred.

Further information about the assumptions made in measuring fair values is included in notes:

 Note 14 - Financial instruments

6. Significant accounting policies

The following accounting policies have been applied for the period presented in these financial
statements.

6.1 Revenue recognition

Net realised/unrealised gain from financial assets at fair value through profit or loss includes all realised
and unrealised fair value changes and foreign exchange differences, where applicable.

Interest income from cash and cash equivalents is recognised on a time-proportionate basis using the
effective interest method.

6.2 Financial instruments

6.2.1 Recognition and initial measurement

Financial assets and financial liabilities at FVTPL are recognised on the trade date, which is the date
when the Sub-Fund becomes a party to the contractual provisions of the instrument. Other financial
assets and financial liabilities are recognised on the date on which they are originated.

A financial asset (unless it is a trade receivable without a significant financing component) or financial
liability is initially measured at fair value plus, for an item not at fair value through profit or loss
(FVTPL), transaction costs that are directly attributable to its acquisition or issue. A trade receivable
without a significant financing component is initially measured at the transaction price.

6.2.2 Classification and subsequent measurement

On initial recognition, the Sub-fund classifies financial assets as measured at amortised cost or FVTPL.
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

6. Significant accounting policies (continued)

6.2 Financial instruments (continued)

Financial assets are not reclassified subsequent to their initial recognition unless the Sub-Fund changes
its business model for managing financial assets, in which case all affected financial assets are
reclassified on the first day of the first reporting period following the change in the business model.

A financial asset is measured at amortised cost if it meets both of the following conditions and is not
designated as at FVTPL:

 it is held within a business model whose objective is to hold assets to collect contractual cash flows;
and

 its contractual terms give rise on specified dates to cash flows that are solely payments of principal
and interest on the principal amount outstanding.

All financial assets not classified as measured at amortised cost as described above are measured at
FVTPL. This includes all derivative financial assets.

Financial assets - Business model assessment: 

The Sub-Fund makes an assessment of the objective of the business model in which a financial asset is
held at a portfolio level because this best reflects the way the business is managed and information is
provided to management. The information considered includes:

 the stated policies and objectives for the portfolio and the operation of those policies in practice.
These include whether management's strategy focuses on earning contractual interest income,
maintaining a particular interest rate profile, matching the duration of the financial assets to the
duration of any related liabilities or expected cash outflows or realising cash flows through the sale of
the assets;

 how the performance of the portfolio is evaluated and reported to the Sub-Fund's management;

 the risks that affect the performance of the business model (and the financial assets held within that
business model) and how those risks are managed;

 how managers of the business are compensated - e.g. whether compensation is based on the fair value
of the assets managed or the contractual cash flows collected; and

 the frequency, volume and timing of sales of financial assets in prior periods, the reasons for such
sales and expectations about future sales activity.

Transfers of financial assets to third parties in transactions that do not qualify for derecognition are not
considered sales for this purpose, consistent with the Sub-Fund's continuing recognition of the assets.

The Sub-Fund has determined that it has two business models.

 Held-to-collect business model: this includes cash and cash equivalents, balances due from
brokers and receivables from reverse sale and repurchase agreements. These financial assets
are held to collect contractual cash flow.
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

6. Significant accounting policies (continued)

6.2 Financial instruments (continued)

 Other business model: this includes debt securities, equity investments, investments in unlisted open-
ended investment funds, unlisted private equities and derivatives. These financial assets are managed
and their performance is evaluated, on a fair value basis, with frequent sales taking place.

Financial assets - Assessment whether contractual cash flows are solely payments of principal and
interest

For the purposes of this assessment, 'principal' is defined as the fair value of the financial asset on initial
recognition. 'Interest' is defined as consideration for the time value of money and for the credit risk
associated with the principal amount outstanding during a particular period of time and for other basic
lending risks and costs (e.g. liquidity risk and administrative costs), as well as a profit margin.

In assessing whether the contractual cash flows are solely payments of principal and interest, the Sub-
Fund considers the contractual terms of the instrument. This includes assessing whether the financial
asset contains a contractual term that could change the timing or amount of contractual cash flows such
that it would not meet this condition. In making this assessment, the Sub- Fund considers:

 contingent events that would change the amount or timing of cash flows;

 terms that may adjust the contractual coupon rate, including variable-rate features;

 prepayment and extension features; and

 terms that limit the Sub-Fund's claim to cash flows from specified assets (e.g. non-recourse features).

A prepayment feature is consistent with the solely payments of principal and interest criterion if the
prepayment amount substantially represents unpaid amounts of principal and interest on the principal
amount outstanding, which may include reasonable additional compensation for early termination of the
contract. Additionally, for a financial asset acquired at a discount or premium to its contractual par
amount, a feature that permits or requires prepayment at an amount that substantially represents the
contractual par amount plus accrued (but unpaid) contractual interest (which may also include reasonable
additional compensation for early termination) is treated as consistent with this criterion if the fair value
of the prepayment feature is insignificant at initial recognition.

Reclassifications

Financial assets are not reclassified subsequent to their initial recognition unless the Sub-Fund were to
change its business model for managing financial assets, in which case all affected financial assets would
be reclassified on the first day of the first reporting period following the change in the business model.

Financial assets - Subsequent measurement and gains and losses:

Financial assets at
FVTPL

These assets are subsequently measured at fair value. Net gains and losses,
including any interest or dividend income, are recognised in profit or loss.  

Financial assets at
amortised cost

These assets are subsequently measured at amortised cost using the effective
interest method. The amortised cost is reduced by impairment losses. Interest
income, foreign exchange gains and losses and impairment are recognised in
profit or loss. Any gain or loss on derecognition is recognised in profit or loss.
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

6. Significant accounting policies (continued)

6.2 Financial instruments (continued)

Financial liabilities - Classification, subsequent measurement and gains and losses:

Financial liabilities are classified as measured at amortised cost or FVTPL.

A financial liability is classified as at FVTPL if it is classified as held-for-trading, it is a derivative or it is
designated as such on initial recognition. Financial liabilities at FVTPL are measured at fair value and net
gains and losses, including any interest expense, are recognised in profit or loss.

Other financial liabilities are subsequently measured at amortised cost using the effective interest
method. Interest expense and foreign exchange gains and losses are recognised in profit or loss. Any gain
or loss on derecognition is also recognised in profit or loss.

Financial liabilities at FVTPL:

 Held for trading: securities sold short and derivative financial instruments.

Financial liabilities at amortised cost:

 This includes other payables.

Amortised cost measurement:

The ‘amortised cost’ of a financial asset or financial liability is the amount at which the financial asset or
financial liability is measured on initial recognition minus the principal repayments, plus or minus the
cumulative amortisation using the effective interest method of any difference between that initial amount
and the maturity amount and, for financial assets, adjusted for any loss allowance.

6.2.3 Impairment:

 Financial instruments and contract assets

The Sub-Fund recognises loss allowances for ECLs on:

 financial assets measured at amortised cost;

 contract assets.

The Sub-Fund measures loss allowances at an amount equal to lifetime ECLs, except for the following,
which are measured at 12-month ECLs:

 debt securities that are determined to have low credit risk at the reporting date; and

 other debt securities and bank balances for which credit risk (i.e. the risk of default occurring over the
expected life of the financial instrument) has not increased significantly since initial recognition.

Loss allowances for trade receivables and contract assets are always measured at an amount equal to
lifetime ECLs.
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

6. Significant accounting policies (continued)

6.2 Financial instruments (continued)

When determining whether the credit risk of a financial asset has increased significantly since initial
recognition and when estimating ECLs, the Sub-Fund considers reasonable and supportable information
that is relevant and available without undue cost or effort. This includes both quantitative and qualitative
information and analysis, based on the Sub-Fund's historical experience and informed credit assessment
and including forward-looking information.

The Sub-Fund assumes that the credit risk on a financial asset has increased significantly if it is more
than 30 days past due.

The Sub-Fund considers a financial asset to be in default when:

 the borrower is unlikely to pay its credit obligations to the Sub-Fund in full, without recourse by the
Fund to actions such as realising security (if any is held); or

 the financial asset is more than 90 days past due.

The Sub-Fund considers a financial asset to have low credit risk when its credit risk rating is equivalent
to the globally understood definition of 'investment grade'. The Sub-Fund considers this to be Baa3 or
higher per Moody's rating agency or BBB- or higher per Moody's Rating Agency. 

Lifetime ECLs are the ECLs that result from all possible default events over the expected life of a
financial instrument.

12-month ECLs are the portion of ECLs that result from default events that are possible within the 12
months after the reporting date (or a shorter period if the expected life of the instrument is less than 12
months).

The maximum period considered when estimating ECLs is the maximum contractual period over which
the Sub-Fund is exposed to credit risk.

 Measurement of ECLs

ECLs are a probability-weighted estimate of credit losses. Credit losses are measured as the present value
of all cash shortfalls (i.e. the difference between the cash flows due to the entity in accordance with the
contract and the cash flows that the Sub-Fund expects to receive). ECLs are discounted at the effective
interest rate of the financial asset.

 Credit-impaired financial assets

At each reporting date, the Sub-Fund assesses whether financial assets carried at amortised cost and debt
securities at FVOCI are credit-impaired. A financial asset is 'credit-impaired' when one or more events
that have a detrimental impact on the estimated future cash flows of the financial asset have occurred.

Evidence that a financial asset is credit-impaired includes the following observable data:

 significant financial difficulty of the borrower or issuer;

 a breach of contract such as a default or being more than 90 days past due;

 it is probable that the borrower will enter bankruptcy or other financial reorganisation; or
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

6. Significant accounting policies (continued)

6.2 Financial instruments (continued)

 the disappearance of an active market for a security because of financial difficulties.

 Presentation of allowance for ECL in the statement of financial position

Loss allowances for financial assets measured at amortised cost are deducted from the gross carrying
amount of the assets.

6.3 Derecognition of financial assets and liabilities

Financial assets

The Sub-Fund derecognises a financial asset (or, where applicable a part of a financial asset or part of a
Sub-Fund of similar financial assets) when:

 the contractual rights to receive cash flows from the asset have expired;

 the Sub-Fund retains the right to receive cash flows from the asset, but has assumed an obligation
to pay them in full without material delay to a third party under a 'pass through' arrangement; or

 the Sub-Fund transfers the rights to receive the contractual cash flows from the asset and either (a)
has transferred substantially all the risks and rewards of the asset, or (b) has neither transferred nor
retained substantially all the risks and rewards of the asset, but has transferred control of the asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset that is derecognised) and the consideration received
(including any new asset obtained less any new liability assumed) is recognised in profit or loss. 

Any interest in such derecognised financial assets that is created or retained by the Sub-Fund is
recognised as a separate asset or liability

Financial liabilities

The Sub-Fund derecognises a financial liability when its contractual obligations are discharged or
cancelled, or expire.

The Sub-Fund also derecognises a financial liability when it is replaced by another from the same lender
on substantially different terms, or when the terms of the liability are substantially modified, and the cash
flows of the modified liability are substantially different, in which case a new financial liability based on
the modified terms is recognised at fair value.

On derecognition of a financial liability, the difference between the carrying amount extinguished and
the consideration paid (including any non-cash assets transferred or liabilities assumed) is recognised in
profit or loss.
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

6. Significant accounting policies (continued)

6.4 Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the statement of
financial position when, and only when, the Sub-Fund has a currently enforceable legal right to offset the
recognised amounts and it intends to settle them on a net basis, or to realise the asset and settle the
liability simultaneously. This is not generally the case with master netting agreements, and the related
assets and liabilities are presented gross in the statement of financial position.

Income and expenses are presented on a net basis for gains and losses from financial instruments at
FVTPL and foreign exchange gains and losses.

6.5 Cash and cash equivalents

Cash and cash equivalents comprise cash balances and time deposits. Bank overdrafts that are repayable
on demand and form an integral part of the Sub-Fund's cash management are included as a component of
cash and cash equivalents for the purpose only of the statement of cash flows.

6.6 Provisions

Provisions are recognised when the Sub-Fund has a present legal or constructive obligation as a result of
past events, it is probable that an outflow of resources will be required to settle the obligation, and a
reliable estimate of the amount can be made. Where the sub-Fund expects a provision to be reimbursed,
for example under an insurance contract, the reimbursement is recognised as a separate asset but only
when the reimbursement is virtually certain.

7. Other operating expenses 

2019
€

Independent auditors' remuneration 1.190
Annual licensing fees 2.318
Other expenses 263

 
3.771
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MFO BALANCED FUND

a Sub-Fund of MFO Funds

NOTES TO THE FINANCIAL STATEMENTS

For the period from 17 September 2018 to 31 December 2019

8. Financial assets at fair value through profit or loss 

2019
€

Balance at beginning of period -
Additions 1.790.320
Change in fair value 49.684

Balance at end of period 1.840.004

The financial assets at fair value through profit or loss are marketable securities and are valued at market
value at the close of business on 31 December by reference to Stock Exchange quoted bid prices. 

In the statement of cash flows, financial assets at fair value through profit or loss are presented within the
section on operating activities as part of changes in working capital. In the statement of profit or loss and
other comprehensive income, changes in fair values of financial assets at fair value through profit or loss
are recorded in revenue.

The exposure of the Sub-Fund to market risk in relation to financial assets is reported in note 14 to the
financial statements. 

9. Cash and cash equivalents 

2019
€

Current accounts 70.846
Bank deposits 420.868

491.714

As of 31 December 2019, bank deposits included time deposits with Eurobank Cyprus Ltd amounting to
€420.868 with maturity of  twelve months. Bank deposits are readily convertible to cash available for the
purpose of short-term liquidity needs and the conversion is subject to insignificant change risk.

The exposure of the Sub-Fund to credit risk and impairment losses in relation to cash and cash
equivalents is reported in note 14 to the financial statements.
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10. Net assets attributable to unitholders 

Units

The Sub-Fund's units are classified into Class A and Class B units. 

The Minimum Initial Subscription and Minimum Aditional Subscription required for Class A units is
€200.000.

The Minimum Initial Subscription and Minimum Additional Subscription required for Class B units is
€5.000.

The Sub- Fund's issued units and NAV per unit as at 31 December 2019 are as follows:

Class A Units 22.841
Net Asset Value per Unit €101,7771
Net assets attributable to Class A unitholders €2.324.691
Class B Units -
Net Asset Value per Unit -
Net assets attributable to Class B unitholders -

11. Other payables 

2019
€

Other creditors 7.027

 7.027

Other creditors include management fee accruals payable to MFO Asset Management Ltd amounting to
€4.937, depositary fee accruals payable to Eurobank Cyprus Ltd amounting to €900 and audit fee
accruals amounting to €1.190.

The fair values of trade and other payables due within one year approximate to their carrying amounts as
presented above.
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12. Related party transactions 

The transactions and balances with related parties are as follows:

12.1 Management company 

The Sub-Fund appointed MFO Asset Management Ltd, a UCITS management company incorporated in
Cyprus, to implement the investment strategy as specified in the prospectus. As per the prospectus, the
management fee is per annum on the average net asset value of the Sub-Fund at the end of each month.
The management fee includes fees to enable the Management Company to perform its tasks and
functions, or to provide services, irrespective of whether those functions are carried out by the
Management Company itself or have been outsourced to third parties. The Sub-Fund pays the
Management Company a management fee of 0.70% per annum on Class A units and 0.95% per annum
on Class B units, calculated on the Sub-Fund's average net asset value. The management fees incurred
during the year ended 31 December 2019 amounted to €11.584. Included in other payables at 31
December 2019 were management fees payable of  €900.

(i) Remuneration 

The following table depicts the total remuneration paid by the Management Company to its staff and
beneficiaries for the financial year ending 31 December 2019.

Number of
beneficiaries

Total
remuneration

Fixed
remuneration

Variable
remuneration

€ € €

Total Remuneration paid by the Management
Company 12 464.216 464.216 -

Remuneration paid to employees who have a material impact on the risk profile of the Fund:

Senior Management, risk takers and other
identified staff 8 309.477 309.477 -

The remuneration policy of the Management company applies to all categories of staff, including senior
management, risk takers, control functions and any employees receiving total remuneration that takes
them into the same remuneration bracket as senior management and those risk takers, whose professional
activities have a material impact on the risk profiles of the managed UCITS/AIFs to all employees. 

The Board of Directors of the Management company has adopted the remuneration policy in order to
comply with the regulatory and legislative framework. The remuneration components are: 
 
 fixed remuneration (including fixed supplements); 

  performance-based remuneration (variable salary); 

 provident fund contributions; 

 other benefits. 
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12. Related party transactions (continued)

The fixed remuneration is determined on the basis of the role and position of the individual employee,
including professional experience, responsibility, job complexity and local market conditions. The
performance-based remuneration motivates and rewards high performers who significantly contribute to
sustainable results, perform according to set expectations for the individual in question, strengthen long-
term customer relations, and generate income and value to the company.The Board of the Management
company has determined a maximum percentage of performance-based remuneration relative to the fixed
remuneration. The maximum limit on variable remuneration remains at 50 per cent of fixed salary
inclusive of provident fund contributions. The limit will be reduced if required by applicable legislation.  

13. Other key contracts 

The Sub-Fund has appointed the Depositary to provide depositary services pursuant to a depositary
agreement dated 7 November 2018. Under the terms of the agreement the Fund pays the depositary
0,08% custody commission per annum on the average net value of the Sub-Fund's assets held by the
Depositary during the relevant fiscal year for average net assets of €10.000.000 or less and 0,07% per
annum on the average net value of the Sub-Fund's assets if the average assets are more than €10.000.000.

14. Financial instruments - fair values and risk management 

Financial risk factors

The Sub- Fund is exposed to the following risks from its use of financial instruments:

 Credit risk
 Liquidity risk
 Market risk
 Operational risk

The Sub-Fund Manager has the overall responsibility for the establishment and oversight of the Sub-
Fund's risk management framework.

The Sub-Fund's risk management policies are established to identify and analyse the risks faced by the
Sub- Fund, to set appropriate risk limits and controls, and monitor risks and adherence to limits. Risk
management policies and systems are reviewed regularly to reflect changes in market conditions and in
the Sub-Fund's activities.
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14. Financial instruments - fair values and risk management (continued)

A. Accounting classifications and fair values

The following table shows the fair values of financial assets and financial liabilities, including their levels
in the fair value hierarchy. It does not include fair value information for financial assets and financial
liabilities not measured at fair value if the carrying amount is a reasonable approximation of fair value.

Carrying amount Fair value
Mandatorily at

FVTPL 
Financial
assets at

amortised
cost

Total Level 1 Total

31 December 2019 € € € € €

Assets measured at fair
value
Sovereign debt securities 1.036.231 - 1.036.231 1.036.231 1.036.231
Corporate debt securities 566.916 - 566.916 566.916 566.916
Equity securities 236.857 - 236.857 236.857 236.857

Total 1.840.004 - 1.840.004 1.840.004 1.840.004

Financial assets not
measured at fair value
Cash and cash equivalents 9 - 491.714 491.714 - -

Total - 491.714 491.714 - -

Financial liabilities not
measured at fair value
Other payables - 7.027 7.027 - -

Total - 7.027 7.027 - -

B. Financial risk management

The Sub-Fund has exposure to the following risks arising from financial instruments:

 credit risk (see note B(i));

 market risk(see note B(ii)); and

 operational risk(see note B(iii)).
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14. Financial instruments - fair values and risk management (continued)

(i) Credit risk

Credit risk arises when a failure by counter parties to discharge their obligations could reduce the amount
of future cash inflows from financial assets on hand at the reporting date.

The carrying amount of financial assets represents the maximum credit exposure. The maximum exposure
to credit risk at the reporting date was:

2019
€

Financial assets at fair value through profit or loss 1.840.004
Cash and cash equivalents 491.714

2.823.432

Debt securities

The maximum exposure to credit risk for debt securities classified at FVTPL at the reporting date by
geographic region was as follows:

Carrying
amount
2019

€

Eurozone countries 223.660
Global 1.379.487

 1.603.147

Cash and cash equivalents 

The table below shows an analysis of the Sub-Fund's bank deposit by the credit rating of the bank in
which they are held:

2019
Bank group based on credit ratings by Moody's

No of banks
€

Lower than A- 1 420.868

1 420.868
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14. Financial instruments - fair values and risk management (continued)

(ii) Liquidity risk

Liquidity risk is the risk that arises when the maturity of assets and liabilities does not match. An
unmatched position potentially enhances profitability, but can also increase the risk of losses. The Sub-
Fund has procedures with the object of minimising such losses such as maintaining sufficient cash and
other highly liquid current assets and by having available an adequate amount of committed credit
facilities.

The following are the contractual maturities of financial liabilities at the reporting date. The amounts are
gross and undiscounted, and include contractual interest payments and exclude the impact of netting
agreements.

31 December 2019
Carrying
amounts

Contractual
cash flows

3 months or
less

Between 3-
12 months

Between
1-5 years

More than
5 years

€ € € € € €

Non-derivative financial
liabilities
Other payables 7.027 7.027 7.027 - - -

 
7.027 7.027 7.027 - - -

(iii) Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and
equity prices will affect the Fund's income or the value of its holdings of financial instruments.

The objective of market risk management is to manage and control market risk exposures within
acceptable parameters, while optimising the return.

Sensitivity analysis

An increase in equity prices by 5% at 31 December 2019 would have increased net assets attributable to
unitholders by €92.000 and profit or loss by €92.000. For a decrease of 5% there would be an equal and
opposite impact on the profit and net assets attributable to unitholders.

(iv) Operational risk

Operational risk is the risk that derives from the deficiencies relating to the Sub-Fund's information
technology and control systems as well as the risk of human error and natural disasters. The Sub-Fund's
systems are evaluated, maintained and upgraded continuously.
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15. Events after the reporting period 

With the recent and rapid development of the Coronavirus disease (COVID-19) outbreak the world
economy entered a period of unprecedented health care crisis that has already caused considerable global
disruption in business activities and everyday life. Many countries have adopted extraordinary and
economically costly containment measures. Certain countries have required companies to limit or even
suspend normal business operations. Governments, including the Republic of Cyprus, have implemented
restrictions on travelling as well as strict quarantine measures.

Industries such as tourism, hospitality and entertainment are expected to be directly disrupted
significantly by these measures. Other industries such as manufacturing and financial services are
expected to be indirectly affected and their results to also be negatively affected by the global
disruptionin business activities.

The financial effect of the current crisis on the global economy and overall business activities can not be
estimated with reasonable certainty at this stage, due to the pace at which the outbreak expands and the
high level of uncertainties arising from the inability to reliably predict the outcome.

The Management Company has considered the unique circumstances and the risk exposures of the Sub-
Fund and has concluded that there is only moderate impact in the Sub-Fund’s profitability position,
mainly due to exposure in equities and corporate debt securities. The Management Company will
continue to monitor the situation closely and will assess the need for alternative actions in case the period
of disruption becomes prolonged.

The event is considered as a non-adjusting event and is therefore not reflected in the recognition and
measurement of the assets and liabilities in the financial statements as at 31 December 2019.

On 6 April 2020 the Management Company of MFO Balanced Fund approved and authorised these
financial statements for issue.




