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INSIDE FRONT COVER
This document constitutes the Prospectus relating to The Staffordshire Portfolio (the “Scheme”), a UK authorised investment fund which is an ICVC.  It has been prepared in accordance with the rules contained in the Collective Investment Schemes Sourcebook (“COLL Sourcebook”) which forms part of the FSA Handbook of Rules and Guidance (the “FSA Rules”).  This document complies with the requirements of Chapter 4 of the COLL Sourcebook and copies have been sent to the Financial Services Authority and to the Depositary in accordance with the COLL Sourcebook.

This document is valid as at 23 November 2009.  Any Shareholder or prospective Shareholder should check with the ACD that this document is the most current version and that no revisions have been made to this Prospectus since this date.

The ACD of the Scheme is the person responsible for the information contained in this Prospectus and accepts responsibility accordingly.  It has taken all reasonable care to ensure that, to the best of its knowledge and belief, the information in this document does not contain any untrue or misleading statement or omit any matters required by the FSA Rules to be included in it.

This Prospectus is intended for distribution in the United Kingdom only.  Its distribution in other countries may be restricted.  This Prospectus does not amount to an offer in any jurisdiction where such offer may be prohibited or to any investor outside the United Kingdom who is prohibited by applicable laws from subscribing for Shares.

If you are in any doubt about the suitability of investing in Shares of the Scheme or the contents of this Prospectus you should consult your financial adviser.  This Prospectus sets out only generic information.  Potential investors are encouraged to seek appropriate advice prior to investing in Shares.
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TERMS USED IN THIS DOCUMENT

“ACD”
Smith & Williamson Fund Administration Limited
“Act”
the Financial Services and Markets Act 2000 (as amended)“Approved Bank”
one of the approved banks as defined in the Glossary to the FSA Handbook

“AUT”
a UK authorised unit trust scheme
“Authorised Investment Fund”
an AUT or an ICVC

“Business Day”
a day on which banks in England and Wales are open for business, excluding Saturday or Sunday or public holidays

“COLL” 
refers to the appropriate chapter or rule in the COLL Sourcebook

“COLL Sourcebook” 
the Collective Investment Schemes Sourcebook issued by the FSA as amended or re-enacted from time to time

“Dealing Day”
the fourteenth day of each month (or, if such day is not a Business Day, on the next Business Day) and on the last Business Day of each month
“Depositary”
The Royal Bank of Scotland plc

“FSA”
the Financial Services Authority

“FSA Rules”
the FSA’s Handbook of Rules and Guidance (including the COLL Sourcebook)
“ICVC”
a UK authorised open ended investment company, an investment company with variable capital

“Instrument”
the instrument of incorporation by which the Scheme is constituted

“Investment Adviser”
Close Asset Management Limited
“OEIC Regulations”
The Open-Ended Investment Companies Regulations 2001 (as amended)
“Prospectus”
this document, the prospectus for the Scheme as amended from time to time

“Regulations”
the OEIC Regulations and the FSA Rules

“Scheme”
The Staffordshire Portfolio 

“Share”
a share in the Scheme, being a share which relates to a particular class of share of the Scheme (including fractions of 1/1000 of a share) where appropriate 

“Shareholder”
a holder of Shares

“Valuation Point”
a valuation point fixed by the ACD for the purposes of valuation of the property of the Scheme

The Scheme 

Establishment and Authorisation

The Scheme is an investment company with variable capital incorporated in England and Wales.  The Scheme is constituted by its instrument of incorporation (the “Instrument”).   
The Scheme was authorised by the Financial Services Authority on 6 June 2002.  The Scheme is classified as a non‑UCITS retail scheme.
Base Currency

The base currency of the Scheme is pounds sterling or other such currency as may be the lawful currency of the United Kingdom from time to time.  
Scheme object

The object of the Scheme is to invest the property of the Scheme with the aim of spreading investment risk and giving Shareholders the benefit of the results of the management of that property.  The types of investments and assets in which the property of the Scheme may be invested are transferable securities, units in collective investment schemes, money market instruments, deposits and derivative and forward transactions and immovables in accordance with the FSA Rules applicable to a non-UCITS retail scheme, subject to any more restrictive provisions set out in the Prospectus from time to time.
Typical Investor

The Scheme is not widely marketed. It is made available to various private clients of the Investment Adviser.  The Scheme is designed to be suitable for high net worth retail investors, although Shares may be marketed to all types of investor.
Management of the Scheme

The ACD
The ACD of the Scheme is Smith & Williamson Fund Administration Limited (the “ACD”).  The ACD was incorporated in England and Wales with registered number 1934644 as Smith Williamson Unit Trust Managers Limited on 30 July 1985 and changed its name to Smith & Williamson Fund Administration Limited on 13 August 2004.  The ultimate holding company of the ACD is Smith & Williamson Investment Management Limited which was incorporated in England and Wales on 2 April 1970 with registered number  976145.  The registered office (and head office) of the ACD is at 25 Moorgate, London  EC2R 6AY.  The issued share capital of the ACD is £50,000 consisting of 50,000 ordinary shares of £1 each fully paid.  

The ACD is the authorised corporate director of the Scheme and is also the manager or authorised corporate director of the UK Authorised Investment Funds set out in Appendix 3.

The Directors of the ACD are as follows:

Karen Barrow
Tim Lyford

Giles Murphy

Martin Rose

Geoff Windebank
The directors of the ACD also act as directors of companies other than the ACD (including companies that are within the same group of companies as the ACD) but do not engage in business activities that are not connected with the Scheme that would be significant to the Scheme’s business within the meaning of the FSA Rules.
The appointment of the ACD was made under an Agreement dated 18 January 2007 between the Scheme and the ACD (the “ACD Agreement”).

The ACD is responsible for the management of the Scheme and the general administration of the Scheme in compliance with the FSA Rules.  Under the terms of the ACD Agreement, the ACD is to provide investment management, administrative, accounting, company secretarial and registrar services to the Scheme.

The ACD Agreement may be terminated by the Scheme on 6 months’ written notice.  The ACD Agreement will terminate if the ACD ceases to be the authorised corporate director of the Scheme or if the Scheme is wound up in accordance with the FSA Rules.  The ACD Agreement may be terminated by a notice in writing if the ACD commits a material breach of the ACD Agreement.  
The ACD Agreement includes an indemnity from the ACD to the Scheme against costs, claims and expenses incurred by the Scheme as a consequence of the ACD’s performance of its responsibilities under the terms of the ACD Agreement except in certain limited circumstances.

Subject to the restrictions in the FSA Rules which are explained below, the ACD may delegate or employ agents to assist it in forming its investment management, unit accounting and registration functions for the Scheme.
Investment Adviser
The ACD has appointed Close Asset Management Limited (the “Investment Adviser”) of 10 Exchange Square, Primrose Street, London EC2A 2BY as investment adviser in respect of the Scheme.  The activity of the investment adviser is investment management and the giving of advice.  

The main terms of the Agreement (other than those relating to remuneration) between the Investment Adviser and the ACD are that the Investment Adviser will exercise all of the ACD’s powers and discretions under the Instrument in relation to the selection, acquisition, holding and realisation of investments, the application of any monies forming part of the property of the Scheme and negotiation of any borrowing or currency transactions, with full authority of the ACD to make decisions on behalf of the ACD in respect of those matters.

The Agreement between ACD and the Investment Adviser is terminable on not less than 30 days’notice in writing by either the ACD or the Investment Adviser and in certain circumstances is terminable forthwith by notice in writing.  In addition, the ACD can terminate the arrangement with immediate effect where this is in the interests of Shareholders.
The Depositary

The Depositary of the Scheme is The Royal Bank of Scotland plc (the “Depositary”) a public limited company incorporated in Scotland on 31 October 1984.  Its ultimate holding company is The Royal Bank of Scotland Group plc, which is incorporated in Scotland.  The head office of the Depositary is Gogarburn, PO Box 1000, EH12 1HQ.  The registered office of the Depositary is 36 St. Andrew Square, Edinburgh EH2 2YB.  The principal business of the Depositary is providing a comprehensive range of banking services.  The Depositary is authorised and regulated in the conduct of investment business by the FSA.
The Depositary is required to carry out the duties specified in the COLL Sourcebook, including having responsibility for the safekeeping of all the property of the Scheme entrusted to it.  Subject to the COLL Sourcebook, the Depositary has full power to delegate and to authorise its delegate to sub-delegate its duties. 
The Auditor

The auditor of the Scheme is KPMG Audit plc (the “Auditor”) of 1 Canada Square, London E14 5 AG.
Delegation of powers

The ACD and the Depositary may retain the services of the other or of third parties to assist them in fulfilling their respective roles.  The exceptions to this are that:

(a)
the Depositary may not delegate oversight in respect of the Scheme to the  Scheme, the ACD or any associate of the Scheme or the ACD or custody or control of the scheme property to the Scheme or the ACD; 

(b)
any delegation by the Depositary of custody of the scheme property must be under  arrangements which allow the custodian to release documents into the possession of a third party only with the Depositary’s consent; and

(c)
no mandate for managing investments of the scheme property may be given to the Depositary; or any other person whose interests may conflict with those of the ACD or the Shareholders; or any other person who is not both authorised or registered for managing investments by the FSA and is not subject to prudential supervision (unless there is an agreement in place between the FSA and the overseas regulator of the delegate ensuring adequate co-operation). 

Where functions are performed for the ACD by third parties, the responsibility which the ACD had in respect of such services prior to the delegation to a third party will remain unaffected.  Where the Depositary delegates matters to a director of the Scheme or an associate of a director or an associate of the Depositary to assist in the performance of its functions, then the Depositary’s liability in respect of those services shall remain unaffected and, in any other case, the Depositary will not be held responsible by virtue of the FSA Rules for any act or omission of the person so retained if it can show, first, that it was reasonable for the delegator to obtain assistance to perform the function in question; secondly, that the delegate was and remained competent to provide that assistance; and thirdly, that the delegator took reasonable care to ensure that the assistance was provided in a competent manner.

In accordance with these restrictions, the ACD and the Depositary have, as mentioned above, appointed certain third parties to perform particular functions.

The FSA Rules contain various requirements relating to transactions entered into between the Scheme and the ACD, the Investment Adviser or any of their associates which may involve a conflict of interest.  These are designed to protect the interests of the Scheme.  Certain transactions between the Scheme and the ACD, or an associate of the ACD, may be voidable at the instance of the Scheme in certain circumstances. 

Investment objective and investment powers 

Investment objective

The objective of the Scheme is to enhance total return and provide long-term growth. Whilst income is of secondary importance, there will be annual distributions. The ACD’s policy is to achieve this objective through a portfolio of UK and international equities, bonds and cash as appropriate.

The Scheme will also have the power to invest in other collective investment schemes and money market instruments.  Additionally it may invest in derivative and forward transactions, but only for the purposes of efficient management of the portfolio. The ACD does not envisage entering into hedging transactions to a major extent.  The ACD can also invest in immovables (real property). 
Investment powers and restrictions

The assets of the Scheme will be invested with the aim of achieving the investment objective set out above and must be invested so as to comply with the investment and borrowing powers and restrictions set out in the COLL Sourcebook, the Instrument and this Prospectus.

A summary of the investment powers and restrictions applicable to the Scheme is set out in Appendix 2.

Risk Factors

Risk is about how likely it is that an investment will fluctuate in value over time.  The level of risk varies between investment funds.  Whilst historically over the longer term shares and bonds have been seen to outstrip the returns expected from a bank or building society account, potential investors should consider the following risk factors before investing in an investment fund such as the Scheme.

Historical performance

The annual performance of the Scheme is set out below:
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Source: Smith & Williamson Fund Administration Limited

Basis: Bid to bid; net income reinvested.

Past performance is not a reliable indicator of future performance.   The price of shares and the income from them can fall as well as rise and, if investors buy shares, they may not get back the amount they originally invested when they sell them.  In addition, smaller companies can be subject to certain specific risks not associated with larger, more mature companies.

Fluctuations in value

Investors are reminded that, notwithstanding the investment objective of the Scheme, the price of Shares, and the income from them, may go down as well as up and is not guaranteed.  No return is guaranteed and the return in any performance period can be zero.  Investment in the Scheme should be regarded as a long‑term investment and investors should therefore not invest money in Shares that they may require in the short term.  

Market Risk
The Scheme invests in investments which are subject to market price risk which arises mainly from the uncertainty about their future prices.

Currency fluctuations
Where an underlying investment of the Scheme is not denominated in the base currency of the Scheme (sterling) the effect of fluctuations in the rate of exchange between that currency and the base currency may adversely affect the value of that investment and this will be reflected in the value of Shares.

Investment matters

If the Scheme invests outside the UK, there could be risks associated with the markets in which investments could be made, which could include dealing difficulties, and settlement and custody practices.

Charges and expenses

Where an initial charge is imposed, an investor who realises his Shares after a short period may not (even in the absence of a fall in vale of the relevant investments) realise the amount originally invested).

Rights to cancel

You will only have cancellation rights if your investment is made as a result of your having taken independent advice from an authorised financial adviser.

If you exercise any right to cancel, you may not get back the amount initially invested where the Share price has fallen since you invested.
Tax position

The tax position as stated in this document is believed to be accurate as at the date of this Prospectus.  It may be subject to change in the future.  Investors should consider their tax position which would depend on their circumstances.
Shares in the Scheme
Share capital

The maximum share capital of the Scheme is £10,000,000,000 and the minimum share capital of the Scheme is £1.

Share classes

The Scheme may issue a number of Share classes in respect of the Scheme.  Different charging structures, minimum investment levels and eligibility provisions apply to each Share class.  The Scheme may issue income and/or accumulation Shares.  
The Instrument provides for the creation of one or more classes of share with their respective criteria for eligibility and allocation of rights to participate in the property of the scheme as set out in the Instrument and in this Prospectus from time to time.  The terms for the Share classes which are currently available in the Scheme from time to time are as set out in this Prospectus.  Currently only income Shares are in issue.
Note, as mentioned above, the Directors may resolve to create further Share classes in the future in respect of the Scheme.  As and when the further Share classes are added, this Prospectus will be updated accordingly.

The Shares are not listed or dealt in on any investment exchange.  

Interests of Shareholders

Shareholders are not liable for the debts of the Scheme.  A Shareholder is not liable to make any further payment to the Scheme after he has paid the purchase price of the Shares.

Each holder of Shares is entitled to participate in the property of the Scheme and its income in the proportion that the value of the holding of Shares bears to the value of the property of the Scheme.  If, in the future, more than one class of Shares is in issue, the holder of Shares will participate in the property of the Scheme in accordance with its proportionate share entitlements calculated in accordance with the terms of the Instrument.

The Register

Entitlement to Shares is conclusively evidenced by entries on the register of Shareholders.  The Depositary and the ACD are not obliged to take notice of any trust or equity or other interest affecting the title to any of the Shares.

The ACD is responsible for maintaining the register of Shareholders and the number of Shares held by each Shareholder.  The register of Shareholders is available for inspection by any Shareholder or their duly authorised agent free of charge during normal office hours on any Business Day at 25 Moorgate, London EC2R 6AY (subject to the power to close the register of Shareholders for such periods not exceeding 30 days in any one year).  Copies of the entries on such registers relating to a Shareholder are available on request by that Shareholder free of charge.
Bearer certificates are not currently issued in respect of Shares.
Statements

Certificates will not be issued in respect of Shares.  The Instrument relieves the ACD and the Depositary from the duty to issue certificates, representing Shares, to Shareholders whose names appear on the register of Shareholders and title to Shares will be conclusively proved by entry on the register.  

At least once each year the ACD will send a statement to each person who holds or has held Shares (or is or was the first named of joint holders of Shares) since the time of issue of the last such statement.  That statement shall describe any current holding of Shares as at the date the statement is compiled and any transactions in Shares carried out by or on behalf of that person, since the date on which the last such statement was compiled.  
Dealings in Shares

Issue and redemption of Shares

Shares may be purchased and redeemed between 9 a.m. and 5 p.m. on each Dealing Day.  Applications to purchase or redeem Shares may be made to the ACD’s dealing department.  Requests may be made in writing to Smith & Williamson Fund Administration Limited at 25 Moorgate, London, EC2R 6AY or by telephoning 020 7131 4951.  

The Shares will be priced on a forward basis, hence prices used will be those calculated by reference to the valuation commencing next after the receipt by the ACD of the Shareholder's application.  Shares issued or redeemed between the commencement of the last valuation on a Friday (or a Dealing Day preceding a public holiday) and the close of business on that day or at any time on any other day which is not a Dealing Day will be effected at the price determined after the valuation which ‑ unless the ACD exercises his discretion to revalue the property of the Scheme before that time ‑ will commence at midday on the following Dealing Day.  

Calculation of the Share price will take place on each Dealing Day at a time not later than 2 hours following the commencement of the valuation of the property of the Scheme (see under “Valuation” below).  
Client money held by the ACD on the purchase or redemption of Shares will be held in an account with Smith & Williamson Investment Management Limited.  The ACD is under no obligation to account to the Depositary or to the Shareholders for any profit or interest which it makes on the issue of Shares or on the reissue or cancellation of Shares it has redeemed.

Buying Shares

For an initial investment in the Scheme, requests to purchase Shares must be made in writing by completing an application form and sending this together with a cheque to Smith & Williamson Fund Administration Limited at 25 Moorgate, London, EC2R 6AY.  For subsequent investments in the Scheme, requests to purchase Shares may be made by telephoning the ACD on  020 7131 4951.  If required, application forms can be obtained from the ACD.  

In respect of all applications for the issue of Shares, a contract note will be sent, normally by the close of the  Business Day following the execution of the transaction.  This will show the number of Shares purchased and the price.  As share certificates will not be issued in respect of Shares, a Renunciation Form will also be sent with the applicant's contract note.  Where appropriate, a notice of the applicant's right to cancel the deal will also be sent, under separate cover, within 8 days of the receipt by the ACD of the application for Shares.  Other than for an initial investment in the Scheme, the application monies are due on receipt by the applicant of the contract note.  
Selling Shares
Requests to redeem Shares may be made in writing or by such other means as the ACD may from time to time permit.  In respect of all applications to redeem Shares, a contract note will be issued, normally by close of the  Business Day following the execution of the redemption giving details of the Shares sold back to the ACD and the price used.  Cheques in satisfaction of the redemption request will be issued by the close of the fourth Business Day following either the day of the calculation of the redemption price or receipt by the ACD of a properly completed and signed Renunciation Form in respect of the appropriate number of Shares, whichever is later.  

Any request to redeem Shares, once given, cannot subsequently be withdrawn.  

Anti money laundering procedures

The ACD is subject to the provisions of legislation in force in the United Kingdom to prevent money laundering.  The ACD operates detailed internal compliance procedures in relation to each and every application to purchase Shares so as to verify the identity and bone fides of the investor and the source of funds offered in consideration of the prospective purchase.  This may include the ACD using the services of a licensed reference agency which will record that an enquiry has been made.  The type and degree of information required will vary from case to case, and may depend on whether, for example, the prospective Shareholder has been introduced to the ACD by or through the agency of an associate of the ACD or an independent financial intermediary in good standing with the ACD.  Specific details of the information required of a prospective investor in Shares will be provided to the person concerned in response to his or its application for Shares.  Failure to comply with the ACD’s requests to furnish such information may result in the application for Shares being rejected.

Cancellation

An investor may be entitled to cancel an application to purchase Shares within a period of fourteen days from receipt of their contract note.  If the investor exercises their right to cancel, the investor will receive a refund of the amount invested (including any preliminary charge).  If the value of the investment has fallen before the ACD receives notice of the cancellation, then the amount of refund that the investor receives will be reduced to reflect that fall in value.  This may result in a loss to the investor.

If a Shareholder wishes to exercise their right to cancel they should write to Smith & Williamson Fund Administration Limited (Dealing and Registration Team) at 25 Moorgate, London, EC2R 6AY within 14 calendar days of receiving their contract note.  Please note that in certain circumstances there may be a delay in returning refunds to investors.

In specie issue and cancellation of Shares

The Instrument authorises payment for the issue or cancellation of Shares to be made by transfer of assets other than cash but only if the Depositary has taken reasonable care to ensure that the property concerned would not be likely to result in any material prejudice to the interests of Shareholders.  

Where a Shareholder requests a redemption of Shares representing in value not less than 5% of the value of the scheme property of the Scheme, the Shareholder may require the transfer to him of scheme property or the ACD may by notice of election served on the Shareholder, choose to transfer scheme property to him.  Any such notice must be served no later than the second Business Day following the receipt of the request for redemption.  The Shareholder may then serve a further notice on the ACD requiring the sale of the property and the payment to the Shareholder of the net proceeds of sale.  This further notice must be served on the ACD not later than the close of business on the fourth Business Day following the date of receipt of the notice from the ACD.

Suspension of dealings in Shares

The issue or redemption of Shares may be temporarily suspended by the ACD with the prior agreement of the Depositary or if the Depositary so requires at any time if the ACD or the Depositary as appropriate is of the opinion that there is good and sufficient reason to do so having regard to the interests of all Shareholders.  The ACD and the Depositary shall review any suspension at least every 28 days.  A suspension shall only continue for as long as it is justified having regard to the interests of Shareholders.  If such a suspension occurs, the recalculation of the price of the Shares will recommence on the next Dealing Day following the resumption of dealing.  

Compulsory redemptions of Shares

The ACD may impose such restrictions as it thinks necessary to ensure that no Shares are acquired or held by any person in breach of law or governmental regulation (or any interpretation of a law or regulation by a competent authority) of any country or territory.  The ACD may reject any application for, or sale of, Shares.  If the ACD becomes aware that:

-
any Shares are owned directly or beneficially in breach of any law or governmental regulation; or

-
the Shareholder in question is not eligible to hold such Shares or if the ACD reasonably believes this to be the case; or

-
a holding of Shares constitutes a breach of the Instrument or this Prospectus as to eligibility or entitlement to hold any Shares;
then the ACD may give notice requiring the transfer, repurchase or exchange of such Shares.  If any person does not take such steps within 30 days, he shall then be deemed to have given a written request for the redemption of all of his Shares.

A person who becomes aware that he is holding or owning Shares in breach of any law or governmental regulation or is not eligible to hold those Shares must either:

-
transfer all those Shares to a person qualified to own them; or

-
give a request in writing for the redemption of all such Shares unless he has already received such a notice from the ACD to transfer the Shares or for them to be repurchased.

Minimum holdings

The minimum value of Shares which may be the subject of an initial or subsequent purchase request must be at least £100,000 (including any preliminary charge).  The minimum value of Shares which may be the subject of any one redemption request is £100,000.  A Shareholder will not normally be allowed to redeem Shares if this would result in his holding Shares of less than £100,000, unless he is redeeming all Shares in issue to him.
Minimum investment amounts may be reduced or waived at the discretion of the ACD.

Valuation and pricing of Shares

Valuation

The property of the Scheme will be valued for the purpose of determining prices at which Shares may be purchased or redeemed by the ACD as at 12 p.m. in relation to the Scheme on every Dealing Day (the “Valuation Point”) but may be valued more frequently if the ACD so decides.  The ACD reserves the right to revalue the Scheme at any time, at its discretion.  This is only likely to take place in cases where there has been a substantial change, amounting to 2 per cent or more, in the value of the underlying assets of the Scheme since the previous valuation.  

Price of a Share

Shares are priced on a single mid-market pricing basis in sterling in accordance with the COLL Sourcebook.  The Scheme deals on a forward pricing basis (and not on the basis of published prices).  As mentioned above, a forward price is a price calculated at the next valuation point after the deal is agreed.

The price of a Share is the net asset value of the Scheme attributable to the relevant Share class divided by the number of Shares in that class in issue.

The net asset values attributable to the Share class(es) of the Scheme will normally be calculated at the Valuation Point on each Dealing Day (as specified above).  The net asset value attributable to a Share class is determined by calculating the value of the assets attributable to that class and deducting the liabilities attributable to that class in accordance with the provisions for the calculation set out in the Instrument.  For valuation purposes:
-
investments with a single price (whether a transferable security or units or shares in a collective investment scheme) shall be valued at that price;

-
investments for which different buying and selling prices are quoted will be valued at the mid-market price;

-
other scheme property shall be valued at a fair and reasonable mid-market value;

-
derivative and forward transactions shall be valued as agreed between the ACD and the Depositary; and

-
adjustments will be made for  tax, outstanding borrowings and dealing expenses.

Dilution policy
The basis on which the Scheme’s investments are valued for the purpose of calculating the buying and selling price of Shares as stipulated in the FSA Rules and the Instrument is summarised in the section immediately above.  This is subject to the application of the dilution policy.

Dealing costs in, and spreads between the buying and selling prices of the Scheme’s underlying investments means that the buying and selling prices of Shares calculated for the Scheme may differ from the value of the proportionate interests those Shares represent in the Scheme and dealing at those prices could lead to a reduction in the value of the scheme property of the Scheme and so disadvantage other Shareholders.  The effect of this is known as “dilution”.  The ACD may therefore apply a dilution adjustment as defined in the COLL Sourcebook on the issue and/or redemption of Shares as outlined below.  
A dilution adjustment is an adjustment to the share price which is determined by the ACD in accordance with the COLL Sourcebook.  The ACD may make a dilution adjustment to the price of a Share (which means that the price of a Share is above or below that which would have resulted from mid-market valuation) for the purposes of reducing dilution in the Scheme (or to recover an amount which it has already paid or is reasonably expected to pay in the future) in relation to the issue or cancellation of shares.

If applied, a dilution adjustment will be calculated by reference to the estimated costs of dealing in the underlying investments of the Scheme, including any dealing spreads, commission and transfer taxes in accordance with the COLL Sourcebook.

The ACD intends only to take the power to make a dilution adjustment in the following circumstances:

(a)
where over a dealing period the Scheme has experienced a large level of net issues or redemptions relative to its size – assessed as 5% or more than the net asset value of the Scheme (as calculated at the last available valuation);  or

(b)
where the ACD considers it appropriate in order to protect the interests of the continuing Shareholders.

It should be noted that, as dilution is directly related to the inflows and outflows of monies from the Scheme, it is not possible to predict accurately whether or not dilution will occur at any particular point in time, and how frequently the ACD will need to make such a dilution adjustment.  

If a dilution adjustment is required then, based on future projections the estimated rate or amount of such adjustment will be 0.8% of the price of a share.  If a dilution adjustment is not charged then this may restrict the future growth of the Scheme.  The ACD will regularly monitor the rate and frequency of dilution adjustments in respect of the Scheme and update this Prospectus accordingly. 
As stated above, as at the date of this Prospectus, the ACD’s policy is that it may require a dilution adjustment on the basis set out above. If, at some future date, it appears to the ACD that a charge of dilution levy would be preferable to making a dilution adjustment then the ACD may change its policy, and may charge a dilution levy.

Publication of prices  
Share prices will be available daily on the website of the Investment Management Association at www.investmentuk.org.  In addition, prices can be obtained by calling the ACD on 020 7131 4951.  These prices will, unless for reasons beyond the control of the ACD, relate to the valuation on the Dealing Day immediately prior to the date of publication.

Remuneration and expenses
ACD’s remuneration 

Preliminary charge

The ACD may currently make a preliminary charge of 10% of the price of a Share on a sale of Shares, which is additional to the offer price of Shares.  This charge may be waived in whole or in part at the discretion of the ACD. 

Redemption charge

There is currently no redemption charge (by way of reduction from the proceeds of redemption) upon redemption of Shares, although the Instrument contains the power for such a charge to be introduced.
Periodic charges

The ACD currently makes the following periodic charges:

•
Administration and registration fee

The current rate of the ACD's periodic charge for administration and registration services is 0.15% per annum, calculated on the basis of the value of the Scheme's property, subject to a minimum charge of £28,000 per annum.
•
Investment management

The current rate of the ACD's periodic charge for investment management services is 0.5% per annum, calculated on the basis of the value of the Scheme's property.  The amount of such investment management fee is paid on to the Investment Adviser under the agreement between the ACD and the Investment Adviser.

These periodic charges are based on the month end valuation from the previous month, accrue daily and  are payable monthly in arrears on the last Business Day of each month.

Depositary’s remuneration

As remuneration for its services, the Depositary is entitled to receive a periodic charge and transaction fees out of the Scheme property.  The periodic fee, which accrues daily and is payable monthly in arrears on the last Business Day of each month, is based on the value of the Scheme property and is determined at the Valuation Point on each Dealing Day.  The fee is currently 0.03% per annum of the Scheme property.  
In addition the Depositary is entitled to receive custody and transaction fees.  The Depositary’s custody and transaction fees vary according to the geographic location and market value of the holdings and are currently as follows:

	Country
	Custody fee (basis points per annum)
	Transaction fee (GBP per transaction)

	UK
	0.4
	12.50

	Clearstream/euroclear
	2.0
	15.00

	Europe (excluding UK)
	1.5 – 41.0
	20.00 – 150.00

	USA
	1.0
	20.00

	All other markets
	2.0 – 51.0
	20.00 – 150.00


The ACD agrees the rates of these fees with the Depositary from time to time.

Expenses

The following further expenses may be paid out of the property of the Scheme:

(a)
all reasonable and properly evidenced out of pocket expenses incurred by the ACD in the performance of its duties in respect of the Scheme, including any stamp duty reserve tax paid by the ACD in relation to the cancellation of Shares (whether or not the amount of that tax has been deducted from the payments made to Shareholders who cancelled their Shares);

 (b)
certain expenses properly incurred by the Depositary in performing its duties in respect of the Scheme, including the following:

-
the fees and expenses and disbursements of any person to whom the Depositary may delegate any function including custody fees (without limitation);

-
expenses incurred in the collection and distribution of income including bank charges, professional and accountancy fees and expenses and disbursements bona fide incurred in respect of the computation claiming or reclaiming of all taxation release and payments;

-
all expenses incurred in the submission of tax returns;

-
all costs and expenses of or incidental to preparation of reports and accounts required to be prepared for the Depositary by regulation or general law in relation to the Scheme and the costs and expenses of or incidental to the preparation and despatch of any communications from the Depositary to Shareholders; and

-
all such other charges, expenses and disbursements properly incurred by the Depositary in performing its duties in respect of the Scheme.

(c)
broker’s commission, fiscal charges and other disbursements which are:

(i)
necessary to be incurred in effecting transactions for the Scheme; and

(ii)
normally shown in contract notes, confirmation notes and difference accounts as appropriate; 

(d)
interest on borrowings permitted under the COLL Sourcebook and charges incurred in effecting or terminating such borrowings or in negotiating or varying the terms of such borrowings; 

(e)
taxation and duties payable in respect of the property of the Scheme, the Instrument or the issue of Shares and any stamp duty reserve tax charged in accordance with Schedule 19 of the Finance Act 1999; 

(f)
any costs incurred in modifying the Instrument or the Prospectus including costs incurred in respect of meetings of Shareholders convened for purposes which include the purpose of modifying the Instrument where the modification is:

(i)
necessary to implement or necessary as a direct consequence of any change in the law (including changes in the COLL Sourcebook); or

(ii)
expedient having regard to any change in the law made by or under any fiscal enactment and which the ACD and the Depositary agree is in the interest of Shareholders; or

(iii)
to remove from the Instrument obsolete provisions; 

(g)
any costs incurred in respect of meetings of Shareholders convened by the Depositary or on a requisition by Shareholders not including the ACD or an associate of the ACD; 

(h)
liabilities on unitisation, amalgamation or reconstruction arising in certain circumstances as set out in the COLL Sourcebook; 

(i)
the audit fee properly payable to the Auditor and VAT thereon plus any proper expenses of the Auditor; 

(j)
the periodic fees of the Financial Services Authority under the Act or the corresponding periodic fees of any regulatory authority in a country or territory outside the United Kingdom in which Shares are or may be marketed; 

(k)
the costs of printing and distributing copies of the Prospectus;

(l)
costs of establishing and maintaining the register and/or plan sub-register; 

(m)
fees payable to the FSA or the Registrar of Companies in relation to the filing of any details concerning the Scheme in accordance with the OEIC Regulations or FSA Rules; 

(n)
costs associated with the publication of any information concerning the Scheme, including the price of a net asset value of Shares from time to time in any medium whatsoever; and

(o)
such other expenses as may be permitted by the COLL Sourcebook from time to time.  

VAT

The above remuneration and expenses are subject to value added tax where applicable.  There are currently some exemptions from VAT in respect of the ACD’s charges for management of the Scheme’s investments and also any initial charge.  

Allocation of payments to income or capital

Fifty percent (50%) of all remuneration and expenses shall be charged to the capital account of the Scheme.  Such allocation of remuneration and expenses to the capital account of the Scheme may result in capital erosion or constrain capital growth.
Income

Accounting and income allocation dates

The annual accounting date for the Scheme is 31 March and the interim accounting date is 30 September in each year.

The annual income allocation date is 31 July and the interim income allocation date is 30 November in each year.

Income allocations

Allocations of income are made in respect of the income available for allocation in each accounting period.  The amount available for allocation in an accounting period is calculated by:

(a)
taking the aggregate of the income property received or receivable for the account of the Scheme for the period;

(b)
deducting the charges and expenses of the Scheme paid or payable out of the income of the property for that accounting period; 

(c)
adjusting for the ACD’s best estimate of tax charge or tax relief on these expenses and charges; and

(d)
making such other adjustments which the ACD considers appropriate in relation to tax and other issues.

Where there is more than one Share class in issue, income available for allocation will be allocated between the Share classes based on the respective proportionate interests represented by those Share classes on a daily basis.

Currently only income Shares are in issue.  The income allocated to such Shares is distributed to Shareholders. Income is allocated in respect of each interim and annual accounting period by the relevant income allocation date.   Shareholders of income Shares may elect to have net income distributed or reinvested in further Shares.
Payment will be made by cheque or by means of direct credit to the Shareholder’s nominated bank account.  If the Income Allocation Date is not a Business Day, payment will be made on the next Business Day.  No distribution or other monies payable on or in respect of a unit shall bear interest against the Scheme.  All distributions unclaimed for a period of six years after having become due for payment shall be forfeited and shall revert to the Scheme.
If, in respect of a particular accounting period, the average income allocation to a Shareholder (disregarding for the purpose any Shares held by the ACD or the Depositary or their associates) would be less than £250, the ACD reserves the right (with the agreement of the Depositary) not to make any income allocation and, in such event, the amount of income for that period will be credited to capital (and reflected in the value of Shares).
Equalisation

Grouping for equalisation is permitted.  This means that Shares purchased during an accounting period will contain in their purchase price an amount called equalisation that represents a proportion of the net income of the Scheme accrued up to the date of purchase.  A total of this amount is taken and each Shareholder shall be refunded an averaged proportion of the equalisation as part of their first income allocation.  This, for tax purposes, is treated as being a return of capital.  Grouping periods shall be each period commencing at the beginning of an accounting period and ending on the interim accounting date and each period commencing immediately after the interim accounting date and ending on the annual accounting period.
Shareholder meetings and information for Shareholders

Approvals and notifications

Under the COLL Sourcebook, the ACD is required to seek Shareholder approval to, or notify Shareholders of, various types of changes to the Scheme.

(
Fundamental Changes

A fundamental change is a change or event which changes the purposes or nature of the Scheme, or may materially prejudice a Shareholder or alters the risk profile of the Scheme or introduces any new type of payment out of the Scheme property.  The ACD must, by way of an extraordinary resolution (which needs 75% of the votes cast at the meeting to be in favour if the resolution is to be passed), obtain prior approval from Shareholders for any such change.  An extraordinary resolution is required, for example, for a change of investment objective or policy of the Scheme.     

The convening and conduct of meetings of Shareholders and the voting rights of Shareholders at those meetings is governed by the provisions of the FSA Rules and the Instrument.

The ACD may convene a meeting at any time.  Shareholders registered as holding at least 1/10th in value of all the Shares then in issue may require that a meeting be convened.  A requisition by Shareholders must state the objects of the meeting, and be dated and signed by those Shareholders and deposited at the head office of the Depositary.  The ACD must convene a meeting no later than eight weeks after receipt of such requisition by the Depositary.

Shareholders will receive at least 14 days’ written notice of a meeting (including the day of service of the notice and the day of the meeting).  The notice will specify the day, hour and place of the meeting and the resolutions to be put to the meeting.  They are entitled to be counted in the quorum and vote at a meeting either in person or by proxy.  The quorum for a meeting is two Shareholders, present in person or by proxy.  If, at an adjourned meeting, a quorum is not present after a reasonable time from the time appointed for the meeting, one person entitled to be counted in a quorum present at the meeting shall constitute a quorum.

The ACD will not be counted in the quorum for a meeting.  The ACD and its associates are not entitled to vote at any meeting, except in respect of Shares which the ACD or an associate holds on behalf of or jointly with a person who, if himself the registered Shareholder, would be entitled to vote and from whom the ACD or associate has received voting instructions.

Every Shareholder who (being an individual) is present in person or (being a corporation) by its properly authorised representative shall have one vote on a show of hands.  Where there are joint holders of a Share, the vote of the holder whose name in the register of Shareholders stands above the names of each other such holder who votes shall be counted to the exclusion of each other vote cast in respect of that Share.
A Shareholder may vote in person or by proxy (a person appointed by the Shareholder to attend and vote in place of the Shareholder) on a poll vote.  A poll may be demanded by the chairman of the meeting (who shall be a person appointed by the Depositary, or in the absence of such a person, a person nominated by the Shareholders), the Depositary or any two Shareholders.

A Shareholder entitled to more than one vote need not use all his votes or cast all the votes he uses in the same way.   

Where every Shareholder is prohibited from voting at a meeting of Shareholders by reason of each such Shareholder being either the ACD or an associate of the ACD and a resolution is required to do business at a meeting of Shareholders, a meeting of Shareholders need not be called and a resolution may, with the prior written consent of the Depositary to the process, instead be passed with the written consent of Shareholders representing 50% or more, or for an extraordinary resolution 75% or more, of the Shares of the Scheme or of the Class in question.
(
Significant Changes

A significant change is a change or event which is not fundamental but which affects the Shareholder’s ability to exercise his rights in relation to his investment; or would reasonably be expected to cause the Shareholder to reconsider his participation in the Scheme; or results in any increased payments out of the scheme property to the ACD or an associate of the ACD; or materially increases any other type of payments out of the scheme property.  The ACD must give reasonable prior notice (of not less than sixty days) in respect of any such significant change.

(
Notifiable Changes

A notifiable change is a change or event which a Shareholder must be made aware of, but, although considered by the ACD not to be insignificant, is not a fundamental change or a significant change.  The ACD must inform Shareholders in an appropriate manner and time scale of any notifiable changes that are reasonably likely to affect or have affected the operation of the Scheme.
Reports

The ACD will send free of charge to Shareholders the ACD’s short reports within four months of the end of each annual accounting period, and within two months of the end of each half yearly accounting period.

The ACD will also, on request, provide free of charge to any person Scheme copies of the most recent long interim and annual ACD’s reports. which may also be inspected at the ACD’s offices at 25 Moorgate, London EC2R 6AY. 

Instrument, Prospectus and other documents
Copies of the Instrument, any amendment of such Instrument and the current Prospectus and simplified prospectus are kept at and may be inspected at the ACD’s offices between 9 a.m. and 5 p.m. on each Business Day.  Copies of the Instrument and any Supplemental Instrument may be obtained by a Shareholder on payment of a reasonable charge from the ACD at 25 Moorgate, London EC2R 6AY.  Copies of the Prospectus may be obtained free of charge to any person on request from the ACD at 25 Moorgate, London EC2R 6AY.  A copy of the ACD Agreement or any contract of service between the Scheme and its directors can be provided free of charge on request.
Taxation 
The information given below does not constitute legal or tax advice, and prospective investors should consult their own professional advisers as to the implications of their subscribing for, purchasing, holding, switching or disposing of Shares under the laws of any jurisdiction in which they may be subject to tax.

Taxation of the Scheme

The Scheme is exempt from any liability to UK taxation in respect of any capital gains realised by it on the disposal of its investments.  

Income received by the Scheme in the form of dividends from UK companies is exempt from United Kingdom taxation in the hands of the Scheme.

The Scheme will however be liable to UK corporation tax (at the current special rate of 20%) on other types of income but after deducting allowable expenses (which include the management expenses).  Any distributions paid by the Scheme to its Shareholders will be dividend distributions and will not be a deductible expense in computing the Scheme’s taxable income.

Any income derived by the Scheme from foreign sources will be included in its taxable income, but, in computing its liability to corporation tax on any such income, credit may be available for any foreign withholding taxes that the income has borne.

Taxation of Shareholders

Taxation of income allocations from the Scheme

Any dividend distribution made by the Scheme will be treated as if it were a UK dividend paid to the Shareholder.  No deduction by way of withholding tax is required to be made from any dividend distribution.

A Shareholder who is an individual and is resident in the UK for taxation purposes will be entitled to a tax credit in respect of any dividend distribution made to him.  The amount of that tax credit (which will be specified on the distribution voucher relating to the distribution in question) will be equal to one-ninth of the distribution and will therefore correspond to 10% on the aggregate of the distribution and the tax credit.  Individual Shareholders who pay income tax other than at the higher rate will have no further liability to income tax in respect of the distribution.  Individual Shareholders who do not pay income tax or who hold the Shares within an ISA or whose liability to income tax on the aggregate of a distribution and the related tax credit is less than the amount of that tax credit will not be entitled to claim payment of any part of the tax credit.  Individual Shareholders who pay income tax at the higher rate will be liable to a further 22.5% tax on the aggregate of the distribution and related tax credit (i.e. 25% of the dividend).

A Shareholder subject to UK corporation tax who receives a dividend distribution may have to divide it into two parts – a franked and an unfranked part – depending on the underlying income of the Scheme.  The franked part is treated as franked investment income in the hands of the corporate Shareholder with the result that the corporate Shareholder will be exempt from tax on the franked part.  The unfranked part is treated as an annual payment received after deduction of tax at the lower rate.  The corporate Shareholder is liable to tax on the unfranked part.  The tax deemed to be deducted from the unfranked part is repayable where the corporate Shareholder has no liability to UK corporation tax (for example if the corporate Shareholder is loss-making) but only to the extent of the Shareholder’s proportion of the Scheme’s net UK corporation tax liability.  Where the corporate Shareholder has a liability to UK corporation tax, all of the tax deemed to have been deducted is however available for offset against the Shareholder’s UK corporation tax liabilities.  The proportions of a dividend distribution that are to be treated as franked and unfranked investment income and the Shareholder’s proportion of the Scheme’s net UK corporation tax liability will be shown on tax vouchers accompanying dividend distributions.

Capital Gains

Shareholders who are resident or, if applicable, ordinarily resident in the UK for tax purposes may be liable to capital gains tax or, if a company, corporation tax in respect of gains arising from the sale or other disposal of Shares.

When the first income allocation is made to Shares purchased during an accounting period, the amount representing the income equalisation (as set out in the previous section) in the price of the Shares is a return of capital and is not taxable as income in the hands of Shareholders.  This amount should be deducted from the cost of Shares in computing any capital gains realised on a subsequent disposal.

Stamp Duty Reserve Tax (“SDRT”)

SDRT is chargeable at a rate of 0.5% on certain sales or, where relevant, switches and on certain transfers of Shares.  Pro rata redemptions in specie (i.e. where a Shareholder receives such part of each of the Scheme’s underlying assets as is proportionate to his holding of Shares) are exempt from SDRT.

SDRT is chargeable on the value of surrenders and transfers in the Scheme in each weekly charging period, but is reduced proportionately for the Scheme to the extent that during that week and the following week the:

-
investments held by the Scheme are exempt assets (i.e., broadly, investments in securities other than shares in UK companies); and/or

-
purchases of Shares by number are fewer than surrenders of Shares.

The SDRT payable by the Scheme is the liability of the ACD.  A provision for SDRT in respect of the Scheme can be recovered out of the property of the Scheme.   

The Regulations permit the ACD to require from an incoming or outgoing Shareholder a separate payment, or deduction, of a provision against SDRT (“SDRT provision”) when Shares are surrendered or transferred by a Shareholder or issued to an incoming Shareholder. The SDRT provision is a provision against the SDRT owed by the Scheme. 

The ACD reserves the right to charge an SDRT provision of up to 0.5% of the value of any individual Share transfer that constitutes a “large deal”.  A “large deal” for this purpose is a transaction of a value of £50,000 or more.   The ACD would make such a provision in circumstances where this would be in the interests of equity and fairness to all Shareholders.

These statements are based on UK law and HM Revenue & Customs practice as known at the date of this document. Shareholders are recommended to consult their professional advisers if they are in any doubt about their tax position.

General Matters

Winding up of the Scheme

The Scheme may be wound up:

-
by the court as an unregistered company under Part V of the Insolvency Act 1986, or

-
if the Scheme is solvent, under the provisions of the COLL Sourcebook.

To wind up the Scheme under the FSA Rules, the ACD has to notify the FSA of the proposal, confirming to the FSA that the Scheme will be able to meet all its liabilities within the following twelve months.

The Scheme can be wound up under the FSA Rules:

(a)
if an extraordinary resolution is passed to that effect; or

(b)
if the FSA agrees to a request by the ACD for revocation of the order in respect of the Scheme (provided no material change in any relevant factor occurs prior to the date of the revocation); or

(c)
on the expiration of any period for the duration of the Scheme or the occurrence of an event specified in the instrument of incorporation as triggering a winding up of the Scheme.

On a winding-up under the COLL Sourcebook:

-
Chapter 5 of the COLL Sourcebook, (concerning pricing investment and borrowing powers) and Chapter 6, Parts 2 and 3 of the COLL Sourcebook (concerning dealing and pricing), will cease to apply;

-
the Scheme will cease to issue and cancel Shares;

-
the ACD will stop selling and redeeming Shares; and

-
no transfer of Shares will be registered and no change to the register will be made without the sanction of the ACD.

The Scheme will cease to carry on its business except as is required for its beneficial winding up.  The ACD shall, as soon as practicable, realise assets of the Scheme and pay the respective shares of the proceeds to Shareholders in accordance with the FSA Rules.

General Information

Persons not resident in the United Kingdom who are interested in purchasing Shares should inform themselves as to:

(a)
the legal requirements within their own countries for subscription of Shares;

(b)
any foreign exchange restrictions;

(c)
the income, estate and other tax consequences of becoming a Shareholder.

It is the responsibility of any person not resident in the United Kingdom making an application for Shares to satisfy himself as to full observance of the laws of the relevant territory, including obtaining any governmental or other consents which may be required or observing any formality which needs to be observed in such territory.

Notices

Notices or documents will be served on Shareholders by first class post, with copies available by facsimile and / or secure email.

The address of the head office and the place for service on the Scheme of notices or other documents required or authorised to be served on it is 25 Moorgate, London EC2R 6AY.

Complaints

Complaints about any aspect of the ACD’s service should in the first instance be made in writing to the Compliance Officer of the ACD at 25 Moorgate, London EC2R 6AY.  If the complaint is unresolved the Shareholder may have the right to refer it to the Financial Ombudsman, South Quay Plaza, 183 Marsh Wall, London E14 9SR.  A copy of the ACD’s Internal Complaint Handling Procedure is available on request.  In the event of the ACD being unable to pay a valid claim against it, the Shareholder may be entitled to compensation from the Financial Services Compensation Scheme.  

Appendix 1: The Scheme
1.
Investment Objective and Policy

Objective

The objective of the Scheme is to enhance total return and provide long-term growth. Whilst income is of secondary importance, there will be annual distributions. 

Policy

The ACD’s policy is to achieve this objective through a portfolio of UK and international equities, bonds and cash as appropriate.

The Scheme will also have the power to invest in other collective investment schemes and money market instruments.  Additionally it may invest in derivative and forward transactions, but only for the purposes of efficient management of the portfolio. The ACD does not envisage entering into hedging transactions to a major extent.  The ACD can also invest in immovables (real property). 

The assets of the Scheme will be invested with the aim of achieving the investment objective set out above and must be invested so as to comply with the investment and borrowing powers and restrictions set out in the COLL Sourcebook, the Instrument and this Prospectus.

2.
Investment Adviser

The ACD has appointed Close Asset Management Limited of 10 Exchange Square, Primrose Street, London EC2A 2BY as investment adviser in respect of the Scheme.  The activity of the investment adviser is investment management and the giving of advice.
3.
Classes of Shares
Income Shares.
4.
Accounting Dates

Annual accounting date:

31 March

Interim accounting dates:

30 September

5.
Income Allocation Dates

Annual income allocation date:
31 July
Interim income allocation date: 
30 November

6.
Risk Factors

The general risk factors as set out in this Prospectus shall apply.
7.
Reports (long reports and short reports)

Annual report published by:

by 31 July
Interim report published by: 

by 30 November
8.
Government and public securities issuers

More than 35% in value of the property of the Scheme may be invested in government and public securities issued or guaranteed by the Government of the United Kingdom or Northern Ireland, the Executive Committee of the Northern Ireland Assembly, the National Assembly of Wales, the Scottish Administration; or by the European Central Bank, the International Bank for Reconstruction and Development, the European Bank for Reconstruction and Development or the European Investment Bank; or by any one of the following governments:

	Australia
	Germany
	Norway

	Austria
	Greece
	Poland

	Belgium
	Hungary
	Portugal

	Bulgaria
	Ireland
	Romania

	Canada
	Italy
	Spain

	Czech Republic
	Japan
	Sweden

	Denmark
	Luxembourg
	Switzerland

	Finland
	Netherlands
	Turkey

	France
	New Zealand
	United States of America


9.
Eligible securities markets 
Generally, the Scheme will invest in approved securities which are transferable securities admitted to official listing in a member State, or are traded on eligible securities markets, or are recently issued transferable securities which are to be so listed or traded. "Eligible securities markets" for the Scheme as at the date of this Prospectus are as follows:

· markets established in Member States of the European Union, or any other State which is within the European Economic Area ("Member State") on which transferable securities admitted to official listing are traded, and

· markets which the ACD, after consultation with the Depositary, has decided are appropriate for the purpose of investment of or dealing in the property of the Scheme having regard to the relevant criteria in the COLL Sourcebook. Such markets must operate regularly and be regulated, recognised and open to the public.

As at the time of this Prospectus, any market located in any of the following countries where the foregoing criteria has been satisfied will be deemed an eligible market :


Country

Stock Exchange

Cayman Islands
The Cayman Islands Stock Exchange

Hong Kong 
Hong Kong Stock Exchange
Switzerland
SIX Swiss Exchange
South Africa 
Johannesburg Stock Exchange

The market organised by the International Securities Market Association;

The market conducted by the "listed money market institutions", as described in the Bank of England publication "The Regulation of the Wholesale Cash and OTC Derivatives Markets in Sterling, Foreign Exchange and Bullion" dated April, 1988 (as amended from time to time);

AIM - the Alternative Investment Market in the UK, regulated and operated by the London Stock Exchange;

The French Markets for Titres de Creances Negotiables (the Over-the-Counter markets in negotiable debt instruments);

The Over-the-Counter market in the United States of America conducted by primary and secondary dealers regulated by The Securities and Exchanges Commission and by the National Association of Securities Dealers Inc. (and by banking institutions regulated by the U.S. Comptroller of the Currency, the Federal Reserve System or Federal Deposit Insurance Corporation);

NASDAQ in the United States of America;

NASDAQ Europe Composite Index;

The market in US government securities conducted by primary dealers regulated by the Federal Reserve Bank of New York;

The over-the-counter market in Canadian Government Bonds, regulated by the Investment Dealers Association of Canada.
ADR’s and GDR’s in United States of America

ADR’s and GDR’s in Luxembourg

10.
Eligible derivative markets

The London International Financial Futures and Options Exchange (LIFFE). 
Chicago Mercantile Exchange.
Appendix 2: Investment powers and restrictions
The Scheme is classified as a “non-UCITS retail scheme”.
General
The ACD must ensure that, taking account of the investment objective and policy of the Scheme, the scheme property of the Scheme aims to provide a prudent spread of risk.  
An aim of the restrictions on investment and borrowing powers set out in the COLL Sourcebook (which are summarised below) is to help protect Shareholders by laying down minimum standards for the investments that may be held. There are requirements for the types of investments which may be held by the Scheme.  There are also a number of investment rules requiring diversification of investment of the Scheme, and so providing a prudent spread of risk.
The rules relating to spread of investments do not apply during any period in which it is not reasonably practical to comply, provided that the ACD aims to provide a prudent spread of risk.  
Types of investment

For a non-UCITS retail scheme such as the Scheme, the scheme property may consist of one or more of:

(a)
transferable securities;
(b)
units in collective investment schemes;
(c)
money market instruments;

(d)
deposits;
(e)
derivatives and forward transactions;
(f)
immovables (real property); and

(g)
gold (up to a 10% limit);
in each case as permitted under the provisions of Section 5.6 of the COLL Sourcebook.
The Scheme may, in principle, invest in up to 100% in any of the types of assets mentioned in paragraphs (a)-(f) above (but not in gold). 
The object of the Scheme is to invest the scheme property in transferable securities, units in collective investment schemes, money market instruments, deposits, derivative instruments and forward transactions and immovables (real property) in accordance with the COLL Sourcebook applicable to a non UCITS retail schemes, and subject to any more restrictive provisions set out in this Prospectus, with the aim of spreading investment risk and giving shareholders the benefit of the results of the management of that property.
The following paragraphs summarise the restrictions for non-UCITS retail schemes generally under the COLL Sourcebook.  However, the Scheme is managed subject to its investment objective, and this indicates the likely type of investments which will be held.  Accordingly, the Scheme will invest predominantly in transferable securities.  The ACD does not intend to use derivatives for the Scheme (if at all) other than for the purposes of efficient management of the portfolio as explained further below. 

· Transferable securities

What is a transferable security?

A transferable security is an investment which is any of the following:  a share, a debenture, a government and public security, a warrant or a certificate representing certain securities.  An investment is not a transferable security if title to it cannot be transferred, or can be transferred only with the consent of a third party (although, in the case of an investment which is issued by a body corporate and which is a share or debenture, the need for any consent on the part of the body corporate or any members or debenture holders of it may be ignored).  An investment is not a transferable security unless the liability of the holder of it to contribute to the debts of the issuer is limited to any amount for the time being unpaid by the holder of it in respect of the investment.

The Scheme may invest in a transferable security only to the extent that that transferable security fulfils the following criteria:

-
the potential loss which the Scheme may incur with respect to holding the transferable securities is limited to the amount it paid for it;

-
its liquidity does not compromise the ability of the ACD to comply with its obligation to redeem units at the request of any qualifying Shareholder;

-
a reliable valuation is available for it as follows: (i) for a transferable security admitted to or dealt in on an eligible market, there are accurate reliable and regular prices which are either market prices or prices made available by valuation systems independent from issuers; and (ii) for a transferable security not admitted to or dealt in on an eligible market, there is a valuation on a periodic basis which is derived from information from the issuers of the transferable security or from competent investment research);

-
appropriate information is available for it as follows: (i) for a transferable security admitted to or dealt in on an eligible market, there is regular accurate and comprehensive information available to the market on that security or, where relevant on the portfolio of the transferable security; and (ii) for a transferable security not admitted to or dealt in on an eligible market, there is regular and accurate information available to the ACD on the transferable security or relevant on the portfolio of the transferable security;

-
it is negotiable; and

-
its risks are adequately captured by the risk management process of the ACD.

Unless there is information available to the ACD that would lead to a different determination, a transferable security which is admitted to, or dealt in on, an eligible market is presumed not to compromise the ability of the ACD to comply with its obligation to redeem units at the request of any qualifying Shareholder and to be negotiable.

Note that a unit in a closed ended fund is taken to be a transferable security provided it fulfils the above criteria and either:

-
where the closed ended fund is constituted as an investment company or a unit trust:

-
it is subject to corporate governance mechanisms applied to companies; and

-
where another person carries out asset management activity on its behalf, that person is subject to national regulation for the purpose of investor protection; or

-
where the closed ended fund is constituted under the law of contract:

-
it is subject to corporate governance mechanisms equivalent to those applied to companies; and

-
it is managed by a person who is subject to national regulation for the purposes of investor protection.

(Shares in UK investment trusts are classified as transferable securities.)

Transferable securities linked to other assets

The Scheme may invest in any other investment which may be taken to be a transferable security for the purposes of investment by the Scheme provided that the investment fulfils the criteria set out above and is backed by or linked to the performance of other assets which may differ from those in which a scheme can invest.

Where such an investment contains an embedded derivative component, the requirements with respect to derivatives and forwards will apply to that component.

What are “approved securities”?

The Scheme will generally invest in "approved securities", which are transferable securities which are admitted to, or dealt in on, an eligible market as defined for the purposes of the COLL Sourcebook.

Limited investment in unapproved securities

Not more than 20% in value of the Scheme’s property is to consist of transferable securities which are not such approved securities or recently issued transferable securities as explained below (together with any money market instruments other than any approved money market instruments which are not admitted to or dealt in on an eligible market (as explained below) provided the money market instruments are liquid and have a value which can be determined accurately at any time).
Eligible Markets

An Eligible Market for the purpose of the COLL Sourcebook is:

-
a regulated market, which is a multilateral system operated and/or managed by a market operator, which brings together or facilitates the bringing together of multiple third party buying and selling interests in financial instruments – in the system and in accordance with its non-discretionary rules – in a way that results in a contract, in respect of the financial instruments admitted to trading under its rules and/or systems, and which is authorised and functions regularly and in accordance with the provisions of Title III of the Markets in Financial Instruments Directive (MiFID);

-
a market in an EEA state which is regulated, operates regularly and is open to the public; or

-
a market which the ACD, after consultation with, and notification to, the Depositary, determines is appropriate for the purpose of investment of, or dealing in, the property of the Scheme and as set out in Appendix 1 to this Prospectus.  In accordance with the relevant criteria in the COLL Sourcebook, such a market must be regulated; operate regularly; recognised as a market or exchange or as a self regulating organisation by an overseas regulator; open to the public; be adequately liquid; and have adequate arrangements for unimpeded transmission of income and capital to, or to the order of, investors.
The eligible securities markets for the Scheme are as set out in Appendix 1.
Recently issued transferable securities

Recently issued transferable securities may be held by the Scheme provided that:

-
the terms of issue include an undertaking that application will be made to be admitted to an eligible market; and

-
such admission is secured within a year of issue.
· Collective Investment Schemes

Investments may be made in units or shares of collective investment schemes (the “second scheme”) subject to the following restrictions:

Relevant types of collective investment scheme

The Scheme may invest in a collective investment scheme if that second scheme:

(a)
satisfies the conditions necessary for it to enjoy the rights conferred by the UCITS Directive (for example, it is a UK authorised fund which is a UCITS scheme); or

(b)
is UK authorised fund which is a non-UCITS retail scheme; or

(c)
is a scheme recognised under the provisions of the Financial Services and Markets Act 2000; or
(d)
is constituted outside the United Kingdom and has investment and borrowing powers which are the same or are more restrictive than those of a non-UCITS retail scheme, or

(e)
is a scheme which does not fall within any of the above categories and in respect of which no more than 20% in value of the scheme property (including any transferable securities which are not approved securities) is invested.

In each case:

-
the second scheme must operate on the principle of prudent spread of risk.

-
the second scheme must be prohibited from having more than 15% in value of the property of that scheme consisting of units in collective investment schemes.

-
the participants in the second scheme must be entitled to have their units redeemed in accordance with the scheme at a price which is related to the net value of the property to which the units relate and which is determined in accordance with the scheme.

(In the case of an umbrella fund, these requirements of the second scheme apply to the relevant sub fund of that umbrella scheme.)

Spread restrictions

Whilst investment is possible in schemes in any of the categories mentioned in paragraphs (a) to (e) above, no more than 35% in value of the scheme property of the Scheme is to consist of units or shares in any one collective investment scheme.  (For the purposes of this spread requirement, if investment is made in sub-funds of an umbrella scheme, each sub-fund is treated as if it were a separate scheme.)
Investment in associated collective investment schemes

The Scheme may invest in associated collective investment schemes i.e. any collective investment scheme which is managed or operated by the ACD or an associate of the ACD.  In this connection, where an investment or disposal of units in such an associated collective investment scheme is made, and there is a charge in respect of such investment or disposal, the ACD must pay certain amounts within four business days following the date of the agreement to invest or dispose namely:

-
when an investment is made, any preliminary charge; and

-
when a disposal is made, any charge made for the account of the operator of the second scheme or an associate of any of them in respect of the disposal.

Note that, for this purpose, dilution and SDRT provisions are not regarded as part of any charge.  The intention is to prevent any double charging of the preliminary charge on investment, or redemption charge on disinvestment.

· Money market instruments

What is an “approved money market instrument”?

An approved money market instrument is a money market instrument which is normally dealt in on the money market, is liquid and has a value which can be accurately determined at any time.
-
normally dealt in on the money market

A money market instrument shall be regarded as normally dealt in on the money market if it:

(a)
has a maturity at issuance of up to and including 397 days;

(b)
has a residual maturity of up to and including 397 days;

(c)
undergoes regular yield adjustments in line with money market conditions at least every 397 days; or

(d)
has a risk profile including credit and interest rate risks corresponding to that of the instrument which has a maturity as set out in (a) or (b) or is subject to yield adjustment as set out in (c).

-
regarded as liquid

A money market instrument shall be regarded as liquid if it can be sold at limited cost in an adequately short time frame taking into account the obligation of the ACD to redeem Shares at the request of any qualifying Shareholder.

and

-
has a value which can be accurately determined at any time

A money market instrument shall be regarded as having a value which can be accurately determined at any time if accurate and reliable valuation systems, which will fulfil the following criteria, are available:

-
they enable the ACD to calculate a net asset value in accordance with the value at which the instrument held in the portfolio could be exchanged between knowledgeable willing parties in an arm’s length transaction; and

-
they are based either on market data or on valuation models including systems based on amortised costs.

Eligible money market instruments

Generally investment may be made in the following types of money market instrument:
Money market instruments admitted to/dealt in on an Eligible Market

A money market instrument that is normally dealt in on the money market and is admitted to or dealt in on an eligible market shall be presumed to be liquid and have a value which can be accurately determined at any time, and so be an approved money market instrument, unless there is information available to the ACD that would lead to a different determination.

Money market instruments with certain regulated issuers
In addition to instruments admitted to or dealt in on an eligible market, a non UCITS retail scheme may invest in an approved money market instrument provided:

-
the issue or the issuer is regulated for the purpose of protecting investors and savings

This is regarded as being the case if:

-
the instrument is an approved money market instrument (as explained above);

-
appropriate information is available for the instrument (including information which allows an appropriate assessment of credit risks related to investment in it);

Generally, the following information must be available:

(i)
information on both the issue or the issuance programme, and the legal and financial situation of the issuer prior to the issue of the instrument, verified by appropriately qualified third parties not subject to instructions from the issuer;

(ii)
updates of that information on a regular basis and whenever a significant event occurs; and

(iii)
available and reliable statistics on the issue or the issuance programme, or where appropriate, other data enabling an appropriate assessment of the credit risks related to investment in those instruments.

In the case of an approved money market instrument issued or guaranteed by a central authority of an EEA state or, if the EEA state is a federal state, one of the members making up the federation, the European Union or the European Investment Bank or a non EEA state or, in the case of a federal state, one of the members making up the federation, or which is issued by a regional or local authority of an EEA state or a public international body to which one or more EEA states belong and is guaranteed by a central authority of an EEA state or, if the EEA state is a federal state, one of the members making up the federation, information must be available on the issue or the issuance programme, or on the legal and financial situation of the issuer prior to the issue of the instrument;

and

-
the instrument is freely transferable.

-
the instrument is:

-
issued or guaranteed by any one of the following: a central authority of an EEA state or, if the EEA state, is a federal state, one of the members making up the federation; a regional or local authority of an EEA state; the European Central Bank or a central bank of an EEA state; the European Union or the European Investment Bank; a non EEA state or, in the case of federal state, one of the members making up the federation; a public international body to which one or more EEA member states belong; or

-
issued by a body, any securities of which are dealt in on an eligible market; or

-
issued or guaranteed by an establishment which is (i) subject to prudential supervision in accordance with the criteria defined by European Community law or (ii) subject to and complies with prudential rules considered by the FSA to be at least as stringent as those laid down by European Community law. 
 (This latter condition is considered satisfied if it is subject to and complies with prudential rules and fulfils one or more of the following criteria: it is located in the EEA; it is located in an OECD country belonging to the Group of Ten; it has at least investment grade rating or, on the basis of an in depth analysis of the issuer, it can be demonstrated that prudential rules applicable to that issuer are at least as stringent as those laid down by European Community law.)

Other money market instruments with a regulated issuer

In addition to instruments admitted to or dealt in on an eligible market, the Scheme may also, with the express consent of the FSA (which takes the form of a waiver under Section 148 of the Financial Services and Markets Act 2000), invest in an approved money market instrument provided:

-
the issue or issuer is itself regulated for the purpose of protecting investors and savings on the basis explained above;

-
investment in that instrument is subject to investor protection equivalent to that provided by instruments which satisfy the requirements explained above; and

-
the issuer is a company whose capital and reserves amount to at least €10 million and which presents and publishes its annual accounts in accordance with Directive 78/660/EEC, is an entity which, within a group of companies which includes one or several listed companies, is dedicated to the financing of the group or is an entity which is dedicated to the financing of securitisation vehicles which benefit from a banking liquidity line.

A securitisation vehicle is a structure, whether in corporate, trust or contractual form, set out for the purpose of securitisation operations.

A banking liquidity line is a banking facility secured by a financial institution which is an establishment subject to prudential supervision in accordance with criteria defined by European Community law or in an establishment which is subject to, and complies with, prudential rules considered by the FSA to be at least a stringent as those laid down by European Community law.

Limited investment in unapproved money market instruments 
Not more than 20% in value of the property of the Scheme may consist of money market instruments which are neither approved money market instruments admitted to or dealt on an eligible market (defined on the same basis explained above in relation to eligible markets for transferable securities) nor approved money market instruments with a regulated issuer, provided the money market instruments are liquid and have a value which can be determined accurately at any time (together with any transferable securities which are not approved securities or recently issued transferable securities as explained above under the heading ‘Limited investment in unapproved securities’).
· Deposits

The Scheme may invest in deposits if it is with an Approved Bank, is repayable on demand or has the right to be withdrawn, and matures in no more than 12 months.
· Derivatives 

Under the COLL Sourcebook, a non-UCITS retail scheme may enter intotransactions in derivatives subject to certain detailed restrictions, and provided that the transaction in a derivative does not cause the Scheme to diverge from its investment objectives.  Permitted underlying assets for derivative transactions

The underlying of any transaction in a derivative must consist of any one or more of the following to which the scheme is dedicated:

-
transferable securities;

-
approved money market instruments (i.e. money market instruments admitted to, or dealt in on, an eligible market or with a regulated issuer as explained above);

-
deposits;

-
permitted derivatives;

-
units in a collective investment scheme;

-
immovables (real property);

-
gold;

-
financial indices which satisfy certain criteria;

-
interest rates;

-
foreign exchange rates; and

-
currencies;
and the exposure to the underlying must not exceed the spread restrictions explained below.

The Scheme may not undertake a transaction in derivatives on commodities.

The financial indices mentioned above are those which satisfy the following criteria:

-
the index is sufficiently diversified 

A financial index is sufficiently diversified if it is composed in such a way that price movements or trading activities regarding one component do not unduly influence the performance of the whole index; where it is composed of assets in which the Scheme is permitted to invest, its composition is at least diversified in accordance with the requirements with respect to spread and concentration set out for the Scheme; and, where it is composed of assets in which the Scheme cannot invest it is diversified in a way which is equivalent to the diversification achieved by the requirements with respect to spread and concentration applicable to the Scheme;

-
the index represents an adequate benchmark

A financial index represents an adequate benchmark for the market to which it refers if it measures the performance of a representative group of underlyings in a relevant and appropriate way; it is revised or rebalanced periodically to ensure that it continues to reflect the market to which it refers, following criteria which are publicly available; and the underlying is sufficiently liquid, allowing users to replicate it if necessary; and

-
the index is published in an appropriate manner

An index is published in an appropriate manner if its publication process relies on sound procedures to collect prices and calculate and subsequently publish the index value, including pricing procedures for components where a market price is not available; and material information on matters such as index calculation, rebalancing methodologies, index changes or any operational difficulties in providing timely or accurate information is provided on a wide and timely basis.

Where the composition of underlyings of a transaction in a derivative does not satisfy the requirements for a financial index, the underlyings for that transaction shall, where they satisfy the requirements with respect to any other underlyings which are permitted underlyings for a transaction in derivatives mentioned above, be regarded as a combination of those underlyings.

Permitted derivative transactions for UCITS schemes

Subject to certain detailed restrictions, a transaction in derivatives or a forward transaction may be effected for the Scheme if it is:

-
a permitted transaction; and

-
the transaction is covered;

in each case on the basis explained below.

For any derivative transaction, there are requirements specified if that transaction will or could lead to the delivery of property, and there must be an appropriate risk management process in place.

Permitted transactions

A transaction in a derivative must be:

-
in an approved derivative, i.e. a transaction effected on or under the rules of an eligible derivatives market.

Eligible derivatives markets are those which the ACD, after consultation with the Depositary, has decided are appropriate for the purpose of investment of or dealing in the property of the Scheme in question with regard to the relevant criteria set out in the COLL Sourcebook and the formal guidance on eligible markets issued by the FSA as amended from time to time. The eligible derivatives markets for the Scheme are set out in Appendix 1.

or

-
subject to restrictions, an OTC derivative transaction. 

Any transaction in an OTC derivative must be:

-
with an approved counterparty

A counterparty to a transaction in derivatives is approved only if the counterparty is:

-
an eligible institution or an approved bank; or

-
a person whose permission permits it to enter into transactions as principal off – exchange.

-
on approved terms

The terms of the transaction in derivatives are approved only if, before the transaction is entered into, the Depositary is satisfied that the counterparty has agreed with the Company or the ACD:

-
to provide at least daily and at any other time at the request of the Company or the ACD a reliable and verifiable valuation in respect of that transaction corresponding to its fair value (being the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction) and which does not rely only on market quotations by the counterparty; and

-
that it will, at the request of the Company or the ACD, enter into a further transaction to close out that transaction at any time at a fair value arrived at under the reliable market value basis or the pricing model agreed under the next paragraph.

-
capable of reliable valuation

A transaction in derivatives is capable of reliable valuation only if the ACD, having taken reasonable care, determines that, throughout the life of the derivative (if the transaction is entered into), it will be able to value the investment concerned with reasonable accuracy:

-
on the basis of an up to date market value which the ACD and the Depositary have agreed is reliable; or

-
if the value referred to above is not available, on the basis of a pricing model which the ACD and the Depositary have agreed uses an adequate recognised methodology.

and

-
subject to verifiable valuation

A transaction in derivatives is subject to verifiable valuation only if, throughout the life of the derivative (if the transaction is entered into), verification of the valuation is carried out by:

-
an appropriate third party which is independent from the counterparty of the derivative, at an adequate frequency and in such a way that the ACD is able to check it; or

-
a department within the ACD which is independent from the department in charge of managing the scheme property and which is adequately equipped for such a purpose.

A transaction in a derivative must not be entered into if the intended effect is to create the potential for an uncovered sale of one or more transferable securities, money market instruments, units in a collective investment scheme or derivatives.

Any forward transaction must be made with an Eligible Institution or an Approved Bank.

Derivatives exposure

The requirements for cover are intended to ensure that the Scheme is not exposed to the risk of loss of the property, including money, to an extent greater than the net value of the scheme property.  Therefore a scheme is required to hold scheme property sufficient in value or amount to match the exposure arising from the derivative obligation to which the scheme is committed.

A transaction in derivatives or a forward transaction may only be entered into if the maximum exposure, in terms of the principle or notional principle created by the transaction to which the Scheme is or may be committed by another person is covered globally.  Exposure is covered globally if adequate cover from within the scheme property of the Scheme is available to meet the Scheme’s total exposure, taking into account the value of the underlying assets and any reasonably foreseeable market movement, counterparty risk, and the time available to liquidate any positions.

The global exposure relating to derivatives held in the Scheme may not exceed the net value of the scheme property.

Cash not yet received into the scheme property but due to be received within one month is available as cover.

Property which is the subject of a stock lending transaction is only available for cover if the ACD has taken reasonable care to determine that it is obtainable (by return or re-acquisition) in time to meet the obligation for which cover is required.

Cash obtained from borrowing, and borrowing which the ACD reasonably regards an eligible institution or approved bank to be committed to provide, is not available for cover unless the Scheme borrows an amount of currency from an eligible institution or approved bank and keeps an amount in another currency at least equal to the borrowing for the time being in the initial amount of currency on deposit with the lender (or his agent and nominee) in which case the requirements for cover applies if the borrowed currency and not the deposited currency were part of the scheme property.

The ACD must (as frequently as is necessary) re-calculate the amount of cover required in respect of derivatives and forward positions already in existence.  Derivatives and rights under forward transactions may be retained in the scheme property only so long as they remain covered globally.

Transactions for the purchase of property

A derivative or forward transaction which will or could lead to the delivery of property for the account of the Scheme may be entered into only if:

-
that property can be held for the account of the Scheme; and 

-
the ACD, having taken reasonable care, determines that delivery of the property under that transaction will not occur or will not lead to a breach of the applicable restrictions.

Requirement to cover sales

No agreement by or on behalf of the Scheme to dispose of property or rights may be made unless:

-
the obligation to make the disposal and any other similar obligation could immediately be honoured by the Scheme by delivery of property or the assignment (or, in Scotland, assignation) of rights; and

-
such property and rights are attributable to the Scheme at the time of the agreement.

However this requirement does not apply to a deposit.  Nor does this requirement apply where:

-
the risks of the underlying financial instrument of a derivative can be appropriately represented by another financial instrument and the underlying financial instrument is highly liquid; or

-
the ACD or the Depositary has the right to settle the derivative in cash, and cover exists within the scheme property which falls within one or more of the following asset classes: cash; liquid debt instrument (e.g. government bonds of first credit rating) with appropriate safeguards; or other highly liquid assets having regard to their correlation with the underlying of the financial derivative instruments (subject to appropriate safeguards).  

(For this purpose an asset may be considered as liquid where the instrument can be converted into cash in no more than seven business days at a price closely corresponding to the current valuation of the financial instrument on its own market.)

Exposure to underlying assets

Where the Scheme invests in derivatives, the exposure to the underlying assets must not exceed the spread limits explained in “Spread requirements” below, save that where the Scheme invests in an index based derivative, provided the relevant index falls within the definition of “relevant index” (being an index which satisfies the following criteria: (i) the composition is sufficiently diversified;  (ii) the index represents an adequate benchmark for the market to which it refers; and (iii) the index is published in an appropriate manner), the underlying constituents of the index do not have to be taken into account for the purposes of the spread requirements.  Such relaxation in respect of index based derivatives is subject to the requirement for the ACD to maintain a prudent spread of risk.

A derivative includes an instrument which fulfils the following criteria:

-
it allows the transfer of the credit risk of the underlying independently from the other risks associated with that underlying;

-
it does not result in the delivery or the transfer of assets other than those referred to regarding permitted types of scheme property for the Scheme  including cash;

-
in the case of an OTC derivative, it complies with the requirements for OTC transactions in derivatives explained above;

-
its risks are adequately captured by the risk management process of the ACD, and by its internal control mechanisms in the case of risks of asymmetry of information between the ACD and the counterparty to the derivative, resulting from potential access of the counterparty to non public information on persons whose assets are used as the underlying by that derivative.

Transferable securities and money market instruments embedding derivatives

Where a transferable security or approved money market instrument embeds a derivative, this must be taken into account for the purposes of complying with the restrictions on derivatives.

A transferable security or an approved money market instrument will embed a derivative if it contains a component which fulfils the following criteria:

-
by virtue of that component some or all of the cash flows that otherwise would be required by the transferable security or approved money market instrument which functions as host contract can be modified according to a specified interest rate, financial instrument price, foreign exchange rate, index of prices or rates, credit rating or credit index or other variable, and therefore vary in a way similar to a standard alone derivative;

-
its economic characteristics and risks are not closely related to the economic characteristics and risks of the host contract; and

-
it has a significant impact on the risk profile and pricing of the transferable security or approved money market instrument.

A transferable security or an approved money market instrument does not embed a derivative where it contains a component which is contractually transferable independently of the transferable security or the approved money market instrument.  That component shall be deemed to be a separate instrument.

The following list of transferable securities and approved money market instruments (which is illustrative and non exhaustive) could be assumed to embed a derivative:

-
credit linked notes;

-
transferable securities or approved money market instruments whose performance is linked to the performance of a bond index;

-
transferable securities or approved money market instruments whose performance is linked to the performance of a basket of shares, with or without active management;

-
transferable securities or approved money market instruments with a fully guaranteed nominal value whose performance is linked to the performance of a basket of shares with or without active management;

-
convertible bonds; and

-
exchangeable bonds.

The Scheme cannot use transferable securities or approved money market instruments which embed a derivative to circumvent the restrictions regarding use of derivatives.

Transferable securities and approved money market instruments which embed a derivative are subject to the rules applicable to derivatives as outlined in this section.  It is the ACD’s responsibility to check that these requirements are satisfied.  The nature, frequency and scope of checks performed will depend on the characteristics of the embedded derivatives and on their impact on the Scheme, taking into account its stated investment objective and risk profile.

Risk management: derivatives

As mentioned below, the ACD must use a risk management process enabling it to monitor and measure as frequently as appropriate the risk of the Scheme’s derivatives positions and their contribution to the overall risk profile of the Scheme.  
Proposed use of derivatives by the Scheme
It is intended that derivatives will be used for the Scheme (if at all) only for the purposes of efficient management of the Scheme, and not for investment purposes.  
Transactions for efficient management of the Scheme are transactions which are reasonably regarded by the ACD as economically appropriate, and which are permitted by the COLL Sourcebook to be effected, in order to achieve a reduction in certain risks or costs or the generation of additional capital or income for the Scheme with an acceptably low level of risk.  There is no limit on the amount or value of the property of the Scheme which may be used for such efficient management purposes, but the ACD will only enter into the transaction if it reasonably believes the transaction to be economically appropriate.  The types of transactions in which the Scheme may engage include derivatives (i.e. futures, options or contracts for difference) which are dealt in or traded on an eligible derivatives market (as listed in Appendix 1) or, in special circumstances, "off-exchange options" or "synthetic futures" and forward transactions in currencies with certain counterparties. 
The following types of risk are relevant in relation to efficient management of the Scheme:
-
market risk;

-
interest rate risk;

-
credit risk; and

-
foreign exchange (FX) risk.
Accordingly, it is not anticipated that the use of derivatives by the Scheme as described in this Prospectus will have any adverse effect on the risk profile of the Scheme.
· Immovable property

Investments may include immovables (real property), where such real property complies with the restrictions set out in the COLL Rules.  However, the ACD does not currently intend to make any investment in such assets and will not invest in immovables without Shareholders receiving appropriate notification and this Prospectus shall be updated accordingly to include the appropriate investment restrictions.
Spread Requirements

There are limitations on the proportion of the value of the Scheme which may be held in certain forms of investment.  
General spread requirements 
The general spread requirements for a non-UCITS retail scheme are as follows:

(a)
not more than 10% in value of the Scheme’s property is to consist of transferable securities or money market instruments issued by a single body (and in applying these limits certificates representing certain securities are treated as equivalent to the underlying security).  This limit of 10% is raised to 25% in value of the scheme property in respect of covered bonds.
(b)
not more than 35% in value of the Scheme is to consist of units or shares in any one collective investment scheme; and

(c)
not more than 20% in value of the Scheme’s property is to consist of deposits with a single body;

(d)
the exposure to any one counterparty in an OTC derivative transaction must not exceed 10%;

In applying the spread requirements, a single body is:

-
in relation to transferable securities and money market instruments, the person by whom they are issued; and

-
in relation to deposits, the person with whom they are placed.

Government and public securities

The above restrictions do not apply to government and public securities.  
The Scheme may invest more than 35% of the Scheme’s property in government and public securities issued by any one body as listed in Appendix 1.
More that 35% of the Trust’s property may be invested in such securities issued by any one such issuer provided that:

(1)
the ACD has before any such investment is made consulted with the Depositary and as a result considers that the issuer of such securities is one which is appropriate in accordance with the investment objective of the Scheme;

(2)
no more than 30% in value of the scheme property consists of such securities of any one issue;

(3)
the scheme property includes such securities issued by that or another issuer, of at least six different issues.
Exposure to OTC derivatives

For the purposes of calculating the limits mentioned above in relation to OTC derivatives, the exposure in respect of an OTC derivative may be reduced to the extent that collateral is held in respect of it if the collateral meets each of the following conditions:

-
it is marked to market on a daily basis and exceeds the value of the amount at risk;

-
it is exposed only to negligible risks (e.g. government bonds of first credit rating or cash) and is liquid;

-
it is held by a third party custodian and not related to the provider or is legally secured from the consequences of failure of a related party; and

-
it can be fully enforced by the Scheme at any time.

For the purposes of calculating the spread limits, OTC derivative positions with the same counterparty may be netted provided that the netting proceedings:

-
comply with the conditions in Section 3 (Contractual Netting) (Contracts for Novation and Other Netting Agreements) of Annex III to the Banking Consolidation Directive; and

-
are based on legally binding agreements.

In applying the spread requirements, all derivatives transactions are deemed to be free of counterparty risk if they are performed on an exchange where the clearing house meets each of the following conditions:

-
it is backed by an appropriate performance guarantee; and

-
it is categorised by daily marked to market valuation of the derivatives positions and at least daily margining.

Use of index based derivatives

Where a scheme invests in an index based derivative, provided the relevant index complies with the above criteria, the underlying constituents of the index do not need to be taken into account for the purposes of the spread requirements provided the ACD takes into account the requirement to provide a prudent spread of risk.

Warrants 
A warrant is an instrument giving entitlements to investments (a warrant or other instrument entitling the holder to subscribe for a share, debenture or government and public security) and any other transferable security (not being a nil paid or partly paid security) which is listed on an eligible securities market; and is akin to an investment which is an instrument giving entitlements to investments in that it involves a down payment by the then holder and a right later to surrender the instrument and pay more money in return for a further transferable security.

A warrant falls within any power of investment if it is reasonably foreseeable that the right conferred by the proposed warrant could be exercised by the ACD without contravening the investment restrictions in the COLL Sourcebook (assuming that there is no change in a fund’s property between the acquisition of the proposed warrant and its exercise and that the rights conferred by the proposed warrants and all other warrants forming part of the Scheme’s property at the time of acquisition of the proposed warrant will be exercised, whether or not it is intended that they will be).  

The ACD will not invest more than 5% of the scheme property in warrants.

Nil and partly paid securities

A security on which any sum is unpaid is within a power of investment only if it is reasonably foreseeable that the amount of any existing and potential call for any sum unpaid could be paid by the Scheme, at the time when payment is required, without contravening the COLL Sourcebook as it is applicable to the Scheme.

Stock lending

Stock lending covers techniques relating to transferable securities and approved money market instruments which are used for the purpose of efficient portfolio management.  It permits the generation of additional income for the benefit of the Scheme and hence its investors by entering into stock lending transactions for the account of the Scheme.

Stock lending involves a lender transferring securities to a borrower otherwise than by way of sale and the borrower is to transfer those securities, or securities of the same type and amount, back to the lender at a later date.  In accordance with good market practice, a separate transaction by way of transfer of assets is also involved for the purposes of providing collateral to the “lender” to cover him against the risk that the future transfer back of the securities may not be satisfactorily completed.

A stock lending arrangement or repo contract may be entered into in respect of the Scheme when it is appropriate with a view to generating additional income with an acceptable degree of risk.  The Depositary, at the ACD’s request, may enter into a stock lending arrangement or repo contract in respect of the Scheme of a kind described in section 263B of the Taxation of Chargeable Gains Act 1992 (without extension by section 263C) on certain terms specified in the COLL Sourcebook.  There is no limit on the value of the property of the Scheme which may be the subject of stock lending transactions.

Where a stock lending arrangement is entered into, the scheme property remains unchanged in terms of value.  The securities transferred cease to be part of the scheme property but there is obtained in return an obligation on the part of the counterparty to transfer back equivalent securities.  The Depositary will also receive collateral to set against the risk of default and transfer and that collateral is equally irrelevant to the value of the scheme property.  The COLL Sourcebook make provision for treatment of collateral in that context.  Where the scheme generates leverage through the re-investment of collateral, this should be taken into account in the calculation of the scheme’s global exposure.

Power to underwrite or accept placings

The exposure of the Scheme to agreements and understandings which are underwriting or sub underwriting agreements, or contemplate the securities will or may be issued or subscribed for or acquired for the account of the Scheme, must, on any day be covered (as explained above in relation to derivative transactions) and such that, if all possible obligations arising under them had immediately to be met in full, there would be no breach of any limit in the COLL Sourcebook.

Guarantees and indemnities

The Depositary (on account of a Scheme) must not provide any guarantee or indemnity in respect of the obligation of any person.  None of the property of the Scheme may be used to discharge any obligation arising under any guarantee or indemnity with respect to the obligation of any person.  This is subject to exceptions in the case of any indemnity or guarantee given for margin requirements where the derivatives or forward transactions are being used in accordance with the COLL Sourcebook (summarised above) or indemnities given to the person winding-up a body corporate or other scheme in circumstances where those assets are becoming part of the property of the Scheme by way of a unitisation.

Borrowing

The Depositary (on the instruction of the ACD) may borrow money for the use of the Scheme on terms that the borrowing is to be repayable out of the property of the Scheme from an Eligible Institution or an Approved Bank (e.g. a bank or building society).   Borrowings may be arranged with the Depositary.  The ACD must ensure that any such borrowings comply with the COLL Sourcebook.

The ACD must ensure that borrowing does not exceed 10% of the value of the property of the Scheme on any Business Day.

These borrowing restrictions do not apply to "back to back" borrowing for currency hedging purposes, i.e. borrowing permitted to reduce or eliminate risk arising by reason of fluctuations in exchange rates.

Restrictions on lending

None of the money in the scheme property of the Scheme may be lent and, for the purposes of this prohibition, money is lent by the Scheme if it is paid to a person (the payee) on the basis that it should be repaid whether or not by the payee.  (This restriction does not prevent the acquiring of a debenture, nor the placing of money on deposit or in a current account.  Nor does it prevent the Scheme from providing an officer of the Company with funds to meet expenditure to be incurred by him for the purpose of the Scheme (or for the purposes of enabling him properly to perform his duties as an officer of the Company) or from doing anything to enable an offer to avoid incurring such expenditure.)

The scheme property of the Company other than money must not be lent by way of deposit or otherwise, although stock lending transactions are not regarded as lending for this purpose.  The scheme property must not be mortgaged.  This rule does not however prevent the Company or the Depositary at the request of the ICVC  from lending, depositing, pledging or charging the scheme property for margin requirements where transactions in derivatives or forward transactions are used for the account of the Company in accordance with the COLL Sourcebook.

Cash and Near Cash

The ACD’s investment policy may mean that at times it is appropriate for the property of the Scheme not to be fully invested and for cash or “near cash” to be held.  The Scheme may hold cash or “near cash” (meaning, essentially, certain types of deposits) where this may reasonably be regarded as necessary in order to enable:

(a)
the pursuit of the Scheme’s investment objectives; or

(b)
redemption of Shares; or

(c)
efficient management of the Scheme in accordance with its investment objectives; or

(d)
other purposes which may reasonably be regarded as ancillary to the investment objectives of the Scheme.
Risk management

The ACD must use a risk management process enabling it to monitor and measure as frequently as appropriate the risk of the Scheme’s positions and their contribution to the overall risk profile of the Scheme.

This process must take into account the investment objectives and policy of the Scheme.  The ACD has taken reasonable care to establish and maintain systems and controls which are appropriate to its business in this connection. The Depositary is obliged to take reasonable care to review the appropriateness of the risk management process in line with its duties.  The ACD’s risk management process is available to Shareholders on request. 
Breaches of the investment and borrowing powers and limits

The ACD must immediately upon becoming aware of any breach of any of the investment and borrowing powers and limits, at its own expense, rectify that breach.
However:

(a)
if the reason for the breach is beyond the control of the ACD and the Depositary, the ACD must take the steps necessary to rectify a breach as soon as it is reasonably practicable having regard to the interests of Shareholders, and, in any event, within six months or, if it is a transaction in derivatives or a forward transaction, five Business Days; and
(b)
 if the exercise of rights conferred by an investment held by the Scheme would involve a breach, the Scheme may still exercise those rights if:
-
the prior written consent of the Depositary is obtained: and-
the ACD then takes the steps necessary to rectify the breach as soon as reasonably practicable, having regard to the interests of Shareholders, and, in any event, within six months or, if it is a transaction in derivatives or a forward transaction, generally five Business Days.

Immediately upon the Depositary becoming aware of any breach of any of the investment and borrowing powers and limits, it must ensure that the ACD takes such appropriate action.

Appendix 3: Other funds managed by the ACD

The ACD is also the manager or authorised corporate director of the following UK authorised investment funds:

Unit Trusts

The Plain Andrews Unit Trust

Smith & Williamson North American Trust

S&W Barro Trust

Smith & Williamson Cash Trust

Smith & Williamson European Growth Trust

Smith & Williamson UK Equity Growth Trust

Smith & Williamson Fixed Interest Trust

Smith & Williamson Far Eastern Growth Trust

Smith & Williamson UK Equity Income Trust

S&W Langham Trust

S&W Magnum Trust

S&W Marathon Trust

Smith & Williamson UK Special Situations Trust

S&W Thoroughbred Trust

S&W Witch General Trust

The Skye Trust

The Endeavour II Fund

The Iceberg Trust

The Enterprise Trust

Eagle Fund

Orchard Fund

Bryn Siriol Fund

The Millennium Fund

The Wessex Portfolio Trust

The Jetwave Trust

ICVCs
S&W Millbank Investment Funds

The Lowesby Fund

S&W Deucalion Fund

S&W Journey Fund

The Jay Fund

The Brixworth Fund

Sylvan Funds

Smith & Williamson Funds

Sardasca Fund

Midsummer Titania Fund

The Beamish Fund

Smith & Williamson Investment Funds ICVC

The Headway Fund

The Smithfield Fund

The Kelway Fund

The MF Fund

Brushfield Defined Funds

S&W Aubrey Capital Management Investment Funds

The Munro Fund

S&W Taube Global Fund

The Frontier Fund

The Greylag Fund

The Gloucester Portfolio

The Staffordshire Portfolio

Onshore Portfolios ICVC

Forest Fund ICVC

Knotts Investments Fund

S&W Tactica Multi Asset Portfolios

The Brighton Rock Fund

The Milne Fund

The Stellar Fund

Moidart Investment Fund

Pityoulish Investments Fund

Taber Investments Fund

S&W Matterley Investment Funds

S&W Revera Fund

The Capital Link Growth Fund

Wood Street Microcap Investment Fund
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