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This document is a supplement to the prospectus dated 30 January 2020 (the “Prospectus”) 

issued by Core Market Strategies ICAV (the “ICAV”).  This Supplement forms part of, and 

should be read in conjunction with, the Prospectus.   

 

Investors’ attention is drawn, in particular, to the risk warnings contained in the section of the 

Prospectus entitled “Special Considerations and Risk Factors”.   
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The Directors of the ICAV, whose names appear on page 1 of the Prospectus, accept responsibility for 

the information contained in this Supplement.  To the best of the knowledge and belief of the 

Directors (who have taken all reasonable care to ensure that such is the case), the information 

contained in this document is in accordance with the facts and does not omit anything likely to affect 

the import of such information. 
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INTERPRETATION 

 

Capitalised terms shall have the same meaning herein as in the Prospectus. 

 

Definitions 

“Ancillary Liquid 

Assets” 

includes cash deposits, short term debt securities, certificates of deposit, 

bankers acceptances and money market instruments (such as short-term 

government bonds and commercial paper); 

 

“Business Day” means, unless otherwise determined by the Directors and notified in advance 

to the Shareholders, a day (excluding Saturdays and Sundays) on which the 

banks in both Ireland and the UK are is open for normal business; 

 

“Credit Derivative” means the type of financial derivative instrument through which the Sub-

Fund will contract with a CCP to sell insurance protection on a basket of 

entities referenced by  the Index. In the context of the Sub-Fund, it is 

intended that the Credit Derivatives will be in the form of credit default 

swaps (“CDS”); 

 

“CPP” means a central counterparty being an organisation that helps facilitate 

trading in European derivatives. The CCP’s prime responsibility is to provide 

efficiency and stability to the financial markets in which they operate; 

 

“Dealing Day” means, unless otherwise determined by the Directors and notified in advance 

to Shareholders, each Business Day; 

 

“Fixed Income 

Securities” 

means any Investment Grade or sub-Investment Grade convertible, 

exchangeable, non-exchangeable and non-convertible debt securities, fixed 

and floating rate bonds, zero coupon and discount bonds, transferable notes, 

mortgage-backed and asset-backed securities, commercial paper, certificates 

of deposits of variable or fixed interest rates, bonds issued or guaranteed by 

corporations or governments or governmental agencies or instrumentalities 

thereof, central banks or commercial banks. Such Fixed Income Securities 

shall be deemed eligible collateral by the relevant CCP in respect of Credit 

Derivatives entered into by the Sub-Fund and will not embed leverage; 

 

“Index” means the Markit iTraxx® European Crossover Series 27. It comprises up to 

75 European companies chosen for the liquidity of their debt. The Index 

measures the return for a credit protection seller holding the most current 

issue of the iTraxx Crossover credit derivative with a term of 5 years. The 

Index is comprised of up to 75 European companies and is calculated on a 

total return basis meaning that any balance that remains after acquiring the 

credit exposure will earn interest at the rate at which banks in the Eurozone 

lend to each other on an overnight basis (as calculated by the European 

Central Bank). The entities do not have material sectoral, industry or market 

capitalisation bias. The number of referenced entities may change over time 

and is not required to remain at 75; 

 

“Initial Offer 

Period” 

 

means the period beginning at 9.00 a.m. (Irish time) on 25 May 2017 and 

terminating at 5.00 p.m. (Irish time) on 30 July 2020 or such other period 

determined by the Directors in accordance with the requirements of the 

Central Bank; 
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Definitions 

 

“Investment Grade” in reference to a security means that the security has a rating of BBB- or 

higher from S&P Standard & Poor’s Financial Services LLC or Baa3 or 

higher from Moody’s Investors Service, Inc. or the equivalent or higher from 

another nationally recognised statistical rating agency or that the security is 

not rated but is considered by the Investment Manager to be of similar 

quality;  

 

“Settlement Time” 

 

means, for subscriptions, the relevant Valuation Point, and for redemptions, 

5.00 p.m. on the third Business Day after the relevant Dealing Day, or such 

other times as may be agreed with the Investment Manager provided that in 

the case of redemptions, the Settlement Time shall not be later than 5.00 p.m. 

on the tenth Business Day after the relevant Dealing Day; 

 

“Trade Cut-Off 

Time” 

 

means, for subscriptions and redemptions, 12 p.m. (Irish time) on the 

relevant Dealing Day, or such other times as may be agreed with the 

Administrator provided that the Trade Cut-Off Time shall always precede the 

Valuation Point; and 

 

“Valuation Point” means, unless otherwise determined by the Directors and notified in advance 

to Shareholders, 5.00 p.m. (Irish time) on the relevant Dealing Day.   

 

 

INVESTMENT OBJECTIVE, STRATEGY AND POLICY 

 

Investment Objective The objective of the Sub-Fund is to seek capital appreciation.   

 

There can be no assurance that the Sub-Fund will achieve its investment 

objective.   

 

Investors should note that an investment in the Sub-Fund should not 

constitute a substantial proportion of an investment portfolio and may 

not be appropriate for all investors.   

 

The Sub-Fund will invest principally in FDI.   

 

The Sub-Fund may invest all of its Net Asset Value in Ancillary Liquid 

Assets in accordance with the Investment Policy below.  The attention of 

investors is drawn to the difference between the nature of a deposit and 

the nature of an investment in the Sub-Fund because an investment in the 

Sub-Fund is capable of fluctuation as the Net Asset Value of the Sub-

Fund fluctuates.   

 

 

Investment Strategy The investment strategy of the Sub-Fund involves generating returns through 

exposure to the corporate credit risk of, at launch, 75 liquid entities referenced 

by the Index. Rather than entering into single CDS for each entity the 

investment strategy is to benefit from lower transaction costs by entering into 

a single CDS referencing a basket of CDS contracts on each of the 75 entities. 

The universe of up-to 75 underlying entities referenced by the Sub-Fund will 

be adjusted to reflect changes in the entities due to the launch of a new series 

of the index. By rolling positions in this manner credit exposures are 
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maintained as consistent with each series of the index and keeping the 

maturity profile of the CDS exposures within a maturity band of between 5.25 

and 4.75 years. The investment strategy applies leverage (maximum 200% of 

NAV) and varies this exposure dynamically through the life of the investment 

strategy using an adaptation of “Constant Proportion Portfolio Insurance” 

(CPPI) trading rules and a momentum signal overlay that dynamically 

allocates exposure between the CDS, Fixed Income Securities and Ancillary 

Liquid Assets.  Constant Proportion Portfolio Insurance, or CPPI, is a 

dynamic asset allocation strategy. The strategy actively allocates between two 

asset classes, (i) a safer asset (such as Ancillary Liquid Assets) and (ii) a 

riskier asset (such as CDS exposure on the Index). In rising markets the 

strategy allocates more towards the risky asset while in falling market, the 

strategy allocates more towards the safe asset. The strategy leverage is 

managed to a "floor". A floor provides a limit for a particular activity and in 

this case the floor functions as a lower limit.  If the Sub-Fund NAV is at or 

below the floor, leverage is set at a minimum of 10% of the Sub-Fund NAV.  

The leverage is determined by the difference between the Sub-Fund NAV and 

the floor.  The leverage increases as the Sub-Fund NAV moves upward from 

the floor. 

 

Momentum is a common indicator used in price trend following strategies and 

refers to the rate of change on price movements for a particular asset – that is, 

the speed at which the price is changing.  The Sub-Fund uses simple statistical 

techniques to determine the direction and strength of the current price trend of 

the Index. Positive trend and high strength means high momentum. Positive 

trend and low strength means low momentum. The value of momentum 

translates to setting the leverage level within the Sub-Fund. If that leverage is 

larger than that determined by the adapted CPPI indicator, the leverage of the 

Sub-Fund is determined by the value of the momentum indicator only (up to a 

maximum of 200% of Net Asset Value), regardless of the difference between 

the Sub-Fund NAV and the lower limit on the Sub-Fund NAV (upon which 

the adapted CPPI rules depend). If that leverage is less than that determined 

by the adapted CPPI indicator, it is ignored. 

 

The investment strategy of the Sub-Fund is primarily based on selling credit 

protection (similar to an insurance policy) on the Index which will, in turn, 

generate income premium (coupons) and provide net returns for the Sub-Fund. 

The fixed coupon rate is determined by reference to the price of providing 

credit protection on the reference entities. 

 

The Index measures the return for a credit protection seller (such as the Sub-

Fund) of holding the most current series of the Index credit derivative 

exposure for a term of 5 years. Markit, the sponsor of the Index, calculates 

coupon rates reflective of the cost for provide credit protection and the impact 

of defaulting entities on the Index. Where a default occurs with respect to a 

referenced entity the recovery value is determined by obtaining quotations for 

a specified obligation referred to as the "reference obligation" from other 

credit derivatives market participants. The Sub-Fund must then make a 

payment (sometimes referred to as a "loss amount" or a "cash settlement 

amount") to the credit protection buyer equal to the difference between par 

value and recovery value. This is referred to as a "cash settled credit derivative 

transaction". The Sub-Fund is exposed to an amount reflective of the loss 

amount apportioned to that entity in the Index.  

 

The investment strategy exposes the Sub-Fund (and investors in the Sub-
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Fund) to credit risk on corporate debt/bonds and related obligations of each of 

the entities referenced. Credit risk refers to the risk that a company or other 

entity (referred to as the “reference entity”) may fail to perform its payment 

obligations under a transaction when they are due to be performed as a result 

of deterioration in its financial condition. The parties which bear the credit 

risk of a reference entity may seek to pass on this risk through a Credit 

Derivative such as a CDS. In seeking to sell credit protection on the 

obligations of the 75 companies referred to above, the Sub-Fund is exposed to 

losses caused by the default of any one of the 75 companies. When a default 

occurs the relevant entity is removed from the Index and the number of 

referenced entities reduces accordingly. A fundamental aspect of the strategy 

is the expectation that the aggregate of the premium income received by the 

Sub-Fund, in respect of the CDS it has entered into, will be higher than its 

payment obligations arising by virtue of a default through the mechanism of 

such CDS. 

 

The performance of the Sub-Fund’s investment strategy will depend on 

several factors including the market value of the CDS, returns generated by 

selling credit protection and losses paid following defaults by those referenced 

entities. The Sub-Fund’s investment strategy does not seek to return the 

performance of the Index. The investment strategy seeks to give investors a 

degree of principal protection. The Investment Manager manages the portfolio 

including all Ancillary Liquid Assets and Fixed Income Securities in such a 

manner that it is expected, judging from historical price data, no more than 

20% of the portfolio is at risk at any one time in seeking to follow the 

investment strategy.  The adapted CPPI strategy reduces the leverage of the 

strategy when the value of the Sub-Fund’s CDS positions fall. This aspect of 

the strategy provides a level of protection for the investor.  The momentum 

overlay only increases leverage when statistically there is a high probability of 

an upward price trend continuing.  From the results of testing the strategy 

using historical price data, it is reasonable to assume that no more than 20% of 

the value of the Sub-Fund is at risk but there is no guarantee that this can be 

achieved in the future. As such, where the portion of the Sub-Fund NAV at 

risk of breaching 20% portfolio risk target, the Investment Manager will take 

action either by allocating a greater exposure to the Ancillary Liquid Assets or 

reducing exposure to the CDS contracts to provide for capital protection and 

preservation.  Any form of capital preservation is not guaranteed but the 

Investment Manager actively manages down exposures to ensure the risk to 

capital is, where possible, minimised.   

 

The sponsor of the index, Markit, determines quarterly a fixed coupon price 

(i.e., the price paid to the Sub-Fund for providing the credit protection on the 

75 entities through the mechanism of a CDS), which is paid quarterly by the 

buyers of protection on the Index, i.e. a short index position. Upfront 

payments are delivered at both the initiation and close of the CDS transaction 

to reflect the changes in price of the Index during the period. Correspondingly, 

the Sub-Fund, as a credit protection seller, receives the coupon price from the 

protection buyer and this is the primary source of fixed income to be received 

by the Sub-Fund. 

 

Investment Policy In seeking to achieve the investment strategy described above, the Sub-Fund 

will primarily invest in CDS listed and/or traded on a Regulated Market which 

provide exposure to the Index. The Sub-Fund will invest in CDS for 

investment purposes. 
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The Sub-Fund will retain substantial cash balances in the range of 

approximately 20-40% of its Net Asset Value to fund the margin and 

collateral requirements for its open CDS positions and to facilitate entering 

into new CDS at the discretion of the Investment Manager. The Sub-Fund will 

be required, under the terms of the CDS contracts, to post margin and/or 

collateral to or from the relevant counterparty at regular intervals. For further 

detail on the Sub-Fund’s use of collateral in respect of CDS,    see the section 

below entitled “Use of Collateral”.  The Sub-Fund may have multiple open 

CDS positions on a daily basis. Where the Investment Manager adjusts trading 

positions in accordance with the investment strategy, as a result of the adapted 

CPPI and momentum overlay, during a trading day it will not adjust the single 

CDS but enter into a new CDS to reflect such changes. All open CDS 

exposures are aggregated at the end of each business day into a single CDS 

exposure (i.e. all open contracts are replaced by a single contract).  

 

At any one time, any of the Sub-Fund’s assets that are not allocated to CDS or 

held in cash will be invested in non-cash Ancillary Liquid Assets and Fixed 

Income Securities listed and/or traded on a Regulated Market. It is expected 

that the Sub-Fund’s allocation to non-cash Ancillary Liquid Assets and Fixed 

Income Securities will ordinarily be in the range of 60% to 100% of its Net 

Asset Value. In circumstances where the cost of maintaining the CDS 

contracts held by the Sub-Fund materially increases on an annualised basis, it 

is possible that the allocation to non-cash Ancillary Liquid Assets and Fixed 

Income Securities may be at the higher end of that range. 

 

As the Fixed Income Securities in which the Sub-Fund may invest must be 

deemed eligible collateral by the relevant CCP, it is not expected that they will 

be sub-Investment Grade. For detail on the risks associated with investment in 

the Sub-Fund including investment in sub-Investment Grade securities, see the 

section of the Prospectus entitled “Risk Factors”. Fixed Income Securities and 

Ancillary Liquid Assets held by the Sub-Fund may be used as collateral or 

sold to provide cash required for margin payments. The Index operates on the 

basis that coupons received are usually re-invested and the Sub-Fund follows 

this approach. 

 

The Investment Manager has sophisticated trading and risk management 

systems in place in respect of the Sub-Fund and significant experience in 

investing in CDS. Accordingly, through the use of its position keeping and 

risk management systems, the Sub-Fund’s nominal value of credit exposures 

can be accurately monitored. The Investment Manager factors the cost of 

maintaining the Sub-Fund’s existing CDS positions and the interest margin 

associated with these positions and margin calls when considering whether to 

increase or decrease its exposure to the Index through CDS. 

 

All CDS entered into by the Sub-Fund will be centrally cleared with a CCP.  

 

Will the Sub-Fund 

employ leverage? 

Based on Investment Manager’s experience running similar strategies, it is 

extremely unlikely that the notional leverage will be more than 200% of Net 

Asset Value on a daily basis (calculated on a sum of the notionals basis). 

Leverage is monitored by the Investment Manager as a key metric but 

unprecedented market volatility coupled with a seizure of the market for the 

CDS Index could theoretically result in leverage temporarily exceeding 200%. 

Further detail on the calculation of global exposure is set out in the financial 

derivative instrument Risk Management Process of the Sub-Fund. The Risk 

Management Process employed enables the Sub-Fund to accurately measure, 
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monitor the risks associated with Sub-Fund including leverage and 

management of the CDS. 

 

The Sub-Funds level of leverage will be monitored regularly.  The investment 

strategy varies this exposure dynamically through the life of the investment 

strategy using an adaptation of CPPI trading rules that dynamically allocates 

exposure between the CDS exposure on the reference entities and Fixed 

Income Securities and Ancillary Liquid Assets. The Investment Manager 

monitors the exposure of the Sub-Fund and, where the risk has the potential to 

reduce its Net Asset Value below a NAV level set at the Investment 

Manager’s discretion, the Investment Manager will exit certain risk exposures 

(e.g. by reducing the exposure of the CDS to the Index such as by reducing the 

derivative notional) to ensure a level of capital preservation in accordance 

with the investment strategy above. Where the Investment Manager is of the 

view that the risk to the set NAV level is low, the Sub-Fund’s leverage can be 

increased to 200% of Net Asset Value. Where the risk profile deteriorates the 

Sub-Fund’s leverage will be decreased.  

 

The Investment Manager also applies a momentum signal overlay that 

allocates exposure between the CDS, Fixed Income Securities and Ancillary 

Liquid Assets. This momentum allocation operates within the leverage 

parameters set out in the above.  Depending on the price momentum of the 

Index, the Investment Manager may alter the exposure to account for the 

prevailing direction of the market and the resultant impact on pricing risk. In a 

time of particular market stress this may include reducing the CDS exposure 

to 10%. 

 

It is intended the Sub-Fund will always seek exposure to the Index / reference 

entities via CDS. However there may be occasions when the NAV of the Sub-

Fund, on a temporary basis, will have a minimal Index exposure. 

 

At the end of each trading day all of the Sub-Fund’s open CDS positions are 

closed into a single CDS exposure. As the Sub-Fund’s CDS is cleared with a 

single market counterparty all CDS exposures are combined into a single CDS 

at the end of each trading day for operational efficiency. 

 

On any trading day the Sub-Fund may hold CDS exposures on the Index. The 

greater the exposure to derivative contracts the greater risk the Sub-Fund is 

exposed to. This risk is actively managed by the Investment Manager and 

further detail on this type of risk can be found in the section of the prospectus 

entitled “Derivative Risks”.  

 

For the purposes of compliance with the UCITS Regulations, the market risk 

of the Sub-Fund will be measured daily using the VaR methodology. In 

accordance with the requirements of the Central Bank, the Sub-Fund is subject 

to an absolute VaR limit of 20% of the Sub-Fund’s Net Asset Value, 

based on a 20 Business Day holding period, a historical observation period of 

at least one year (250 Business Days), unless a shorter observation period is 

justified by a significant increase in price volatility, and a 99% one-tailed 

confidence interval. However, the absolute VaR limit is not expected to 

exceed 10% as a result of the implementation of the Investment Manager’s 

internal risk limits.  VaR is a statistical methodology that seeks to predict, 

using historical data, the likely maximum loss that the Sub-Fund could suffer, 

calculated to a specific one-tailed confidence level (i.e., 99%). Please see 

Schedule 4 to the Prospectus for details of the standards which currently apply 
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to the calculation of the absolute VaR of the Sub-Fund. 

 

There is no additional leverage embedded at the level of the Index and the 

leverage applied will always be through the CDS on the basket of reference 

entities and not other assets. 

What is credit 

protection? 

 

While institutions that issue bonds and other forms of debt may have a 

relatively high degree of confidence in the security of their position, they have 

no way of guaranteeing that they will be able to make good on their debt. As 

these kinds of debt securities often have lengthy terms to maturity, the issuer 

may not have any certainty in respect of its financial position throughout the 

term of the security. If the relevant security is not well-rated, default on the 

part of the issuer may be likely. 

 

Credit protection is, in effect, insurance against non-payment. Through 

purchasing credit protection, the buyer can mitigate the risk of their 

investment by shifting all or a portion of that risk onto a protection seller in 

exchange for a periodic fee. CDS provide an efficient way of achieving this. 

In this way, the buyer of a CDS receives credit protection, whereas the seller 

of the CDS guarantees the credit worthiness of the underlying debt security. 

For example, the buyer of a CDS will be entitled to an amount equal to the par 

value (less any amounts recovered by the buyer) of the contract from the seller 

of the CDS, should the relevant issuer default on its payment obligations. 

 

 

What impacts the 

performance/return 

of the Sub-Fund? 

 

The performance of the investment strategy will depend on several factors 

including: 

 

(i) the market value of the CDS where the Sub-Fund has sold protection on the 

Index. By selling protection on a debt instrument, the Sub-Fund receives a 

fixed premium but also carries the future risk of paying out on the protection 

sold; 

 

(ii) returns generated from selling the CDS (the receipt of premiums less 

losses paid following defaults of companies referenced in the Index); 

 

(iii) returns generated by changing the leverage of CDS in the investment 

strategy (as described above); 

 

(iv) the mark-to-market value of the Fixed Income Securities and Ancillary 

Liquid Assets; and 

 

(v) returns generated from selling the Fixed Income Securities and Ancillary 

Liquid Assets. 

 

It should be noted that the investment strategy, whilst trading CDS does not 

seek to return the performance of the Index as the Investment Manager may 

adjust exposures to seek to outperform the base Index return. 

 

 

Investment in 

Collective 

Investment Schemes 

 

The Sub-Fund will not invest in Eligible Collective Investment Schemes. 

 

 

Description of the 

Index 

The Index is owned by Markit Indices Limited, part of Markit, and measures 

the return for a credit protection seller of holding a five year Index exposure. 

The Index reflects a long credit position i.e., selling protection on the Index / 
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reference entities. The Index provides exposure to the corporate credit of up to 

75 liquid Investment and sub-Investment Grade entities referenced by the 

Index through referencing CDS on each entity. The Index attempts to track the 

cost of selling protection (insurance) on the performance of debt issued by 

referenced European corporates. The Index is a CDS index which is a Credit 

Derivative used to hedge credit risk or to take a position on a basket of credit 

entities. Unlike a CDS, which is an over-the-counter credit derivative, a CDS 

index is a completely standardised credit security and may therefore be more 

liquid and trade at a smaller bid-offer spread. This means that it can be 

cheaper to trade a portfolio of CDS or bonds with a CDS index than it would 

be to buy many single name CDS to achieve a similar effect. CDS indices are 

benchmarks for protecting investors owning bonds against default, and traders 

use them to speculate on changes in credit quality. 

 

Following a credit event in a constituent entity of the Index, a committee votes 

to decide if a credit event has occurred for the entity and if an auction for the 

defaulted entity’s issued securities is to be held. If the outcome of this vote is 

positive, Markit publishes a new version of the index annex, zero weighting 

the relevant entity i.e. the “reduced” index. The constituent securities of the 

Index change including as a result of the Index being rebalanced. The Index is 

rebalanced at the end of each calendar half year and the costs of the 

rebalancing which are not expected to be significant will be borne through the 

CDS. 

 

The Directors reserve the right, if they consider it in the interests of the Sub-

Fund to do so and following receipt of Shareholder and necessary regulatory 

consents (including consent to update this Supplement), to substitute another 

index for the Index if: the weightings of constituent securities of the Index 

would cause the Sub-Fund (if it were to follow the Index closely) to be in 

breach of the UCITS Regulations; the particular Index or index series ceases 

to exist; a new index becomes available which supersedes the existing Index; 

a new index becomes available which is regarded as the market standard for 

investors in the particular market and/or would be regarded as of greater 

benefit to the Shareholders than the existing Index; any charges associated 

with the Index increase to a level which the Directors consider too high; the 

quality (including accuracy and availability of data) of a the Index has, in the 

opinion of the Directors, deteriorated; or where an index becomes available 

which more accurately represents the likely tax treatment of the Sub-Fund in 

relation to the component securities in that index. 

 

Further information on iTraxx® can be found with the Bloomberg code ITRX 

<GO>. 

 

Additional information on the Index and the general methodology behind the 

Index can be found on: 

http://content.markitcdn.com/corporate/Company/Files/DownloadFiles?CMSI

D=a053260d11e246b19adf81d1795c6366 

 

Information on constituent entity selection and roll dates can be found on: 

http://content.markitcdn.com/corporate/Company/Files/DownloadFiles?CMSI

D=8f9aac29a7094d4988327869455a2bda 

 

The Investment Manager will roll the credit protection position to the entities 

referenced by the next most current series of the Index with a 5.25 year term. 

The Investment Manager will monitor the Index for compliance with, on a 
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look through basis, the UCITS diversification limits and will not enter into 

new exposures in breach of such limits. 

 

 

What is Credit Risk Credit risk refers to the risk that a company or other entity (referred to as the 

“reference entity”) may fail to perform its payment obligations under a 

transaction as a result of deterioration in its financial condition. This is a risk 

for the other companies or parties which enter into transactions with the 

reference entity or in some other way have exposure to the credit of the 

reference entity. The terms “transactions” and “obligations” are used widely. 

They can include loan agreements entered into by the reference entity and also 

debt securities issued by the reference entity. 

 

The parties which bear the credit risk of a reference entity may seek to pass on 

this risk through a credit derivative transaction. A derivative is a financial 

instrument which derives its value from an underlying asset or variable. In the 

case of a credit derivative transaction, the credit risk of the reference entity is 

the relevant variable. 

 

Many financial institutions or banks will regularly quote prices for entering 

into a credit derivative transaction. For a financial institution, entering into 

credit derivative transaction may comprise a large part of its business. Prices 

are quoted on the basis of an analysis of the credit risk of the relevant 

reference entity. If participants in the credit derivatives market think that a 

credit event (as described in the following paragraph) is likely to occur in 

relation to a particular reference entity, then the cost of buying credit 

protection on that reference entity through a credit derivative transaction will 

increase. This is regardless of whether or not there has been an actual credit 

event in respect of the reference entity. The party to the credit derivative 

transaction which purchases credit protection is referred to as the “credit 

protection buyer” and the party which sells the credit protection is referred to 

as the “credit protection seller”. 

 

If a specified credit event occurs in respect of the relevant reference entity or 

in respect of an obligation and certain procedures are satisfied (referred to as 

“conditions to settlement”), the credit protection seller may be obliged to take 

delivery of certain specified obligations at a price of par (typically 100 % of 

their face amount) from the credit protection buyer. The market price of the 

obligations is expected to be lower than par (because the reference entity has 

suffered a credit event, its obligations are less likely to be met and therefore 

are worth less in the market). The proceeds of any sale of the obligations in 

the market are called “recoveries”. A credit protection buyer is likely to select 

obligations to deliver to the credit protection seller with the lowest market 

value. Consequently the value of the recoveries will be less than would 

otherwise be the case. The loss that the credit protection seller incurs (par 

value minus recoveries) is assumed to be the same as the loss that a holder of 

such obligation would incur following the occurrence of a credit event. This 

type of credit derivative transaction is referred to as a “physically settled 

credit derivative transaction”. 

 

Often credit derivative transactions do not provide for physical delivery of the 

relevant obligations against the payment of the par value. Instead, the recovery 

value is determined by obtaining quotations for a specified obligation referred 

to as the “reference obligation” from other credit derivatives market 

participants. The credit protection seller must then make a payment 
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(sometimes referred to as a “loss amount” or a “cash settlement amount”) to 

the credit protection buyer equal to the difference between par value and 

recovery value. This is referred to as a “cash settled credit derivative 

transaction”. 

 

A credit protection seller normally receives periodic payments referred to as 

“credit premiums” from the credit protection buyer for the credit protection it 

provides. 

 

General Investment 

Considerations and 

Risk Profile 

The Sub-Fund is speculative and entails substantial risks. There can be no 

assurance that the investment objective of the Sub-Fund will be achieved.  

Moreover, the practices of leverage and other investment techniques that the 

Investment Manager may employ from time to time can, in certain 

circumstances, maximise the adverse impact to which the Sub-Fund may be 

subject (see the section of the Prospectus entitled “Special Considerations and 

Risk Factors”).   

 

 

Dividend Policy 

 

The Classes of Shares of the Sub-Fund shall not distribute dividends to 

Shareholders. The income and other profits will be accumulated and 

reinvested on behalf of Shareholders.   

 

 

Profile of a Typical 

Investor in the Sub-

Fund 

 

An investment in the Sub-Fund is suitable for investors who are able and 

willing to invest in a sub-fund with a medium to high risk grading. 

 

An investment in the Sub-Fund is intended for financially sophisticated 

investors. Therefore the Sub-Fund is appropriate only for financially 

sophisticated investors who understand its strategy, characteristics and risks.  

 

A “Financially Sophisticated Investor” means an investor who: 

- has knowledge of, and investment experience in, financial products which 

use derivatives and/or derivative strategies (such as this Sub-Fund) and 

financial markets generally; and 

- understands and can evaluate the strategy, characteristics and risks of the 

Sub-Fund in order to make an informed investment decision.  

 

 

Target Market 

Information  

Scheme type : UCITS fund vehicle 

Non-complex  

  

This Sub-Fund is suitable for all investors seeking a Sub-Fund that aims to 

deliver capital appreciation over a long-term investment horizon.  The investor 

should be prepared to bear losses. This Sub-Fund may not be suitable for 

investors who are concerned about short-term volatility and performance, 

seeking a regular source of income and investing for less than five years.  This 

Sub-Fund does not offer capital protection. 

 

 

Risk Factors 

 

Investors’ attention is drawn to the risk factors set out in the section of the 

Prospectus entitled “Special Considerations and Risk Factors”.   

 

 

Base Currency 

 

EUR  
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FEES AND EXPENSES 

 

Fees Payable by the Sub-Fund 

Share Class  Investment Management and 

Distribution Fee* 

Administration 

Fee* 

Depositary Fee* 

Class A EUR  0.40% Up to 0.07% Up to 0.03% 

Class A USD  0.40% Up to 0.07% Up to 0.03% 

Class A GBP  0.40% Up to 0.07% Up to 0.03% 

*Expressed as a percentage of the Net Asset Value of the Sub-Fund.  

 

 

Fees Payable by the Investor 

 

No subscription fee, redemption fee or conversion fee shall be payable in respect of any Class of 

Shares of the Sub-Fund.   

 

Any fees and expenses payable out of the assets of the Sub-Fund other than those set out in this 

Supplement are set out in the Prospectus in the section entitled “Fees and Expenses”. 

 

SHARE CLASSES 

 
Share 

Class 

Class 

Currency 

Hedged 

/Unhedged 

Initial Offer 

Period 

Status** 

Initial Offer 

Price 

Minimum 

Initial 

Investment*† 

Minimum 

Subsequent 

Investment*† 

Class A 

EUR 

EUR Unhedged Funded €100 €10,000 €1,000 

Class A 

USD 

USD Hedged Funded U.S. $100 $10,000 $1,000 

Class A 

GBP 

GBP Hedged Extended £100 £10,000 £1,000 

 

* Where not expressed in the relevant Class Currency, the applicable minimum initial investment, 

minimum subsequent investment and minimum holding amounts will be the currency equivalent in 

the Class Currency.   

 

** This column specifies “New” where a Class is not in issue, “Funded” where a Class in in issue, and 

“Extended” where a Class has been offered, the Initial Offer Period has commenced and is continuing 

but not Shares are in issue.  

 
† The applicable minimum initial investment, minimum subsequent investment and/or minimum 

holding amounts may be waived or reduced for all investors in a Class at the discretion of the 

Directors, who may delegate the exercise of such discretion to the Investment Manager.   

 

USE OF COLLATERAL  

 

The policy that will be applied to collateral arising from OTC derivative transactions relating to the 

Sub-Fund is to adhere to the requirements set out in Schedule 3 to the Prospectus.  This sets out the 

permitted types of collateral, level of collateral required and haircut policy and, in the case of cash 

collateral, the re-investment policy prescribed by the Central Bank pursuant to the UCITS 

Regulations.  The categories of collateral which may be received by the Sub-Fund include cash and 

non-cash assets such as equities, Fixed Income Securities and Ancillary Liquid Assets.  From time to 

time and subject to the requirements in Schedule 3, the policy on levels of collateral required and 

haircuts may be adjusted, at the discretion of the Investment Manager, where this is determined to be 
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appropriate in the context of the specific counterparty, the characteristics of the asset received as 

collateral, market conditions or other circumstances. The haircuts applied (if any) by the Investment 

Manager are adapted for each class of assets received as collateral, taking into account the 

characteristics of the assets such as the credit standing and/or the price volatility, as well as the 

outcome of any stress tests performed in accordance with the requirements in Schedule 3.  Each 

decision to apply a specific haircut, or to refrain from applying any haircut, to a certain class of assets 

should be justified on the basis of this policy.  

 

If cash collateral received by the Sub-Fund is re-invested, the Sub-Fund is exposed to the risk of loss 

on that investment.  Should such a loss occur, the value of the collateral will be reduced and the Sub-

Fund will have less protection if the counterparty defaults. The risks associated with the re-investment 

of cash collateral are substantially the same as the risks which apply to the other investments of the 

Sub-Fund. For further details see the section of the Prospectus entitled “Risk Factors”. 

 

______________________________________ 


