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IMPORTANT INFORMATION 

THIS DOCUMENT IS IMPORTANT. IF YOU ARE IN ANY DOUBT ABOUT THE CONTENTS OF 

THIS PROSPECTUS AND THE SUPPLEMENTS RELATING TO THE SUB-FUNDS, THEN YOU 

SHOULD CONSULT YOUR STOCKBROKER, BANK MANAGER, SOLICITOR, LAWYER, 

ACCOUNTANT OR OTHER FINANCIAL ADVISER AUTHORISED TO PROVIDE 

INDEPENDENT ADVICE ON THE ACQUISITION OF SHARES AND OTHER SECURITIES 

UNDER THE APPLICABLE LOCAL LAW. 

The contents of this Prospectus are not intended to contain and should not be regarded as containing 

advice relating to legal, taxation, investment or any other matters and prospective investors are 

recommended to consult their own professional advisers for any advice concerning the acquisition, 

holding or disposal of any Shares. 

Before making an investment decision with respect to any Shares, prospective investors should 

carefully consider all of the information set out in this Prospectus and the relevant Supplements as well 

as their personal circumstances. Prospective investors should have regard to, among other matters, the 

considerations described under the heading “RISK FACTORS” in this Prospectus and the statements 

set out under the heading “RISK PROFILE” and “SPECIFIC RISK WARNINGS” in the relevant 

Supplements. 

An investment in the Shares is only suitable for investors who (either alone or in conjunction with an 

appropriate financial or other adviser) are capable of evaluating the merits and risks of such an 

investment and who have sufficient resources to be able to bear any losses that may result therefrom. 

General 

Shares in the Company are offered on the basis of the information and the representations contained in the 

current Prospectus accompanied by the latest annual report and semi-annual report, if published after the 

latest annual report, as well as the documents mentioned herein which may be inspected by the public at the 

registered office of the Company. The Company also publishes KIIDs which may be obtained free of charge 

at the registered office of the Company. Any further information given or representations made by any dealer, 

salesman or other person must not be relied upon as being authorised by the Company. Recipients of this 

document should note that there may have been changes in the affairs of the Company since the date hereof. 

Investors must also refer to the relevant Supplements attached to the Prospectus. Each Supplement sets out 

the specific objectives, policy and other features of the relevant Sub-Fund to which the Supplement relates as 

well as risk factors and other information specific to the relevant Sub-Fund. Each prospective investor who is 

Permitted US Person to invest in one or more Funds must also carefully review a United States Supplement 

(the “US Supplement”) to this Prospectus, which is separately provided. 

All Shareholders are entitled to the benefit of, are bound by and are deemed to have notice of, the provisions 

of the Prospectus, the Supplements, the US Supplement (if applicable) and Articles of the Company. 

Definitions 

Unless the context otherwise requires, or as otherwise provided in this Prospectus, capitalised words and 

expressions shall bear the respective meanings ascribed thereto under the heading “DEFINITIONS”. 
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Use of Derivatives 

The Company is allowed to use derivatives and some Sub-Funds will use derivatives as part of their 

investment policy. 

While the prudent use of derivatives can be beneficial, derivatives also involve risks different from, and, in 

certain cases, greater than, the risks presented by more traditional investments. A detailed description of the 

risks relating to the use of derivatives may be found under the heading “Use of Derivatives” of section 8.5. 

The Supplement relating to each Sub-Fund will give more precise information on the derivatives, if any, used 

by the Sub-Fund other than for hedging purposes. 

Investment Risks 

There can be no assurance that the Company will achieve its investment objectives in respect of any Sub-

Fund. An investment in the Company involves investment risks including those set out under the heading 

“RISK FACTORS” and as may be set out in the relevant Supplements. The risk profile of investors in a 

particular Sub-Fund will be specified in the relevant Supplement. 

Any investment in any Sub-Fund should be viewed as a medium to long-term investment (depending on the 

specific investment objective of the relevant Sub-Fund). Shares may however be redeemed on each Dealing 

Day. 

The price of the Shares of any Sub-Fund can go down as well as up and their value is not guaranteed. 

Shareholders may not receive the amount that they originally invested in any Class of Shares or any amount at 

all. 

Selling Restrictions 

The distribution of this Prospectus and the offering or purchase of Shares may be restricted in certain 

jurisdictions. This Prospectus does not constitute an offer of or invitation or solicitation to subscribe for or 

acquire any Shares in any jurisdiction in which such offer or solicitation is not permitted, authorised or 

unlawful. Persons receiving a copy of this Prospectus in any jurisdiction may not treat this Prospectus as 

constituting an offer, invitation or solicitation to them to subscribe for Shares notwithstanding that, in the 

relevant jurisdiction, such an offer, invitation or solicitation could lawfully be made to them without 

compliance with any registration or other legal requirement. It is the responsibility of any persons in 

possession of this Prospectus and any persons wishing to apply for Shares to inform themselves of, and to 

observe, all applicable laws and regulations of any relevant jurisdiction. Prospective applicants for Shares 

should inform themselves as to the legal requirements of so applying, and any applicable exchange control 

regulations and taxes in the countries of their respective citizenship, residence or domicile. Prospective 

investors should refer to section 19 in order to know the selling restrictions applicable in certain 

jurisdictions. 

Prospective investors may subscribe for Shares by completing the applicable application form which will be 

available from the Administrative Agent and/or, if applicable, the Global Distributor or other distributor 

named in the Prospectus or the relevant Supplement. 

The Shares have not been, and will not be, registered under the Securities Act of 1933, as amended (the 

“Securities Act”) or the securities laws of any of the states of the United States and the Company has 

not been, and will not be, registered under the Investment Company Act of 1940, as amended, or the 

laws of any of the states of the United States. Accordingly, no securities regulatory authority or 

commission in the United States, including the US Securities and Exchange Commission, has passed 

upon the value of the Shares, made any recommendations as to their purchase, approved or 
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disapproved of the offering of Shares for sale, or passed upon the adequacy of this Prospectus or any 

Supplement. Any contrary representation is a criminal offence. 

The Shares may not be offered, sold or pledged or otherwise transferred directly or indirectly in the United 

States or to or for the account or benefit of any US Person, except pursuant to an exemption from, or in a 

transaction not subject to the requirements of, the Securities Act and any applicable US state securities laws 

and to Permitted US Persons. To constitute an offer to any Permitted US Person, this Prospectus must be 

accompanied by the US Supplement. There is no public market for Shares, and no such market is expected to 

develop in the future. The Shares are subject to restrictions on transferability and may not be transferred or re-

sold except as permitted under the Securities Act and any other applicable securities laws pursuant to 

registration or exemption therefrom. In the absence of an exemption or registration, any resale or transfer of 

any of the Shares in the United States or to US Persons may constitute a violation of US law. Purchasers of 

Shares should be aware that they may be required to bear the financial risks of an investment in the Shares for 

an indefinite period of time. 

Each applicant for Shares must certify that it is, among other things, acquiring the Shares purchased by it for 

investment purposes and not with a view to, or for offer or resale in connection with, any distribution in 

violation of the Securities Act or other applicable securities law, and that it meets the suitability requirements 

set forth in the applicable subscription documents. 



 

5 

TABLE OF CONTENTS 

Contents  

1 Definitions 12 

2 The Company 22 

3 The Sub-Funds and Classes of Shares 22 

4 The Management Company 24 

5 The Investment Objectives and Policies 24 

6 Investment Restrictions 26 

7 Collateral Policy 39 

8 Risk Factors 45 

9 Typology of Risk Profiles 80 

10 Subscriptions, Redemptions and Conversion of Shares 81 

11 Management of the Company 88 

12 Fees, Compensation and Expenses borne by the Company 93 

13 Dividends 97 

14 Tax Aspects 98 

15 Calculation and Suspension of Net Asset Value 102 

16 Suspension of Determination of Net Asset Value, Issue, Redemption and Conversion of Shares 105 

17 General Information 106 

18 Liquidation, Merger of Sub-Funds 107 

19 Information required by the securities laws of certain jurisdictions 109 

20 Commodity Futures Trading Commission Registration Exemption Notice 110 

  



 

6 

FIRST SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – MARSHALL WACE TOPS 

UCITS FUND (MARKET NEUTRAL) 111 

SECOND SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – YORK EVENT – DRIVEN 

UCITS FUND 124 

THIRD SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – CCI HEALTHCARE LONG-

SHORT UCITS FUND 140 

FOURTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – THEOREMA EUROPEAN 

EQUITY LONG-SHORT UCITS FUND 148 

FIFTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – YORK ASIAN EVENT-

DRIVEN UCITS FUND 160 

SIXTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – GRAHAM CAPITAL 

SYSTEMATIC MACRO UCITS FUND 174 

SEVENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – AQR GLOBAL 

RELATIVE VALUE UCITS FUND 181 

EIGHTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – OCH-ZIFF EUROPEAN 

MULTI-STRATEGY UCITS FUND 192 

NINTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – WESTCHESTER MERGER 

ARBITRAGE UCITS FUND 202 

TENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – BEACH POINT 

DIVERSIFIED CREDIT UCITS FUND 210 

ELEVENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – MERRILL LYNCH 

DIVERSIFIED FUTURES UCITS FUND 221 

TWELFTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – CASTLERIGG EQUITY 

EVENT AND ARBITRAGE UCITS FUND 231 

THIRTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – MERRILL LYNCH 

DYNAMIC CAPITAL PROTECTION UCITS FUND 240 

FOURTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – MERRILL LYNCH 

ENHANCED VOLATILITY PREMIUM FUND 249 

FIFTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – MERRILL LYNCH 

MLCX COMMODITY ENHANCED BETA FUND 259 

SIXTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – MERRILL LYNCH 

MLCX COMMODITY ENHANCED BETA EX AGRICULTURE FUND 272 

SEVENTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – MERRILL LYNCH 

MLCX COMMODITY ALPHA FUND 289 

EIGHTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – FENICIAN EQUITY 

LONG SHORT UCITS FUND 327 

NINETEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – ZEAL VOYAGE 

GREATER CHINA UCITS FUND 336 



 

7 

TWENTIETH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – GOTHAM U.S. 

EQUITY LONG/SHORT UCITS FUND 346 

TWENTY FIRST SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – MERRILL LYNCH 

CREDIT FUND 2016 354 

TWENTY SECOND SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – PASSPORT 

CAPITAL GLOBAL EQUITY LONG SHORT UCITS FUND 363 

TWENTY THIRD SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – 

WILLOWBRIDGE-PRAXIS GLOBAL MACRO UCITS FUND 372 

  

  



 

8 

 

MANAGEMENT AND ADMINISTRATION 

Registered Office 

49, avenue J.F. Kennedy 

L-1855 Luxembourg 

Grand-Duchy of Luxembourg 

 

BOARD OF DIRECTORS OF THE COMPANY 

Chairman 

Jean-Claude Wolter 

Avocat Honoraire 

11 B, boulevard Joseph II 

L-1840 Luxembourg 

Grand-Duchy of Luxembourg 

Members 

Paul Guillaume 

Managing Partner 

Altra Partners S.A. 

370, route de Longwy 

L-1940 Luxembourg 

Grand-Duchy of Luxembourg 

Thomas Nummer 

Carne Global Financial Services (Luxembourg) S.à r.l. 

European Bank and Business Centre 

6B, route de Trèves 

L-2633 Luxembourg 

Grand Duchy of Luxembourg 

Patrick Schegin 

Managing Director 

Merrill Lynch International 

2 King Edward Street 

London EC1A 1HQ 

United Kingdom 

 

  



 

9 

 MANAGEMENT COMPANY 

CM Investment Solutions Limited 

 Bank of America Merrill Lynch Financial Centre 

2 King Edward Street 

London EC1A 1HQ 

United Kingdom 

BOARD OF DIRECTORS OF THE MANAGEMENT COMPANY 

Chairman 

Patrick Schegin 

Managing Director 

Merrill Lynch International 

2 King Edward Street 

London EC1A 1HQ 

United Kingdom  

Members 

Gavin Lay 

Managing Director 

Merrill Lynch International 

2 King Edward Street 

London EC1A 1HQ 

United Kingdom 

Philippe Lopategui 

Managing Director 

Merrill Lynch International 

2 King Edward Street 

London EC1A 1HQ 

United Kingdom 

 

CUSTODIAN BANK 

State Street Bank Luxembourg S.C.A. 

49, avenue J.F. Kennedy 

L-1855 Luxembourg 

Grand-Duchy of Luxembourg 

 

REGISTRAR AND TRANSFER AGENT 

State Street Bank Luxembourg S.C.A. 

49, avenue J.F. Kennedy 

L-1855 Luxembourg 

Grand-Duchy of Luxembourg 

 

  



 

10 

ADMINISTRATIVE AGENT 

State Street Bank Luxembourg S.C.A. 

49, avenue J.F. Kennedy 

L-1855 Luxembourg 

Grand-Duchy of Luxembourg 

 

PAYING AGENT 

State Street Bank Luxembourg S.C.A. 

49, avenue J.F. Kennedy 

L-1855 Luxembourg 

Grand-Duchy of Luxembourg 

 

DOMICILIARY AGENT 

State Street Bank Luxembourg S.C.A. 

49, avenue J.F. Kennedy 

L-1855 Luxembourg 

Grand-Duchy of Luxembourg 

GLOBAL DISTRIBUTOR 

Merrill Lynch International 

2 King Edward Street 

London EC1A 1HQ 

United Kingdom 

 

INVESTMENT MANAGER 

(please refer to the Supplement of the relevant Sub-Fund) 

 

LISTING AGENT 

State Street Bank Luxembourg S.C.A. 

49, avenue J.F. Kennedy 

L-1855 Luxembourg 

Grand-Duchy of Luxembourg 

 

LEGAL ADVISER 

Linklaters LLP 

35, avenue John F. Kennedy 

L-1855 Luxembourg 

Grand-Duchy of Luxembourg 

 

AUDITORS OF THE COMPANY 

PricewaterhouseCoopers Société coopérative 

2, rue Gerhard Mercator 

L-2182 Luxembourg 

Grand-Duchy of Luxembourg 



 

11 

 

AUDITORS OF THE MANAGEMENT COMPANY 

PricewaterhouseCoopers LLP 

7 More London Riverside 

London, SE1 2RT 

United Kingdom 

 

 

  



 

12 

1 Definitions 

In this Prospectus, the following defined terms shall have the following meanings: 

“Administrative Agent” Means State Street Bank Luxembourg S.C.A., with its 

registered office at 49 Avenue J.F. Kennedy, L-1855 

Luxembourg, Grand Duchy of Luxembourg acting as 

Administrative Agent, Domiciliary and Corporate Agent, 

Paying Agent, Registrar and Transfer Agent and Listing Agent; 

“Administration Agreement” Means the administration agency, domiciliary, corporate and 

paying agency, registrar and transfer agency and listing agency 

agreement dated 17 February 2015 between the Company, the 

Management Company and the Administrative Agent as 

amended, supplemented or otherwise modified from time to 

time; 

“Administrative and Operating Fee” Means the fee received by the Management Company in 

respect of each Sub-Fund and covering the fees and expenses 

connected with the establishment, management and operation 

of the Sub-Fund, as further described in section 12 of the 

Prospectus and each Supplement; 

“Articles” or “Articles of Association” Means the articles of association of the Company as the same 

may be amended, supplemented or otherwise modified from 

time to time; 

“Bank of America” Means Bank of America Corporation, a bank holding company 

and a financial holding company incorporated under the laws of 

the State of Delaware, USA in 1998; 

“Banking Day” Unless otherwise stated in the relevant Supplement, means any 

day on which banks are open for business in: 

- Luxembourg and London for the Merrill Lynch Sub-Funds, 

and 

- Luxembourg, London and the United States for all other 

Sub-Funds, 

except for 24 December and such other days as the Board of 

Directors may decide or for such days as may be specified in 

the Supplement for a specific Sub-Fund; in particular, for Sub-

Funds that invest a substantial amount of assets outside the 

European Union, the Board of Directors may take into account 

whether the relevant local exchanges are open, and can elect to 

treat such closures as non-Banking Days. The Company shall 

endeavour to notify the Shareholders of such cases in advance 

via a publication at www.invest.baml.com/funds; 

“Benefit Plan Investor” Means (a) any employee benefit plan subject to Part 4 of Title I 

of the U.S. Employee Retirement Income Security Act of 1974, 

as amended (“ERISA”), (b) any plan subject to Section 4975 of 

the US Internal Revenue Code of 1986, as amended (the “US 

Tax Code”), (c) any entity whose underlying assets include plan 

assets by reason of a plan’s investment in such entity and (d) 

any entity whose assets are subject to any federal, state or 
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municipal law within the US which contains any rules or 

requirements similar to those in Part 4 of Title I of ERISA or 

Section 4975 of the US Tax Code (“Similar Law”). 

“Board of Directors” Means the board of directors of the Company; 

“CFTC” Means the US Commodity Futures Trading Commission; 

“Class” Means a Class or Classes of Shares relating to a Sub-Fund for 

which specific features with respect to fee structures, 

distribution, marketing target or other specific features may be 

applicable. The details applicable to each Class will be 

described in the relevant Supplement; 

“Clearstream” Means Clearstream Banking, société anonyme; 

“Company” Means Merrill Lynch Investment Solutions, a limited company 

incorporated as an investment company with variable capital 

under the laws of the Grand Duchy of Luxembourg and 

registered pursuant to Part I of the Law of 17 December 2010; 

“CSSF” Means the Commission de Surveillance du Secteur Financier, 

Grand Duchy of Luxembourg; 

“CSSF Circular 02/77” 

 

 

Means the CSSF Circular 02/77 relating to the protection of 

investors in case of NAV calculation error and correction of the 

consequences resulting from non-compliance with the 

investment rules applicable to UCIs, as may be amended, 

supplemented or updated from time to time; 

“CSSF Circular 08/356” Means the CSSF Circular 08/356 relating to “Rules applicable 

to undertakings for collective investment when they employ 

certain techniques and instruments relating to transferable 

securities and money market instruments”, as may be amended, 

supplemented or updated from time to time and in particular by 

CSSF Circular 11/512; 

“CSSF Circular 11/512” Means the CSSF Circular 11/512 concerning the presentation of 

the main regulatory changes in risk management following the 

publication of CSSF Regulation 10-4 and ESMA clarifications, 

further clarifications from the CSSF on risk management rules 

and the definition of the content and format of the risk 

management process to be communicated to the CSSF, as may 

be amended, supplemented or updated from time to time; 

“CSSF Circular 14/592” Means the CSSF Circular 14/592 relating to the ESMA 

Guidelines on ETFs and other UCITS issues, as may be 

amended, supplemented or updated from time to time; 

“CSSF Regulation 10-4” Means the CSSF Regulation 10-4 transposing Commission 

Directive 2010/43/EU of 1 July 2010 implementing Directive 

2009/65/EC of the European Parliament and of the Council as 

regards organisational requirements, conflicts of interest, 

conduct of business, risk management and content of the 

agreement between a depositary and a management company 

into Luxembourg law, as may be amended, supplemented or 

updated from time to time; 
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“Custodian Bank” Means State Street Bank Luxembourg S.C.A., with its 

registered office at 49 avenue J.F. Kennedy, L-1855 

Luxembourg, Grand Duchy of Luxembourg; 

“Custodian Agreement” Means the agreement dated 31 October 2012 between the 

Company and the Custodian Bank as amended, supplemented 

or otherwise modified from time to time; 

“Dealing Day” Means in relation to each Sub-Fund, the Valuation Day on 

which Shares in an existing Class of Shares in an existing Sub-

Fund can be subscribed, redeemed or converted, as specified in 

the relevant Supplement; 

“Dealing Deadline” Means in relation to any Dealing Day, the time by which a 

written request for subscription, redemption or conversion of 

Shares must be received by the Registrar and Transfer Agent; 

“Defined Investment Term” Means, in respect of each relevant Sub-Fund, the predefined 

investment term for which that Sub-Fund has been set up and as 

determined in the Supplement of that Sub-Fund; 

“Directive 78/660/EEC” Means Council Directive 78/660/EEC of 25 July 1978 based on 

Article 54 (3) g) of the Treaty on the annual accounts of certain 

types of companies, as amended from time to time; 

“Directive 83/349/EEC” Means Council Directive 83/349/EEC of 13 June 1983 based 

on the Article 54 (3) (g) of the Treaty on consolidated accounts, 

as amended from time to time; 

“Directors” Means the directors of the Company, whose details are set out 

in this Prospectus and/or the annual and semi-annual reports; 

“Distribution Fee” Means the fee received by the Management Company in 

respect of each Sub-Fund and covering the marketing expenses 

related to the Sub-Fund, as further described in section 12 of 

the Prospectus and each Supplement; 

“Domiciliary and Corporate Agent” Means State Street Bank Luxembourg S.C.A., with its 

registered office at 49 Avenue J.F. Kennedy, L-1855 

Luxembourg, Grand Duchy of Luxembourg; 

“EU” Means the European Union; 

“EPM” Means an efficient portfolio management technique selected by 

the Board of Directors and governed by the CSSF Circular 

08/356 and the CSSF Circular 14/592; 

“EU Member State” Means a member state of the EU; 

“EUR” Means Euro, the single currency of the member states of the 

European Union that have adopted the euro as its lawful 

currency under the legislation of the European Union for 

European Monetary Union (as may be amended from time to 

time); 

“Euroclear” Means Euroclear Bank S.A./N.V. as the operator of the 

Euroclear System; 

FATF Means the Financial Action Task force; 
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“Financing Transaction(s)” Means one or more financing transactions entered into by 

Merrill Lynch Sub-Funds with Reference Asset with First Class 

Institutions in order to generate interest rate flows; 

“First Class Institutions” Means first class financial institutions selected by the 

Management Company, subject to prudential supervision and 

belonging to the categories approved by the CSSF as 

counterparty for an OTC Derivative transaction or an EPM 

transaction and specialised in this type of transactions; 

“Global Distributor” Means MLI, with registered office at 2 King Edward Street, 

London EC1A 1HQ, United Kingdom, a wholly-owned 

indirectly held subsidiary of Bank of America Corporation; 

“Index Sponsor” Means the index sponsor (if any) as disclosed in the relevant 

Supplement; 

“Initial Offering Period” Means, in relation to each Sub-Fund and each Class of Shares 

the first offering of Shares in a Sub-Fund or Class of Shares 

made at the Initial Subscription Price pursuant to the terms of 

the Prospectus and the Supplements (it being understood that 

the Initial Offering Period may be restricted to a single day 

corresponding to the launch date of the relevant Sub-Fund); 

“Initial Offering Period Minimum 

Subscription Amount” 

Means the minimum number of Shares or amount (as 

appropriate) which must be subscribed/converted for by a 

Shareholder during the Initial Offering Period; 

“Initial Subscription Price” Means, in relation to each Class of Shares in each Sub-Fund, 

the amount stipulated in the Prospectus and/or the Supplement 

relating to such Sub-Fund as the subscription price per Share 

for the relevant Class of Shares in connection with the Initial 

Offering Period; 

“Institutional Investor” Means an investor meeting the requirements to qualify as an 

institutional investor for purposes of article 174 of the Law of 

17 December 2010; 

“Investment Advisor” Means any investment advisor appointed by an Investment 

Manager, as the case may be, to provide investment advice to 

one or more Sub-Funds or any successor thereof; 

“Investment Management Agreement” Means the investment management agreement in respect of a 

particular Sub-Fund between the Management Company and 

the third party Investment Manager as may be amended, 

supplemented or otherwise modified from time to time with 

respect to certain Sub-Funds; 

“Investment Instruments” Means transferable securities and all other liquid financial 

assets referred to in section 6.1 of the Prospectus; 

“Investment Management Fee” Means the investment management fee received by the 

Investment Manager in respect of each Sub-Fund; 

“Investment Manager” Means either the Management Company or such person or 

persons from time to time appointed by the Management 

Company as the third party investment manager to a particular 
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Sub-Fund pursuant to the Investment Management Agreement 

and disclosed in the relevant Supplement; 

“KIID” Means the key investor information document in relation to 

each Share Class of each Sub-Fund; 

“Law of 17 December 2010” Means the law dated 17 December 2010 on undertakings for 

collective investment or any legislative replacement or 

amendment thereof; 

“Listing Agent” Means State Street Bank Luxembourg S.C.A., with its registered 

office at 49 avenue J.F. Kennedy, L-1855 Luxembourg, Grand 

Duchy of Luxembourg; 

“Management Company” Means CM Investment Solutions Limited, a limited company 

incorporated in the United Kingdom on 23 December 2013 

authorised by the United Kingdom Financial Conduct Authority 

(“FCA”) to act as a UCITS management company in 

accordance with the UCITS Directive; 

Management Company Agreement Means the management company agreement dated 17 February 

2015 between the Company and the Management Company as 

may be amended from time to time; 

“Market Disruption Event” Means any of the following events: 

(a) it is not possible to obtain a price or value (or an element 

of such price or value) of a substantial proportion of the 

Sub-Fund’s Assets or the Reference Asset(s) (or any 

component thereof) according to the rules or normal 

accepted procedures for the determination of such price or 

value (whether due to the non-publication of such price or 

value or otherwise); 

(b) the calculation of the price or value of a substantial 

proportion of the Sub-Fund’s Assets or the Reference 

Asset(s) (or any component thereof) is, at the relevant 

time impractical or impossible to make; 

 (c) there is a significant reduction in liquidity in a substantial 

proportion of the Sub-Fund’s Assets or the Reference 

Asset(s) (or any component thereof); 

(d) there exists an event or circumstance that prevents or 

materially limits transactions in any Sub-Fund Asset or 

Reference Asset (or any component thereof); 

(e) any suspension of, or limitation is imposed on, trading on 

any exchanges, quotation systems or over-the-counter 

market where a substantial proportion of the Sub-Fund’s 

Assets or the Reference Asset(s) (or any component 

thereof) is traded; 

 (f) where the Sub-Fund’s Assets or the Reference Asset(s) (or 

any component thereof) is not traded on any exchange, 

quotation system or other similar system and the Board of 

Directors is unable to obtain (i) from dealers in Sub-
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Fund’s Assets or Reference Asset(s) (or any component 

thereof) firm quotations in respect thereof or (ii) a 

subscription or a redemption price of the Sub-Fund’s 

Assets or the Reference Asset(s) (or any component 

thereof) according to the rules or normal accepted 

procedures for such Sub-Fund’s Assets or Reference 

Asset(s) (or any component thereof); 

(g) the occurrence of any event that generally makes it 

impossible or impractical to: 

  (i) convert the currency of the country of issue and/or 

country of payment of a substantial proportion of 

the Sub-Fund’s Assets or the Reference Asset(s) 

(or any component thereof) into the reference 

currency of the relevant Sub-Fund through 

customary legal channels; 

(ii) deliver or transfer (a) the currency from 

  accounts inside the country of issue and/or country 

of payment of a substantial proportion of the Sub-

Fund’s Assets or Reference Asset(s) (or any 

component thereof) to accounts outside such 

country of issue and/or country of payment or (b) 

the currency of the country of issue and/or country 

of payment of a substantial proportion of the Sub-

Fund’s Assets or Reference Asset(s) (or any 

component thereof) between accounts inside such 

country of issue and/or country of payment, or to a 

party that is a non-resident of the country of issue 

and/or country of payment; 

 (h) (A)  it has or will become illegal or contrary to 

applicable laws for a derivative counterparty to 

hold, acquire or dispose of hedge position(s) 

relating to a relevant transaction (including, 

without limitation, if the derivative counterparty’s 

hedge positions (in whole or in part) are (or, but 

for the consequent disposal thereof, would 

otherwise be) in excess of any allowable position 

limit(s) in relation to any particular exchange(s) or 

other trading facility), or 

(B)  a derivative counterparty will incur a materially 

increased cost in (i) performing its obligations 

under the relevant transaction (including, without 

limitation, due to any increase in tax liability, 

decrease in tax benefit or other adverse effect on 

its tax position) or (ii) acquiring, establishing, re-

establishing, substituting, maintaining, unwinding 

or disposing of any hedge position(s) relating to 

the relevant transaction; 
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 (i) in respect of a relevant Sub-Fund’s Asset or Shares, an 

event beyond the control of the Board occurs as a result 

of which the relevant clearance system cannot clear the 

transfer of such Sub-Fund’s Asset or Shares; 

(j) a hedging disruption such that the Management Company, 

the Company and/or any of its Investment Managers is 

unable to, after using commercially reasonable efforts, or 

may incur a materially increased amount of tax, duty, 

expense or fee in order to (i) acquire, establish, re-

establish, substitute, maintain, unwind or dispose of any 

transaction(s) or asset(s) it deems necessary to hedge the 

equity or other price risk of the Company issuing and 

performing its obligations with respect to the Shares of a 

relevant Class of Shares, or (ii) realise, recover or remit 

the proceeds of any such transaction(s) or asset(s); 

 (k) as a result of political, economic, military or monetary 

events or any circumstances outside the responsibility 

and the control of the Board of Directors, disposal of 

Sub-Fund’s Assets is not reasonably or normally 

practicable without being seriously detrimental to the 

interests of the Shareholders; 

(l) any period where the dealing of the units/shares of one or 

more investment vehicle in which any Sub-Fund has 

invested a significant part of its assets or the calculation of 

the net asset value of such investment vehicle is restricted 

or suspended or when a significant proportion of the assets 

of any Sub-Fund cannot be calculated with accuracy; or 

 (m) any specific event as described in a Supplement for a 

particular Sub-Fund. 

“Maturity Date” Means in relation to a Sub-Fund with a Defined Investment 

Term, the relevant maturity date of the investments of the Sub-

Fund and OTC Derivative transactions as stated in the relevant 

Supplement; 

“Maximum Subsequent Subscription 

Amount” 

Means the maximum number of Shares or amount (as 

appropriate) which can be subscribed/converted for in total by 

an existing Shareholder; 

“Merrill Lynch Sub-Funds” Means the Sub-Funds linked to a Reference Asset and 

identified as Merrill Lynch Sub-Funds in the relevant Sub-

Fund’s Supplement ; 

 

“Minimum Redemption Amount” Means the minimum number of Shares or amount for which 

Shares may be redeemed; 

“Minimum Initial Subscription 

Amount” 

Means the minimum number of Shares or amount (as 

appropriate) which must be subscribed/converted for by a new 

Shareholder subscribing after the Initial Offering Period; 

“Minimum Subsequent Subscription Means the minimum number of Shares or amount (as 
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Amount” appropriate) which must be subscribed/converted for by an 

existing Shareholder; 

“MLI” Means Merrill Lynch International, with registered office at 2 

King Edward Street, London EC1A 1HQ, United Kingdom, a 

wholly-owned indirectly held subsidiary of Bank of America 

Corporation. Bank of America provides a diversified range of 

banking, investing, asset management and other financial 

services and products to consumers across the United States and 

in more than 40 countries. Bank of America provides these 

services and products through three business segments: (1) 

Global Consumer and Small Business Banking, (2) Global 

Corporate and Investment Banking, and (3) Global Wealth and 

Investment Management; 

“Money Market Instruments” Means instruments normally dealt in on a money market which 

are liquid and have a value which can be accurately determined 

at any time; 

“Net Asset Value” or 

“NAV” 

Means, (i) in relation to the Company, the value of the net assets 

of the Company, (ii) in relation to each Sub-Fund, the value of 

the net assets attributable to such Sub-Fund, and (iii) in relation 

to each Class of Shares in a Sub-Fund, the value of the net 

assets attributable to such Class of Shares, in each case, 

calculated in accordance with the provisions of the Articles and 

the Prospectus of the Company; 

“Net Asset Value per Share”, “Shares 

with a Net Asset Value” and similar 

expressions 

Means the Net Asset Value of the relevant Sub-Fund divided by 

the number of Shares in issue at the relevant time (including 

Shares in relation to which a Shareholder has requested 

redemption) or if a Sub-Fund has more than one Class of Shares 

in issue, the portion of the Net Asset Value of the relevant Sub-

Fund attributable to a particular Class of Shares divided by the 

number of Shares of such Class in the relevant Sub-Fund which 

are in issue at the relevant time (including Shares in relation to 

which a Shareholder has requested redemption); 

“OECD” Means the Organisation for Economic Co-operation and 

Development; 

“OECD Member State” Means any of the member states of the OECD; 

“OTC” Means over-the-counter; 

“OTC Derivative” Means any financial derivative instrument dealt in over-the-

counter; 

“Paying Agent” Means State Street Bank Luxembourg S.C.A., with its 

registered office at 49 avenue J.F. Kennedy, L-1855 

Luxembourg, Grand Duchy of Luxembourg; 

“Performance Fee” Means a fee typically payable to the Investment Manager and 

based on the appreciation in the value of a Share Class of the 

relevant Sub-Fund; 

“Permitted US Person” Means, with respect to a Sub-Fund, (i) the Investment Manager, 

and (ii) any principal of the Investment Manager or MLI as 
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defined in the US Commodity Exchange Act Regulation 3.1(a), 

within the meaning of the US Investment Company Act of 

1940, in each case, that meets the suitability standards set forth 

in the subscription documents for U.S. Persons. 

The term Permitted US Person also shall include (i) an entity 

that was not formed for the purpose of acquiring Shares and that 

is controlled by Permitted US Persons, or (ii) an entity that is 

owned solely by Permitted US Persons; 

“Prospectus” Means this sales prospectus relating to the issue of Shares in the 

Company, as amended from time to time; 

“PTR” Means portfolio turnover rate as determined in accordance with 

section 5.3 of the Prospectus; 

“Reference Asset” Means a financial asset or investment technique as described in 

section 5.1 below and as further detailed in the relevant Merrill 

Lynch Sub-Fund’s Supplement ; 

“Reference Currency” Means, in relation to each Class of Shares in a Sub-Fund, the 

currency stipulated in the Supplement relating to the relevant 

Sub-Fund as the currency in which the Net Asset Value of such 

Class of Shares of the relevant Sub-Fund is calculated; 

“Register” Means the register of Shareholders kept pursuant to the Articles; 

“Registrar and Transfer Agent” Means State Street Bank Luxembourg S.C.A., with its 

registered office at 49 avenue J.F. Kennedy L-1855 

Luxembourg, Grand Duchy of Luxembourg; 

“Regulated Market” Means a regulated market, which operates regularly and is 

recognised and open to the public; 

“Restricted Person” Means any person, determined in the sole discretion of the 

Board of Directors as being not entitled to subscribe or hold 

Shares in the Company or any Sub-Fund or Class if, in the 

opinion of the Directors, (i) such person would not comply with 

the eligibility criteria of a given Class or Sub-Fund (ii) a 

holding by such person would cause or is likely to cause the 

Company some pecuniary, tax or regulatory disadvantage (iii) a 

holding by such person would cause or is likely to cause the 

Company to be in breach of the law or requirements of any 

country or governmental authority applicable to the Company; 

“Sales Charge” Means the sales charge (if applicable) that may be levied by the 

Management Company, the Global Distributor or the relevant 

sub-distributor (if any) in relation to the subscription for any 

Class of Shares in any Sub-Fund, details of which are set out in 

the Supplement relating to the relevant Sub-Fund; 

“Securities Act” Means the US Securities Act of 1933, as amended; 

“Shareholder” Means a person who is the holder of Shares in the Company; 

“Shares” Means shares in the Company, of such Classes and denominated 

in such currencies and relating to such Sub-Funds as may be 

issued by the Company from time to time; 
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“SRRI” or 

“Synthetic Risk Reward Indicator” 

Means a measure of the riskiness of a Sub-Fund. It is calculated 

by reference to the volatility of a Sub-Fund’s performance over 

the last 5 years. Where 5 years’ performance history is not 

available, the data is supplemented by a proxy fund, benchmark 

data or a simulated historical series as appropriate. Each Sub-

Fund is given an SRRI number from 1 to 7, with 1 being the 

lowest risk and 7 the highest. Since the SRRI number is 

calculated using simulated historical performance data, it may 

not be a reliable indicator of a Sub-Fund’s future risk profile. 

“Sub-Fund” Means a separate portfolio of assets established for one or more 

Classes of Shares of the Company which is invested in 

accordance with a specific investment objective. The 

specifications of each Sub-Fund will be described in their 

relevant Supplement; 

“Sub-Fund’s Assets” Means the Investment Instruments in which a Sub-Fund directly 

invests as further described in the relevant Supplement; 

“Starting Date” Means in relation to a Sub-Fund with a Defined Investment 

Term, the relevant initial starting date of the Sub-Fund and the 

OTC Derivative transactions as stated in the relevant 

Supplement; 

“Stock Exchange” Means any stock exchange on which Classes of Shares may be 

admitted to the official list; 

“Supplement” Means each and every supplement to this Prospectus describing 

the specific features of a Sub-Fund. Each supplement is to be 

regarded as an integral part of the Prospectus; 

“UCITS” Means undertaking for collective investment in transferable 

securities authorised in accordance with the UCITS Directive; 

“UCITS Directive” Means Directive 2009/65/EC of the European Parliament and of 

the Council of 13 July 2009 on the coordination of laws, 

regulations and administrative provisions relating to UCITS 

(recast), as amended from time to time; 

“United States” or “US” Means the United States of America (including the States, the 

District of Columbia and the Commonwealth of Puerto Rico), 

its territories, possessions and all other areas subject to its 

jurisdiction; 

“US Person” Means (i) any natural person who is a citizen or a resident of the 

United States, (ii) any partnership, corporation or other entity 

organized or incorporated in or under the laws of the United 

States, or which has its principal place of business in the United 

States, (iii) any estate of which any executor or administrator is 

otherwise a US Person, or the income of which is subject to US 

income tax, regardless of source, or (iv) any other “US Person” 

as such term may be defined in Regulation S under the 

Securities Act, or within the meaning of any regulations adopted 

under the US Commodity Exchange Act, as amended, including 

CFTC Rule 4.7;  
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“Valuation Day” Means Banking Days on which the Net Asset Value will be 

determined for each Class of Shares in each Sub-Fund. Unless 

otherwise stated in the relevant Supplement, for each Class of 

Shares in each Sub-Fund every Banking Day shall be a 

Valuation Day. 

2 The Company 

The Company is a public limited liability company incorporated as an investment company 

with variable capital under the laws of the Grand Duchy of Luxembourg on 5 November, 

2007 under Part I of the Law of 17 December 2010. The Company is registered with the 

Luxembourg trade and companies register under the number B133445. Its Articles of 

Association were published in the Mémorial, Recueil des Sociétés et Associations on 30 

November, 2007 and were last amended by an extraordinary general meeting of the 

Shareholders dated 22 December 2011 and published in the Mémorial on 16 January 2012 

under number 123. The Board of Directors of the Company may decide to list one or more 

Classes of Shares of a Sub-Fund on the Luxembourg or any other Stock Exchange as defined 

in the relevant Supplement. 

There is no limit to the number of Shares in the Company which may be issued. Shares will 

be issued to subscribers in registered form only. Shares shall have the same voting rights and 

shall have no pre-emptive subscription rights. In the event of the liquidation of the Company, 

each Share is entitled to its proportionate share of the Company’s assets after payment of the 

Company’s debts and expenses, taking into account the Company’s rules for the allocation of 

assets and liabilities. 

All Shares carry in principle the same rights. All Shares entitle their holders to vote at 

Shareholders’ meetings, to the exclusion of Shares held by another Sub-Fund of the 

Company. This vote can be exercised in person or by proxy. Each Share entitles its holder to 

one vote. The Company will recognise only one person or entity as the holder of a Share. In 

the event of joint ownership, the Company may suspend the exercise of any right deriving 

from the relevant Share until one person shall have been designated to represent the joint 

owners vis-à-vis the Company. 

The minimum share capital of the Company must at all times be EUR 1,250,000. The 

Company’s share capital is at all times equal to its Net Asset Value. The Company’s share 

capital is automatically adjusted when additional Shares are issued or outstanding Shares are 

redeemed, and no special announcements or publicity are necessary in relation thereto. 

In case where one or several Sub-Funds of the Company hold Shares that have been issued 

by other Sub-Funds of the Company, their value will not be taken into account for the 

calculation of the net assets of the Company for the purpose of the determination of the 

above mentioned minimum capital. 

3 The Sub-Funds and Classes of Shares 

The Company has an umbrella structure consisting of one or several Sub-Funds. A separate 

pool of assets is maintained for each Sub-Fund and is invested in accordance with the 

investment objective and policy applicable to that Sub-Fund. The investment objective, 

policy, as well as the risk profile and other specific features of each Sub-Fund are set forth in 

the Supplement relating to each Sub-Fund. 



 

23 

The Company is one single legal entity. However, the rights of the investors and creditors 

relating to a Sub-Fund or arising from the setting-up, operation and liquidation of a Sub-

Fund are limited to the assets of that Sub-Fund. The assets of a Sub-Fund are exclusively 

dedicated to the satisfaction of the rights of the investors relating to that Sub-Fund and the 

rights of those creditors whose claims have arisen in connection with the setting-up, 

operation and liquidation of that Sub-Fund. With regard to the Shareholders, each Sub-Fund 

is regarded as being a separate entity. 

As specified in the relevant Supplement, certain Sub-Funds may not be open for 

subscriptions until after the Board of Directors have determined their respective Initial 

Offering Period. 

Within a Sub-Fund, the Board of Directors may decide to issue one or more Classes of 

Shares, the assets of which will be commonly invested but subject to different fee structures, 

distribution, marketing targets, denominated in currencies other than the relevant Reference 

Currency or any other criteria. 

The Company may, at any time, create additional Classes of Shares whose features may 

differ from the existing Classes and additional Sub-Funds whose investment objectives 

policies may differ from those of the Sub-Funds then existing. Upon creation of new Sub-

Funds or Classes, the Prospectus will be updated, if necessary, and/or supplemented by a new 

Supplement relating to the new Sub-Fund. 

Investors should note however that some Sub-Funds and/or Classes of Shares may not be 

available to all investors. The Company retains the right to offer only one or more Classes of 

Shares for purchase by certain investors in any particular jurisdiction according to objective 

criteria defined by the Board of Directors in order to conform to local law, customs or 

business practice or for fiscal or any other reason. The Company may for example reserve 

one or more Sub-Funds or Classes of Shares to Institutional Investors or appointed sub-

distributors only. Prospective investors should carefully consider the relevant Supplement 

and ensure they meet the eligibility requirements that may be specified therein. The Board of 

Directors may also decide to create one or several Classes of Shares which shall be dedicated 

to certain investors, each such Class of Shares corresponding to a specific pool of assets. 

Among themselves, the Shareholders of a specific Class of Shares shall be exclusively 

responsible for all liabilities attributable to the underlying investments of such Class of 

Shares, subject to the provisions of applicable law and contractual arrangements. 

Unless otherwise stated in the relevant Supplement; 

 Fractions of Shares will be issued up to 3 decimal places. 

 Title to registered shares is evidenced by entries in the Company’s share register. 

Shareholders will receive confirmation notes of their shareholdings. 

 In principle, registered share certificates are not issued. However, at the request of a 

Shareholder, the Board of Directors may decide to issue share certificates for registered 

Shares. The cost of issue will be borne by the Shareholder who has requested the 

certificate. 

 Shares will be admitted in Clearstream and Euroclear. 
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4 The Management Company 

The Company has appointed CM Investment Solutions Limited with effect as of 17 March 

2015 to serve as its designated management company in accordance with the Law of 17 

December 2010 pursuant to a Management Company Agreement dated 17 February 2015, as 

may be amended from time to time. Under this agreement, the Management Company 

provides management, administrative and distribution/introduction as well as marketing 

services to the Company as these functions are described in Annex II of the Law of 17 

December 2010, subject to the overall supervision and control of the Board of Directors. 

CM Investment Solutions Limited is a limited company incorporated under English law on 

23 December 2013 and authorised by the FCA to act as UCITS management company in 

accordance with the UCITS Directive. Such authorisation has been passported and enables 

the Management Company to manage the Company in Luxembourg. The articles of 

association of the Management Company were filed with the United Kingdom’s Companies 

House.  

Pursuant to the Management Company Agreement, the Management Company is entrusted 

with the day-to-day management of the Company, with the responsibility to perform directly 

or by way of delegation all operational functions relating to the investment management, 

including the risk management, and the administration of the Company as well as marketing 

and distribution of the Shares. The Management Company’s liability shall not be affected by 

the fact that it has delegated its functions and duties to third parties. 

The Management Company has delegated the following functions to third parties: 

investment management of certain Sub-Funds, administrative, domiciliary and paying 

agency, registrar and transfer agency as well as the marketing and distribution/introduction. 

The Management Company shall adopt procedures aiming to control that the execution of 

the mandates given to the different agents are carried out in accordance with the conditions 

agreed and in compliance with the rules and regulations in force. 

The Management Company shall at all times act in the best interests of the Company’s 

shareholders and according to the provisions set forth by the Law of 17 December 2010, this 

Prospectus, its Supplements and the Articles. 

5 The Investment Objectives and Policies 

The Board of Directors determines the investment objectives, strategies and the investment 

restrictions applicable to the Company and the Sub-Funds. The details of the investment 

objectives, strategies and policies of each Sub-Fund are set out in the Supplement relating to 

such Sub-Fund and details in respect of where information may be obtained on an index 

tracked by that Sub-Fund, if any. The Board of Directors may, subject to the prior approval 

of the CSSF, amend the terms of the investment objective, strategy and policy of a particular 

Sub-Fund. The Shareholders will have the right, within one month of the publication of such 

change, to redeem all or part of their Shares free of charges if the changes are material and if 

so required by the CSSF. 

The Company offers different types of Sub-Funds with investment objectives and strategies 

compatible with Part I of the Law of 17 December 2010. The Merrill Lynch Sub-Funds are 

linked to a Reference Asset as described under section 5.1 below. 



 

25 

5.1 Merrill Lynch Sub-Funds linked to a Reference Asset 

The investment objective of these Merrill Lynch Sub-Funds will be to provide a 

return linked to the performance of some Reference Asset(s) such as for example, but 

not limited to, a sufficiently diversified index, strategy, basket comprised of 

Investment Instruments, or other investment opportunity offering a formulaic return. 

The details of any Reference Asset are outlined in the Supplement relating to the 

relevant Merrill Lynch Sub-Fund. 

Some of these Merrill Lynch Sub-Funds may have a Defined Investment Term, in 

which case the investment objective of the relevant Merrill Lynch Sub-Fund will be 

to provide a return based on a Reference Asset on the Maturity Date and measured 

over a Defined Investment Term. The details of any Defined Investment Term and 

Maturity Date of a Merrill Lynch Sub-Fund are outlined in the Supplement relating to 

the relevant Merrill Lynch Sub-Fund. The return at the Maturity Date will typically 

be calculated with reference to the Starting Date and the Maturity Date. At the 

Maturity Date the Shares in the relevant Merrill Lynch Sub-Funds will be 

automatically redeemed and the relevant Merrill Lynch Sub-Funds will be terminated 

within ten Banking Days. 

Merrill Lynch Sub-Funds linked to a Reference Asset may not invest directly in the 

components of the relevant reference index, strategy or other Reference Asset. 

Instead, the Merrill Lynch Sub-Funds may invest in a portfolio of Investment 

Instruments including OTC Derivative transactions (subject to the restrictions laid 

down in section 6 ”Investment Restrictions” of the Prospectus) whereby the returns 

received on the Sub-Fund’s Assets (minus all fees and expenses of the relevant 

Merrill Lynch Sub-Fund) will be swapped in exchange for returns linked to the 

Reference Asset. The counterparties to any OTC Derivative transactions will be First 

Class Institutions. 

The return to investors may therefore be dependent upon the performance of the 

Reference Asset and the Sub-Fund’s Assets including the performance of the OTC 

Derivative transaction(s). 

Where a Merrill Lynch Sub-Fund invests directly in the relevant Reference Asset(s), 

such Merrill Lynch Sub-Fund will seek to ensure that the composition and weighting 

of the Sub-Fund’s Assets reflect to the extent possible the composition and weighting 

of the Reference Asset(s). The Sub-Fund’s Assets will be adjusted on a periodic basis 

to mirror any changes made in the Reference Asset(s). It can however not be assured 

that the Sub-Fund’s Assets will exactly track the Reference Asset(s) at all times. 

The difference between the return of the Merrill Lynch Sub-Fund and the return of its 

Reference Asset (the “Tracking Difference”) should be differentiated from the 

tracking error, which is defined as the volatility (as measured by the standard 

deviation) of the Tracking Difference over a given period of time (the “Tracking 

Error”). In other words, while the Tracking Difference indicates the accuracy with 

which a Merrill Lynch Sub-Fund tracked its Reference Asset, the Tracking Error 

indicates the consistency of the difference of return during a certain period of time. 

The anticipated level of Tracking Error, in normal market conditions, is disclosed for 

each Merrill Lynch Sub-Fund in the relevant Supplement. Investors’ attention is 

drawn to the fact that these figures are only estimates of the anticipated Tracking 

Error level in normal market conditions and should not be understood as strict limits. 
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The annual report and semi-annual report will state the actual size of the Tracking 

Error at the end of the period under review, as well as an explanation of any 

divergence between the anticipated and realised Tracking Error for the relevant 

period. The annual report will also disclose and explain the annual Tracking 

Difference. 

5.2 Sub-Funds without a Reference Asset 

The investment objective of these Sub-Funds will be to provide a return by investing 

directly into Investment Instruments in compliance with all of the investment 

restrictions as described in section 6 “Investment Restrictions” of the Prospectus. 

5.3 Portfolio Turnover Rate 

The portfolio turnover rate (PTR) will be calculated for each Sub-Fund (excluding 

Merrill Lynch Sub-Funds) once a year. 

The PTR will be calculated as follows: 

PTR = [(Total 1 -Total 2) / M] x 100 

where: 

Total 1 =  X + Y (total of securities transactions of the Sub-Fund during the 

reference period) X being the value of the securities acquired by 

the Sub-Fund during the reference period Y being the value of the 

securities disposed of by the Sub-Fund during the reference 

period 

Total 2 =  S + T (total of transactions on Shares of the Sub-Fund during the 

reference period) 

S     being the issue of Shares of the Sub-Fund during the reference period 

T     being the redemption of Shares of the Sub-Fund during the reference 

period 

M =  the total monthly average net assets of the Sub-Fund concerned 

during the reference period 

6 Investment Restrictions 

The Company and the Sub-Funds are subject to all the restrictions and limits set forth in the 

Law of 17 December 2010, as amended and updated, and in all the circulars issued by the 

CSSF with respect to investment restrictions applicable to UCITS, as amended and updated 

(the “Relevant Circulars”).  

The summary below is intended to provide a comprehensive list of the main restrictions set 

forth in the Law of 17 December 2010 and in the Relevant Circulars, as of the date of this 

Prospectus, including CSSF Circular 14/592. 
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6.1 Investment Instruments 

6.1.1. The Company’s investments in relation to each Sub-Fund may consist solely 

of: 

(a) transferable securities and Money Market Instruments admitted to 

official listing on a stock exchange in an EU Member State; 

(b) transferable securities and Money Market Instruments dealt on another 

Regulated Market in an EU Member State; 

(c) transferable securities and Money Market Instruments admitted to 

official listing on a stock exchange in a non-EU Member State or dealt 

on another Regulated Market in a non-EU Member State selected by 

the Board of Directors; 

(d) new issues of transferable securities and Money Market Instruments, 

provided that: 

 the terms of issue include an undertaking that application will be 

made for admission to official listing on a stock exchange or to 

another Regulated Market selected by the Board of Directors; 

and 

 such admission is secured within a year of issue; 

(e) units of UCITS and/or other collective investment undertakings within 

the meaning of Articles 1 (2)(a) and 1(2)(b) of the UCITS Directive, 

should they be situated in an EU Member State or not, provided that: 

 such other collective investment undertakings are authorised 

under laws which provide that they are subject to supervision 

considered by the CSSF to be equivalent to that laid down in 

European Community law, and that co-operation between these 

authorities is sufficiently ensured; 

 the level of protection for unit-holders in the other collective 

investment undertakings is equivalent to that provided for unit-

holders in a UCITS, and in particular that the rules on assets 

segregation, borrowing, lending, and uncovered sales of 

transferable securities and Money Market Instruments are 

equivalent to the requirements of the UCITS Directive; 

 the business of the other collective investment undertakings is 

reported in the annual reports and semi-annual reports to enable 

an assessment to be made of the assets and liabilities, income 

and operations over the reporting period; 

 unless stated otherwise in the relevant Supplement, no more 

than 10% of the UCITS’ or the other collective investment 

undertakings’ net assets, whose acquisition is contemplated, can, 

according to their fund rules or constitutional documents, be 

invested in aggregate in units of other UCITS or other collective 

investment undertakings; 
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(f) deposits with credit institutions which are repayable on demand or have 

the right to be withdrawn, and maturing in no more than 12 months, 

provided that the credit institution has its registered office in an EU 

Member State or, if the registered office of the credit institution is 

situated in a non-EU Member State, provided that it is subject to 

prudential rules considered by the CSSF as equivalent to those laid 

down in European Community law;  

(g) financial derivative instruments, including equivalent cash-settled 

instruments, dealt in on a Regulated Market referred to in 

subparagraphs a), b) and c); and/or OTC Derivatives, provided that: 

 the underlying consists of instruments covered by this section 

6.1, financial indices, interest rates, foreign exchange rates or 

currencies, in which a Sub-Fund may invest according to its 

Investment Objective as stated in the Prospectus and the 

relevant Supplement; 

 the counterparties to OTC Derivative transactions are First Class 

Institutions; and 

 the OTC Derivative transactions are subject to reliable and 

verifiable valuation on a daily basis and can be sold, liquidated 

or closed by an offsetting transaction at any time at their fair 

value at the Company’s initiative; and/or 

(h) Money Market Instruments other than those dealt in on a Regulated 

Market if the issue or issuer of such instruments is itself regulated for 

the purpose of protecting investors and savings, and provided that they 

are: 

 issued or guaranteed by a central, regional or local authority or 

central bank of an EU Member State, the European Central 

Bank, the EU or the European Investment Bank, a non-EU 

Member State or, in the case of a federal State, by one of the 

members making up the federation, or by a public international 

body to which one or more EU Member States belong; or 

 issued by an undertaking, any securities of which are listed on a 

stock exchange or dealt in on Regulated Markets referred to in 

subparagraphs a), b) or c); or 

 issued or guaranteed by an establishment subject to prudential 

supervision, in accordance with criteria defined by European 

Community law, or by an establishment which is subject to and 

complies with prudential rules considered by the CSSF to be at 

least as stringent as those laid down by European Community 

law; or 

 issued by other bodies belonging to the categories approved by 

the CSSF provided that investments in such instruments are 

subject to investor protection rules equivalent to that laid down 

in the first, the second or the third indent and provided that the 
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issuer is a company whose capital and reserves amount to at 

least EUR 10 million and which (i) represents and publishes its 

annual accounts in accordance with Directive 78/660/EEC, (ii) 

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 (iii) is an entity which is dedicated to the financing 

of securitisation vehicles which benefit from a banking liquidity 

line. 

6.1.2. Contrary to the investment restrictions laid down in paragraph 6.1.1. above, 

each Sub-Fund may: 

(a) invest up to 10% of its net assets in transferable securities and Money 

Market Instruments other than those referred to under paragraph 6.1.1. 

above; and 

(b) hold liquid assets on an ancillary basis. 

6.2 Risk Diversification 

6.2.1. In accordance with the principle of risk diversification, the Company is not 

permitted to invest more than 10% of the net assets of a Sub-Fund in 

transferable securities or Money Market Instruments of one and the same 

issuer. The total value of the transferable securities and Money Market 

Instruments in each issuer in which more than 5% of the net assets of a Sub-

Fund are invested must not exceed 40% of the value of the net assets of the 

respective Sub-Fund. This limitation does not apply to deposits and OTC 

Derivative transactions made with financial institutions subject to prudential 

supervision. 

6.2.2. The Company is not permitted to invest more than 20% of the net assets of a 

Sub-Fund in deposits made with the same body. 

6.2.3 The risk exposure to a counterparty of a Sub-Fund in an OTC Derivative 

transaction and/or EPM transaction may not exceed: 

 10% of its net assets when the counterparty is a credit institution 

referred to in paragraph 6.1 f), or 

 5% of its net assets, in other cases. 

6.2.4 Notwithstanding the individual limits laid down in paragraphs 6.2.1, 6.2.2 and 

6.2.3, a Sub-Fund may not combine the following in excess of 20% of its net 

assets: 

 investments in transferable securities or Money Market Instruments 

issued by; 

 deposits made with; and/or 

 net exposures arising from OTC Derivative transactions and EPM 

techniques undertaken with a single body. 

6.2.5 The 10% limit set forth in paragraph 6.2.1 can be raised to a maximum of 25% 

in case of certain bonds issued by credit institutions which have their 

registered office in an EU Member State and are subject by law, in that 
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particular country, to specific public supervision designed to ensure the 

protection of bondholders. In particular the funds which originate from the 

issue of these bonds are to be invested, in accordance with the law, in assets 

which sufficiently cover the financial obligations resulting from the issue 

throughout the entire life of the bonds and which are allocated preferentially to 

the payment of principal and interest in the event of the issuer’s failure. 

Furthermore, if investments by a Sub-Fund in such bonds with one and the 

same issuer represent more than 5% of the net assets, the total value of these 

investments may not exceed 80% of the net assets of the corresponding Sub-

Fund. 

6.2.6 The 10% limit set forth in paragraph 6.2.1 can be raised to a maximum of 35% 

for transferable securities and Money Market Instruments that are issued or 

guaranteed by an EU Member State or its local authorities, by another OECD 

Member State, or by public international organisations of which one or more 

EU Member States are members. 

6.2.7 Transferable securities and Money Market Instruments which fall under the 

special ruling given in paragraphs 6.2.5 and 6.2.6 are not counted when 

calculating the 40% risk diversification ceiling mentioned in paragraph 6.2.1. 

6.2.8 The limits provided for in paragraphs 6.2.1 to 6.2.6 may not be combined, and 

thus investments in transferable securities or Money Market Instruments 

issued by the same body or in deposits or derivative instruments with this 

body shall under no circumstances exceed in total 35% of the net assets of a 

Sub-Fund. 

Companies which are included in the same group for the purposes of 

consolidated accounts, as defined in accordance with Directive 83/349/EEC or 

in accordance with recognised international accounting rules, are regarded as a 

single body for the purpose of calculating the limits contained in this section 

6.2. 

A Sub-Fund may invest, on a cumulative basis, up to 20% of its net assets in 

transferable securities and Money Market Instruments of the same group. 

6.2.9 Where the Company enters into a total return swap or invest in other financial 

derivative instruments with similar characteristics, the assets held by the 

relevant Sub-Fund must comply with the investment limits set out in sections 

6.2, 6.3, 6.4, 6.5 and 6.6. 

6.3 The following exceptions may be made: 

6.3.1 Without prejudice to the limits laid down in section 6.6 the limits laid down in 

section 6.2 are raised to a maximum of 20% for investment in shares and/or 

bonds issued by the same body, and, if according to the Supplement relating to 

a particular Sub-Fund the Investment Objective of that Sub-Fund is to 

replicate the composition of a certain stock or debt securities index which is 

recognised by the CSSF, on the following basis: 

 its composition is sufficiently diversified; 

 the index represents an adequate benchmark for the market to which it 

refers; 



 

31 

 it is published in an appropriate manner. 

6.3.2 The above 20% limit may be raised to a maximum of 35%, but only in respect 

of a single body, where that proves to be justified by exceptional market 

conditions in particular in Regulated Markets where certain transferable 

securities or Money Market Instruments are highly dominant. 

6.3.3 The Company is authorised, in accordance with the principle of risk 

diversification, to invest up to 100% of the net assets of a Sub-Fund in 

transferable securities and Money Market Instruments from various offerings 

that are issued or guaranteed by an EU Member State or its local authorities, 

by another OECD Member State, or by public international organisations in 

which one or more EU Member States are members. These securities must be 

divided into at least six different issues, with securities from one and the same 

issue not exceeding 30% of the total net assets of a Sub-Fund. 

6.4 Investment in UCITS and/or other collective investment undertakings 

6.4.1 A Sub-Fund may acquire the units of UCITS and/or other collective investment 

undertakings referred to in paragraph 6.1 e), provided that no more than 20% 

of its Net Asset Value are invested in units of a single UCITS or other 

collective investment undertaking. If the UCITS or the other collective 

investment undertakings have multiple compartments (within the meaning of 

articles 40 and 181 of the Law of 17 December 2010) and the assets of a 

compartment may only be used to satisfy the rights of the investors relating to 

that compartment and the rights of those creditors whose claims have arisen in 

connection with the setting-up, operation and liquidation of that compartment, 

each compartment is considered as a separate issuer for the purposes of 

applying the above limit. 

6.4.2 Investments made in units of collective investment undertakings other than 

UCITS may not exceed, in aggregate, 30% of the Net Asset Value of the Sub-

Fund. 

6.4.3 Notwithstanding the provisions of sections 6.4.1. and 6.4.2, none of the Sub-

Funds will invest more than 10% of its Net Asset Value in units of other 

UCITS or other collective investment undertakings unless otherwise stated in 

the relevant Supplement. 

6.4.4 When a Sub-Fund has acquired units of UCITS and/or other collective 

investment undertakings, the assets of the respective UCITS or other 

collective investment undertakings do not have to be combined for the 

purposes of the limits laid down in section 6.2. 

6.4.5 Under the conditions set forth by Luxembourg laws and regulations, new Sub-

Funds of the Company may qualify as feeder UCITS (the “Feeder”) or as 

master UCITS (the “Master”). A Feeder shall invest at least 85% of its net 

asset value in securities of a same master UCITS or sub-fund of a UCITS. An 

existing Sub-Fund may convert into a Feeder or a Master subject to the 

conditions set forth by Luxembourg laws and regulations. An existing Feeder 

or Master may convert into a standard UCITS sub-fund which is neither a 

feeder UCITS nor a master UCITS. A Feeder may replace the master UCITS 

with another master UCITS. When qualifying as Feeder, reference to such 
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qualification will be included in a particular Sub-Fund’s description in the 

relevant Supplement. 

6.4.6 When a Sub-Fund invests in the units of other UCITS and/or other collective 

investment undertakings that are managed, directly or by delegation, by the 

same management company or by any other company with which the 

management company is linked by common management or control, or by a 

direct or indirect interest of more than 10% of the capital or the votes, that 

management company or other company may not charge subscription or 

redemption fees on account of the Sub-Fund’s investment in the units of such 

other UCITS and/or collective investment undertakings and may only levy a 

reduced management fee. 

6.4.7 A Sub-Fund that invests a substantial proportion of its assets in other UCITS 

and/or collective investment undertakings shall disclose in its Supplement the 

maximum level of the management fees that may be charged both to the Sub-

Fund itself and to the other UCITS and/or collective investment undertakings 

in which it intends to invest. In the annual report of the Company it shall be 

indicated for each Sub-Fund the maximum proportion of management fees 

charged both to the Sub-Fund and to the UCITS and/or other collective 

investment undertaking in which the Sub-Fund invests. 

6.5 Tolerances and multiple compartment issuers 

6.5.1 If, because of market movements or the exercising of subscription rights or 

any other circumstances beyond the control of the Company, the limits 

mentioned in section 6.1 are exceeded, the Company must have as a priority 

objective in its sale transactions to reduce these positions within the 

prescribed limits, taking into account the best interests of the Shareholders. 

6.5.2 Provided that they continue to observe the principles of diversification, 

newly established Sub-Funds may deviate from the limits mentioned under 

sections 6.2, 6.3 and 6.4 above for a period of six months following the date 

of their initial launch. 

6.5.3 If an issuer of Investment Instruments is a legal entity with multiple 

compartments and the assets of a compartment may only be used to satisfy 

the rights of the investors relating to that compartment and the rights of 

those creditors whose claims have arisen in connection with the setting-up, 

operation and liquidation of that compartment, each compartment is 

considered as a separate issuer for the purposes of applying the limits set 

forth under 6.2, 6.3.1 and 6.4. 

6.6 Investment Prohibitions 

The Company is prohibited from: 

 Acquiring equities with voting rights that would enable the Company to exert 

a significant influence on the management of the issuer in question; 

 Acquiring more than 

 10% of the non-voting equities of one and the same issuer; 

 10% of the debt securities issued by one and the same issuer; 
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 10% of the Money Market Instruments issued by one and the same 

issuer; or 

 25% of the units of one and the same UCITS and/or other undertaking 

for collective investment. 

The limits laid down in the second, third and fourth indents may be 

disregarded at the time of acquisition if at that time the gross amount of the 

debt securities or of the Money Market Instruments, or the net amount of the 

securities in issue, cannot be calculated. 

Exempted from the above limits are transferable securities and Money Market 

Instruments which, in accordance with article 48, paragraph 3 of the Law of 

17 December 2010 are issued or guaranteed by an EU Member State or its 

local authorities, by another Member State of the OECD or which are issued 

by public international organisations of which one or more EU Member States 

are members. 

 Selling transferable securities, Money Market Instruments and other 

investment instruments mentioned under sub-paragraphs e), g) and h) of 

paragraph 6.1 short. 

 Acquiring precious metals or related certificates. 

 Investing in real estate and purchasing or selling commodities or commodities 

contracts. 

 Borrowing on behalf of a particular Sub-Fund, unless: 

 the borrowing is in the form of a back-to-back loan for the purchase of 

foreign currency; 

 the loan is only temporary and does not exceed 10% of the net assets of 

the Sub-Fund in question.  

 Granting credits or acting as guarantor for third parties. This limitation does 

not refer to the purchase of transferable securities, Money Market Instruments 

and other investment instruments mentioned under sub-paragraphs g) and h) 

of section 6.1.1 that are not fully paid up. 

6.7 Risk management and limits with regard to derivative instruments and the 

use of techniques and instruments 

 The Management Company must employ (i) a risk-management process in 

relation to the Company which enables it to monitor and measure at any time 

the risk of the positions and their contribution to the overall risk profile of the 

portfolio of the Company and (ii) a process for accurate and independent 

assessment of the value of OTC Derivatives. 

 Each Sub-Fund shall ensure that its global risk exposure relating to derivative 

instruments does not exceed its total Net Asset Value. 

The risk exposure is calculated taking into account the current value of the underlying 

assets, the counterparty risk, future market movements and the time available to 

liquidate the positions. This shall also apply to the following subparagraphs. 

A Sub-Fund may invest, as a part of its Investment Policy and within the limit laid 

down in paragraphs 6.2.7 and 6.2.8, in financial derivative instruments provided that 
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the exposure to the underlying assets does not exceed in aggregate the investment 

limits laid down in section 6.2. If a Sub-Fund invests in index-based financial 

derivative instruments, these investments do not have to be combined to the limits 

laid down in section 6.2. 

When a transferable security or Money Market Instrument embeds a derivative, the 

latter must be taken into account when complying with the requirements of this 

section. 

6.8 Management of collateral for OTC Derivative transactions and EPM 

techniques 

6.8.1 All assets received by the Sub-Fund in the context of OTC Derivative 

transactions and EPM techniques shall be considered as collateral and should 

comply with the following criteria at all times: 

6.8.2 Liquidity: any collateral received other than cash must be highly liquid and 

traded on a regulated market or multilateral trading facility with transparent 

pricing in order that it can be sold quickly at a price that is close to pre-sale 

valuation. Collateral received should also comply with the provisions of 

Article 56 of the UCITS Directive.  

 Valuation: collateral received must be valued on at least a daily basis and 

assets that exhibit high price volatility should not be accepted as collateral 

unless suitably conservative haircuts are in place. 

 Issuer credit quality: collateral received must be of high quality. 

 Correlation: the collateral received by the Sub-Fund must be issued by an 

entity that is independent from the counterparty and is expected not to display 

a high correlation with the performance of the counterparty. 

 Collateral diversification (asset concentration): collateral must be sufficiently 

diversified in terms of country, markets and issuers. The criterion of sufficient 

diversification with respect to issuer concentration is considered to be 

respected if the Sub-Fund receives from a counterparty of EPM and OTC 

Derivative transactions a basket of collateral with a maximum exposure to a 

given issuer of 20% of its NAV. When a Sub-Fund is exposed to different 

counterparties, the different baskets of collateral should be aggregated to 

calculate the 20% limit of exposure to a single issuer. By way of derogation 

from the above-mentioned 20% limit of exposure to a single issuer, a Sub-

Fund may be fully collateralised (i.e. up to 100%) in different transferable 

securities and Money Market Instruments issued or guaranteed by a single EU 

Member State, one or more of its local authorities, by another Member State of 

the OECD, or a public international body to which one or more EU Member 

States belong. Such a Sub-Fund shall receive securities from at least six 

different issues, and securities from any single issue shall not account for more 

than 30% of the net assets of the Sub-Fund. Any use of such derogation will be 

disclosed under the section “Collateral Policy” (see below). 

 Risks linked to the management of collateral, such as operational and legal 

risks, must be identified, managed and mitigated by the risk management 

process. 

 Where there is a title transfer, the collateral received must be held by the 

Custodian Bank. For other types of collateral arrangement, the collateral can 
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be held by a third party custodian which is subject to prudential supervision, 

and which is unrelated to the provider of the collateral. 

 Collateral received must be capable of being fully enforced by the Sub-Fund at 

any time without reference to or approval from the counterparty. 

 Non-cash collateral received should not be sold, re-invested or pledged. 

Cash collateral received should only be: 

- placed on deposit with entities prescribed in section 6.1.1 (f)); 

- invested (if allowed under the relevant Supplement) in high-quality 

government bonds and/or short-term money market funds; 

- used for the purpose of reverse repo transactions (as defined below) 

provided the transactions are with credit institutions subject to 

prudential supervision and the Sub-Fund is able to recall at any time the 

full amount of cash on accrued basis. 

6.8.3 Re-invested cash collateral (if allowed under the relevant Supplement) must be 

diversified in accordance with the diversification requirements applicable to 

non-cash collateral. 

6.8.4 A Sub-Fund receiving collateral for at least 30% of its assets must have an 

appropriate stress testing policy in place to ensure regular stress tests are 

carried out under normal and exceptional liquidity conditions to enable the 

Sub-Fund to assess the liquidity risk attached to the collateral. The liquidity 

stress testing policy must at least prescribe the following: 

(a) design of stress test scenario analysis including calibration, certification 

& sensitivity analysis; 

(b) empirical approach to impact assessment, including back-testing of 

liquidity risk estimates; 

(c) reporting frequency and limit/loss tolerance threshold/s; and 

(d) mitigation actions to reduce loss including haircut policy and gap risk 

protection. 

6.8.5 The Sub-Fund must have in place a clear haircut policy adapted for each class 

of assets received as collateral. When devising the haircut policy, the Sub-Fund 

must take into account the characteristics of the assets such as the credit 

standing or the price volatility, as well as the outcome of the stress tests 

performed in accordance with the above. This policy must be documented and 

must justify each decision to apply a specific haircut, or to refrain from 

applying any haircut, to a certain class of assets. 

6.8.6 The reinvestment of the cash collateral in financial assets providing a return in 

excess of the risk free rate shall be taken into account for the calculation of the 

Company’s global exposure in accordance with section 6.7 above. 

6.8.7 The annual and semi-annual reports of the Company shall disclose the assets 

into which the cash collateral is re-invested. 

6.9 Techniques and Instruments for Hedging Currency Risks 

In order to protect its present and future assets and liabilities against the fluctuation of 

currencies, the Company may enter into foreign exchange transactions, call options or 

put options in respect of currencies, forward foreign exchange transactions, or 
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transactions for the exchange of currencies, provided that these transactions be made 

either on a Regulated Market or over-the-counter with First Class Institutions 

specialising in these types of transactions. 

The objective of the transactions referred to above presupposes the existence of a 

direct relationship between the contemplated transaction and the assets or liabilities to 

be hedged and implies that, in principle, transactions in a given currency (including a 

currency bearing a substantial relation to the value of the Reference Currency of a 

Sub-Fund (usually referred to as “cross hedging”) may not exceed the total valuation 

of such assets and liabilities nor may they, as regards their duration, exceed the period 

where such assets are held or anticipated to be held or for which such liabilities are 

incurred or anticipated to be incurred. It should be noted, however, that transactions 

with the aim of hedging currencies for single share classes of a Sub-Fund may have a 

negative impact on the Net Asset Value of other share classes of the same Sub-Fund 

since share classes are not separate legal entities. 

6.10 Restrictions on Securities Lending and Repurchase Transactions 

To the extent permitted by the regulations, and in particular CSSF Circular 08/356 

and CSSF Circular 14/592, each Sub-Fund may, for the purpose of generating 

additional capital or income or for reducing its costs or risks, engage in securities 

lending transactions and enter, either as purchaser or seller, into repurchase or buy 

and sell back transactions. 

These transactions may be carried out for 100% of the assets held by the relevant 

Sub-Fund provided (i) that their volume is kept at an appropriate level or that the 

Company is entitled to request the return of the securities lent in a manner that 

enables it, at all times, to meet its redemption obligations and (ii) that these 

transactions do not jeopardise the management of the Company’s assets in 

accordance with the investment policy of the relevant Sub-Fund. Their risks shall be 

captured by the risk management process of the Management Company. All the 

revenues arising from these transactions (if any), net of direct and indirect operational 

costs, will be returned to the relevant Sub-Fund. These transactions will be subject to 

the main investment restrictions described under the following paragraphs, it being 

understood that this list is not exhaustive. In case any of the Sub-Funds shall receive 

revenues by engaging in securities lending or repurchase transactions, (i) the 

Company’s or Sub-Fund’s policy regarding direct and indirect operational costs/fees 

arising from securities lending or repurchase transactions that may be deducted from 

the revenue delivered to the relevant Sub-Fund and (ii) the identity of the entity(ies) 

to which the direct and indirect costs and fees are paid and if these are related parties 

to the Custodian Bank shall be described under the following paragraphs or in the 

relevant Supplement, as appropriate. 

6.10.1 Securities Lending Transactions 

Each Sub-Fund may enter into securities lending transactions provided that it 

complies with the following rules: 

6.10.1.1 the Sub-Fund must be able at any time to recall any security that has 

been lent out or terminate any securities lending transaction into 

which it has entered; 

6.10.1.2 the Sub-Fund may lend securities either directly or through a 

standardised system organised by a recognised clearing institution or 
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a lending program organised by a financial institution subject to 

prudential supervision rules which are recognised by the CSSF as 

equivalent to those laid down in Community law and specialised in 

this type of transactions; 

6.10.1.3 the borrower must be subject to prudential supervision rules 

considered by the CSSF as equivalent to those prescribed by 

Community law; 

6.10.1.4 the counterparty risk of the Sub-Fund vis-à-vis a single counterparty 

arising from one or more securities lending transaction(s) may not 

exceed the limitations as laid down in sections 6.2.3 and 6.2.4; 

6.10.1.5 as part of its securities lending transactions, the Sub-Fund must 

receive collateral issued by an entity that is independent from the 

counterparty and is expected not to display a high correlation with the 

performance of the counterparty, the value of which, during the 

duration of the securities lending agreement, must be equal to at least 

90% of the global valuation of the securities lent (interests, dividends 

and other eventual rights included). Non-cash collateral must be 

sufficiently diversified in accordance with section 6.8.2 “Collateral 

diversification” above; 

6.10.1.6 such collateral must be received prior to or simultaneously with the 

transfer of the securities lent. When the securities are lent through of 

the intermediaries referred to under 6.10.1.2 above, the transfer of the 

securities lent may be effected prior to receipt of the collateral, if the 

relevant intermediary ensures proper completion of the transaction. 

Said intermediary may provide collateral in lieu of the borrower; 

6.10.1.7 the collateral must be given in the form of: 

(i) liquid assets such as cash, short-term bank deposits, money 

market instruments as defined in Directive 2007/16/EC of 19 

March 2007, letters of credit and guarantees at first demand 

issued by a first class credit institution not affiliated to the 

counterparty; 

(ii) bonds issued or guaranteed by a Member State of the OECD or 

by their local authorities or supranational institutions and bodies 

of a community, regional or world-wide scope; 

(iii) shares or units issued by money market-type UCIs calculating a 

daily net asset value and having a rating of AAA or its 

equivalent; 

(iv) shares or units issued by UCITS investing mainly in 

bonds/shares mentioned under (v) and (vi) hereunder; 

(v) bonds issued or guaranteed by first class issuers offering an 

adequate liquidity; or 

(vi) shares admitted to or dealt in on a regulated market of a Member 

State of the European Union or on a stock exchange of a 

Member State of the OECD, provided that these shares are 

included in a main index; 
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6.10.1.8 the collateral given under any form other than cash or shares/units of 

a UCI/UCITS shall be issued by an entity not affiliated to the 

counterparty; 

6.10.1.9 when the collateral given in the form of cash exposes the Sub-Fund to 

a credit risk vis-à-vis the trustee of this collateral, such exposure shall 

be subject to the 20% limitation as laid down in section 6.2.2 above. 

Moreover such cash collateral shall not be safekept by the 

counterparty unless it is legally protected from consequences of 

default of the latter; 

6.10.1.10 the collateral given in a form other than cash may be safekept by a 

third party custodian which is subject to prudential supervision and 

which is unrelated to the provider of the collateral but shall be 

safekept by the Custodian Bank in case of a title transfer; 

6.10.1.11 the Sub-Fund shall proceed on a daily basis to the valuation of the 

collateral received. In case the value of the collateral already granted 

appears to be insufficient in comparison with the amount to be 

covered, the counterparty shall provide additional collateral at very 

short term. A haircut policy adapted for each class of assets received 

as collateral shall apply in order to take into consideration credit risks, 

exchange risks or market risks inherent to the assets accepted as 

collateral. In addition, when the Sub-Fund is receiving collateral for at 

least 30% of its net assets, it shall have an appropriate stress testing 

policy in place to ensure that regular stress tests are carried out under 

normal and exceptional liquidity conditions to enable the Sub-Fund to 

assess the liquidity risk attached to the collateral; 

6.10.1.12 the Sub-Fund shall ensure that it is able to claim its rights on the 

collateral in case of the occurrence of an event requiring the execution 

thereof, meaning that the collateral shall be available at all times, 

either directly or through the intermediary of a first class financial 

institution or a wholly-owned subsidiary of this institution, in such a 

manner that the Sub-Fund is able to appropriate or realise the assets 

given as collateral, without delay, if the counterparty does not comply 

with its obligation to return the securities lent; 

6.10.1.13 during the duration of the agreement, the collateral cannot be sold or 

given as a security or pledged; and, 

6.10.1.14 the Company shall disclose the global valuation of the securities lent 

in the annual and semi-annual reports. 

6.10.2 Repurchase transactions 

Each Sub-Fund may enter into (i) repurchase transactions which consist in the 

purchase or sale of securities with a clause reserving the seller the right or the 

obligation to repurchase from the acquirer the securities sold at a price and 

term specified by the two parties in their contractual arrangement and (ii) 

reverse repurchase transactions, which consist of a forward transaction at the 

maturity of which the seller (counterparty) has the obligation to repurchase the 

securities sold and the Sub-Fund the obligation to return the securities 

received under the transaction (collectively, the “repo transactions”). 
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Each Sub-Fund can act either as purchaser or seller in repo transactions. Its 

involvement in such transactions is however subject to the following rules: 

 the Sub-Fund that enters into a repo transaction must ensure that it is able 

at any time (i) to recall any securities subject to the repurchase agreement 

or to terminate the repurchase agreement into which it has entered or (ii) 

to recall the full amount of cash or to terminate the reverse repurchase 

agreement on either an accrued basis or a mark-to-market basis. When 

the cash is recallable at any time on a mark-to-market basis, the mark-to-

market value of the reverse repurchase agreement should be used for the 

calculation of the net asset value of the Sub-Fund. Fixed-term repurchase 

and reverse repurchase agreements that do not exceed seven days should 

be considered as arrangements on terms that allow the assets to be 

recalled at any time by the Sub-Fund; 

 the fulfilment of the conditions 6.10.1.2, 6.10.1.3 and 6.10.1.4; 

 during the life of a repo transaction with the Sub-Fund acting as 

purchaser, the Sub-Fund shall not sell the securities which are the object 

of the contract, before the counterparty has exercised its option or until 

the deadline for the repurchase has expired; 

 the securities acquired by the Sub-Fund under a repo transaction must 

conform to the Sub-Fund’s investment policy and investment restrictions 

and must be limited to: 

(i) short-term bank certificates or money market instruments as defined 

in Directive 2007/16/EC of 19 March 2007; 

(ii) bonds issued by non-governmental issuers offering an adequate 

liquidity; and, 

(iii) assets referred to under 6.10.1.7 (ii), (iii) and (vi) above. 

 the Company shall disclose the total amount of the open repo transactions 

on the date of reference of its annual and semi-annual reports. 

7 Collateral Policy 

7.1 Merrill Lynch Sub-Funds linked to a Reference Asset 

Merrill Lynch Sub-Funds linked to a Reference Asset will combine Financing 

Transactions in order to generate floating rate interest flows and OTC Derivatives in 

order to gain an exposure to the relevant Reference Asset. 

Financing Transactions will be as follows: 

 investment in a reverse repurchase transaction (“reverse repo”) under which 

the relevant Merrill Lynch Sub-Fund acting as buyer will purchase securities 

from a First Class Institution such as MLI acting as seller with the obligation 

for the First Class Institution to repurchase such securities at a date and price 

agreed between the parties when entering into the reverse repurchase 

agreement. Such securities will comply with the limits laid down in CSSF 

Circular 08/356 and CSSF Circular 14/592; 
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 investment in a portfolio of transferable securities and/or collective investment 

undertakings in accordance with the investment restrictions laid down in 

section 6 of the Prospectus, the Law of 17 December 2010, and all applicable 

laws and regulations, together with investment in an OTC Derivative, being a 

total return swap, over that portfolio, and under which the return of the 

portfolio will be swapped for floating rate interest flows. 

OTC Derivatives will then be entered into by the relevant Merrill Lynch Sub-Fund 

with a First Class Institution, such as MLI, acting as OTC Derivative counterparty in 

order to swap floating interest rate flows in return for exposure to the relevant 

Reference Asset. 

7.1.1 Financing Transactions used to generate floating interest flows 

Reverse Repurchase Agreements  

For those Merrill Lynch Sub-Funds, the Management Company and the 

relevant reverse repo counterparty will each appoint a collateral manager (the 

“Collateral Manager”). The Company will have one account for each Merrill 

Lynch Sub-Fund collateralised under the reverse repo in the name of the 

relevant Merrill Lynch Sub-Fund with the Collateral Manager into which 

securities, and in exceptional circumstances cash, are transferred by the 

reverse repo counterparty. The Custodian Bank is a party to the agreement 

between the Management Company and the Collateral Manager pursuant to 

which the Collateral Manager is acting as a sub-custodian of the Custodian 

Bank under the supervision of the latter. The Collateral Manager is entrusted 

with the collateral management functions of the securities and the cash. 

Notwithstanding the provisions of section 6.8 above and unless specified in 

the relevant Merrill Lynch Sub-Fund’s Supplement, collateral must be only 

given in the form of:  

 cash; 

 high quality government bonds of an Eligible Country and supranational 

bonds of an Eligible Issuer. “Eligible Countries” are the OECD Member 

States. “Eligible Issuer” means the African Development Bank, the Asian 

Development Bank, the European Bank for Reconstruction and 

Development, the European Investment Bank, the International Bank for 

Reconstruction and Development, the Inter-American Development Bank, 

the International Finance Corporation (IFC) and the United Nations 

Organisation; 

 corporate bonds which have a long-term issuer rating of S&P, Fitch or 

Moody’s provided that at least one of the rating of S&P, Fitch or Moody’s 

is above BBB+ (or the Moody’s equivalent); and 

 equities and equity related stocks.  

In addition, structured securities in respect of which the principal and interest 

payments are contingent on the performance or payment flows of one or more 

entities or assets shall not be eligible as collateral. Structured securities shall 

include (but not be limited to) credit linked notes (CDOs), collateralised loan 

obligations (CLOs), collateralised mortgage obligations (CMOs), asset-backed 
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securities (ABS) and mortgage-backed securities (MBS). For purposes of this 

paragraph, classification of a security as ABS, MBS, CMO, CLO and CDO 

will be determined according to the Collateral Manager’s internal 

classification. 

Haircuts will be applied in regard to the calculation of the value of the 

securities purchased by the relevant Merrill Lynch Sub-Fund under a reverse 

repo. The applicable haircut levels will be function of the characteristics of the 

assets such as credit standing, price volatility or tail risk under stress scenarios 

(for instance, haircuts applied to equity and corporate bonds are higher than 

those applied to high quality government bonds). The value of the securities 

purchased by the relevant Merrill Lynch Sub-Fund under a reverse repo will 

be calculated on a daily basis as the market value of the respective securities 

adjusted by the relevant haircut. 

The table below provides the minimum haircuts applied to each type of 

securities: 

Type of securities Minimum haircuts 

Cash 0% 

High quality government bonds and supranational 

bonds 
0% 

Corporate bonds 10% 

Equity and equity related stocks 10% 

 

In addition to the requirements provided by the CSSF Circular 08/356 and 

CSSF Circular 14/592 as replicated in section 6.8 above, collateral will have 

to comply with the following requirements: 

 collateral should be diversified with a maximum exposure per corporate 

issuer of 10% of the NAV of the relevant Merrill Lynch Sub-Fund. 

 all Merrill Lynch Sub-Funds using reverse repurchase agreements may 

take advantage of the derogation from the 20% limit of exposure to a 

single issuer as referred to under the above section “Management of 

collateral for OTC Derivative transactions and EPM techniques”, under 

“Collateral diversification (asset concentration)”. 

 when defining the quantity of size of each common or preferred shares, 

their average trading volume should be taken to account to ensure the 

liquidity of the collateral. 

All concentration, diversification and liquidity requirements should be applied 

per Merrill Lynch Sub-Fund. 

Total Return Swaps 

For the Merrill Lynch Sub-Funds using total return swaps, the Management 

Company and the swap counterparty will enter into an ISDA Credit Support 

Annex. The Company has one account for each Merrill Lynch Sub-Fund 

collateralised under this arrangement in the name of the relevant Merrill Lynch 

Sub-Fund with the Custodian Bank into which cash, and in exceptional 

circumstances securities, are transferred by the swap counterparty to reduce 

net counterparty exposure. 
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In the event that the OTC Derivatives generating floating interest flows are not 

re-set by the Investment Manager when the gross counterparty risk of the 

relevant Merrill Lynch Sub-Fund to such OTC Derivatives is approaching the 

limits specified in section 6.2.3 of the Prospectus, the Management Company 

will reduce the gross counterparty risk of such Merrill Lynch Sub-Fund to 

such OTC Derivatives by causing the swap counterparty to deliver to the 

Custodian Bank collateral in the form prescribed by the CSSF Circular 

14/592. 

The assets transferred by the swap counterparty will comply with the collateral 

restrictions set out in section 6.8 of the Prospectus and will be limited to: 

 cash; and 

 high quality government sovereign bonds of an Eligible Country and 

supranational bonds of an Eligible Issuer. It is being specified that, only 

government bonds and supranational bonds with a relevant long term 

issuer rating of S&P and Fitch above BBB+ (i.e. provided that the 

minimum rating is A-) and of Moody’s above Baa1 (i.e. provided that the 

minimum rating is A3) will be considered as eligible collateral. In the 

case of different rating agencies issuing different credit ratings, the lower 

rating will apply. “Eligible Countries” are the OECD Member States. 

“Eligible Issuer” means the African Development Bank, the Asian 

Development Bank, the European Bank for Reconstruction and 

Development, the European Investment Bank, the International Bank for 

Reconstruction and Development, the Inter-American Development Bank, 

the International Finance Corporation (IFC) and the United Nations 

Organisation. 

All Merrill Lynch Sub-Funds using total return swaps may take advantage of 

the derogation from the 20% limit of exposure to a single issuer as referred to 

under the above section “Management of collateral for OTC Derivative 

transactions and EPM techniques”, under “Collateral diversification (asset 

concentration)”. 

Haircuts will be applied with regard to the calculation of the value of the 

collateral. The haircut applicable to cash, high quality government bonds and 

supranational bonds should be at least equal to 0%. The haircut levels may be 

increased due to the characteristics of the assets such as maturity, price 

volatility or FX risk. The value of the collateral will be calculated as the 

market value of the respective assets adjusted by the relevant collateral. 

7.1.2 OTC Derivatives used to gain an exposure to the Reference Asset 

In the event that the OTC Derivatives providing exposure to the Reference 

Asset are not re-set by the Investment Manager when the gross counterparty 

risk of the relevant Merrill Lynch Sub-Fund’s OTC Derivatives is approaching 

the limits specified in section 6.2.3 of the Prospectus, the Management 

Company will reduce the gross counterparty risk of such Merrill Lynch Sub-

Fund’s OTC Derivatives by causing the swap counterparty to deliver to the 

Custodian Bank collateral in the form prescribed by the CSSF Circular 11/512 

and the CSSF Circular 14/592. 
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The assets transferred by the swap counterparty will comply with the collateral 

restrictions set out in section 6.8 of the Prospectus and will be limited to:  

 cash; and 

 high quality government sovereign bonds of an Eligible Country and 

supranational bonds of an Eligible Issuer. It is being specified that only 

government bonds and supranational bonds with a relevant long term 

issuer rating of S&P and Fitch above BBB+ (i.e. provided that the 

minimum rating is A-) and of Moody’s above Baa1 (i.e. provided that the 

minimum rating is A3) will be considered as eligible collateral. In the 

case of different rating agencies issuing different credit ratings, the lower 

rating will apply. “Eligible Countries” are the OECD Member States. 

“Eligible Issuer” means the African Development Bank, the Asian 

Development Bank, the European Bank for Reconstruction and 

Development, the European Investment Bank, the International Bank for 

Reconstruction and Development, the Inter-American Development Bank, 

the International Finance Corporation (IFC) and the United Nations 

Organisation. 

All Merrill Lynch Sub-Funds may take advantage of the derogation from the 

20% limit of exposure to a single issuer as referred to under the above section 

“Management of collateral for OTC Derivative transactions and EPM 

techniques”, under “Collateral diversification (asset concentration)”. 

Haircuts will be applied with regard to the calculation of the value of the 

collateral. The haircut applicable to cash, high quality government bonds and 

supranational bonds should be at least equal to 0%. The haircut levels may be 

increased due to the characteristics of the assets such as maturity, price 

volatility or Fx risk. The value of the collateral will be calculated as the 

market value of the respective assets adjusted by the relevant haircut. 

7.1.3 Re-investment of Cash Collateral 

The Management Company may reinvest any cash collateral received from 

counterparties in accordance with section 6.8 of the Prospectus. 

While the assets referring in section 6.8 of the Prospectus present a very low 

risk profile, there is no guarantee that the investment in those assets will not 

generate any losses. The Sub-Fund performance may therefore be impacted by 

those losses. 

7.2 Sub-Funds without a Reference Asset 

Sub-Funds without a Reference Asset may enter into OTC Derivatives. 

The Management Company and the OTC Derivatives counterparty will enter into an 

ISDA Credit Support Annex under which collateral will be transferred to the 

Company under the same conditions described in section 7.1.1 above. 

In the event that the OTC Derivatives are not re-set by the Investment Manager when 

the gross counterparty risk of a Sub-Fund’s OTC Derivatives is approaching the 

limits specified in section 6.2.3 of the Prospectus, the Management Company will 

reduce the gross counterparty risk of the Sub-Fund’s OTC Derivatives by causing the 
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swap counterparty to deliver to the Custodian Bank collateral in the form prescribed 

by the CSSF Circular 11/512 and the CSSF Circular 14/592. 

The assets transferred by the swap counterparty will comply with the collateral 

restrictions set out in section 6.8 of the Prospectus and will be limited to:  

 Cash; and  

 high quality government and sovereign bonds of an Eligible Country and 

supranational bonds of an Eligible Issuer. It is being specified that only 

government bonds and supranational bonds with a relevant long term issuer rating 

of S&P and Fitch above BBB+ (i.e. provided that the minimum rating is A-) and 

of Moody’s above Baa1 (i.e. provided that the minimum rating is A3) will be 

considered as eligible collateral. In the case of different rating agencies issuing 

different credit ratings, the lower rating will apply. “Eligible Countries” are the 

OECD Member States. “Eligible Issuer” means the African Development Bank, 

the Asian Development Bank, the European Bank for Reconstruction and 

Development, the European Investment Bank, the International Bank for 

Reconstruction and Development, the Inter-American Development Bank, the 

International Finance Corporation (IFC) and the United Nations Organisation. 

Sub-Funds without a Reference Asset may take advantage of the derogation from the 

20% limit of exposure to a single issuer as referred to under the above section 

“Management of collateral for OTC Derivative transactions and EPM techniques”, 

under “Collateral diversification (asset concentration)”. 

Haircuts will be applied with regard to the calculation of the value of the collateral. 

The haircut applicable to cash, high quality government bonds and supranational 

bonds should be at least equal to 0%. The haircut levels may be increased due to the 

characteristics of the assets such as credit standing, price volatility or tail risk under 

stress scenarios. The value of the collateral will be calculated as the market value of 

the respective assets adjusted by the relevant haircut. 

Sub-Funds without a Reference Asset may also enter into EPM transactions.  

The securities that will be purchased by the relevant Sub-Fund under a reverse repo 

will be in the form prescribed by the CSSF Circular 08/356 and CSSF Circular 

14/592, as set out in section 6.10.2 above. 

For those Sub-Funds, the Management Company and the relevant reverse repo 

counterparty will each appoint the Collateral Manager. The Company will have one 

account for each Sub-Fund collateralised under the reverse repo in the name of the 

Sub-Fund with the Collateral Manager into which securities, and in exceptional 

circumstances cash, are transferred by the reverse repo counterparty. The Custodian 

Bank is a party to the agreement between the Management Company and the 

Collateral Manager pursuant to which the Collateral Manager is acting as a sub-

custodian of the Custodian Bank under the supervision of the latter. The Collateral 

Manager is entrusted with the collateral management functions of the securities and 

the cash. 

Haircuts will be applied with regard to the calculation of the value of the securities 

purchased by the relevant Sub-Fund under a reverse repo. The haircut applicable to 

cash, high quality government bonds and supranational bonds should be at least equal 



 

45 

to 0%. The haircut applicable to corporate bonds and stocks will be at least 3%. The 

haircut levels may be increased due to the characteristics of the assets such as credit 

standing, price volatility or tail risk under stress scenarios (for instance, haircuts 

applied to equity and corporate bonds are higher than those applied to high quality 

government bonds). The value of the securities purchased by the relevant Sub-Fund 

under a reverse repo will be calculated on a daily basis as the market value of the 

respective securities adjusted by the relevant haircut. 

8 Risk Factors 

Before making an investment decision with respect to Shares of any Class in any Sub-Fund, 

prospective investors should carefully consider all of the information set out in this 

Prospectus and the Supplement relating to the relevant Sub-Fund, as well as their own 

personal circumstances. Prospective investors should have particular regard to, among other 

matters, the considerations set out in this section and under the heading “Risk Profile” and 

“Specific Risk Warnings” in the relevant Supplement. The risk factors referred to therein, 

and in this document, alone or collectively, may reduce the return on the Shares of any Sub-

Fund and could result in the loss of all or a proportion of a Shareholder’s investment in the 

Shares of any Sub-Fund. The price of the Shares of any Sub-Fund can go down as well as up 

and their value is not guaranteed. Shareholders may not receive, at redemption or liquidation, 

the amount that they originally invested in any Class of Shares or any amount at all. 

An investment in the Shares of any Sub-Fund is only suitable for investors who (either alone 

or in conjunction with an appropriate financial or other adviser) are capable of evaluating the 

merits and risks of such an investment and who have sufficient resources to be able to bear 

any losses that may result therefrom. 

Before making any investment decision with respect to the Shares, any prospective investors 

should consult their own stockbroker, bank manager, lawyer, solicitor, accountant and/or 

financial adviser. 

The Company is intended to be a medium to long-term investment vehicle (depending on the 

investment policy of the relevant Sub-Fund). 

8.1 General 

8.1.1 Risk of Loss 

An investment in the Shares is speculative and entails substantial risk. An 

investor could lose all or substantially all of its investment in any Sub-Fund. 

The Shares are only suitable for persons willing to accept and able to absorb 

such risks. No one should consider investing more than they can afford to lose. 

Alternative investment strategies are subject to a “risk of ruin” to which 

traditional strategies are not. 

8.1.2 Reliance on the Investment Manager and Dependence on Key Personnel 

The Investment Manager will have the responsibility for the relevant Sub-

Fund’s investment activities. Investors must rely on the judgement of the 

Investment Manager in exercising this responsibility. The Investment Manager 

and its principals are not required to, and will not devote substantially all of 

their business time to the investment activities of the relevant Sub-Fund. In 

addition, since the performance of a Sub-Fund is wholly dependent on the 

skills of the Investment Manager if the services of the Investment Manager or 
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its principals were to become unavailable, such unavailability might have a 

detrimental effect on the relevant Sub-Fund and its performance. Moreover, 

there can be no assurance that the Investment Manager of any Sub-Fund will 

successfully implement the strategy of the relevant Sub-Fund. 

8.1.3 Historical Performance 

The past performance of a Sub-Fund if any or any other investment vehicle 

managed by the Investment Manager or any of its affiliates is not indicative of 

the potential future performance of such Sub-Fund. The nature of, and risk 

associated with, a Sub-Fund may differ substantially from those investments 

and strategies undertaken historically by the Investment Manager, its affiliates 

or such Sub-Fund. In addition, market conditions and investment opportunities 

may not be the same for a Sub-Fund as they had been in the past, and may be 

less favourable. Therefore, there can be no assurance that a Sub-Fund’s Assets 

will perform as well as the past investments managed by the Investment 

Manager or its affiliates (including, if applicable, such Sub-Fund). It is 

possible that significant disruptions in, or historically unprecedented effects 

on, the financial markets and/or the businesses in which a Sub-Fund invests in 

may occur, which could diminish any relevance the historical performance 

data of such Sub-Fund may have to the future performance of such Sub-Fund. 

8.1.4 Segregation of Liabilities between Sub-Funds 

The assets of each Sub-Fund will not be available to meet the liabilities of 

another. However, the Company is a single legal entity which may operate or 

have assets held on behalf of or be subject to claims in other jurisdictions 

which may not necessarily recognise separate portfolios and, in such 

circumstances, the assets of one Sub-Fund may be exposed to the liabilities of 

another. 

8.1.5 Paying Agent Risk 

Shareholders who choose or are obliged under local regulations to pay or 

receive subscription or redemption monies or dividends via an intermediate 

entity rather than directly to or from the Custodian Bank (e.g. a Paying Agent 

in a local jurisdiction) bear a credit risk against that intermediate entity with 

respect to (a) subscription monies prior to the transmission of such monies to 

the Custodian Bank for the account of a Sub-Fund and (b) redemption monies 

payable by such intermediate entity to the relevant Shareholder. 

8.1.6 Concentration of Investments 

Although a Sub-Fund’s policy is to diversify its investment portfolio, a Sub-

Fund may at certain times hold relatively few investments subject to the 

overall investment restrictions. A Sub-Fund could be subject to significant 

losses if it holds a large position in a particular investment that declines in 

value or is otherwise adversely affected, including default of the issuer. 

8.1.7 Declining Performance with Asset Growth 

Trading large positions may adversely affect prices and performance. In 

addition, there can be no assurance that appropriate investment opportunities 

will be available to accommodate future increases in assets under management 

which may require the Investment Manager to modify its investment decisions 

for the relevant Sub-Fund because the Investment Manager cannot deploy all 
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the assets in the manner it desires. There can be no assurance whatsoever as to 

the effect of an increase in equity under management may have on a Sub-

Fund’s future performance. 

8.1.8 Effect of Substantial Redemptions 

Substantial redemptions by Shareholders within a short period of time could 

require a Sub-Fund to liquidate securities positions more rapidly than would 

otherwise be desirable, which could adversely affect the value of both the 

Shares being redeemed and the outstanding Shares and/or disrupt the 

Investment Manager’s investment strategy. Reduction in the size of a Sub-

Fund could make it more difficult to generate a positive return or to recoup 

losses due to, among other things, reductions in such Sub-Fund’s ability to 

take advantage of particular investment opportunities or decreases in the ratio 

of its income to its expenses. 

8.1.9 Leverage 

The Sub-Funds may achieve some leverage through the use of options, 

synthetic short sales, swaps, credit default swaps, forwards and other financial 

derivatives instruments for the purpose of making investments. The use of 

leverage creates special risks and may significantly increase the Sub-Funds’ 

investment risk. Leverage creates an opportunity for greater yield and total 

return but, at the same time, will increase the exposure of a Sub-Fund to 

greater capital risk than an unlevered vehicle. 

8.1.10 Profit Sharing 

In addition to receiving an Investment Management Fee, the Investment 

Manager of a Sub-Fund may also receive a Performance Fee based on the 

appreciation in the value of the Sub-Fund’s assets and accordingly the 

Performance Fee will increase with regard to unrealised appreciation, as well 

as realised gains. Accordingly, a Performance Fee may be paid on unrealised 

gains which may subsequently never be realised. The Performance Fee may 

create an incentive for an Investment Manager to make investments for a Sub-

Fund that are riskier than would be the case in the absence of a fee based on 

the performance of such Sub-Fund. 

Any investment income and gains earned on investments made through the 

use of leverage that are in excess of the interest costs associated therewith may 

cause the value of a Sub-Fund to increase more rapidly than would otherwise 

be the case. Conversely, where the associated interest costs are greater than 

such income and gains, the value of a Sub-Fund may decrease more rapidly 

than would otherwise be the case. 

8.1.11 Access to Non-Public Information May Affect the Ability of a Sub-Fund to Sell 

Investments 

From time to time, a Sub-Fund, through the principals and/or employees or 

agents of the Investment Manager, may have access to non-public information 

following execution of a non-disclosure agreement or under other 

circumstances. Such access to non-public information may have the effect of 

impairing the Investment Manager’s ability to sell or buy the related 

investments when, and upon the terms, it might otherwise desire, including as 

a result of applicable securities laws. 
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8.1.12 Hedging Transactions Uncovered Risks 

The Investment Manager, from time to time, employs various hedging 

techniques. 

The success of a Sub-Fund’s hedging strategy will be subject to the 

Investment Manager’s ability to correctly assess the degree of correlation 

between the performance of the instruments used in the hedging strategy and 

the performance of the investments in the portfolio being hedged. Since the 

characteristics of many securities change as markets change or time passes, 

the success of a Sub-Fund’s hedging strategy will also be subject to the 

Investment Manager’s ability to continually recalculate, readjust, and execute 

hedges in an efficient and timely manner. 

Hedging against a decline in the value of a portfolio position does not 

eliminate fluctuations in the values of those portfolio positions or prevent 

losses if the values of those positions decline. Rather, it establishes other 

positions designed to gain from those same declines, thus seeking to moderate 

the decline in the portfolio position’s value. Such hedging transactions also 

limit the opportunity for gain if the value of the portfolio position should 

increase. For a variety of reasons, the Investment Manager may not seek to 

establish a perfect correlation between such hedging instruments and the 

portfolio holdings being hedged. Such imperfect correlation may prevent a 

Sub-Fund from achieving the intended hedge or expose a Sub-Fund to risk of 

loss. In addition, it is not possible to hedge fully or perfectly against any risk, 

and hedging entails its own costs. The Investment Manager may determine, in 

its sole discretion, not to hedge against certain risks and certain risks may exist 

that cannot be hedged. Furthermore, the Investment Manager may not 

anticipate a particular risk so as to hedge against it effectively. Hedging 

transactions also limit the opportunity for gain if the value of a hedged 

portfolio position should increase. 

The Investment Manager may purchase or sell stock index options as a 

hedging technique. A stock index measures the movement of a certain group 

of stocks by assigning relative values to the common stocks included in the 

index. The effectiveness of purchasing or selling stock index options as a 

hedging technique will depend upon the extent to which price movements in 

assets that are hedged correlate with price movements of the stock index 

selected. 

8.1.13 Model Risk 

Certain strategies require the use of quantitative valuation models as 

developed by third parties. As market dynamics shift over time (for example, 

due to changed market conditions and participants), a previously highly 

successful model often becomes outdated or inaccurate, the Investment 

Manager may not recognize that fact before substantial losses are incurred. 

There can be no assurance that any Investment Manager will be successful in 

continuing to develop and maintain effective quantitative models. 

8.1.14 Trade Execution Risk 

Many of the trading techniques used by the Sub-Funds require the rapid and 

efficient execution of transactions. Inefficient executions can result in a Sub-
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fund being unable to exploit the small pricing differentials that the Investment 

Manager may seek to exploit and impact, possibly materially, the profitability 

of a Sub-Fund’s positions. 

8.1.15 Other Trading Activities of the Investment Manager and its Affiliates 

The Investment Manager and its principals, directors, officers, partners, 

members, managers, shareholders, employees and affiliates trade or may trade 

for their own accounts, and certain of such persons have sponsored or may in 

the future sponsor or establish other public and private investment funds 

(“other accounts”). In certain circumstances, such product or platform may be 

wholly or principally owned by affiliates of the Investment Manager. The 

Investment Manager and its affiliates may trade for accounts other than the 

relevant Sub-Fund’s account and will remain free to trade for such other 

accounts and to utilize trading strategies and formulae in trading for such 

accounts that are the same as or different from the ones that the Investment 

Manager will utilize in making trading decisions on behalf of the relevant 

Sub-Fund. In addition, and if and when applicable, in their respective 

proprietary trading, the Investment Manager or its affiliates may take positions 

the same as or different than those taken on behalf of the Sub-Fund in 

accordance with the Investment Manager’s and its affiliates’ internal policies. 

The records of any such trading will not be available for inspection by 

investors except to the extent required by law. Because of price volatility, 

occasional variations in liquidity, and differences in order execution, it might 

not be possible for the Investment Manager and its affiliates to obtain identical 

trade execution for all their respective clients. When block orders are filled at 

different prices, the Investment Manager and its affiliates will assign the 

executed trades on a systematic basis among all client accounts. 

8.1.16 Selection of Brokers and Dealers 

The policy of the Investment Manager regarding purchases and sales for its 

portfolios is that primary consideration will be given to obtaining the most 

favourable execution of the transactions in seeking to implement the 

investment strategy of the relevant Sub-Fund. The Investment Manager will 

effect transactions with those brokers, dealers, futures commission merchants, 

banks and other counterparties (collectively, “brokers and dealers”) which the 

Investment Manager believes provide the most favourable net prices and who 

are capable of providing efficient executions. Additional considerations 

include the ability of brokers and dealers to provide internal and external 

research services, special execution capabilities, clearance, settlement or other 

services including communications and data processing and other similar 

equipment and services and the furnishing of stock quotation and other similar 

information. The Investment Manager also may cause a broker or dealer who 

provides such certain services to be paid a commission or, in the case of a 

dealer, a dealer spread for executing a portfolio transaction, which is in excess 

of the amount of commission or spread another broker or dealer would have 

charged for effecting that transaction. On some occasions the Investment 

Manager may “step out” a commission or send part of a commission to a 

broker who did not execute the order. Prior to making such an allocation to a 

broker or dealer, however, the Investment Manager will make a good faith 

determination that such commission or spread was reasonable in relation to the 
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value of the brokerage, research or other services provided, viewed in terms of 

that particular transaction or in terms of all the transactions over which the 

Investment Manager or its affiliates exercise trading discretion and will ensure 

that the relevant Sub-Fund derives a direct or indirect economic interest from 

such an allocation. 

8.1.17 Disclosure of Information 

Upon enquiry, Shareholders may obtain specific information about the 

Management Company, the Company and its Sub-Funds at the registered 

office of the Company, without prejudice to the principle of equal treatment of 

Shareholders. Having provided any requested information, the Management 

Company is not required to provide, at its own initiative, all other 

Shareholders with the same information. Accordingly, certain Shareholders 

may invest on terms that provide access to information that is not generally 

available to the other Shareholders and, as a result, may be able to act on such 

additional information. 

8.2 Market Risks 

8.2.1 Valuation of the Sub-Fund’s Assets 

Investors in the Shares should be aware that an investment in the Shares 

involves assessing the risk of an investment linked to the Sub-Fund’s Assets. 

The value of the Sub-Fund’s Assets may vary over time and may increase or 

decrease by reference to a variety of factors which may include, amongst 

others, corporate actions, macro economic factors and speculation. 

8.2.2 Exchange Rates 

Investors in the Shares should be aware that such an investment may involve 

exchange rate risks. For example (i) the Sub-Fund’s Assets may be 

denominated in a currency other than the Reference Currency; (ii) the Shares 

may be denominated in a currency other than the currency of the investor’s 

home jurisdiction; and/or (iii) the Shares may be denominated in a currency 

other than the currency in which an investor wishes to receive his monies. 

Exchange rates between currencies are determined by factors of supply and 

demand in the international currency markets which are influenced by macro 

economic factors, speculation and central bank and government intervention 

(including the imposition of currency controls and restrictions). Fluctuations 

in exchange rates may affect the value of the Shares. Shareholders of Share 

Classes denominated in a currency other than the Reference Currency of the 

Sub-Fund will be subject to the risk that the value of their respective 

functional currency will fluctuate against the Reference Currency. The Sub-

Fund may, in the discretion of the Investment Manager or the Management 

Company, as applicable, attempt to reduce or minimize the effect of 

fluctuations in the exchange rate on the value of the non Reference Currency 

Shares. The Management Company or the Investment Manager (in the latter 

case, with the consent of the Management Company) may entrust a third party 

with the execution of such FX hedging function. Due to the foregoing, each 

Class of Shares may differ from each other in their overall performance. There 

is no guarantee that any FX hedging for non Reference Currency Share 
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Classes will achieve the objective of reducing the effect of exchange rate 

fluctuations. 

8.2.3 Interest Rate 

Interest rates are determined by factors of supply and demand in the 

international money markets which are influenced by macro economic factors, 

speculation and central bank and government policies or intervention. 

Fluctuations in short term and/or long term interest rates may affect the value 

of the Shares. Fluctuations in interest rates of the currency in which the Shares 

are denominated and/or fluctuations in interest rates of the currency or 

currencies in which the Sub-Fund’s Assets are denominated may affect the 

value of the Shares. 

8.2.4 Market Volatility 

From time to time world financial markets can experience extraordinary 

market conditions, including, among other things, extreme losses and 

volatility in securities markets and the failure of credit markets to function. 

Market volatility affects the performance of the Shares, and of a Sub-Fund’s 

Assets. The level of market volatility is not purely a measurement of the actual 

volatility, but is largely determined by the prices for instruments which offer 

investors exposure to or protection against such market volatility. The prices 

of these instruments are determined by forces of supply and demand in the 

options and derivatives markets generally. These forces are, themselves, 

affected by factors such as actual market volatility, expected volatility, macro 

economic factors and speculation. 

8.2.5 Liquidity and Market Characteristics 

In some circumstances, investments may become relatively illiquid making it 

difficult to dispose of them at the prices quoted on the various exchanges. 

Accordingly, a Sub-Fund’s ability to respond to market movements may be 

impaired and a Sub-Fund may experience adverse price movements upon 

liquidation of its investments. Settlement of transactions may be subject to 

delay and administrative uncertainties. 

8.2.6 Market Liquidity and Leverage 

Changes in overall market leverage, deleveraging as a consequence of a 

decision by the counterparties with which a Sub-Fund enters into 

repurchase/reverse repurchase agreements or derivative transactions, to reduce 

the level of leverage available, or the liquidation by other market participants 

of the same or similar positions, may also adversely affect the Sub-Fund’s 

portfolio. 

8.2.7 Credit Risk 

An investment in bonds or other debt securities involves counterparty risk of 

the issuer of such bonds or debt securities which may be evidenced by the 

issuer’s credit rating. An investment in bonds or other debt securities issued by 

issuers with a lower credit rating are generally considered to have a higher 

credit risk and a greater possibility of default than that of more highly rated 

issuers. In the event that any issuer of bonds or other debt securities 

experiences financial or economic difficulties this may affect the value of the 

bonds or other debt securities (which may be zero) and any amounts paid on 
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such bonds or other debt securities (which may be zero). This may in turn 

affect the Net Asset Value per Share. 

Investors in any Sub-Fund with a Defined Investment Term should be aware 

that the Sub-Fund’s Assets for such Sub-Fund may include bonds or other debt 

securities that involve credit risk which will be retained by the Sub-Fund 

unless otherwise provided in the relevant Supplement. Moreover, where such 

Sub-Fund provides for a capital protection feature, the functioning of such 

feature may be dependent on the due payment of the interest and principal 

amounts on the bonds or other debt securities in which the Sub-Fund is 

directly invested. 

8.2.8 Stagnant Markets 

Although volatility is one indication of market risk, certain investment 

strategies may be more successful in times of market volatility which 

contributes to the mispricings of securities which they are designed to identify. 

In periods of trendless, stagnant markets and/or deflation, certain alternative 

investment strategies have materially diminished prospects for profitability. 

8.2.9 Repurchase and Reverse Repurchase Agreements 

A Sub-Fund may enter into repurchase and reverse repurchase agreements 

which involve certain risks. For example, if the seller of securities to the Sub-

Fund under a reverse repurchase agreement defaults on its obligation to 

repurchase the underlying securities, as a result of its bankruptcy or otherwise, 

the Sub-Fund will seek to dispose of such securities, which action could 

involve costs or delays. If a seller defaults on its obligation to repurchase 

securities under a reverse repurchase agreement, the Sub-Fund may suffer a 

loss to the extent that it is forced to liquidate its position in the market, and 

proceeds from the sale of the underlying securities are less than the repurchase 

price agreed to by the defaulting seller. Moreover, as any repurchase or reverse 

repurchase agreement is likely to have a limited term, the Company will enter 

into a repurchase or reverse repurchase agreement with a maturity date which 

may be different from the maturity date of the Sub-Fund. The Company will 

therefore need to re-negotiate the terms and conditions of the repurchase or 

reverse repurchase agreement after the expiration of the original term and 

there can be no assurance that any new agreement entered into will have terms 

similar to those previously entered into. In particular, the terms agreed upon 

such re-negotiation might be less attractive than the original terms which 

might have a negative impact on the performance of the Sub-Fund. If the 

Company enters into additional repurchase or reverse repurchase agreements 

with new counterparties the terms of such new agreements will have to be 

negotiated and may deviate from the terms of the original agreement. 

8.2.10 Hedging Disruption 

If the Company and/or the Management Company and/or any of the 

Investment Managers is unable, after using commercially reasonable efforts, 

to (i) acquire, establish, re-establish, substitute, maintain, unwind or dispose of 

any transaction(s) or asset(s) it deems necessary to hedge the equity or other 

price risk of the Company issuing and performing its obligations with respect 

to the Shares, or (ii) realise, recover or remit the proceeds of any such 

transaction(s) or asset(s) and further if the Company and/or the Management 
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Company and/or any of the Investment Managers acting on the Company’s 

behalf may incur a materially increased (as compared with circumstances 

existing on the date of the Prospectus) amount of tax, duty, expense or fee 

(other than brokerage commissions) to (i) acquire, establish, re-establish, 

substitute, maintain, unwind or dispose of any transaction(s) or asset(s) it 

deems necessary to hedge the equity or other price risk of the Company 

issuing and performing its obligations with respect to the Shares, or (ii) 

realise, recover or remit the proceeds of any such transaction(s) or asset(s); 

then as a consequence thereof, the Management Company or the Investment 

Manager will be required to determine in its sole and absolute discretion the 

appropriate adjustment, if any, to be made to the relevant Sub-Fund such as 

without limitation, a change of the objectives and policies of the Sub-Fund 

and/or the Reference Asset and determine the effective date of that adjustment. 

8.3 European Economic Risks 

EU Member States and European businesses and financial institutions and 

counterparties are currently being affected, some adversely, by severe political and 

economic difficulties and concerns, including in relation to sovereign and non-

sovereign funding and debt. European, IMF and bilateral emergency funding 

arrangements have already been extended and/or are contemplated in respect of 

certain EU Member States and European based financial institutions. 

These developments have had a negative effect in political terms and also in 

economic terms. Financial markets, investor sentiment and credit ratings of 

institutions and EU Member States have already been adversely affected and may 

continue to be so. In addition, investment activity has been affected, as has the 

willingness of financial institutions to extend credit. 

There are concerns that one or more EU Member States within the Eurozone may not 

be able to meet their debt obligations or funding requirements. The depressed 

economic environment and cost of funding may cause short and medium term budget 

deficits to expand in these economies, further increasing the risk of default which is 

likely have adverse consequences for the European and the wider world economy. 

The possibility of EU Member States that have adopted the Euro abandoning or being 

forced to withdraw from the Euro remains. It is not possible to predict accurately the 

precise nature of the consequences of an EU Member State leaving the Euro as there 

has been no legal framework put in place in preparation for such an event. However, 

it is likely that any Euro-denominated assets or obligations of a particular Sub-Fund 

that are converted into a new national currency would suffer a significant reduction in 

value if the new national currency falls in value against the Euro or other 

currencies. In the event of the collapse of the Euro as a currency, any Sub-Fund 

whose Reference Currency is Euro and any Euro denominated Share Classes would 

need to be re-designated into an alternative currency, as determined by the Directors, 

which could result in significant losses to Shareholders in the relevant Sub-Fund 

and/or Share Class. 

These economic developments and their consequences both in Europe and the wider 

world economy, have increased the risk of market disruption and governmental 

intervention in markets. Such disruption and intervention may result in unfavourable 

currency exchange rate fluctuations, restrictions on foreign investment, imposition of 
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exchange control regulation by governments, trade balances and imbalances and 

social, economic or political instability. 

Predicting accurately the consequences of developments of this kind is difficult. 

Events affecting the Euro could result in either separate new national currencies, or a 

new single European currency, and consequently the redenomination of assets and 

liabilities currently denominated in Euro. In such circumstances, there would be a 

definite risk of the Company’s Euro-denominated investments becoming difficult to 

value. This could result in negative consequences for the Company including 

suspension of Net Asset Value valuations and, consequently, redemptions. If the 

redenomination of accounts, contracts and obligations becomes litigious, difficult 

conflict of laws questions are likely to arise. 

Adverse developments of this nature may significantly affect the value of the 

Company’s investments. They may also affect the ability of the Company to transact 

business including with financial counterparties, to manage investment risk and to 

hedge currency and other risks affecting the portfolio and individual Classes of any 

Sub-Fund. Fluctuations in the exchange rate between the Euro and the US dollar or 

other currencies could have a negative effect upon the performance of investments. 

8.4 Risks Associated with Particular Strategies and Investment Instruments 

8.4.1 Volatility Trading 

Volatility strategies depend on mispricings and changes in volatility. Market 

volatility is a derivative of directional market movements and is itself often 

materially more volatile than underlying reference asset prices. Price 

movements are influenced by many unpredictable factors, such as market 

sentiment, inflation rates, interest rate movements and general economic and 

political conditions. 

At any given time, different market participants will have different views on 

the level of market volatility; if the Investment Manager incorrectly estimates 

market volatility, the Investment Manager will misprice the options which it 

trades. 

8.4.2 Relative Value/Arbitrage Strategies 

The success of relative value trading is dependent on the ability to exploit 

relative mispricings among interrelated instruments. Although relative value 

positions are considered to have a lower risk profile than directional trades as 

the former attempt to exploit price differentials not overall price movements, 

relative value strategies are by no means without risk. Some relative value 

strategies may result in high portfolio turnover and, consequently, greater 

transaction costs. Depending upon the investment strategies employed and 

market conditions, a Sub-Fund may be adversely affected by unforeseen 

events involving such matters as changes in interest rates or the credit status of 

an issuer, forced redemptions of securities or acquisition proposals, break-up 

of planned mergers, unexpected changes in relative value, short squeezes, 

regulatory reform or changes in tax treatment. Mispricings, even if correctly 

identified, may not converge within the time frame within which a Sub-Fund 

maintains its positions. Even pure “riskless” arbitrage — which is rare — can 

result in significant losses if the arbitrage cannot be sustained (due, for 

example, to margin calls) until expiration. A Sub-Fund’s relative value 
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strategies are subject to the risks of disruptions in historical price 

relationships, the restricted availability of credit and the obsolescence or 

inaccuracy of its or third-party valuation models. Market disruptions may also 

force a Sub-Fund to close out one or more positions. Such disruptions have in 

the past resulted in substantial losses for relative value strategies. 

8.4.3 Convertible Arbitrage 

To the extent the price relationship between the convertible security and the 

underlying equity security remain constant, no gain or loss on the position is 

likely to occur. Such positions do, however, entail a substantial risk that the 

price differential could change unfavourably, causing a loss to the spread 

position. Substantial risks also are involved in borrowing and lending against 

such investments. The prices of these investments can be volatile, market 

movements are difficult to predict, and financing sources and related interest 

and exchange rates are subject to rapid change. Certain corporate securities 

may be subordinated (and thus exposed to the first level of default risk) or 

otherwise subject to substantial credit risks. Government policies, especially 

those of central banks, have profound effects on interest and exchange rates 

that, in turn, affect prices in areas of the investment and trading activities of 

convertible arbitrage strategies. Many other unforeseeable events, including 

actions by various government agencies and domestic and international 

political events, may cause sharp market fluctuations. 

8.4.4 Merger Arbitrage 

Merger arbitrage strategies require an assessment of the likelihood of 

consummation of the proposed transaction, and an evaluation of the potential 

profits involved. If the event fails to occur or it does not have the effect 

foreseen, losses can result. The consummation of mergers and tender and 

exchange offers can be prevented or delayed by a variety of factors, including, 

without limitation: (i) opposition of the management or stockholders of the 

target company, which will often result in litigation to enjoin the proposed 

transaction; (ii) intervention of a regulatory agency; (iii) efforts by the target 

company to pursue a “defensive” strategy, including a merger with, or a 

friendly tender offer by, a company other than the offeror; (iv) in the case of a 

merger, failure to obtain the necessary stockholder or third party approvals; (v) 

market conditions resulting in material changes in securities prices; (vi) 

compliance with applicable securities laws; and (vii) inability to obtain 

adequate financing. Merger arbitrage positions also are subject to the risk of 

overall market movements. To the extent that a general increase or decline in 

equity values affects the stocks involved in a merger arbitrage position 

differently, the position may be exposed to loss. The success of merger 

arbitrage strategies depends on the overall volume of merger activity, which 

historically has been cyclical in nature. 

8.4.5 Risk Arbitrage and Event-Driven Strategies 

The success of risk arbitrage and event-driven strategies depends on the 

successful prediction of whether various corporate events will occur or be 

consummated. The difference between the price paid by a Sub-Fund for 

securities of a company involved in an announced extraordinary corporate 

transaction and the anticipated value to be received for such securities upon 
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consummation of the proposed transaction will often be very small. Since the 

price bid for the securities of a company involved in an announced 

extraordinary corporate transaction is generally at a significant premium above 

the market price prior to the announcement, if the proposed transaction 

appears likely not to be consummated or in fact is not consummated or is 

delayed, the market price of the securities usually declines sharply, often by 

more than a Sub-Fund’s anticipated profit, even if the security’s market price 

returns to a level comparable to that which exists prior to the announcement of 

the deal. Because of the inherently speculative nature of event-driven 

investing, the results of a Sub-Fund’s risk arbitrage and event-driven strategies 

may significantly fluctuate from period to period. 

8.4.6 Directional Trading 

Certain positions taken by a Sub-Fund may be designed to profit from 

forecasting absolute price movements in a particular instrument. Predicting 

future prices is inherently uncertain and the losses incurred, if the market 

moves against a position, will often not be hedged. The speculative aspect of 

attempting to predict absolute price movements is generally perceived to 

exceed that involved in attempting to predict relative price fluctuations. 

8.4.7 Commodity and Energy Trading 

A Sub-Fund may from time to time have a significant commitment to 

commodity and energy index trading (i.e., trading in indices on electricity, 

natural gas, oil, crops and meats and related derivative instruments, including 

swaps, options and futures). Commodity index and energy index trading 

involves certain financial risks that are qualitatively different from those 

incurred in trading securities and other financial instruments. 

8.4.8 Distressed Strategies 

Distressed securities are securities of issuers in extremely weak financial 

condition or are perceived to have a deteriorating financial condition that will 

affect their future ability to meet their financial obligations. These issuers may 

either be preparing to file, or have filed, for bankruptcy or insolvency 

protection under United States Chapter 11 or another insolvency scheme in the 

United States or elsewhere. They may be companies that have bonds rated 

CCC or lower by the rating agencies (primarily Moody’s and Standard & 

Poor’s), or their bonds might be trading at large spreads versus risk free rate. 

Investments of this type involve substantial financial business risks that can 

result in substantial or total losses. Among the problems involved in 

investments in troubled issuers is the fact that information as to the conditions 

of such issuers may be limited, thereby reducing the Investment Manager’s 

ability to monitor the performance and to evaluate the advisability of 

continued investments in specific situations. Such investments may also be 

adversely affected by laws relating to, among other things, fraudulent transfers 

and other voidable transfers or payments, lender liability and the bankruptcy 

court’s power to disallow, reduce, subordinate, recharacterize debt as equity or 

disenfranchise particular claims.The market prices of such securities are also 

subject to abrupt and erratic market movements and above-average price 

volatility, and the spread between the bid and ask prices of such securities may 
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be greater than normally expected. It may take a number of years for the 

market price of such securities to reflect their intrinsic value. 

The level of analytical sophistication, both financial and legal, necessary for 

successful investment in companies experiencing significant business and 

financial difficulties is unusually high. There is no assurance that the value of 

the assets collateralizing such investments will be sufficient or that prospects 

for a successful reorganization or similar action will become available. In any 

reorganization or liquidation proceeding relating to a company in which the 

Sub-Fund invests, the Sub-Fund may lose its entire investment, may be 

required to accept cash or securities with a value less than its original 

investment and/or may be required to accept payment over an extended period 

of time. Under such circumstances, the returns generated from the investments 

may not compensate the Sub-Fund adequately for the risks assumed. 

8.4.9 Credit Default Swaps 

A Sub-Fund may purchase and sell credit derivatives contracts — primarily 

credit default swaps — both for hedging and other purposes. Credit default 

swaps can be used to hedge a portion of the default risk on a single corporate 

bond or loan, or a structured finance security, or on a portfolio of such 

instruments. Credit default swaps also can be used to make an investment 

synthetically. If the Investment Manager’s view is that a particular credit, or 

group of credits, will experience credit improvement, a Sub-Fund may “sell” 

credit default protection in which it receives spread income. A Sub-Fund may 

also “purchase” credit default protection (i.e., short the particular name or 

security) without owning the referenced instrument if, in the judgement of the 

Investment Manager, there is a high likelihood of credit deterioration. 

Swap transactions dependent upon credit events are priced based upon models, 

often proprietary, that incorporate many credit and market variables, which 

may not accurately value such swap positions when established or when 

subsequently traded or unwound under actual market conditions. Accordingly, 

there are many factors upon which market participants may have divergent 

views. If the Investment Manager has a positive view of the credit outlook of a 

corporation, or a structured finance security, it may enter into credit default 

swap transactions in which it assumes the risk of default of an issuer. It may 

also enter into an opposite transaction, even if the credit outlook is positive, if 

it believes that participants in the marketplace have incorrectly valued the 

components that determine the value of a swap. 

The credit default swap market has been subject to tremendous volatility and 

lacks transparency. While the Investment Manager believes that a Sub-Fund’s 

participation in this market has the potential for significant profit, it also 

entails significant risks. 

8.4.10 Below Investment Grade Securities 

The Sub-Fund may invest in fixed-income instruments that are or are deemed 

to be the equivalent in terms of quality to securities rated below investment 

grade by Moody’s Investors Service, Inc. and Standard & Poor’s Corporation 

and accordingly involve great risk. Such securities are regarded as 

predominantly speculative with respect to the issuer’s capacity to pay interest 
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and repay principal in accordance with the terms of the obligations and 

involve major risk to adverse conditions. These risks include: (i) changes in 

credit status, including weaker overall credit conditions of issuers and risks of 

default; (ii) industry, market and economic risk; (iii) interest rate fluctuations; 

and (iv) greater price variability and credit risks of certain high yield securities 

such as zero coupon and payment-in-kind securities. While these risks provide 

the opportunity for maximizing return over time, they may result in greater 

upward and downward movement of the value of a Sub-Fund’s portfolio. 

While all security investments have some degree of risk, below investment 

grade fixed income securities may be subject to greater market fluctuations 

and risk of loss of income and principal than are investments in lower yielding 

fixed-income securities with higher ratings. Furthermore, the value of high 

yield securities may be more susceptible to real or perceived adverse 

economic, company or industry conditions than is the case for higher quality 

securities. Adverse market, credit or economic conditions could make it 

difficult at certain times to sell certain high yield securities held by a Sub-

Fund. 

High yield debt securities generally trade in the over-the-counter marketplace, 

which is less transparent and has wider bid/ask spreads than the exchange-

traded marketplace. High yield debt securities can be more volatile and may or 

may not be subordinated to certain other outstanding securities and obligations 

of the issuer, which may be secured by substantially all of the issuer’s assets. 

Such securities may also not be protected by financial covenants or limitations 

on additional indebtedness. 

The market values of certain lower-rated and unrated debt securities tend to 

reflect individual corporate developments to a greater extent than do higher-

rated securities which react primarily to fluctuations in the general level of 

interest rates, and tend to be more sensitive to economic conditions than are 

higher-rated securities. Companies that issue such securities are often highly 

leveraged and may not have available to them more traditional methods of 

financing. It is possible that a major economic recession could severely disrupt 

the market for such securities and may have an adverse impact on the value of 

such securities. 

8.4.11 Cash and Cash Equivalents 

The Investment Manager may elect to maintain a portion of a Sub-Fund’s 

assets in cash and cash equivalents, such as money market funds or short-term 

government bonds, marketable securities and commercial paper. Investments 

in cash equivalents provide greater security and liquidity than other types of 

investments but they may produce lower returns than investments in stocks or 

bonds, which entail higher levels of risk. While money market funds seek to 

purchase and manage instruments to maintain stable prices, there is no 

guarantee that a money market fund will be able to do so. For example, a 

major increase in interest rates or a decrease in the credit quality of the issuer 

of one of a money market fund’s investments could cause the money market 

fund’s share price to decrease and a Sub-Fund could incur a loss. 
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8.4.12 Futures 

Futures markets are highly volatile and a high degree of leverage is typical of 

a futures trading account. As a result, a relatively small price movement in a 

futures contract may result in substantial losses to a Sub-Fund. Moreover, 

most commodity exchanges limit fluctuations in futures contract prices during 

a single day by regulations referred to as “daily price fluctuation limits” or 

“daily limits.” Such regulations could prevent a Sub-Fund from promptly 

liquidating unfavourable positions and thus subject such Sub-Fund to 

substantial losses. 

8.4.13 Conflicts Relating to Equity and Debt Ownership by a Sub-Fund and Affiliates 

A Sub-Fund and other accounts maintained by the same Investment Manager 

may at various times hold both debt and equity interests in issuers that are 

financially distressed or might become bankrupt. During negotiations among 

creditors or bankruptcy proceedings of such issuers, a Sub-Fund and such 

other holders may have competing claims for the remaining assets of such 

issuers. 

8.4.14 Trading in Securities of Emerging Market Issuers 

The Sub-Funds may trade in securities of issuers located in emerging markets 

– subject to the UCITS regulations governing trades of this nature. Emerging 

markets are by definition “in transformation” and are therefore exposed to the 

risk of swift political change and economic downturn. In recent years, many 

emerging market countries have undergone significant political, economic and 

social change. In many cases, political concerns have resulted in significant 

economic and social tensions and in some cases both political and economic 

instability has occurred. Political or economic instability may affect investor 

confidence, which could in turn have a negative impact on the prices of 

emerging market exchange rates, securities or other assets. 

The prices of emerging market exchange rates, securities or other assets are 

often highly volatile. Movements in such prices are influenced by, among 

other things, interest rates, changing market supply and demand, external 

market forces (particularly in relation to major trading partners), trade, fiscal, 

monetary programmes, policies of governments, and international political 

and economic events and policies. There may also be additional risks attendant 

to holding securities in local correspondents located in developing or emerging 

market countries. Lack of adequate custodial systems in some emerging 

market countries may prevent investment in a given country or may require 

the Company to accept greater custodial risks than in developed countries in 

order to invest in such countries. Shareholders should note that settlement 

mechanisms in emerging market countries are generally less developed and 

reliable than those in more developed countries and that this, therefore, 

increases the risk of settlement default, which could result in substantial losses 

for the Company in respect to its investments in emerging market countries. In 

addition, the legal infrastructure and accounting, auditing and reporting 

standards in emerging market countries in which the Company may invest 

may not provide the same degree of information to investors as would 

generally apply in more developed markets. In particular, valuation of assets, 

depreciation, exchange differences, deferred taxation, contingent liabilities and 
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consolidation may be treated differently from accounting standards in more 

developed markets. 

In emerging markets, the development of securities markets usually is at an 

early stage. This could lead to risks (such as increased volatility) and practices 

that are not common in more developed securities markets, which may 

negatively affect the value of securities listed on the exchanges of such 

countries. In addition, markets of emerging market countries are often 

characterised by illiquidity in the form of a low turnover of some of the listed 

securities. 

It is important to note that, during times of global economic slowdown, 

emerging market exchange rates, securities and other assets are more likely 

than other forms of investment with lower risks to be sold during any “flight 

to quality”, and their value may decrease accordingly. 

Investments in emerging markets may also be adversely affected by 

governmental actions such as the imposition of capital controls, 

nationalization of companies or industries, expropriation of assets or the 

imposition of punitive taxes. In addition, certain governments may prohibit or 

impose substantial restrictions on foreign investing in capital markets or in 

certain industries. Any such action could severely affect security prices, impair 

a Sub-Fund’s ability to purchase or sell emerging market securities or 

otherwise adversely affect a Sub-Fund. Other emerging market risks may 

include, without limitation, difficulties in pricing securities and difficulties in 

enforcing favourable legal judgements in courts. 

8.4.15 Loans of Portfolio Securities 

A Sub-Fund may lend its portfolio securities under the restrictions applicable 

to Securities Lending and Repurchase Transactions, which can be found in 

CSSF Circular 08/356 and CSSF Circular 14/592, when they employ certain 

techniques and instruments relating to transferable securities and money 

market instruments as amended from time to time, as detailed in section 6.10 

“Restrictions on Securities Lending and Repurchase Transactions” of the 

Prospectus. By doing so, a Sub-Fund attempts to increase its income through 

the receipt of interest on such loan. In the event that the borrower becomes 

insolvent or otherwise become unable to meet, or refuse to honour, its 

obligations to return equivalent securities to the loaned securities, the Sub-

Fund may experience delays in recovering the securities and may incur a 

capital loss. In particular, if a counterparty defaults and fails to return 

equivalent securities to those loaned, the Sub-Fund may suffer a loss equal to 

the shortfall between the value of the realised collateral and the market value 

of the replacement securities. If cash is received as collateral in connection 

with the loan, the cash may be reinvested. Any such reinvestment is not 

guaranteed by the Investment Manager and any losses incurred on such 

investments will be borne by the relevant Sub-Fund. 

8.4.16 Regulated Markets in Emerging Market Countries 

Trading on Regulated Markets in emerging market countries may be 

conducted in such a manner that all participants are not afforded an equal 

opportunity to execute certain trades and may also be subject to a variety of 
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political influences and the possibility of direct government intervention. If 

settlement procedures are unable to keep pace with the volume of transactions 

it will be difficult to conduct such transactions. Any difficulty with clearance 

or settlement procedures on such Regulated Markets may expose a Sub-Fund 

to losses. Any trading in emerging markets will be subject to the UCITS 

regulations governing trades of this nature. 

8.4.17 Risks associated with investing in the People’s Republic of China (PRC) 

Disclosure and Accounting Standards: Disclosure, accounting and regulatory 

standards in the PRC are in many respects less stringent than standards in 

certain countries with more developed securities markets, and there may be 

less publicly available information about companies than is regularly 

published by or about companies in many other countries. Companies in the 

PRC are subject to accounting standards and disclosure requirements that 

differ in significant respects from those applicable to companies in many 

countries with more developed securities markets. 

Foreign Exchange Controls: The PRC government still imposes exchange 

controls making it impossible to freely convert local currency into other 

currencies. The imposition of currency controls by the government may 

negatively impact performance and liquidity in a Sub-Fund investing in PRC 

as capital may become trapped in the PRC.  

Political and Economic Considerations: A Sub-Fund investing in PRC may be 

affected by political and economic developments in or affecting the PRC, 

including changes in government policy, taxation and social, ethnic and 

religious instability. The economy of the PRC may differ favorably or 

unfavorably from the economies in more developed countries in such respects 

as gross domestic product, rates of inflation, currency depreciation, capital 

reinvestment, resource self-sufficiency and balance of payments position. The 

PRC economy is heavily dependent upon international trade and, accordingly, 

has been and may continue to be adversely affected by trade barriers, 

exchange controls, and other protectionist measures imposed or negotiated by 

the countries with which they trade. Expropriation, confiscatory taxation, 

nationalization or other developments could also adversely affect the assets of 

a Sub-Fund investing in PRC. 

Regulation: PRC regulations under which non-resident investors can invest 

directly into equity and debt securities of domestic companies, are new, 

evolving and untested judicially. In addition, the supporting regulatory 

framework, such as applicable tax codes and foreign exchange regulations, 

have not yet been specifically amended or clarified with regard to their 

application to foreign investors and investments held by foreign investors. 

Therefore, these regulations and the underlying legislation may be amended, 

clarified, interpreted by judicial or administrative ruling or superseded in the 

future. Such alterations could impact adversely on a Sub-Fund’s operation and 

performance. 

Securities Markets: The stock exchanges and markets in the PRC have 

experienced significant fluctuations in the prices of securities, and no 

assurance can be given that such volatility will not continue in the future. The 
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PRC securities markets are undergoing a period of growth and change which 

may lead to difficulties in the settlement and recording of transactions and in 

interpreting and applying the relevant regulations. The PRC regulatory 

authorities have only recently been given the power and duty to prohibit 

fraudulent and unfair trade practices relating to securities markets, including 

insider trading and market abuse, and to regulate substantial acquisitions of 

shares and takeovers of companies. 

PRC taxation: By investing in securities issued by PRC tax resident 

enterprises, irrespective of whether such securities are issued or distributed 

onshore or offshore, a Sub-Fund investing in PRC securities may be at risk of 

being subject to PRC taxes.  

There is a possibility that the current tax laws, rules, regulations and practice 

in the PRC and/or the current interpretation or understanding thereof may 

change in the future and such change(s) may have retrospective effect. A Sub-

Fund investing in PRC could become subject to additional taxation that is not 

anticipated as at the date hereof or when the relevant investments are made, 

valued or disposed of. Any of those changes may reduce the income from, 

and/or the value of, the relevant investments in such Sub-Fund, meaning the 

Sub-Fund’s net asset value will be adversely affected. In this case, the existing 

and subsequent investors will be disadvantaged as they will bear for a 

disproportionately higher amount of tax liabilities as compared to the liability 

at the time of investment in such Sub-Fund. 

8.4.18 Trading in securities through Shanghai-Hong Kong Stock Connect 

Shanghai-Hong Kong Stock Connect (“Stock Connect”) is a securities trading 

and clearing links program developed by the Stock Exchange of Hong Kong 

(“SEHK”), the Shanghai Stock Exchange (“SSE”), Hong Kong Securities 

Clearing Company Limited (“HKSCC”) and China Securities Depositary and 

Clearing Corporation Limited (“ChinaClear”) with an aim to achieve mutual 

stock market access between the People’s Republic of China (excluding Hong 

Kong, Macau and Taiwan) (“Mainland China”) and Hong Kong. Under a joint 

announcement issued by the Securities and Futures Commission and China 

Securities Regulatory Commission (“CSRC”) on 10 November 2014, trading 

under Stock Connect commenced on 17 November 2014. 

Under Stock Connect, a Sub-Fund, through its Hong Kong brokers may trade 

certain eligible securities listed and traded on the SSE (the “SSE Securities”). 

Such trading is subject to the laws and regulations of Mainland China and 

Hong Kong and the relevant rules, policies or guidelines issued from time to 

time. To the extent a Sub-Fund does trade such securities through Stock 

Connect, investors should be aware of the following risks. 

Home Market Rules 

A fundamental principle of trading securities through Stock Connect is that the 

laws, rules and regulations of the home market of the applicable securities 

shall apply to investors in such securities. In respect of SSE Securities, 

Mainland China is the home market and thus the Sub-Fund should observe 

Mainland China laws, rules and regulations. If such laws, rules or regulations 

are breached, the SSE has the power to carry out an investigation, and may 
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require SEHK exchange participants to provide information about the Sub-

Fund and assist in investigations. 

Nevertheless, certain Hong Kong legal and regulatory requirements will also 

continue to apply to the trading of SSE Securities. 

Regulatory Risk 

Stock Connect is a novel concept. The current regulations are untested and 

there is no certainty as to how they will be applied. In addition, the current 

regulations are subject to change and there can be no assurance that Stock 

Connect will not be abolished. New regulations may be issued from time to 

time by the regulators, stock exchanges and clearing systems in Mainland 

China and Hong Kong in connection with operations, legal enforcement and 

cross-border trades under Stock Connect. There is no assurance as to whether 

or how such developments may restrict or affect the Sub-Fund’s investments.  

Quota limitations 

There is a quota that limits the maximum net value of all buy trades that can 

be executed while Stock Connect is in operation (“Aggregate Quota”), which 

is currently set at RMB 300 billion. There is also a daily quota that limits the 

maximum value of all buy trades that can be executed on each trading day 

(“Daily Quota”), which is currently set at RMB 13 billion. The Aggregate 

Quota and/or the Daily Quota may change from time to time without prior 

notice. The SEHK and the SSE may also set pricing and other restrictions on 

buy orders in order to prevent the artificial use or filling of the Aggregate 

Quote or Daily Quota. 

Such quota and other limitations may restrict the Sub-Fund’s ability to invest 

in SSE Securities on a timely basis, and the Sub-Fund may not be able to 

effectively pursue its investment strategy.  

The Sub-Fund may sell its SSE Securities regardless of whether there has been 

a breach of Aggregate Quota or Daily Quota. 

Beneficial Ownership 

The SSE Securities purchased by the Sub-Fund will be held by the relevant 

sub-custodian in accounts in the Hong Kong Central Clearing and Settlement 

System (“CCASS”) maintained by the HKSCC as central securities depositary 

in Hong Kong. HKSCC in turn holds the SSE Securities, as the nominee 

holder, through an omnibus securities account in its name registered with 

ChinaClear.  

It would appear that the Sub-Fund would have beneficial ownership of SSE 

Securities under Mainland China laws. It is expressly stipulated in the Several 

Provisions on the Pilot Program of Shanghai-Hong Kong Stock Market 

Connect (as promulgated by CSRC to prescribe the launch and operation of 

the Stock Connect) that HKSCC acts as the nominee holder and the Hong 

Kong and overseas investors own the rights and interests with respect to the 

SSE Securities. HKSE has also stated that it is the Hong Kong and overseas 

investors who are the beneficial owners of the SSE Securities.  
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However, it should be noted that the exact nature and methods of enforcement 

of the rights and interests of the Sub-Fund under Mainland China law is not 

certain and there have been few cases involving a nominee account structure 

in the Mainland China courts.  

It should also be noted that as with other clearing systems or central securities 

depositaries, the HKSCC is not obliged to enforce the rights of the Sub-Fund 

in the Mainland China courts. If the Sub-Fund wishes to enforce its beneficial 

ownership rights in the Mainland Courts, it will need to consider the legal and 

procedural issues at the relevant time.  

Segregation 

The SSE Securities are held in a securities account in the name of HKSCC 

opened with ChinaClear, which is an omnibus account in which all SSE 

Securities of the investors of the Stock Connect are commingled. All these 

SSE Securities are beneficially owned by the investors and are segregated 

from HKSCC’s own assets. 

In addition, the SSE Securities beneficially owned by particular investors will 

be segregated in the accounts opened with HKSCC by relevant sub-

custodians, and in the accounts opened with the relevant sub-custodians of 

such investors (including the Sub-Fund).  

Disclosure of Interests 

Under Mainland China laws, rules and regulations, if the Sub-Fund holds or 

controls shares (on an aggregate basis, i.e., including both domestically and 

overseas issued shares of the same Mainland China Listco (as defined below), 

whether the relevant holdings are through Stock Connect, the QFII/RQFII 

regime or other investment channels) in a Mainland China incorporated 

company which is listed on a Mainland China stock exchange (a “Mainland 

China Listco”) above a certain threshold as may be specified from time to 

time, the Sub-Fund must disclose such interest within a specified period, and 

must not buy or sell any such shares within such period. The Sub-Fund must 

also disclose any substantial change in its holding.  

Such disclosures may expose the Sub-Fund’s holdings to the public with an 

adverse impact on the performance of the Sub-Fund. 

Where a Mainland China incorporated company has both H Shares listed on 

the SEHK and A Shares listed on the SSE, if a Sub-Fund is interested in more 

than a certain threshold (as may be specified from time to time) of any class of 

voting shares (including A Shares purchased through Stock Connect) in such 

Mainland China incorporated company, the Sub-Fund is under a duty of 

disclosure pursuant to Part XV of the Securities and Futures Ordinance (Cap 

571) (the “SFO”). Part XV of the SFO does not apply where the Mainland 

China incorporated company has not listed any shares on the SEHK. 

Foreign Ownership Limits 

Under Mainland China laws, there is a limit as to how many shares a single 

foreign investor (including the Sub-Fund) is permitted to hold in a single 

Mainland China Listco, and also a limit on the maximum combined holdings 
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of all foreign investors in a single Mainland China Listco. Such foreign 

ownership limits may be applied on an aggregate basis (i.e. across both 

domestically and overseas issued shares of the same listed company, whether 

the relevant holdings are through Stock Connect, the QFII/RQFII regime or 

other investment channels). The single foreign investor limit is currently set at 

10% of the shares of a Mainland China Listco and the aggregate foreign 

investor limit is currently set at 30% of the shares of a Mainland China Listco. 

If either of such limits, which are subject to change from time to time, is 

reached, the foreign investor concerned will be requested to sell the excess 

amount within five trading days. 

Pre-trade Checking 

SEHK is required to check that in respect of any sell orders given by an 

exchange participant, the relevant exchange participant holds sufficient 

available SSE Securities to be able to fill such sell orders. 

Pre-trade checking will be carried out at the start of each trading day. 

Accordingly, a broker through whom the Sub-Fund places a sell order may 

reject a sell order if the Sub-Fund does not have sufficient available SSE 

Securities in its account by the applicable cut off time specified by that broker 

or if there has been a delay or failure in the transfer of the relevant SSE 

Securities to any clearing account of the broker. 

Settlement 

The Sub-Fund will set up arrangements with its Hong Kong brokers and sub-

custodian to ensure that cash payment is received against delivery of securities 

for the trades of the SSE Securities (Delivery versus Payment settlement). To 

this end, for the trades made in SSE Securities by the Sub-Fund, Hong Kong 

brokers will credit or debit the cash account of the Sub-Fund on the same day 

as the securities are settled, for an amount equal to the sale proceeds relating 

to such trading.  

Differences in Trading Day 

Stock Connect will only operate on days when both the Mainland China and 

Hong Kong markets are open for trading and when banks in both markets are 

open on the corresponding settlement days. It is therefore possible that there 

may be occasions when it is a normal trading day for the Mainland China 

market but the Sub-Fund cannot carry out any trading via Stock Connect. The 

Sub-Fund may be subject to a risk of price fluctuations in SSE Securities 

during the time when Stock Connect is not trading as a result. 

No Day Trading 

Day (turnaround) trading is not permitted on the Mainland China A share 

market. If the Sub-Fund buys SSE Securities on T day, it can only sell the SSE 

Securities on or after settlement has been completed (normally on T+1 day).  

No Off-exchange Trading and Transfers 

With certain limited exceptions, SSE Securities may not be traded or 

transferred otherwise than through Stock Connect. 
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No Manual Trade or Block Trade 

There will be no manual trade facility or block trade facility for trading under 

Stock Connect. 

Placing Orders 

Only limit orders with a specified price are allowed pursuant to Stock Connect 

Rules, where buy orders may be executed at or lower than the current best 

price and sell orders may be executed at or higher than the specified price. 

Market orders will not be accepted. 

SSE Price Limits 

SSE Securities are subject to a general price limit of a ±10% based on the 

previous trading day’s closing price. In addition, SSE Securities which are on 

the risk alert board are subject a ±5% price limit based on the previous trading 

day’s closing price. The price limit may be changed from time to time. All 

orders in respect of SSE Securities must be within the price limit.  

Delisting of SSE-listed Companies 

According to the SSE rules, if any SSE-listed company is in the process of 

delisting, or its operation is unstable due to financial or other reasons such that 

there is a risk of it being delisted or exposing investors’ interests to undue 

damage, the SSE-listed company will be earmarked and moved to the risk 

alert board. Any change to the risk alert board may occur without prior notice. 

If an SSE Security which is originally eligible for Stock Connect trading is 

subsequently moved to the risk alert board, the Sub-Fund will be allowed only 

to sell the relevant SSE Security and will be prohibited from further buying.  

Special SSE Securities 

SEHK will accept or designate securities which cease to meet the eligibility 

criteria for SSE Securities as Special SSE Securities (provided that they 

remain listed on SSE). In addition, any securities or options (which are not 

eligible for Stock Connect trading) received by the Sub-Fund as a result of any 

distribution of rights or entitlements, conversion, takeover, other corporate 

actions or abnormal trading activities will be accepted or designated by SEHK 

as Special SSE Securities. The Sub-Fund will only be able to sell, but not buy, 

any Special SSE Securities.  

Taxation risk 

On 14 November 2014, the Ministry of Finance, the State Administration of 

Taxation and the CSRC published the Circular on relevant Tax Treatment for 

the Pilot Programme of Shanghai-Hong Kong Stock Connect. Such circular 

provides that Hong Kong and overseas investors investing in A Shares via the 

Stock Connect Service are temporarily exempt from income tax on capital 

gains derived from the transfer of A Shares on or after 17 November 2014 (the 

“Stock Connect Exemption”). Dividends from A Shares paid to Hong Kong 

and overseas investors will continue to be subject to 10% withholding tax 

which is to be withheld at source. 
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However, the Stock Connect Exemption may be amended, discontinued or 

revoked in future. If it occurs, prospective retrospective tax liability may arise. 

There is also a risk that the Mainland China tax authorities may seek to collect 

tax on a retrospective basis, without giving any prior warning. If such tax were 

to be collected, the tax liability would be payable by the Sub-Fund. However, 

this liability may be mitigated under the terms of an applicable tax treaty. 

Risk of ChinaClear Default 

ChinaClear has established a risk management framework and measures that 

are approved and supervised by the CSRC. If ChinaClear (as the host central 

counterparty) defaults, HKSCC has stated that it may (but shall have no 

obligation to) take any legal action or court proceeding to seek recovery of the 

outstanding SSE Securities and monies from ChinaClear through available 

legal channels and through ChinaClear’s liquidation process, if applicable. As 

ChinaClear does not contribute to the HKSCC guarantee fund, HKSCC will 

not use the HKSCC guarantee fund to cover any residual loss as a result of 

closing out any of ChinaClear’s positions. HKSCC will in turn distribute the 

SSE Securities and/or monies recovered to clearing participants on a pro-rata 

basis. The relevant broker through which the Sub-Fund trades shall in turn 

distribute SSE Securities and/or monies to the extent recovered directly or 

indirectly from HKSCC.  

Although the likelihood of a default by ChinaClear is considered to be remote, 

if such event occurs the Sub-Fund may suffer delay in the recovery process or 

may not fully recover its losses from ChinaClear. 

Risk of HKSCC Default 

Any action or inaction of the HKSCC or a failure or delay by the HKSCC in 

the performance of its obligations may result in a failure of settlement of SSE 

Securities and/or monies in connection with them and the Sub-Fund’s ability 

to access the Mainland China market will be adversely affected and the Sub-

Fund may suffer losses as a result. 

Operational risk 

Stock Connect is premised on the functioning of the operational systems of the 

relevant market participants. Market participants are permitted to participate in 

this program subject to meeting certain information technology capability, risk 

management and other requirements as may be specified by the relevant 

exchange and/or clearing house. 

The securities regimes and legal systems of the two markets differ 

significantly and market participants may need to address issues arising from 

the differences on an on-going basis. There is no assurance that the systems of 

the SEHK and market participants will function properly or will continue to be 

adapted to changes and developments in both markets. In the event that the 

relevant systems fail to function properly, trades through the Stock Connect 

could be disrupted. A Sub-Fund’s ability to access the China A Share market 

(and hence to pursue its investment strategy) may be adversely affected. 
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8.5 Use of Derivatives 

While the prudent use of derivatives can be beneficial, derivatives also involve risks 

different from, and, in certain cases, greater than, the risks presented by more 

traditional investments. The following is a general discussion of important risk 

factors and issues concerning the use of derivatives that investors should understand 

before investing in a Sub-Fund. 

Derivatives do not always perfectly or even highly correlate to or track the value of 

the securities, rates or indices from which their value is derived. Consequently, a Sub-

Fund’s use of derivative techniques may cause in unintended results. 

8.5.1 Debt Securities 

A Sub-Fund may invest in derivatives of debt securities which will subject 

such Sub-Fund to credit, liquidity and interest rate risks. Evaluating credit risk 

for debt securities involves uncertainty because credit rating agencies 

throughout the world have different standards, making comparison across 

countries difficult. 

8.5.2 Forward Foreign Exchange Contracts 

A forward foreign exchange contract is a contractually binding obligation to 

purchase or sell a particular currency at a specified date in the future. Forward 

foreign exchange contracts are not uniform as to the quantity or time at which 

a currency is to be delivered and are not traded on exchanges. Rather, they are 

individually negotiated transactions. Forward foreign exchange contracts are 

generally effected through a trading system known as the interbank market 

which is not a market with a specific location but rather a network of 

participants electronically linked. Documentation of transactions generally 

consists of an exchange of telex or facsimile messages. There is no limitation 

as to daily price movements on this market and in exceptional circumstances 

there have been periods during which certain banks have refused to quote 

prices for forward foreign exchange contracts or have quoted prices with an 

unusually wide spread between the price at which the bank is prepared to buy 

and that at which it is prepared to sell. Transactions in forward foreign 

exchange contracts are neither regulated by any regulatory authority nor 

guaranteed by an exchange or clearing house. A Sub-Fund is subject to the risk 

of the inability or refusal of its counterparties to perform with respect to such 

contracts. Any such default would eliminate any profit potential and compel a 

Sub-Fund to cover its commitments for resale or repurchase, if any, at the then 

current market price. These events could result in significant losses. 

8.5.3 Market Risk 

This is a general risk that applies to all investments meaning that the value of a 

particular derivative may change in a way which may be detrimental to a Sub-

Fund’s interests. 

8.5.4 Synthetic Short Selling 

A Sub-Fund may synthetically short sell through cash settled contracts for 

difference or options for hedging purposes or for investment purposes. 

Synthetic short selling allows the investor to profit from declines in market 

prices. The extent to which a Sub-Fund engages in synthetic short sales will 

depend upon the Investment Manager’s investment strategy and perception of 
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market direction. Synthetic short selling involves trading on margin and can 

involve greater risk than investments based on a long position. A synthetic 

short sale of a security involves the risk of a theoretically unlimited increase in 

the market price of the underlying security. In the case of synthetic short 

selling through options, a Sub-Fund may be obligated to purchase securities to 

cover a synthetic short position; there can be no assurance that such securities 

will be available for purchase. Purchasing securities to close out the synthetic 

short position can itself cause the price of the securities to rise further, thereby 

exacerbating the loss. 

8.5.5 Control and Monitoring 

Derivative products are highly specialised instruments that require investment 

techniques and risk analysis different from those associated with equity and 

fixed income securities. The use of derivative techniques requires an 

understanding not only of the underlying assets of the derivative but also of 

the derivative itself, without the benefit of observing the performance of the 

derivative under all possible market conditions. In particular, the use and 

complexity of derivatives require the maintenance of adequate controls to 

monitor the transactions entered into, the ability to assess the risk that a 

derivative adds to a Sub-Fund and the ability to forecast the relative price, 

interest rate or currency rate movements correctly. 

8.5.6 Liquidity Risk 

Liquidity risk exists when a particular instrument is difficult to purchase or 

sell. If a derivative transaction is particularly large or if the relevant market is 

illiquid, it may not be possible to initiate a transaction or liquidate a position at 

an advantageous price (however, a Sub-Fund will only enter into OTC 

Derivatives if it is allowed to liquidate such transactions at any time at fair 

value). 

8.5.7 Counterparty Risk 

A Sub-Fund is subject to the risk of the insolvency of its counterparties (such 

as broker-dealers, futures commission merchants, banks or other financial 

institutions, exchanges or clearinghouses). 

A Sub-Fund may enter into transactions in OTC markets, which will expose it 

to the credit of its counterparties and their ability to satisfy the terms of such 

contracts. This exposes a Sub-Fund to the risk that a counterparty will not 

settle a transaction in accordance with its terms and conditions because of a 

dispute over the terms of the contract (whether or not bona fide) or because of 

a credit or liquidity problem, thus causing such Sub-Fund to suffer a loss. 

Such “counterparty risk” is accentuated in contracts with longer maturities 

where events may intervene to prevent settlement. 

Although the Sub-Funds intend to enter into transactions only with 

counterparties that the Management Company believes to be creditworthy and 

the Sub-Funds will attempt to reduce their exposure by obtaining collateral in 

appropriate cases, there can be no assurance that a counterparty will not 

default and that the Sub-Funds will not sustain a loss on a transaction as a 

result. For example, a Sub-Fund may enter into swap arrangements or other 

derivative techniques as specified in the relevant Supplement, each of which 
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exposes it to the risk that the counterparty may default on its obligations to 

perform under the relevant contract. In the event of a bankruptcy or insolvency 

of a counterparty, a Sub-Fund could experience delays in liquidating positions 

and consequent significant losses. Such losses might include, but are not 

limited to, declines in the value of investments during the period in which a 

Sub-Fund seeks to enforce its rights, inability to realise any gains on its 

investment during such period and fees and expenses incurred in enforcing its 

rights. There is also a possibility that the above agreements and derivative 

techniques are terminated due, for instance, to bankruptcy, supervening 

illegality or change in the tax or accounting laws relative to those at the time 

the agreement was originated. 

Generally, the Company will not be restricted from dealing with any particular 

counterparties. Notwithstanding a complete and exhaustive due diligence 

performed by the Company or by the Management Company, it cannot be 

excluded that a counterparty’s creditworthiness proves to be insufficient. The 

absence of a regulated market to facilitate settlement may increase the 

potential for losses for the Company. 

8.5.8 Merrill Lynch Sub-Funds linked to a Reference Asset through OTC Derivatives 

There is no assurance that any underlying Reference Asset of an OTC 

Derivative will continue to be calculated and published on the basis described 

in this Prospectus, or at all, or that it will not be amended significantly. Any 

change to the underlying Reference Asset of an OTC Derivative may 

adversely affect the value of the Shares. The past performance of a Reference 

Asset underlying an OTC Derivative is not necessarily a guide to its future 

performance. 

In relation to each index, strategy or other Reference Asset sponsored by MLI, 

MLI may from time to time modify the relevant Reference Asset. By way of 

non limiting example it may incorporate different features or characteristics 

such as the use of different market sectors, weights, contracts, or other 

underlying assets, or different methods of calculation. A description of any 

such modified versions of the relevant Reference Asset will be made available 

to investors upon request at the registered office of the Global Distributor. In 

relation to each Reference Asset sponsored by MLI, MLI further reserves the 

right to take any such actions that it believes are necessary, appropriate or 

beneficial, in its sole discretion, in order to preserve or enhance the ability of 

the Reference Asset to achieve its objectives. 

For the avoidance of doubt and unless specified otherwise in the relevant 

Merrill Lynch Sub-Fund’ Supplement, a Reference Asset of an OTC 

Derivative will not be actively managed and the selection of the component 

indices, strategies assets or securities will be made in accordance with the 

relevant index or strategy composition rules and eligibility criteria and not by 

reference to any performance criteria or performance outlook. Accordingly, 

the composition of the Reference Asset is not designed to follow 

recommendations or research reports issued by the Index Sponsor, strategy 

sponsor, any of their affiliates or any other person. No Index Sponsor or 

strategy sponsor has any obligation to take the requirements of the relevant 

Merrill Lynch Sub-Fund or the investors into consideration in determining, 
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composing or calculating any index or strategy used as a Reference Asset of 

an OTC Derivative. 

Valuation Risks 

Other risks in using derivatives include the risk of differing valuations of 

derivatives arising out of different permitted valuation methods and the 

inability of derivatives to correlate perfectly with underlying securities, rates 

and indices. Many derivatives, in particular OTC Derivatives, are complex and 

often valued subjectively and the valuation can only be provided by a limited 

number of market professionals which often are acting as counterparties to the 

transaction to be valued. Inaccurate valuations can result in increased cash 

payment requirements to counterparties or a loss of value to a Merrill Lynch 

Sub-Fund. However, this risk is limited as the valuation method used to value 

OTC Derivatives must be verifiable by an independent auditor.  

Calculation of the performance of a Reference Asset 

There is no assurance that a Reference Asset, will continue to be calculated 

and published on the basis described in the relevant Merrill Lynch Sub-Fund’ 

Supplement, or at all, or that it will not be amended significantly. In relation to 

any relevant index or strategy to which a Reference Asset refers or in which a 

Merrill Lynch Sub-Fund is otherwise invested, the relevant Index Sponsor or 

strategy sponsor has the discretion to review, modify and amend the relevant 

index or strategy description, components, formula, calculation and 

publication procedures as further particularised in the relevant index or 

strategy rules. Any change to the Reference Asset and/or Reference Asset 

and/or relevant index or strategy rules may adversely affect the value of the 

Shares. The past performance of a particular Reference Asset or any Reference 

Asset is not necessarily a guide to its future performance. 

Certain Hedging Considerations 

Investors intending to purchase the Shares for the purpose of hedging their 

exposure to the Reference Asset should be aware of the risks of utilising the 

Shares in such manner. No assurance is or can be given that the value of the 

Shares will correlate with movements in the value of the Reference Assets. 

Furthermore, it may not be possible to liquidate the Shares at a price which 

directly reflects the value of the Reference Assets. Therefore, it is possible that 

investors could suffer substantial losses in the Shares notwithstanding losses 

suffered with respect to direct investments in or direct exposure to the 

Reference Assets. Investors in the Shares should be aware that hedging 

transactions, in order to limit the risks associated with the Shares, might not be 

successful. 

8.5.9 Absence of Regulation in OTC Transactions 

The Sub-Fund may engage in OTC transactions. In general, there is less 

governmental regulation and supervision in the OTC markets than of 

transactions entered into on Regulated Markets. 

8.5.10 Options 

The Investment Manager may, on behalf of a Sub-Fund, purchase and sell 

(“write”) options on securities, currencies and commodity indices on national 
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and international exchanges and OTC markets. The seller (“writer”) of a put 

option which is covered (e.g., the writer has a synthetic short position in the 

underlying instrument) assumes the risk of an increase in the market price of 

the underlying instrument above the sales price (in establishing the short 

position) of the underlying instrument, plus the premium received, and gives 

up the opportunity for gain on the underlying instrument below the exercise 

price of the option. The seller of an uncovered put option assumes the risk of a 

decline in the market price of the underlying instrument below the exercise 

price of the option. The buyer of a put option assumes the risk of losing its 

entire investment in the put option. 

The writer of a call option which is covered (e.g., the writer has a long 

position in the underlying instrument) assumes the risk of a decline in the 

market price of the underlying instrument below the value of the underlying 

instrument less the premium received, and gives up the opportunity for gain on 

the underlying instrument above the exercise price of the option. The seller of 

an uncovered call option assumes the risk of a theoretically unlimited increase 

in the market price of the underlying instrument above the exercise price of 

the option. The buyer of a call option assumes the risk of losing its entire 

investment in the call option. 

Options may be cash settled, settled by physical delivery (excluding options 

on commodities) or by entering into a closing purchase transaction. In entering 

into a closing purchase transaction, a Sub-Fund may be subject to the risk of 

loss to the extent that the premium paid for entering into such closing purchase 

transaction exceeds the premium received when the option was written. 

8.5.11 Additional risks associated with an underlying of OTC Derivatives linked to 

specific types of securities or assets 

There are special risk considerations associated with an underlying of OTC 

Derivatives of which the performance is linked directly or indirectly to the 

following types of securities or assets. The degree of exposure to such factors 

will depend on the precise way in which an underlying of OTC Derivatives is 

linked to such assets. 

8.5.12 Futures and Options 

There are special risk considerations associated with an underlying of OTC 

Derivatives of which the performance is linked to futures, options or other 

derivative contracts. Depending on the nature of the underlying assets, 

reference rates or other derivatives to which they relate and on the liquidity in 

the relevant contract, the prices of such instruments may be highly volatile and 

hence risky in nature. 

8.5.13 Real Estate 

There are special risk considerations associated with an underlying of OTC 

Derivatives of which the performance is linked to securities of companies 

principally engaged in the real estate industry. These include: the cyclical 

nature of real estate values, risks related to general and local economic 

conditions, overbuilding and increased competition, increases in property 

taxes and operating expenses, demographic trends and variations in rental 

income, changes in zoning laws, casualty or condemnation losses, 
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environmental risks, regulatory limitations on rents, changes in neighbourhood 

values, related party risks, changes in the appeal of properties to tenants, 

increases in interest rates and other real estate capital market influences. 

Generally, increases in interest rates will increase the costs of obtaining 

financing, which could directly and indirectly decrease the value of an 

underlying of OTC Derivatives and thus a Sub-Fund’s investments. 

8.5.14 Commodities and Energies 

Prices of commodity indices and energy indices are influenced by, among 

other things, various macro-economic factors such as changing supply and 

demand relationships, weather conditions and other natural phenomena, 

agricultural, trade, fiscal, monetary, and exchange control programmes and 

policies of governments (including government intervention in certain 

markets) and other unforeseeable events. 

8.5.15 Emerging Market Assets 

Exposure to emerging markets assets generally entails greater risks than 

exposure to well-developed markets, including potentially significant legal 

economic and political risks. 

8.6 Additional Risk Factors when investing in Shares listed on a Stock Exchange 

8.6.1 Listing Procedure 

The Directors may decide, in their sole discretion, to apply to list certain 

Classes of Shares on the Luxembourg Stock Exchange or any other Stock 

Exchange. Should the Directors decide to make such an application, there can 

be no certainty, that a listing on any Stock Exchanges will be achieved. 

8.6.2 Liquidity and Secondary Trading 

Even if the Shares are listed on one or more Stock Exchanges, there can be no 

certainty that there will be liquidity in the Shares on one or more of the Stock 

Exchanges or that the market price at which the Shares may be traded on a 

Stock Exchange will be the same as the Net Asset Value per Share. There can 

be no guarantee that once the Shares are listed on a Stock Exchange they will 

remain listed or that the conditions of listing will not change. 

Trading in Shares on a Stock Exchange may be halted due to market 

conditions or because in the Stock Exchanges’ view, trading the Shares is 

inadvisable. In addition, trading in the Shares may be subject to a halt in 

trading caused by extraordinary market volatility pursuant to Stock 

Exchanges’ rules. If trading on a Stock Exchange is halted, investors in Shares 

may not be able to sell their Shares until trading resumes. 

Although the Shares may be listed on a Stock Exchange, it may be that the 

principal market for some Shares may be in the OTC market. The existence of 

a liquid trading market for the Shares may in such case depend on whether 

brokers/dealers will make a market in such Shares. Although as a condition 

precedent to listing on certain Stock Exchanges one or more market makers, 

being financial institutions, might be appointed to offer prices for the Shares, 

there can be no assurance that a market will continually be made for any of the 

Shares or that such market will be or remain liquid. The price at which Shares 
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may be sold will be adversely affected if trading markets for the Shares are 

limited or absent. 

8.6.3 Variation of Net Asset Value per Share and Trading Prices on the Secondary 

Market 

The Net Asset Value per Share will fluctuate with changes in the market value 

of the Sub-Fund’s Assets, the derivative techniques used and changes in the 

exchange rate between the Reference Currency or, if different, the listing 

currency of a Share and any relevant foreign currency of such Sub-Fund’s 

Assets. If the Shares are listed on a Stock Exchange, the market price of the 

Shares will fluctuate in accordance with the changes in the Net Asset Value 

per Share and the supply and demand on the Stock Exchange on which the 

Shares are listed. The Company cannot predict whether the Shares will trade 

below, at or above their Net Asset Value per Share. Price differences may be 

due, in large part, to the fact that supply and demand forces in the secondary 

market for the Shares will be closely related, but not identical to the same 

forces influencing the trading prices of the Sub-Fund’s Assets, individually or 

in the aggregate, at any point in time. Furthermore, the listing on multiple 

exchanges of the Shares may result in price differences between such 

exchanges because of fiscal, regulatory or other market factors. 

8.7 Specific Restrictions in Connection with the Shares 

Investors should note that there may be restrictions in connection with the 

subscription, holding and trading in the Shares Such restrictions may have the effect 

of preventing the investor from freely subscribing, holding or transferring the Shares. 

Such restrictions may also be caused by specific requirements such as a Minimum 

Subscription Amount or due to the fact that certain Sub-Funds may be closed to 

additional subscriptions after the Initial Offering Period. 

8.7.1 Minimum Redemption Amount 

The Shareholders may be required to apply for redemption in respect of a 

minimum number of Shares in order to redeem such Shares. As a result, 

Shareholders holding less than such specified minimum number of Shares 

may be required to redeem their Shares in full in order to redeem any of their 

Shares. 

8.7.2 Maximum Redemption Amount 

The Company will have the option to limit the number of Shares redeemable 

on any date (other than at the maturity date, where applicable) to a maximum 

number specified and, in conjunction with such limitation, to limit the number 

of Shares redeemable by any person or group of persons (whether or not 

acting in concert) on such date. A Shareholder may not be able to redeem on 

such date all the Shares that it desires to redeem. 

8.7.3 Redemption Notice and Certifications 

Redemption of Shares is subject to the provision of a redemption notice, and if 

such notice is received by the Registrar and Transfer Agent after the 

redemption deadline, it will not be deemed to be duly delivered until the next 

following Banking Day. Such delay may increase or decrease the redemption 
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price from what it would have been but for such late delivery of the 

redemption notice. 

8.8 Market Disruption Events & Settlement Disruption Events 

A determination of a Market Disruption Event or a settlement disruption event in 

connection with any of the Sub-Fund’s Assets and/or Reference Assets may have an 

effect on the value of the Shares and may delay settlement in respect of the Sub-

Fund’s Assets and/or the Shares, and in the case of a Sub-Fund with a Defined 

Investment Term may delay the occurrence of the Maturity Date. Any such event may 

result in a suspension of valuations and issue and redemption and conversion of 

Shares in accordance with section 16 “Suspension of Determination of Net Asset 

Value, Issue, Redemption and Conversion of Shares” of the Prospectus. 

8.9 Taxation 

Investors in the Shares should be aware that they may be required to pay income tax, 

withholding tax, capital gains tax, wealth tax, stamp taxes or any other kind of tax on 

distributions or deemed distributions of a Sub-Fund, capital gains within a Sub-Fund, 

whether or not realised, income received or accrued or deemed received within a Sub-

Fund etc., and this will be according to the laws and practices of the country where 

the Shares are purchased, sold, held or redeemed and in the country of residence or 

nationality of the Shareholder. 

Investors should be aware of the fact that they might have to pay taxes on income or 

deemed income received by or accrued within a Sub-Fund. Taxes might be calculated 

based on income received and/or deemed to be received and/or accrued in a Sub-

Fund in relation to their direct investments, whereas the performance of a Sub-Fund, 

and subsequently the return investors receive after redemption of the Shares, might 

partially or fully depend on the performance of underlying assets. This can have the 

effect that the investor has to pay taxes for income or/and a performance which he 

does not, or does not fully, receive. 

Investors who are in any doubt as to their tax position should consult their own 

independent tax advisers. In addition, investors should be aware that tax regulations 

and their application or interpretation by the relevant taxation authorities’ change 

from time to time. Accordingly, it is not possible to predict the precise tax treatment, 

which will apply at any given time. 

8.10 Financial Transaction Taxes 

A number of jurisdictions have implemented, or are considering implementing, 

certain taxes on the sale, purchase or transfer of financial instruments (including 

derivatives), such tax commonly known as the "Financial Transaction Tax" ("FTT"). 

By way of example, the EU Commission adopted a proposal on 14 February 2013 for 

a common Financial Transaction Tax (the “Draft FTT Directive”) which will, 

subject to certain exemptions, affect: (i) financial transactions to which a financial 

institution established in one of the 11 participating member states (Austria, Belgium, 

Estonia, France, Germany, Greece, Italy, Portugal, Spain, Slovakia and Slovenia (the 

“Participating Member States”)) is a party; and (ii) financial transactions in 

financial instruments issued in a participating member state regardless of where they 

are traded. It is however unknown at the date of this Prospectus when the EU 

Financial Transaction Tax will apply.In addition, certain countries such as France and 
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Italy have implemented their own FTT provisions at a domestic level already and 

others, including both EU and non-EU countries, may do so in the future. 

The imposition of any such taxes may impact Sub-Funds and their respective 

performance in a number of ways and notably as follows: 

 where Sub-Funds enter directly into transactions for the sale, purchase or 

transfer of financial instruments, FTT may be payable by the Sub-Fund and 

the Net Asset Value of such Sub-Fund may be adversely impacted; 

 subscriptions, transfers and redemptions of Shares may be affected by FTT.  

The Draft FTT Directive is still subject to negotiations among the Participating 

Member States and therefore might be changed at any time. Moreover, the provisions 

of the Draft FTT Directive once adopted (the “FTT Directive”) need to be 

implemented into the respective domestic laws of the Participating Member States 

and the domestic provisions implementing the FTT Directive might deviate from the 

provisions contained in it. Prospective investors should consult their own tax advisers 

in relation to the consequences of the FTT associated with subscribing, purchasing, 

holding and disposing of Shares in the Sub-Funds. 

8.11 FATCA 

The Foreign Account Tax Compliance provisions (commonly known as FATCA) are 

contained in the Hiring Incentives to Restore Employment Act (the “Hire Act”), 

which was signed into US law in March 2010. These provisions are aimed at 

reducing tax evasion by US citizens. It requires financial institutions outside the US 

(“foreign financial institutions” or “FFIs”) to report information about “Financial 

Accounts” held by “Specified US Persons” on an annual basis.  

In addition to the provisions enacted under US legislation, a number of countries 

around the world have entered into an intergovernmental agreement (“IGA”) with the 

US Treasury, whereby the FATCA requirements will be implemented as part of local 

law. Luxembourg entered into such an agreement on 28 March 2014 meaning 

Financial Institutions in Luxembourg will be required to comply with FATCA under 

Luxembourg legislation. Failure to comply can result in financial penalties and 

ultimately, the imposition of a 30% withholding tax on the US source income 

received by the FFI. This regime has become effective as of 1 July 2014. 

Similar to other non-US funds the Company is expecting to be an FFI and will 

register with the US tax authorities, the Internal Revenue Service (“IRS”) 

accordingly. The Company is continuing to assess the extent of the requirements that 

FATCA and notably the Luxembourg IGA may place upon it. For the avoidance of 

doubt, the Company will comply with FATCA to the extent required. 

In order to comply, the Company is expecting inter alia to require all Shareholders to 

provide mandatory documentary evidence of their tax residence in order to verify 

whether they are the subject of any reporting requirements, including both FATCA 

and any equivalent reporting regimes that may be enacted in the future. 

Shareholders, and intermediaries acting for Shareholders, should note that it is the 

existing policy of the Company that Shares are not being offered or sold for the 

account of US Persons and that subsequent transfers of Shares to US Persons are 

prohibited, except in the case of Permitted US Persons. If Shares are beneficially 
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owned by any US Person, the Company may in its discretion compulsorily redeem 

such Shares. Shareholders should moreover note that under the FATCA legislation, 

the definition of Specified US Persons will include a wider range of investors than 

the current US Person definition. The Board of Directors may therefore resolve, once 

final details about the IGA between Luxembourg and the US and its local-law 

implementation becomes available, that it is the interests of the Company to widen 

the type of investors prohibited from further investing in the Company and to make 

proposals regarding existing investor holdings that fall within the wider FATCA 

definition. 

8.12 ERISA 

No investors that are Benefit Plan Investors will be permitted to subscribe for, or 

otherwise own, Shares. 

If Shares of any Sub-Fund are owned by Benefit Plan Investors, the assets of such 

Sub-Fund may be deemed to be “plan assets” subject to certain requirements of 

ERISA, Section 4975 of the Tax Code and/or Similar Law. If this happens, 

transactions involving the assets of the Sub-Fund could be subject to fiduciary 

responsibility, prohibited transaction or other substantive provisions of ERISA, 

Section 4975 of the US Tax Code and/or Similar Law, which could impair the ability 

of the Sub-Fund to pursue its investment objectives. Further, the person(s) 

responsible for the Benefit Plan Investor’s investment in the Shares could have co-

fiduciary responsibility for the investment decisions in the Sub-Fund. As such, no 

Benefit Plan Investors will be permitted to subscribe for, or otherwise own, Shares as 

provided for in section 10.3 “Ownership Restrictions” of the Prospectus. 

8.13 Change of Law 

The legal, tax and regulatory environment worldwide for investment funds (such as 

the Sub-Funds) and their managers is evolving, and changes in the regulation of 

investment funds, their managers, and their trading and investing activities may have 

a material adverse effect on the value of investments held by a Sub-Fund. The 

Company and the Sub-Fund must comply with regulatory constraints, such as a 

change in the laws affecting the Investment Restrictions, which might require a 

change in the investment policy and objectives followed by a Sub-Fund. 

8.14 Political Factors 

The performance of the Shares or the ability to purchase, sell, or redeem may be 

affected by changes in general economic conditions and uncertainties such as 

political developments, changes in government policies, the imposition of restrictions 

on the transfer of capital and changes in regulatory requirements. 

8.15 Interested Dealings 

The Directors, the Management Company, the Investment Manager, the Custodian 

Bank, the Administrative Agent, the Global Distributor and any of their respective 

subsidiaries, affiliates, associates, agents, directors, officers, employees or delegates 

(together the “Interested Parties” and, each, an “Interested Party”) may: 

(a) contract or enter into any financial, banking or other transaction with one 

another or with the Company including, without limitation, investment by the 

Company, in securities in any company or body any of whose investments or 
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obligations form part of the assets of the Company or any Sub-Fund, or be 

interested in any such contracts or transactions; 

(b) invest in and deal with Shares, securities, assets or any property of the kind 

included in the property of the Company for their respective individual 

accounts or for the account of a third party; and 

(c) deal as agent or principal in the sale, issue or purchase of securities and other 

investments to, or from, the Company through, or with, the Management 

Company, the Investment Manager or the Custodian Bank or any subsidiary, 

affiliate, associate, agent or delegate thereof. 

Any assets of the Company in the form of cash may be invested in certificates of 

deposit or banking investments issued by any Interested Party. Banking or similar 

transactions may also be undertaken with or through an Interested Party (provided it 

is licensed to carry out this type of activities). 

There will be no obligation on the part of any Interested Party to account to 

Shareholders for any benefits so arising and any such benefits may be retained by the 

relevant party. 

Any such transactions must be carried out as if effected on normal commercial terms 

negotiated at arm’s length. 

8.16 Conflicts of Interest and Resolution of Conflict 

Investors, in acquiring Shares, are relying on the good faith, experience and expertise 

of the Directors, the Management Company and the Investment Managers. The 

Directors, the Management Company, the Investment Managers and MLI are subject 

to a number of conflicts of interest in connection with the services to be provided to 

each Sub- Fund. 

Each of the Directors, the Management Company, the Global Distributor, the 

Investment Managers, MLI, the Custodian Bank and the Administrative Agent may, 

each in the course of their business, have potential conflicts of interests with the 

Company and the Sub-Funds. 

The Investment Managers and their affiliates may give advice and recommend 

securities to the other accounts which may differ or conflict with advice given to, or 

securities recommended or bought for, a Sub-Fund, even though their investment 

objectives may be the same or similar provided that in doing so, the relevant 

Investment Manager continues to act in the best interests of the Company. The 

portfolio strategies the Investment Managers and their affiliates may use for the other 

accounts could conflict with the transactions and strategies employed by the relevant 

Investment Manager in managing a Sub-Fund and affect the prices and availability of 

the securities and other financial instruments in which a Sub-Fund invests. 

The Company and the Management Company may appoint employees of MLI as 

directors and the fiduciary duties of such directors may compete with or be different 

from the interests of MLI. Each of the Directors, the Management Company, the 

Global Distributor, the Investment Manager, the Custodian Bank and the 

Administrative Agent will have regard to their respective duties to the Company and 

other persons when undertaking any transactions where conflicts or potential 

conflicts of interest may arise. In the event that such conflicts do arise, each of such 
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persons will undertake or shall be requested by the Company and/or the Management 

Company to undertake to use its reasonable endeavours to resolve any such conflicts 

of interest fairly (having regard to its respective obligations and duties) and to ensure 

that the Company and the Shareholders are fairly treated. 

The professional services provided by the Investment Managers are not exclusive to 

the relevant Sub-Fund. Similarly, the directors of the Company and the Management 

Company may be engaged in any other activities such as directors or officers of other 

companies or entities. Consequently, conflicts may arise with respect to the time and 

resources that the directors may devote to the Company or the Management 

Company. 

MLI has been appointed by the Management Company to act as Global Distributor of 

the Sub-Funds. MLI or any of its employees, agents, affiliates, subsidiaries (the 

“MLI Affiliates”) may perform further or alternative roles relating to the Company 

and any Sub-Fund, including for example (i) being the counterparty in respect of any 

investments of the Company, (ii) being involved in arrangements relating to the 

relevant investments (for example as a derivative counterparty, or a calculation 

agent), (iii) acting as a market maker in respect of Shares, and/or (iv) being 

responsible for providing valuations which may form the basis of calculating the Net 

Asset Value per Share in respect of any Sub-Fund and (v) sponsor or otherwise be 

involved with a variety of structured products such as participating notes, options or 

swaps linked in whole or in part to the performance of one or more Sub-Funds. MLI 

and MLI Affiliates may receive compensation for providing certain services to the 

Management Company on behalf of the Company. 

The Directors acknowledge that MLI and MLI Affiliates may have a potential 

conflict of interest by virtue of acting as counterparties to derivative transactions or 

other contracts entered into by the Management Company on behalf of the Company 

and by virtue of providing valuations of such derivative transactions or contracts. 

However, the Directors expect that MLI or any MLI Affiliates acting as a 

counterparty will be a person suitable and competent to provide such valuations in the 

strict observance of the applicable rules, including rules aiming to guarantee 

independent valuations, and who will do so at no further cost to the Company which 

would be the case if the services of a third party were engaged to fulfil this role. 

MLI and MLI Affiliates may have relationships with the Investment Managers (and 

other funds managed by the Investment Managers) unrelated to the business of the 

Company and the Sub-Funds and may receive compensation in connection with such 

relationship; such relationships can include, among others, prime brokerage and 

lending arrangements, as well as issuing derivative instruments to them and assisting 

them in financial structuring. 

MLI and MLI Affiliates may from time to time come into possession of confidential 

information relating to an Investment Manager or an Investment Advisor, which MLI 

and MLI Affiliates will not use for the benefit of the Company and the Sub-Funds, 

due to confidentiality concerns or legal considerations. In addition, MLI Affiliates 

may also develop analyses and/or evaluations of the Investment Managers, as well as 

buy or sell interests in the Investment Managers, on behalf of their proprietary or 

client accounts. MLI and MLI Affiliates regard their analyses, evaluations and 

purchase and sale activities as proprietary and confidential, and will not disclose any 

of the foregoing to investors. 
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From time to time, the Investment Managers and/or their affiliates may acquire 

securities or other assets of an entity for an other account that are senior or junior to, 

or otherwise have different rights, preferences and privileges than, securities or assets 

of the same entity that are held by, or acquired for a Sub-Fund. In addition, the 

Investment Managers may acquire different securities or assets of the same entity 

which may be allocated among both the other accounts and the Sub-Fund and as such 

to different groups of investors. The relevant Investment Manager will, however, 

have regard in such event to its obligations under the Investment Management 

Agreement and, in particular, to its obligations to act in the best interests of the 

Company and the Shareholders so far as practicable, having regard to its obligations 

to other clients when undertaking any investments where conflicts of interest may 

arise. In the event that a conflict of interest does arise, the relevant Investment 

Manager will endeavour to ensure that such conflicts are resolved fairly, and that 

investment opportunities are allocated fairly. In determining the optimal way to 

structure the acquisition of such investment opportunities, the relevant Investment 

Manager and/or its affiliates will set the terms of the securities purchased by a Sub-

Fund and other accounts in a manner it determines to be fair and equitable and taking 

into account the price and terms that would be obtained in the market for securities 

issued in similar transactions. 

Limits of Risk Disclosure 

The above outline of risk factors associated with the Sub-Funds and the Shares does 

not purport to be a complete explanation of the risks involved in an investment in the 

Sub-Funds. Prospective investors should read this entire Prospectus and consult with 

their own advisers before deciding whether to invest in a Sub-Fund. An investment in 

a Sub-Fund should only be made by investors who understand the nature of, do not 

require more than limited liquidity in, and can bear the economic risks associated 

with the investment. 

9 Typology of Risk Profiles 

Unless otherwise specified in the relevant Supplement, the Sub-Funds are available for 

investment by Institutional Investors and retail investors. Investors are expected to be willing 

to adopt capital and income risk. 

The risk associated with an investment in the various Sub-Funds of the Company is 

classified by a Synthetic Risk Reward Indicator number which ranges between 1 and 7, with 

1 being the lowest risk and 7 the highest risk. It is calculated by reference to the volatility of 

a Sub-Fund’s performance over the last 5 years. Where 5 years’ performance history is not 

available, the data is supplemented by a proxy fund, benchmark data or a simulated 

historical series as appropriate. 

The SRRI number for each Sub-Fund will be prepared by the Management Company and 

approved by the Board of Directors and specified in each Supplement. Investors must be 

aware that such classification is determined by the Management Company based on the 

definition above. The SRRI is indicative of the level of risk associated with each Sub-Fund 

and is not supposed to be a guarantee of likely returns. It should only be used for comparison 

purposes with other Sub-Funds offered to the public by the Company. The risk categories 

specified in each Supplement are not guaranteed and may change in the future for various 

reasons including general market developments and changes such as geopolitical factors. If 
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you are in any doubt as to the level of risk that you should take, you should seek independent 

advice from your personal investment adviser. 

10 Subscriptions, Redemptions and Conversion of Shares 

10.1 Subscriptions 

During the Initial Offering Period, the Company is offering the Shares at the Initial 

Subscription Price plus the Sales Charge (if applicable) under the terms and 

conditions as set forth in the Supplement relating to the relevant Sub-Fund. The 

Company may offer Shares in one or several Sub-Funds and/or in one or more 

Classes of Shares in each Sub-Fund. 

The Board of Directors may in its discretion decide to cancel the offering of a Sub-

Fund. The Board of Directors may also decide to cancel the offering of a new Class 

of Shares. In such case, investors that have made an application for subscription will 

be duly informed and any subscription monies already paid will be returned. For the 

avoidance of doubt, no interest will be payable on such amount prior to their return to 

the investors. 

Unless otherwise specified in the Supplement of the relevant Sub-Fund, the Board of 

Directors may further, in its discretion and taking into account the equal treatment of 

Shareholders in comparable situations and the general interest of all Shareholders, 

refuse to accept new subscriptions in a Sub-Fund. By way of non limiting example, 

the Board of Directors might determine, upon consultation with the Investment 

Manager, that there is no capacity in the investment strategy adopted by a Sub-Fund 

to accept further subscriptions. To the extent that, at a later date, the Board of 

Directors determines that there is no longer any reason to refuse new subscriptions to 

the Sub-Fund then they may in their discretion accept new subscriptions. 

After the Initial Offering Period, the Company may offer Shares of each existing 

Class in each existing Sub-Fund on any day that is a Dealing Day, as stipulated in the 

Supplement relating to the relevant Sub-Fund. 

The Board of Directors may decide that for a particular Class or Sub-Fund no further 

Shares will be issued after the Initial Offering Period (as will be set forth in the 

relevant Supplement). However, the Board of Directors reserves the right to authorise 

at any time and without notice the issue and sale of Shares for Sub-Funds that were 

previously closed for further subscriptions. Such decision will be made by the Board 

of Directors with due regard to the interest of the existing Shareholders. 

Shareholders or prospective investors may subscribe for a Class of Shares in a Sub-

Fund at a subscription price per Share equal to: 

(a) the Initial Subscription Price plus the Sales Charge (if applicable) where the 

subscription relates to the Initial Offering Period; or 

(b) the Net Asset Value per Share as of the Dealing Day on which the subscription 

is effected plus the Sales Charge (if applicable) where the subscription relates 

to an offering subsequent to the Initial Offering Period of Shares of an existing 

Class in an existing Sub-Fund. 
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The applicable Sales Charge (which can be up to 5% of the Initial Subscription Price 

or the relevant Net Asset Value) will be specified in the Supplement relating to the 

relevant Sub-Fund. 

10.2 Subscription Procedure 

Subscriptions may be made only by investors who are not Restricted Persons by: 

(a) submitting a written subscription request to the Registrar and Transfer Agent 

or the Global Distributor or sub-distributor(s) as specified in the relevant 

Supplement by the Dealing Deadline. Unless otherwise stated in the relevant 

Supplement, the Dealing Deadline is 12 noon Luxembourg time on the 

Banking Day falling two Banking Days prior to the relevant Dealing Day. 

Subscription requests received after this deadline shall be calculated on the 

basis of the Net Asset Value per Share for the relevant Class of Shares in the 

relevant Sub-Fund as of that next following Dealing Day; and 

(b) delivering to the account of the Custodian Bank cleared funds for the full 

amount of the subscription price (plus any Sales Charge as stipulated here 

above) of the Shares being subscribed for pursuant to the subscription request, 

within 3 Banking Days following the relevant Dealing Day, unless otherwise 

stated in the relevant Supplement. 

Subscribers for Shares are to indicate the allocation of the subscription monies among 

one or more of the Share Classes of the Sub-Funds offered by the Company. Such 

allocation must respect the rules for Minimum Initial and Subsequent Subscription 

Amounts set out in paragraph 10.5 below. 

The Company may decline any application for Shares in whole or in part without 

assigning any reason and will not accept an initial subscription for Shares of any 

amount (exclusive of the Sales Charge, if any) which is less than the Minimum Initial 

Subscription Amount unless the Minimum Initial Subscription Amount is waived by 

the Directors. In particular, and unless otherwise specified in the Supplement of the 

relevant Sub-Fund, the Directors may close any Share Class or Sub-Fund to 

additional investment on such terms as they determine if they believe any Sub-Fund 

has reached a size that could impact on the ability of the Sub-Fund to find suitable 

investments, and may reopen a Share Class or Sub-Fund without advance notice at 

any time. 

In the event that the subscription order is incomplete (i.e., all requested papers are not 

received by the Registrar and Transfer Agent by the relevant deadline set out above) 

the subscription order will be rejected and a new subscription order will have to be 

submitted. 

In the event that the Company decides to reject any application to subscribe for, or 

the purchase of Shares, the monies transferred by a relevant applicant will be returned 

to the applicant at the risk of the applicant without undue delay (unless otherwise 

provided for by law or regulations). No interest will be paid on subscription amounts. 

The number of Shares issued to a subscriber or Shareholder in connection with the 

foregoing procedures will be equal to the subscription monies provided by the 

subscriber or Shareholder, after deduction of the Initial Sales Charge (if any), divided 

by: 
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(a) the Initial Subscription Price, in relation to subscriptions made in connection 

with an Initial Offering Period, or 

(b) the Net Asset Value per Share of the relevant Class and in the relevant Sub-

Fund as of the relevant Valuation Day. 

With regard to the Initial Offering Period, Shares will be issued on the first Banking 

Day following the end of the Initial Offering Period, unless otherwise specified in the 

Supplement relating to each Sub-Fund. 

The Company shall recognise rights to fractions of Shares up to three decimal places, 

rounded up or down to the nearest decimal point. Any purchases of Shares will be 

subject to the ownership restrictions set forth below. Fractional Shares shall have no 

right to vote but shall have the right to participate pro rata in distributions and 

allocation of liquidation proceeds. 

Pursuant to all applicable laws and regulations, professional obligations are imposed 

on the Company and its relevant service providers to prevent it being used in 

connection with money laundering or other illegal purposes. As a result of such 

provisions the Company, or its agents, may require documentation confirming the 

identity and/or other details of subscribers. Such information shall be collected for 

compliance reasons only and shall be covered by confidentiality rules incumbent 

upon the Company and its appointed agents in Luxembourg. 

The Company may collect, store and process by electronic or other means the 

personal data supplied by investors at the time of subscription for the purposes of 

fulfilling the services required and of complying with its legal obligations (including 

the compliance with applicable anti-money laundering laws and regulations). 

An investor may at its discretion refuse to communicate such personal data to the 

Company. In this case, the Directors may reject the request made for subscription of 

Shares in the Company. All personal data shall not be held by the Company for longer 

than necessary with regard to the purpose of data processing observing legal periods 

of limitation. 

10.3 Ownership Restrictions 

A person who is a Restricted Person may not invest in the Company. In addition, each 

applicant for Shares must certify that it is either (a) not a US Person or (b) a 

Permitted US Person. 

No investors that are Benefit Plan Investors will be permitted to subscribe for, or 

otherwise own, Shares. Any investor that completes a written application to 

subscribe for Shares will be required to continuously represent that it is not a Benefit 

Plan Investor and covenant to promptly notify the Registrar and Transfer Agent (on 

behalf of the Company) if at any time it becomes, or will become, a Benefit Plan 

Investor. Any other investor, by otherwise applying for, owning or holding, Shares, 

will be deemed to continuously represent that it is not a Benefit Plan Investor and 

covenant promptly to notify the Registrar and Transfer Agent (on behalf of the 

Company) if at any time it becomes, or will become, a Benefit Plan Investor. All 

investors, by owning or holding Shares, agree that the Company, the Management 

Company, MLI and its affiliates, Directors, Investment Managers, Administrative 

Agent, Registrar and Transfer Agent, Custodian Bank and each of the Company’s 

and/or Sub-Fund’s other agents and service providers (collectively, the “Benefiting 
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Parties”) shall be the beneficiary or express third party beneficiary (as the case may 

be) of such written or deemed representations and covenants and will be permitted to 

conclusively rely on such representations and covenants. The Benefiting Parties and 

all other Shareholders shall not be liable for any and all actions, proceedings, claims, 

losses, costs, fines, demands and expenses (collectively, “losses”) which are incurred 

as a result of any misrepresentation (deemed or otherwise) regarding any party’s 

Benefit Plan Investor status. Each Sub-Fund may compulsorily redeem any Shares 

held by a Benefit Plan Investor. 

10.4 Redemptions 

Shares in a Sub-Fund may be redeemed at the request of the Shareholders on those 

Dealing Days as is stipulated in the Supplements relating to each Sub-Fund. Written 

redemption requests must be sent to the Registrar and Transfer Agent or the Global 

Distributor or sub-distributor(s) as specified in the relevant Supplement by the 

Dealing Deadline. Unless otherwise stated in the relevant Supplement, the Dealing 

Deadline is 12 noon Luxembourg time on the Banking Day falling two Banking Days 

prior to the relevant Dealing Day. Redemption requests received after this deadline 

shall be calculated on the basis of the Net Asset Value per Share for the relevant Class 

of Shares in the relevant Sub-Fund as of that next following Dealing Day. 

Redemption requests are irrevocable (except during any period where the 

determination of the Net Asset Value, the issue, redemption and conversion of shares 

is suspended) and proceeds of the redemption will be remitted to the account 

indicated by the Shareholder in its redemption request. 

A Shareholder who redeems his Shares will receive an amount per Share redeemed 

equal to the Net Asset Value per Share as of the applicable Dealing Day for the 

relevant Class in the relevant Sub-Fund (less, as the case may be, a redemption fee as 

stipulated in the Supplement relating to each Sub-Fund). 

Unless otherwise stated in the relevant Supplement, payment of the redemption 

proceeds shall be made generally within 3 Banking Days following the relevant 

Dealing Day. 

Redemption of Shares may be suspended for certain periods of time as described 

under section 16 “Suspension of Determination of Net Asset Value, Issue, 

Redemption and Conversion of Shares”of the Prospectus. 

The Company reserves the right to limit proportionally all requests for redemptions in 

a Sub-Fund to be executed on any one Dealing Day, whenever the total proceeds to 

be paid for the Shares so tendered for redemption exceed 33,3% (one third) of the 

NAV of that specific Sub-Fund. 

In this event, the limitation will apply pro rata so that all Shareholders wishing to 

have Shares of that Sub-Fund redeemed on that Dealing Day will realise the same 

proportion of redeemed Shares. The portion of the non-processed redemptions will 

then be processed by priority on subsequent Dealing Days. Such redemptions will be 

subject always to the foregoing 33.3% (one third) limit, which will be calculated 

based on the NAV as at the Dealing Day for which the initial redemption was made. 

Therefore unless the Directors make the decision to suspend redemptions, any 

proportionally reduced redemptions will be satisfied in full after a maximum of 3 

Dealing Days. 
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The Company reserves the right not to process a redemption of any Shares if it has 

not been provided with evidence satisfactory to the Company that the redemption 

request was made by a Shareholder of the Company. Failure to provide appropriate 

documentation to the Registrar and Transfer Agent may result in the withholding of 

redemption proceeds. 

If a Shareholder submits a redemption order, a redemption fee may be levied on the 

amount to be paid to the Shareholder, if provided for in the Supplement relating to the 

relevant Sub-Fund. 

For Sub-Funds with a Defined Investment Term and a specific Maturity Date, all 

Shares for which no redemption request has been made in respect of this Maturity 

Date will be compulsorily redeemed on such Maturity Date at the Net Asset Value per 

Share calculated on the Maturity Date (without any redemption charge). Such Sub-

Fund shall be closed and the payment of the redemption proceeds shall be made 

within 10 Banking Days after the Maturity Date. 

The Company may redeem Shares of any Shareholder if the Directors of the 

Company determine that any of the representations given by the Shareholder were 

not true and accurate or have ceased to be true and accurate or that the continuing 

ownership of Shares by the Shareholder would cause an undue risk of adverse tax 

consequences to the Company or any of its Shareholders. The Company may also 

redeem Shares of a Shareholder if it determines that the continuing ownership of 

Shares by such Shareholder may be prejudicial to the Company or any of its 

Shareholders. 

10.5 Minimum Initial and Subsequent Subscriptions and Minimum Redemptions 

The Initial Offering Period Minimum Subscription Amount, the Minimum Initial 

Subscription Amount, the Minimum Subsequent Subscription Amount and the 

Minimum Redemption Amounts that can be applied for may vary according to the 

Sub-Fund and the Class of Shares. The Management Company reserves the right 

from time to time to waive any requirements relating to an Initial Offering Period 

Minimum Subscription Amount, a Minimum Initial Subscription Amount and a 

Minimum Subsequent Subscription Amount as and when it determines in its 

reasonable discretion and by taking into consideration the equal treatment of 

Shareholders. 

Unless otherwise stated in the relevant Supplement, the minimum amounts for all 

Classes of all Sub-Funds are: 

 

Institutional Share Classes 
Retail, Management and Z 

Share Classes 

Initial Subscription Price AUD 100 

CAD 100 

CHF 100 

EUR 100 

GBP 100 

HKD 800 

JPY 1,000 

RMB 600 

SEK 500 

USD 100 
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Institutional Share Classes 
Retail, Management and Z 

Share Classes 

Initial Offering Period 

Minimum Subscription 

Amount 

AUD 1,000,000 

CAD 1,000,000 

CHF 1,000,000 

EUR 1,000,000 

GBP 1,000,000 

HKD 8,000,000 

JPY 10,000,000 

RMB 6,000,000 

SEK 5,000,000 

USD 1,000,000 

AUD 1,000 

CAD 1,000 

CHF 1,000 

EUR 1,000 

GBP 1,000 

HKD 8,000 

JPY 100,000 

RMB 6,000 

SEK 5,000 

USD 1,000 

Minimum Initial 

Subscription Amount 

 

  
Institutional Share Classes 

Retail, Management and Z 

Share Classes 

Minimum Subsequent 

Subscription Amount 

 

 

 

the smaller in value of 1 share or AUD 100 

the smaller in value of 1 share or CAD 100 

the smaller in value of 1 share or CHF 100 

the smaller in value of 1 share or EUR 100 

the smaller in value of 1 share or EUR 100 

the smaller in value of 1 share or GBP 100 

the smaller in value of 1 share or HKD 800 

the smaller in value of 1 share or JPY 1,000 

the smaller in value of 1 share or RMB 600 

the smaller in value of 1 share or SEK 500 

the smaller in value of 1 share or USD 100 

Minimum Redemption 

Amount 

 

10.6 Conversion of Shares 

Unless otherwise decided by the Board of Directors and stated in the relevant 

Supplement, Shareholders are allowed to convert all, or part, of the Shares of (i) a 

given Class into Shares of the same Class of another Sub-Fund and/or (ii) of one 

Class of Shares of a Sub-Fund to Shares of another Class of Shares of either the same 

or a different Sub-Fund. Shareholders are not allowed to convert all, or part, of their 

Shares into Shares of a Sub-Fund which is closed for further subscriptions after the 

Initial Offering Period (as will be set forth in the relevant Supplement). 

If the criteria to become a Shareholder of such other Class and/or such other Sub-

Fund are fulfilled, the Shareholder shall make an application to convert Shares by 

sending a written request for conversion to the Global Distributor or sub-

distributor(s) as specified in the relevant Supplement or the Registrar and Transfer 

Agent. The conversion request must be received by the Registrar and Transfer Agent 

by the Dealing Deadline which, unless otherwise stated in the Relevant Supplement, 

is 12 noon Luxembourg time on the Banking Day falling two Banking Days prior to 

the relevant Dealing Day. Conversion requests received after this deadline shall be 

treated on the next following Dealing Day on the basis of the Net Asset Value per 

Share for Shares of the relevant Class in the relevant Sub-Funds as of that next 

following Dealing Day. The conversion request must state either the amount in the 

relevant currency of the first Sub-Fund or the number of Shares of the relevant 

Classes in the relevant Sub-Fund, which the Shareholder wishes to convert. A 

conversion charge, in favour of the two Sub-Funds concerned, up to 1% of the Net 

Asset Value of the new Sub-Fund may be levied to cover conversion costs. This fee 

will be equally divided between the two Sub-Funds concerned. The same rate of 
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conversion fee will be applied to all conversion requests received on the same 

Dealing Day. 

Conversion of Shares shall be effected on the Conversion Day, by the simultaneous: 

(a) redemption of the number of Shares of the relevant Class in the relevant Sub-

Fund specified in the conversion request at the Net Asset Value per Share of 

the relevant Class of Shares in the relevant Sub-Fund; and 

(b) issue of Shares on that Dealing Day in the new Sub-Fund or Class, into which 

the original Shares are to be converted, at the Net Asset Value per Share for 

Shares of the relevant Class in the (new) Sub-Fund. 

Subject to any currency conversion (if applicable) and/or any withholding tax which 

may arise under the EU Savings Directive, the proceeds resulting from the 

redemption of the original Shares shall be applied immediately as the subscription 

monies for the Shares in the new Class or Sub-Fund into which the original Shares 

are converted. 

Where Shares denominated in one currency are converted into Shares denominated in 

another currency, the number of such Shares to be issued shall be calculated by 

converting the proceeds resulting from the redemption of the Shares into the currency 

in which the Shares to be issued are denominated. The exchange rate for such 

currency conversion shall be calculated by the Custodian Bank in accordance with 

the rules laid down in the section 15 “Calculation and Suspension of Net Asset Value” 

hereafter. 

10.7 Subscriptions and Redemptions in Kind 

At the discretion of the Directors, the Company may agree to issue Shares as 

consideration for a contribution in kind of securities, provided that such securities 

comply with the investment objective, policy and restrictions of the relevant Sub-

Fund and are in compliance with the conditions set forth by Luxembourg law, in 

particular the obligation to deliver a valuation report from the auditor of the Company 

(réviseur d’entreprises agréé) which shall be lodged with the Luxembourg trade and 

companies register. Any costs incurred in connection with a contribution in kind of 

securities shall be borne by the relevant contributing investor(s). 

The Company shall have the right, if the Directors so determine, to satisfy payment 

of redemption proceeds to any Shareholder with their prior consent, in specie by 

allocating to such Shareholder investments from the portfolio of assets set up in 

connection with such Sub-Fund equal in value (calculated in the manner described in 

the Prospectus and the Articles), as of the Valuation Day on which the redemption 

proceeds are calculated, to the value of the Shares to be redeemed. The nature and 

type of assets to be transferred in such case shall be determined on a fair and 

reasonable basis and without prejudicing the interests of the other Shareholders and 

the valuation used shall be confirmed by a special report of the auditor of the 

Company. The costs of any such transfers shall be borne by the transferee. 

10.8 Prohibition of Late Trading and Market Timing 

Late trading is to be understood as the acceptance of a subscription (or conversion or 

redemption) order after the relevant Dealing Deadline on the relevant Dealing Day 

and the execution of such order at the price based on the Net Asset Value applicable 

to such same day. Late trading is strictly forbidden. 
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Market timing is to be understood as an arbitrage method through which an investor 

systematically subscribes and redeems or converts Shares of the Company within a 

short time period, by taking advantage of time differences and/or imperfections or 

deficiencies in the method of determination of the Net Asset Value of the relevant 

Sub-Fund. Market timing practices may disrupt the investment management of the 

portfolios and harm the performance of the relevant Sub-Fund. 

In order to avoid such practices, Shares are issued at an unknown price and neither 

the Company, nor the Global Distributor will accept orders received after the relevant 

Dealing Deadline. 

The Company reserves the right to refuse purchase (and conversion) orders into a 

Sub-Fund by any person who is suspected of market timing activities. 

In addition, if necessary with a view to protecting the Sub-Funds against market 

timing, the Company may, for the benefit of the relevant Sub-Funds, impose a levy 

on the issue, redemption and/or conversion of Shares up to 2% of the applicable Net 

Asset Value per Share. 

11 Management of the Company 

The Company shall be managed by the Board of Directors. The Board of Directors is vested 

with the broadest powers to perform all acts of administration and disposition in the 

Company’s interests. All powers not expressly reserved by law to the general meeting of 

Shareholders fall within the competence of the Board of Directors. 

The Directors are not required to devote their full time and attention to the business of the 

Company. They may be engaged in any other business and/or be concerned or interested in 

or act as directors or officers of any other company or entity. 

The Company may indemnify any Director or officer, and his or her heirs, executors and 

administrators against expenses reasonably incurred by him or her in connection with any 

action, suit proceeding to which he or she may be made a party by reason of his or her being 

or having been a director or officer of the Company or, at its request, of any other company 

of which the Company is a shareholder or creditor and from which he or she is not entitled to 

be indemnified, except in relation to matters as which he or she shall be finally adjudged in 

such action, suit or proceeding to be liable for gross negligence or wilful misconduct; in the 

event of a settlement, indemnification shall be provided only in connection with such matters 

covered by the settlement as to which the Company is advised by counsel that the person to 

be indemnified did not commit such a breach of duty. The foregoing right of indemnification 

shall not exclude other rights to which he or she may be entitled. 

11.1 Co-Management 

Subject to the general provisions of Articles, the Directors may choose to co-manage 

the assets of certain Sub-Funds of the Company on a pooled basis for the purposes of 

efficient portfolio management. In these cases, assets of the Sub-Funds participating 

in the co-management process will be managed according to a common investment 

objective and shall be referred to as a “pool”. These pools, however, are used solely 

for internal management efficiency purposes or to reduce management costs. 

The pools do not constitute separate legal entities and are not directly accessible to 

investors. Cash, or other assets, may be allocated from one or more Sub-Funds into 

one or more of the pools established by the Company. Further allocations may be 
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made, from time to time, thereafter. Transfers from the pool(s) back to the Sub-Funds 

may only be made up to the amount of that Sub-Fund’s participation in the pool(s). 

The proportion of any Sub-Fund’s participation in a particular pool shall be measured 

by reference to its initial allocation of cash and/or other assets to such a pool and, on 

an ongoing basis, according to adjustments made for further allocations or 

withdrawals. 

The entitlement of each Sub-Fund participating in the pool, to the co-managed assets 

applies proportionally to each and every single asset of such pool. 

Where the Company incurs a liability relating to any asset of a particular pool or to 

any action taken in connection with an asset of a particular pool, such liability is 

allocated to the relevant pool. Assets or liabilities of the Company which cannot be 

attributed to a particular pool, are allocated to the Sub-Fund they belong or relate to. 

Assets or expenses which are not directly attributable to a particular Sub-Fund are 

allocated among the various Sub-Funds pro rata, in proportion to the Net Asset Value 

of each Sub-Fund. 

Upon dissolution of the pool, the pool’s assets will be allocated to the Sub-Fund(s) in 

proportion to its/their participation in the pool. 

Dividends, interest, and other distributions of an income nature earned in respect of 

the assets of a particular pool will be immediately credited to the Sub-Funds in 

proportion to its respective participation in the pool at the time such income is 

recorded. 

Expenses directly attributable to a particular pool will be recorded as a charge to that 

pool and, where applicable, will be allocated to the Sub-Funds in proportion to their 

respective participation in the pool at the time such expense is incurred. Expenses, 

that are not attributable to a particular pool, will be charged to the relevant Sub-

Fund(s). 

In the books and accounts of the Company the assets and liabilities of a Sub-Fund, 

whether participating or not in a pool, will, at all times, be identified or identifiable as 

an asset or liability of the Sub-Fund concerned including, as the case may be, 

between two accounting periods a proportionate entitlement of a Sub-Fund to a given 

asset. Accordingly such assets can, at any time, be segregated. On the Custodian 

Bank’s records for the Sub-Fund such assets and liabilities shall also be identified as 

a given Sub-Fund’s assets and liabilities and, accordingly, segregated on the 

Custodian Bank’s books. 

11.2 Management Company 

The Management Company shall be responsible for the functions of collective 

portfolio management of the Company as these functions are described in Annex II of 

the Law of 17 December 2010, including the investment management of the assets of 

the Company and the Sub-Funds, the administration of the Company and the 

implementation of the Company’s and the Sub-Funds’ distribution/introduction and 

marketing policy.  

The authority of the Management Company is subject always to the overall policies, 

direction, control and responsibility of the Company. 
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11.3 Investment Manager 

The Management Company may act as Investment Manager with respect to certain 

Sub-Funds as specified in the relevant Supplement. The Management Company may 

determine that a third-party Investment Manager has to be appointed to carry out 

investment management services, and be responsible for, the relevant Sub-Fund’s 

investment activities within the parameters and restrictions set out in this Prospectus 

and the relevant Supplement. The identity of any appointed Investment Manager will 

be specified in the Supplement relating to the relevant Sub-Fund. The Investment 

Manager may be assisted by one or more Investment Advisors or delegate its 

functions, with the prior approval of the CSSF and the Management Company, to one 

or more sub-managers and as specified in the relevant Supplement. In case sub-

managers are appointed, the Prospectus will be updated. 

Unless otherwise stated in the relevant Supplement, the Investment Manager is 

responsible for, among other matters, identifying and acquiring the investments of the 

relevant Sub-Fund. The Investment Manager is granted full power and authority and 

all rights necessary to enable it to manage the investments of the relevant Sub-Fund 

and provide other investment management services to achieve the Company’s 

investment objective and policy set out in this Prospectus and any specific investment 

objective and policy set out in the relevant Supplement. The authority of the third 

party Investment Manager is subject always to the overall policies, direction, control 

and responsibility of the Management Company. 

The Investment Manager may from time to time and in its sole discretion and out of 

its own resources decide to rebate to some or all Shareholders (or their agents), part 

or all of the Investment Management Fee and/or Performance Fee. Any such rebates 

may be applied in paying up additional Shares to be issued to the Shareholder. 

The fees and expenses payable to the Investment Manager in respect of the relevant 

Sub-Fund, will be set out in the relevant Supplement. 

11.4 The Custodian Bank 

Pursuant to the Custodian Agreement, State Street Bank Luxembourg S.C.A. has 

been appointed to act as Custodian Bank of the assets of the Company which are held 

either directly by the Custodian Bank or through depository agents or other agents as 

appointed from time to time. The rights and duties of the Custodian Bank are further 

stipulated in article 34 of the Law of 17 December 2010. The Custodian Bank was 

incorporated in the Grand Duchy of Luxembourg as a public limited company 

(Société Anonyme) on 19 January 1990. The Custodian Bank has, as of 1 July 2014, a 

fully paid up subscribed capital of EUR 65,000,975. 

The Custodian Bank is responsible for the supervision of all the assets of the 

Company and is a credit institution in accordance with Luxembourg law. Pursuant to 

and in accordance with the terms of the Custodian Agreement between the Company 

and the Custodian Bank, the Custodian Bank will hold some securities and other 

assets belonging to the Company in custody for the Shareholders either directly or 

under its control and responsibility through the Custodian Bank’s agents and/or 

correspondent banks. 

The Custodian Bank will ensure that sales, issues, redemptions, conversions and 

cancellations of Shares effected by or on behalf of the Company are made in 

accordance with the Luxembourg law and the provisions of the Articles of 
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Association of the Company. It will also ensure that in transactions involving the 

assets of the Company the consideration is remitted to it within the usual time limits 

and ensure that the income of the Company is applied in accordance with its Articles 

of Association. 

The relationship between the Company and the Custodian Bank is subject to the 

terms of the Custodian Agreement. The Company and the Custodian Bank may 

terminate the Custodian Agreement upon three months prior written notice or 

immediately in certain circumstances. In case of notice of termination by the 

Custodian Bank, the Board of Directors of the Company must appoint another 

custodian bank within two months of receipt of such notice. In such case, the 

Custodian Bank must safeguard the interests of the Company until such time as the 

functions are assumed by a new custodian bank. 

11.5 The Administrative, Corporate, Domiciliary Agent, Paying Agent, Registrar 

and Transfer Agent and Listing Agent 

Pursuant to the Administration Agreement, State Street Bank Luxembourg S.C.A. has 

been appointed by the Management Company with the consent of the Company to act 

as Administrative Agent, Domiciliary and Corporate Agent, Paying Agent, Registrar 

and Transfer Agent and Listing Agent, to carry out all the administrative duties in 

relation with the central administration of the Company, including the calculation of 

the Net Asset Value of the Shares and the provision of accounting services to the 

Company in accordance with the law and the Articles of Association of the Company 

(collectively referred to as the “Administrative Agent”). The Administrative Agent 

is not responsible for any investment decisions of the Management Company or any 

of its delegates or the effect of such investment decisions on the performance of the 

Company. 

In its capacity as Domiciliary and Corporate Agent of the Company, State Street Bank 

Luxembourg S.C.A. carries out any tasks in relation with the preparation of the 

general meetings of the Shareholders, with the keeping of documents relating to the 

Company as well as with any other tasks as defined in the agreement. 

In its capacity as Registrar and Transfer Agent for the Company, State Street Bank 

Luxembourg S.C.A. processes all subscriptions, redemptions, conversions, 

cancellations and transfers of Shares and is keeping the register of Shareholders of 

the Company. 

Moreover the Registrar and Transfer Agent will be responsible for the delivery of 

Share certificates, if requested, the safekeeping of all non-issued Share certificates of 

the Company, for accepting Shares certificates rendered for replacement, redemption 

or conversion and for providing and supervising the mailing of reports, notices and 

other documents to the shareholders, as further described in the above mentioned 

agreement. 

The Management Company with the consent of the Company has further appointed 

State Street Bank Luxemburg S.C.A. as the Company’s paying agent responsible for 

the payment of any distributions. The Paying Agent will in addition be responsible for 

the payment of the redemption price of the Shares. 

In its capacity as Listing Agent, State Street Bank Luxembourg S.C.A. shall assist the 

Company at the Company’s request in introducing the Company’s Shares to the 
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official list of the Luxembourg Stock Exchange (“LSE”), with the formalities 

involved with a listing on the LSE, and to maintain a listing for the Shares on the 

LSE. 

11.6 Risk Manager 

Pursuant to the Management Company Agreement, the Management Company is 

responsible for the risk management of the Company and each of the Sub-Funds. 

Risk management is an integral part of the investment process. The primary risk 

management measures that are built into the portfolio construction process, at 

security level, are liquidity, position size, instrument volatility and directional 

exposure. 

On a portfolio level, the primary risk measures are, where applicable, volatility and 

stock, sector, market and factor exposures (such as interest rates, currency rates, 

momentum indicators and valuation measures). The Management Company under the 

supervision of the Board of Directors has the responsibility for the risk management 

and may, as the case may be, give instructions at any time to the relevant Sub-Fund’s 

Investment Manager (if any) with a view to complying with the investment 

restrictions applicable to the Company and the Sub-Funds.  

11.7 Distributors, Introducers and Nominees 

The Management Company has appointed MLI to act as a global distributor (the 

“Global Distributor”). The Global Distributor may appoint other (sub-)distributors 

and/or introducers to distribute Shares of Sub-Funds; if a distributor different from 

MLI is appointed by the Management Company to distribute Shares of a Sub-Fund, 

the details of such distributor shall be specified in the relevant Supplement. The 

Global Distributor will ensure that (sub-)distributors have in place adequate 

procedures to categorise investors under the MiFID client classification rules or local 

jurisdiction equivalent rules, to determine the suitability of the Company as an 

investment for any prospective investor and to inform such prospective investor about 

any risks associated with an investment in the Company. 

Distributors and sub-distributors may establish and administer one or more 

investment plans for the benefit of retail investors wishing to invest in certain Sub-

Funds. 

The Management Company expects that in relation to Shares to be offered to retail 

investors the relevant distributor and/or sub-distributor will offer to enter into 

arrangements with the relevant investors to provide nominee services to those 

investors in relation to the Shares or arrange for third party nominee service providers 

to provide such nominee services to the underlying investors. Whilst and to the extent 

that such arrangements exist, such underlying investors will not appear in the 

Register of the Company and will have no direct right of recourse against the 

Company or the Management Company. 

All nominee service providers must be (i) professionals of the financial sector of a 

FATF member country which are subject under their local regulations to anti money 

laundering rules equivalent to those required by Luxembourg law or (ii) professionals 

established in a non-FATF member state provided they are a subsidiary of a 

professional of the financial sector of a FATF member state and they are obliged to 

follow anti money laundering rules equivalent to those required by Luxembourg law 

because of internal group policies. 
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Any distributors, sub-distributors or nominee service providers holding their Shares 

through Euroclear or Clearstream or any other relevant clearing system as an 

accountholder will not be recognised as the registered Shareholder in the Register. 

The relevant nominee of Euroclear or Clearstream or the other relevant clearing 

system will be recognised as the registered Shareholder in the Register would hold 

the Shares for the benefit of the relevant accountholders in accordance with the 

relevant arrangements. 

The terms and conditions of any distribution agreement including arrangements to 

provide nominee services must allow for an underlying investor who has invested in 

the Company through a nominee to require the transfer of the Shares subscribed for 

through the nominee into his name. 

Shareholders may subscribe directly to the Company without having to go through a 

distributor, sub-distributor or nominee. 

The Management Company may from time to time and in its sole discretion decide to 

rebate to some or all Shareholders (or their agents), part or all of the Distribution Fee 

it receives. Any such rebates may be applied in paying up additional Shares to be 

issued to the Shareholder. 

11.8 FX Hedging 

The Sub-Funds may, at the discretion of the respective Investment Manager, attempt 

to reduce or minimise the effect of fluctuations in the exchange rate on the value of 

the non Reference Currency Shares. The Management Company, or the Investment 

Manager with the consent of the Management Company, may entrust MLI or a third 

party with the execution of such FX hedging function. As further detailed in the 

relevant Supplement, the Management Company has entrusted State Street Bank 

Europe Limited with the execution of the FX hedging function for certain Sub-Funds. 

The costs associated with performing FX hedging shall be borne by the non-

Reference Currency Share Class to which the specific hedge relates. Any profit and 

loss resulting from FX hedging will be allocated only to the non Reference Currency 

Share Class to which the specific hedge relates. Any entity responsible for the 

execution of the FX Hedging shall be specified in the Supplement of the relevant 

Sub-Fund. 

12 Fees, Compensation and Expenses borne by the Company 

The Company shall bear the following expenses: 

(a) All taxes owed on the Company’s assets and income; 

(b) Bank fees, possible registration and brokerage fees for transactions in securities 

making up the Company’s portfolio, as well as fees on transfers referring to 

redemptions of Shares; 

(c) The Company’s Directors’ fees and applicable Directors and Officers Insurance; 

(d) The cost of extraordinary measures, in particular experts’ or counsels’ fees or lawsuits 

necessary to protect Shareholders’ interests; 

All fees will be determined in accordance with the applicable market standards in 

Luxembourg and are proportionate to the Net Asset Value of the relevant Sub-Fund. 
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Fees which are directly attributable to a particular Sub-Fund will be allocated to that Sub-

Fund. Expenses which are not directly attributable to a particular Sub-Fund are allocated 

among the various Sub-Funds pro rata, in proportion to the Net Asset Value of each Sub-

Fund. Fees applicable to one Class of Shares may differ from the fees applicable to other 

Classes of Shares. 

Unless otherwise disclosed in the relevant Supplement, fees and other expenses will be 

borne by each Sub-Fund in the manner, and according to the definitions, set out below. 

12.1 Investment Management Fees 

The Investment Manager will receive an Investment Management Fee as further 

specified in the relevant Supplement. The Investment Management Fee will be a 

percentage of the Net Asset Value of the relevant Share Class. 

12.2 Performance Fees 

The Investment Manager may receive a Performance Fee as further, or otherwise, 

specified in the relevant Supplement. 

Equalisation methodology is not used in the calculation of the Performance Fee; the 

Performance Fee is calculated for each Class on a Class-wide basis rather than with 

respect to increases in value in an individual investor’s Shares. 

Unless specified otherwise in the relevant Supplement, the Performance Fee will be 

calculated in respect of each period of 12 months beginning on 1 April and ending on 

the following 31 March (a “Calculation Period”). 

Unless specified otherwise in the relevant Supplement, the first Calculation Period 

will be the period commencing on the Banking Day immediately following the close 

of the Initial Offering Period of the Relevant Sub-Fund and ending on the following 

31 March. The Performance Fee will be calculated and accrued daily as an expense of 

the relevant Share Class and will be payable to the Investment Manager in arrears 

within seven Banking days of the end of each Calculation Period. 

The Performance Fee shall be payable by reference to the Net Asset Value of a Share 

Class of a Sub-Fund in excess of that Share Class’s High Water Mark (as defined 

below), Aggregate Benchmark Amount (as defined below), or combination thereof 

(the “New Net Appreciation”). The relevant Supplement for each Sub-Fund shall 

state whether a Performance Fee is payable in relation to a High Water Mark, an 

Aggregate Benchmark Amount, or a combination thereof. 

The “Aggregate Benchmark Amount” for each Calculation Period equals the sum 

of the Benchmark Amounts calculated throughout the relevant Calculation Period and 

is reset where the Net Asset Value of the relevant Share Class as of the end of the 

prior Calculation Period exceeds the sum of the Aggregate Benchmark Amount and 

the High Water Mark. The “Benchmark Amount” equals the Benchmark (as defined 

below) multiplied by the High Water Mark of the relevant Share Class. 

The Performance Fee will be calculated as a percentage (as defined in the relevant 

Supplement) of New Net Appreciation calculated by reference to each Share Class’s 

High Water Mark, Aggregate Benchmark Amount, or combination thereof (as 

specified in the table Summary of Shares). 
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Unless specified otherwise in the relevant Supplement, the New Net Appreciation of 

a Share Class shall be calculated and shall equal the amount, if any, by which the Net 

Asset Value of the relevant Share Class (prior to reduction for any accrued 

Performance Fee) as of the end of the relevant Calculation Period exceeds the sum of 

the Aggregate Benchmark Amount for such Calculation Period (if applicable) and the 

High Water Mark. Such amounts then shall be aggregated to determine the New Net 

Appreciation of the relevant Share Class. 

Unless specified otherwise in the relevant Supplement, the High Water Mark 

attributable to a Share Class is either:  

(a) the Last Performance Fee Payment Date NAV, subject to adjustment as follows: 

the Last Performance Fee Payment Date NAV shall be increased when additional 

subscriptions are made to such Share Class (by the amount of the subscription), and 

shall be reduced proportionately whenever a redemption is made or a dividend is paid 

from such Share Class by being multiplied by the fraction, the numerator of which is 

the Net Asset Value of such Share Class immediately after, and the denominator of 

which is the Net Asset Value of such Share Class immediately prior to, such 

redemption or dividend (Net Asset Value of the Share Class in each case to be 

calculated prior to reduction for any accrued Performance Fee.); or (b) if no 

Performance Fee has ever been paid, then the aggregate Subscriptions minus the 

aggregate redemptions and dividends from the relevant Share Class through the date 

of determination. 

The “Benchmark” means the performance benchmark for the relevant Share Class, 

as set out in the relevant Supplement. The Benchmark Amount is calculated as a 

percentage of the High Water Mark. The calculation equals the Benchmark 

percentage rate multiplied by the High Water Mark of the relevant Share Class. The 

Aggregate Benchmark Amount for each Calculation Period equals the sum of the 

Benchmark Amounts calculated throughout the relevant Calculation Period 

proportionally adjusted for redemptions. 

If a redemption is made from the relevant Share Class as of a date other than 31 

March, a Performance Fee (if accrued as of the date of such redemption) shall be 

crystallised in respect of the Shares being redeemed and paid to the Investment 

Manager 14 Banking Days after the Dealing Day (or upon termination of the 

Investment Management Agreement, if earlier). Crystallised Performance Fees shall 

remain in the relevant Share Class until paid to the Investment Manager, and shall not 

be used or made available to satisfy redemptions or pay any fees and expenses of the 

relevant Share Class. If a redemption is made the High Water Mark is proportionately 

adjusted downwards. If a subscription is made the High Water Mark is 

proportionately adjusted upwards. 

If the appointment of the Investment Manager is terminated during a period when 

there is an accrued Performance Fee (the “Performance Period”), the Performance 

Fee in respect of the current Performance Period will be calculated and paid as 

though the date of termination were the end of the relevant period. 

If any Share Class experiences net losses after the payment of a Performance Fee in 

respect of such Share Class, the Investment Manager will retain all Performance Fees 

previously paid to it in respect of such Share Class but will not receive a new 
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Performance Fee in respect of such Share Class until additional New Net 

Appreciation is achieved by such Share Class. 

12.3 Distribution Fees 

The Management Company will receive a Distribution Fee as further specified in the 

relevant Supplement. In addition, the Management Company, the Global Distributor 

or the relevant sub-distributor (as the case may be) may apply the Sales Charge as 

further specified in the relevant Supplement. The fees and commissions payable to 

the Management Company shall include any fees and/or commissions payable by the 

Management Company to the Global Distributor and any sub-distributor which may 

be appointed by the Global Distributor. The Distribution Fee shall be calculated and 

accrued daily as an expense of the relevant Share Class payable monthly in arrears. 

The Distribution Fee is intended to cover various costs, including, but not limited to 

the following: 

(a) The cost of printing prospectuses, confirmations or certificates, and the costs 

of preparing and filing administrative documents, prospectuses and 

explanatory memoranda with all the authorities, including official associations 

of brokers, having jurisdiction over the Company and the issue of the 

Company’s Shares; 

(b) The cost of preparing and distributing, in languages required in the interest of 

Shareholders, of annual and semi-annual reports and other reports and 

documents required in accordance with the laws or regulations of the 

authorities designated above, the cost of preparing and distributing notices to 

Shareholders, the fees of independent legal and expert advice and all similar 

operating costs; 

(c) The expenses relating to the printing and distribution of sales literature of any 

kind relating to the Company and its Sub-Funds and advertising and 

promotional costs of any kind (unless borne by the Company); and, 

(d) The fees and reasonable out-of-pocket expenses relating to the ongoing costs 

of registrations of the Company and its Sub-Funds with any regulatory 

authority other than Luxembourg. These costs will include, but not be limited 

to, the costs and expenses of any rating agency, of listing and maintaining a 

listing of the Shares on any Stock Exchange and fees payable to an index 

sponsor, of legal advice, translation, paying agents, NAV publication in 

newspapers and jurisdictional tax disclosure requirements.  

12.4 Administrative and Operating Fee 

The Management Company will receive an Administrative and Operating Fee as 

further specified in the relevant Supplement. The Administrative and Operating Fee 

will be a percentage of the Net Asset Value; the percentage of the Administrative and 

Operating Fee will be specified in the relevant Supplement. The Administrative and 

Operating Fee shall be calculated and accrued daily as an expense of the relevant 

Share Class and shall be payable monthly in arrears. 

The Administrative and Operating Fee is intended to cover the fees and expenses 

connected with the establishment, management and operation of the Company and 

each Sub-Fund including, but not limited to: 
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(a) The initial establishment and offering expenses (including the lump sum 

capital levy, legal and accounting fees) of the Company and any Sub-Funds 

launched; 

(b) The fees and reasonable out of pocket expenses of the Custodian Bank 

(including other banks and financial institutions entrusted by the Custodian 

Bank with the custody of assets) and Administrative Agent; and 

(c) Audit fees, professional advisers, the ongoing costs of registrations of the 

Company and its Sub-Funds with any regulatory authority in Luxembourg, the 

costs and expenses of any rating agency, the costs and expenses of listing and 

maintaining a listing of the Shares on any Stock Exchange, fees payable to an 

index sponsor and the cost of directors’ and officers’ liability insurance 

policies. 

In the event that the Administrative and Operating Fee received by the Management 

Company is insufficient to cover the fees and expenses referred to above, the 

Management Company will cover any shortfall. Similarly, any surplus will revert to 

the Management Company. 

13 Dividends 

Dividends will only be paid in respect of the distribution Share Classes. No dividends will 

be paid in respect of the capitalisation Share Classes. Whether capitalisation or distribution 

Shares will be issued in relation to a particular Sub-Fund will be described in the relevant 

Supplement. Each year the general meeting of Shareholders will decide, based on a proposal 

from the Board of Directors, for each Sub-Fund and for both distribution and capitalisation 

Shares, on the use of the balance of the year’s net income of the investments. A dividend 

may be distributed, either in cash or Shares. Further, dividends may include a capital 

distribution, provided that after distribution the net assets of the Company total more than 

EUR 1,250,000. 

The year’s net income of each Sub-Fund will be spread across, on the one hand, all the 

distribution Shares and on the other hand, all capitalisation Shares, in proportion of the net 

income corresponding to the Class of Shares in question. The part of the year’s net income 

corresponding to distribution Shares will be distributed to the holders of the distribution 

Shares either in cash or Shares. The part of the year’s net income corresponding to 

capitalisation Shares will be capitalised in the relevant Sub-Fund for the benefit of the 

capitalisation Shares. At the same time as dividends are paid to distribution Shares, the part 

of the net assets of the Sub-Fund to be allocated to all the distribution Shares will be reduced 

by the global amount of the dividends paid out. The part of the net assets of the Sub-Fund to 

be allocated to capitalisation Shares will increase. Over and above the distributions 

mentioned in the preceding paragraph, the Board of Directors may decide to pay interim 

dividends in the form and under the conditions provided by law. 

Payments will be made in the Reference Currency of the relevant Sub-Fund. With regard to 

Shares held through Euroclear or Clearstream (or their successors), dividends shall be paid 

by bank transfer to the relevant bank. Dividends remaining unclaimed for five years after 

their declaration will be forfeited and revert to the relevant Sub-Fund. 
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Interim dividends may be declared at any time in respect of each Sub-Fund by the Board of 

Directors and will be ratified by the Shareholders of the Sub-Fund concerned at the annual 

general meeting of Shareholders. 

14 Tax Aspects 

The following is a summary of relevant tax laws in selected jurisdictions. It does not purport 

to be a complete analysis of all tax considerations relating to the holding of Shares nor does 

it constitute legal or tax advice. As is the case with any investment, there can be no 

guarantee that the tax position or proposed tax position prevailing at the time an investment 

in the Company is made will endure indefinitely. 

Shareholders and prospective investors are advised to consult their professional advisors 

concerning possible taxation or other consequences of purchasing, holding, selling, 

exchanging or otherwise disposing of Shares under the laws of their country of 

incorporation, establishment, citizenship, residence, ordinary residence or domicile. 

The following tax law summaries are based on the tax rules in force in July 2014 and this tax 

information can be affected by subsequent changes in law or changes in the application of 

the law. 

Luxembourg 

The following is a summary of certain material Luxembourg tax consequences of 

purchasing, owning and disposing of the Shares of the Company. It does not purport to be a 

complete analysis of all possible tax situations that may be relevant to a decision to 

purchase, own or sell the Shares. It is included herein solely for preliminary information 

purposes. It is not intended to be, nor should it construed to be, legal or tax advice. 

Prospective purchasers of the Shares should consult their own tax advisers as to the 

applicable tax consequences of the ownership of the Shares, based on their particular 

circumstances. This summary does not allow any conclusions to be drawn with respect to 

issues not specifically addressed. The following description of Luxembourg tax law is based 

upon the Luxembourg law and regulations as in effect and as interpreted by the Luxembourg 

tax authorities on the date of this document and is subject to any amendments in law (or in 

interpretation) later introduced, whether or not on a retroactive basis. 

Please be aware that the residence concept used under the respective headings below applies 

for Luxembourg income tax assessment purposes only. 

Any reference in the present section to a tax, duty, levy impost or other charge or 

withholding of a similar nature refers to Luxembourg tax law and/or concepts only. Also, 

please note that a reference to Luxembourg income tax encompasses corporate income tax 

(impôt sur le revenu des collectivités), municipal business tax (impôt commercial 

communal), a solidarity surcharge (contribution au fonds pour l’emploi), as well as personal 

income tax (impôt sur le revenu) generally. Corporate Investors may further be subject to net 

wealth tax (impôt sur la fortune) as well as other duties, levies or taxes. Corporate income 

tax, municipal business tax as well as the solidarity surcharge invariably apply to most 

corporate taxpayers resident of Luxembourg for tax purposes. Individual taxpayers are 

generally subject to personal income tax and to the solidarity surcharge. Under certain 

circumstances, where an individual taxpayer acts in the course of the management of a 

professional or business undertaking, municipal business tax may apply as well. 
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14.1 Luxembourg tax residency of the Shareholders 

A Shareholder will not become resident, nor be deemed to be resident, in 

Luxembourg, by reason only of the holding of the Shares, or the execution of rights 

resulting from the Shares. 

14.2 Luxembourg taxation of the Company 

The Company is exempt from Luxembourg income and net wealth tax, and dividends 

paid by the Company (if any) are exempt from dividend withholding tax. 

The Company is subject to an annual subscription tax computed on the Company’s 

net asset value, calculated on the last valuation day of each quarter and payable in 

four instalments. The normal rate is 0.05%. The rate could be reduced to 0.01% if 

certain conditions are met e.g. if the Company exclusively invests in money market 

instruments and/or bank deposits. The subscription tax is reduced to nil for funds 

investing in other Luxembourg funds, which have already been subject to 

subscription tax. 

The establishment of the Company and the amendments to the Articles are subject to 

a fixed registration duty of EUR 75. 

The income received by the Company may be subject to withholding tax on 

dividends and interest and to tax on capital gains in the country of origin of its 

investments. As the Company itself is exempt from income tax, withholding tax 

levied at source, if any, would normally not be refundable and it is not certain 

whether the Company itself would be able to benefit from Luxembourg’s double tax 

treaties network. Whether the Company may benefit from a double tax treaty 

concluded by Luxembourg must be analysed on a case-by-case basis. Indeed, certain 

double tax treaties signed by Luxembourg may directly be applicable to the 

Company. 

No stamp duty or other tax is payable in Luxembourg on the issue of Shares in the 

Company. 

14.3 Luxembourg Taxation of the Shareholders 

14.3.1 Luxembourg non-resident Shareholders 

Shareholders, who are non-residents of Luxembourg and who have neither a 

permanent establishment nor a permanent representative in Luxembourg to 

which or whom the Shares are attributable, are generally not liable to any 

Luxembourg income tax. 

Non-resident corporate Shareholders which have a permanent establishment or 

a permanent representative in Luxembourg, to which the Shares are 

attributable, must include any income received, as well as any gain realised on 

the sale, disposal or redemption of Shares, in their taxable income for 

Luxembourg tax assessment purposes. The same inclusion applies to 

individuals, acting in the course of the management of a professional or 

business undertaking, who have a permanent establishment or a permanent 

representative in Luxembourg, to which the Shares are attributable. Taxable 

gains are determined as being the difference between the sale, repurchase or 

redemption price and the lower of the cost or book value of the Shares sold or 

redeemed. 
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14.3.2 Luxembourg resident Shareholders 

(i) Luxembourg fully taxable corporate Shareholders 

Luxembourg resident corporate Shareholders (sociétés de capitaux) 

must include any profits derived, as well as any gain realised on the 

sale, disposal or redemption of Shares, in their taxable profits for 

Luxembourg income tax assessment purposes, which will be taxed at 

29.22% for 2014 (in Luxembourg city). The same inclusion applies to 

individual Shareholders acting in the course of the management of a 

professional or business undertaking, who are Luxembourg residents 

for tax purposes. Taxable gains are determined as being the difference 

between the sale, repurchase or redemption price and the lower of the 

cost or book value of the Shares sold or redeemed. 

From 1 January 2013, fully taxable companies (including both non 

regulated and regulated entities) which have financial assets, 

transferable securities, cash at bank and amounts owed by affiliated 

undertakings that cumulatively exceed 90% of their total balance sheet 

are subject to a minimum corporate income tax amounting to EUR 

3,000 (this is increased to EUR 3,210 by a 7% contribution to an 

employment fund). 

Furthermore from 1 January 2013 another minimum taxation was 

introduced. Companies that are outside the scope of the minimum 

corporate income tax have to pay a tax of EUR 500 to EUR 20,000 

depending on their gross assets. The tax liability is further increased by 

a 7% contribution to an employment fund. 

(ii) Luxembourg tax exempt Shareholders 

Shareholders which would be incorporated under the form of a Société 

d’Investissement à Capital Variable (SICAV), an FCP or a family estate 

management company subject to the law of 11 May 2007 are tax 

exempt entities in Luxembourg, and are thus not subject to any 

Luxembourg tax (i.e., corporate income tax, municipal business tax and 

net wealth tax). 

(iii) Luxembourg resident Shareholders 

Any dividends received and other payments derived from the Shares 

received by resident individuals, who act in the course of either their 

private wealth or their professional/business activity, are subject to 

income tax at the progressive ordinary rate (with a top marginal rate of 

43.60% for 2014). In addition, a 1.4% dependency contribution applies. 

A gain realised upon the sale, disposal or redemption of Shares by 

Luxembourg resident individual Shareholders, acting in the course of 

the management of their private wealth is not subject to Luxembourg 

income tax, provided this sale, disposal or redemption took place more 

than six months after the Shares were acquired and provided the Shares 

do not represent a substantial shareholding. A shareholding is 

considered as substantial shareholding in limited cases, in particular if 

(i) the Shareholder has held, either alone or together with his spouse or 
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partner and/or his minor children, either directly or indirectly, at any 

time within the five years preceding the realisation of the gain, more 

than 10% of the share capital of the Company or (ii) the taxpayer 

acquired free of charge, within the five years preceding the transfer, a 

participation that was constituting a substantial participation in the 

hands of the alienator (or the alienators in case of successive transfers 

free of charge within the same five-year period). Capital gains realised 

on a substantial participation more than six months after the acquisition 

thereof are subject to income tax according to the half-global rate 

method, (i.e. the average rate applicable to the total income is 

calculated according to progressive income tax rates and half of the 

average rate is applied to the capital gains realised on the substantial 

participation). A disposal may include a sale, an exchange, a 

contribution or any other kind of alienation of the shareholding. 

14.4 Net wealth tax 

Luxembourg resident Shareholders and Shareholders who have a permanent 

establishment or a permanent representative in Luxembourg to which the Shares are 

attributable, are subject to Luxembourg net wealth tax on such Shares, except if the 

Shareholder is (i) a resident individual taxpayer, (ii) an undertaking for collective 

investment subject to the law of 17 December 2010, (iii) a securitisation company 

governed by the law of 22 March 2004 on securitisation, (iv) a company governed by 

the law of 15 June 2004 on venture capital vehicles, (v) a specialised investment fund 

governed by the law of 13 February 2007 on specialised investment funds, as 

amended, or, (vii) a family wealth management company governed by the law of 11 

May 2007. 

14.5 Other taxes 

No estate or inheritance tax is levied in the Grand Duchy of Luxembourg on the 

transfer of the Shares upon death of a Shareholder in cases where the deceased was 

not a resident of Luxembourg for inheritance tax purposes. 

Luxembourg gift tax may be levied on a gift or donation of the Shares if embodied in 

a Luxembourg notarial deed or otherwise registered in Luxembourg. 

14.6  Common Reporting Standard 

With a mandate by the G8/G20 countries the OECD has developed a common 

reporting standard ("CRS") to achieve a comprehensive and multilateral automatic 

exchange of information (“AEOI”) in the future on a global basis. The CRS will 

require Luxembourg financial institutions to identify financial assets holders and 

establish if they are fiscally resident in countries with which Luxembourg has a tax 

information sharing agreement. Luxembourg financial institutions will then report 

financial account information of the assets holder to the Luxembourg tax authorities, 

which will thereafter automatically transfer this information to the competent foreign 

tax authorities on a yearly basis. Shareholders may therefore be reported to the 

Luxembourg and other relevant tax authorities under the applicable rules.  

On this basis, a Council Directive 2014/107/EU amending the Council Directive 

amending Directive 2011/16/EU as regards mandatory automatic exchange of 

information in the field of taxation (the "Euro-CRS Directive") has been adopted on 9 

December 2014 in order to implement the CRS among the EU Member States. Under 
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the Euro-CRS Directive, the first AEOI must be applied by 30 September 2017 

within the limit of the EU Member States for the data relating to calendar year 2016.  

On 10 November 2015, the Council of the European Union repealed the Council 

Directive 2003/48/EC of 3 June 2003 on Taxation of Savings Income in the Form of 

Interest Payments (the “EU Savings Directive”) in order to eliminate the overlap with 

the Euro-CRS Directive. EU member states will be required to implement an 

automatic exchange of information as provided for by the Euro-CRS Directive 

effective as from 1 January 2016 (and in the case of Austria as from 1 January 2017).  

In addition, Luxembourg tax authorities signed the OECD’s multilateral competent 

authority agreement ("Multilateral Agreement") to automatically exchange 

information under the CRS.   

Under the law of 18 December 2015 implementing the EURO-CRS Directive, the 

first exchange of information is applied by 30 September 2017 for information 

related to the year 2016. Accordingly, the Company is committed as of 1 January 

2016 to run additional due diligence process on its Shareholders and to report the 

identity and residence of financial account holders (including certain entities and their 

controlling persons), account details, account balance/value and income/sale or 

redemption proceeds to the Luxembourg tax authorities which will transmit that 

information to the country of residence of the foreign investors to the extent that they 

are resident of another EU Member State or of a country for which the Multilateral 

Agreement is in full force and applicable.  

Shareholders should consult their professional advisors on the possible tax and other 

consequences with respect to the implementation of the CRS. 

14.7 US Persons 

Permitted US Persons should read the US Supplement for a discussion of certain tax 

and other considerations. 

15 Calculation and Suspension of Net Asset Value 

The Company, each Sub-Fund and each Class of Shares in a Sub-Fund have a Net Asset 

Value determined in accordance with the Company’s Articles of Association. The Reference 

Currency of the Company is the Euro. The Net Asset Value of each Sub-Fund shall be 

calculated in the Reference Currency of the Sub-Fund and the Net Asset Value of each Class 

of Shares shall be directly calculated in the Reference Currency of the Class as it is 

stipulated in the Supplement relating to the relevant Sub-Fund, and shall be determined by 

the Administrative Agent on each Valuation Day as stipulated in the Supplement relating to 

the relevant Sub-Fund, by calculating the aggregate of: 

(a) the value of all assets of the Company which are allocated to the relevant Sub-Fund 

in accordance with the provisions of the Company’s Articles of Association; less 

(b) all the liabilities of the Company which are allocated to the relevant Sub-Fund in 

accordance with the provisions of the Company’s Articles of Association, and all fees 

attributable to the relevant Sub-Fund, which fees have accrued but are unpaid on the 

relevant Valuation Day. 

The Net Asset Value per Share shall be calculated in the Reference Currency of the relevant 

Sub-Fund and shall be calculated by the Administrative Agent on the Valuation Day of the 
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relevant Sub-Fund by dividing the Net Asset Value of the relevant Sub-Fund by the number 

of Shares which are in issue on such Valuation Day in the relevant Sub-Fund (including 

Shares in relation to which a Shareholder has requested redemption on such Valuation Day). 

If the Sub-Fund has more than one Class of Shares in issue, the Administrative Agent shall 

calculate the Net Asset Value for each Class of Shares by dividing the portion of the Net 

Asset Value of the relevant Sub-Fund attributable to a particular Class of Shares by the 

number of Shares of such Class in the relevant Sub-Fund which are in issue on such 

Valuation Day (including Shares in relation to which a Shareholder has requested 

redemption on such Valuation Day). 

The Net Asset Value per Share may be rounded up or down to the nearest whole unit of the 

currency in which the Net Asset Value of the relevant Shares is calculated. 

The allocation of assets and liabilities of the Company between Sub-Funds (and within each 

Sub-Fund between the different Classes of Shares) shall be effected so that: 

(a) The subscription price received by the Company on the issue of Shares, and 

reductions in the value of the Company as a consequence of the redemption of 

Shares, shall be attributed to the Sub-Fund (and within that Sub-Fund, the Class of 

Shares) to which the relevant Shares belong. 

(b) Assets acquired by the Company upon the investment of the subscription proceeds 

and income and capital appreciation in relation to such investments which relate to a 

specific Sub-Fund (and within a Sub-Fund, to a specific Class of Shares) shall be 

attributed to such Sub-Fund (or Class of Shares in the Sub-Fund). 

(c) Assets disposed of by the Company as a consequence of the redemption of Shares 

and liabilities, expenses and capital depreciation relating to investments made by the 

Company and other operations of the Company, which relate to a specific Sub-Fund 

(and within a Sub-Fund, to a specific Class of Shares) shall be attributed to such Sub-

Fund (or Class of Shares in the Sub-Fund). 

(d) Where the use of foreign exchange transactions, instruments or financial techniques 

relates to a specific Sub-Fund (and within a Sub-Fund, to a specific Class of Shares) 

the consequences of their use shall be attributed to such Sub-Fund (or Class of Shares 

in the Sub-Fund). 

(e) Where assets, income, capital appreciations, liabilities, expenses, capital 

depreciations or the use of foreign exchange transactions, instruments or techniques 

relate to more than one Sub-Fund (or within a Sub-Fund, to more than one Class of 

Shares), they shall be attributed to such Sub-Funds (or Classes of Shares, as the case 

may be) in proportion to the extent to which they are attributable to each such Sub-

Fund (or each such Class of Shares). 

(f) Where assets, income, capital appreciations, liabilities, expenses, capital 

depreciations or the use of foreign exchange transactions, instruments or techniques 

cannot be attributed to a particular Sub-Fund they shall be divided equally between 

all Sub-Funds or, in so far as is justified by the amounts, shall be attributed in 

proportion to the relative Net Asset Value of the Sub-Funds (or Classes of Shares in 

the Sub-Fund) if the Company, in its sole discretion, determines that this is the most 

appropriate method of attribution. 
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(g) Upon payment of dividends to the Shareholders of a Sub-Fund (and within a Sub-

Fund, to a specific Class of Shares) the net assets of this Sub-Fund (or Class of 

Shares in the Sub-Fund) are reduced by the amount of such dividend. 

The assets of the Company will be valued as follows: 

(a) Securities or Money Market Instruments quoted or traded on an official stock 

exchange or any other Regulated Market, are valued on the basis of the last known 

price, and, if the securities or Money Market Instruments are listed on several stock 

exchanges or Regulated Markets, the last known price of the stock exchange which is 

the principal market for the security or Money Market Instrument in question, unless 

these prices are not representative. 

(b) For securities or Money Market Instruments not quoted or traded on an official stock 

exchange or any other Regulated Market, and for quoted securities or Money Market 

Instruments, but for which the last known price is not representative, valuation is 

based on the probable sales price estimated prudently and in good faith by the Board 

of Directors. 

(c) Units/shares issued by open-ended investment funds shall be valued at their last 

available net asset value. 

(d) The liquidating value of futures, forward or options contracts that are not traded on 

exchanges or on other Regulated Markets shall be determined pursuant to the policies 

established in good faith by the Board of Directors, on a basis consistently applied. 

The liquidating value of futures, forward or options contracts traded on exchanges or 

on other Regulated Markets shall be based upon the last available settlement prices of 

these contracts on exchanges and Regulated Markets on which the particular futures, 

forward or options contracts are traded; provided that if a futures, forward or options 

contract could not be liquidated on such Banking Day with respect to which a Net 

Asset Value is being determined, then the basis for determining the liquidating value 

of such contract shall be such value as the Board of Directors may, in good faith and 

pursuant to verifiable valuation procedures, deem fair and reasonable. 

(e) Liquid assets and Money Market Instruments with a maturity of less than 12 months 

may be valued at nominal value plus any accrued interest or using an amortised cost 

method (it being understood that the method which is more likely to represent the fair 

market value will be retained). This amortised cost method may result in periods 

during which the value deviates from the price the relevant Fund would receive if it 

sold the investment. The Investment Manager may, from time to time, assess this 

method of valuation and recommend changes, where necessary, to ensure that such 

assets will be valued at their fair value as determined in good faith pursuant to 

procedures established by the Board of Directors. If the Board of Directors believes 

that a deviation from the amortised cost per Share may result in material dilution or 

other unfair results to Shareholders, the Board of Directors shall take such corrective 

action, if any, as it deems appropriate, to eliminate or reduce, to the extent reasonably 

practicable, the dilution or unfair results. 

(f) The swap transactions will be consistently valued based on a calculation of the net 

present value of their expected cash flows. For certain Sub-Funds using OTC 

Derivatives as part of their main investment policy, the valuation method of the OTC 

Derivative will be further specified in the relevant Supplement relating to that Sub-

Fund. 
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(g) Accrued interest on securities shall be included if it is not reflected in the share price. 

(h) Cash shall be valued at nominal value, plus accrued interest. 

(i) All assets denominated in a currency other than the Reference Currency of the 

respective Sub-Fund/Class of Shares shall be converted at a mid-market conversion 

rate between the Reference Currency and the currency of denomination. 

(j) All other securities and other permissible assets as well as any of the above 

mentioned assets for which the valuation in accordance with the above subparagraphs 

would not be possible or practicable, or would not be representative of their fair 

value, will be valued at fair market value, as determined in good faith pursuant to 

procedures established by the Board of Directors. 

To assess the materiallity concept in the context of NAV calculation errors, the Company 

will, pursuant to the terms of the CSSF Circular 02/77, apply the following tolerance 

thresholds depending on the type of each Sub-Fund, as further indicated in the relevant 

Supplement: 

Type of Sub-Funds  Tolerance Threshold 

Money marketUCIs/cash funds  0.25% of NAV 

Bond UCIs 0.50% of NAV 

Shares and other financial assets’ UCIs 1.00% of NAV 

Mixed UCIs 0.50% of NAV  

16 Suspension of Determination of Net Asset Value, Issue, Redemption and 

Conversion of Shares 

The Company may at any time and from time to time suspend the determination of the Net 

Asset Value of Shares of any Sub-Fund, the issue of the Shares of such Sub-Fund to 

subscribers and the redemption of the Shares of such Sub-Fund from its Shareholders as well 

as conversions of Shares of any Class in a Sub-Fund: 

(a) when one or more stock exchanges or markets, which provide the basis for valuing a 

substantial portion of the assets of the Company, or when one or more foreign 

exchange markets in the currency in which a substantial portion of the assets of the 

Company are denominated, are closed otherwise than for ordinary holidays or if 

dealings therein are restricted or suspended; 

(b) when, as a result of political, economic, military or monetary events or any 

circumstances outside the responsibility and the control of the Board of Directors, 

disposal of the assets of the Company is not reasonably or normally practicable 

without being seriously detrimental to the interests of the Shareholders; 

(c) in the case of a breakdown in the normal means of communication used for the 

valuation of any investment of the Company or if, for any reason beyond the 

responsibility of the Board of Directors, the value of any asset of the Company may 

not be determined as rapidly and accurately as required; 

(d) if, as a result of exchange restrictions or other restrictions affecting the transfer of 

funds, transactions on behalf of the Company are rendered impracticable or if 
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purchases and sales of the Company’s assets cannot be effected at normal rates of 

exchange; 

(e) during any period when the dealing of the units/shares of one or more investment 

vehicle in which any Sub-Fund has invested a significant part of its assets or the 

calculation of the net asset value of such investment vehicle is restricted or suspended 

or when a significant proportion of the assets of any Sub-Fund cannot be calculated 

with accuracy; or 

(f) during any relevant period when a Sub-Fund merges with another Sub-Fund or with 

another UCITS (or a sub-fund of such other UCITS) provided any such suspension is 

justified for the protection of the Shareholders. 

In addition, the occurrence of a Market Disruption Event may result in a suspension of 

valuations and issue, redemption and conversion of Shares for certain Sub-Funds, as 

specified in the Supplement for these Sub-Funds. 

Any such suspension may be notified by the Company in such manner as it may deem 

appropriate to the persons likely to be affected thereby. The Company shall notify 

Shareholders requesting redemption of their Shares of such suspension. The determination of 

the Net Asset Value of Shares of any Sub-Fund, the issue of the Shares of any Sub-Fund to 

subscribers and the redemption and conversion of Shares by Shareholders may also be 

suspended in the event of the publication of a notice convening an extraordinary general 

meeting of Shareholders for the purpose of winding up the Company as from the time of 

such publication. 

17 General Information 

17.1 Auditor 

The independent auditor for the Company is PricewaterhouseCoopers. 

17.2 Fiscal Year 

The accounts of the Company are closed at 31st March each year. 

17.3 Reports and Notices to Shareholders 

Audited annual reports as of the end of each fiscal year will be established on 31 

March. In addition, unaudited semi-annual reports will be established as per the last 

day of the month of September. Financial reports will provide information on each of 

the Sub-Fund’s assets as well as the consolidated accounts of the Company and will 

be made available to the Shareholders free of charge at the registered office of the 

Company and of the Custodian Bank and at www.invest.baml.com/funds. 

The financial statements of each Sub-Fund will be established in the Reference 

Currency of the Sub-Fund but the consolidated accounts will be in EUR. 

Audited annual reports shall be published within four months following the end of the 

accounting year and unaudited semi-annual reports shall be published within two 

months following the end of period to which they refer. 

Information on the Net Asset Value, the subscription price (if any) and the redemption 

price may be obtained at the registered office of the Company. 

Notices to Shareholders may be published in the Luxemburger Wort and/or in any 

other newspaper(s) in those countries where the Shares are sold, as determined by the 
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Board of Directors from time to time. Notices to Shareholders are available on 

www.invest.baml.com/funds. 

17.4 Shareholders’ meetings 

The annual general meeting of the Shareholders in the Company shall be held at the 

registered office of the Company or on the place specified in the convening notice on 

the last Monday in the month of July each year at 12 noon Luxembourg time or, if 

this day is not a Banking Day, on the next following Banking Day. Notices of all 

meetings shall be sent to holders of registered Shares at their address indicated in the 

Company’s share register. If bearer Shares are in issue, notices of general meetings 

shall be published in one Luxembourg newspaper and in the Mémorial and, if 

required, in such other newspapers as the Directors shall determine. 

Such notices shall contain the agenda, the date and place of the meeting, the 

conditions of admission to the meeting and they shall refer to the applicable quorum 

and majority requirements, including that the majority rules of the meeting will be 

determined in respect of the Shares as issued at 12.00 p.m. Luxembourg time, five 

days preceding such meeting. The meetings of Shareholders of a particular Sub-Fund 

may decide on matters which are relevant only for the Sub-Fund concerned. 

The Company draws the investors’ attention to the fact that any investor will only be 

able to fully exercise his investor rights directly against the Company, notably the 

right to participate in general shareholders’ meetings, if the investor is registered 

himself and in his own name in the shareholders’ register of the Company. In cases 

where an investor invests in the Company through an intermediary investing into the 

Company in his own name but on behalf of the investor, it may not always be 

possible for the investor to exercise certain shareholder rights directly against the 

Company. Investors are advised to take advice on their rights. 

17.5 Documents available to investors 

The following documents shall also be available for inspection by Shareholders 

during normal business hours on any Banking Day at the registered office of the 

Company: 

(a) the Management Company Agreement; 

(b) the Custodian Agreement and Administration Agreement; and 

(c) the Articles of Association of the Company. 

17.6 Changes of Address 

Registered Shareholders must notify the Registrar and Transfer Agent in writing, at 

the address indicated above, of any changes or other account information. 

18 Liquidation, Merger of Sub-Funds 

The duration of the Company is not limited by the Articles of Association. The Company 

may be wound up by decision of an extraordinary general meeting of Shareholders in 

accordance with the legal majority and quorum requirements applicable for the amendment 

of the Articles. If the total net assets of the Company falls below two-thirds of the minimum 

capital prescribed by law (i.e. EUR 1,250,000), the Board of Directors must submit the 

question of the Company’s dissolution to a general meeting of Shareholders for which no 

http://www.invest.baml.com/funds


 

108 

quorum is prescribed and which shall pass resolutions by simple majority of the Shares 

represented at the meeting. 

If the total net assets of the Company fall below one-fourth of the minimum capital 

prescribed by law, the Board of Directors must submit the question of the Company’s 

dissolution to a general meeting of Shareholders for which no quorum is prescribed. A 

resolution dissolving the Company may be passed by Shareholders holding one-fourth of the 

Shares represented at the meeting. 

The meeting must be convened so that it is held within a period of 40 days from the date of 

ascertainment that the net assets have fallen below two-thirds or one-fourth of the legal 

minimum, as the case may be. 

If the Company is dissolved, the liquidation shall be carried out by one or several liquidators 

appointed in accordance with the provisions of the Law of 17 December, 2010. The decision 

to dissolve the Company will be published in the Mémorial, Recueil des Sociétés et 

Associations and two newspapers with adequate circulation, one of which must be a 

Luxembourg newspaper. The liquidator(s) will realise each Sub-Fund’s assets in the best 

interests of the Shareholders and apportion the proceeds of the liquidation, after deduction of 

liquidation costs, amongst the Shareholders of the relevant Sub-Fund according to their 

respective prorata. Any amounts unclaimed by the Shareholders at the closing of the 

liquidation of the Company or any of its Sub-Funds will be deposited with the Caisse de 

Consignation in Luxembourg for a duration of 30 years. If amounts deposited remain 

unclaimed beyond the prescribed time limit, they shall be forfeited. 

The Board of Directors of the Company may decide to liquidate any Sub-Fund if a change in 

the economic or political situation relating to the Sub-Fund concerned justifies such 

liquidation or if the assets of a Sub-Fund fall to a level that no longer allow the Sub-Fund to 

be managed in an economically efficient and rational manner, if a redemption request is 

received that would cause any Sub-Fund’s assets to fall under the aforesaid level, if the 

Board of Directors deems it appropriate to rationalise the Sub-Funds offered to investors, or 

if the Board of Directors deems it to be in the best interest of the Shareholders, after giving 

notice to the Shareholders concerned, to the extent required by Luxembourg laws and 

regulations on the Valuation Day provided in such notice at the Net Asset Value without any 

dealing or redemption charges. Unless the Board of Directors decides otherwise in the 

interests of, or in order to keep equal treatment between the Shareholders, the Shareholders 

of the Sub-Fund or Class concerned may continue to request redemption or conversion of 

their Shares free of redemption or conversion charge. However, the liquidation costs will be 

taken into account in the redemption and conversion price. 

If a Sub-Fund qualifies as a feeder UCITS of another UCITS or one of its sub-funds, the 

merger or liquidation of such master UCITS triggers liquidation of the feeder Sub-Fund, 

unless the Board of Directors decides, in accordance with the Articles and the Law of 17 

December 2010, to replace the master UCITS with another master UCITS or to convert the 

feeder Sub-Fund into a standard UCITS Sub-Fund. 

Any amounts unclaimed by the Shareholders at the closing of the liquidation of a Sub-Fund 

will be deposited with the Caisse de Consignation in Luxembourg for a duration of 30 years. 

If amounts deposited remain unclaimed beyond the prescribed time limit, they shall be 

forfeited. 

The Board may decide, in compliance with the procedures laid down in the Law of 17 

December 2010, to merge any Sub-Fund with another UCITS or a sub-fund within such 
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UCITS (whether established in Luxembourg or another Member State or whether such 

UCITS is incorporated as a company or is a contractual type fund) under the provisions of 

the UCITS Directive. Such merger will be binding on the Shareholders of the relevant Sub-

Fund upon thirty days’ prior written notice thereof given to them, during which Shareholders 

may redeem their Shares, it being understood that the merger will take place five 

Luxembourg Banking Days after the expiry of such notice period. The request for 

redemption of a Shareholder during the above mentioned period will be treated without any 

cost, other than the cost of disinvestment.  

Alternatively, the Board may propose to the Shareholders of any Sub-Fund to merge the Sub-

Fund with another UCITS or a sub-fund within such UCITS (whether established in 

Luxembourg or another Member State or whether such UCITS is incorporated as a company 

or is a contractual type fund) under the provisions of the UCITS Directive. 

To the extent that a merger has been proposed to the Shareholders of a Sub-Fund or has as a 

result that the Company ceases to exist, such merger needs to be decided at a duly convened 

general meeting of the Sub-Fund concerned, respectively at a duly convened general meeting 

of the Shareholders, which may be validly held without quorum and decided by a simple 

majority of the Shares present or represented and voting at such meeting. 

19 Information required by the securities laws of certain jurisdictions 

Taiwan 

The Company has not been and will not be registered with the Financial Supervisory 

Commission of Taiwan, the Republic of China pursuant to relevant securities laws and 

regulations and may not be offered or sold in Taiwan, the Republic of China through a public 

offering or in circumstance which constitutes an offer within the meaning of the Securities 

and Exchange Act and the Securities Investment Trust and Consulting Act of Taiwan, the 

Republic of China that requires a registration or approval of the Financial Supervisory 

Commission of Taiwan, the Republic of China. No person or entity in Taiwan, the Republic 

of China has been authorised to offer or sell the Funds in Taiwan, the Republic of China. 

Vietnam 

No transaction involving the Shares may take place in the Socialist Republic of Vietnam 

(“Vietnam”) and the Shares will not be settled or redeemed in Vietnam. The investor shall be 

responsible for complying with the Vietnamese government’s regulations on remittance of 

funds out of, receipt of funds outside of, or remittance of funds into Vietnam. 

China 

The Shares are not being offered or sold and may not be offered or sold, directly or 

indirectly, in the People’s Republic of China (for such purposes, not including the Hong 

Kong and Macau Special Administrative Regions or Taiwan), except as permitted by the 

securities laws and funds laws of the People’s Republic of China. 

India 

No offer or invitation to purchase or subscribe for the Shares of the Company is intended to 

be made through this Prospectus or any amendment or supplement thereto, to the public in 

India. Neither this Prospectus nor any amendment or supplement thereto has been or will be 

registered as a ‘prospectus’ under the provisions of the (Indian) Companies Act, 1956, nor 

has this Prospectus nor any amendment or supplement thereto been reviewed, approved, or 

recommended by the Registrar of Companies or the Securities and Exchange Board of India 



 

110 

or any other Indian regulatory authority. Accordingly, no person may offer nor make the 

Shares the subject of an invitation for subscription or purchase, nor may this Prospectus or 

any amendment or supplement thereto or any other document, material, notice, circular or 

advertisement in connection with the offer or sale or invitation for subscription or purchase 

of any Shares (“Offer”) be circulated or distributed whether directly or indirectly to, or for 

the account or benefit of, any person resident in India, other than strictly on a private and 

confidential basis and so long as any such Offer is not calculated to result, directly or 

indirectly, in the Shares becoming available for subscription or purchase by persons other 

than those receiving such offer or invitation, provided that in any event the Offer shall not be 

made, directly or indirectly, to persons exceeding 49 in number or any other number as may 

be specified under the (Indian) Companies Act, 1956 from time to time. 

Any Offer and sale of Shares to a person in India shall be made only in compliance with all 

applicable Indian laws including, without limitation, the Foreign Exchange Management Act, 

1999, as amended, and any guidelines, rules, regulations, circulars, notifications, etc. issued 

by the Reserve Bank of India. 

20 Commodity Futures Trading Commission Registration Exemption Notice 

The following statement is made with respect to each Sub-Fund, and incorporated into the 

Supplement for each Sub-Fund by reference: 

PURSUANT TO AN EXEMPTION UNDER US COMMODITY FUTURES TRADING 

COMMISSION (“CFTC”) REGULATIONS, THE MANAGEMENT COMPANY IS 

NOT REQUIRED TO REGISTER, AND IS NOT REGISTERED, WITH THE CFTC 

AS A COMMODITY POOL OPERATOR (“CPO”) WITH RESPECT TO ITS 

OPERATION OF THIS SUB-FUND. AS A RESULT, THE MANAGEMENT 

COMPANY IS NOT, AMONG OTHER THINGS, REQUIRED TO PROVIDE 

PROSPECTIVE SHAREHOLDERS WITH A DISCLOSURE DOCUMENT 

CONTAINING CFTC PRESCRIBED DISCLOSURES OR TO PROVIDE 

CERTIFIED ANNUAL REPORTS TO SHAREHOLDERS OF THIS SUB-FUND. 

THE MANAGEMENT COMPANY’S ELIGIBILITY FOR THE EXEMPTION FROM 

CPO REGISTRATION WITH RESPECT TO THE OPERATION OF THIS SUB-

FUND IS SET FORTH IN SECTION 4.13(A)(4) OF THE CFTC’S REGULATIONS 

AND IS BASED ON THE FACT THAT: (1) THE OFFER AND SALE OF THIS SUB-

FUND’S SHARES ARE EXEMPT FROM REGISTRATION UNDER THE US 

SECURITIES ACT OF 1933 AND ARE NOT AND WILL NOT BE MARKETED TO 

THE PUBLIC IN THE UNITED STATES AS A VEHICLE FOR TRADING IN THE 

COMMODITY FUTURES OR COMMODITY OPTIONS MARKETS; AND (2) 

PARTICIPANTS IN THIS SUB-FUND ARE LIMITED TO NON-US PERSONS AND 

US PERSONS THAT ARE “QUALIFIED PURCHASERS” AS DEFINED IN 

SECTION 2(A)(51) OF THE 1940 ACT. 
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FIRST SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – 

MARSHALL WACE TOPS UCITS FUND (MARKET NEUTRAL) 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – MARSHALL WACE TOPS UCITS 

FUND (MARKET NEUTRAL) (the “Sub-Fund”). 

1 Investment Objective, Process and Strategies 

1.1 Investment Objective 

The investment objective of the Sub-Fund is to provide investors with consistent 

absolute returns primarily through investing in global equities. The Sub-Fund will 

seek to preserve capital through the use of various risk management techniques, given 

its long term investment strategy. 

The Sub-Fund will be managed by Marshall Wace LLP (the “Investment 

Manager”). 

1.2 Investment Process 

The assets of the Sub-Fund will be used to invest systematically on the basis of those 

investment ideas of the brokerage community selected by TOPS (Trade Optimised 

Portfolio System), described more fully below, and to effect additional investment 

opportunities chosen by the Investment Manager. 

The TOPS investment process comprises a framework of proprietary applications and 

models which seeks to capture, appraise, optimise and act upon the investment ideas 

of contributors from the brokerage community and to aggregate them in a dynamic 

portfolio construction process. This involves five key elements, which are described 

below: investment idea collection, contributor relationship management, 

optimisation, risk management, and trade execution. 

Idea Collection 

The Investment Manager developed the TOPS process to capture what it considered 

to be the substantial and valuable investment information generated by investment 

banks and regional brokers, through their sales and research departments, and 

specialist research boutiques. The Investment Manager selects individual salespeople 

with appropriate expertise from certain firms to contribute their ideas based on the 

information resource of their firms to TOPS. 

Contributor Relationship Management 

Contributor relationships are actively managed by the Investment Manager to ensure 

that each contributor regularly appraises the ideas they have supplied. 

Optimisation 

The optimisation process seeks systematically to identify those ideas that can be 

combined in a diversified portfolio and which target the stated risk-return profile. It 

further ensures diversification both at the position level and also by theme and style. 
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Trade Execution 

The Investment Manager manages the execution of each order relative to the trading 

volume in the relevant security in order to minimise the price impact on the security 

and the cost to the portfolio, and to ensure that commission costs are controlled. 

Investment Strategies 

The approach that the Sub-Fund will use to implement its investment policy will be 

to invest on the basis of investment ideas driven by (a) general factors such as stock 

and market momentum and prevailing market themes and events affecting an 

individual stock in particular (e.g. a merger or takeover, an earnings release, changes 

to the management of the issuer, or any other commercially significant event); and (b) 

valuation and fundamental criteria such as earnings growth and outlook for a specific 

stock. The resulting portfolio is expected to be relatively liquid and diversified 

1.3 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by the Investment Manager. 

2 General 

The Sub-Fund’s assets will be predominantly invested in global equities, either directly or 

through financial derivative instruments including (list not exhaustive) OTC swap 

transactions on an arm’s length basis with first class financial institutions acting as swap 

counterparty and options, forward contracts and futures. 

Such global equities will be listed or traded on (i) a Regulated market or (ii) stock exchange 

in the European Union, the Organisation for Economic Co-operation and Development, 

Hong Kong, Singapore and South Africa, (iii) NASDAQ, (iv) NASDAQ Europe, (v) the 

market in US government securities which is conducted by primary dealers which are 

regulated by the Federal Reserve Bank of New York, (vi) the market in transferable 

securities conducted by primary dealers and secondary dealers which are regulated by the 

US Securities and Exchange Commission and by the NASD and (vii) the over-the-counter 

market in Tokyo regulated by the Securities Dealers Association of Japan and (viii) any other 

eligible regulated exchange or market in accordance with the investment restrictions as laid 

down in the general part of the Prospectus. 

In addition, the Sub-Fund’s assets may be invested on an ancillary basis in debt securities 

(including those that are credit linked) listed on a stock exchange or dealt on a Regulated 

Market issued by financial or credit institutions or corporate issuers or sovereign states 

(including those from emerging markets) and/or supranational organisations. 

The Sub-Fund will not invest more than 10 per cent of its Net Asset Value in units of other 

UCITS or other collective investment undertakings. 

The Investment Manager will pursue a discretionary hedging policy to preserve investors’ 

capital in line with its long term investment strategy. 

Although the investment objective of the Sub-Fund is to provide investors with consistent 

absolute returns by implementing a market neutral investment strategy, the net market 

exposure of the Sub-Fund may temporarily vary according to the Investment Manager’s 

view of market prospects and the Sub-Fund may be net short of markets or net long of 
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markets. However, the overall net market exposure of the Sub-Fund will not exceed a range 

from 15 per cent net short to 15 per cent net long. The range stated above will allow the 

Investment Manager to apply appropriate risk management measures when necessary. Where 

the Investment Manager wishes to take short positions in equities, it will do so exclusively 

through the use of equity derivatives. For long exposures to equities, the Investment 

Manager will utilize equity derivatives where it considers that such instruments are the most 

appropriate or cost-effective means of accessing the relevant underlying equities. The Sub-

Fund will take long and short positions over a variety of time periods, however the 

combination of long and short positions will never result in uncovered short positions. 

The pricing of OTC Derivatives contracts will be performed independently of the trading 

desks of the OTC swap counterparties, which are the counterparties to the Sub-Fund in 

respect of OTC Derivative contracts. 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute value at 

risk (VaR) approach to monitor its global exposure resulting from the use of financial 

derivative instruments. Based on the investment strategy and the risk profile of the Sub-Fund 

the absolute VaR limit is 5%. 

There are two methods of calculating the leverage of the Sub-Funds: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in excess of 

the Sub-Funds’ assets under management through the use of financial derivative instruments. 

The sum of notionals of financial derivative instruments approach defines the leverage as the 

sum of the absolute value of the notional of all financial derivative instruments in the 

relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the Sub-

Fund’s expected level of leverage will generally vary from 100% to 350% of the Sub-Fund’s 

NAV. Based on the commitment approach, the Sub-Fund’s expected level of leverage will 

generally vary from 100% to 300% of the Sub-Fund’s NAV. The Sub-Fund’s level of 

leverage may possibly be higher under certain circumstances including but not limited to a 

low market volatility environment 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 4 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a basket of transferable securities and 

derivatives, the values of which may rise and fall. Hence, investors should note that the 

value of their investment could fall as well as rise and they should accept that there is 

no guarantee that they will recover their initial investment. Investors could lose the 

whole of their initial investment. In addition to the specific warnings listed below, 
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investors should also refer to the “Risk Factors” in section 8 of the Prospectus of the 

Company, in particular sections 8.1.9 “Leverage”, 8.4.17 “Risks associated with 

investing in the People’s Republic of China (PRC)”, 8.4.18 “Trading in securities 

through Shanghai-Hong Kong Stock Connect”, 8.5.1 “Debt Securities” and 8.5.2 

“Forward Foreign Exchange Contracts”. 

Aggregation of Settlement 

With a view to securing efficiencies in settlement costs, the Investment Manager, on behalf 

of the Sub-Fund, may enter into arrangements with other investment funds managed by the 

Investment Manager, Marshall Wace Asia Limited (SFC and SEC registered) or Marshall 

Wace North America, L.P. (SEC registered) (together with the Sub-Fund, the “Marshall 

Wace Funds”) to aggregate the settlement of transactions effected through the same broker. 

Pursuant to the arrangements, the settlement by the broker of transactions entered into by 

any of the Marshall Wace Funds through the same broker on the same day would be 

aggregated and the relevant transactions settled using a volume-weighted average price. The 

transactions would be allocated to the relevant Marshall Wace Funds at the actual execution 

price achieved for each relevant Marshall Wace Fund and the relevant Marshall Wace Funds 

would arrange the necessary balancing payments between them to put themselves in the 

position as if such aggregated settlement had not taken place. Investors should note that in 

such circumstances the Sub-Fund may be exposed to an insolvency risk with respect to the 

recovery of balancing payments from the other relevant Marshall Wace Funds. 

Availability of Investment Strategies 

The success of the investment activities of the Sub-Fund will depend on the Investment 

Manager’s ability to identify overvalued and undervalued investment opportunities and to 

exploit price discrepancies in the financial markets, as well as to assess the import of news 

and events that may affect the financial markets. Identification and exploitation of the 

investment strategies to be pursued by the Sub-Fund involves a high degree of uncertainty. 

No assurance can be given that the Investment Manager will be able to locate suitable 

investment opportunities in which to deploy all of the Sub-Fund’s assets or to exploit 

discrepancies in the securities and derivatives markets. A reduction in money market 

liquidity or the pricing inefficiency of the markets in which the Sub-Fund seeks to invest, as 

well as other market factors, will reduce the scope for the Sub-Fund’s investment strategies. 

The Sub-Fund may be adversely affected by unforeseen events involving such matters as 

changes in interest rates, exchange rates or the credit status of an issuer, forced redemptions 

of securities or acquisition proposals, break-up of planned mergers, unexpected changes in 

relative value, short squeezes, inability to short stock or changes in tax treatment. 

Currency Options Trading 

In line with its Investment Strategy, the Sub-Fund may acquire and sell currency options, the 

value of which depend largely upon the likelihood of favourable price movements in the 

underlying currency in relation to the exercise (or strike) price during the life of the option. 

Many of the risks applicable to trading the underlying currencies are also applicable to over-

the-counter options trading. In addition, there are a number of other risks associated with the 

trading of options including the risk that the purchaser of an option may at worst lose his 

entire investment (the premium he pays). 
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Derivatives 

The Sub-Fund may utilise both exchange-traded and over-the-counter derivatives, including, 

but not limited to, futures, forwards, swaps, options and contracts for differences, as part of 

its investment policy, to hedge against risks arising from long positions. These instruments 

can be highly volatile and expose investors to a high risk of loss. The low initial margin 

deposits normally required to establish a position in such instruments permit a high degree 

of leverage. As a result, depending on the type of instrument, a relatively small movement in 

the price of a contract may result in a profit or a loss which is high in proportion to the 

amount of funds actually placed as initial margin and may result in unquantifiable further 

loss exceeding any margin deposited. In addition, daily limits on price fluctuations and 

speculative position limits on exchanges may prevent prompt liquidation of positions 

resulting in potentially greater losses. The Sub-Fund may also sell covered options on 

securities and other assets. 

Developing Markets 

The Sub-Fund may invest in developing market debt securities, foreign exchange 

instruments and equities which may lead to additional risks being encountered when 

compared with investments in developed markets. 

Foreign Exchange Risk on Non-Base Currency Share Classes 

Shares may be denominated in a currency other than the base currency of the Sub-Fund. 

Investors in such share classes may be exposed to the fluctuations of the foreign exchange 

rates between the currency of the Shares and the base currency of the Sub-Fund. Such 

foreign exchange fluctuation may adversely affect investment returns. 

Market Liquidity and Leverage 

The Sub-Fund may be adversely affected by a decrease in market liquidity for the 

instruments in which it invests which may impair the ability of the Sub-Fund to adjust its 

positions. The size of the positions of the Sub-Fund may magnify the effect of a decrease in 

market liquidity for such instruments. Changes in overall market leverage, deleveraging as a 

consequence of a decision by the counterparties with which the Sub-Fund enters into 

repurchase/reverse repurchase agreements or derivative transactions, to reduce the level of 

leverage available, or the liquidation by other market participants of the same or similar 

positions, may also adversely affect the Sub-Fund’s portfolio. 

Trading Costs 

The investment approach of the Sub-Fund may generate substantial transaction costs which 

will be borne by the Sub-Fund. 

Distressed Securities 

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. Investors 

should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 

5 Reference Currency 

The reference currency of the Sub-Fund is the USD. 
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6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“shares and other financial assets’ UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund will be every Banking Day. Shares in the Sub-Fund may 

be subscribed for or redeemed on any Dealing Day. 

With reference to the provisions of sections 10.1 and 10.2 of the Prospectus in respect of a 

Sub-Fund’s capacity in the investment strategy and ability for suitable investments, the 

aggregate net subscription amount from any investor (including nominee investors) on each 

Dealing Day may be limited to a maximum amount of 50,000 EUR or 50,000 GBP or 50,000 

USD (or equivalent in Shares, based on last available NAV)
 
subject to the discretion of the 

Board of Directors (with the agreement of the Investment Manager) to alter or waive this 

limit. 

8 Launch Date 

The Sub-Fund was launched on 23
rd

 November, 2007. 

9 Fees and Expenses 

The amount of fees listed below may vary on a per Share Class basis as specified in the table 

Summary of Shares; the fees will be payable out of the assets attributable to the relevant 

Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 2.25% 

per annum of the Net Asset Value of the relevant Share Class (as specified in the table 

Summary of Shares below), prior to reduction for any accrued Performance Fee. 

(ii) the Management Company will receive a Distribution Fee of up to 2.25% per annum 

of the Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee (as specified in the table 

Summary of Shares below). 

For the avoidance of doubt, with regard to any specific Share Class, the aggregate of 

the Investment Management Fee and the Distribution Fee will not exceed the 

Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee. The Performance Fee will 

be calculated as follows: 

The Performance Fee will be calculated in respect of each period of twelve months 

beginning on October 1 and ending on the following 30 September (a Calculation 

Period). The Performance Fee will be calculated and accrued daily as an expense of 

the relevant Share Class and will be payable to the Investment Manager in arrears 

within 7 Banking days of the end of each Calculation Period. 
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For each Calculation Period, the Performance Fee will be equal to a percentage figure 

(as specified in the table Summary of Shares below) of any “New Net Appreciation”. 

The New Net Appreciation shall equal: 

(1) with respect to all the B, C, G, Z and Management Share Classes, the amount, 

if any, by which the Net Asset Value of the relevant Share Class (prior to 

reduction for accrued Performance Fee) as of the end of the relevant 

Calculation Period exceeds the “High Water Mark” (defined below); or 

(2) with respect to all the A Share Classes, the amount by which the Net Asset 

Value of the relevant Share Class (prior to reduction for accrued Performance 

Fee) as of the end of the relevant Calculation Period exceeds the sum of the 

“Aggregate Benchmark Amount” for such Calculation Period and the High 

Water Mark; provided that no Performance Fee will be payable with respect to 

any of the A Share Classes unless the Net Asset Value of the relevant Share 

Class as of the end of the relevant Calculation Period (prior to reduction for 

accrued Performance Fee) exceeds its “High Water Mark”, 

The High Water Mark attributable to each Class is the greater of 

(a) at the Net Asset Value of the relevant Share Class as of the most recent 30 

September at which a Performance Fee was paid by such relevant Share Class 

(after reduction for the Performance Fee then paid and for the dividends paid 

out to the shareholders of such relevant Share Class in relation to the 

Calculation Period then ending). The Net Asset Value referred to in the 

previous sentence shall be increased when additional Subscriptions are made 

to the relevant Share Class, by an amount equal to such Subscriptions and 

shall be reduced proportionately whenever a Redemption is made from the 

relevant Share Class by being multiplied by the fraction, the numerator of 

which is the Net Asset Value of the relevant Share Class immediately after, 

and the denominator of which is the Net Asset Value of the relevant Share 

Class immediately prior to, such redemption (Net Asset Value of the relevant 

Share Class in each case to be calculated prior to reduction for any accrued 

Performance Fee.) 

or 

(b) if no Performance Fee has ever been paid, then the aggregate Subscriptions 

minus the aggregate Redemptions to the relevant Share Class through the date 

of determination. 

The Benchmark means the performance benchmark for the Sub-Fund as set out in 

the table Summary of Shares. 

The “Aggregate Benchmark Amount” for each Calculation Period equals the sum of 

the Benchmark Amounts calculated throughout the relevant Calculation Period. The 

Benchmark Amount equals the Benchmark multiplied by the High Water Mark of the 

relevant Share Class. 

If a Redemption is made from the relevant Share Class as of a date other than 30 

September, a Performance Fee (if accrued as of the date of such Redemption) shall be 

crystallized in respect of the Shares being redeemed and paid to the Investment 
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Manager 7 Banking Days after the Dealing Day (or upon termination of the 

Investment Management Agreement, if earlier). Crystallized Performance Fees shall 

remain in the relevant Share Class (but shall not participate in subsequent gains and 

losses of the relevant Share Class) until paid to the Investment Manager, and shall not 

be used or made available to satisfy Redemptions or pay any fees and expenses of the 

relevant Share Class. 

The Investment Manager may from time to time and in its sole discretion and out of 

its own resources decide to rebate to some or all Shareholders (or their agents), taking 

into account the principle of equal treatment of investors, or to intermediaries, part or 

all of the Investment Management Fee and/or Performance Fee. Any such rebates 

may be applied in paying up additional Shares to be issued to the Shareholder. 

If the appointment of the Investment Manager is terminated during a Calculation 

Period the Performance Fee in respect of the then current Calculation Period will be 

calculated and paid as though the date of termination were the end of the relevant 

period. 

(iv) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 

Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 

10 Investment Manager 

Marshall Wace LLP has been appointed as Investment Manager of the Sub-Fund pursuant to 

an investment management agreement dated 14 November 2007. Marshall Wace LLP was 

founded by Paul Marshall and Ian Wace and was incorporated as a limited liability 

partnership on 16 May 2002 under the laws of England and Wales and is regulated by the 

FSA. 

Role of Marshall Wace North America L.P. 

The Investment Manager has appointed Marshall Wace North America L.P. (MWNA) to act 

as an investment adviser in respect of the Sub-Fund. MWNA is a limited partnership 

established under the laws of the state of Delaware on 21 June 2004. MWNA acts through its 

general partner, Marshall Wace LLC, which was incorporated under the laws of the State of 

Delaware on 21 June 2004. MWNA is registered as an investment adviser under the US 

Investment Advisers Act of 1940, as amended. In its capacity as investment adviser, MWNA 

may provide investment recommendations to the Investment Manager who will have full 

discretion to decide whether to follow such investment recommendations or not. 

Role of Marshall Wace Asia Limited 

The Investment Manager has also appointed Marshall Wace Asia Limited (MWAL) to act as 

an investment adviser in relation to the Sub-Fund. MWAL is a limited liability company 

established under the laws of Hong Kong on 28 March 2006 and is authorised and regulated 

by the Securities and Futures Commission of Hong Kong. MWAL is also registered as an 

investment adviser under the US Investment Advisers Act of 1940, as amended. In its 

capacity as investment adviser, MWAL may provide investment recommendations to the 

Investment Manager who will have full discretion to decide whether to follow such 

investment recommendations or not. 



 

119 

General 

The Investment Manager (and/or its members, employees, related entities and connected 

persons) may subscribe for Shares from time to time. 

The Investment Manager will receive a monthly Investment Management Fee and an annual 

Performance Fee as disclosed in the table Summary of Shares below. 

11 Shares 

The Sub-Fund will issue Shares as set out in the table below. 

12 Listing on the Luxembourg Stock Exchange 

The EUR G (acc), GBP G (acc) and USD G (acc) Share Classes (as further described in the 

table below) are listed on the Luxembourg Stock Exchange (the “Listed Shares”). 

The eligibility requirements applicable to the Listed Shares as described in the table below 

as well as in the general part of the Prospectus and Articles of Association are collectively 

referred to as the “Eligibility Requirements”. 

Although the Listed Shares are required to be negotiable and transferable on the 

Luxembourg Stock Exchange upon their admission to trading thereon (and trades registered 

thereon are not able to be cancelled by the Company), the Eligibility Requirements will 

nevertheless apply to any party to which Listed Shares are transferred on the Luxembourg 

Stock Exchange. 

The holding at any time of any Listed Shares by a Shareholder who does not satisfy the 

Eligibility Requirements may result in the compulsory redemption of such Listed Shares by 

the Company. 

Information on the Sub-Fund’s portfolio composition may be obtained from the Investment 

Manager and/or the Global Distributor.  



 

120 

Summary of Shares
1
 

Name EUR A (acc) USD A (acc) GBP A (acc) GBP A (inc) EUR A (inc) 

Type Institutional Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP GBP EUR 

Combined Investment 

Management and Distribution Fee 

1.75% p.a. 1.75% p.a. 1.75% p.a. 1.75% p.a. 1.75% p.a. 

Performance Fee 25% of the outperformance 

above the Aggregate 

Benchmark Amount 

25% of the outperformance 

above the Aggregate 

Benchmark Amount 

25% of the outperformance 

above the Aggregate 

Benchmark Amount 

25% of the outperformance 

above the Aggregate 

Benchmark Amount 

25% of the outperformance 

above the Aggregate 

Benchmark Amount 

Benchmark European Overnight Index 

Average (EONIA) (Total 

Return Gross) 

European Overnight Index 

Average (EONIA) (Total 

Return Gross) 

European Overnight Index 

Average (EONIA) (Total 

Return Gross) 

European Overnight Index 

Average (EONIA) (Total 

Return Gross) 

European Overnight Index 

Average (EONIA) (Total 

Return Gross) 

Sales charge 0% 0% 0% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 

Administrative and Operating Fee 0.30% p.a. 0.30% p.a. 0.30% p.a. 0.30% p.a. 0.30% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Distributing 

 

 

                                                           

1 This Summary of Shares’ table shall be read in conjunction with the provisions of Section 7 of the Supplement entitled “Dealing Day” regarding the maximum subscription amount that could apply with 

respect to all Shares Classes.  
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Name EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) EUR B (inc) EUR Z (acc) GBP Z (acc) USD C (acc) 

Type Institutional Institutional Institutional Institutional Institutional Available to 

appointed 

distributors only 

Available to 

appointed 

distributors only 

Retail 

Form Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP GBP EUR EUR GBP USD 

Combined Investment 

Management and Distribution 

Fee 

1.50% p.a. 1.50% p.a. 1.50% p.a. 1.50% p.a. 1.50% p.a. 1.50% p.a. 1.50% p.a. 2.25% p.a. 

Performance Fee 20% of the 

outperformance 

above the High 

Water Mark 

20% of the 

outperformance 

above the High 

Water Mark 

20% of the 

outperformance 

above the High 

Water Mark 

20% of the 

outperformance 

above the High 

Water Mark 

20% of the 

outperformance 

above the High 

Water Mark 

20% of the 

outperformance 

above the High 

Water Mark 

20% of the 

outperformance 

above the High 

Water Mark 

20% of the 

outperformance 

above the High 

Water Mark 

Sales charge 0% 0% 0% 0% 0% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative and Operating 

Fee 

0.30% p.a. 0.30% p.a. 0.30% p.a. 0.30% p.a. 0.30% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Distributing Capitalisation Capitalisation Capitalisation 
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Name EUR C (acc) GBP C (acc) GBP C (inc) EUR C (inc) USD Management 

(acc) 

GBP Management 

(inc) 

Type Retail Retail Retail Retail Management - 

Restricted to staff of 

Investment Manager 

and affiliates only 

Management - 

Restricted to staff of 

Investment Manager 

and affiliates only 

Form Registered Registered Registered Registered Registered Registered 

Reference Currency EUR GBP GBP EUR USD GBP 

Combined Investment 

Management and Distribution Fee 

2.25% p.a. 2.25% p.a. 2.25% p.a. 2.25% p.a. 0.60% p.a. 0.60% p.a. 

Performance Fee 20% of the 

outperformance above 

the High Water Mark 

20% of the 

outperformance above 

the High Water Mark 

20% of the 

outperformance above 

the High Water Mark 

20% of the 

outperformance above 

the High Water Mark 

10% of the 

outperformance above 

the High Water Mark 

10% of the 

outperformance above 

the High Water Mark 

Sales charge Up to 5% Up to 5% Up to 5% Up to 5% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 0% 

Administrative and Operating Fee 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.30% p.a. 0.30% p.a. 

Dividend Policy Capitalisation Capitalisation Distributing Distributing Capitalisation Distributing 

 



 

123 

Name EUR G (acc) GBP G (acc) USD G (acc) 

Type Retail / Share class closed to new investors. The 

Directors in conjunction with the Investment 

Manager may re-open this Class to further investors.  

Retail / Share class closed to new 

investors. The Directors in conjunction 

with the Investment Manager may re-

open this Class to further investors. 

Retail / Share class closed to new 

investors. The Directors in conjunction 

with the Investment Manager may re-

open this Class to further investors. 

Form Registered Registered Registered 

Reference Currency EUR GBP USD 

Combined Investment 

Management and 

Distribution Fee 

1.50% p.a. 1.50% p.a. 1.50% p.a. 

Performance Fee 20% of the outperformance above the High Water 

Mark 

20% of the outperformance above the 

High Water Mark 

20% of the outperformance above the 

High Water Mark 

Sales charge Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 

Administrative and 

Operating Fee 

0.30% p.a. 0.30% p.a. 0.30% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation 

Listing Luxembourg Stock Exchange Luxembourg Stock Exchange Luxembourg Stock Exchange 
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SECOND SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS 

– YORK EVENT – DRIVEN UCITS FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – YORK EVENT-DRIVEN UCITS 

FUND (the “Sub-Fund”). 

1 Investment Objective and Process 

1.1 Investment Objective 

The Sub-Fund’s investment objective is to achieve consistent risk-adjusted 

investment results over time relatively independent of the returns generated by the 

overall equity markets. The Sub-Fund attempts to realize its objective by investing 

principally in securities subject to or potentially subject to meaningful corporate 

activity where York UCITS Holdings, LLC (“York” or the “Investment Manager”) 

believes the market price does not adequately reflect the effect that such activity will 

have on the securities’ valuation. The Sub-Fund focuses primarily on four areas of 

investment opportunities: event equities, value equities, risk arbitrage and credit. 

1.2 Investment Process 

York generally bases its investment decisions on internally generated research and, 

from time to time, on research obtained from outside sources. It attempts to take a 

mathematical and analytical approach to investing by evaluating the downside/upside 

potential as well as, in the case of securities subject to extraordinary corporate 

activity, the probability of completion of each transaction in order to calculate the 

expected return. York then measures that return against its estimation of the return 

required to compensate for the amount of risk in the investment. York attempts to 

minimize its loss exposure in each specific situation by having position size 

determined by downside potential. 

The main areas in which the Sub-Fund will invest are: 

1.2.1 Event equities 

General 

When York believes that there is a strong likelihood that a company may soon 

make an announcement of a strategic nature that could have a material effect 

on the price of the company’s securities, York may purchase securities of the 

company. This investment strategy utilizes a bottom-up analysis that relies on 

understanding the financial documents of an issuer and seeks to identify 

corporate catalysts which are deemed to offer superior investment potential 

over the relative near term. 

Spin-Offs 

When a company proposes to spin-off a part of its business or operations, the 

value of its securities on or after the date of the spin-off may be higher than 

the market price at which the securities are trading upon announcement of the 

proposed spin-off. York evaluates the proposed spin-off and if York 

determines that the likelihood of consummation of the spin-off is high, the 



 

125 

Sub-Fund may purchase the securities of the company which is the subject of 

the spin-off. 

Industry Consolidations 

As a result of structural, regulatory or other dramatic change, many industries 

undergo periods of rapid consolidation. York evaluates industry consolidation 

trends and may purchase or sell securities in companies that may be part of 

such consolidation, especially if the underlying economic fundamentals of 

such companies or industries are particularly attractive. York also targets 

securities in companies that may be acquired through a competitive auction 

process. 

Liquidations 

In a liquidation, all or substantially all of the assets of a company are sold, 

with the proceeds of such sales distributed to the shareholders of such 

company. There may be several liquidating distributions in connection with a 

particular liquidation. York evaluates the assets of the company proposed to be 

liquidated and determines the likelihood that all necessary approvals for the 

transaction, including the approval of shareholders, will be obtained. If York 

believes that the value of the assets of the company proposed to be liquidated 

exceeds the market price of its securities, and that the likelihood of 

consummation of the proposed liquidation is high, the Sub-Fund may purchase 

the securities of the company proposed to be liquidated. If the liquidation is 

completed, the Sub-Fund would expect to realize a profit from the differential 

between the cost of the securities purchased and the amount of the liquidated 

distributions. 

Post-Bankruptcy Equities 

After a company emerges from the bankruptcy process, existing common 

shares are often cancelled and distressed debt is frequently converted into a 

new issuance of common equity, generally referred to as post-bankruptcy 

equities or orphan equities. The bankruptcy process involves various classes of 

claimants that debate the value of the bankrupt company and present an 

estimate of the firm’s value that is often designed to advance their 

individualized claims on the bankruptcy estate. This dynamic often fosters an 

ultimate misunderstanding around the valuation of post-bankruptcy equities, 

and in many cases, these equities are substantially undervalued. These 

securities may also be volatile as former debt investors seek liquidity in their 

newly formed equity stakes, creating superior investment opportunities. The 

Sub-Fund may establish new positions in post-bankruptcy equities or continue 

to hold such securities received by the Sub-Fund due to an investment position 

in the distressed debt of a bankrupt company. 

Pair-Trading 

Pair-trading consists of buying one security and simultaneously selling short 

another security within the same industry group. Any short selling will be 

conducted exclusively by means of financial derivative instruments. The Sub-

Fund engages in pair-trading when York deems the security to be significantly 

undervalued or overvalued relative to its peers or one of its peers. Pair-trading 
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is also utilized if York deems a particular security to be meaningfully 

mispriced or anticipates an extraordinary event taking place in the near future 

and desires to hedge the systematic market risk inherent in such security. 

1.2.2 Value equities 

General 

York’s value equities strategy targets a fundamental value approach to 

analyzing investment opportunities. York attempts to identify long positions 

trading at a substantial discount to their intrinsic value. York believes that in 

doing so, the Sub-Fund’s investments have “asymmetric” return 

characteristics, with substantial appreciation potential and less downside risk 

on average. York constantly re-evaluates the Sub-Fund’s portfolio in light of 

industry and capital market trends and events. In evaluating “intrinsic value”, 

York looks to public and private market transactions, free cash flow multiples 

and other measures of tangible value. 

Longer Term Situations 

From time to time, York may believe that it has identified a dramatically 

undervalued situation with the potential for substantial long term gains. If 

York believes that events in the medium to long term may cause investors to 

recognize the value of the company, thereby causing the true value of the 

company’s assets to be recognized in the stock price, York may purchase 

securities of the company. York believes that market outperformance can be 

achieved by fundamental analysis combined with an understanding of how 

corporate events impact a company’s valuation. Examples of longer term, 

value-oriented opportunities that the Sub-Fund may seek include, but are not 

limited to, the following: 

 Companies with pending or anticipated corporate events that are likely 

to trigger the market’s revaluation of a company; 

 Companies with unique or highly value-added products or services, 

with or without continuing management; 

 Out-of-favour companies with visible potential operating cash flows 

and/or liquidation or break-up values; 

 Companies positioned to benefit from industry consolidation; 

 Businesses that are understandable, but may have complex legal, 

operational and financial issues; 

 Companies with competitive positions in well-defined market segments 

or niches; 

 Fundamentally sound operating companies with sustainable margins 

that may have poorly conceived capital structures; 

 Companies with experienced, effective management teams with 

demonstrated track records of success; and/or 
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 Companies with strong financial and managerial controls and efficient, 

cost-effective production techniques. 

1.2.3 Risk arbitrage 

General 

Risk arbitrage involves the purchase of securities which are the subject of a 

takeover attempt prior to the time the market price of the securities fully 

reflects the value offered to the shareholders, in the expectation that the 

securities will rise to at least the value offered to the shareholders. The Sub-

Fund uses different arbitrage techniques with respect to the various kinds of 

transactions to be arbitraged. Substantial risks are involved in such 

transactions and the results of the Sub-Fund’s operations may be expected to 

fluctuate from period to period. 

Cash Tender Offers and Cash Mergers 

At the time a cash tender offer or a cash merger proposal is announced, the 

offering price for the securities of the target company is typically higher than 

the market price of such securities. York evaluates the proposed cash tender 

offer or cash merger proposal and if York believes that the likelihood of 

consummation of the transaction is high, or that another bidder may offer a 

higher price, the Sub-Fund may purchase the securities of the target company. 

If the transaction is completed, the Sub-Fund would expect to realize a profit 

from the differential between the cost of the securities purchased and the 

amount received from the acquiring company. 

Exchange Offers and Certain Mergers 

At the time an exchange offer or a proposal for a merger is announced, the 

market price of the securities of the acquiring company which would be issued 

in the transaction is typically greater than the market price of the securities of 

the target company for which they are to be exchanged, although this 

differential or spread will generally narrow or disappear as the closing date of 

the exchange offer or merger approaches. York evaluates the proposed 

exchange offer or merger and if York determines that the likelihood of 

consummation of the transaction is high, or that another bidder may offer a 

higher value, the Sub-Fund may purchase the securities of the target company. 

In order to hedge against the risk of market fluctuation in the securities to be 

received, the Sub-Fund may obtain short exposure to the acquiring company 

by use of derivatives. If the transaction is consummated, the Sub-Fund may 

then exchange the securities of the target company for the securities issued by 

the acquiring company and may cover its short derivative exposure, if any, 

with the securities so received. 

1.2.4 Credit 

General 

York’s credit strategy targets debt-oriented investment opportunities that are 

generated during the various phases of the credit cycles. This strategy focuses 

principally on the securities of companies undergoing reorganization pursuant 

to Chapter 11 of the United States Bankruptcy Code and companies whose 
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debt securities trade at levels that York does not believe reflect their intrinsic 

value. The Sub-Fund may also invest in mezzanine securities which consist of 

(i) debt securities of an issuer (including convertible debt securities) that (A) 

are subordinated to other debt of such issuer and (B) may be issued with 

equity participation features such as convertibility, senior equity securities, 

common stock or warrants or (ii) preferred stock that is issued in connection 

with leveraged transactions, such as management buyouts, acquisitions, 

refinancings, recapitalizations and later stage growth capital financings. 

Distressed Securities 

Distressed securities are securities of companies that are experiencing 

financial or operating difficulties and that are in the process of emerging from 

such problems through debt restructuring, Chapter 11 reorganization or 

liquidation. The issuers of distressed securities may be involved in various 

stages of bankruptcy. The difficulties of the issuers may have resulted from 

poor operating results, catastrophic events or excessive leverage. Distressed 

securities may consist of common or preferred stocks, bonds or other fixed-

income securities. The distressed securities in which the Sub-Fund invests 

consist primarily of OTC debt securities and, where the situations warrant, 

preferred and common stocks. These types of securities require active 

monitoring and may, at times, require participation in bankruptcy or 

reorganization proceedings by York on behalf of the Sub-Fund. 

Bankruptcies and Chapter 11 Reorganizations 

In a bankruptcy, the market prices of the securities of the bankrupt company 

are often lower than the ultimate realizable value upon emergence from 

Chapter 11 proceedings. York evaluates the underlying value of the company’s 

businesses, its current and potential pro forma capitalization structure and any 

other material assets or liabilities and attempts to determine which of the 

company’s debt or equity securities offer the greatest upside potential, if any, 

upon the completion of the bankruptcy reorganization. Additionally, 

determination of the time required for such bankruptcy proceedings to be 

completed is crucial and is evaluated by York to determine if the potential 

annualized returns are sufficient enough to warrant investment. The profit 

realized, if any, will be the differential between the cost of the securities 

purchased and the value of the consideration received upon emergence from 

bankruptcy. 

Exchange Offers and Out of Court Restructurings 

A company with too much debt to service often attempts to structure an out of 

bankruptcy restructuring or a prepackaged Chapter 11 plan of reorganization. 

In such a restructuring, the company attempts to deleverage its balance sheet 

to attain a more viable capital structure by inducing creditors to accept new 

debt and/or equity securities. York determines the value of any new debt 

and/or equity package proposed to existing security-holders, potential 

increased consideration if any, and the likelihood of success as well as the 

timing to completion. Should York believe that the likelihood of 

consummation of the transaction is high, and the current or potential value of 

the securities offered in the exchange offer exceeds the current market price of 
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the securities subject to the exchange, it may purchase such securities. The 

profit realized, if any, will be the price differential between the securities 

purchased and the consideration received. 

Cash Tender Offers 

The buyer of an over-leveraged company may elect to tender for outstanding 

debt securities of the target company prior to and as a condition of the 

acquisition. Such tender offers are subject to numerous conditions and 

minimum acceptance levels, many of which can be waived or changed at the 

buyer’s discretion. At the time a cash tender offer is announced, the offering 

price for the debt securities of the target company is typically higher than the 

market price of such securities. York evaluates the proposed cash tender offer 

and if York believes that the likelihood of the transaction is high or that the 

bidder may offer a higher price, the Sub-Fund may purchase such securities. If 

the transaction is completed, the Sub-Fund would realize a profit from the 

differential between the cost of the securities purchased and the amount 

received from the acquiring company. 

Other Credit Securities 

The Sub-Fund may purchase other types of credit-oriented securities that offer 

beneficial relative value in the credit markets, as well as high yield securities 

that are trading at prices below their potential value or that offer an attractive 

yield. York also looks for those companies which are potentially subject to a 

reorganization or acquisition attempt, upon the occurrence of which the debt 

securities are expected to rise in value. York may purchase such securities in 

anticipation of such extraordinary events. The profit realized, if any, will be 

the difference between the price paid for the securities and the consideration 

received in any subsequent sale, exchange offer or tender offer. 

1.3 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by State Street Bank Europe Limited. 

2 General 

The Sub-Fund may purchase and sell securities and instruments of all types - mainly on 

global Regulated Markets. Instrument types include common and preferred stock, depository 

receipts, warrants, rights, debt securities, convertible debt securities, convertible preferred 

stock, swaps, limited partnership interests, limited liability company membership interests, 

equity related convertible securities, interest-bearing or interest rate sensitive marketable 

securities. 

The Sub-Fund expects that a significant majority of its investment portfolio will be 

comprised of equity securities, and that debt securities will only constitute a minority of the 

Sub-Fund’s portfolio. 

The Sub-Fund will invest in the securities either directly or via financial derivative 

instruments including options, futures contracts, forward contracts and swaps. OTC 

contracts will be traded with counterparties approved by the Board of Directors. 
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The Investment Manager will pursue discretionary hedging to preserve investors’ capital in 

line with its long term investment strategy. 

The net market exposure of the Sub-Fund may vary according to the Investment Manager’s 

view of market prospects and the Sub-Fund may be net short of markets or net long of 

markets. Where the Investment Manager wishes to take short positions, it will do so 

exclusively through the use of financial derivative instruments. The Sub-Fund will take long 

and short positions over a variety of time periods, however the combination of long and 

short positions will never result in uncovered short positions. 

The pricing of OTC Derivatives contracts will be performed independently of the trading 

desks of the OTC swap counterparties, which are the counterparties to the Sub-Fund in 

respect of OTC Derivative contracts. 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute value at 

risk (VaR) approach to monitor its global exposure resulting from the use of financial 

derivative instruments. 

There are two methods of calculating the leverage of the Sub-Funds: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in excess of 

the Sub-Funds’ assets under management through the use of financial derivative instruments. 

The sum of notionals of financial derivative instruments approach defines the leverage as the 

sum of the absolute value of the notional of all financial derivative instruments in the 

relevant portfolio. 

Based on the commitment approach, the Sub-Fund’s expected level of leverage will 

generally vary from 25% to 125% of the Sub-Fund’s NAV. Based on the sum of the notional 

of financial derivative instruments approach, the Sub-Fund’s expected level of leverage will 

generally vary from 100% to 250% of the Sub-Fund’s NAV. The Sub-Fund’s level of 

leverage may possibly be higher under certain circumstances including but not limited to a 

low market volatility environment. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 4 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to its portfolio of transferable securities 

and derivatives, the values of which may rise and fall. Hence, investors should note that 

the value of their investment could fall as well as rise and they should accept that there 

is no guarantee that they will recover their initial investment. Investors could lose the 

whole of their initial investment. In addition to the specific warnings listed below, 

investors should also refer to the “Risk Factors” in section 8 of the Prospectus of the 

Company, more specifically sections 8.4.17 “Risks associated with investing in the 
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People’s Republic of China (PRC)” and 8.4.18 “Trading in securities through 

Shanghai-Hong Kong Stock Connect”. 

The Sub-Fund will be managed in a way consistent with the terms and conditions of the 

Prospectus and Articles of Association, including in particular the provisions governing 

the terms of share redemptions. Because of the investment strategy pursued by the 

Investment Manager, there may be situations where the liquidity of some investments 

of the Sub-Fund may be impaired after their acquisition and/or where the financial 

standing of the issuers of some of the securities held by the Sub-Fund may deteriorate. 

In order to anticipate and mitigate possible adverse consequences of such situations on 

the overall liquidity of the Sub-Fund, the Investment Manager will carry out an 

ongoing monitoring of the liquidity of all the investments of the Sub-Fund and will 

undertake all reasonable actions in the best interest of all of the Shareholders in order 

to maintain an overall liquidity of the Sub-Fund in line with the redemption terms set 

out in the Prospectus. The risk warnings below dealing more specifically with the 

liquidity of the Sub-Fund’s investments must be read in the light of the above. 

Risk Arbitrage Transactions 

The Sub-Fund may purchase securities at prices slightly below the anticipated value of the 

cash, securities or other consideration to be paid or exchanged for such securities, in a 

proposed merger, exchange offer, tender offer, spin-off or other similar transaction. Such 

purchase price may be substantially in excess of the market price of the securities prior to the 

announcement of the merger, exchange offer, tender offer, spin-off or other similar 

transaction. The consummation of such transactions can be prevented or delayed by a variety 

of factors. If the proposed transaction later appears likely not to be consummated or in fact is 

not consummated or is delayed, the market price of the securities purchased by the Sub-Fund 

may decline sharply and result in losses to the Sub-Fund. In certain transactions, the Sub-

Fund may not be “hedged” against market fluctuations. This can result in losses, even if the 

proposed transaction is consummated. 

In addition, short exposure to a security involved in a merger or exchange offer may be 

gained by use of derivatives by the Sub-Fund in the expectation that the short derivative 

exposure will be covered by delivery of such security upon such merger or exchange. 

If the merger or exchange offer is not consummated, the Sub-Fund may be forced to cover 

its short exposure at a higher price than its short sale price, resulting in a loss. 

Financial and Market Risks of Bankrupt and Special Situation Companies 

The Sub-Fund may invest in securities of issuers in weak financial condition, experiencing 

poor operating results, having substantial financial needs or negative net worth, facing 

special competitive or product obsolescence problems, or that are involved in bankruptcy or 

reorganization proceedings. Investments of this type involve substantial financial business 

risks that can result in substantial or total losses. 

Possible Trade or Business Within the United States 

Assets of the Sub-Fund will be invested in the U.S. markets. The Sub-Fund intends to limit 

its activities within the United States and otherwise conduct its affairs and structure its 

investments so that, to the extent feasible and consistent with its overall investment 

objectives, it will not be treated as engaged in a trade or business within the United States. If 

the Sub-Fund were nevertheless considered to be engaged in a trade or business within the 
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United States, income and gain of the Sub-Fund that was treated as “effectively connected” 

with that U.S. trade or business would be subject to U.S. federal income tax at graduated 

rates and, in addition, subject to an additional “branch profits” tax. The Sub-Fund’s payment 

of those taxes, if required, could result in a reduction of the amount of assets available for 

distribution to investors. 

Distressed Securities 

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. Investors 

should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 

Investment Approach 

York has broad investment powers and flexibility, including, among other things, the power 

to take short positions in securities by means of derivative contracts, the power to trade on 

margin through derivative instruments and the power to trade in all types of currencies, 

futures contracts on regulated exchanges, forward contracts, commodity indices, swaps, 

options on the foregoing and other derivatives and other instruments and types of 

investments not described in this Prospectus. 

Certain Fees and Expenses Charged to the Sub-Fund 

The Sub-Fund will be obligated to reimburse York for certain of its out-of-pocket costs and 

expenses in connection with the Investment Management Agreement, including, but not 

limited to, external research expenses and investment-related travel expenses. These fees and 

expenses include those related to potential purchases and sales even if not consummated as 

well as for general research which may benefit the Sub-Fund and other accounts managed by 

York or its affiliates and which may, along with the fees and expenses associated with legal 

counsel and certain other agents and consultants retained by or on behalf of the Sub-Fund, 

whether or not directly useful to the Sub-Fund, be allocated among the Sub-Fund and other 

accounts managed by York or its affiliates. Such allocation may be based on the ratio that the 

total assets in the Sub-Fund bears to all other accounts managed by York or its affiliates or 

such other ratio that York deems appropriate in its discretion. In such circumstances, the 

Sub-Fund may pay a greater or smaller portion of such fees and expenses than if an attempt 

were made to allocate such fees and expenses directly based on the direct benefit to the Sub-

Fund and such other accounts managed by York or its affiliates. No expenses will be charged 

to the Sub-Fund unless York, in its judgement, deems that the Sub-Fund will benefit from 

the related service. 

Selection of Brokers and Dealers 

In selecting brokers or dealers to execute particular transactions, York will act in full 

compliance with all applicable laws and regulations to which it is subject. 

5 Reference Currency 

The reference currency of the Sub-Fund is the EURO. 
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6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“shares and other financial assets’ UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund is every Wednesday that is a Banking Day provided that 

where such Dealing Day would fall on a day observed as a holiday, such Dealing Day shall 

then be the next Banking Day following such holiday. Shares in the Sub-Fund may be 

subscribed for or redeemed on any Dealing Day. The Dealing Deadline is 12:00 noon 

Luxembourg time on the third Banking Day prior to the relevant Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 29
th

 July, 2009. 

9 Fees and Expenses 

The amount of fees listed below may vary on a per Share Class basis as specified in the table 

Summary of Shares; the fees will be payable out of the assets attributable to the relevant 

Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 2.5% 

per annum of the Net Asset Value of the relevant Share Class (as specified in the table 

Summary of Shares below), prior to reduction for any accrued Performance Fee. 

(ii) the Management Company will receive a Distribution Fee of up to 2.5% per annum 

of the Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee (as specified in the table 

Summary of Shares below). 

For the avoidance of doubt, with regard to any specific Share Class, the aggregate of 

the Investment Management Fee and the Distribution Fee will not exceed the 

Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee. Equalisation methodology 

is not used in the calculation of the Performance Fee; the Performance Fee is 

calculated for each Class on a Class-wide basis rather than with respect to increases 

in value in an individual investor’s Shares. The Performance Fee will be calculated as 

follows: 

The Performance Fee will be calculated in respect of each period of twelve months 

beginning on 1
st
 April and ending on the following 31

st
 March (each of which is a 

Calculation Period). The first Calculation Period ended on 31
st
 March 2010. The 

Performance Fee will be calculated and accrued daily as an expense of the relevant 

Share Class and will be payable to the Investment Manager in arrears within 14 

Banking Days of the end of each Calculation Period. 
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For each Calculation Period, the Performance Fee will be equal to a percentage figure 

(as specified in the table Summary of Shares below) of any “New Net Appreciation” 

of the relevant Share Class. 

The New Net Appreciation of a Share Class shall equal: 

(1) with respect to all the B, C, D, F and Z Share Classes (if any), the amount, if 

any, by which the Net Asset Value of the relevant Share Class (prior to 

reduction for any accrued Performance Fee) as of the end of the relevant 

Calculation Period exceeds the “High Water Mark” (defined below) 

attributable to such Share Class; or 

(2) with respect to the A Share Classes (if any), the amount, if any, by which the 

Net Asset Value of the relevant Share Class (prior to reduction for any accrued 

Performance Fee) as of the end of the relevant Calculation Period exceeds the 

sum of the Aggregate Benchmark Amount (defined below) for such 

Calculation Period and the High Water Mark attributable to such share class. 

The High Water Mark attributable to a Share Class is either: 

(a) the Last Performance Fee Payment Date NAV, subject to adjustment as 

follows: The Last Performance Fee Payment Date NAV shall be increased 

when additional subscriptions are made to such Share Class (by the amount of 

the subscription), and shall be reduced proportionately whenever a redemption 

is made or a dividend is paid from such Share Class by being multiplied by the 

fraction, the numerator of which is the Net Asset Value of such Share Class 

immediately after, and the denominator of which is the Net Asset Value of 

such Share Class immediately prior to, such redemption or dividend (Net 

Asset Value of the Share Class in each case to be calculated prior to reduction 

for any accrued Performance Fee.) 

or 

(b) if no Performance Fee has ever been paid, then the aggregate Subscriptions 

minus the aggregate redemptions and dividends from the relevant Share Class 

through the date of determination. 

The Aggregate Benchmark Amount for each Calculation Period equals the sum of 

the Benchmark Amounts calculated throughout the relevant Calculation Period. 

The Benchmark Amount equals the Benchmark multiplied by the High Water Mark 

of the relevant Share Class. 

The Benchmark means the performance benchmark for the relevant Share Class, as 

set out in the table Summary of Shares. 

The Last Performance Fee Payment Date NAV as of any date of determination is 

the Net Asset Value of such Share Class as of the most recent Calculation Period end 

(31
st
 March) at which a Performance Fee was paid by such Share Class (after 

reduction for the Performance Fee then paid and for the dividends paid out to the 

shareholders of such Share Class in relation to the Calculation Period then ending). 

If a redemption is made or a dividend is paid from the relevant Share Class as of a 

date other than 31
st
 March, a Performance Fee (if accrued as of the date of such 



 

135 

redemption or dividend) shall be crystallized in respect of the Shares being redeemed 

or the amounts being distributed as a dividend (as applicable) and paid to the 

Investment Manager within 14 Banking Days after the relevant Dealing Day or date 

as of which such dividend is declared (as applicable). Crystallized Performance Fees 

shall remain in the relevant Share Class (but shall not participate in subsequent gains 

and losses of the relevant Share Class) until paid to the Investment Manager, and 

shall not be used or made available to satisfy redemptions or dividends or pay any 

fees and expenses of the relevant Share Class. 

If any Share Class experiences net losses after the payment of a Performance Fee in 

respect of such Share Class, York will retain all Performance Fees previously paid to 

it in respect of such Share Class but will not receive a new Performance Fee in 

respect of such Share Class until additional New Net Appreciation is achieved by 

such Share Class. 

If the appointment of the Investment Manager is terminated during a Calculation 

Period, the Performance Fee in respect of the then current Calculation Period will be 

calculated and paid as though the date of termination were the end of such 

Calculation Period; and 

(iv) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 

Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 

10 The Investment Manager 

The Investment Manager, founded in 2008, is part of the York Capital Management group of 

companies. York Capital Management is a well established group founded in 1991, 

specialising in multi-strategy, event driven trading strategies with approximately USD 24.9 

billion in assets under management, as of 1 November 2014. The York Capital Management 

team consists of approximately 200 employees in total, of which approximately 50 are 

investment professionals, with offices in New York, London and Hong Kong. 

11 Shares 

Investors should note that the B, C and D Share Classes are now closed to new investment. 

The Directors in conjunction with the Investment Manager may re-open these Classes for 

further investment. 
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Summary of Shares 

Name EUR A (acc) USD A (acc) GBP A (acc) GBP A (inc) CHF A (acc) SEK A (acc) EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) 

Type Institutional Institutional Institutional Institutional Institutional Institutional / 

Share class 

closed to new 

investment. The 

Directors in 

conjunction with 

the Investment 

Manager may 

re-open this 

Class for further 

investment. 

Institutional / 

Share class 

closed to new 

investment. The 

Directors in 

conjunction with 

the Investment 

Manager may 

re-open this 

Class for further 

investment. 

Institutional / 

Share class 

closed to new 

investment. The 

Directors in 

conjunction with 

the Investment 

Manager may 

re-open this 

Class for further 

investment. 

Institutional / 

Share class 

closed to new 

investment. The 

Directors in 

conjunction with 

the Investment 

Manager may 

re-open this 

Class for further 

investment. 

Institutional / 

Share class 

closed to new 

investment. The 

Directors in 

conjunction with 

the Investment 

Manager may 

re-open this 

Class for further 

investment. 

Form Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP GBP CHF SEK EUR USD GBP GBP 

Combined Investment 

Management and 

Distribution Fee 

1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 

Performance Fee 25% of New Net 

Appreciation 

above the 

Aggregate 

Benchmark 

Amount 

25% of New 

Net 

Appreciation 

above the 

Aggregate 

Benchmark 

Amount 

25% of New 

Net 

Appreciation 

above the 

Aggregate 

Benchmark 

Amount 

25% of New 

Net 

Appreciation 

above the 

Aggregate 

Benchmark 

Amount 

25% of New Net 

Appreciation 

above the 

Aggregate 

Benchmark 

Amount 

25% of New Net 

Appreciation 

above the 

Aggregate 

Benchmark 

Amount 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

Benchmark Euro OverNight 

Index Average 

(EONIA®) 

Euro OverNight 

Index Average 

(EONIA®) 

Euro OverNight 

Index Average 

(EONIA®) 

Euro OverNight 

Index Average 

(EONIA®) 

Euro OverNight 

Index Average 

(EONIA®) 

Euro OverNight 

Index Average 

(EONIA®) 

None None None None 

Sales charge 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Distributing 
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Name EUR C (acc) USD C (acc) GBP C (acc) GBP C (inc) EUR D (acc) USD D (acc) GBP D (acc) GBP D (inc) AUD E (acc) EUR E (acc) USD E (acc) 

Type Retail / Share 

class closed to 

new 

investment. 

The Directors 

in conjunction 

with the 

Investment 

Manager may 

re-open this 

Class for 

further 

investment. 

Retail / Share 

class closed to 

new 

investment. 

The Directors 

in conjunction 

with the 

Investment 

Manager may 

re-open this 

Class for 

further 

investment. 

Retail / Share 

class closed to 

new 

investment. 

The Directors 

in conjunction 

with the 

Investment 

Manager may 

re-open this 

Class for 

further 

investment. 

Retail / Share 

class closed to 

new 

investment. 

The Directors 

in conjunction 

with the 

Investment 

Manager may 

re-open this 

Class for 

further 

investment. 

Institutional / 

Share class 

closed to new 

investment. 

The Directors 

in conjunction 

with the 

Investment 

Manager may 

re-open this 

Class for 

further 

investment. 

Institutional / 

Share class 

closed to new 

investment. 

The Directors 

in conjunction 

with the 

Investment 

Manager may 

re-open this 

Class for 

further 

investment. 

Institutional / 

Share class 

closed to new 

investment. 

The Directors 

in conjunction 

with the 

Investment 

Manager may 

re-open this 

Class for 

further 

investment. 

Institutional / 

Share class 

closed to new 

investment. 

The Directors 

in conjunction 

with the 

Investment 

Manager may 

re-open this 

Class for 

further 

investment. 

Institutional Institutional Institutional 

Form Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP GBP EUR USD GBP GBP AUD EUR USD 

Combined Investment 

Management and 

Distribution Fee 

2.5% p.a. 2.5% p.a. 2.5% p.a. 2.5% p.a. 1.0% p.a. 1.0% p.a. 1.0% p.a. 1.0% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 

Performance Fee 15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

10% of New 

Net 

Appreciation 

10% of New 

Net 

Appreciation 

10% of New 

Net 

Appreciation 

10% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

Benchmark None None None None None None None None None None None 

Sales charge Up to 5% Up to 5% Up to 5% Up to 5% 0% 0% 0% 0% 0% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation 
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Name GBP E (acc) CHF E 

(acc) 

GBP E (inc) SEK E (acc) EUR Z 

(acc) 

GBP Z (acc) USD Z (acc) EUR F (acc) USD F (acc) GBP F (acc) CHF F (acc) SEK F (acc) 

Type Institutional Institutional Institutional Institutional 

Minimum 

Initial 

subscription 

amount 

15,000,000 

Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Retail Retail Retail Retail Retail Minimum 

Initial 

subscription 

amount 5,000 / 

Share class 

closed to new 

investment. The 

Directors in 

conjunction with 

the Investment 

Manager may re-

open this Class 

for further 

investment. 

Form Registered Registered Registered Registered Registered Registered Registered  Registered Registered Registered Registered Registered 

Reference Currency GBP CHF GBP SEK EUR GBP USD EUR USD GBP CHF SEK 

Combined 

Investment 

Management and 

Distribution Fee 

1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1,5% p.a. 2.5% p.a. 2.5% p.a. 2.5% p.a. 2.5% p.a. 2.5% p.a. 

Performance Fee 20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation  

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New Net 

Appreciation 

Benchmark None None None  None None None None None None None None None 

Sales charge 0% 0% 0% 0% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40%p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisatio

n 

Capitalisatio

n 

Distributing Capitalisatio

n 

Capitalisatio

n 

Capitalisatio

n 

Capitalisatio

n 

Capitalisatio

n 

Capitalisatio

n 

Capitalisatio

n 

Capitalisatio

n 

Capitalisation 
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Name EUR Y (acc) USD Y (acc) GBP Y (acc) CHF Y (acc) 

Type Retail Retail Retail Retail 

Available To Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Form Registered Registered  Registered  Registered  

Reference Currency EUR USD GBP CHF 

Combined Investment 

Management and Distribution 

Fee 
1.5% p.a. 1,5% p.a. 1,5% p.a. 1,5% p.a. 

Performance Fee 20% of New Net Appreciation 20% of New Net Appreciation 20% of New Net Appreciation 20% of New Net Appreciation 

Benchmark None None None None 

Sales charge Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 

Administrative and Operating 

Fee 
0.40% p.a. 0.40%p.a. 0.40%p.a. 0.40%p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 
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THIRD SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – 

CCI HEALTHCARE LONG-SHORT UCITS FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – CCI HEALTHCARE LONG-SHORT 

UCITS FUND (the “Sub-Fund”). 

1 Investment Objective and Process 

1.1 Investment Objective 

The objective of the Sub-Fund is to maximize investment returns over the short and 

long terms, while attempting to minimize risk. The Sub-Fund pursues this objective 

by generally investing primarily in publicly traded common stocks, ETF’s and other 

equity related or linked securities of companies engaged in the healthcare and life 

science sector (e.g. pharmaceuticals, biotechnology, genomics, medical technology, 

specialty pharmaceuticals, hospital services and other health services). Investment 

decisions are based on the Investment Manager’s evaluation of a company’s 

fundamental outlook relative to market expectations. This is determined by 

examining company fundamentals, industry factors, economic conditions and secular 

trends. The Investment Manager takes long positions in companies that the 

Investment Manager believes will produce positive momentum and results that will 

exceed investor’s expectations and short positions in companies that are likely to 

produce declining momentum and where results will fall short of expectations. Short 

positions are achieved via OTC Derivatives. There can be no assurance that the Sub-

Fund will achieve its investment objective. 

1.2 Investment Process 

The Sub-Fund intends to use a disciplined fundamental approach to equity investing 

known as “momentum and surprise”. The Sub-Fund’s disciplined approach is based 

on historical observation that when a company demonstrates positive momentum and 

positive surprise, and therefore exceeds investor expectations, its stock price will rise, 

producing superior returns. Conversely, when a company fails to meet investor 

expectations, its stock price will decline, thereby producing negative returns. 

The Investment Manager focuses on leading indicators that help determine whether a 

company’s business trends are improving (positive momentum) or deteriorating 

(negative momentum), and whether future fundamental results will exceed 

expectations (positive surprise) or fall short of expectations (negative surprise). 

Examples of key leading indicators include new products, competition, government 

regulation, and new market opportunities. Consensus expectations are determined by 

using a range of sources, including company management, investment brokers, 

regional specialists, a company’s competitors and suppliers and the financial and 

trade press. In determining potential investments, the Investment Manager relies 

heavily upon in–house research as well as brokerage reports, management meetings, 

industry events (such as sell side conferences and medical meetings) and 

meetings/conference calls with industry professionals, consultants, lawyers and 

medical professionals. Those companies that the manager believes will produce 
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positive momentum and results that will exceed investor’s expectations are 

candidates for the portfolio. Conversely, the Investment Manager will sell or short 

companies that it believes will produce declining momentum and where results will 

fall short of expectations. 

Stocks selected for the Sub-Fund’s portfolio are continuously monitored and 

generally remain in the portfolio for as long as they continue to achieve or exceed 

expectations (or the converse if they are short investments). The Investment Manager 

will trade around core positions as market conditions and new information dictate. 

Although the Sub-Fund invests primarily in U.S. and non–U.S. equity securities, the 

Sub-Fund may also invest in debt securities, options, convertible securities, warrants, 

American Depository Receipts (“ADRs”) and other financial instruments, such as 

ETF’s and options on stocks and indices. 

1.3 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by State Street Bank Europe Limited. 

2 General 

The Sub-Fund’s assets will be predominantly invested in common stocks and other equity 

related or linked securities of companies engaged in the healthcare and life science sector, 

and in related synthetic short positions. 

Where the Investment Manager wishes to take short positions, it will do so exclusively 

through the use of financial derivative instruments. The Sub-Fund will take long and short 

positions over a variety of time periods, however the combination of long and short positions 

will never result in uncovered short positions. 

The pricing of OTC Derivative contracts will be performed independently of the trading 

desks of the OTC counterparties, which are the counterparties to the Sub-Fund in respect of 

OTC Derivative contracts. 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute value at 

risk (VaR) approach to monitor its global exposure resulting from the use of financial 

derivative instruments. 

There are two methods of calculating the leverage of the Sub-Funds: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in excess of 

the Sub-Funds’ assets under management through the use of financial derivative instruments. 

The sum of notionals of financial derivative instruments approach defines the leverage as the 

sum of the absolute value of the notional of all financial derivative instruments in the 

relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the Sub-

Fund’s expected level of leverage will generally vary from 20% to 50% of the Sub-Fund’s 

NAV. Based on the commitment approach, the Sub-Fund’s expected level of leverage will 

generally vary from 0% to 50% of the Sub-Fund’s NAV. The Sub-Fund’s level of leverage 

may possibly be higher under certain circumstances including but not limited to a low 

market volatility environment. 
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3 Risk Profile and Risk Factors 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 5 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to of the value of equity instruments and 

derivatives, the values of which may rise and fall. Hence, investors should note that the 

value of their investment could fall as well as rise and they should accept that there is 

no guarantee that they will recover their initial investment. Investors could lose the 

whole of their initial investment. 

In addition to the specific warnings listed below, investors should also refer to the 

“Risk Factors” in section 8 of the Prospectus, more specifically section 8.2 Market 

Risks and section 8.5 Use of Derivatives of the Prospectus. 

Investment Management 

The investment performance of the Sub-Fund is substantially dependent on the services of 

certain directors of and/or individuals employed by the General Partner of the Investment 

Manager. In the event of the death, incapacity, departure, insolvency or withdrawal of any of 

these individuals, the performance of the Sub-Fund may be adversely affected. 

Healthcare and Life Science Companies 

Investing in securities and other instruments of healthcare companies involves substantial 

risks, including but not limited to, the following: certain companies in the portfolio of the 

Sub-Fund may have limited operating histories; rapidly changing technologies and the 

obsolescence of products; change in government policies; changing investors’ sentiments 

and preferences with regard to healthcare sector investments (some of which are generally 

perceived as risky) may have an adverse effect on the price of underlying securities; 

volatility in the U.S. and non–U.S. stock markets affecting the prices of healthcare company 

securities may cause the performance of the Sub-Fund to experience substantial volatility; 

and most pharmaceutical and biotechnology companies, and many other companies in the 

healthcare sector, are subject to extensive government regulation. In addition, obtaining 

governmental approval for new products from governmental agencies can be lengthy, 

expensive and uncertain. 

Distressed Securities 

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. Investors 

should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 

5 Reference Currency 

The reference currency of the Sub-Fund is the USD. 
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6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“shares and other financial assets’ UCIs” type. 

7 Dealing Day and Net Asset Value 

The Dealing Day of the Sub-Fund is each Valuation Day which is a Wednesday, provided 

that in any case where such Dealing Day would fall on a day observed as a holiday, such 

Dealing Day shall then be the next Banking Day following such holiday. In addition, the Net 

Asset Value is calculated on every Banking Day, for reporting and fee calculation purposes 

only. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 29
th

 January, 2010. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in the 

table Summary of Shares; the fees will be payable out of the assets attributable to the 

relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2.25%  per annum of the Net Asset Value of the relevant Share Class (as specified in 

the table Summary of Shares below), prior to reduction for any accrued Performance 

Fee. 

(ii) the Management Company will receive a Distribution Fee of up to 2.25% per annum 

of the Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee (as specified in the table 

Summary of Shares below). 

For the avoidance of doubt, with regard to any specific Share Class, the aggregate of 

the Investment Management Fee and the Distribution Fee will not exceed the 

Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of up to 20% of New Net 

Appreciation calculated by reference to each Share Class’s High Water Mark (as 

specified the table Summary of Shares). 

The Performance Fee will be calculated in respect of each period of twelve months 

beginning on 1 January and ending on the following 31 December (a calculation 

Period). 

The first Calculation Period ended on 31 December 2010. The Performance Fee will 

be calculated and accrued daily as an expense of the relevant Share Class and will be 

payable to the Investment Manager in arrears within 7 Banking days of the end of 

each Calculation Period. 
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The New Net Appreciation shall equal the amount by which the Net Asset Value of 

the relevant Share Class (prior to reduction for accrued Performance Fee) as of the 

end of the relevant Calculation Period exceeds the High Water Mark; provided that no 

Performance Fee will be payable with respect to the Share Class unless the Net Asset 

Value of the relevant Share Class as of the end of the relevant Calculation Period 

(prior to reduction for accrued Performance Fee) exceeds its “High Water Mark”. 

The High Water Mark attributable to each Class is the greater of 

(a) the highest Net Asset Value per Share of the relevant Share Class noted as of 

the end of each fiscal year (31
st
 December) since inception of the Sub-Fund; or 

(b) if no Performance Fee has ever been paid, then the NAV per Share of the 

relevant Share Class at the inception of the Sub-Fund. 

If a Redemption is made from the relevant Share Class as of a date other than 31 

December, a Performance Fee (if accrued as of the date of such Redemption) shall be 

crystallized in respect of the Shares being redeemed and paid to the Investment 

Manager 14 Banking Days after the redemption day (or upon termination of the 

Investment Management Agreement, if earlier). Crystallized Performance Fees shall 

remain in the relevant Share Class until paid to the Investment Manager, and shall not 

be used or made available to satisfy Redemptions or pay any fees and expenses of the 

relevant Share Class. 

If the appointment of the Investment Manager is terminated during a Performance 

Period the Performance Fee in respect of the current Performance Period will be 

calculated and paid as though the date of termination were the end of the relevant 

period. 

(iv) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 

Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 

10 Investment Manager 

Columbus Circle Investors GP, a Delaware general partnership, has been appointed as 

Investment Manager of the Sub-Fund pursuant to an investment management agreement as 

dated. 

Columbus Circle Investors GP is owned by CCIP, LLC, a Delaware limited liability 

company, and by Principal Global Columbus Circle, LLC, a Delaware corporation and is 

registered as an investment adviser under the U.S. Investment Advisers Act of 1940, as 

amended. The CCI group as at January 2010 manages USD 16 billion mostly through 

investments in long only funds focusing on large cap growth, mid cap growth, small cap 

growth, technology and healthcare, and currently has approximately 45 employees and 

1 principal office located in One Station Place, 8
th

 floor, Stamford, CT 06902. 

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table following: 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) EUR Z (acc) GBP Z (acc) USD Z (acc) EUR C (acc) USD C (acc) GBP C (acc) GBP C (inc) 

Type Institutional Institutional Institutional Institutional Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Retail Retail Retail Retail 

Form Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP GBP EUR GBP USD EUR USD GBP GBP 

Combined 

Investment 

Management and 

Distribution Fee 

1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 2.25% p.a. 2.25% p.a. 2.25% p.a. 2.25% p.a. 

Performance Fee 20% of the 

outperformance 

above the High-

Water Mark 

20% of the 

outperformanc

e above the 

High Water 

Mark 

20% of the 

outperformanc

e above the 

High Water 

Mark 

20% of the 

outperformanc

e above the 

High Water 

Mark 

20% of the 

outperformanc

e above the 

High Water 

Mark 

20% of the 

outperformanc

e above the 

High Water 

Mark 

20% of the 

outperformanc

e above the 

High Water 

Mark 

20% of the 

outperformanc

e above the 

High-Water 

Mark 

20% of the 

outperformanc

e above the 

High-Water 

Mark 

20% of the 

outperformanc

e above the 

High Water 

Mark 

20% of the 

outperformanc

e above the 

High Water 

Mark 

Sales charge 0% 0% 0% 0% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption 

charge 

0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative 

and Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Distributing 
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Name EUR D (acc) USD D (acc) GBP D (acc) GBP D (inc) USD Management (acc) 

Type Institutional / Share class 

closed to new investment. The 

Directors in conjunction with 

the Investment Manager may 

re-open this Class for further 

investment. 

Institutional / Share class 

closed to new investment. The 

Directors in conjunction with 

the Investment Manager may 

re-open this Class for further 

investment. 

Institutional / Share class 

closed to new investment. The 

Directors in conjunction with 

the Investment Manager may 

re-open this Class for further 

investment. 

Institutional / Share class 

closed to new investment. The 

Directors in conjunction with 

the Investment Manager may 

re-open this Class for further 

investment. 

Management - Restricted to 

staff of Investment Manager 

and affiliates only. The 

Directors in conjunction with 

the Investment Manager may 

re-open this Class for further 

investment. 

Form Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP GBP USD 

Minimum Initial 

Subscription Amount 

€4,000,000 $4,000,000 £4,000,000 £4,000,000 $1,000 

Combined Investment 

Management and 

Distribution Fee 

1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 0% p.a. 

Performance Fee 15% of the outperformance 

above the High-Water Mark 

15% of the outperformance 

above the High Water Mark 

15% of the outperformance 

above the High Water Mark 

15% of the outperformance 

above the High Water Mark 

0% 

Sales charge 0% 0% 0% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation 
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Name EUR Y (acc) USD Y (acc) GBP Y (acc) CHF Y (acc) 

Type Retail Retail Retail Retail 

Available To Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Form Registered Registered  Registered  Registered  

Reference Currency EUR USD GBP CHF 

Combined Investment 

Management and Distribution 

Fee 

1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 

Performance Fee 20% of the outperformance above the 

High Water Mark 

20% of the outperformance above the 

High Water Mark 

20% of the outperformance above the 

High Water Mark 

20% of the outperformance above the 

High Water Mark 

Benchmark None None None None 

Sales charge Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 

Administrative and Operating 

Fee 
0.40% p.a. 0.40%p.a. 0.40%p.a. 0.40%p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 
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FOURTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS 

– THEOREMA EUROPEAN EQUITY LONG-SHORT UCITS FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – THEOREMA EUROPEAN EQUITY 

LONG-SHORT UCITS FUND (the Sub-Fund). 

1 Investment Objective, Policy and Process 

1.1 Investment Objective 

The primary objective of the Fund is capital appreciation. The Sub-Fund will attempt 

to achieve its objective predominantly through the purchase, sale and short sale via 

derivatives of equity instruments listed on stock exchanges in Western Europe that 

the Investment Manager deems to be misvalued. Up to 10 per cent. of the Sub-Fund’s 

global exposure will be to positions outside Western Europe, particularly South 

Africa and Central and Eastern Europe. 

In order to implement the above investment objective, the Sub-Fund may also invest 

in equity swaps, currencies, options and futures and other derivatives including but 

not limited to over-the-counter instruments. 

1.2 Investment Policy 

The Sub-Fund’s investment approach is based on a “value plus catalyst investing” 

strategy, a discipline that the Investment Manager believes should be able to deliver 

superior returns over time. This approach is based on the extensive use of security 

analysis to carefully select stocks with the following characteristics: (1) their intrinsic 

value, based on the Investment Manager’s estimate of current asset value, future 

growth and earnings power, is significantly different from their value as implied by 

the public market; and (2) there is a catalyst in place to surface the perceived 

misvaluation on the public market. The Investment Manager’s aim will be to replicate 

the value investing discipline first promoted by Graham and Dodd, who published the 

landmark book Security Analysis in the 1930s, and then adopted by the Investment 

Manager for over seven years in the European markets. Appraising a business’ 

present status and potential for success will represent the core of the investment 

approach, drawing on the research experience of the Investment Manager. 

Following Graham and Dodd’s framework, in making valuation judgements about 

securities, the Investment Manager will strive to apply consistently a process that 

should provide: (i) a true picture of a company as a going concern over a 

representative time span; (ii) a carefully prepared estimate of current earnings power; 

(iii) a projection of future profitability and growth with an informed judgement as to 

the reliability of such expectations; (iv) a translation of these conclusions into a 

valuation of the company and its securities which on average should prove to be more 

reliable than that of the marketplace; and (v) the identification of a catalyst or an 

event potentially capable of adjusting any difference between the above valuation and 

that of the marketplace. 
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The Investment Manager will use the same investing discipline for both purchases 

and sales of equities, generally purchasing securities whose market price is 

significantly below their assessed valuation and gaining short exposure via 

derivatives to the securities whose market price is significantly above their assessed 

valuation. 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute 

value at risk (VaR) approach to monitor its global exposure resulting from the use of 

financial derivative instruments. 

There are two methods of calculating the leverage of the Sub-Funds: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Funds’ assets under management through the use of financial 

derivative instruments. The sum of notionals of financial derivative instruments 

approach defines the leverage as the sum of the absolute value of the notional of all 

financial derivative instruments in the relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the 

Sub-Fund’s expected level of leverage will generally vary from 80% to 260% of the 

Sub-Fund’s NAV. Based on the commitment approach, the Sub-Fund’s expected level 

of leverage will generally vary from 0% to 160% of the Sub-Fund’s NAV. The Sub-

Fund’s level of leverage may possibly be higher under certain circumstances 

including but not limited to a low market volatility environment. 

1.3 Investment Process 

The following section expands on two key steps of the above-mentioned process, 

company valuation and catalyst. 

The Fund invests primarily in listed Western European equities. 

1.3.1 Valuation 

The Investment Manager will strive to estimate what it is commonly known as 

the “Private Market Value” of the company, i.e. what an informed corporate 

buyer would be willing to pay for a going concern in a private transaction. To 

them this will be the key reference value to determine the potential 

upside/downside of the investment. The Investment Manager will also try to 

assess a “minimum value” for the company that should provide an indication 

of the margin of safety of the potential investment both on the long and on the 

short side. Different techniques will be used to evaluate the above parameters, 

depending on the businesses where the company is operating, the 

comparables, the track record of the management and the historical rating in 

the public market. They will normally include common valuation models 

based on Discounted Cash Flow (“DCF”), Economic Value Added (“EVA”), 

Price-to-Book/ROE, EV/EBITDA and Price/Earnings. An analysis of the “sum 

of the parts” will normally be performed in the case of companies with a 

portfolio of businesses in different areas. The Investment Manager believes 

that the emphasis on the valuation work that characterises its investment 

approach does not necessarily lead the Sub-Fund to select exclusively 

securities with a low rating on the long side and with a high rating on the short 

side. On the contrary, they may take long positions in equity securities of 
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companies that they perceive undervalued (compared to their projected growth 

in earnings) even if their current rating in the public market may seem high by 

historical standards. 

1.3.2 Catalyst 

The Investment Manager believes that their investment style of searching for 

long investments in undervalued equity securities and short exposure via 

derivatives of overvalued ones should not be implemented passively but only 

after the identification of an event (the “catalyst”) expected to take place in the 

near future (3-12 months). This event should have an impact on the valuation 

of the company in the public market and be capable of adjusting it towards the 

appraisal value estimated by the Investment Manager. The Investment 

Manager believes that typical examples of those catalysts in the past have 

been events such as industry, regulatory or management changes, business 

restructuring, corporate actions, earnings announcements, mergers and 

acquisitions. 

The Investment Manager will strive to monitor closely actual and potential 

investments through regular contacts both with companies and with the most 

respected sell-side analysts. In particular, the Investment Manager believes 

they will be able to leverage on their extensive contacts among companies’ 

senior managements, acquired in their long professional experience as 

advisors or large reference shareholders. 

1.3.3 Investment Focus, Typical Portfolio Structure and Exposure 

The Investment Manager will aim at building a portfolio across different and 

uncorrelated industries, leveraging on the diversified sector stock picking 

experience of the Portfolio Managers. No individual sector is expected to 

represent a dominant portion of the funds’ investments. 

The Investment Manager will aim at adopting a very conservative approach 

with limited levels of gross and net exposures, strict individual stock position 

limits, and a forced review of any single stock position in case of a loss of 

fifteen per cent (15%) or more for such position. 

The Investment Manager believes that the Sub-Fund will have a special focus 

on medium and large capitalisation stocks (defined as EUR1bn+). Smaller 

capitalisation companies may generally represent a very limited portion of the 

portfolio due to their perceived higher liquidity risk. 

1.3.4 The European Market Opportunity 

The Investment Manager believes that the European equity market presents 

significant investment opportunities for a long/short fund due to a combination 

of several factors. 

First, the European marketplace is characterised by increasing competition for 

both customers and capital resources. This is gradually forcing European 

companies to restructure and consolidate, following the example set by many 

U.S.-based competitors during the last few years. Restructuring often means 

that current businesses have to be re-appraised on the basis of their likely 

sustainable advantages, operating efficiency and cost of capital. The 
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implication is that when some of these tests are not successful a disposal or a 

closure has to be examined. In other cases, the potential for leveraging on 

brand and efficiency is driving further consolidation with the creation of larger 

groups with global interests. Finally, competition for capital is also gradually 

encouraging the spreading of shareholder value principles, resulting in 

improved transparency (in terms of both accounts and communication) and a 

closer alignment of shareholders and management interests (with option 

compensation plans). The Investment Manager believes that all these trends 

may contribute to a positive environment for long/short strategies given the 

potential for increasingly polarising industries in “winners” -embracing the 

changes- and “losers” -left trailing-. 

Second, the number of “technological disruptions” (technological changes that 

rewrite the existing rules and render some existing incumbent companies 

suddenly irrelevant) is rapidly rising. While these changes used to come once 

a generation or so in the past, now dozens of wholly new technologies are 

challenging the established order annually. The Investment Manager believes 

this also creates opportunities to benefit from both the winning and the losing 

side, whenever they may be correctly identified in a timely fashion. 

Third, the single currency combined with (a) the increased flow of savings that 

is coming from the restructuring of the public pension system and that is made 

available to the securities market, and (b) the focus on shareholders’ value are 

already boosting a more efficient market for corporate control in Europe with 

a flurry of corporate takeovers. Again the Investment Manager believes that 

this trend creates interesting investment opportunities for a long/short fund. 

The Investment Manager believes that the opportunities mentioned above are 

also increasingly attractive relative to the U.S. securities market, especially 

given the relatively lower level of sophistication that they believe is a 

characteristic of the European equity markets to date. 

1.3.5 Use of Short Exposure 

The Investment Manager believes that short exposure of equities represent a 

key part of their investment process. As previously mentioned the same 

investing discipline will be used for both purchases and short exposure of 

equities. Consequently, short exposure will mainly be implemented for the 

following cases: 

 Instances of heavy over-valuations or where the relevant company 

appears to be destroying shareholders’ value; 

 Cases of “pair trades,” where a long and a short position is 

simultaneously implemented between similar companies in order to 

benefit from the adjustment of a relative mispricing; 

 Situations of conglomerate discounts, in order to create a so called 

equity “stub”, i.e. to isolate within a conglomerate company a 

business area perceived to be more attractively valued. 

Generally, short exposure to market indexes or other instruments for pure 

hedging purposes are not expected to represent the main activity of the Fund 
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on the short side. However, short exposure to stock market indexes may be 

implemented in instances where the market environment is suddenly taking a 

downward trend and rapid action to protect the performance may be required. 

A special focus will be maintained on two aspects of the short exposure: (a) 

the time horizon and (b) the individual stock positions. The Investment 

Manager expects that the average short exposure with a “strategic bias”, i.e. 

where a permanent de-rating of the shares is targeted, may remain in the 

portfolio for 3/6 months (as opposed to 6/12 months for long positions). Other 

short investments may have a more “tactical bias” and target a specific short-

term catalyst to realise value: these may remain in the portfolio from a week 

up to a month. The Investment Manager expects to keep a very diversified 

portfolio of short exposures whereby the individual stock exposure on the 

short side may generally be smaller compared to the long side. 

1.3.6 Risk Control 

The Management Company is responsible under the supervision of the Board 

of Directors for the risk management in relation to the Sub-Fund and may, as 

the case may be, give instructions at any time to the Investment Manager with 

a view to complying with the Investment Restrictions. 

The risk management is also embedded into the investment management 

function performed by the Investment Manager, who believes that their value 

approach to investing should already provide some protection from excessive 

volatility risk, given the safety margin that the purchase and short exposure of 

mispriced securities should offer. In addition, they believe that the adoption of 

at least some of the following guidelines can significantly reduce the risk of 

the overall portfolio: 

 Diversify the portfolio across uncorrelated industries; continuously 

monitor the industry exposure and its changes; 

 Keep low single stock position limits for both long and, especially, 

short positions; 

 Maintain controlled levels of gross and net exposures of the portfolio 

in line with the risk/return objectives for the Fund; 

 Avoid investments based on macroeconomic changes and limit the 

exposure to industries with highly-cyclical characteristics; 

 Limit the use of non-plain equity instruments and contain the leverage 

in the Fund; 

 Limit the exposure to small capitalisation companies in general (in 

order to control the liquidity risks); 

 Maintain a discipline of reducing exposure when visibility over major 

events is reduced (even if it means exiting an investment after 

underperformance); and 

 Perform regularly the standard calculation of portfolio risks, including 

Value at Risk (VAR) and stress tests. 
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1.4 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by State Street Bank Europe Limited. 

2 General 

The Sub-Fund’s assets will be predominantly invested in equities listed on a Regulated 

Market, either directly or through financial derivative instruments including (but not limited 

to) OTC swap transactions on an arm’s length basis with counterparties approved by the 

Board of Directors, options, forward contracts and futures. 

In addition, the Sub-Fund will not invest more than 10 per cent of its Net Asset Value in 

units of other UCITS or other collective investment undertakings. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 4 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a basket of transferable securities and 

derivatives, the values of which may rise and fall. Hence, investors should note that the 

value of their investment could fall as well as rise and they should accept that there is 

no guarantee that they will recover their initial investment. Investors could lose the 

whole of their initial investment. 

Investors should also refer to the “Risk Factors” in section 8 of the Prospectus, more 

specifically section 8.2 Market Risks and section 8.5 Use of Derivatives of the 

Prospectus. 

Distressed Securities 

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. Investors 

should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 

5 Reference Currency 

The Reference Currency of the Sub-Fund is the EUR. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“shares and other financial assets’ UCIs” type. 
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7 Dealing Day 

For all Share Classes with the exception of the I Share Class (as further described under 

section 11 “Shares” below), the Dealing Day will be every Banking Day. 

The Dealing Day of the I Share Class will be every Wednesday which is a Banking Day. If 

any Wednesday is not a Banking Day, the next following day which is a Banking Day will 

be a Dealing Day. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. The 

Dealing Deadline is 12 noon Luxembourg time on the second Banking Day prior to the 

relevant Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 16
th

 June, 2010. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in the 

table Summary of Shares; the fees will be payable out of the assets attributable to the 

relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2.75% per annum of the Net Asset Value of the relevant Share Class (as specified in 

the table Summary of Shares below), prior to reduction for any accrued Performance 

Fee. 

(ii) the Management Company will receive a Distribution Fee of up to 2.75% per annum 

of the Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee (as specified in the table 

Summary of Shares below). 

For the avoidance of doubt, in regard to any specific Share Class, the aggregate of the 

Investment Management Fee and the Distribution Fee will not exceed the amount 

stated in the table below entitled Summary of Shares. 

(iii) for all Share Classes with the exception of the I Share Class (as further described 

under section 11 “Shares” below) the Investment Manager will receive a 

Performance Fee of up to 20% of New Net Appreciation calculated by reference to 

each Share Class’s High Water Mark (as specified the table Summary of Shares). 

The Performance Fee will be calculated in respect of each period of twelve months 

beginning on January 1 and ending on the following 31 December (a “Calculation 

Period”). 

The first Calculation Period ended on 31 December 2010. The Performance Fee will 

be calculated and accrued daily as an expense of the relevant Share Class and will be 

payable to the Investment Manager in arrears within 7 Banking Days of the end of 

each Calculation Period. 

If a Redemption is made from the relevant Share Class as of a date other than 31 

December, a Performance Fee (if accrued as of the date of such Redemption) shall be 

crystallized in respect of the Shares being redeemed and paid to the Investment 
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Manager 14 Banking Days after the redemption day (or upon termination of the 

Investment Management Agreement, if earlier). Crystallized Performance Fees shall 

remain in the relevant Share Class until paid to the Investment Manager, and shall not 

be used or made available to satisfy Redemptions or pay any fees and expenses of the 

relevant Share Class. 

If the appointment of the Investment Manager is terminated during a Performance 

Period the Performance Fee in respect of the current Performance Period will be 

calculated and paid as though the date of termination were the end of the relevant 

period. 

(iv) for the I Share Class only, the Investment Manager will receive a Performance Fee 

which will be payable out of the assets of the Sub-Fund and calculated on the basis 

that for each I Share issued to Shareholders, that Shareholder is charged a 

performance fee which equates with the issued I Share’s performance.  

An “ I Shareholder Performance Period” with respect to a Shareholder means the 

period beginning on either the closing date of such Shareholder’s initial purchase of I 

Shares or the first day following the last day of the immediately preceding an I 

Shareholder Performance Period, as the case may be, and ending on the last annual 

Valuation Day or the earlier of (i) the dates of any redemptions (in whole or in part) 

of capital, (ii) the date of a mandatory withdrawal, and (iii) the date on which the 

Sub-Fund terminates 

The Performance Fee in respect of the each issued I Share only, will be equal to 20 

per cent of the increase in the Net Asset Value per I Share in each case in excess of 

the high water mark (hereinafter called the “I Share Class High Water Mark”). The I 

Share Class High Water Mark at any Valuation Day will be the greater of: 

(1) The highest Net Asset Value per I Share on the last day of any preceding I 

Shareholder Performance Period adjusted for dividends; or 

(2) The Initial Subscription Price per Share at the end of the Initial Offering 

Period. 

The use of the I Share Class High Water Mark ensures that investors will not be 

charged a Performance Fee until any previous losses are recovered. 

The Performance Fee is payable annually in arrears in respect of each I Shareholder 

Performance Period. The Performance Fee will accrue weekly and be taken into 

account in the calculation of the Net Asset Value per I Share as at each Valuation Day. 

In the event that a Shareholder redeems I Shares prior to the end of an I Shareholder 

Performance Period, the amount of any accrued but unpaid Performance Fee in 

respect of such I Shares will be paid to the Investment Manager promptly thereafter. 

The Performance Fee in respect of each I Shareholder Performance Period will be 

calculated by reference to the Net Asset Value per I Share before the deduction of any 

accrued Performance Fees. 

(v) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 

Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 
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10 Investment Manager 

The Sub-Fund was managed by Theorema Asset Management Ltd. (the “Investment 

Manager”) until May 5, 2011, and, as from May 5, 2011, by Theorema Advisors UK LLP 

(both referred to as the “Investment Manager”). 

Theorema Asset Management Ltd. 

Theorema Asset Management Ltd., is a company incorporated under the laws of England 

and Wales on December 15, 2000 and regulated by the Financial Conduct Authority in the 

United Kingdom. 

Theorema Asset Management Ltd. was founded in December 2000 by Giovanni Govi and 

Emanuele Antonaci. In March 2007, it was announced that Giovanni Govi had agreed to buy 

out his co founding partner Emanuele Antonaci. Giovanni took the helm as the Chief 

Investment Officer and made the rest of the team equity partners in the business. 

Theorema Advisors UK LLP 

Theorema Advisors UK LLP is a limited liability partnership incorporated under the laws of 

England and Wales on June 15, 2010 and regulated by the Financial Conduct Authority in 

the United Kingdom. 

Theorema Advisors UK LLP was formed in June 2010 by its managing member Theorema 

Asset Management Ltd. Prior to Theorema Advisors UK LLP being formed, Theorema Asset 

Management Ltd was the investment manager to the Sub-Fund. The management team, 

support personnel, investment process and operational structure have all remained the 

same. Theorema Advisors UK LLP manages or sub-advises on approximately $200mm in 

assets across three funds and 1 managed accounts. The Sub-Fund contains 7 partners, with a 

further 4 support personnel being provided by Theorema Asset Management Ltd as 

managing member and service company to the Sub-Fund. 

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table at the end of the 

Supplement. 

The Initial Offering Period Minimum Subscription Amount and Minimum Initial 

Subscription Amount for the I Share Class is of EUR10 million. 

An annual dividend may be payable with respect to the I Share Class. In that case, the 

dividend payment date will be 31 December in each year provided that if any such date is 

not a Banking Day, the next following Banking Day will be deemed to be the relevant 

dividend payment date. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) EUR I (inc) EUR Z (acc) GBP Z (acc) EUR C (acc) USD C (acc) GBP C (acc) 

Type Institutional Institutional Institutional Institutional 

Minimum Initial 

Subscription 

Amount of EUR 

10 million 

Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Retail Retail Retail 

Form Registered Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP EUR EUR GBP EUR USD GBP 

Combined 

Investment 

Management and 

Distribution Fee 

2% p.a. 2% p.a. 2% p.a. 1.75% p.a. 2% p.a. 2% p.a. 2.75% p.a. 2.75% p.a. 2.75% p.a. 

Performance Fee 20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

Benchmark None None None None None None None None None 

Sales charge 0% 0% 0% 0% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR D (acc) USD D (acc) GBP D (acc) 

Type Institutional / Share class closed to new 

investment. The Directors in conjunction with 

the Investment Manager may re-open this Class 

for further investment. 

Institutional / Share class closed to new 

investment. The Directors in conjunction with 

the Investment Manager may re-open this Class 

for further investment. 

Institutional / Share class closed to new 

investment. The Directors in conjunction with 

the Investment Manager may re-open this Class 

for further investment. 

Form Registered Registered Registered 

Reference Currency EUR USD GBP 

Combined Investment Management and 

Distribution Fee 

1.50% p.a. 1.50% p.a. 1.50% p.a. 

Performance Fee 15% of New Net Appreciation 15% of New Net Appreciation 15% of New Net Appreciation 

Benchmark None None None 

Sales charge 0% 0% 0% 

Redemption charge 0% 0% 0% 

Administrative and Operating Fee 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation 
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Name EUR Management (acc) USD Management (acc) GBP Management (acc) 

Type Only available to employees of Theorema 

Advisors UK LLP and their affiliates 

Only available to employees of Theorema 

Advisors UK LLP and their affiliates 

Only available to employees of Theorema 

Advisors UK LLP and their affiliates 

Form Registered Registered Registered 

Reference Currency EUR USD GBP 

Combined Investment Management and 

Distribution Fee 

2.0% p.a. 2.0% p.a. 2.0% p.a. 

Performance Fee 0% of New Net Appreciation 0% of New Net Appreciation 0% of New Net Appreciation 

Benchmark None None None 

Sales charge 0% 0% 0% 

Redemption charge 0% 0% 0% 

Administrative and Operating Fee 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation 
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FIFTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – 

YORK ASIAN EVENT-DRIVEN UCITS FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – YORK ASIAN EVENT-DRIVEN 

UCITS FUND (the “Sub-Fund”). 

1 Investment Objective, Policy and Process 

1.1 Investment Objective 

The investment objective of the Sub-Fund is to achieve consistent superior risk-

adjusted investment results over time relatively independent of the returns generated 

by the overall equity markets by investing primarily in equity securities of Asian 

companies using a catalyst-driven, fundamental value approach. The Sub-Fund 

focuses primarily on three areas of investment opportunities: event equities, risk 

arbitrage and value equities. 

1.2 Investment Policy 

The Sub-Fund will invest in securities that are subject to corporate events such as 

mergers, consolidations, acquisitions, asset transfers, tender offers, exchange offers, 

spin-offs, recapitalizations, liquidations, restructurings, refinancings or bankruptcy 

proceedings. The Sub-Fund will also invest in other types of special situation and 

value-oriented opportunities, including, without limitation, pair trading and longer-

term investments. The Sub-Fund may employ various hedging strategies in an 

attempt to promote principal safety and return stability. While complying at any time 

with the Investment Restrictions under section 6 of the Prospectus, the Sub-Fund’s 

portfolio may be highly concentrated at times with a significant percentage of its 

assets being allocated to relatively few positions. Such concentration, while 

producing greater risk, may yield greater return. Up to 20% of the Sub-Fund’s Assets, 

valued at the time of investment, may be invested in securities of companies that are 

not listed on an Asian stock exchange or that do not have significant business 

relationships in Asia. 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute 

value at risk (VaR) approach to monitor its global exposure resulting from the use of 

financial derivative instruments. 

There are two methods of calculating the leverage of the Sub-Funds: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Funds’ assets under management through the use of financial 

derivative instruments. The sum of notionals of financial derivative instruments 

approach defines the leverage as the sum of the absolute value of the notional of all 

financial derivative instruments in the relevant portfolio. 

Based on the commitment approach, the Sub-Fund’s expected level of leverage will 

generally vary from 0% to 80% of the Sub-Fund’s NAV. Based on the sum of the 

notional of financial derivative instruments approach, the Sub-Fund’s expected level 

of leverage will generally vary from 120 to 250% of the Sub-Fund’s NAV. The Sub-
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Fund’s level of leverage may possibly be higher under certain circumstances 

including but not limited to a low market volatility environment. 

1.3 Market Opportunity 

York UCITS Holdings, LLC (“York” or the “Investment Manager”), by using its 

Hong Kong office and through its affiliation with York Capital Management Asia 

(HK) Advisors Limited (“York Asia”), offers the Sub-Fund a strategic Asian base to 

source and monitor investment opportunities in the Pacific Rim. York Asia is one of 

the companies in the York Group, and serves as a Hong Kong subsidiary and provides 

investment advice to York. York Asia gains insights from local media, proximity to 

companies it invests in, and access to the Asian investment and business 

communities. By understanding local markets, York can identify opportunities as they 

emerge and quickly discover companies that are misunderstood and undervalued. 

York Asia does not have direct responsibility as investment manager of the Sub-Fund, 

nor does it have any discretion in investment decisions. That responsibility lies with 

York UCITS Holdings, LLC. 

1.4 Investment Approach 

York generally bases its investment decisions on internally generated research and, 

from time to time, on research obtained from outside sources. It attempts to take a 

mathematical and analytical approach to investing by evaluating the downside/upside 

potential as well as, in the case of securities subject to extraordinary corporate 

activity, the probability of completion of each transaction in order to calculate the 

expected return. York then measures that return against its estimation of the return 

required to compensate for the amount of risk in the investment. York attempts to 

minimize its loss exposure in each specific situation by having position size 

determined by downside potential. 

1.5 Investment Process 

The investment strategies primarily used by York in investing assets of the Sub-Fund 

are summarized below. 

1.5.1 Event Equities 

General 

When York believes that there is a strong likelihood that a company may soon 

make an announcement of a strategic nature that could have a material effect 

on the price of the company’s securities, the Sub-Fund may purchase 

securities of the company. For example, York may anticipate that such an 

announcement will be made by a company that has previously reported that it 

is evaluating strategic options such as an acquisition or divestiture, a top 

management change or any other corporate activity that might change the 

status quo. This investment strategy utilizes a bottom-up analysis that relies on 

understanding the financial statements of an issuer and seeks to identify 

corporate catalysts which may offer superior investment potential over the 

relative near term. 

Spin-Offs 

When a company proposes to spin-off a part of its business or operations, the 

value of its securities on or after the date of the spin-off may be higher than 
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the market price at which the securities are trading upon announcement of the 

proposed spin-off. York evaluates the proposed spin-off and if York 

determines that the likelihood of consummation of the spin-off is high, the 

Sub-Fund may purchase the securities of the company that is the subject of the 

spin-off. 

Industry Consolidations 

As a result of structural, regulatory or other dramatic change, many industries 

undergo periods of rapid consolidation. York evaluates industry consolidation 

trends and may purchase or sell securities in companies that may be part of 

such consolidation, especially if the underlying economic fundamentals of 

such companies or industries are particularly attractive. York also targets 

securities in companies that may be acquired through a competitive auction 

process. 

Liquidations 

In a liquidation, all or substantially all of the assets of a company are sold, 

with the net proceeds of such sales distributed to the shareholders of such 

company. There may be several liquidating distributions in connection with a 

particular liquidation. York evaluates the assets of the company proposed to be 

liquidated and determines the likelihood that all necessary approvals for the 

transaction, including the approval of shareholders, will be obtained. If York 

believes that the value of the assets of the company proposed to be liquidated 

exceeds the market price of its securities, and that the likelihood of 

consummation of the proposed liquidation is high, the Sub-Fund may purchase 

the securities of the company proposed to be liquidated. If the liquidation is 

completed, the Sub-Fund would expect to realize a profit from the differential 

between the cost of the securities purchased and the amount of the liquidated 

distributions. 

Post-Bankruptcy Equities 

After a company emerges from the bankruptcy process, existing common 

shares are often cancelled and distressed debt is frequently converted into a 

new issuance of common equity, generally referred to as post-bankruptcy 

equities or orphan equities. The bankruptcy process involves various classes of 

claimants that debate the value of the bankrupt company and present an 

estimate of the firm’s value that is often designed to advance their 

individualized claims on the bankruptcy estate. This dynamic often fosters an 

ultimate misunderstanding around the valuation of post-bankruptcy equities, 

and in many cases, these equities are substantially undervalued. These 

securities may also be volatile as former debt investors seek liquidity in their 

newly formed equity stakes, creating superior investment opportunities. 

Short Sales through Derivatives 

In certain situations where York believes a company’s securities are 

particularly overvalued and/or may be the subject of negative news in the near 

term, the Sub-Fund may sell the securities of the company short in expectation 

of covering the short sale at a purchase price lower than that received in the 

short sale. The profit realized, if any, is the difference between the proceeds 
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received from the short sale and the cost of the securities purchased to cover 

the short sale. The Sub-Fund may also use short sales as a hedging technique 

in seeking to manage the risk profile of its investment portfolio. Selling 

securities short would be achieved only through the use of financial derivative 

instruments. 

Pair-Trading 

Pair-trading consists of buying one security and simultaneously selling short 

another security, generally within the same industry group. Any such short 

selling will be conducted exclusively by means of financial derivative 

instruments. The Sub-Fund engages in pair-trading when York deems the 

security to be significantly undervalued (in the case of a security bought) or 

overvalued (in the case of a security sold) relative to its peers or one of its 

peers. Pair-trading is also utilized if York deems a particular security to be 

meaningfully mispriced or anticipates an extraordinary event relating to such 

security taking place in the near future and desires to hedge the systematic 

market risk inherent in such security. 

1.5.2 Risk Arbitrage 

General 

Risk arbitrage involves the purchase of securities that are the subject of a 

takeover attempt prior to the time when the market price of the securities fully 

reflects the value offered to the shareholders, in the expectation that the 

securities will rise to at least the value offered to the shareholders. The Sub-

Fund uses different arbitrage techniques with respect to the various kinds of 

transactions to be arbitraged. 

Cash Tender Offers and Cash Mergers 

At the time when a cash tender offer or a cash merger proposal is announced, 

the offering price for the securities of the target company is typically higher 

than the market price of such securities. York evaluates the proposed cash 

tender offer or cash merger proposal and if York believes that the likelihood of 

consummation of the transaction is high, or that another bidder may offer a 

higher price, the Sub-Fund may purchase the securities of the target company. 

If the transaction is completed, the Sub-Fund would expect to realize a profit 

from the differential between the cost of the securities purchased and the 

amount received from the acquiring company. 

Exchange Offers and Certain Mergers 

At the time when an exchange offer or a proposal for a merger is announced, 

the market price of the securities of the acquiring company that would be 

issued in the transaction is typically greater than the market price of the 

securities of the target company for which they are to be exchanged, although 

this differential or spread generally narrows or disappears as the closing date 

of the exchange offer or merger approaches. York evaluates the proposed 

exchange offer or merger and if York determines that the likelihood of 

consummation of the transaction is high, or that another bidder may offer a 

higher value, the Sub-Fund may purchase the securities of the target company. 
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In order to hedge against the risk of market fluctuation in the securities to be 

received, the Sub-Fund may obtain short exposure to the acquiring company 

by use of financial derivative instruments. If the transaction is consummated, 

the Sub-Fund may then exchange the securities of the target company for the 

securities issued by the acquiring company and may cover its short derivative 

exposure, if any, with the securities so received. 

1.5.3 Value Equities 

General 

York’s value equities strategy targets a fundamental value approach to 

analyzing investment opportunities. York attempts to identify long positions 

trading at substantial discounts to their intrinsic values. York believes that this 

gives the Sub-Fund’s investments “asymmetric” return characteristics, with 

substantial appreciation potential and less downside risk on average. York 

constantly re-evaluates the Sub-Fund’s portfolio in light of industry and 

capital market trends and events. In evaluating “intrinsic value”, York looks to 

public and private market transactions, free cash flow multiples and other 

measures of tangible value. 

Longer Term Situations 

From time to time, York may believe that it has identified a dramatically 

undervalued situation with the potential for substantial long term gains. If 

York believes that events in the medium to long term may cause investors to 

recognize the value of the company, such that the true value of the company’s 

assets will be reflected by the stock price, York may purchase securities of the 

company. York believes that market out-performance can be achieved by 

fundamental analysis combined with an understanding of how corporate 

events impact a company’s valuation. Examples of longer term, value-oriented 

opportunities that the Sub-Fund may seek for its portfolio include, without 

limitation, the following: 

 Companies with pending or anticipated corporate events that are 

likely to trigger the market’s revaluation of the company; 

 Companies with unique or high value-added products or services, 

with or without continuing management; 

 Out-of-favour companies with visible potential operating cash flows 

and/or liquidation or break-up values; 

 Companies positioned to benefit from industry consolidation; 

 Businesses that are understandable, but may have complex legal, 

operational and financial issues; 

 Companies with competitive positions in well-defined market 

segments or niches; 

 Fundamentally sound operating companies with sustainable margins 

that may have poorly conceived capital structures; 



 

165 

 Companies with experienced, effective management teams with 

demonstrated track records of success; and/or 

 Companies with strong financial and managerial controls and 

efficient, cost-effective production techniques. 

1.6 Risk Management 

The Management Company is responsible, under the supervision of the Board of 

Directors, for the risk management of the Sub-Fund and may, as the case may be, 

give instructions at any time to the Investment Manager with a view to complying 

with the Investment Restrictions. 

Risk management is also embedded into the investment management function 

performed by the Investment Manager. York’s Risk Management Committee is 

comprised of senior management professionals, responsible for establishing and 

monitoring all risk management policies of the firm, including, but not limited to 

limits and guidelines, counterparty exposure, and hedging. The following individuals 

comprise the Risk Management Committee; Matthew Samuelowitz (Chair, Senior 

Risk Manager), John Fosina (Chief Financial Officer), Todd Saumier (Global Head of 

Operations), Mark Schein (Chief Compliance Officer), Derek Toross (Treasurer), Jeff 

Weber (President & Chief Operating Officer). The Risk Department supports the Risk 

Management Committee and York’s overall risk management process. The committee 

meets formally every week to review portfolio level risk, including exposures, 

concentrations, leverage and other relevant statistics. 

1.7 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by State Street Bank Europe Limited. 

2 General 

The Sub-Fund’s assets will be predominantly invested in equities listed on a Regulated 

Market, either directly or through financial derivative instruments including (but not limited 

to) OTC swap transactions on an arm’s length basis with counterparties approved by the 

Board of Directors, options, forward contracts and futures. 

The net market exposure of the Sub-Fund may vary according to the Investment Manager’s 

view of market prospects and the Sub-Fund may be net short of markets or net long of 

markets. Where the Investment Manager wishes to take short positions, it will do so 

exclusively through the use of financial derivative instruments. Some of the Sub-Fund’s 

assets may also be held on an ancillary basis in cash or cash equivalents, pending 

reinvestment, if this is considered appropriate to the investment objective. Any such 

investments will generally not be held for speculative purposes, but will be ancillary to the 

primary investment strategy of the Sub-Fund. 

The Sub-Fund’s assets will, together with any cash or cash equivalents and any fees and 

expenses, be valued on each Valuation Day in order to determine the Net Asset Value of the 

Sub-Fund on each Valuation Day. The pricing of OTC Derivative contracts will be 

performed independently of the trading desks of the OTC swap counterparties, which are the 

counterparties to the Sub-Fund in respect of OTC Derivative contracts. 
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3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 4 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a basket of transferable securities and 

derivatives, the values of which may rise and fall. Hence, investors should note that the 

value of their investment could fall as well as rise and they should accept that there is 

no guarantee that they will recover their initial investment. Investors could lose the 

whole of their initial investment. 

Investors should also refer to the “Risk Factors” in section 8 of the Prospectus, more 

specifically section 8.2 “Market Risks”, section 8.4.17 “Risks associated with investing 

in the People’s Republic of China (PRC)”, section 8.4.18 “Trading in securities through 

Shanghai-Hong Kong Stock Connect” and section 8.5 “Use of Derivatives” of the 

Prospectus as well as the “Information required by the securities laws of certain 

jurisdictions” in section 19 of the Prospectus since the Sub-fund will be investing in 

Securities in India and China. 

Risk Arbitrage Transactions 

The Sub-Fund may purchase securities at prices slightly below the anticipated value of the 

cash, securities or other consideration to be paid or exchanged for such securities, in a 

proposed merger, exchange offer, tender offer, spin-off or other similar transaction. Such 

purchase price may be substantially in excess of the market price of the securities prior to the 

announcement of the merger, exchange offer, tender offer, spin-off or other similar 

transaction. The consummation of such transactions can be prevented or delayed by a variety 

of factors. If the proposed transaction later appears likely not to be consummated or in fact is 

not consummated or is delayed, the market price of the securities purchased by the Sub-Fund 

may decline sharply and result in losses to the Sub-Fund. In certain transactions, the Sub-

Fund may not be “hedged” against market fluctuations. This can result in losses, even if the 

proposed transaction is consummated. 

In addition, short exposure to a security involved in a merger or exchange offer may be 

gained by use of derivatives by the Sub-Fund in the expectation that the short derivative 

exposure will be covered by delivery of such security upon such merger or exchange. 

If the merger or exchange offer is not consummated, the Sub-Fund may be forced to cover 

its short exposure at a higher price than its short sale price, resulting in a loss. 

Financial and Market Risks of Bankrupt and Special Situation Companies 

The Sub-Fund may invest in securities of issuers in weak financial condition, experiencing 

poor operating results, having substantial financial needs or negative net worth, facing 

special competitive or product obsolescence problems, or involved in bankruptcy or 
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reorganization proceedings. Investments of this type involve substantial financial and 

business risks that can result in substantial or total losses. 

Asian Risks 

A substantial portion of the Sub-Fund’s assets will be invested in securities issued by Asian 

issuers traded on Asian exchanges and markets. Any Asian country or regional specific 

financial, political, economic or other event or news originating from or related to Asia 

could therefore adversely affect the performance of the Sub-Fund in a significant manner. 

Some investments will be made in securities issued by Asian issuers on emerging Asian 

markets, which involves additional risks and special considerations not typically associated 

with investing in other more established economies or securities markets. Such risks may 

include (i) increased risk of nationalisation or expropriation of assets or confiscatory 

taxation, (ii) greater social, economic and political uncertainty including war, (iii) higher 

dependence on exports and the corresponding importance of international trade, (iv) greater 

volatility and small capitalisation of securities markets, (v) greater volatility in currency 

exchange rates, (vi) greater risk of inflation, (vii) greater controls on foreign investment and 

limitations on repatriation of invested capital and on the ability to exchange local currencies 

for Euros, (viii) increased likelihood of governmental involvement in and control over the 

economies, (ix) governmental decisions to cease support of economic reform programs or to 

impose centrally planned economies, (x) differences in auditing and financial reporting 

standards which may result in the unavailability of material information about issuers, (xi) 

less extensive regulation to the securities markets, and (xii) longer settlement periods for 

securities transaction and less reliable clearance and custody arrangements. 

Prolonged Declines of Japanese Equity Markets 

The Japanese equity markets (as represented by the Nikkei 225 index) experienced a 

prolonged period of decline from 1990 through the end of 2002. Any prolonged periods of 

Japanese or other Asian stock market declines in the future may make it more difficult for 

the Sub-Fund to achieve its investment objective. 

Possible Trade or Business Within the United States 

A portion of the assets of the Sub-Fund will be invested in the U.S. markets. The Sub-Fund 

intends to limit its activities within the United States and otherwise conduct its affairs and 

structure its investments so that, to the extent feasible and consistent with its overall 

investment objectives, it will not be treated as engaged in a trade or business within the 

United States. If the Sub-Fund were nevertheless considered to be engaged in a trade or 

business within the United States, income and gain of the Sub-Fund that was treated as 

“effectively connected” with that U.S. trade or business would be subject to U.S. federal 

income tax at graduated rates and, in addition, subject to an additional “branch profits” tax. 

The Sub-Fund’s payment of those taxes, if required, could result in a reduction of the 

amount of assets available for distribution to investors. 

Distressed Securities 

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. Investors 

should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 
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Investment Approach 

York has broad investment powers and flexibility, including, among other things, the power 

to take short positions in securities by means of derivative contracts, the power to trade on 

margin through derivative instruments and the power to trade in all types of currencies, 

futures contracts on regulated exchanges, forward contracts, commodity indices, swaps, 

options on the foregoing and other derivatives and other instruments and types of 

investments not described in this Prospectus. 

Certain Fees and Expenses Charged to the Sub-Fund 

The Sub-Fund will be obligated to reimburse York for certain of its out-of-pocket costs and 

expenses in connection with the Investment Management Agreement, including, but not 

limited to, external research expenses and investment-related travel expenses. These fees and 

expenses include those related to potential purchases and sales even if not consummated as 

well as for general research which may benefit the Sub-Fund and other accounts managed by 

York or its affiliates and which may, along with the fees and expenses associated with legal 

counsel and certain other agents and consultants retained by or on behalf of the Sub-Fund, 

whether or not directly useful to the Sub-Fund, be allocated among the Sub-Fund and other 

accounts managed by York or its affiliates. Such allocation may be based on the ratio that the 

total assets in the Sub-Fund bears to all other accounts managed by York or its affiliates or 

such other ratio that York deems appropriate in its discretion. In such circumstances, the 

Sub-Fund may pay a greater or smaller portion of such fees and expenses than if an attempt 

were made to allocate such fees and expenses directly based on the direct benefit to the Sub-

Fund and such other accounts managed by York or its affiliates. No expenses will be charged 

to the Sub-Fund unless York, in its judgement, deems that the Sub-Fund will benefit from 

the related service. 

Selection of Brokers and Dealers 

In selecting brokers or dealers to execute particular transactions, York will act in full 

compliance with all applicable laws and regulations to which it is subject. The Investment 

Manager may effect transactions or arrange for the effecting of transactions through brokers 

with which it has arrangements whereby the broker agrees to use a proportion of the 

commission earned on such transactions to discharge the broker’s own costs or the costs of 

third parties in providing certain services to the Investment Manager. The services which can 

be paid for under such arrangements are those permitted under the jurisdiction of the 

Investment Manager, namely those that relate to the execution of transactions on behalf of 

customers or the provision of investment research to the Investment Manager. The benefits 

provided under such arrangements will assist the Investment Manager in the provision of 

investment management services to the Sub-Fund and to other third parties. Specifically, the 

Investment Manager may agree that a broker shall be paid a commission in excess of the 

amount another broker would have charged for effecting such transaction so long as, in the 

good faith judgement of the Investment Manager, the amount of the commission is 

reasonable in relation to the value of the brokerage and other services provided or paid for 

by such broker. Such services, which may take the form of research, analysis and advisory 

services, including (depending on the precise nature of the services) market price services, 

electronic trade confirmation systems or third party electronic dealing or quotation systems, 

may be used by the Investment Manager in connection with transactions in which the Sub-

Fund will not participate. 
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5 Reference Currency 

The Reference Currency of the Sub-Fund is the EUR. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“shares and other financial assets’ UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund is each Valuation Day which is a Wednesday, provided 

that in any case where such Dealing Day would fall on a day observed as a holiday, such 

Dealing Day shall then be the next Banking Day following such holiday. In addition, the Net 

Asset Value is calculated on every Banking Day, for reporting and fee calculation purposes 

only. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. The 

Dealing Deadline is 12 noon Luxembourg time on the third Banking Day prior to the 

relevant Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 3
rd

 November, 2010. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in the 

table Summary of Shares; the fees will be payable out of the assets attributable to the 

relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2.25% per annum of the Net Asset Value of the relevant Share Class (as specified in 

the table Summary of Shares below), prior to reduction for any accrued Performance 

Fee. The Investment Management Fee shall be calculated and accrued daily as an 

expense of the relevant Share Class and shall be payable monthly in arrears. 

(ii) the Management Company will receive a Distribution Fee of up to 2.25% per annum 

of the Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee (as specified in the table 

Summary of Shares below). 

For the avoidance of doubt, in regard to any specific Share Class, the aggregate of the 

Investment Management Fee and the Distribution Fee will not exceed the amount 

stated in the table below entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of up to 25% of New Net 

Appreciation calculated by reference to each Share Class’s High Water Mark or 

Benchmark (as specified in the table Summary of Shares). The New Net 

Appreciation of a Share Class shall be calculated for each Share of the relevant 

Share Class in issue and shall equal the amount, if any, by which the Net Asset Value 
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of the relevant Share Class (prior to reduction for any accrued Performance Fee) as of 

the end of the relevant Calculation Period exceeds the sum of the Aggregate 

Benchmark Amount for such Calculation Period (if applicable) and the High Water 

Mark. Such amounts then shall be aggregated to determine the New Net Appreciation 

of the relevant Share Class. 

(iv) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 

Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 

FX Hedging Profits and Losses 

Shareholders of the Non-Euro Share Classes will be subject to the risk that the value of their 

respective functional currency will fluctuate against the Euro. Any profit and loss resulting 

from FX hedging will be allocated only to the Non-Euro Share Class to which the specific 

hedge relates. Due to the foregoing, each class of Shares may differ from each other in their 

overall performance. 

10 Investment Manager 

The Investment Manager, founded in 2008, is part of the York Capital Management group of 

companies. York Capital Management is a well established group founded in 1991, 

specialising in multi-strategy, event driven trading strategies with approximately USD 23.4 

billion in assets under management, as of November 2014. The York Capital Management 

team consists of approximately 200 employees in total, of which approximately 55 are 

investment professionals, with offices in New York, London and Hong Kong. 

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table at the end of the 

Supplement. 
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Summary of Shares 

Name EUR A (acc) USD A (acc) GBP A (acc) GBP A (inc) CHF A (acc) SEK A (acc) EUR B (acc) USD B (acc) 

Type Institutional Institutional Institutional Institutional Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP GBP CHF SEK  EUR USD 

Combined 

Investment 

Management and 

Distribution Fee 

1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 

Performance Fee 25% of New Net 

Appreciation 

25% of New Net 

Appreciation 

25% of New Net 

Appreciation 

25% of New Net 

Appreciation 

25% of New Net 

Appreciation 

25% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

Benchmark EONIA EONIA EONIA EONIA EONIA EONIA  None None 

Sales charge 0% 0% 0% 0% 0% 0% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation Capitalisation 
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Name GBP B (acc) GBP B (inc) CHF B (acc) SEK B (acc) EUR Z (acc) GBP Z (acc) EUR C (acc) USD C (acc) 

Type Institutional Institutional Institutional Institutional Available to 

appointed 

distributors only 

Available to 

appointed 

distributors only 

Retail Retail 

Form Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency GBP GBP CHF SEK EUR GBP EUR USD 

Combined 

Investment 

Management and 

Distribution Fee 

1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 1.5% p.a. 2.25% p.a. 2.25% p.a. 

Performance Fee 20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

Benchmark None None None None None None NONE NONE 

Sales charge 0% 0% 0% 0% Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Distributing Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name GBP C (acc) CHF C (acc) SEK C (acc) EUR D (acc) USD D (acc) GBP D (acc) CHF D (acc) 

Type Retail Retail Retail Available to Institutional 

Investors only until the 

earlier of (i) the Sub-

Fund’s NAV being 

greater than or equal to 

$100 million, or (ii) a date 

to be decided by the 

Directors in conjunction 

with the Investment 

Manager. 

Available to Institutional 

Investors only until the 

earlier of (i) the Sub-

Fund’s NAV being 

greater than or equal to 

$100 million, or (ii) a date 

to be decided by the 

Directors in conjunction 

with the Investment 

Manager. 

Available to Institutional 

Investors only until the 

earlier of (i) the Sub-

Fund’s NAV being 

greater than or equal to 

$100 million, or (ii) a 

date to be decided by the 

Directors in conjunction 

with the Investment 

Manager. 

Available to Institutional 

Investors only until the 

earlier of (i) the Sub-Fund’s 

NAV being greater than or 

equal to $100 million, or (ii) 

a date to be decided by the 

Directors in conjunction 

with the Investment 

Manager. 

Form Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

GBP CHF SEK EUR USD GBP CHF 

Combined 

Investment 

Management 

and Distribution 

Fee 

2.25% p.a. 2.25% p.a. 2.25% p.a. 1.25% p.a. 1.25% p.a. 1.25% p.a. 1.25% p.a. 

Performance Fee 20% of New 

Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

Benchmark NONE NONE NONE NONE NONE NONE NONE 

Sales charge Up to 5% Up to 5% Up to 5% 0% 0% 0% 0% 

Redemption 

charge 

0% 0% 0% 0% 0% 0% 0% 

Administrative 

and Operating 

Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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SIXTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – 

GRAHAM CAPITAL SYSTEMATIC MACRO UCITS FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – GRAHAM CAPITAL SYSTEMATIC 

MACRO UCITS FUND (the Sub-Fund). 

1 Investment Objective, Policy and Process 

1.1 Investment Objective 

The investment objective of the Sub-Fund is to achieve long-term capital appreciation 

through professionally managed trading in global fixed income, foreign exchange, 

commodity indices, and equity indices. The Sub-Fund seeks to achieve its objective 

by utilising multiple computerised models to identify certain price patterns that have 

very specific characteristics, indicating a high probability that a significant directional 

move will occur. The models will generate trade signals which seek to take advantage 

of such directional moves. Such model(s) trade in a number of different instruments 

spanning foreign currencies both spot and forward, stock indices, fixed income 

securities and fixed income derivatives, and commodity indices, accessed through the 

use of derivatives. There can be no assurance that the Sub-Fund will achieve its 

investment objective. All short-selling will be achieved through the use of derivatives 

only. 

1.2 Investment Policy 

The Sub-Fund’s investment strategy employs multiple distinct proprietary 

computerised models each of which are systematic in their nature. The quantitative 

investment program is based on computerised, trend-following mathematical models 

developed by the Investment Manager’s quantitative research teams, and relies 

primarily on technical rather than fundamental information as the basis for trade 

decisions. The trend systems are designed to participate selectively in potential profit 

opportunities that can occur during periods of price trends in a diverse number of 

U.S. and international markets. The trend systems establish positions in markets 

where the price action of a particular market signals the computerized systems used 

by the Investment Manager (as defined below) that a potential trend in prices is 

occurring. The trend systems are designed to analyse mathematically the recent 

trading characteristics of each market and statistically compare such characteristics to 

the historical trading patterns of the particular market. The trend systems also employ 

proprietary risk management and trade filter strategies that seek to benefit from 

sustained price trends while reducing risk and volatility exposure. The multiple 

proprietary quantitative strategies trade a broad range of futures and forward markets 

including, but not limited to, short rates, bonds, equity indices, foreign exchange, and 

commodity indices. The holding periods of the various investment styles range from 

intraday to several months. 

The Sub-Fund will, through the use of OTC derivatives, invest in UCITS eligible 

diversified commodity indices. The Sub-Fund may use a selection of long holdings 

and short holdings through OTC derivatives in these indices, which when held in 

conjunction, allows the Sub-Fund to achieve its target allocation to specific 
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underlying commodities as prescribed by their trend systems. Using this commodity 

strategy to achieve the target allocation through these indices may result in exposure 

equivalent to that achieved when trading single underlying commodities. In addition, 

it may result in higher leverage based on the sum of notionals of financial derivative 

instruments’ approach as detailed below. 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute 

value at risk (VaR) approach to monitor its global exposure resulting from the use of 

financial derivative instruments. 

The Sub-Fund trades primarily in the Futures and FX forward markets. The Sub-

Fund’s investment strategy is driven by a volatility target model which is designed to 

restrain the inherent downside risks of the portfolio. 

One of the key components of the portfolio is short term interest rate derivatives. 

Short term interest rate derivatives have extremely low duration and therefore low 

volatility. In order to ensure that the Sub-Fund achieves it’s target risk/return when 

investing in short term interest rate derivatives, the Sub-fund may invest in large 

notional of these products. Despite the larger exposures in financial derivative 

instruments, the volatility target model regulates the risks the Sub-Fund employs to 

create returns. As volatility increases, the model will reduce leverage in order to 

maintain their volatility target. The model allows the manager to ensure allocation to 

each product type is optimised for its risk-adjusted returns. 

There are two methods of calculating the leverage of the Sub-Funds: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Funds’ assets under management through the use of financial 

derivative instruments. The sum of notionals of financial derivative instruments 

approach defines the leverage as the sum of the absolute value of the notional of all 

financial derivative instruments in the relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the 

Sub-Fund’s expected level of leverage will generally vary from 1000% to 3700% of 

the Sub-Fund’s NAV. Based on the commitment approach, the Sub-Fund’s expected 

level of leverage will generally vary from 1000% to 3000% of the Sub-Fund’s NAV. 

The Sub-Fund’s level of leverage may possibly be higher under certain circumstances 

including but not limited to a low market volatility environment. 

1.3 Investment Approach 

The quantitative and systemic models are driven by research and technical analysis 

rather than a fundamental basis. Research at the Investment Manager is conducted 

pursuant to a well-defined process premised upon both the academic rigors associated 

with the scientific method and real-world practical considerations. New trade ideas 

are both academic and market-driven in nature. 

The Sub-Fund is comprised of a diversified set of quantitative investment strategies 

designed to produce absolute and risk-adjusted returns in a variety of market 

environments. Buy and sell signals are generated by the modules based on carefully 

crafted, research driven investment methodologies. In addition, dynamic risk models 
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overlay specific strategies and help to adjust position size based on the relative 

attractiveness of the current environment. 

1.4 Investment Process 

Trading signals for the entire program are generated by the underlying models. 

Generally, the Investment Manager does not override the trading models, however the 

Investment Manager may intervene and partially or entirely liquidate positions in 

unusual market conditions where, at its sole discretion, it believes that the risk-reward 

characteristics have become unfavourable. 

1.5 Risk Management 

As specified in section 11.6 “Risk Manager” of the Prospectus, the Management 

Company is responsible under the supervision of the Board of Directors for the risk 

management in relation to the Sub-Fund and may, as the case may be, give 

instructions at any time to the Investment Manager with a view to complying with the 

Investment Restrictions. 

The risk management is also embedded into the investment management function 

performed by the Investment Manager who will use quantitative and qualitative 

methods to estimate the level of risk for the Sub-Fund. The Investment Manager 

expects that the use of systematic risk-control, built within the modules, will help to 

control overall portfolio risk. 

In addition to rules developed within the modules, the Investment Managers has 

deployed an independent risk management team which continually monitors the risk 

of the Sub-Fund using both internal and industry-recognised standards to ensure 

compliance with portfolio level limits established.  

1.6 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by State Street Bank Europe Limited. 

2 General 

The Sub-Fund’s assets will be predominantly invested in debt, equity index, foreign 

exchange, commodity index and energy index instruments, typically through financial 

derivative instruments including futures as well as forward currency contracts and OTC 

swap transactions, both traded on an arm’s length basis with counterparties approved by the 

Board of Directors. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 6 out of 7, with 1 being the lowest risk and 7 being the highest risk. 
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4 Specific Risk Warnings 

The value of the Sub-Fund’s assets is linked to a basket of transferable securities and 

derivatives, the values of which may rise and fall. Hence, investors should note that the 

value of their investment could fall as well as rise and they should accept that there is 

no guarantee that they will recover their initial investment. Investors could lose the 

whole of their initial investment. 

Investors should also refer to the “Risk Factors” in section 8 of the Prospectus, more 

specifically section 8.2 Market Risks and section 8.5 Use of Derivatives of the 

Prospectus. 

5 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“mixed UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund is every Banking Day. Shares in the Sub-Fund may be 

subscribed for or redeemed on any Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 1
st
 December, 2010. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in the 

table Summary of Shares; the fees will be payable out of the assets attributable to the 

relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2.10% per annum of the Net Asset Value of the relevant Share Class (as specified in 

the table Summary of Shares below), prior to reduction for any accrued Performance 

Fee. 

(ii) the Management Company will receive a Distribution Fee of up to 2.10% per annum 

of the Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee (as specified in the table 

Summary of Shares below). 

For the avoidance of doubt, in regard to any specific Share Class, the aggregate of the 

Investment Management Fee and the Distribution Fee will not exceed the amount 

stated in the table below entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of up to 20% of New Net 

Appreciation calculated by reference to each Share Class’s High Water Mark (as 
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specified in the table Summary of Shares). The New Net Appreciation of a Share 

Class shall equal the amount, if any, by which the Net Asset Value of the relevant 

Share Class (prior to reduction for any accrued Performance Fee) as of the end of the 

relevant Calculation Period exceeds the High Water Mark attributable to such Share 

Class 

(iv) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 

Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 

10 Investment Manager 

The Sub-Fund will be managed by Graham Capital Management, L.P., a Delaware limited 

partnership formed in May of 1994. Since July 1994, the Investment Manager has been 

registered with the Commodity Futures Trading Commission and has been a member of the 

National Futures Association as a Commodity Pool Operator and Commodity Trading 

Advisor. 

Graham Capital Management, L.P. was founded in 1994 by Kenneth G. Tropin. The total 

assets under management for the firm stood at approximately $6.3 billion as of July, 2010. 

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table at the end of the 

Supplement. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) EUR Z (acc) GBP Z (acc) 

Type Institutional Institutional Institutional Institutional Available to appointed 

distributors only 

Available to appointed 

distributors only 

Form Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP GBP EUR GBP 

Minimum Initial 

Subscription Amount 

€1,000,000 $1,000,000 £1,000,000 £1,000,000 €10,000 £10,000 

Combined Investment 

Management and 

Distribution Fee 

1.35% p.a. 1.35% p.a. 1.35% p.a. 1.35% p.a. 1.35% p.a. 1.35% p.a. 

Performance Fee 20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

Benchmark None None None None None None 

Sales charge 0% 0% 0% 0% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation 
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Name EUR C (acc) USD C (acc) GBP C (acc) EUR D (acc) USD D (acc) GBP D (acc) USD Management 

(acc) 

Type Retail Retail Retail Institutional / Share 

class closed to new 

investment. The 

Directors in 

conjunction with the 

Investment Manager 

may re-open this 

Class for further 

investment. 

Institutional / Share 

class closed to new 

investment. The 

Directors in 

conjunction with the 

Investment Manager 

may re-open this 

Class for further 

investment. 

Institutional / Share 

class closed to new 

investment. The 

Directors in 

conjunction with the 

Investment Manager 

may re-open this 

Class for further 

investment. 

Only available to 

employees of 

Graham Capital 

Management and 

their affiliates  

Form Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP EUR USD GBP USD 

Minimum Initial 

Subscription 

Amount 

€10,000 $10,000 £10,000 €1,000,000 $1,000,000 £1,000,000 $10,000 

Combined 

Investment 

Management and 

Distribution Fee 

2.10% p.a. 2.10% p.a. 2.10% p.a. 1.35% p.a. 1.35% p.a. 1.35% p.a 0% p.a. 

Performance Fee 20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

0% of New Net 

Appreciation 

Benchmark None None None None None None None 

Sales charge Up to 5% Up to 5% Up to 5% 0% 0% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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SEVENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – AQR GLOBAL RELATIVE VALUE UCITS FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – AQR GLOBAL RELATIVE VALUE 

UCITS FUND (the “Sub-Fund”). 

1 Investment Objective, Policy and Process 

1.1 Investment Objective 

The investment objective of the Sub-Fund is to produce high, risk-adjusted returns 

while targeting a low long term average correlation to the traditional markets. This is 

achieved through the use of nine sub-strategies, set out below under the Investment 

Policy. The Sub-Fund attempts to capture the systematic component of dynamic 

trading strategies traditionally pursued by absolute return managers using a rigorous, 

risk controlled investment approach. The Sub-Fund achieves its objective by 

investing internationally in a broad range of instruments, including, but not limited to, 

equities, bonds, currencies, credit derivatives, convertible securities, futures, 

forwards, options, swaps and other derivative products. The Sub-Fund will attempt to 

achieve its exposure to equities and convertible bonds solely through the purchase 

and sale of the underlying securities using derivatives. 

The Sub-Fund will not gain outright short exposure by short selling securities 

directly. All short exposure will be taken through the use of derivatives only. 

1.2 Investment Policy 

The Sub-Fund’s investment strategy employs numerous investment sub-strategies: 

 Long/Short Equity and Equity Market Neutral: This strategy provides long and 

short exposure to a diversified portfolio of equities. This strategy is 

implemented using primarily a combination of total return swaps and stock 

index futures. This strategy is currently employed for equities in the following 

countries/regions: U.S., U.K., Continental Europe and Japan. 

 Global Macro: This strategy provides long and short exposure to developed 

country equity markets, using primarily stock index futures, options and/or 

swaps; long and short currency exposure to developed markets, using 

primarily forward contracts; long and short exposure to developed country 

bond markets, using primarily bond futures and/or interest rate swaps; and 

long and short exposure to developed country interest rate markets, using 

primarily interest rate futures. 

 Emerging Markets: This strategy provides long and short exposure to 

emerging country equity markets, using primarily swaps and other derivative 

instruments; long and short currency exposure to emerging markets, using 

primarily forward and non-deliverable forward contracts; long and short 

exposure to a basket of liquid equity securities issued on emerging and 

developed markets exchanges; and long and short exposure to a diversified 
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portfolio of emerging equities, using primarily total return swaps and stock 

index futures. 

 Convertible Arbitrage: This strategy utilises quantitative and systematic risk-

control methods generally to take positions in various global convertible debt 

and preferred securities and an offsetting position in various global equities 

directly linked to the convertible securities. For this sub-strategy, the 

Investment Manager collaborates with CNH Partners, LLC (“CNH”), which is 

an established joint venture created by AQR and RAIM Corp. RAIM Corp. 

was formed by Mark Mitchell and Todd Pulvino, who are principals of CNH. 

The Investment Manager employs CNH to perform research, investment 

management, and trade execution services for the convertible arbitrage 

strategy. This strategy will be implemented using primarily total return equity 

swaps, credit default swaps, bond futures, interest rate futures, stock index 

futures, currency forwards, and options. 

 Managed Futures: This strategy provides long and short exposure to developed 

country equity markets, using primarily stock index futures, index options 

and/or index swaps; long and short exposure to emerging country equity 

markets, using primarily equity swaps and other equity derivative instruments; 

long and short exposure to developed country bond markets, using primarily 

bond futures and/or interest rate swaps; and long and short currency exposure 

to developed markets, using primarily forward contracts. 

 Dedicated Short Bias: This strategy provides long and short exposure to a 

diversified portfolio of equities, primarily to capture stocks whose returns are 

likely to go down in the future while attempting to hedge common factor 

exposures. This strategy is implemented using primarily a combination of total 

return swaps and stock index futures. This strategy is currently employed for 

equities in the following countries/regions: U.S., U.K., Continental Europe, 

Japan, Australia, Asia ex-Japan and Canada. 

 Event Driven: This strategy attempts to capitalize on price discrepancies and 

returns generated by corporate activity. An example is merger arbitrage which 

will attempt to employ a diversified, disciplined strategy to capture the returns 

from holding a long/short portfolio of stocks of companies involved in 

mergers. For this sub-strategy, the Investment Manager collaborates with CNH 

and employs CNH to perform research, investment management, and trade 

execution services for the strategy. This strategy will be implemented using 

primarily total return equity swaps, stock index futures, currency forwards and 

options. 

 Fixed Income Arbitrage: This strategy provides long and short exposure to 

developed country bond markets, using primarily bond futures and/or interest 

rate swaps; long and short exposure to developed interest rate markets, using 

primarily interest rate futures; long and short currency exposure to developed 

markets, using primarily forward contracts; and long and short exposure to 

broad investment grade credit markets, using the Dow Jones CDX credit 

default swap indices. 
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In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute 

value at risk (VaR) approach to monitor its global exposure resulting from the use of 

financial derivative instruments. 

The Sub-Fund’s investment strategy includes well diversified portfolio of hedge fund 

strategies, including the following: Convertible Arbitrage, Event Driven (includes 

Merger Arbitrage), Fixed Income Relative Value, Equity Market Neutral, Long/Short 

Equity, Dedicated Short Bias, Global Macro, Managed Futures, and Emerging 

Markets. The uncorrelated nature of the different absolute return strategies allows the 

Sub-fund to have a low volatility while displaying a relatively high financial 

derivative exposure. In order to achieve the target risk/return, relative value strategies 

have to hedge their market risk. The Sub-Fund uses financial derivatives to hedge 

market risk. 

The Sub-Fund monitors the volatility of individual strategies and may reduce risk if 

conditional volatility is higher than normal/expected. The target volatility of the 

overall Sub-Fund may be reduced through systematic drawdown control procedures. 

The model allows the Investment Manager to adjust allocation to each strategy, 

considering its forecast risk-adjusted returns and opportunity set. 

There are two methods of calculating the leverage of the Sub-Funds: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Funds’ assets under management through the use of financial 

derivative instruments. The sum of notionals of financial derivative instruments 

approach defines the leverage as the sum of the absolute value of the notional of all 

financial derivative instruments in the relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the 

Sub-Fund’s expected level of leverage will generally vary from 1000% to 2800% of 

the Sub-Fund’s NAV, out of which 600% to 1800% represents investments in short-

term interest rate futures. Based on the commitment approach, the Sub-Fund’s 

expected level of leverage will generally vary from 900% to 2600% of the Sub-

Fund’s NAV, out of which 500% to 1600% represents investments in short-term 

interest rate futures. The Sub-Fund’s level of leverage may possibly be higher under 

certain circumstances including but not limited to a low market volatility 

environment. 

1.3 Investment Approach 

The Sub-Fund aims to deliver efficient exposure to a well-diversified portfolio of 

hedge fund strategies, including the following: Convertible Arbitrage, Event Driven 

(includes Merger Arbitrage), Fixed Income Relative Value, Equity Market Neutral, 

Long/Short Equity, Dedicated Short Bias, Global Macro, Managed Futures, and 

Emerging Markets. The strategy of the Sub-Fund is to efficiently and systematically 

capture a diversified set of absolute return strategies through one fund offering. Using 

a bottom-up, clearly defined investment process, the strategy provides transparent 

exposure to the sub-strategies and dynamically allocates capital according to the 

conditional attractiveness of each underlying strategy. The result is a high risk-

adjusted expected return stream with low correlation to traditional asset classes. 
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The investment research teams of the Investment Manager (as defined below) are led 

by an Investment Committee which meets periodically to cover such items as 

performance, risk management, tactical and strategic positioning, and research. The 

Investment Committee utilises both quantitative analysis and qualitative assessment 

to determine appropriate weightings across the sub-strategies and will adjust 

weightings as market volatility, or the relative attractiveness of an opportunity 

changes. 

AQR Capital Management, LLC (“AQR” or the “Investment Manager”) emphasizes 

a team-based approach to both research and portfolio management. Under the 

direction of the Investment Committee, the investment research and portfolio 

management teams oversee the strategy research, portfolio management and industry 

research of the Sub-Fund, including the refinement of existing strategies, and the 

pursuit of new hedge fund strategies for possible addition to the Sub-Fund. Senior 

members of these teams include Ronen Israel, Mark Mitchell and Todd Pulvino, all of 

whom are either Principals of AQR or CNH, an affiliate of AQR. Ronen Israel and 

Mark Mitchell also serve on the Investment Committee. 

1.4 Investment Process 

The Investment Manager applies a systematic and disciplined process to its 

investment and risk management. Decisions are made based on a fundamental, 

research-driven process, where they apply quantitative tools to help structure and 

rebalance portfolios and trade securities. 

Portfolio Construction 

The Sub-Fund is constructed, at both the strategy level and the portfolio level, to 

provide investors with truly diversifying returns. The Sub-Fund is broadly diversified 

across a range of global markets. In addition, the Sub-Fund is specifically controlled 

for traditional passive long equity market exposure at the overall portfolio level, 

while at times allowing modest active long or short equity market exposure through 

tactical bets. 

Strategy Level 

Each of the sub-strategies are constructed using AQR’s bottom-up systematic process. 

In contrast to the overall Sub-Fund, which is designed to be equity market neutral on 

average, at the strategy level, the Sub-Fund may allow some minor equity-based 

systematic risk. For example, the equity long/short strategy will typically have a 

slightly long equity market exposure (depending dynamically on the market’s recent 

performance), while the dedicated short bias strategy has a slightly negative equity 

market exposure. The equity market neutral strategy on the other hand is built to be 

truly equity market neutral at all times. On net, the equity exposures from the sub-

strategies all should cancel out at the portfolio level on average, and when they do 

not, AQR’s exposure control policy will be activated (unless the portfolio is tactically 

positioned for a modest long or short equity market exposure). The sub-strategies are 

overseen by the senior portfolio managers and supported by asset allocation team 

members, equity strategies team members and arbitrage team members who are 

responsible for implementing each sub-strategy’s systematic investment process. 



 

185 

Portfolio Level 

Once each strategy has been individually constructed, AQR combines them into a 

single portfolio using a long term strategic risk weighting process and a tactical risk 

allocation. By combining these two methods, AQR feels it can achieve long-term 

goals while opportunistically taking advantage of attractive strategies. That being 

said, AQR’s portfolio construction process focuses on adding value through equal 

risk weighting over the long-term. 

Sizing Positions 

The Investment Committee sets both the long-term strategic risk weights across the 

individual sub-strategies which will vary only slightly over time, as well as short-

term tactical weightings which may deviate from the long-term strategic targets due 

to shorter term market risks or opportunities. Both the long-term strategic risk 

weights and the shorter term tactical shifts are determined by the committee using 

quantitative inputs and subjective assessment of the current market environment. The 

short-term tactical overweights are designed to vary only modestly from the strategic 

weights with a maximum overweight of approximately 1.2x the strategic risk weight. 

However, there is no limit on the tactical underweights and the Investment 

Committee has the discretion to remove a sub-strategy from the Sub-Fund either 

temporarily or indefinitely if the perceived risks of the sub-strategy outweigh the 

potential benefits. 

While the long-term strategic and short-term tactical weights across each sub-strategy 

are determined by the Investment Committee, each sub-strategy is implemented by 

the Sub-Fund investment teams using a systematic investment process. Each sub-

strategy is managed by investment specialists that focus on each sub-strategy and 

ensure that the systematic investment process is adhered to. For the Convertible 

Arbitrage and Event Driven sub-strategies, AQR collaborates with CNH and employs 

CNH to perform part of the investment management services. 

1.5 Risk Management 

As specified in section 11.6 “Risk Manager” of the Prospectus, the Management 

Company is responsible under the supervision of the Board of Directors for the risk 

management in relation to the Sub-Fund and may, as the case may be, give 

instructions at any time to the Investment Manager with a view to complying with the 

Investment Restrictions. 

The risk management is also embedded into the investment management function 

performed by the Investment Manager who will use quantitative and qualitative 

methods to estimate the level of risk for the Sub-Fund. The Investment Manager 

expects that the use of systematic risk control generally will lead to a highly 

diversified portfolio. The Investment Manager believes that a large set of small 

trades, coupled with systematic risk control, can offer a more attractive risk-adjusted 

return than a small set of large trades. 

In addition, the Investment Manager has deployed a risk management team which has 

developed a proprietary risk management system that is used to monitor a number of 

metrics daily (or intraday if needed), including VaR, stress losses, liquidity, 

drawdown, and exposures. Using this system, the risk management team produces 
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daily reports that are distributed to all senior portfolio managers near or before the 

start of trading.  

1.6 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by the Investment Manager. 

2 General 

The Sub-Fund’s assets will be predominantly invested in equities and bonds listed on a 

Regulated Market, either directly or through financial derivative instruments including (but 

not limited to) OTC swap transactions on an arm’s length basis with counterparties approved 

by the Board of Directors, options, forward contracts and futures. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 5 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a basket of transferable securities and 

derivatives, the values of which may rise and fall. Hence, investors should note that the 

value of their investment could fall as well as rise and they should accept that there is 

no guarantee that they will recover their initial investment. Investors could lose the 

whole of their initial investment. 

Investors should also refer to the “Risk Factors” in section 8 of the Prospectus, more 

specifically section 8.2 Market Risks and section 8.5 Use of Derivatives of the 

Prospectus. 

Distressed Securities  

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. Investors 

should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 

6 Reference Currency  

The Reference Currency of the Sub-Fund is the USD. 
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7 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“mixed UCIs” type. 

8 Dealing Day 

The Dealing Day of the Sub-Fund will be each Valuation Day which is a Wednesday, 

provided that in any case where such Dealing Day would fall on a day observed as a holiday, 

such Dealing Day shall then be the next Banking Day following such holiday. In addition, 

the Net Asset Value will be calculated on every Banking Day, for reporting and fee 

calculation purposes only. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. 

9 Launch Date 

The Sub-Fund was launched on 26
th

 January, 2011. 

10 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in the 

table Summary of Shares; the fees will be payable out of the assets attributable to the 

relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 2% 

per annum of the Net Asset Value of the relevant Share Class (as specified in the table 

Summary of Shares below), prior to reduction for any accrued Performance Fee. 

(ii) the Management Company will receive a Distribution Fee of up to 2% per annum of 

the Net Asset Value of the relevant Share Class calculated in the same manner as for 

the calculation of the Investment Management Fee (as specified in the table Summary 

of Shares below). 

For the avoidance of doubt, in regard to any specific Share Class, the aggregate of the 

Investment Management Fee and the Distribution Fee will not exceed the amount 

stated in the table below entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of up to 10% of New Net 

Appreciation calculated by reference to each Share Class’s Aggregate Benchmark 

Amount (as specified in the table Summary of Shares). The New Net Appreciation 

of a Share Class shall equal the amount, if any, by which the Net Asset Value of the 

relevant Share Class (prior to reduction for any accrued Performance Fee) as of the 

end of the relevant Calculation Period exceeds the sum of the Aggregate Benchmark 

Amount for such Calculation Period and High Water Mark attributable to such Share 

Class. Such amounts then shall be aggregated to determine the New Net Appreciation 

of the relevant Share Class. 

(iv) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 

Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 
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11 Investment Manager 

The Sub-Fund will be managed by AQR Capital Management, LLC (“AQR” or the 

“Investment Manager”), a Delaware limited liability company formed in January 1998. 

The Investment Manager is registered as an investment adviser under the Securities 

Exchange Commission Investment Advisers Act of 1940, as amended (the “Advisers Act”) 

and as a commodity pool operator and commodity trading advisor under the United States 

Commodity Exchange Act. CNH Partners, LLC, is a Delaware limited liability company 

registered as an Investment Adviser with the Securities and Exchange Commission under the 

Advisers Act. CNH will act as sub-manager (the Sub-Manager) to the Sub-Fund for the 

Convertible Arbitrage and Event Driven sub-strategies. In this regard, the Sub-Manager will 

contribute to the investment activities of the Sub-Fund, subject to supervision and ultimate 

control of the Investment Manager. All references to the “Investment Manager” in this 

Supplement shall be deemed to include the Sub-Manager to the extent appropriate. 

The Investment Manager’s founding principals, Clifford S. Asness, Ph.D., David G. 

Kabiller, CFA, John M. Liew, Ph.D. and several colleagues established AQR in January of 

1998. The total assets under management for the firm stood at approximately $98.7 billion as 

of December 31, 2013. 

12 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table at the end of the 

Supplement. 
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Summary of Shares 

Name EUR A (acc) EUR A (inc) USD A (acc) GBP A (acc) CHF A (acc) 

Type Institutional Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered Registered 

Reference Currency EUR EUR USD GBP CHF 

Combined Investment 

Management and 

Distribution Fee 

1% p.a. 1% p.a. 1% p.a. 1% p.a. 1% p.a. 

Performance Fee 10% of New Net Appreciation 10% of New Net Appreciation 10% of New Net Appreciation 10% of New Net Appreciation 10% of New Net Appreciation 

Benchmark EONIA EONIA ML 3 Month T Bill Index SONIA OIS 

Sales charge 0% 0% 0% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Dividend Policy Capitalisation Distributing Capitalisation Capitalisation Capitalisation 
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Name GBP A2 (acc) EUR Z (acc) GBP Z (acc) EUR C (acc) USD C (acc) GBP C (acc) 

Type Institutional Available to appointed 

distributors  

Available to appointed 

distributors  

Retail Retail Retail 

Form Registered Registered Registered Registered Registered Registered 

Reference Currency GBP EUR GBP EUR USD GBP 

Minimum Initial 

Subscription Amount 

£500,000 €10,000 £10,000 €10,000 $10,000 £10,000 

Combined Investment 

Management and 

Distribution Fee 

1% p.a. 1% p.a. 1% p.a. 2% p.a. 2% p.a. 2% p.a. 

Performance Fee 15% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

Benchmark SONIA EONIA SONIA EONIA ML 3 Month T Bill Index SONIA 

Sales charge 0% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name CHF C (acc) EUR D (acc) USD D (acc) GBP D (acc) USD Management (acc) 

Type Retail Institutional / Share class 

closed to new investment. The 

Directors in conjunction with 

the Investment Manager may 

re-open this Class for further 

investment. 

Institutional / Share class 

closed to new investment. The 

Directors in conjunction with 

the Investment Manager may 

re-open this Class for further 

investment. 

Institutional / Share class 

closed to new investment. The 

Directors in conjunction with 

the Investment Manager may 

re-open this Class for further 

investment. 

Only available to employees 

of AQR Capital Management 

and their affiliates 

Form Registered Registered Registered Registered Registered 

Reference Currency CHF EUR USD GBP USD 

Minimum Initial 

Subscription Amount 

10,000 CHF €1,000,000 $1,000,000 £1,000,000 $10,000 

Combined Investment 

Management and 

Distribution Fee 

2% p.a. 1% p.a. 1% p.a. 1% p.a. 0% p.a. 

Performance Fee 10% of New Net Appreciation 10% of New Net Appreciation 10% of New Net Appreciation 10% of New Net Appreciation 0% of New Net Appreciation 

Benchmark OIS EONIA ML 3 Month T Bill Index SONIA None 

Sales charge Up to 5% 0% 0% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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EIGHTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS 

– OCH-ZIFF EUROPEAN MULTI-STRATEGY UCITS FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – OCH-ZIFF EUROPEAN MULTI-

STRATEGY UCITS FUND (the “Sub-Fund”). 

1 Investment Objective, Policy and Process 

1.1 Investment Objective 

The Sub-Fund’s investment objective is to achieve consistent, absolute returns with 

low volatility, primarily by seeking to exploit pricing inefficiencies in equity and debt 

securities of European companies through the use of four investment strategies 

described below in the Investment Strategy. The Sub-Fund may invest in securities of 

companies domiciled or listed on a stock exchange outside of Europe to the extent 

that such companies (a) have significant operations in, or derive a significant portion 

of their revenue from, Europe or (b) are involved in a cross-border merger or other 

significant event with a company domiciled or listed on a stock exchange in Europe. 

In addition, the Sub-Fund may invest up to 10% of its assets (measured at the time an 

investment is made) in companies that are domiciled or listed on a stock exchange in 

countries outside of Europe and which do not have substantial operations in, or derive 

a significant portion of their revenue from, Europe and which are not involved in a 

cross-border merger or other significant event with a European company. The Sub-

Fund may invest in a broad range of financial instruments, including, but not limited 

to, equities, currencies, convertible securities and listed debt securities. The Sub-Fund 

may also invest in a range of derivative instruments, including, but not limited to, 

futures, forwards, options, swaps and other derivative products of which the 

underlying securities may be equities, debt securities, financial indices, convertible 

securities and currencies. All short exposure will be obtained through the use of 

derivatives. 

1.2 Investment Strategy 

The Sub-Fund employs a diverse investment strategy focusing on, among other items, 

(i) fundamental value-driven investing and (ii) event-driven investing where various 

corporate, legal or regulatory events would lead to a restructuring or alteration of the 

capital structure or operations of a corporation. The Sub-Fund’s investment strategy 

includes the following investment sub-strategies: 

 Long/Short Equity Special Situations: This strategy provides long and short 

exposure to a diversified portfolio of equities issued by companies involved in 

extraordinary corporate events such as changes in management, capital 

structure changes, recapitalisation and reorganisations, liquidations, 

divestitures, spin-offs and split-offs. By analysing the deemed effect of the 

proposed transaction by the company on the share price, the Investment 

Manager (as defined below) will look to take advantage of pricing 

discrepancies by taking either a long or short position prior to the 

consummation of the corporate transaction. 
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 Merger Arbitrage: Merger arbitrage strategies involve the purchase and sale of 

securities of companies involved in corporate reorganizations and business 

combinations, such as mergers, exchange offers, cash tender offers, spin-offs, 

leveraged buy-outs, restructurings and liquidations. 

 Convertible/Derivative Arbitrage: Convertible arbitrage strategies generally 

involve pricing relationships between convertible securities and related equity 

securities. This strategy utilises a mathematical and risk-controlled method to 

take positions in various global convertible debt and preferred securities and 

offsetting positions in various global equities directly linked to the convertible 

securities. 

 Credit: This strategy targets debt-oriented investment opportunities that are 

generated during the various phases of credit and economic cycles with a 

particular focus on long/short bonds and investments in high yield and 

distressed debt securities. 

1.3 Investment Approach 

Investments will be realised in compliance with rules and limitations set out in the 

Law of 17
th

 December 2010, as amended and updated, and in all the circulars issued 

by the CSSF with respect to investment restrictions applicable to UCITS, and Grand-

Ducal Regulation of 8
th

 February 2008, as summarized under section 6 “Investment 

Restrictions” of the Prospectus. 

The Sub-Fund invests and trades in a portfolio of equity and debt securities and other 

assets, including common stock; preferred stock; convertible securities; debt 

instruments; cash and cash equivalents (including Money Market Instruments and 

money market funds). The Sub-Fund may also invest in a range of derivative 

instruments, including, but not limited to, futures, forwards, options, swaps and other 

derivative products of which the underlying securities may be equities, debt 

securities, financial indices, convertible securities and currencies. 

The allocation of capital across asset classes and strategies will vary depending on 

market opportunities and other factors. It is therefore possible that a substantial 

portion of the Sub-Fund’s assets at any time may consist of debt securities and/or 

cash and cash equivalents. Through the use of derivatives, the Sub-Fund utilizes 

leverage in its investment strategy, and its portfolio includes both long and short 

positions. Short exposure is obtained exclusively through the use of derivatives. 

Investments may be made on exchanges, and in OTC markets. The Sub-Fund’s 

merger arbitrage investments will generally involve transactions where at least one of 

the parties is a European company. The Investment Manager believes that structural 

changes in European economies and markets have combined to make European risk 

arbitrage and event-driven opportunities particularly attractive. In evaluating potential 

investments, the Investment Manager will perform an extensive quantitative and 

qualitative analysis. Extensive risk analysis is also performed in order to seek to 

isolate corporate event exposure from systematic and macro-economic risk. 

The Sub-Fund will also employ a fundamental and rigorous, credit-intensive 

approach to identify and exploit inefficiencies in the high yield and distressed debt 

securities markets. Inefficiencies may arise as a result of mismatches between credit 
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quality and bond yield, a security’s price and its realizable claim, the manner in 

which a company is expected to develop its business and the negative covenants 

contained within its debt instruments that could restrict such development (sometimes 

referred to as “covenant arbitrage”), the pricing and valuations of competing creditors 

within the same capital structure (sometimes referred to as “capital structure 

arbitrage”) and yields on the debt of companies within the same industry (sometimes 

referred to as “inter-company credit arbitrage”). A variety of trading strategies are 

employed in order to capitalize on these inefficiencies. 

The Investment Manager will consider a wide range of industries in which the Sub-

Fund may invest. Such industries may include industries that are covered by 

personnel of the Investment Manager, including, but not limited to, technology, 

media, telecommunications, financial services, energy, healthcare products and 

services, pharmaceuticals, natural resources, industrials and retail, among other 

industries. Companies representing all stages of growth, from early-stage to mature, 

will be considered. For the avoidance of doubt, the Sub-Fund may invest in securities 

of companies that are not located in Europe, as described in the Investment Objective. 

1.4 Investment Process 

Investment decisions are generally made based on a bottom-up fundamental analysis 

(including research-based analysis and due diligence) performed by the Investment 

Manager’s analysts and portfolio managers. Investment ideas are thus often generated 

by analysts and traders and communicated to portfolio managers for further analysis 

and review prior to implementation. The investment process is designed to 

incorporate risk management into every investment decision, using both quantitative 

and qualitative approaches. Positions are sized and taken based on the availability of 

appropriate hedging techniques to isolate and manage risk to the extent deemed 

appropriate by the Investment Manager. The Sub-Fund is permitted to invest in any 

particular asset class, market, industry and sector within the constraints of the 

restrictions set forth in the UCITS Regulations. There is no pre-set allocation to any 

particular strategy or European Country within the Sub-Fund and the Investment 

Manager has flexibility to allocate capital among any or all of the Sub-Fund’s 

strategies opportunistically across all European countries or only a few. Such 

allocation will be based on the Investment Manager’s view of the market at the time 

an investment is made. 

1.5 Risk Management 

As specified in section 11.6 “Risk Manager” of the Prospectus, the Management 

Company is responsible under the supervision of the Board of Directors for the risk 

management in relation to the Sub-Fund and may, as the case may be, give 

instructions at any time to the Investment Manager with a view to complying with the 

Investment Restrictions. 

The risk management is also embedded into the investment management function 

performed by the Investment Manager who commits significant resources to system 

and financial controls, and monitors and manages operational risk on an ongoing 

basis. While the Investment Manager does not set limits for maximum industry, 

sector or geographic exposure, it monitors concentrations from a risk management 

perspective. Actively tracking and managing correlations between investments is an 



 

195 

important element of the risk management approach and it is closely monitored by 

senior management and the portfolio managers. 

The Investment Manager will use quantitative and qualitative methods to estimate the 

level of risk for the Sub-Fund. This is managed and monitored on an ongoing basis by 

a Risk Management Analytical Group, which consists of three professionals who 

dedicate 100% of their time to the area of risk management. The team analyses 

portfolio data using a combination of in-house risk systems and external vendor-type 

software. 

The Investment Manager’s risk management team has developed a risk management 

methodology that is used to focus on preservation of capital and portfolio 

diversification. Comprehensive scenario analysis and stress testing is conducted, 

producing reports which are reviewed regularly. 

1.6 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by State Street Bank Europe Limited. 

2 General 

The Sub-Fund’s assets will be predominantly invested in equity and debt securities listed on 

a Regulated Market, either directly or through financial derivative instruments including (but 

not limited to) OTC swap transactions on an arm’s length basis with counterparties approved 

by the Board of Directors, options, forward contracts and futures. 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute value at 

risk (VaR) approach to monitor its global exposure resulting from the use of financial 

derivative instruments. 

There are two methods of calculating the leverage of the Sub-Funds: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in excess of 

the Sub-Funds’ assets under management through the use of financial derivative instruments. 

The sum of notionals of financial derivative instruments approach defines the leverage as the 

sum of the absolute value of the notional of all financial derivative instruments in the 

relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the Sub-

Fund’s expected level of leverage will generally vary from 150% to 300% of the Sub-Fund’s 

NAV. Based on the commitment approach, the Sub-Fund’s expected level of leverage will 

generally vary from 50% to 200% of the Sub-Fund’s NAV. The Sub-Fund’s level of leverage 

may possibly be higher under certain circumstances including but not limited to a low 

market volatility environment. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 4 out of 7, with 1 being the lowest risk and 7 being the highest risk. 
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4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a basket of transferable securities and 

derivatives, the values of which may rise and fall. Hence, investors should note that the 

value of their investment could fall as well as rise and they should accept that there is 

no guarantee that they will recover their initial investment. Investors could lose the 

whole of their investment. 

In addition to the information set forth in this section 4, investors should carefully 

review the “Risk Factors” in Section 8 of the Prospectus, more specifically section 8.2 

“Market Risks”, section 8.5 “Use of Derivatives” and section 8.16 “Conflicts of Interest 

and Resolution of Conflict” of the Prospectus, prior to investing in the Sub-Fund. 

Distressed Securities 

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. The Sub-

Fund’s internal limit for investment in distressed securities is set at 20% of the Sub-Fund’s 

NAV. Investors should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 

Resolution of Conflicts 

In the course of its business, the Investment Manager has potential conflicts of interest with 

the Company and the Sub-Fund. In accordance with applicable rules and regulatory 

requirements, the Investment Manager has effective organisational and administrative 

arrangements in place with a view to taking all reasonable steps to identify, monitor and 

manage conflicts of interest. The Investment Manager will have regard to its duties to the 

Sub-Fund when undertaking any transactions where conflicts or potential conflicts of 

interest may arise. In the event that such conflicts do arise, the Investment Manager shall use 

reasonable endeavours to resolve, in a fair manner, any such conflicts of interest fairly 

(having regard to its obligations and duties) so that the Sub-Fund is fairly treated. 

5 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“mixed UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund will be each Valuation Day which is a Wednesday, 

provided that in any case where such Dealing Day would fall on a day observed as a holiday, 
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such Dealing Day shall then be the next Banking Day following such holiday. In addition, 

the Net Asset Value will be calculated on every Banking Day, for reporting and fee 

calculation purposes only. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 30
th

 March, 2011. 

9 Fees and Expenses 

The amount of fees listed below may vary on a per Share Class basis as specified in the table 

Summary of Shares; the fees will be payable out of the assets attributable to the relevant 

Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2.75%  per annum of the Net Asset Value of the relevant Share Class (as specified in 

the table Summary of Shares below), prior to reduction for any accrued Performance 

Fee. 

(ii) the Management Company will receive a Distribution Fee of up to 2.75%  per 

annum of the Net Asset Value of the relevant Share Class calculated in the same 

manner as for the calculation of the Investment Management Fee (as specified in the 

table Summary of Shares below). 

For the avoidance of doubt, in regard to any specific Share Class, the aggregate of the 

Investment Management Fee and the Distribution Fee will not exceed the amount 

stated in the table below entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of 20% of New Net 

Appreciation calculated by reference to each Share Class’ High Water Mark. The 

New Net Appreciation of a Share Class shall equal the amount, if any, by which the 

Net Asset Value of the relevant Share Class (prior to reduction for any accrued 

Performance Fee) as of the end of the relevant Calculation Period exceeds the High 

Water Mark attributable to such Share Class. 

The Performance Fee will be calculated in respect of each period of twelve months 

beginning on 1 January and ending on the following 31 December (a calculation 

Period). 

The first Calculation Period ended on 31 December 2011. The Performance Fee will 

be calculated and accrued daily as an expense of the relevant Share Class and will be 

payable to the Investment Manager in arrears within 7 Banking days of the end of 

each Calculation Period. 

If any Share Class experiences net losses after the payment of a Performance Fee in 

respect of such Share Class, the Investment Manager will retain all Performance Fees 

previously paid to it in respect of such Share Class but will not receive a new 

Performance Fee in respect of such Share Class until additional New Net 

Appreciation is achieved by such Share Class. 
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(iv) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 

Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 

The Investment Manager has in the past, and may in the future, agree to rebate a portion of 

the Combined Investment Management and Distribution Fee paid by investors to investors 

or intermediaries that invest more than certain threshold amounts. Any such rebate is tied 

solely to the size of an investor’s commitment to the Sub-Fund and is available to any 

investor that maintains the required minimum investment. Additional information is 

available from the Investment Manager and/or the Global Distributor. 

10 Investment Manager 

The Sub-Fund will be managed by OZ Management LP (the Investment Manager). The 

Investment Manager is registered as an investment adviser with the SEC and is also 

registered with the CFTC as a commodity pool operator and commodity trading advisor and 

is a member of the U.S. National Futures Association. Och-Ziff Management Europe 

Limited, a wholly owned subsidiary of the Investment Manager and an entity authorized and 

regulated by the U.K. Financial Conduct Authority, will be appointed by the Investment 

Manager to act as sub-manager (the Sub-Manager) to the Sub-Fund. In this regard, the Sub-

Manager will manage the day-to-day investment activities of the Sub-Fund, subject to the 

supervision and ultimate control of the Investment Manager. All references to the 

“Investment Manager” in this Supplement shall be deemed to include the Sub-Manager to 

the extent appropriate. 

The Investment Manager manages approximately $27.2 billion in assets as of November 1, 

2010, with over 400 employees worldwide. The Investment Manager has a global presence, 

with offices in New York, London, Hong Kong, Mumbai and Beijing. Where appropriate 

and necessary, the Investment Manager and the Sub-Manager may involve one or more of 

their foreign affiliates in analyzing a specific investment, for example a cross-border merger 

arbitrage opportunity. However, the ability to make investment decisions is vested solely in 

the Sub-Manager, subject to the supervision and ultimate control of the Investment Manager. 

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table at the end of the 

Supplement. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) CHF B (acc) EUR Z (acc) GBP Z (acc) USD Z (acc) 

Type Institutional Institutional Institutional Institutional Institutional Available to 

appointed 

distributors only 

Available to 

appointed 

distributors only 

Available to 

appointed 

distributors only 

Form Registered Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP GBP CHF EUR GBP USD 

Combined 

Investment 

Management and 

Distribution Fee 

2% p.a. 2% p.a. 2% p.a. 2% p.a. 2% p.a. 2% p.a. 2% p.a. 2% p.a. 

Performance Fee 20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

Benchmark None None None None None None None None 

Sales charge None None None None None Up to 5% Up to 5% Up to 5% 

Redemption 

charge 

None None None None None None None None 

Administrative 

and Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR C (acc) USD C (acc) GBP C (acc) GBP C (inc) CHF C (acc) USD Management 

(acc) 

Type Retail Retail Retail Retail Retail Only available to staff of 

Och-Ziff Capital 

Management and their 

affiliates 

Form Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP GBP CHF USD 

Combined 

Investment 

Management and 

Distribution Fee 

2.75% p.a. 2.75% p.a. 2.75% p.a. 2.75% p.a. 2.75% p.a. None 

Performance Fee 20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

None 

Benchmark None None None None None None 

Sales charge Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% None 

Redemption 

charge 

None None None None None None 

Administrative 

and Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation 
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Name EUR Y (acc) USD Y (acc) GBP Y (acc) CHF Y (acc) 

Type Retail Retail Retail Retail 

Available To Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Available only to 

(a) sub-distributors which have 

established an investment advisory 

relationship in writing with their 

clients, in return for a fee; or to  

(b) discretionary portfolio managers 

which have established an investment 

discretionary relationship in writing 

with their clients in return for a fee. 

Form Registered Registered  Registered  Registered  

Reference Currency EUR USD GBP CHF 

Combined Investment 

Management and Distribution 

Fee 

2% p.a. 2% p.a. 2% p.a. 2% p.a. 

Performance Fee 20% of New Net Appreciation 20% of New Net Appreciation 20% of New Net Appreciation 20% of New Net Appreciation 

Benchmark None None None None 

Sales charge Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 

Administrative and Operating 

Fee 
0.40% p.a. 0.40%p.a. 0.40%p.a. 0.40%p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 
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NINTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – 

WESTCHESTER MERGER ARBITRAGE UCITS FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – Westchester Merger Arbitrage UCITS 

FUND (the “Sub-Fund”). 

1 Investment Objective, Policy and Process 

1.1 Investment Objective 

The Sub-Fund is a merger-arbitrage compartment primarily investing in publicly 

announced mergers, acquisitions, takeovers and other corporate reorganizations, with 

the goal of profiting from the timely completion of these transactions. In each case, 

the Sub-Fund purchases these securities at a discount to their expected value upon 

completion of the transaction, and employs a variety of hedging strategies to limit 

market-related risk. The goal of this Sub-Fund is dual: to provide attractive risk-

adjusted returns in virtually all market environments while preserving investor capital 

through the minimization of volatility based risk. 

The Sub-Fund will employ a single strategy: merger arbitrage. This involves buying 

the target stock in a merger, acquisition or other corporate reorganization and hedging 

the position with various instruments to lock in the spread and minimize risk. Clearly 

defined catalysts, independent research, disciplined deal-termination risk assessment 

and options-trading expertise are core to the team’s philosophy. The Sub-Fund will 

focus primarily on opportunities in Europe and North America but may also consider 

other cross-border and international transactions where the investment criteria of the 

Sub-Fund have been met. The number of positions that the Sub-Fund will hold 

depends on merger activity.  

1.2 Investment Policy 

Under normal market conditions, the Sub-Fund invests the majority of its total assets 

principally in the common stock, preferred stock and, occasionally, warrants and 

corporate debt of companies which are involved in publicly announced mergers, 

takeovers, tender offers, leveraged buyouts, spin-offs, liquidations and other 

corporate reorganizations (“merger-arbitrage investments”). Depending upon the 

level of merger activity and in attempting to respond to adverse market, economic, 

political or other conditions, the Sub-Fund may, from time to time in order to 

preserve capital, invest a substantial portion of its assets in cash or cash equivalents, 

including money market instruments such as Treasury bills and other short-term 

obligations of the United States Government, its agencies or instrumentalities; 

negotiable bank certificates of deposit; prime commercial paper; and repurchase 

agreements with respect to the above securities. By taking such action the Sub-Fund 

looks to maintain one of its investment objectives of preservation of capital. 

Investments will be realised in compliance with rules and limitations set out in the 

Law of 17th December, 2010, as amended and updated, and in all the circulars and 

regulations issued by the CSSF with respect to investment restrictions applicable to 
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UCITS, and Grand-Ducal Regulation of 8th February 2008, as summarized under 

section 6 “Investment Restrictions” of the Prospectus.  

The Sub-Fund seeks to invest in liquid markets, in which there is the ability to 

achieve short exposure via the use of OTC Derivatives and with a good range of 

hedging instruments available in respect of the broad market and the currency. 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute 

value at risk (VaR) approach to monitor its global exposure resulting from the use of 

financial derivative instruments. 

There are two methods of calculating the leverage of the Sub-Funds: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Funds’ assets under management through the use of financial 

derivative instruments. The sum of notionals of financial derivative instruments 

approach defines the leverage as the sum of the absolute value of the notional of all 

financial derivative instruments in the relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the 

Sub-Fund’s expected level of leverage will generally vary from 50% to 250% of the 

Sub-Fund’s NAV. Based on the commitment approach, the Sub-Fund’s expected level 

of leverage will generally vary from 0% to 100% of the Sub-Fund’s NAV. The Sub-

Fund’s level of leverage may possibly be higher under certain circumstances 

including but not limited to a low market volatility environment. 

1.3 Investment Process 

Merger arbitrage is a highly specialized investment approach generally designed to 

profit from the successful completion of proposed mergers, takeovers, tender offers, 

leveraged buyouts, spin-offs, liquidations and other types of corporate 

reorganizations. Although a variety of strategies may be employed depending upon 

the nature of the reorganizations selected for investment, the most common merger-

arbitrage activity involves purchasing the shares of an announced acquisition target at 

a discount to its expected value upon completion of the acquisition. 

In making investments for the Sub-Fund, the Investment Manager (as defined below) 

is guided by the following general principles: 

(i) Securities are purchased only after a reorganization is announced or when one 

or more publicly disclosed events point toward the likelihood of some type of 

reorganization within a reasonable period of time; 

(ii) Before an initial position is established, a preliminary analysis is made of the 

proposed transaction to determine the probability and timing of a successful 

completion. A more detailed review then takes place before the position is 

enlarged; 

(iii) In deciding whether or to what extent to invest in any given reorganization, the 

Investment Manager places particular emphasis on the credibility, strategic 

motivation and financial resources of the participants, and the liquidity of the 

securities involved in the transaction; 
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(iv) The risk-reward characteristics of each arbitrage position are assessed on an 

ongoing basis, and the Sub-Fund’s holdings may be adjusted accordingly; 

(v) The Investment Manager attempts to invest in as many reorganizations, which 

the Investment Manager believes will be profitable opportunities, as can be 

effectively monitored in order to minimize the impact on the Sub-Fund of 

losses resulting from the termination of any given proposed transaction; 

(vi) The Investment Manager may invest the Sub-Fund’s assets in both negotiated, 

or “friendly,” reorganizations and non-negotiated, or “hostile,” takeover 

attempts, but in either case the Investment Manager’s primary consideration is 

the likelihood that the transaction will be successfully completed. The 

Investment Manager generally holds securities until completion of the 

reorganization; however, the Investment Manager may reduce or close the 

position sooner if the risk/reward ratio is no longer favourable. 

1.4 Investment Philosophy 

The Sub-Fund only invests in publicly announced deals in which the target company 

typically has a market capitalization of greater than USD 300 million. However the 

Investment Manager will invest globally in regulated, developed markets where they 

see opportunities that meet their investment selection criteria. The Sub-Fund is 

therefore, more reactive than proactive when it comes to making specific allocations 

to macro-factors like industry, sector and even country. Once potential opportunities 

are identified, position diversification is extremely important. The Sub-Fund is very 

proactive in managing its exposure, position concentration, sizing and portfolio 

liquidity. 

The Investment Manager believes that the Sub-Fund’s investment results should be 

less volatile than the returns typically associated with conventional equity investing. 

While some periods will be more conducive to a merger-arbitrage strategy than 

others, a systematic, disciplined arbitrage program may produce attractive rates of 

return, even in flat or down markets. 

1.5 Risk Management 

Investments will be realised in compliance with rules and limitations set out in 

UCITS Regulations. 

As specified in section 11.6 “Risk Manager” of the Prospectus, the Management 

Company is responsible under the supervision of the Board of Directors for the risk 

management in relation to the Sub-Fund under the supervision of the Board of 

Directors and may, as the case may be, give instructions at any time to the Investment 

Manager with a view to complying with the Investment Restrictions.. 

The risk management is also embedded into the investment management function 

performed by the Investment Manager who adopts a clear framework for managing 

portfolio risks against operating guidelines established for the strategy. The Sub-Fund 

attempts to hedge out all directional exposure and market correlation for each 

investment that is made. That means that in stock-for-stock deals, the Sub-Fund, by 

using derivatives, fully creates the equivalent short exposure for the appropriate 

number of acquiring company shares that are due to be received as consideration for 

the transaction. Additionally, the Sub-Fund hedges out any perceived “residual 
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market exposure” through the use of macro hedges, such as S&P put options, ETF 

puts or peer group puts. In the case of foreign transactions, the Sub-Fund always 

mitigates its exposure to the local currency by hedging any currency exposure using 

foreign exchange transactions and will convert any non-base currency balances to the 

base currency of the Sub-Fund. 

The Investment Manager also has strict internal controls to manage their business 

with regard to the highest industry standards and most professional manner possible. 

Robust compliance and investment opportunities selection procedures are in place to 

govern portfolio construction, valuation, trading and risk management.  

1.6 General 

The Sub-Fund’s assets will be predominantly invested in equities listed on a 

Regulated Market, either directly or through financial derivative instruments 

including (but not limited to), OTC swap transactions on an arm’s length basis with 

counterparties approved by the Board of Directors of the SICAV, options, forward 

contracts and futures. 

1.7 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by State Street Bank Europe Limited. 

2 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 4 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

3 Specific Risk Warnings 

The value of the Sub-fund’s Assets are linked to a basket of transferable securities and 

derivatives, the values of which may rise and fall. Hence, investors should note that the 

value of their investment could fall as well as rise and they should accept that there is 

no guarantee that they will recover their initial investment. Investors could lose the 

whole of their initial investment. 

Investors should also refer to the “Risk Factors” in section 8 of the Prospectus, more 

specifically section 8.2 Market Risks and section 8.5 Use of Derivatives of the 

Prospectus. 

The Sub-Fund engages in active trading and may invest a portion of its assets to seek short-

term capital appreciation, which increases the portfolio turnover rate and causes increased 

brokerage commission costs. A high turnover rate exposes taxable shareholders to a higher 

current realization of capital gains, and thus a higher current tax liability, than may be 

associated with investments in other investment companies which emphasize long-term 

investment strategies and thus have a lower turnover rate. 
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Distressed Securities  

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. Investors 

should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 

4 Reference Currency 

The Reference Currency of the Sub-fund is the USD. 

5 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“shares and other financial assets’ UCIs” type. 

6 Dealing Day 

The Dealing Day of the Sub-fund will be every Banking Day. Shares in the Sub-fund may be 

subscribed for or redeemed on any Dealing Day. 

7 Launch Date 

The Sub-Fund was launched on 18
th

 July, 2011. 

8 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in the 

table Summary of Shares; the fees will be payable out of the assets attributable to the 

relevant Share Class as follows: 

(i) the Investment Managers will receive an Investment Management Fee of up to 

1.75% per annum of the Net Asset Value of the relevant Share Class (as specified in 

the table Summary of Shares below), prior to reduction for any accrued Performance 

Fee. 

(ii) the Management Company will receive a Distribution Fee of up to 1.75% per annum 

of the Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee (as specified in the table 

Summary of Shares below). For the avoidance of doubt, in regard to any 

specific Share Class, the aggregate of the Investment Management Fee and the 

Distribution Fee will not exceed the amount stated in the table below entitled 

Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of up to 10% of New Net 

Appreciation calculated by reference to each Share Class’s High Water Mark (as 

specified the table Summary of Shares). 

(iv) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 
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Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 

9 Investment Manager 

Westchester Capital Management, LLC., of 100 Summit Lake Drive, Valhalla, New York 

10595, an investment adviser registered with the United States Securities and Exchange 

Commission since 1980, is the Investment Manager to the Sub-Fund. Westchester Capital 

Management, LLC. has been established managers in the merger Arbitrage space for over 25 

years. The Investment Manager manages numerous funds using the merger-arbitrage 

strategy including the Merger Fund, the first mutual fund devoted exclusively to merger-

arbitrage which was established in 1989. Subject to the authority of the Sub-Fund’s Board of 

Directors, the Investment Manager is responsible for the overall management of the Sub-

Fund’s business affairs. As of December 2010 Westchester Capital Management had a AUM 

of $4.1 billion. 

10 Shares 

The Sub-fund will issue Shares as set out in the Summary of Shares table at the end of the 

Supplement. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) EUR Z (acc) GBP Z (acc) 

Type Institutional Institutional Institutional Institutional Available to appointed 

distributors only 

Available to appointed 

distributors only 

Form Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP GBP EUR GBP 

Combined Investment 

Management and 

Distribution Fee 

1% p.a. 1% p.a. 1% p.a. 1% p.a. 1% p.a. 1% p.a. 

Performance Fee 10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

Benchmark None None None None None None 

Sales charge 0% 0% 0% 0% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation 
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Name EUR C (acc) USD C (acc) GBP C (acc) EUR D (acc) USD D (acc) GBP D (acc) USD Management 

(acc) 

Type Retail Retail Retail Only available to 

Institutional 

Investors. Share 

Class closed to new 

investment. The 

Directors in 

conjunction with the 

Investment Manager 

may re-open this 

Class for further 

investment. 

Only available to 

Institutional 

Investors. Share 

Class closed to new 

investment. The 

Directors in 

conjunction with the 

Investment Manager 

may re-open this 

Class for further 

investment. 

Only available to 

Institutional 

Investors. Share 

Class closed to new 

investment. The 

Directors in 

conjunction with the 

Investment Manager 

may re-open this 

Class for further 

investment. 

Only available to 

employees of 

Westchester Capital 

Management and 

their affiliates. The 

Directors in 

conjunction with the 

Investment Manager 

may re-open this 

Class for further 

investment. 

Form Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP EUR USD GBP USD 

Combined 

Investment 

Management and 

Distribution Fee 

1.75% p.a. 1.75% p.a. 1.75% p.a. 1% p.a. 1% p.a. 1% p.a. 0% p.a. 

Performance Fee 10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

0% of New Net 

Appreciation 

Benchmark None None None None None None None 

Sales charge Up to 5% Up to 5% Up to 5% 0% 0% 0% 0% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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TENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – 

BEACH POINT DIVERSIFIED CREDIT UCITS FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – Beach Point Diversified Credit UCITS 

Fund (the “Sub-Fund”). 

1 Investment Objective, Policy and Process 

1.1 Investment Objective 

The Sub-Fund is a multi-strategy credit fund managed by Beach Point UCITS 

Management LLC (the “Investment Manager” or “Beach Point”). The Sub-Fund’s 

investment objective is to generate superior long-term performance with less than 

commensurate risk through an opportunistic portfolio of high yield bonds. The 

investments may also include stressed/opportunistic credit investments, undervalued 

and event-driven equities, and capital structure arbitrage investments. The Sub-Fund 

may also invest in short positions via the use of derivatives in debt and equity 

instruments. Allocations to and among the different types of investments will 

generally be based on what the Investment Manager believes to represent the best 

risk/reward dynamics given the liquidity and other regulatory requirements applicable 

to the Sub-Fund and then-current market conditions and situation-specific investment 

research. 

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

1.2 Investment Policy 

Under normal market conditions, the Investment Manager generally will seek to 

invest a portion of the Sub-Fund’s assets in relatively higher quality and shorter-than-

average maturity high yield bonds with the objective of generating income and 

preserving capital as well as stressed, distressed and special situation investments 

with the objective of achieving capital gains. In addition, the Investment Manager 

may seek to invest a portion of the Sub-Fund’s assets in a portfolio of undervalued 

equity securities for capital appreciation. The Sub-Fund may also invest in short 

positions via the use of derivatives in debt and equity securities. The Sub-Fund may 

invest in a variety of instruments across all of these asset classes when such 

investment opportunities appear to present attractive risk-reward potential. At times 

when market conditions are dislocated, including but not limited to when liquidity in 

the market is reduced, the Sub-Fund may invest more heavily in more liquid and/or 

other investments, including equities, highly liquid bonds and/or in other investments 

that the Investment Manager believes are in the interest of the Sub-Fund. The 

objective of this investment approach is to earn a return on the more conservative 

portion of the portfolio, and to seek a higher return on the portion invested in 

undervalued equities, lower quality bonds, and special situations, with the overall 

goal of generating superior long-term returns with less than commensurate risk. There 

can be no assurance that these objectives or expectations will be achieved or that the 

Sub-Fund will not experience losses, which could be substantial. 
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In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute 

value at risk (VaR) approach to monitor its global exposure resulting from the use of 

financial derivative instruments. 

There are two methods of calculating the leverage of the Sub-Fund: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Fund’s assets under management through the use of financial 

derivative instruments. The sum of notionals of financial derivative instruments 

approach defines the leverage as the sum of the absolute value of the notional of all 

financial derivative instruments in the relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the 

Sub-Fund’s expected level of leverage will generally vary from 0 % to 150% of the 

Sub-Fund’s NAV. Based on the commitment approach, the Sub-Fund’s expected level 

of leverage will generally vary from 0% to 50% of the Sub-Fund’s NAV. The Sub-

Fund’s level of leverage may possibly be higher under certain circumstances 

including but not limited to a low market volatility environment. 

1.3 Investment Process 

Key elements of the Investment Manager’s investment process include: (i) value 

identification of companies, utilizing both conventional and proprietary tools and 

sources of deal flow; (ii) a due diligence process that includes structural review of the 

issuer’s capital structure, detailed review of indenture covenants, asset coverage and 

liquidation valuation and bankruptcy analysis; (iii) a relative-value decision-making 

process that evaluates how each particular investment relates to comparable 

investments available or currently in a portfolio; and (iv) ongoing monitoring that 

continues the due diligence process after the investment is entered into a portfolio. 

The main areas in which the Sub-Fund will invest are: 

Non-Investment-Grade Debt Securities 

The Investment Manager believes securities in the high yield credit market are often 

undervalued, providing the prospect of meaningful appreciation in value. This pricing 

discrepancy may be due to the fact that certain investors misunderstand the actual 

risk/return potential of investments in the high yield, stressed, distressed and special 

situation strategies, leading many of these investors to avoid such investments. In 

addition, specific regulatory restrictions may prevent institutions from participating in 

the non-investment grade sector, creating further opportunities for sophisticated 

investors. Frequently, these restrictions include the inability to invest in securities 

rated below investment grade by the ratings agencies (e.g., Moody’s and Standard & 

Poor’s). 

Undervalued Equity Securities 

The Investment Manager believes that from time to time equity securities of certain 

companies may become undervalued and therefore provide the prospect for greater 

appreciation with less downside risk than the equity markets in general. Equity 

investment ideas leverage off of the research conducted by the Investment Manager’s 

experienced research team. These investments tend to be focused on leveraged 

companies and mid and small market capitalization stocks. A stock may become 
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mispriced for a number of reasons: a misunderstanding by the general market as to 

the company’s inherent asset value; a temporary imbalance of market supply and 

demand; the company may be in the midst of a positive turnaround in operations not 

yet perceived by the market; lack of a following by Wall Street analysts or a non-

recurring negative event. By purchasing equities the Investment Manager believes to 

be trading below their inherent value, either on an asset or earnings basis (or both), 

the Investment Manager seeks to reduce downside risk. Often, these equities are 

discovered during the analysis of other elements of the same company’s capital 

structure. The Investment Manager believes in purchasing the undervalued securities 

of companies which are out-of-favor with the general market and then selling such 

securities when the company’s value is eventually recognized by the market. 

“Stressed” Securities 

Stressed securities are identified as securities that may never miss an interest or 

principal payment, but are trading at deeply discounted prices that are below their 

intrinsic value. Stressed securities can be further defined as securities of companies 

that are trading at a disparity to the credit of the company. For example, if a company 

is in an industry that is out of favor, that company’s securities might be trading at a 

discount because of perceived problems that may not actually exist. If a company has 

less than $750 million in bonds outstanding, it may be trading like an “orphan”, 

simply meaning that many of the larger institutional research analysts are not actively 

following the company. These companies might have excellent cash flow coverage, 

adequate asset coverage, viable business plans and good management teams. 

Distressed Securities 

Distressed securities are primarily securities of companies that are either preparing to 

file, or have filed, for bankruptcy or insolvency protection under United States 

Chapter 11 or other insolvency scheme in the United States or elsewhere. They may 

be companies that have bonds rated D or lower by the rating agencies (primarily 

Moody’s and Standard & Poor’s), or their bonds might be trading at large spreads 

versus U.S. Treasury Bonds. The Sub-Fund may invest in distressed securities to the 

extent consistent with the Sub-Fund’s liquidity requirements. The Sub-Fund’s internal 

limit for investment in distressed securities is set at 20% of the Sub-Fund’s NAV. 

Investors should refer to section 8.4.8 “Distressed Strategies” of the Prospectus.  

Short/Hedged Positions 

The Investment Manager may create short positions for the Sub-Fund in both debt 

and equity securities primarily for two reasons. In the first situation, the Investment 

Manager will create short positions for speculative investment purposes when the 

Investment Manager believes the Sub-Fund can profit from the fall in the underlying 

security’s trading price due to the forecast of negative events. In the second (and 

more common) situation, the Investment Manager will create short positions in order 

to hedge some underlying risk in a comparable long position in the Sub-Fund’s 

portfolio and/or to hedge overall risk (including but not limited to market risk, 

interest rate risk and credit risk) potentially confronting the Sub-Fund’s portfolio in 

the aggregate. In theory, the short/hedge positions will provide downside protection 

for the Sub-Fund without negating the potential profit from the portfolio’s long 

positions. These short positions are accomplished through a combination of different 
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instruments including but not limited to options and other instruments such as credit 

default swaps, on a single name, industry, index and/or country basis. 

1.4 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares shall be 

performed by State Street Bank Europe Limited. 

2 Risk Management 

As specified in section 11.6 “Risk Manager” of the Prospectus, the Management Company is 

responsible for under the supervision of the Board of Directors the risk management in 

relation to the Sub-Fund and may, as the case may be, give instructions at any time to the 

Investment Manager with a view to complying with the Investment Restrictions. 

The Investment Manager strives to manage risk throughout the investment process. 

Investment risk is mitigated through due diligence efforts and a focus on identifying 

investments the Investment Manager believes to have a margin of safety. Additionally, the 

Investment Manager intends to maintain a diversified portfolio for the Sub-Fund and the 

Sub-Fund will be subject to investment guidelines that, among other things, contain 

exposure and diversification limits. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 5 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a portfolio of securities, cash 

instruments, currencies and derivatives, the values of which may rise and fall. Hence, 

investors should note that the value of their investment could fall as well as rise and 

they should accept that there is no guarantee that they will recover their initial 

investment. Investors could lose the whole of their initial investment. In addition to the 

specific warnings listed below, investors should also refer to the “Risk Factors” in 

section 8 of the Prospectus of the Company. 

The Sub-Fund will be managed in a manner that is consistent with the terms and 

conditions of the Prospectus and Articles of Association, including in particular the 

provisions governing the terms of share redemptions. Because of the investment 

strategy pursued by the Investment Manager, there may be situations where the 

liquidity of some investments of the Sub-Fund may be impaired after their acquisition 

and/or where the financial standing of the issuers of some of the securities held by the 

Sub-Fund may deteriorate. In order to anticipate and mitigate possible adverse 

consequences of such situations on the overall liquidity of the Sub-Fund, the 

Investment Manager will carry out an ongoing monitoring of the liquidity of all the 

investments of the Sub-Fund and will undertake all reasonable actions in the best 
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interest of all of the Shareholders in order to maintain an overall liquidity of the Sub-

Fund in line with the redemption terms set out in the Prospectus. The risk warnings 

below that deal more specifically with the liquidity of the Sub-Fund’s investments 

should be read in light of the above. 

General Risks Associated with Debt Instruments and Fixed-Income Securities 

The Sub-Fund will invest in fixed-income securities. The value of such securities changes in 

response to fluctuations in interest rates and in the perceived credit risk associated with a 

particular instrument/security and its issuer. When interest rates decline, the value of fixed 

rate debt instruments generally can be expected to rise. Conversely, when interest rates rise, 

the value of fixed rate debt instruments generally can be expected to decline. In addition, to 

the extent that the receivables or loans underlying specific securities are prepayable without 

penalty or premium, the value of such securities may be negatively affected by increasing 

prepayments, which generally occur when interest rates decline. 

High Yield Investments 

The Sub-Fund will typically invest significantly in high-yield or non-investment grade 

securities. Such investments generally trade in the over-the-counter marketplace, which is 

less transparent and less liquid than the exchange-traded marketplace. In addition, the Sub-

Fund may invest in the debt of companies that do not have publicly traded equity securities, 

making it more difficult to determine or to hedge the risks associated with such investments. 

The Sub-Fund may invest a significant portion of its assets in below investment grade 

obligations. Non-investment grade securities face ongoing uncertainties and exposure to 

adverse business, financial or economic conditions which could lead to the issuer’s inability 

to meet timely interest and principal payments. The market values of certain of these lower-

rated and unrated debt securities (often referred to as junk bonds) tend to reflect individual 

corporate developments to a greater extent than do higher-rated securities which react 

primarily to fluctuations in the general level of interest rates, and tend to be more sensitive to 

economic conditions than are higher-rated securities. Companies that issue such securities 

are often highly leveraged and may not have available to them more traditional sources of 

financing. It is possible that an economic downturn could adversely affect the ability of the 

issuers of such securities to pay interest or repay principal on such securities, which would 

likely have an adverse impact on their value. 

Purchases of Securities of Financially Distressed Companies 

The Sub-Fund may invest in obligations of issuers in weak financial condition, experiencing 

poor operating results, having substantial capital needs or negative net worth, facing special 

competitive or product obsolescence problems, including companies involved in bankruptcy 

or other reorganization and liquidation proceedings. These obligations may be risky 

investments although they also may offer the potential for correspondingly high returns. 

Among the risks inherent in investments in troubled entities is the fact that it frequently may 

be difficult to obtain information as to the true condition of such issuers. Such investments 

may also be adversely affected by laws relating to, among other things, fraudulent transfers 

and other voidable transfers or payments, lender liability and the bankruptcy court’s power 

to disallow, reduce, subordinate, recharacterize debt as equity or disenfranchise particular 

claims. 

The level of analytical sophistication, both financial and legal, necessary for 

successful investment in companies experiencing significant business and financial 
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difficulties is unusually high. There is no assurance that the value of the assets 

collateralizing such investments will be sufficient or that prospects for a successful 

reorganization or similar action will become available. In any reorganization or 

liquidation proceeding relating to a company in which the Sub-Fund invests, the 

Sub-Fund may lose its entire investment, may be required to accept cash or 

securities with a value less than its original investment and/or may be required to 

accept payment over an extended period of time. Under such circumstances, the 

returns generated from the investments may not compensate the Sub-Fund 

adequately for the risks assumed. 

Tax Matters 

The Sub-Fund may invest in countries that may impose taxes on certain types of income 

such as dividends, interest and in some instances capital gains. In addition, assets of the Sub-

Fund will be invested in the U.S. markets. The Sub-Fund intends to limit its activities in the 

United States and otherwise conduct its affairs and structure its investments so that, to the 

extent feasible and consistent with its overall investment objectives, it will not be treated as 

engaged in a trade or business within the United States. If the Sub-Fund were nevertheless 

considered to be engaged in a trade or business within the United States, income and gain of 

the Sub-Fund that was treated as “effectively connected” with that U.S. trade or business 

would be subject to U.S. federal income tax and, in addition, subject to an additional “branch 

profits” tax. The Sub-Fund’s payment of those taxes, if required, could result in a reduction 

of the amount of assets available for distribution to investors. 

Hedging Transactions 

The Sub-Fund may utilize financial instruments, both for investment purposes and for risk 

management purposes in order, for example, to (i) protect against possible changes in the 

market value of the investment portfolio resulting from fluctuations in the securities markets 

and changes in interest rates; (ii) protect unrealized gains in the value of the investment 

portfolio; (iii) facilitate the sale of any such investments; (iv) enhance or preserve returns, 

spreads or gains on any investment in the portfolio; (v) hedge the interest rate or currency 

exchange rate on any of the portfolio’s liabilities or assets; or (vi) protect against any 

increase in the price of any investments the Investment Manager anticipates purchasing on 

behalf of the Sub-Fund at a later date. The success of any hedging strategy will depend, in 

part, upon the Investment Manager’s ability to correctly assess the degree of correlation 

between the performance of the instruments used in the hedging strategy and the 

performance of the portfolio investments being hedged. Since the characteristics of many 

assets change as markets change or time passes, the success of the hedging strategy will also 

be subject to the Investment Manager’s ability to continually recalculate, readjust and 

execute hedges in an efficient and timely manner. While the Investment Manager may enter 

into hedging transactions to seek to reduce risk, such transactions may result in a poorer 

overall performance for the Sub-Fund than if the Sub-Fund had not engaged in such hedging 

transactions. For a variety of reasons, the Sub-Fund may not seek to establish a perfect 

correlation between the hedging instruments utilized and the portfolio holdings being 

hedged. Such an imperfect correlation may prevent the Sub-Fund from achieving the 

intended hedge or expose the portfolio to additional risk of loss. The Sub-Fund may not 

hedge against a particular risk because the Investment Manager does not regard the 

probability of the risk occurring to be sufficiently high as to justify the cost of the hedge, 
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because the Investment Manager does not foresee the occurrence of the risk or for a number 

of other reasons. 

5 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance threshold 

applicable to assess the materiality of a NAV error, the Sub-Fund should fall under the 

“mixed UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund will be each Valuation Day which is a Wednesday, 

provided that in any case where such Dealing Day would fall on a day observed as a holiday, 

such Dealing Day shall then be the next Banking Day following such holiday. In addition, 

the Net Asset Value is calculated on every Banking Day, for reporting and fee calculation 

purposes only. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 2
nd

 April 2013. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in the 

table Summary of Shares; the fees will be payable out of the assets attributable to the 

relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2.25% per annum of the Net Asset Value of the relevant Share Class (as specified in 

the table Summary of Shares below), prior to reduction for any accrued Performance 

Fee. 

(ii) the Management Company will receive a Distribution Fee of up to 2.25% per annum 

of the Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee (as specified in the table 

Summary of Shares below). 

For the avoidance of doubt, in regard to any specific Share Class, the aggregate of the 

Investment Management Fee and the Distribution Fee will not exceed the amount 

stated in the table below entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of 20% of New Net 

Appreciation calculated by reference to each Share Class’ High Water Mark. The 

New Net Appreciation of a Share Class shall equal the amount, if any, by which the 

Net Asset Value of the relevant Share Class (prior to reduction for any accrued 
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Performance Fee) as of the end of the relevant Calculation Period exceeds the High 

Water Mark attributable to such Share Class. 

If any Share Class experiences net losses after the payment of a Performance Fee in 

respect of such Share Class, the Investment Manager will retain all Performance Fees 

previously paid to it in respect of such Share Class but will not receive a new 

Performance Fee in respect of such Share Class until additional New Net 

Appreciation is achieved by such Share Class. 

(iv) the Management Company will receive an Administrative and Operating Fee equal 

to a percentage (as specified in the table Summary of Shares below) of the Net Asset 

Value of the relevant Share Class calculated in the same manner as for the calculation 

of the Investment Management Fee. 

The Sub-Fund will be obligated to reimburse the Investment Manager for certain of its out-

of-pocket costs and expenses in connection with the Investment Management Agreement, 

including, but not limited to (i) reasonable fees and expenses of any third-party valuation 

firm retained to value any potential investments for the Sub-Fund and (ii) reasonable legal 

fees and expenses directly incurred in connection with the evaluation, acquisition, 

disposition, settlement or ownership of investments for the Sub-Fund. 

10 The Investment Manager 

The Sub-Fund will be managed by Beach Point UCITS Management LLC (the “Investment 

Manager”), a limited liability company organized under the laws of the State of Delaware 

and incorporated on February 17, 2012. The Investment Manager is permitted to rely on the 

U.S. Securities and Exchange Commission registration of its affiliated entity, Beach Point 

Capital Management LP, and is part of the Beach Point Capital Management LP group of 

companies. The Beach Point Capital Management LP group of companies specializes in 

credit-related investments with approximately US$ 6.5 billion of assets under management 

as of 1 January 2013 and offices in Los Angeles, New York and London. 

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table at the end of the 

Supplement. 

Investors should note that the D Share Classes are now closed to new investment. The 

Directors in conjunction with the Investment Manager may re-open this Class for further 

investment. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) EUR C (acc) USD C (acc) GBP C (acc) EUR Z (acc) GBP Z (acc) GBP Z (inc) 

Type Institutional Institutional Institutional Institutional Retail Retail Retail Available to 

appointed 

distributors only 

Available to 

appointed 

distributors only 

Available to 

appointed 

distributors only 

Form Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP GBP EUR USD GBP EUR GBP GBP 

Combined 

Investment 

Management  

And 

Distribution 

Fee 

1.50% p.a. 1.50% p.a. 1.50% p.a. 1.50% p.a. 2.25% p.a. 2.25% p.a. 2.25% p.a. 1.50% p.a. 1.50% p.a. 1.50% p.a. 

Performance 

Fee 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

Benchmark None None None None None None None None None None 

Sales charge None None None None Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption 

charge 

0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative 

and Operating 

Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend  

Policy 

Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Distributing 
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Name EUR D (acc) USD D (acc) GBP D (acc) USD Management (acc) 

Type Institutional Investors /Share Class 

closed to new investment. The Directors 

in conjunction with the Investment 

Manager may re-open this Class for 

further investment. 

Institutional Investors /Share Class 

closed to new investment. The Directors 

in conjunction with the Investment 

Manager may re-open this Class for 

further investment. 

Institutional Investors /Share Class 

Closed to new investment. The Directors 

in conjunction with the Investment 

Manager may re-open this Class for 

further investment. 

Only available to employees of 

BeachPoint, their affiliates, and 

funds/accounts under a separate 

discretionary investment contract with 

the Investment Manager 

Form Registered Registered Registered Registered 

Reference Currency EUR USD GBP USD 

Combined Investment 

Management and 

Distribution Fee 

1.0% p.a. 1.0% p.a. 1.0% p.a. 0 % p.a. 

Performance Fee 10% of New Net Appreciation 10% of New Net Appreciation 10% of New Net Appreciation 0% of New Net Appreciation 

Benchmark None None None None 

Sales charge None None None None 

Redemption charge 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR X (inc) GBP X (inc) 

Type Available to selected Institutional Investors Available to appointed distributors only 

Form Registered Registered 

Reference Currency EUR GBP 

Minimum Initial Subscription Amount EUR 1,000,000 GBP 1,000 

Combined Investment Management and 

Distribution Fee 
Up to 1.5% p.a. Up to 1.5% p.a. 

Performance Fee Up to 20% of New Net Appreciation Up to 20% of New Net Appreciation 

Benchmark None None 

Sales charge None Up to 5% 

Redemption charge 0% 0% 

Administrative and Operating Fee 0.40% p.a. 0.40% p.a. 

Dividend Policy Distributing Distributing 
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ELEVENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – MERRILL LYNCH DIVERSIFIED FUTURES UCITS 

FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – MERRILL LYNCH DIVERSIFIED 

FUTURES UCITS FUND (the “Sub-Fund”). 

This Sub-Fund is a Merrill Lynch Sub-Fund as defined in the Prospectus. 

1 Investment Objective and Strategy 

The Sub-Fund’s investment objective is to provide investors with exposure, in accordance 

with the investment restrictions laid down in section 6 of the Prospectus, to a synthetic 

reference portfolio (the “Reference Portfolio”), that is managed by Winton Capital 

Management Ltd (“Winton”). The Reference Portfolio - which is a “Reference Asset” as 

defined in the Prospectus - aims to achieve long-term capital appreciation. The Investment 

Manager may decide to reduce the Sub-Fund’s target exposure to the Reference Portfolio 

below 100% if required to comply with any regulatory limits or if required due to market 

movements. As a result of any potential impact of any applicable law or regulation, MLI 

may also decide to reduce the exposure to the Reference Portfolio below 100%. In 

addition where the Reference Portfolio is no longer available to the Sub-Fund the 

Investment Manager shall reduce the exposure to the Reference Portfolio to zero. In the 

above situations, the Sub-Fund may be terminated. Should a decision to terminate the 

Sub-Fund be made, the Sub-Fund will be terminated in accordance with the procedures as 

described in the section of the Prospectus entitled “Liquidation, Merger of Sub-Funds”. 

Until a decision is made to terminate the Sub-Fund, the Sub-fund will remain invested in 

Collateral Investments (as defined below). 

The Reference Portfolio seeks to achieve its investment objective by pursuing a 

systematic, quantitative and primarily directional investment strategy that trades a highly 

diversified portfolio of futures and forward contracts on equity indices, government 

bonds, short term interest rates and currencies and does not necessarily rely upon 

favourable conditions in any particular market, or on market direction (the “Winton 

Diversified Trading Program”). The Winton Diversified Trading Program relies on the 

instructions it receives from the Winton Computer Trading System (the “Trading 

System”). 

The Sub-Fund will gain exposure by entering into a financial derivative transaction 

(“FDI”) with a First Class Institution such as MLI over the Reference Portfolio based on 

the notional value of such Reference Portfolio, taking into account the cost of financing 

the initial and variation margins associated with such a Reference Portfolio. The notional 

value of the swap will fluctuate in line with the market performance of the Reference 

Portfolio, generating a near direct correlation between the Sub-Fund and Reference 

Portfolio.  

In addition, the Sub-Fund will either invest in transferable securities or collective 

investment undertakings or enter into one or more reverse repo transactions with MLI 

with the aim to generate a collateral yield. Small amounts of capital may be held in 

ancillary cash, as described in more detail below. 
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1.1 Sub-fund Investment Strategy 

To achieve its investment objective, the Sub-Fund will primarily: 

 enter into one or more collateral investments (each a “Collateral 

Investment” and, collectively, “Collateral Investments”) in order to 

generate the collateral yield; and 

 enter into an over-the-counter FDI (the “Total Return Swap Transaction”) 

that provides, in exchange for the collateral yield, a target exposure of 100% 

to the Reference Portfolio, taking into account any financing costs incurred in 

connection with the required posting of initial and/ or variation margins. 

The counterparty to each of the Collateral Investments and Total Return Swap 

Transaction will be a First Class Institution such as MLI. 

The Investment Manager will use its discretion to determine which form of 

Collateral Investment is most appropriate. Examples of Collateral Investments 

which the Investment Manager may select include but are not limited to: 

- investment in a reverse repurchase agreement under which the Sub-Fund 

acting as buyer will purchase securities from a First Class Institution such as 

MLI acting as seller with the obligation for the First Class Institution to 

repurchase such securities at a date and price agreed between the parties when 

entering into the reverse repurchase agreement. Such securities will comply 

with the limits laid down in Circular CSSF 08/356 and CSSF Circular 

14/592; 

- investment in a portfolio of transferable securities and/or collective 

investment undertakings in accordance with the investment restrictions laid 

down in section 6 of the Prospectus, the Law of 17 December 2010 and all 

applicable laws and regulations, together with investment in an OTC 

Derivative, being a total return swap, over that portfolio, and under which the 

return of the portfolio will be swapped for floating rate interest flows. 

Some of the Sub-Fund’s assets may be held on an ancillary basis in liquid assets in 

order to facilitate potential redemption requests and/ or daily expenses (the “Cash 

Balance”).  

When applying the limits specified in section 6.2.3 of the Prospectus to the Total 

Return Swap Transaction, reference should be made to the counterparty risk 

exposure. Thus, the Company will reduce the counterparty risk of the Sub-Fund’s 

Total Return Swap Transaction by causing the swap counterparty (MLI) to deliver 

to the Custodian Bank, collateral in the form prescribed by the Circular CSSF 

11/512 and CSSF Circular 14/592 and the collateral policy as described under 

section 7 of the Prospectus. Such collateral will be enforceable by the Company at 

all times and will be marked to market daily. The amount of collateral to be 

delivered will be at least equal to the value by which the exposure limit has been 

exceeded. Alternatively the Investment Manager may re-set the Total Return Swap 

Transaction. 

The Sub-Fund will not invest more than 10% of its Net Asset Value in units of 

other UCITS or other collective investment undertakings. 
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1.2 Reference Portfolio’s Investment Strategy 

The Winton Diversified Trading Program employs a computer-based system to 

engage in the speculative trading of over 100 global exchange traded futures and 

OTC forwards markets on equity indices, government bonds, short term interest 

rates and currencies.  

The Trading System is a proprietary, computer-based system best described as the 

“output” of a complex schema of numerous computer programs and sub-programs 

developed by the Winton’s research team. The Trading System is maintained and 

managed by Winton. 

The Trading System instructs the Winton Diversified Trading Program on how to 

respond to unfolding market events in order to profit from price movements. The 

Trading System tracks the daily price movements and other data from the markets 

it follows, and carries out certain computations to determine each day how long or 

short the portfolio should be to maximize profit within a certain range of risk. If 

rising prices are anticipated, a long position will be established; a short position 

will be established if prices are expected to fall. As a result of its statistical 

research, Winton believes that each trade executed by the Winton Diversified 

Trading Program will have a slight statistical advantage leading to profits over 

time. 

The Winton Diversified Trading Program can be thought of as more “technical” 

than “fundamental” in nature. The term “technical analysis” is generally used to 

refer to analysis based on data intrinsic to a market, such as price and volume. It is 

often contrasted with “fundamental analysis” that relies upon analysis of factors 

external to a market. 

One feature of a trend-following system is that it attempts to take advantage of the 

observable tendency of the markets to trend, and to tend to make exaggerated 

movements in both upward and downward directions. These exaggerated 

movements can be thought of as resulting from the influence of crowd psychology, 

or the herd instinct, amongst market participants. 

The Winton Diversified Trading Program relates the probability of the size and 

direction of future price movements with certain indicators derived from past price 

movements to produce algorithms that characterize the degree of trending of each 

market at any point in time. While all trend-following systems function in this way 

to some degree, the unique edge possessed by the Trading System lies in the 

quality of the research underlying its algorithms. These enable the Winton 

Diversified Trading Program to suffer smaller losses during the markets’ inevitable 

whipsaw periods and to take better advantage of significant trends when they 

occur.  

Historically, Winton’s research was focused on developing trend-following 

strategies that invest in futures contracts (based on data that is intrinsic to 

markets). However, in recent years, Winton has increased its use of non-trend-

following strategies (generally based on data that is external to markets) and 

individual equity strategies (based on equity market data and public company 

financial statements). 
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Winton operates a number of non-trend following models. These are all systematic 

and automated. The non-trend following models may be directional (i.e. seek to 

profit from a market’s price changing in absolute terms) or non-directional (i.e. 

seek to profit from two markets’ prices changing relative to each other). In addition 

to this, the non-trend following models may use just price data, or may use other 

non-price data. 

The Winton Diversified Trading Program incorporates relative-value systems that 

use both price and non-price data. The non-price data take the form of publicly 

available time series that Winton has deemed relevant to the sector that the system 

is operating on. The systems do not rely on any discretionary inputs or non-public 

information. 

The Trading System instructs and adapts the Winton Diversified Trading Program’s 

trading exposures automatically and continuously. As is to be expected with any 

research-driven trading system, the Trading System is dynamic. It is subject to 

modification over time as new relationships are discovered. This research may 

result in the development of additional computer models or revisions to existing 

models. 

For the avoidance of doubt, commodities futures or single name equities are not 

included in this particular strategy. This is in contrast to other products managed by 

Winton that may contain exposure to commodities and single name equities 

respectively. 

2 Risk Management 

The Management Company is responsible under the supervision of the Board of Directors 

for the risk management in relation to the Sub-Fund and may, as the case may be, give 

instructions at any time to the Investment Manager with a view to complying with the 

investment restrictions laid down in section 6 of the Prospectus. The unit of the 

Management Company responsible for the risk management of the Company is 

independent from the units or entities responsible for the management of the Sub-Fund. 

For further information on risk management, investors should refer to section 11.6 of the 

Prospectus “Risk Manager”. 

In addition to the risk management performed by the Management Company, risk 

management forms an integral part of the investment process of Winton. The primary risk 

management measures are built into the portfolio construction process.  

3 Risk Profile and Risk Factors 

At the date of this Prospectus, the Synthetic Risk and Reward Indicator classification for 

the Sub-Fund is 5. 

 

 

The SRRI classification is not guaranteed and may change in the future for various 

reasons including general market developments and changes such as geopolitical factors.  
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An investment in the Sub-Fund is designated to be a medium to long term investment. 

Investors should not expect to obtain short-term gains from such investment. The Sub-

Fund is suitable for investors who can afford to set aside the capital for the medium to 

long term and who seek a medium to high investment risk. In accordance with the CSSF 

Circular 11/512, the Sub-Fund will use an absolute value at risk (VaR) approach to 

monitor its global exposure. 

There are two methods of calculating the leverage of a Sub-Fund: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in excess 

of the Sub-Fund’s assets under management through the use of financial derivative 

instruments. The sum of notionals of financial derivative instruments approach defines the 

leverage as the sum of the absolute value of the notional of all financial derivative 

instruments in the relevant portfolio. 

One of the key components of the leverage of the Reference Portfolio calculated using the 

two methodology defined above is short term interest rate derivatives. Short term interest 

rate derivatives have extremely low duration and therefore low volatility. In order to 

ensure that the Reference Portfolio achieves its target risk/return when investing in short 

term interest rate derivatives, the Reference Portfolio may invest in large notional of these 

products. Despite the larger exposures in financial derivative instruments, the volatility 

target model regulates the risks the Reference Portfolio employs to create returns. As 

volatility increases, the Trading System will reduce leverage in order to maintain the 

sought volatility target. 

Below is a list of products traded in the Reference Portfolio: 

 Interest rate futures: These are used to gain exposure to interest rate movements. It is 

expected that the total impact of interest rate futures on the sum of notional of FDI to 

be a large proportion of the total sum of notional value. However the actual duration 

adjusted exposure of the Reference Portfolio to interest rate risk is expected to be 

lower than the notional exposure. As explained above, the high impact of interest 

rate futures under the sum of notional of FDI approach is due to the high notional 

value of each contract, which is not the actual risk exposure of the Reference 

Portfolio. 

 Equity index futures: These are used to obtain equity market exposure as indicated 

by the Trading System and they include various global index futures. 

 Currency futures: These are used to gain exposure to certain currencies. 

 FX forwards: The purpose of entering into FX forwards is to achieve exposure to 

certain currencies as indicated by the Trading System. 

Based on the sum of the notional of financial derivative instruments approach, the Sub-

Fund’s expected level of leverage will generally vary from 600% to 3000% of the Sub-

Fund’s Net Asset Value. Based on the commitment approach, the Sub-Fund’s expected 

level of leverage will generally vary from 600% - 3000% of the Sub-Fund’s NAV. The 

Sub-Fund’s level of leverage may possibly be higher under certain circumstances 

including but not limited to a low market volatility environment. 
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4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to the performance of a basket of 

transferable securities and derivatives the values of which may rise and fall. Hence, 

investors should note that the value of their investment could fall as well as rise and 

they should accept that there is no guarantee that they will recover their initial 

investment. Investors could lose the whole of their initial investment. 

The Sub-Fund will have to make a payment to its swap counterparty if the value of the 

Reference Portfolio on a reset date is less than the Reference Portfolio valuation at the 

start of a reset period after taking account of subscription and redemptions (such payment 

being equivalent to the negative performance of the Reference Portfolio). This payment 

will be made from the proceeds received from selling a corresponding amount of the Sub-

Fund’s assets.  

Investors should note that the entering by the Sub-Fund into a Total Return Swap with 

MLI involves a counterparty risk. This risk is however limited to 5% of the net assets of 

the Sub-Fund in accordance with section 6.2.3 of the Prospectus. A description 

counterparty default risk and its effect on the Net Asset Value of the Sub-Fund is 

contained in the section entitled “Risk Factors” of the Prospectus.  

Although the notional amounts of the short term interest rate futures transactions that 

make up the Winton Diversified Trading Program will be large in absolute terms (because 

such transactions have a short duration so that they are significantly less sensitive to 

movements in interest rates than longer term transactions), the diversification and risk 

limitation within the Winton Diversified Trading Program are designed to ensure that no 

single component of the Winton Diversified Trading Program will unduly influence its 

performance. The Sub-Fund does not employ excessive risk via leverage to create returns, 

it being understood however that the value of the respective Share Class may rise or fall in 

value more quickly than if there was no leverage. The leverage is a function of the use of 

short term interest rate futures transactions that make up the Winton Diversified Trading 

Program. 

Shareholders of Share Classes denominated in a currency other than the Reference 

Currency will be subject to the risk that the value of their respective functional currency 

will fluctuate against the Reference Currency. The Sub-Fund may, at the discretion of the 

Investment Manager, attempt to hedge currency risks. However, there is no guarantee that 

the Investment Manager will be successful in doing so. Any profit and loss resulting from 

FX hedging will be allocated only to the relevant Share Class to which the specific hedge 

relates. Due to the foregoing, each Share Class may differ from each other in their overall 

performance. 

Investors should familiarise themselves with the risks associated with Sub-Funds linked to 

a Reference Portfolio through a total return swap including but not limited to the 

discretion of the sponsor of such Reference Portfolio to modify its features or 

characteristics from time to time. In addition to the specific risk warnings listed above, 

investors should refer to the “Risk Factors” in section 8 of the Prospectus. 

5 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 
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6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should fall 

under the “mixed UCIs” type. 

7 Valuation Day 

The Valuation Day of the Sub-Fund will be each Banking Day which is a Wednesday, 

provided that in any case where such Valuation Day would fall on a day observed as a 

holiday, such Valuation Day shall then be the next Banking Day following such holiday. 

“Banking Day” in respect of this Sub-Fund means a Banking Day and any day on which 

banks are open for business in the United States. 

8 Dealing Day 

The Dealing Day of the Sub-Fund will be each Valuation Day. In addition, the Net Asset 

Value is calculated on every Banking Day, for fee calculation purposes. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. 

9 Launch Date 

The Sub-Fund was launched on 23 October 2013. 

10 Subscription and Redemption Procedure 

The Dealing Deadline is 5:00 p.m. London time on the Banking Day falling one Banking 

Day prior to the relevant Dealing Day. Subscription and Redemption requests received 

after this deadline shall be calculated on the basis of the Net Asset Value per Share for the 

relevant Class of Shares as of that next following Dealing Day. 

11 Fees and Expenses 

(i) The amount of Fees listed below may vary on a per Share Class basis as specified in 

the table Summary of Shares; the fees will be payable out of the assets attributable 

to the relevant Share Class as follows: (i) the Management Company, in its 

capacity as Investment Manager, will receive an Investment Management Fee of 

up to 2.1% per annum of the Net Asset Value of the relevant Share Class (as 

specified in the table Summary of Shares below), prior to reduction for any accrued 

Performance Fee. Winton will receive out of the Investment Management Fee a fee 

for managing the Reference Portfolio. 

(ii) the Management Company will receive a Distribution Fee of up to 2.1% per annum 

of the Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee (as specified in the table 

Summary of Shares below).  

For the avoidance of doubt, in regard to any specific Share Class, the aggregate of 

the Investment Management Fee and the Distribution Fee will not exceed the 

Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares.  
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(iii) the Management Company, in its capacity as Investment Manager, will receive a 

Performance Fee of 20% of New Net Appreciation calculated by reference to each 

Share Class’ High Water Mark. The Performance Fee will be calculated in respect of 

each period of three months beginning one day after the Initial Offer Period and 

ending the following calendar quarter end and ending each calendar quarter end 

thereafter (a “Calculation Period”). Winton will receive out of the Performance Fee 

a performance fee for managing the Reference Portfolio. The New Net Appreciation 

of a Share Class shall equal the amount, if any, by which the Net Asset Value of the 

relevant Share Class (prior to reduction for any accrued Performance Fee) as of the 

end of the relevant Calculation Period exceeds the High Water Mark attributable to 

such Share Class.  

If any Share Class experiences net losses after the payment of a Performance Fee in 

respect of such Share Class, the Investment Manager will retain all Performance 

Fees previously paid to it in respect of such Share Class but will not receive a new 

Performance Fee in respect of such Share Class until additional New Net 

Appreciation is achieved by such Share Class.  

(iv) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the table Summary of Shares below) of the Net 

Asset Value of the relevant Share Class calculated in the same manner as for the 

calculation of the Investment Management Fee.  

12 Investment Manager 

The Management Company was appointed Investment Manager of this Sub-Fund. 

13 Shares 

Share Classes are as described in the Summary of Shares table below. 

A Share Class which is denominated in a currency which is not the Reference Currency 

of the Sub-Fund will aim to hedge the currency exposure of such Share Class. 

MLI may act as a market maker in respect of the Shares as per the terms of section 8.16 

of the Prospectus.  
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) EUR C (acc) USD C (acc) GBP C (acc) EUR Z (acc) GBP Z (acc) 

Type Institutional Institutional Institutional Institutional Available to 

appointed sub-

distributors only 

Available to 

appointed sub-

distributors only 

Available to 

appointed sub-

distributors only 

Available to 

appointed sub-

distributors only 

Available to 

appointed sub-

distributors only 

Form Registered Registered Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP GBP EUR USD GBP EUR GBP 

Minimum Initial 

Subscription 

Amount 

N/A N/A N/A N/A €10,000 $10,000 £10,000 $10,000 £10,000 

Combined 

Investment 

Management and 

Distribution Fee 

1.35% p.a. 1.35% p.a. 1. 35% p.a. 1.35% p.a. 2.10% p.a. 2.10% p.a. 2.10% p.a. 1.35% p.a. 1.35% p.a. 

Performance Fee 20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New 

Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

Benchmark None None None None None None None None None 

Sales charge  None None None None Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption 

charge 

0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative 

and Operating 

Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisatio

n 

Capitalisatio

n 

Distributing Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR D (acc) USD D (acc) GBP D (acc) GBP Management 

(acc) 

EUR Management 

(acc) 

USD Management 

(acc) 

Type Only available to 

Institutional Investors 

with a minimum 

investment size of EUR 

50mm. 

Only available to 

Institutional Investors 

with a minimum 

investment size of USD 

50mm. 

Only available to 

Institutional Investors 

with a minimum 

investment size of GBP 

50mm. 

Only available to the 

Investment Manager and 

affiliated entities. 

Only available to the 

Investment Manager and 

affiliated entities. 

Only available to the 

Investment Manager and 

affiliated entities. 

Form Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP GBP EUR USD 

Combined Investment 

Management and 

Distribution Fee 

1.30% p.a. 1.30% p.a. 1.30% p.a. 0 % p.a. 0 % p.a. 0 % p.a. 

Performance Fee 20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

0% of New Net 

Appreciation 

0% of New Net 

Appreciation 

0% of New Net 

Appreciation 

Benchmark None None None None None None 

Sales charge  None None None None None None 

Redemption charge 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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TWELFTH SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – CASTLERIGG EQUITY EVENT AND ARBITRAGE UCITS 

FUND
1
 

 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – Castlerigg Equity Event and Arbitrage 

UCITS Fund (the “Sub-Fund”). 

1 Investment Objective, Policy and Process 

1.1 Investment Objective 

The Sub-Fund is a merger arbitrage and equity event fund managed by 

Sandell Investment Services LLC (the “Investment Manager” or “Sandell”). 

The Sub-Fund’s investment objective is to attain consistent capital growth 

over time, largely independent of market movements. The Sub-Fund will not 

have a specific geographical focus, rather investment decisions will be 

determined by the relative value of the specific merger arbitrage or other 

similar event driven transactions. Accordingly, the Sub-Fund’s portfolio will 

generally include securities of companies (as more specifically detailed 

below) listed and/or traded on a Regulated Market that are subject to mergers, 

takeover bids, exchange offers, tender offers, spin-offs, liquidations, 

recapitalizations, corporate restructurings and/or other extraordinary corporate 

events. Allocations to and among the different types of investments will 

generally be based on what the Investment Manager believes to represent the 

best risk/reward dynamics given the market environment.  

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

objective. 

1.2 Investment Policy  

In seeking to achieve its investment objective, the Sub-Fund will primarily 

trade in a diversified portfolio of various merger arbitrage and other similar 

event driven transactions that seek to enhance Shareholder value.  

The Sub-Fund will actively trade securities, engaging in numerous trades, 

often with short-term turnover. The Investment Manager’s analysts and traders 

may monitor and trade securities to take advantage of short-term price 

movements and mispricing. 

The following description of the Sub-Fund’s trading program is not intended 

to be exclusive or to limit the Investment Manager’s discretion to engage in 

                                                           

1 Please note that this Sub-Fund will be liquidated with effect as of 5 February 2016 and is therefore closed to new investment.   
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other trading strategies on behalf of the Sub-Fund which are compliant with 

the Sub-Fund’s investment objectives and policy and the requirements of the 

UCITS guidelines. 

Event driven investing primarily involves trading in securities of companies 

that are the subject of a takeover, merger, exchange offer, restructuring, 

liquidation, spin-off and/or other extraordinary corporate events. The Sub-

Fund will generally trade in publicly announced transactions and not engage 

in speculation on rumours. 

The Investment Manager intends to conduct extensive financial, legal and 

specific event research to assess the risk and quality of each event driven 

transaction to determine if each event (i.e. merger, reorganization, tender 

offer, etc.) will be consummated as planned. External regulatory counsel, 

industry consultants and economists may be used to enhance the analysis. 

The Investment Manager has a worldwide perspective on event driven trading 

and seeks to generate an expansive universe of opportunities. This global 

perspective on event driven trading provides exposure to capital markets 

which are less efficient than domestic markets in the targeted areas.  

The portfolio will be designed to profit from the price differential or “spread” 

that normally exists between the market price of the security after the 

announcement of a transaction and the expected value at closing of a deal. The 

realization of profit depends on the consummation of the merger or 

acquisition. After an announcement of a deal, the probability of success, 

valuation and timing has to be assessed through extensive analysis of 

financial, economic, regulatory and legal issues specific to each event. 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an 

absolute value at risk (VaR) approach to monitor its global exposure resulting 

from the use of financial derivative instruments.  

There are two methods of calculating the leverage of the Sub-Fund: the 

commitment approach and the sum of notionals of financial derivative 

instruments approach. The commitment approach defines the leverage as the 

market risk exposure gained in excess of the Sub-Fund’s assets under 

management through the use of financial derivative instruments. The sum of 

notionals of financial derivative instruments approach defines the leverage as 

the sum of the absolute value of the notional of all financial derivative 

instruments in the relevant portfolio.  

Based on the sum of the notional of financial derivative instruments approach, 

the Sub-Fund’s expected level of leverage will generally vary from 75% 

to 300% of the Sub-Fund’s NAV. Based on the commitment approach, the 

Sub-Fund’s expected level of leverage will generally vary from 75% to 300% 

of the Sub-Fund’s NAV. The Sub-Fund's level of leverage may possibly be 

higher under certain circumstances including but not limited to a low market 

volatility environment. 
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1.3 Investment Process 

The Investment Manager’s approach focuses on fundamental research based 

analysis together with its extensive experience in international markets. The 

Investment Manager’s strategy is to invest bottom-up in what it believes are 

the most attractive corporate events wherever they may be globally. The 

Investment Manager’s foreign market expertise allows for a much larger 

potential selection of opportunities that are generally less crowded and less 

well understood by other participants. 

In structuring a portfolio consisting of event driven transactions, the 

Investment Manager will generally seek to: 

• Achieve returns with a low correlation to stock and bond market 

movements; 

• Minimize losses through extensive risk controls and diversification; 

• Target consistent overall capital growth with low volatility; and 

• Diversifed globally to access a larger universe of trading opportunities 

resulting in reduced dependence on the U.S. economy. 

The Sub-Fund will primarily gain exposure to event driven transactions by 

investing directly in publically traded equity securities of companies that are 

subject to mergers, takeover bids, exchange offers, tender offers, spin-offs, 

liquidations, recapitalisations, corporate restructurings and/or other 

extraordinary corporate events. The Sub-Fund may also gain exposure to 

companies subject to or connected with a certain corporate event, by investing 

directly in debt or other fixed income instruments of these companies, or 

indirectly through the use of financial derivative instruments. As a result, the 

Sub-Fund’s investments may at any time include privately or publicly issued 

capital stock, limited partnership interests of companies incorporated as 

partnerships limited liability company interests of companies incorporated 

with limited liability, corporate debt, fixed and/or floating corporate bonds 

which are investment grade or sub-investment grade (subject to a maximum of 

no more than 30% of the Net Asset Value of the Sub-Fund to be invested in 

sub-investment grade bonds), corporate notes, debentures, convertible 

securities, subordinated bonds, securities traded in United States or foreign 

markets and commercial paper. The Sub-Fund may also invest in shares of 

UCITS and/or other collective investment undertakings in accordance with the 

investment restrictions as laid down in the general part of the Prospectus. The 

Sub-Fund may also enter into securities lending arrangements subject to the 

conditions and limits set out in the investment restrictions. 

Financial derivative instruments may also be used to hedge the Sub-Fund’s 

exposure to certain risks (including but not limited to, changes in the value of 

equity securities held by the Sub-Fund, currency exposure where securities are 

denominated in a currency other than the Base Currency of the Sub-Fund, 
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currency exchange rate risk, interest rate risk possible corporate event risk and 

general market risk). The derivatives in which the Sub-Fund may invest 

include swaps, forward contracts, fixed income derivatives, equity and credit 

derivatives, warrants, options, including puts and calls and any combination 

thereof, and the writing (covered) of such options, index option contracts, 

futures and options on futures, stock and/or bond indices 

Whilst it is the intention that the Sub-Fund be fully invested as outlined 

above, the Sub-Fund may also make short-term trades for liquidity or 

defensive purposes, including, but not limited to, money market funds, 

government obligations, commercial paper and short-term certificates of 

deposit, U.S. Treasury Bills, U.S. Treasury Bonds, other government 

securities (U.S. or non-U.S.), and cash and cash equivalents such as U.S. 

Treasury Bills and money market instruments.  

In addition to its primary focus on event driven transactions as detailed above, 

when deemed appropriate, the Sub-Fund shall be permitted to trade in 

transactions including, but not limited to special value situations (including 

investments in post-reorganization equity, when-issued securities and 

contingent value rights), private placements, and initial public offerings which 

satisfy the Sub-Fund’s overall investment objective (i.e., obtaining consistent 

capital growth over time, largely independent of market movements), but do 

not necessarily fall within the event driven categories mentioned above. 

1.4 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares 

shall be performed by State Street Bank Europe Limited. 

2 Risk Management 

The Management Company is responsible under the supervision of the Board of 

Directors for the risk management in relation to the Sub-Fund and may, as the case 

may be, give instructions at any time to the Investment Manager with a view to 

complying with the Investment Restrictions. 

The Investment Manager uses various hedging strategies to attempt to neutralize 

market exposure, currency exposure and/or general market exposure such as trading 

in stock indices, bond indices, foreign currencies, options, government securities, 

derivative structures such as credit default swaps and contracts for differences. For 

example, general market movements may impact on the consummation of an event 

driven transaction. In such circumstances, the Investment Manager may hedge the 

Sub-Fund against the market, depending on the Investment Manager’s outlook, by 

synthetically shorting a stock or bond index for example. The Investment Manager 

may also gain synthetically short exposure through credit default swaps or contracts 

for difference. The Investment Manager may also hedge out any forward currency 

exchange risk (in circumstances where an event driven deal is denominated in a 
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currency other than US Dollars, the Reference Currency of the Sub-Fund) by 

investing in currency forwards. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to 

this Sub-Fund was 5 out of 7, with 1 being the lowest risk and 7 being the 

highest risk. 

 

4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a portfolio of securities, cash 

instruments, currencies and derivatives, the values of which may rise and fall. 

Hence, investors should note that the value of their investment could fall as well 

as rise and they should accept that there is no guarantee that they will recover 

their initial investment. Investors could lose the whole of their initial investment. 

Investors should also refer to the “Risk Factors” in Section 8 of the Prospectus 

of the Company. 

Distressed Securities  

The Sub-Fund may be exposed to distressed securities, which are securities of 

issuers in extremely weak financial condition or are perceived to have a deteriorating 

financial condition that will affect their future ability to meet their financial 

obligations. Investors should refer to section 8.4.8 “Distressed Strategies” of the 

Prospectus. 

5 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should 

fall under the “shares and other financial assets’ UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund will be each Banking Day. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 14
th

 March 2014. 
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9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in 

the table Summary of Shares; the fees will be payable out of the assets attributable to 

the relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2% per annum of the Net Asset Value of the relevant Share Class (as specified 

in the table Summary of Shares below), prior to reduction for any accrued 

Performance Fee.  

(ii) the Management Company will receive a Distribution Fee of up to 2% per 

annum of the Net Asset Value of the relevant Share Class calculated in the same 

manner as for the calculation of the Investment Management Fee (as specified 

in the table Summary of Shares below).  

For the avoidance of doubt, in regard to any specific Share Class, the aggregate 

of the Investment Management Fee and the Distribution Fee will not exceed the 

amount stated in the table below entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of up to 15% of New 

Net Appreciation in respect of Institutional and Retail Share Classes, save for 

Institutional Share Class D which will charge a Performance Fee of 10%. The 

Management USD Share Class does not charge a Performance Fee. The 

Performance Fee is calculated by reference to each Share Class’ High Water 

Mark. The New Net Appreciation of a Share Class shall equal the amount, if 

any, by which the Net Asset Value of the relevant Share Class (prior to 

reduction for any accrued Performance Fee) as of the end of the relevant 

Calculation Period exceeds the High Water Mark attributable to such Share 

Class.  

If any Share Class experiences net losses after the payment of a Performance 

Fee in respect of such Share Class, the Investment Manager will retain all 

Performance Fees previously paid to it in respect of such Share Class but will 

not receive a new Performance Fee in respect of such Share Class until 

additional New Net Appreciation is achieved by such Share Class.  

(iv) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the table Summary of Shares below) of the 

Net Asset Value of the relevant Share Class calculated in the same manner as 

for the calculation of the Investment Management Fee.  

(v) the Management Company, out of the Sub-Fund’s assets, will reimburse the 

Investment Manager for certain of its out-of-pocket costs and expenses in 

connection with the Investment Management Agreement, including, but not 

limited to (i) reasonable fees and expenses of any third-party valuation firm 

retained to value any potential investments for the Sub-Fund and (ii) reasonable 

legal fees and expenses directly incurred in connection with the evaluation, 
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acquisition, disposition, settlement or ownership of investments for the Sub-

Fund.  

10 The Investment Manager 

The Sub-Fund will be managed by Sandell Investment Services LLC (the 

“Investment Manager”), a limited liability company organized under the laws of the 

State of Delaware and incorporated on October 29, 1997. The Investment Manager is 

regulated by the U.S. Securities and Exchange Commission.  

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table at the end 

of the Supplement. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) EUR C (acc) USD C (acc) GBP C (acc) EUR Z (acc) GBP Z (acc) SEK B (acc) SEK C (acc) 

Type Institutional Institutional Institutional Institutional Retail Retail Retail Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Institutional Retail 

Form Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP GBP EUR USD GBP EUR GBP SEK SEK 

Combined 

Investment 

Management 

and 

Distribution 

Fee 

1.25% p.a. 1.25% p.a. 1.25% p.a. 1.25% p.a. 2% p.a. 2% p.a. 2% p.a. 1.25% p.a. 1.25% p.a. 1.25% p.a. 2% p.a. 

Performance 

Fee 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

Benchmark None None None None None None None None None None None 

Sales charge  None None None None Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% None Up to 5% 

Redemption 

charge 

0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrativ

e and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40 p.a. 0.40 p.a. 

Dividend 

Policy 

Capitalisation Capitalisatio

n 

Capitalisatio

n 

Distributing Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR D (acc) USD D (acc) GBP D (acc) USD Management (acc) 

Type Institutional Investors/Share Class 

closed to new investment. The Directors 

in conjunction with the Investment 

Manager may re-open this Class for 

further investment.  

Institutional Investors/Share Class 

closed to new investment. The 

Directors in conjunction with the 

Investment Manager may re-open this 

Class for further investment. 

Institutional Investors/Share Class 

Closed to new investment. The 

Directors in conjunction with the 

Investment Manager may re-open this 

Class for further investment. 

Only available to employees of the 

Investment Manager, their affiliates, 

and funds/accounts under a separate 

discretionary investment contract with 

the Investment Manager 

Form Registered Registered Registered Registered 

Reference Currency EUR USD GBP USD 

Combined Investment Management 

and Distribution Fee 

1% p.a. 1% p.a. 1% p.a. 0 % p.a. 

Performance Fee 10% of New Net Appreciation 10% of New Net Appreciation 10% of New Net Appreciation 0% of New Net Appreciation 

Benchmark None None None None 

Sales charge  None None None None 

Redemption charge 0% 0% 0% 0% 

Administrative and Operating Fee 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 
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THIRTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – MERRILL LYNCH DYNAMIC CAPITAL PROTECTION 

UCITS FUND 

 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – MERRILL LYNCH DYNAMIC 

CAPITAL PROTECTION UCITS FUND (the “Sub-Fund”). 

This Sub-Fund is a Merrill Lynch Sub-Fund as defined in the Prospectus. 

1 Investment Objective and Strategy 

The Sub-Fund’s investment objective is to provide exposure to developed and emerging 

market equities and bonds while limiting the maximum cumulative loss of the Sub-Fund 

over a rolling 12-month period to 13.5%. This means that the Sub-Fund’s NAV will be at 

least equal to the “Floor NAV”, which is defined as being equal to 86.5% of the highest 

NAV observed over the preceding consecutive 366 calendar days. The Sub-Fund 

dynamically invests in cash-like money instruments (the “Reserve Assets”) and in a 

currency-hedged Performance-Seeking Portfolio (both as described in more details under 

the heading “Investment Universe” below).  

The Investment Manager will seek investment advice from Koris International (the 

“Investment Advisor”) in connection with its management of the Sub-Fund and 

implementation of the investment objective. Such advice will relate to matters including, 

but not limited to: (i) identification, selection and monitoring of financial indices and 

allocations thereto, (ii) monitoring adherence of the Sub-Fund’s portfolio to its investment 

objective, policy and strategy, and (iii) reallocation to, and rebalancing of, financial 

indices to which the Sub-Fund is exposed to. 

Whilst the Investment Advisor will advise the Investment Manager on such matters, the 

Investment Manager ultimately retains authority for the investments of the Sub-Fund. The 

Investment Manager will make investment decisions in accordance with the investment 

objective and strategy of the Sub-Fund. 

Further information about the Investment Advisor can be found at Section 12 below. 

Investment Strategy 

To achieve its investment objective, the Sub-Fund employs the Investment Advisor’s 

proprietary, rules-based quantitative allocation strategy known as the Dynamic Core-

Satellite Strategy (the “DCS Strategy”. The Strategy is a “Reference Asset” as defined in 

the Prospectus).  

The DCS Strategy is a rules-based, dynamic risk-budgeting strategy developed by the 

Investment Advisor which aims to maximize potential gains from exposure to the 

components of the Performance-Seeking Portfolio (as defined below), which dynamically 

allocates between bonds and equities, while limiting any cumulative losses over a rolling 

period of 12 months to the Floor NAV.  
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Investment Universe 

The Sub-Fund will be exposed to the following asset classes: emerging market equities, 

developed market equities, emerging market debt, investment grade debt and high yield 

debt, through the indices listed below (the “Indices”). Notwithstanding the foregoing, the 

Investment Advisor may recommend gaining exposure to assets other than such Indices 

but representing the same asset classes with the same underlying securities or with similar 

securities (the “Equivalent Exposure”).  

(A) The MSCI Emerging Markets Index (the “MSCI EM Index”), a free float-adjusted 

market capitalisation index that is designed to measure equity market performance of 

emerging markets. The MSCI EM Index consists of the following 21 emerging 

market country indices: Brazil, Chile, China, Columbia, Czech republic, Egypt, 

Hungary, India, Indonesia, Korea, Malaysia, Mexico, Greece, Peru, Philippines, 

Poland, Russia, South Africa, Taiwan, Thailand and Turkey as of 31 January 2014.  

To obtain exposure to the MSCI EM Index, the Sub-Fund may use: 

- ETF and UCITS compliant index funds with daily liquidity; and/or 

- index swaps and similar derivatives providing synthetic investment exposure. 

(B) The S&P 500 Index (the “SPX Index”), a capitalisation-weighted index designed to 

measure performance of the broad U.S. economy through changes in the aggregate 

market value of 500 stocks representing all major industries. 

To obtain exposure to the SPX Index or its Equivalent Exposure, the Sub-Fund may 

use: 

- ETF, UCITS; and/or 

- index swaps and similar derivatives providing synthetic investment exposure. 

(C) The JPMorgan EMBI Global Core Index (the “EM Debt Index”), a broad, diverse 

US Dollar denominated emerging markets debt benchmark which tracks the total 

return of actively traded external debt instruments in emerging market countries. The 

methodology is designed to distribute the weights of each country within the EM 

Debt Index by limiting the weights of countries with higher debt outstanding and 

reallocating this excess to countries with lower debt outstanding. The EM Debt Index 

is market value weighted and is rebalanced monthly on the last business day of the 

month. 

To obtain exposure to the EM Debt Index, the Sub-Fund may use: 

- ETF and UCITS compliant index funds with daily liquidity tracking the EM 

Debt Index or other investable benchmark indices of USD-denominated debt from 

sovereign issuers domiciled in emerging markets identified by the Investment 

Advisor; and/or 

- broad-based benchmark credit default swap indices on emerging market 

sovereign issuers. 

(D) The Markit iBoxx USD Liquid Investment Grade Index (the “IG Debt Index”), a 

broad-based benchmark which measures the performance of USD denominated 

investment grade corporate debt. It comprises the most liquid, USD denominated, 

fixed rate investment grade bonds. The IG Debt Index is market-value weighted with 
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an issuer cap of 3% and is rebalanced monthly on the last business day of the month 

after the close of business. 

(E) To obtain exposure to the IG Debt Index, the Sub-Fund may use: 

- ETF and UCITS compliant index funds with daily liquidity tracking the IG Debt 

Index or other investable benchmark indices of USD-denominated investment 

grade debt from US issuers identified by the Investment Advisor; and/or 

- broad-based benchmark credit default swap indices on developed investment 

grade corporate issuers. 

(F) The Markit iBoxx EUR Liquid High Yield Index (the “HY Debt Index”), a broad-

based benchmark which measures the performance of Euro denominated sub-

investment grade bonds. It comprises the largest and most liquid fixed and floating 

rate sub-investment grade corporate bonds issued by both Eurozone and non-

Eurozone issuers. Only Euro denominated sub investment grades bonds are included 

in the HY Debt Index. The HY Debt Index is volume-weighted and is rebalanced 

monthly on the last business day of the month after the close of business. 

To obtain exposure to the HY Debt Index, the Sub-Fund may use: 

- ETF and UCITS compliant index funds with daily liquidity tracking the HY 

Debt Index and other investable benchmark indices of Euro-denominated high 

yield debt from Eurozone and Non-Eurozone issuers identified by the 

Investment Advisor; and 

- broad-based benchmark credit default swap indices on developed high-yield 

corporate issuers. 

(G) The MSCI Europe Index (The “MSCI Europe Index”) that captures large and 

midcap representation across 15 countries in Europe. It covers a large portion of the 

free float-adjusted market capitalisation across the European developed markets 

equity universe.  

To obtain exposure to the MSCI Europe Index or its Equivalent Exposure, the Sub-

Fund may use: 

- ETF, UCITS; and/or 

- index swaps and similar derivatives providing synthetic investment exposure.  

(H) The Reserve Assets, which consist of: 

- Euro denominated money market funds; 

- deposits with the Custodian Bank or credit institutions. 

“ETF” means a passive unitised collective investment scheme of the relevant benchmark 

selected by the Investment Advisor, taking into account factors such as e.g. liquidity, fund 

size, fees and the availability of other passive funds with the same or similar benchmark. 

“Performance-Seeking Portfolio” or “PSP” refers to the aggregate of the Sub-Fund’s 

investments in the MSCI EM Index, the SPX Index, the MSCI Europe Index, the 

Equivalent Exposure (with respect to the SPX Index and the MSCI Europe Index only) 

and the Fixed Income Portfolio. 

“Fixed Income Portfolio” refers to the aggregate of the Sub-Fund’s investments in the 

EM Debt Index, the IG Debt Index and the HY Debt Index. It is expected that the Fixed 
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Income Portfolio aims to maintain target allocations of, respectively, 1/2, 1/4 and 1/4 to 

the EM Debt, IG Debt and HY Debt indices which will be rebalanced monthly. 

Notwithstanding the foregoing, such target allocation levels are subject to change in the 

event of any capacity and/or liquidity constraints with regards to the indices within the 

Fixed Income Portfolio. 

“Equity Portfolio” refers to the aggregate of the Sub-Fund’s investments in the MSCI 

EM Index, the SPX Index, the MSCI Europe Index and the Equivalent Exposure (with 

respect to the SPX Index and the MSCI Europe Index only). 

The Sub-Fund will not be subject to the investment restrictions in units of other UCITS or 

other collective investment undertakings as set out in Section 6.4.2 of the Prospectus. 

DCS Strategy 

The allocation to each component of the investment universe is determined through the 

following four-step process as of each Banking Day: 

(1) Aggregate allocation to the PSP: it can vary between 100% and 0%, with any 

remainder between 100% and the prevailing allocation to the PSP being invested in 

the Reserve Assets. The target exposure to the PSP is determined on a daily basis by 

reference to a time-varying multiple of the available risk-budget, whereby “risk 

budget” refers to the difference between the current NAV and the Floor NAV. The 

time-varying multiple as of each day is determined in accordance with the Investment 

Advisor’s proprietary methodology which draws upon the mathematical concepts of 

Extreme Value Theory and multivariate GARCH models and integrates a set of 

external risk indicators (the “Investment Advisor’s Proprietary Methodology”). 

Notwithstanding the foregoing, in the event that the NAV per Unit of the Sub-Fund is 

less than 102% of the Floor NAV, the allocation to the PSP shall be reduced to zero. 

(2) Allocation to the Equity Portfolio within the PSP: the exposure within the PSP to the 

Equity Portfolio can vary between 0% and 100% of the Sub-Fund’s aggregate 

allocation to the PSP, with any remainder between 100% and the prevailing 

allocation to the Equity Portfolio being invested in the Fixed Income Portfolio. The 

target exposure to the Equity Portfolio is optimised in accordance with the 

Investment Advisor’s Proprietary Methodology under the constraint that the 

Maximum Cumulative Loss of the PSP over the last 36 months shall not exceed the 

Maximum Cumulative Loss of the Fixed Income Portfolio over the same period by 

more than 25%. “Maximum Cumulative Loss” means the maximum decline in 

value over any number of consecutive days in the period of the past 36 months. 

(3) Allocation to the MSCI EM Index within the Equity Portfolio: the exposure within 

the Equity Portfolio to the MSCI EM Index can vary between 0% and 100% of the 

Sub-Fund’s aggregate allocation to the Equity Portfolio, with any remainder between 

100% and the prevailing allocation to the MSCI EM Index being invested in a 

combination of the SPX Index (or its Equivalent Exposure) and the MSCI Europe 

Index (or its Equivalent Exposure) applying an equal risk contribution methodology 

(The “ERC Bucket on Developed Markets”). The target exposure to the MSCI EM 

Index is optimised in accordance with the Investment Advisor’s Proprietary 

Methodology under the constraint that the maximum cumulative underperformance 

of the Equity Portfolio with respect to the ERC Bucket on Developed Markets over 

the last 36 months shall not exceed 25%. 
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Risk Budgeting 

The DCS Strategy aims to limit losses of the portfolio over a rolling period of 366 

calendar days to 13.5%. To achieve this objective, the exposure to the Performance-

Seeking Portfolio is adjusted in accordance with a rules-based quantitative portfolio 

insurance technique which takes into account the distance between the Sub-fund’s NAV 

and the Floor NAV at the end of each day and an estimate of the expected-shortfall of the 

Performance-Seeking Portfolio. 

Floor NAV 

Whilst one objective of the DCS Strategy is to limit the maximum cumulative loss of the 

Sub-Fund over a rolling 12-month period to 13.5%, such risk management objective may 

not always be achieved and, as a consequence, the aggregate value of the Performance-

Seeking Portfolio and the Reserve Assets could be worth less than the Floor NAV (a “Gap 

Event”). To ensure that the Sub-Fund’s NAV will be at least equal to the Floor NAV 

regardless of the success of the DCS Strategy, the Sub-Fund will enter into an OTC gap 

risk swap with a First Class Institution such as Merrill Lynch International (MLI) (the 

“Gap Swap”), which will result in payment of the Floor NAV to the Sub-Fund (subject to 

the credit risk of the First Class Institution as described under the heading “Credit Risk” 

in section 5 below) upon the occurrence of a Gap Event. Under the Gap Swap, MLI will 

receive a consideration which is expected to vary between 0.35% and 0.80% of the NAV 

for the first two years. The remuneration of MLI after the first two years will be disclosed 

in an updated version of this Supplement and will be subject to a prior notification of the 

Shareholders in the event that the revised remuneration exceeds 0.80% of the NAV. 

Following the occurrence of a Gap Event, all outstanding Shares of the Sub-Fund shall be 

automatically redeemed within 7 Banking Days at the Floor NAV, provided that the First 

Class Institution has not defaulted on its obligations under the Gap Swap, and the Sub-

Fund shall be liquidated. In the event of a default by the First Class Institution under the 

Swap Gap, the Shares shall be redeemed at the prevailing NAV per Share, which will 

reflect, inter alia, (i) the net proceeds from the liquidation of the Sub-Fund’s assets and all 

amounts due under the Gap Swap and (ii) any liabilities of the Sub-Fund. 

Terms of the Gap Swap  

Pursuant to the terms of the Gap Swap, the Sub-Fund’s investment in the Reserve Assets 

may have to be increased beyond the allocation determined in accordance with the DCS 

Strategy to enable the strategy to limit the maximum drawdown over a one-year period to 

13.5%. In such cases, the Sub-Fund’s allocation to the Performance-Seeking Portfolio will 

be reduced proportionally.  

The initial term of the Gap Swap is two years. It can be extended by mutual agreement 

between the Company, on behalf of the Sub-Fund, and the First Class Institution. In the 

event that the Gap Swap cannot be extended under terms acceptable to the Sub-Fund or is 

terminated, the Board of Directors may decide to close the Sub-Fund or to enter into a 

similar Gap Swap with an alternative First Class Institution recommended by the 

Investment Manager. If the Investment Manager cannot identify a First Class 

Counterparty for this purpose, the Board of Directors may decide to close the Sub-Fund or 

to stop offering a Floor NAV for the Sub-Fund. This Supplement will be updated if the 

Floor NAV is no longer offered for the Sub-Fund. 
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FX Hedging 

Investments denominated in USD will be systematically hedged against fluctuations in the 

EUR-USD exchange rate by entering into FX forward transactions. 

2 Market Disruption Event 

The occurrence of a Market Disruption Event may result in a suspension of valuations and 

issue and redemption and conversion of Shares in accordance with section 16 “Suspension 

of Determination of Net Asset Value, Issue, Redemption and Conversion of Shares” of 

the Prospectus. 

3 Risk Management 

The Management Company is responsible under the supervision of the Board of Directors 

for the risk management in relation to the Sub-Fund. The unit of the Management 

Company responsible for the risk management of the Company is independent from the 

units or entities responsible for the management of the Sub-Fund. For further information 

on risk management, investors should refer to section 11.6 of the Prospectus “Risk 

Manager”. 

4 Risk Profile and Risk Factors 

At the date of this Prospectus, the Synthetic Risk and Reward Indicator classification for 

the Sub-Fund is 4. 

 

The SRRI classification is not guaranteed and may change in the future for various 

reasons including general market developments and changes such as geopolitical factors. 

The SRRI classification selected is based on historical data and is consistent with the Sub-

Fund’s risk profile. However, any historical data may not be a reliable indicator of future 

returns. 

An investment in the Sub-Fund is designated to be a medium to long term investment. 

Investors should not expect to obtain short-term gains from such investment. The Sub-

Fund is suitable for investors who can afford to set aside the capital for the medium to 

long term and who seek a medium investment risk. 

The Sub-Fund will use a commitment approach to monitor its global exposure. 

5 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a basket of transferable securities 

and derivatives, the values of which may rise and fall. Hence, investors should note 

that the value of their investment could fall as well as rise and they should accept 

that there is no guarantee that they will recover their initial investment. Investors 

could lose the whole of their initial investment. 

Shareholders of Share Classes denominated in a currency other than the Reference 

Currency will be subject to the risk that the value of their respective functional currency 

will fluctuate against the Reference Currency. The Sub-Fund may, in the discretion of the 
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Investment Manager, attempt to hedge currency risks. However, there is no guarantee that 

the Investment Manager will be successful in doing so. Any profit and loss resulting from 

FX hedging will be allocated only to the relevant Share Class to which the specific hedge 

relates. Due to the foregoing, each Share Class may differ from each other in their overall 

performance.  

Credit Risk 

The Gap Swap will expose the Sub-Fund to the credit risk of the First Class Institution 

acting as the Sub-Fund’s counterparty under the Gap Swap and its ability to satisfy the 

terms of the Gap Swap. In the event that the Sub-Fund is owed an amount by the First 

Class Institution under the Gap Swap and the First Class Institution defaults on its 

payment obligations, the maximum cumulative loss of the Sub-Fund over the rolling 12-

month period may exceed 13.5%. When applying the limits specified in section 6.2.3 of 

the Prospectus, reference should be made to the net counterparty risk exposure.  

Investors intending to hold Shares as a long-term investment should be aware that all 

shares will be automatically redeemed at the relevant Floor NAV and the Sub-Fund will 

be liquidated if a Gap Event (as defined under the heading “Floor NAV” in section 1 

above) occurs. 

In addition to the specific risk warnings listed above, investors should refer to the “Risk 

Factors” in section 8 of the Prospectus. 

6 Reference Currency 

The Reference Currency of the Sub-Fund is the EUR. 

7 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should fall 

under the “mixed UCIs” type. 

8 Valuation Day 

The Valuation Day of the Sub-Fund will be each Banking Day. 

9 Dealing Day 

The Dealing Day of the Sub-Fund will be each Banking Day.  

Shares in the Sub-Fund may be subscribed, redeemed or converted on each Dealing Day. 

The Dealing Deadline is 12 noon Luxembourg time two Banking Days prior to the 

relevant Dealing Day.  

10 Launch Date 

The Sub-Fund was launched on 27 November 2013. 

11 Fees and Expenses 

The amount of fees listed below may vary on a per Share Class basis as specified in the 

Summary of Shares table below. The fees will be payable out of the assets attributable to 

the relevant Share Class as follows: 



 

 

247 

(i) the Management Company, in its capacity as Investment Manager, will receive an 

Investment Management Fee of up to 0.80% per annum of the Net Asset Value of 

the relevant Share Class; 

(ii)  the Management Company will receive a Distribution Fee up to 0.80% per annum 

of the Net Asset Value of the relevant Share Class 

For the avoidance of doubt, the aggregate of the Investment Management Fee and 

the Distribution Fee will not exceed the Combined Investment Management and 

Distribution Fee stated in the table below entitled Summary of Shares. The 

Investment Management Fee will accrue daily by reference to the Net Asset Value 

on each Valuation Day and will be paid monthly in arrears.  

(iii) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the Summary of Shares table below) of the Net 

Asset Value of the relevant Share Class. The Administrative and Operating Fee will 

accrue daily by reference to the Net Asset Value on each Valuation Day and shall be 

payable monthly in arrears. 

12 Investment Manager 

The Sub-Fund is managed by the Management Company. 

13 Investment Advisor 

The Investment Manager has appointed Koris International as Investment Advisor to 

provide investment advice with respect to the Sub-Fund. The Investment Manager will 

pay a portion of its fees to the Investment Advisor in consideration of its services. 

Koris International, a company incorporated under the laws of France, is a financial 

investment advisor (conseiller en investissements financiers) registered under no. 

D011872 with the French National Chamber of Financial Advisors (Chambre Nationale 

des Conseillers Financiers), association approved by the French Financial Markets 

Authority (Autorité des Marchés Financiers, AMF). Koris International advises firms 

regulated to manage client assets by delivering asset allocation models and developing 

investment methods that meet the needs of both institutional and private investors. 

14 Shares 

The Share Class is described in the Summary of Shares table below. 
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Summary of Shares 

Name EUR B (acc) EUR Z (acc) 

Type Institutional Retail 

Minimum Initial Subscription Amount of EUR 25,000 

Form Registered Registered 

Reference Currency EUR EUR 

Combined Investment Management and Distribution Fee 0.80% p.a. 0.80% p.a. 

Sales charge  None Up to 5% 

Redemption charge None None 

Administrative and Operating Fee 0.20% p.a. 0.20% p.a. 

Dividend Policy Capitalisation Capitalisation 
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FOURTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – MERRILL LYNCH ENHANCED VOLATILITY PREMIUM 

FUND 

 

This Supplement is valid only if accompanied by the currently valid Prospectus of MERRILL 

LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to MERRILL LYNCH 

INVESTMENT SOLUTIONS – MERRILL LYNCH ENHANCED VOLATILITY PREMIUM 

FUND (the “Sub-Fund”). 

This Sub-Fund is a Merrill Lynch Sub-Fund as defined in the Prospectus. 

1 Investment Objective, Policy and Strategy 

1.1 Investment Objective 

The Sub-Fund’s investment objective is to achieve capital appreciation from 

capturing relative value between the implied and realized volatility of the EURO 

STOXX 50 Index whilst maintaining low volatility of returns as well as limited 

correlation to the equity markets.  

The Investment Manager will seek investment advice from Union Investment 

Institutional GmbH (the “Investment Advisor”) in connection with the 

implementation of the investment objective of the Sub-Fund. Such advice will 

relate to advising on suggested strike price of a set of European-style call and put 

options on the EURO STOXX 50 Index within pre-defined strikes range. Whilst 

the Investment Advisor will advise the Investment Manager on such matters, the 

Investment Manager ultimately retains authority for the investments of the Sub-

Fund. The Investment Manager will make investment decisions in accordance with 

the investment objective and strategy of the Sub-Fund. 

Further information about the Investment Advisor can be found at Section 13 

below. 

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

1.2 Policy and Investment Strategy 

To achieve its investment objective, the Sub-Fund will implement the Enhanced 

Volatility Premium Strategy, a proprietary, systematic and quantitative strategy 

developed by Merrill Lynch International (“MLI”) (the “Strategy”). The Strategy 

is a “Reference Asset” as defined in the Prospectus.  

In certain pre-defined conditions, the Strategy will not use formulaically 

determined parameter values but input from the Investment Advisor on the basis of 

its proprietary research and models. Such pre-defined conditions rely on 

parameters calculated in respect of the EURO STOXX 50 Index and the EURO 

STOXX 50 Volatility Index. 

To achieve its investment objective, the Sub-Fund will implement this Strategy by 

primarily entering into over-the-counter put and call options with a First Class 

Institution as further described below. For this purpose, the Investment Manager 

will appoint MLI as executing broker (the “Executing Broker”) who will be in 
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charge of executing the option transactions on behalf of the Investment Manager in 

accordance with the Company’s best execution policy. 

In addition, the Sub-Fund aims to generate a money market return from entering 

into collateral investments (each a “Collateral Investment” and, collectively, the 

“Collateral Investments”) in order to generate the collateral yield.  

The Investment Manager will determine which form of Collateral Investment is 

most appropriate. Examples of Collateral Investments which the Investment 

Manager may select include but are not limited to: 

- investment in a reverse repurchase agreement under which the Sub-Fund 

acting as buyer will purchase securities from a First Class Institution such as 

MLI acting as seller with the obligation for the First Class Institution to 

repurchase such securities at a date and price agreed between the parties when 

entering into the reverse repurchase agreement. Such securities will comply 

with the limits laid down in section 6.10 of the Prospectus; 

- investment in a portfolio of transferable securities and/or collective 

investment undertakings in accordance with the investment restrictions laid 

down in section 6 of the Prospectus, the Law of 17 December 2010 and all 

applicable laws and regulations, together with investment in an OTC 

Derivative, being a Total Return Swap, over that portfolio, and under which 

the return of the portfolio will be swapped for floating rate interest flows. 

Some of the Sub-Fund’s assets may be held on an ancillary basis in liquid assets in 

order to facilitate potential redemption requests and/ or daily expenses.  

The Sub-Fund will not invest more than 10% of its Net Asset Value in units of 

other UCITS or other collective investment undertakings. 

Description of the Strategy 

Portfolio 

The Strategy uses a dynamic portfolio of call and put options linked to the EURO 

STOXX 50 Index which is grouped into four sub-portfolios. Each sub-portfolio 

comprises a short European-style call option and a short European-style put spread. 

In addition, and subject to certain pre-defined conditions (as further described 

below under the “Long Call Conditions”), a fourth long position in a European-

style call option may be comprised in a sub-portfolio. The inclusion of such long 

position aims to limit the portfolio losses in the event of significant increases of the 

EURO STOXX 50 Index and helps reducing the portfolio volatility when the 

EURO STOXX 50 Index experiences increased volatility. The parameter levels 

further explained under the “Long Call Conditions” below have been selected by 

MLI as predictors of such sudden rallies and volatile market conditions. 

All options in a particular sub-portfolio have the same notional amount and same 

expiry date which falls 4 weeks after the day on which those options were traded.  

The options in a sub-portfolio will be replaced upon their expiry every 4 weeks by 

trading a new set of options with 4 weeks expiry. The option expiries in the 

different sub-portfolios are scheduled in such way that a replacement date occurs 

each Thursday (or the first preceding Business Day if such date is not a Business 

Day) in relation to all options comprised in one of the four sub-portfolios (a 

“Replacement Date”). 
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The terms of the call and put options replaced in the relevant sub-portfolio will be 

determined in accordance with the provisions described under the “Portfolio 

Parameters” provisions as set below.  

For the avoidance of doubt 

1. the options in the other three sub-portfolios that have not expired on a 

particular Replacement Date will not be replaced; 

2. the trade dates and expiry dates of the options differ across the four sub-

portfolios, but all options comprised in a particular sub-portfolio have the 

same trade date and expiry date; 

3. a sub-portfolio comprises either three options (long put, short put and short 

call European-Style options) or, if certain conditions are fulfilled (as further 

described below under the “Long Call Conditions”), four options (long put, 

short put, short call and long call European-Style options); 

4. the Strike level of each option comprised in one sub-portfolio will differ from 

the Strike levels of the comparable options in the other sub-portfolios. This is 

due to two factors. Firstly, such Strike levels are determined by reference to 

the closing level of the EURO STOXX 50 Index on the applicable trade date. 

As the closing levels of the EURO STOXX 50 Index are expected to differ 

between relevant trade dates, the Strike levels of comparable options in 

different sub-portfolios are consequently expected to differ, too. Secondly, the 

levels of the short put and the short call options in a particular sub-portfolio 

are either determined by reference to a proprietary formula linked to the level 

of the EURO STOXX 50 Volatility Index or, provided certain conditions are 

met, will be determined by the Investment Advisor. As both the closing levels 

of the EURO STOXX 50 Volatility Index and any determinations of the 

Investment Advisor are expected to differ between relevant trade dates, the 

Strike levels of comparable options in different sub-portfolios are 

consequently expected to differ, too. 

Portfolio Parameters 

On each Replacement Date, and subject to any other determinations provided by 

the Investment Advisor in accordance with the provisions described under the 

“Investment Advisor Determinations” below, the new set of options within the 

relevant sub-portfolio shall be traded with a notional, strike percentage and other 

characteristics according to the following table: 

 

Option  Option 

Notional  

[% of NAV]  

Long /Short  Type  Strike  

[% of Spot] 

(i)  37.5%  Long  Put Strike 1  

(ii)  37.5%  Short  Put Strike 2  

(iii)  37.5%  Short  Call Strike 3  

 

Where: 
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“Long” means the Executing Broker, on behalf of the Investment Manager, buys 

such option; 

“Short” means the Executing Broker, on behalf of the Investment Manager, sells 

such option; 

“Put” means an over-the-counter put option on the EURO STOXX 50 Index with 

European-style exercise and cash settlement; 

“Call” means an over-the-counter call option on the EURO STOXX 50 Index with 

European-style exercise and cash settlement; 

“Strike 1” means 86%; 

“Strike 2” means a percentage between 91% and 96% determined either in 

accordance with a proprietary formula comprised in the Strategy or determined by 

the Investment Advisor in accordance with the provisions described under the 

“Investment Advisor Determinations” below; and 

“Strike 3” means a percentage between 104% and 107% determined either in 

accordance with a proprietary formula comprised in the Strategy or determined by 

the Investment Advisor in accordance with the provisions described under the 

“Investment Advisor Determinations” below. 

Notwithstanding the foregoing, if any one of the conditions described under the 

“Long Call Conditions” provisions below is fulfilled as of a relevant Replacement 

Date, then the relevant sub-portfolio shall include a fourth option with the 

following characteristics: 

 

Option  Option 

Notional  

[% of NAV]  

Long /Short  Type  Strike  

[% of Spot] 

(iv)  37.5%  Long  Call Strike III + 

8% 

 

Where “Strike III” means the level of Strike 3 (as defined above) determined in 

accordance with a proprietary formula comprised in the Strategy (i.e. not taking 

into account any different level of Strike 3 determined by the Investment Advisor 

in accordance with the provisions under the “Investment Advisor Determinations” 

below). 

Long Call Conditions are as follows: 

- the level of the VSTOXX Index on the first Index Business Day prior to the 

relevant Replacement Date is greater than 46; or 

- the minimum of the Daily Changes (as defined below) of the VSTOXX Index 

in the period of 5 consecutive Index Business Days ending on the Index 

Business Day prior to the relevant Replacement Date was less than -5%; or 

- the Five-Day Change (as defined below) of the EURO STOXX 50 Index over 

a period of 5 consecutive Index Business Days ending on the Index Business 

Day prior to the relevant Replacement Date was either a) less than -5% or b) 

greater than +5%. 

Where: 
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“Daily Change” means in relation to a given Index Valuation Date, the closing 

level of the VSTOXX Index at such date deducted by the closing level of the 

VSTOXX Index on the first preceding Index Business Day and such difference 

being divided by the closing level of the VSTOXX Index on the first preceding 

Index Business Day. 

“Five-Day Change” means in relation to a given Index Valuation Date, the closing 

level of the EURO STOXX 50 Index at such date deducted by closing level of the 

EURO STOXX 50 on the fifth preceding Index Business Day and such difference 

being divided by the closing level of the EURO STOXX 50 Index on the fifth 

preceding Index Business Day. 

“Index Business Day” means any days which are index business days in respect of 

the EURO STOXX 50 Index and the VSTOXX Index, as defined in the relevant 

index rules provided by the index sponsor. 

“Index Valuation Date” means a day in relation to which the sponsor of the 

relevant index publishes the official index level. 

“VSTOXX Index” means the EURO STOXX 50 Volatility Index which measures 

the implied volatility of options with a rolling 30 day expiry. 

Investment Advisor Determinations 

Subject to the conditions below being fulfilled in respect to a particular sub-

portfolio, the Investment Manager shall use levels for Strike 2 and Strike 3 

determined by the Investment Advisor in accordance with the Investment 

Advisor’s proprietary research and models for the call and put options: 

(A) the Investment Advisor has validly notified the Investment Manager; and 

(B) the Strike notified by the Investment Advisor is between: 

(i) 91% to 96% (inclusive) in respect of option (ii); and 

(ii) 104% to 107% (inclusive) in respect of option (iii); and 

(C) either of the following conditions have been satisfied: 

(i) the closing level of the VSTOXX Index (as defined above) on the Index 

Business Day immediately prior to the relevant Replacement Date is 

above 46; or 

(ii) the minimum of the Daily Changes (as defined above) of the VSTOXX 

Index in the period of 5 consecutive Index Business Days ending on the 

Index Business Day prior to the relevant Replacement Date was less 

than -5%; or 

(iii) the Five-Day Change (as defined above) of the EURO STOXX 50 Index 

over a period of 5 consecutive Index Business Days ending on the Index 

Business Day prior to the relevant replacement date was either a) less 

than -5% or b) greater than +5%. 

In the event that the EURO STOXX 50 Index and/or the VSTOXX Index: 

-  cease to exist; or 
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-  are modified by the relevant index sponsor with the consequence of adversely 

affecting the implementation and/or performance of the Strategy, the 

Investment Manager, in consultation with the Investment Advisor, shall 

endeavour to identify suitable replacement index or indices and any 

modification of the Strategy which this may entail. The Board of Directors 

shall then decide whether to implement such replacement and/or modification 

or not. The Board of Directors may decide to close the Sub-Fund following 

the occurrence of such events and Shares may be automatically redeemed at 

the relevant NAV.  

2 Market Disruption Event 

The occurrence of a Market Disruption Event may result in a suspension of valuations and 

issue and redemption and conversion of Shares in accordance with section 16 “Suspension 

of Determination of Net Asset Value, Issue, Redemption and Conversion of Shares” of 

the Prospectus. 

3 Risk Management 

The Management Company is responsible under the supervision of the Board of Directors 

for the risk management in relation to the Sub-Fund. The unit of the Management 

Company responsible for the risk management of the Company is independent from the 

units or entities responsible for the management of the Sub-Fund. For further information 

on risk management, investors should refer to section 11.6 of the Prospectus “Risk 

Manager”. 

4 Risk Profile  

At the date of this Prospectus, the Synthetic Risk and Reward Indicator classification for 

the Sub-Fund was 5 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

 

The SRRI classification is not guaranteed and may change in the future for various 

reasons including general market developments and changes such as geopolitical factors. 

The SRRI classification selected is based on historical data and is consistent with the Sub-

Fund’s risk profile. However, any historical data may not be a reliable indicator of future 

returns. 

An investment in the Sub-Fund is designated to be a medium to long term investment. 

Investors should not expect to obtain short-term gains from such investment. The Sub-

Fund is suitable for investors who can afford to set aside the capital for the medium to 

long term and who seek a medium investment risk.  

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute value at 

risk (VaR) approach to monitor its global exposure resulting from the use of financial 

derivative instruments. 

There are two methods of calculating the leverage of a Sub-Fund: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 
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commitment approach defines the leverage as the market risk exposure gained in excess 

of the Sub-Fund’s assets under management through the use of financial derivative 

instruments. The sum of notionals of financial derivative instruments approach defines the 

leverage as the sum of the absolute value of the notional of all financial derivative 

instruments in the relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the Sub-

Fund’s expected level of leverage will generally vary from 300% to 600% of the Sub-

Fund’s NAV. Based on the commitment approach, the Sub-Fund’s expected level of 

leverage will generally vary from 0% to 30% of the Sub-Fund’s NAV. The Sub-Fund’s 

level of leverage may however possibly be higher. 

5 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a basket of derivatives, the values of 

which may rise and fall. Hence, investors should note that the value of their 

investment could fall as well as rise and they should accept that there is no guarantee 

that they will recover their initial investment. Investors could lose the whole of their 

initial investment. In addition to the specific risk warnings listed below, investors 

should refer to the “Risk Factors” in section 8 of the Prospectus. 

Market Up Scenario 

Investors should note that the Sub-Fund may be exposed to upside market risk in 

scenarios where the EURO STOXX 50 Index shows strong positive performance and may 

therefore experience a significant loss.  

Credit Risk 

Investors should note that the entering by the Sub-Fund into the OTC transactions with 

MLI involves a counterparty risk. This risk is however limited to 5% of the net assets of 

the Sub-Fund in accordance with section 6.2.3 of the Prospectus. This exposes the Sub-

Fund to the credit-risk of MLI acting as the Sub-Fund’s counterparty under the OTC 

Transactions and its ability to satisfy the terms of such OTC transactions and therefore the 

Sub-Fund may suffer a loss and such positions may be terminated. The Board of Directors 

may then decide to close the Sub-Fund or to enter into similar OTC transactions with an 

alternative First Class Institution recommended by the Investment Manager. If the 

Investment Manager cannot identify an alternative First Class Institution for this purpose, 

the Board of Directors may decide to close the Sub-Fund. 

Conflict of Interest 

MLI has been appointed by the Company to act as Executing Broker of the Sub-Fund. 

MLI and its affiliates may perform further or alternative roles to the Sub-Fund (such as 

investment management, OTC transaction or Collateral Investments counterparty) and 

this may raise conflict of interests as further described in section 8.16 of the Prospectus.  

 

6 Reference Currency 

The Reference Currency of the Sub-Fund is the EUR. 
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7 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should fall 

under the “mixed UCIs” type. 

8 Valuation Day 

The Valuation Day of the Sub-Fund will be each Banking Day. 

For the purposes of this Sub-Fund, Banking Day means Luxembourg, London and United 

States. 

9 Dealing Day 

The Dealing Day of the Sub-Fund will be each Banking Day.  

For the purposes of this Sub-Fund, Banking Day means Luxembourg, London and United 

States. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. The 

Dealing Deadline is 12 noon Luxembourg time on the second Banking Day prior to the 

relevant Dealing Day. 

10 Launch Date 

The Sub-Fund was launched on 27 November 2013. 

11 Fees and Expenses 

The amount of fees listed below may vary on a per Share Class basis as specified in the 

Summary of Shares table below. The fees will be payable out of the assets attributable to 

the relevant Share Class as follows: 

(i) the Management Company, in its capacity as Investment Manager, will receive an 

Investment Management Fee of (i) up to 0.40% per annum of the Net Asset Value 

of Class A Shares (as specified in the Summary of Shares table below) or (ii) up to 

0.90% per annum of the Net Asset Value of Class B Shares (as specified in the 

Summary of Shares table below). With respect to Class B Shares only, the 

Investment Manager will pay of portion of its fees to the Investment Advisor in 

consideration of its services. The Investment Management Fee will accrue daily by 

reference to the Net Asset Value on each Valuation Day and will be paid monthly in 

arrears. 

(ii) the Executing Broker will receive an Executing Broker Fee of 0.02% on the 

notional amount of option (i) (as defined above) in consideration of all the options 

traded as of a particular date. Such fees are expected to total around 0.39% of Sub-

Fund’s assets under management on an annualized basis. Such portfolio transaction 

costs of the Sub-Fund's Investment Strategy are a material component of its 

performance. 

(iii) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the Summary of Shares table below) of the Net 

Asset Value of the relevant Share Class in the same manner as for the calculation of 

the Investment Management Fee.  
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12 Investment Manager 

The Sub-Fund is managed by the Management Company. 

13 Investment Advisor 

The Investment Manager has appointed Union Investment Institutional GmbH as 

Investment Advisor to provide investment advice with respect to the Sub-Fund. 

Union Investment Institutional GmbH, a company incorporated under the laws of 

Germany, authorised as investment manager by the Federal Financial Supervisory 

Authority (BaFin). Union Investment Institutional GmbH offers its asset management 

expertise to institutional investors to advise them on investment recommendations. 

14 Shares 

The Share Class is described in the Summary of Shares table below.
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Summary of Shares 

Name EUR A (acc) EUR B (acc) 

Type Only available to Investors designated by the Investment Advisor Retail 

Form Registered Registered 

Reference Currency EUR EUR 

Minimum Initial Subscription Amount EUR 1,000,000 EUR 1,000,000 

Investment Management Fee 0.40% p.a. 0.90% p.a. 

Performance Fee None None 

Sales charge  None None 

Subscription and Redemption charges None None 

Administrative and Operating Fee 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation 
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FIFTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS – 

MERRILL LYNCH MLCX COMMODITY ENHANCED BETA FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of MERRILL 

LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to MERRILL LYNCH 

INVESTMENT SOLUTIONS – MERRILL LYNCH MLCX COMMODITY ENHANCED 

BETA FUND (the “Sub-Fund”). 

This Sub-Fund is a Merrill Lynch Sub-Fund as defined in the Prospectus. 

1 Investment Objectives and Strategies 

The investment objective of the Sub-Fund is to provide investors with exposure to the 

Reference Asset, the Merrill Lynch Commodity Index eXtraSM 03 (the “MLCX” or 

“Index”), the performance of which may be positive or negative.  

To achieve its investment objective, the Sub-Fund will primarily: 

- enter into one or more financing transactions (each a “Financing Transaction”) in 

order to generate interest rate flows; and 

- swap such floating interest rate flows with a First Class Institution, such as MLI, 

acting as OTC Derivative counterparty, in return for exposure to the Reference 

Asset. 

The Investment Manager will use its discretion to determine which form of Financing 

Transaction is most appropriate. Examples of Financing Transactions which the 

Investment Manager may select include but are not limited to: 

- Investment in a reverse repurchase agreement under which the Sub-Fund acting as 

buyer will purchase securities from a First Class Institution such as MLI acting as 

seller with the obligation for the First Class Institution to repurchase such securities 

at a date and price agreed between the parties when entering into the reverse 

repurchase agreement. Such securities will comply with the limits laid down in 

section 6.10.2 of the Prospectus. 

- Investment in a portfolio of transferable securities and/or collective investment 

undertakings in accordance with the investment restrictions laid down in section 6 of 

the Prospectus, the Law of 17 December 2010, and all applicable laws and 

regulations, together with investment in an OTC Derivative, being a total return 

swap, over that portfolio, and under which the return of the portfolio will be 

swapped for floating rate interest flows. 

Some of the Sub-Fund’s Assets may be held on an ancillary basis in liquid assets in order 

to facilitate potential redemption requests (the “Cash Balance”).  

The Sub-Fund’s Assets will be valued on each Valuation Day in order to determine the 

Net Asset Value of the Sub-Fund.  

When applying the limits specified in section 6.2.3 of the Prospectus, reference should be 

made to the net counterparty risk exposure. Thus, the Company will reduce the gross 

counterparty risk of the Sub-Fund’s OTC Derivatives by implementing the collateral 

policy as described under section 7.1 of the Prospectus.  



 

 

260 

The Sub-Fund will not invest more than 10% of its Net Asset Value in units of other 

UCITS or other collective investment undertakings. 

2 Index Description 

This section is a brief overview of the Index. A detailed description of the Index including 

the methodology for its calculation, and the composition thereof is available upon request 

from the registered office of the Distributor and also publicly accessible at: 

http://www.mlindex.ml.com/GISpublic/bin/getDoc.asp?fn=IndexRules/Archives/Rules/M

LCX Handbook Dec 2015.pdf. 

The Index is intended to reflect the performance of a basket of commodities (each an 

“Index Commodity”) from the following six (6) broad sectors: Energy, Base Metals, 

Precious Metals, Grains & Oilseeds, Soft Commodities and Livestock (each a 

“Commodity Sector”). The table below outlines the monthly target weights of the Index 

Commodities for the year of 2014: 

Commodity 

Sector 

Index 

Commodity 
Ticker Commodity Exchange 

Monthly target 

weights for 2014 

Energy    35.00% 

 
Brent Crude 

Oil 
CO ICE Futures Europe 16.91% 

 
WTI Crude 

Oil 
CL 

New York Mercantile 

Exchange 
2.76% 

 Gasoil QS ICE Futures Europe 7.17% 

 
Gasoline 

(RBOB) 
XB 

New York Mercantile 

Exchange 
7.07% 

 Natural Gas NG 
New York Mercantile 

Exchange 
1.09% 

Base Metals    18.80% 

 Copper LP London Metals Exchange 10.04% 

 Aluminium LA London Metals Exchange 5.47% 

 Nickel LN London Metals Exchange 1.64% 

 Zinc LX London Metals Exchange 1.65% 

Precious 

Metals 
   10.58% 

 Gold GC COMEX 9.11% 

 Silver SI COMEX 1.47% 

Grains and 

Oilseeds 
   20.00% 

 Wheat W 
Chicago Mercantile 

Exchange 
7.46% 

 Corn C 
Chicago Mercantile 

Exchange 
8.16% 

 Soybean S 
Chicago Mercantile 

Exchange 
1.72% 

 
Soybean 

Meal 
BO 

Chicago Mercantile 

Exchange 
2.66% 

Soft 

Commodities 
   9.53% 

 Sugar SB ICE Futures US 4.68% 

 Cotton CT ICE Futures US 2.98% 

 Coffee KC ICE Futures US 1.87% 

Livestock    6.09% 

 Live Cattle LC Chicago Board of Trade 4.13% 

 Lean Hogs LH Chicago Board of Trade 1.96% 
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The Index is rebalanced annually. The rebalancing of the Index has no effect on the costs 

within the strategy. Further details of the Index, its components and their weighting, their 

calculation and rebalancing methodology and their performance can be accessed at  

http://www.mlindex.ml.com/GISpublic/bin/getDoc.asp?fn=IndexRules/Archives/Rules/M

LCX Handbook Dec 2015.pdf. 

For further details on the factors which may limit the ability of the Sub-Fund to track the 

performance of the Index, investors should read the risk warning headed “Index Tracking 

Risk” in the “Specific Risk Warnings” section of this Supplement.  

Optimised Roll Schedule 

The Index Commodities are represented by future contracts (the “Index Components”). 

When the futures contracts expire, they need to be replaced by new futures contracts 

according to a transparent and static schedule (“Roll Schedule”). Bank of America 

Merrill Lynch Global Commodities Research fundamental and quantitative analysis has 

determined that, provided there is sufficient liquidity, rolling Index Commodities future 

contracts further out on the forward curve enhances the returns generated by the roll, and 

that for most commodities, the optimum roll is approximately three (3) months further out 

along the curve. The analysis also determines that, in addition to enhancing the roll return, 

rolling Index Commodities future contracts further out reduces the Index volatility. As a 

result, the Index applies a third to fourth month rolling schedule for all the Index 

Commodities with the exception of a) Natural Gas and b) Wheat, Corn, Soybeans, Sugar, 

Coffee (the “Optimised Roll Schedule”). 

For Natural Gas, given the recurrent seasonality due to consumption and production 

cycles, Bank of America Merrill Lynch Global Commodities Research created an 

unseasonal natural gas roll mechanism (the “Unseasonal Natural Gas Roll Schedule”) 

which aims at capturing and taking advantage of this fundamental trend by rolling the 

Natural Gas future contracts twice a year according to a transparent and rule-based 

schedule. 

For Wheat, Corn, Soybeans, Sugar and Coffee, Bank of America Merrill Lynch Global 

Commodities Research created its agriculture annual roll mechanism (the “Agriculture 

Annual Roll Schedule”) which aims at monetising each particular seeding and harvest 

periods. As a result and taking into account the dynamics of each Index Commodity crop, 

the Agriculture Annual Roll Schedule is performed for each relevant Index Commodity 

crop by rolling the relevant specific contract once a year. 

Roll and Reset Window 

The roll and/or reset of futures contracts as per the Optimised Roll Schedule is 

implemented over a period of fifteen (15) business days (the “Roll Window”) beginning 

on the first business day and ending on the fifteenth business day of the relevant calendar 

month in which the roll occurs. 

Determination of Index Commodities Weights 

The weight of each Index Commodity (“Index Commodity Weight”) is determined in a 

rule based and transparent manner on the basis of the global production value of each 

Index Commodity, which is a measure that is designed to provide a non-biased reflection 

of the relative economic importance of each such commodity in the global economy. The 

global production value will be calculated in US Dollars as the annual average of the three 
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most recent available years of global production data with respect to all Index 

Commodities, expressed in the same units as the specifications of its associated futures 

contract multiplied by the average of the reference price of the front-dated such futures 

over the preceding one year period from 1 July to 30 June. As certain commodities tend to 

exceptionally overweight all other commodities in term of volume trading in the 

commodity market, this may justify an allocation of up to 35% to such particular 

component in the Index in order to reflect accurately the commodity market. 

Index Commodities Weights: Rebalancing Mechanism 

The weights are determined yearly for each calendar year based on the closing prices of 

the futures reflected in the Index on the last Banking Day of December in the previous 

year.  

Index Commodities Weights: Resetting Mechanism 

In order to reduce any material fluctuations, a resetting process is then repeated 

throughout every month of the year, based on prices on the last business day of the 

preceding month. 

Thus, on a monthly basis and semi-continuously during the 15-day Roll and Reset 

Window of the index, the Index Sponsor will reset towards the Monthly Target Weights 

for the current year (the “Reset Mechanism”). 

3 Index Calculation 

The daily Index closing value of the Total Return Index (TR) will be determined as: 
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Where:  

DCRt is the Daily Commodity Return, which represents the return of a portfolio of 

commodity futures from t to t-1. 

IRRt is the daily return on calendar day t of the Treasury Bill Rate issuing a 360 day per 

year convention and a period of 91 days. 

Treasury Bill Rate is the 91-day auction high rate for U.S. Treasury Bills, as reported by 

Bloomberg on the most recent of the weekly action dates prior to the calendar day t.  

100
0
tTR

. 

The daily Index closing value is calculated in US Dollars on a total return, before costs 

basis and as such is affected, inter alia, by the following factors: 

- the changes in the price of the futures contracts included in the Index, and 

- the cash returns represented by the 91 days US treasury bills. 

The Index Sponsor and index publisher is MLPF&S (the “Index Publisher”). The daily 

closing Index value is published on Bloomberg page MLCX03ER.  

The list of the MLCX contracts contained in the Index and their weights is updated on a 

regular basis and is available upon request at the registered office of the Distributor and 

can be accessed at 
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http://www.mlindex.ml.com/GISpublic/bin/getDoc.asp?fn=IndexRules/Archives/Rules/M

LCX Handbook Dec 2015.pdf. It is also published in the annual and semi-annual reports. 

In the event that: 

- the Index Publisher or any duly appointed successor ceases to calculate the Index; or 

- the Index is suspended other than on a temporary basis; or 

- the Index Publisher or any duly appointed successor modifies or makes a material 

change in the method of calculating the Index; or 

- the Index Publisher or any duly appointed successor fails to calculate or announce 

the Index other than on a temporary basis, 

then the Board of Directors may decide to close the Sub-Fund or the Index may be 

replaced by a successor index (subject to the prior approval of the CSSF), using in the 

determination of the Investment Manager, the same or substantially similar method of 

calculation as used in the calculation of the Index and having a similar composition. In 

such case the OTC swap transactions will be terminated in accordance with market 

convention and new OTC swap transactions linked to the successor index will be entered 

into with MLI or any other First Class Institution acceptable to the Investment Manager at 

then prevailing market conditions. The positive performance (if any) of the Index under 

the OTC swap transactions to be terminated will be paid upon such termination to the 

Sub-Fund. This Supplement will be updated if the Index is replaced. 

Fees embedded at the swap or index level (if any) are as described in the Summary of 

Shares table below.  

Information on the level of the Tracking Error experienced by the Sub-Fund will be 

contained in the most recent financial statements published by the Company. It is 

currently anticipated that, under normal market conditions, the Tracking Error of the Sub-

Fund will be within approximately 1 to 2% annually. 

4 Market Disruption Event 

In addition to the Market Disruption Events described under section 1 “Definitions” of the 

Prospectus, a “Market Disruption Event” in respect of this Sub-Fund means the 

occurrence of one or more of the following events, as determined by the calculation agent 

of the OTC Derivative (the “Calculation Agent”): 

- a material limitation, suspension, or disruption of trading in one or more Index 

Components which results in a failure by the exchange on which each applicable 

Index Component is traded to report an exchange published settlement price for such 

contract on the day on which such event occurs or any succeeding day on which it 

continues; 

- the exchange published settlement price for any Index Component is a “limit price”, 

which means that the exchange published settlement price for such contract for a day 

has increased or decreased from the previous day’s exchange published settlement 

price by the maximum amount permitted under applicable exchange rules; 

- failure by the applicable exchange or other price source to announce or publish the 

exchange published settlement price for any Index Component; 
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- a suspension of trading in one or more Index Components, for which the trading 

does not resume at least 10 minutes prior to the scheduled or rescheduled closing 

time; or 

- any other event, if the Calculation Agent determines in its sole discretion that the 

event materially interferes with its ability to unwind or maintain all or a material 

portion of a hedge that it has effected or may effect as to the applicable OTC 

Derivative. 

If the Investment Manager determines that there is a Market Disruption Event on 

Exchange Business Day (as defined below) (each an “Index Reference Date”), then the 

Index Reference Date shall be the first succeeding Exchange Business Day on which the 

Investment Manager determines that there is no Market Disruption Event, unless the 

Investment Manager determines that there is a Market Disruption Event on each of the 

five Exchange Business Days immediately following the original date that, but for the 

determination by the Investment Manager of a Market Disruption Event, would have been 

the initial Index Reference Date. In that case: 

- that fifth Exchange Business Day shall be deemed to be the Index Reference Date, 

notwithstanding the Market Disruption Event; and 

- the Investment Manager shall determine the level of the Index on that fifth Exchange 

Business Day in accordance with the method of calculating the Index last in effect 

prior to the commencement of the Market Disruption Event using its good faith 

estimate of the exchange-traded price as of the fifth Exchange Business Day of each 

Index Component. 

If the calculation of the Index is temporarily suspended, then the Investment Manager 

shall determine the Index in accordance with the method of calculating the Index last in 

effect prior to the suspension, but using only those Index Components that comprised the 

Index immediately prior to the suspension (other than those securities that have since 

ceased to be listed on the exchange). 

“Exchange Business Day” means any day that is (or, but for the occurrence of a Market 

Disruption Event, would have been) a trading day on any of the commodity exchanges 

other than a day on which trading on the relevant commodity exchange is scheduled to 

close prior to its regular weekday closing time. 

As a consequence of the above, the Investment Manager will determine the appropriate 

adjustment, if any, to be made to the Sub-Fund such as without limitation, a change of the 

objectives and policies of the Sub-Fund and/or the Reference Asset and determine the 

effective date of that adjustment. Any change in the investment objective and any material 

change in investment policies will require the prior approval of the Board of Directors of 

the Company and of the CSSF, and triggers a prior notice period of thirty (30) days during 

which Shareholders have the right to request the redemption of their Shares free of any 

charges. The occurrence of a Market Disruption Event may result in a suspension of 

valuations and issue and redemption and conversion of Shares in accordance with section 

16 “Suspension of Determination of Net Asset Value, Issue, Redemption and Conversion 

of Shares”. 
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5 Risk Management 

The Management Company is responsible under the supervision of the Board of Directors 

for the risk management in relation to the Sub-Fund. The unit of the Management 

Company responsible for the risk management of the Company is independent from the 

units or entities responsible for the management of the Sub-Fund. For further information 

on risk management, investors should refer to section 11.6 of the Prospectus “Risk 

Manager”. 

6 Risk Profile 

At the date of this Prospectus, the Synthetic Risk and Reward Indicator classification for 

the Sub-Fund was 6, out of 7, with 1 being the lowest risk and 7 being the highest risk: 

 Lower risk  

Potentially lower reward  

 Higher risk 

 Potentially higher reward 
  

1 2 3 4 5 6 7 
 

 An investment in the Sub-Fund is designated to be a medium to long term investment. 

Investors should not expect to obtain short-term gains from such investment. The Sub-

Fund is suitable for investors who can afford to set aside the capital for the medium to 

long term and who seek a medium to high investment risk.  

The Sub-Fund will use the commitment approach to monitor its global exposure. 

The commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Fund’s assets under management through the use of financial derivative 

instruments. 

7 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to the Index, the performance of which may 

rise and fall. As the Index is comprised of commodity futures contracts selected across the 

Commodity Sectors including: Energy, Base Metals, Precious Metals, Grains & Oilseeds, 

Soft Commodities and Livestock, the value of the Shares of the Sub-Fund is subject to the 

normal fluctuations of the commodity markets. Hence, investors should note that the 

value of their investment could fall as well as rise and they should accept that there is no 

guarantee that they will recover their initial investment. Investors may very well lose the 

whole of their initial investment. The Sub-Fund will have to make a payment to its swap 

counterparty if the Index level on a reset date is less that the Index level at the start of a 

reset period, such payment being equivalent to the negative performance of the Index. 

This payment will be made from the proceeds received from selling a corresponding 

amount of the Sub-Fund’s Assets. 

The prices of futures contracts and underlying commodities are subject to a variety of 

market factors, and to rapid and unpredictable fluctuations, which could adversely affect 

the Net Asset Value of the Shares. The prices of commodity futures contracts are affected 

by a variety of factors, including weather, governmental programs and policies, national 

and international political and economic events, changes in interest and exchange rates, 

forces of supply and demand and trading activities in futures and commodities, including 

the activities of speculators in the relevant markets. Any of these factors, as well as others, 

could adversely affect the level of the Index and therefore the Net Asset Value of the 

Shares. 
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Suspensions or disruptions of trading in the futures markets could adversely affect the Net 

Asset Value of the Shares. The commodity futures markets are subject to temporary 

distortions or other disruptions due to various factors, including the possible lack of 

liquidity in the markets, the participation of speculators in the markets and government 

regulation and intervention. In addition, US futures exchanges and some foreign 

exchanges have regulations that limit the amount of fluctuations in futures contract prices 

that may occur during a single trading day. These limits are generally referred to as “daily 

price fluctuation limits” and the maximum or minimum price of a contract on any given 

day as a result of these limits is referred to as a “limit price”. Once the limit price has been 

reached in a particular contract, no trading can take place above or below that price, as the 

case may be. Limit prices may have the effect of precluding trading in a particular 

contract or forcing the liquidation of contracts at disadvantageous times or prices. These 

circumstances could adversely affect the level of the Index and therefore the Net Asset 

Value of the Shares.  

The Index is a rolling index; negative roll yields could adversely affect the performance of 

the Index. The Index is composed of commodity futures contracts. Unlike equities, which 

typically entitle the holder to a continuing stake in a corporation, commodity futures 

contracts have a set expiration date and normally specify a certain date for delivery of the 

underlying physical commodity. In the case of the Index, as the exchange-traded futures 

contracts that comprise the Index approach the month before expiration, they are replaced 

by contracts that have a later expiration. This process is referred to as “rolling”. If the 

market for these contracts is (putting aside other considerations) in “backwardation”, 

where the prices are lower in the distant delivery months than in the nearer delivery 

months, the sale of the nearer delivery month contract would take place at a price that is 

higher than the price of the distant delivery month contract, thereby creating a positive 

“roll yield”. There is no indication that these markets will consistently be in 

backwardation or that positive roll yield will contribute to the future performance of the 

Index. Instead, these markets may trade in “contango”. Contango markets are those in 

which the prices of contracts with distant delivery months are higher than those involving 

nearer delivery months. Certain of the commodities included in the Index have 

historically traded in contango markets. Contango in the commodity markets would result 

in negative “roll yields” which would adversely affect the level of the Index. 

The Index is concentrated in a limited number of Commodity Sectors. The Index is 

designed as a broad-based index of commodity market performance. The principles 

established with respect to the Index therefore prohibit any Commodity Sector from 

comprising more than 35% of the weight of the Index at any time, in order to promote the 

diversification of the Index. However, the Energy sector currently accounts for 35% of the 

Index and Base Metals account for 18.80%. Accordingly, a decline in value in such raw 

materials would adversely affect the performance of the Index. 

Technological advances or the discovery of new oil reserves could lead to increases in 

worldwide production of oil and corresponding decreases in the price of crude oil. In 

addition, further development and commercial exploitation of alternative energy sources, 

including solar, wind or geothermal energy, could lessen the demand for crude oil 

products and result in lower prices. Absent amendment of the Index to lessen or eliminate 

the concentration of existing energy contracts in the Index or to broaden the Index to 

account for such developments, the level of the Index could decline. 

The weighting of each commodity futures contract that will be used to calculate the 

closing level of the Index (which in turn will impact the Net Asset Value of the Shares) 
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will not be equal. As a result, a percentage change in the market price for certain 

commodity futures contracts over its initial market price will have a greater impact on the 

closing level of the Index than will a similar percentage in the market price of other 

commodity futures. 

Trading in the components of the Index by the Index Sponsor and any of its affiliates may 

affect the performance of the Index. 

The Index Sponsor and any of its affiliates will, from time to time, actively trade in some 

or all of the components of the Index on a spot and forward basis and other contracts and 

products in or related to the components of the Index (including futures contracts and 

options on futures contracts, traded on futures exchanges in the United States and other 

countries, and commodity options and swaps) both for their proprietary accounts and for 

the accounts of clients. Also, the Index Sponsor or its affiliates may issue or underwrite 

other financial instruments with returns linked to the prices of the components of the 

Index and derivative commodities. These trading and underwriting activities could affect 

the level of the Index in a manner that could reduce the performance. 

The Index Publisher will be responsible for the calculation of the Index, and it, as well as 

the Index Sponsor, will have the authority to make determinations with respect to the 

Index that could affect its level. 

In certain circumstances, the Index Publisher’s and Index Sponsor’s role as an affiliate of 

the Investment Manager and its responsibilities with respect to the Index could give rise to 

conflicts of interest. Even though the Index will be calculated in accordance with the 

principles set forth in the Index’ handbook, its calculation and maintenance require that 

certain judgments and decisions be made. The Index Publisher and, thus, calculation agent 

of the Index, and Index Sponsor, will be responsible for these judgments and decisions. 

As a result, the determinations made by the Index Publisher and Index Sponsor could 

affect the level of the Index. 

Further, the Index Sponsor faces a potential conflict of interest between its role as index 

sponsor and its affiliates’ active role in trading commodities and derivatives instruments 

based upon the components of the Index. 

Investors should note that the entering by the Sub-Fund into the OTC swap transactions 

with MLI involves a counterparty risk. This risk is however limited to 5% of the net assets 

of the Sub-Fund in accordance with section 6.2.3 of the Prospectus. This exposes the Sub-

Fund to the credit-risk of MLI acting as the Sub-Fund’s counterparty under the OTC 

Transactions and its ability to satisfy the terms of such OTC transactions and therefore the 

Sub-Fund may suffer a loss and such positions may be terminated. The Board of Directors 

may then decide to close the Sub-Fund or to enter into similar OTC transactions with an 

alternative First Class Institution recommended by the Investment Manager. If the 

Investment Manager cannot identify an alternative First Class Institution for this purpose, 

the Board of Directors may decide to close the Sub-Fund. 

The valuation of the OTC swap transactions will be carried out by a unit of MLI which is 

independent from the units or entities responsible for the Index and the management of 

this Sub-Fund (including the OTC swap transactions). 

Shareholders of Share Classes denominated in a currency other than the Reference 

Currency will be subject to the risk that the value of their respective functional currency 

will fluctuate against the Reference Currency. The Sub-Fund may, in the discretion of the 

Investment Manager, attempt to hedge currency risks. However, there is no guarantee that 
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the Investment Manager will be successful in doing so. Any profit and loss resulting from 

FX hedging will be allocated only to the relevant Class of Shares to which the specific 

hedge relates. Due to the foregoing, each Class of Shares may differ from each other in 

their overall performance. 

Investors should familiarise themselves with the risks associated with Sub-Funds linked to 

a Reference Asset through OTC derivatives including but not limited to the discretion of 

the sponsor of such Reference Asset to modify its features or characteristics from time to 

time. 

Index Tracking Risk 

There is no guarantee that the investment objective of the Sub-Fund will be achieved. The 

total return on investment in the Shares of the Sub-Fund may be reduced by currency 

hedging inefficiencies, cost and expenses disclosed in the Sub-Fund’s Supplement and 

rebalancing of exposure to the Index.  

In addition to the specific risk warnings listed above, investors should refer to the “Risk 

Factors” in section 8 of the Prospectus. 

8 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

9 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should fall 

under the “mixed UCIs” type. 

10 Valuation Day 

The Valuation Day of the Sub-Fund will be each Banking Day on which the Index is 

scheduled to be published. 

11 Dealing Day 

The Dealing Day of the Sub-Fund will be each Banking Day on which the Index is 

scheduled to be published.  

Shares in the Sub-Fund may be subscribed, redeemed or converted on each Dealing Day. 

The Dealing Deadline is 5:00 p.m. Luxembourg time on the Banking Day prior to the 

relevant Dealing Day.  

Settlement of subscription and redemption amounts will normally be made within two 

Banking Days following the relevant Dealing Day. 

12 Launch Date 

The Sub-Fund was launched on 7 of May 2014. 
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13 Fees and Expenses 

The amount of fees listed below may vary on a per Share Class basis as specified in the 

Summary of Shares table below. The fees will be payable out of the assets attributable to 

the relevant Share Class as follows: 

(i) the Management Company, in its capacity as Investment Manager, will receive an 

Investment Management Fee of up to 1.95% per annum of the Net Asset Value of 

the relevant Share Class (as specified in the Summary of Shares table below). The 

Investment Management Fee will accrue daily by reference to the Net Asset Value 

on each Valuation Day and will be paid monthly in arrears. 

(ii) the Management Company will receive a Distribution Fee of up to 1.95% per 

annum of the Net Asset Value of the relevant Share Class calculated in the same 

manner as for the calculation of the Investment Management Fee (as specified in the 

table Summary of Shares below). 

For the avoidance of doubt, with regard to any specific Share Class, the aggregate of 

the Investment Management Fee and the Distribution Fee will not exceed the 

Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares. 

(iii) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the Summary of Shares table below) of the Net 

Asset Value of the relevant Share Class. The Administrative and Operating Fee will 

accrue daily by reference to the Net Asset Value on each Valuation Day and shall be 

payable monthly in arrears. 

14 Investment Manager 

The Sub-Fund is managed by the Management Company. 

15 Shares 

Share Classes are as described in the Summary of Shares table at below. 

Any Share Class which is denominated in a currency which is not the Reference Currency 

of the Sub-Fund will aim to hedge the currency exposure of such Class of Shares. 
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Summary of Shares 

Name EUR C (acc) USD C (acc) GBP C (acc) SEK C (acc) CHF C (acc) EUR B (acc) USD B (acc) GBP B (acc) 

Type Retail Retail Retail Retail Retail Institutional Institutional Institutional 

Form Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP SEK CHF EUR USD GBP 

Initial Subscription 

Price 
€100 $100 £100 SEK1,000 CHF100 €100 $100 £100 

Minimum Initial 

Subscription 

Amount 

€10,000 $10,000 £10,000 SEK 65,000 CHF10,000 €1,000,000 $1,000,000 £1,000,000 

Combined 

Investment 

Management and 

Distribution Fee 

1.75% p.a. ** 1.75% p.a. ** 1.75% p.a. ** 1.95%p.a. ** 1.75% p.a. ** 0.75% p.a. ** 0.75% p.a. ** 0.75% p.a. ** 

Administrative and 

Operating Fee 
0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15%p.a 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  up to 5% up to 5% up to 5% up to 5% up to 5% None None None 

Redemption Charge  up to 3% up to 3% up to 3% up to 3% up to 3% None None None 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 

 

** Investors should note that there are no fees embedded at the index or swap level 
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Name JPY B (acc) CHF B (acc) EUR E (acc) USD E (acc) GBP E (acc) JPY E (acc) EUR Z (acc) GBP Z (acc) 

Type Institutional Institutional Institutional Institutional Institutional Institutional Appointed sub-

distributors 

Appointed sub-

distributors 

Form Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency JPY CHF EUR USD GBP JPY EUR GBP 

Initial Subscription price  ¥100 CHF100 €100 $100 £100 ¥100 €100 £100 

Minimum Initial 

Subscription Amount  

¥100,000,000 CHF1,000,000 €30,000,000 $50,000,000 £30,000,000 ¥ 4,000,000,000 €10,000 £10,000 

Combined Investment 

Management and 

Distribution Fee 

0.75% p.a. ** 0.75% p.a. ** 0.60% p.a. ** 0.60% p.a. ** 0.60% p.a. ** 0.60% p.a. ** 0.75% p.a. ** 0.75% p.a. ** 

Administrative and 

Operating Fee 

0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge not 

allocated to the Sub-

Fund 

None None None None None None up to 5% up to 5% 

Redemption Charge not 

allocated to the Sub-

Fund 

None None N/A N/A N/A N/A N/A N/A 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 

 

** Investors should note that there are no fees embedded at the index or swap level
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SIXTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT SOLUTIONS 

– MERRILL LYNCH MLCX COMMODITY ENHANCED BETA EX 

AGRICULTURE FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of MERRILL 

LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to MERRILL LYNCH 

INVESTMENT SOLUTIONS – MERRILL LYNCH MLCX COMMODITY ENHANCED 

BETA EX AGRICULTURE FUND (the “Sub-Fund”). 

This Sub-Fund is a Merrill Lynch Sub-Fund as defined in the Prospectus. 

1 Investment Objectives and Strategies 

The investment objective of the Sub-Fund is to provide investors with exposure to the 

Reference Asset, the Merrill Lynch Commodity Index eXtra 3XG (the “MLCX” or 

“Index”), the performance of which may be positive or negative.  

To achieve its investment objective, the Sub-Fund will primarily: 

- enter into one or more financing transactions (each a “Financing Transaction”) in 

order to generate interest rate flows; and 

- swap such floating interest rate flows with a First Class Institution, such as MLI, 

acting as OTC Derivative counterparty, in return for exposure to the Reference 

Asset. 

The Investment Manager will use its discretion to determine which form of Financing 

Transaction is most appropriate. Examples of Financing Transactions which the 

Investment Manager may select include but are not limited to: 

- Investment in a reverse repurchase agreement under which the Sub-Fund acting as 

buyer will purchase securities from a First Class Institution such as MLI acting as 

seller with the obligation for the First Class Institution to repurchase such securities 

at a date and price agreed between the parties when entering into the reverse 

repurchase agreement. Such securities will comply with the limits laid down in 

section 6.10.2 of the Prospectus. 

- Investment in a portfolio of transferable securities and/or collective investment 

undertakings in accordance with the investment restrictions laid down in section 6 of 

the Prospectus, the Law of 17 December 2010, and all applicable laws and 

regulations, together with investment in an OTC Derivative, being a total return 

swap, over that portfolio, and under which the return of the portfolio will be 

swapped for floating rate interest flows. 

Some of the Sub-Fund’s Assets may be held on an ancillary basis in liquid assets in order 

to facilitate potential redemption requests (the “Cash Balance”).  

The Sub-Fund’s Assets will be valued on each Valuation Day in order to determine the 

Net Asset Value of the Sub-Fund.  

When applying the limits specified in section 6.2.3 of the Prospectus, reference should be 

made to the net counterparty risk exposure. Thus, the Company will reduce the gross 

counterparty risk of the Sub-Fund’s OTC Derivatives by implementing the collateral 

policy as described under section 7.1 of the Prospectus. 
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The Sub-Fund will not invest directly or indirectly in asset backed securities, high yield 

bonds and credit linked notes. 

The Sub-Fund will not invest more than 10% of its Net Asset Value in units of other 

UCITS or other collective investment undertakings. 

2 Index Description 

This section is a brief overview of the Index. A detailed description of the Index including 

the methodology for its calculation, and the composition thereof is available upon request 

from the registered office of the Distributor and also publicly accessible at: 

http://www.mlindex.ml.com/GISpublic/bin/getDoc.asp?fn=IndexRules/Archives/Rules/M

LCX Handbook Dec 2015.pdf. 

The Index is intended to reflect the performance of a basket of commodities (each an 

“Index Commodity”) from the following five (5) broad sectors at inception in 2014: 

Petroleum & Products, Natural Gas, Precious Metals, Base Metals 1 and Base Metals 2 

(each a “Commodity Sector”). The table below outlines the monthly target weights of the 

Index Commodities for the year of 2015 and target weights may change over time: 

Commodity Sector Index Commodity Ticker 
Commodity 

Exchange 

Monthly target weights for 

2015 

Petroleum & 

Products 
   35.01% 

 Crude Oil (WTI) CLA Comdty 
NYMEX (New York 

Mercantile Exchange) 
12.23% 

 Gasoline (RBOB) XBA Comdty 
NYMEX (New York 

Mercantile Exchange) 
5.76% 

 Heating Oil HOA Comdty 
NYMEX (New York 

Mercantile Exchange) 
5.86% 

 Brent COA Comdty ICE 11.16% 

Energy 

Natural Gas 
   15.49% 

 Natural Gas NGA Comdty 
NYMEX (New York 

Mercantile Exchange) 
15.49% 

Precious Metals    20.00% 

 Gold GCA Comdty COMEX 14.71% 

 Silver SIA Comdty COMEX 5.29% 

Base Metals 1    17.62% 

 Copper (COMEX) HGA Comdty COMEX 13.36% 

 Zinc LXA Comdty 
LME (London Metal 

Exchange) 
4.26% 

Base Metals 2    11.9% 

 Aluminium LAA Comdty 
LME (London Metal 

Exchange) 
8.14% 

 Nickel LNA Comdty 
LME (London Metal 

Exchange) 
3.76% 

 

The Index is rebalanced monthly. The rebalancing of the Index has no effect on the costs 

within the strategy. Further details of the Index, its components and their weighting, their 

calculation and rebalancing methodology and their performance can be accessed at 

www.invest.baml.com/funds. 

For further details on the factors which may limit the ability of the Sub-Fund to track the 

performance of the Index, investors should read the risk warning headed “Index Tracking 

Risk” in the “Specific Risk Warnings” section of this Supplement. 

http://www.invest.baml.com/funds
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Optimised Roll Schedule 

The Index Commodities are represented by future contracts (the “Index Components”). 

When the futures contracts expire, they need to be replaced by new futures contracts 

according to a transparent and static schedule (“Roll Schedule”). Bank of America 

Merrill Lynch Global Commodities Research fundamental and quantitative analysis has 

determined that, provided there is sufficient liquidity, rolling Index Commodities future 

contracts further out on the forward curve may enhance the returns generated by the roll, 

and that for most commodities, the optimum roll is approximately three (3) months further 

out along the curve. The analysis also determines that, in addition to enhancing the roll 

return, rolling Index Commodities future contracts further out may reduce the Index 

volatility. As a result, the Index applies a third to fourth month rolling schedule for all the 

Index Commodities with the exception of Natural Gas (the “Unseasonal Natural Gas 

Roll Schedule”). However, there can be no assurance that use of such a roll schedule will 

enhance returns or reduce volatility. 

For Natural Gas, given the recurrent seasonality due to consumption and production 

cycles, Bank of America Merrill Lynch Global Commodities Research created the 

Unseasonal Natural Gas Roll Schedule which aims at capturing and taking advantage of 

this fundamental trend by rolling the Natural Gas future contracts twice a year according 

to a transparent and rule-based schedule. 

Roll and Reset Window 

The roll and/or reset of futures contracts as per the Optimised Roll Schedule is 

implemented over a period of fifteen (15) business days (the “Roll Window”) beginning 

on the first business day and ending on the fifteenth business day of the relevant calendar 

month in which the roll occurs. 

Determination of Index Commodities Weights 

The weight of each Index Commodity (“Index Commodity Weight”) is determined in a 

rule based and transparent manner. The target weights for MLCX are computed by 

considering the Bloomberg Commodity ex-Agriculture and Livestock Index (with 

Bloomberg ticker BCOMXAL Index) target weights and applying maximum limits on the 

weights on the sector level. The weight for the highest weighted sector is capped at 35% 

and 20% for the other sectors. As certain commodities tend to exceptionally overweight 

all other commodities in term of volume trading in the commodity market, this may 

justify an allocation of up to 35% to such particular component in the Index in order to 

reflect accurately the commodity market. 

Index Commodities Weights: Rebalancing Mechanism 

The weights are determined yearly for each calendar year based on the closing prices of 

the futures reflected in the Index on the last Banking Day of December in the previous 

year.  

Index Commodities Weights: Resetting Mechanism 

In order to reduce any material fluctuations, a resetting process is then repeated 

throughout every month of the year, based on prices on the last business day of the 

preceding month. 
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Thus, on a monthly basis and semi-continuously during the 15-day Roll and Reset 

Window of the index, the Index Sponsor will reset towards the Monthly Target Weights 

for the current year (the “Reset Mechanism”). 

3 Index Calculation 

The daily Index closing value of the Total Return Index (TR) will be determined as: 
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Where:  

DCRt is the Daily Commodity Return, which represents the return of a portfolio of 

commodity futures from t to t-1. 

IRRt is the daily return on calendar day t of the Treasury Bill Rate issuing a 360 day per 

year convention and a period of 91 days. 

Treasury Bill Rate is the 91-day auction high rate for U.S. Treasury Bills, as reported by 

Bloomberg on the most recent of the weekly action dates prior to the calendar day t.  

100
0
tTR

. 

The daily Index closing value is calculated in US Dollars on a total return, before costs 

basis and as such is affected, inter alia, by the following factors: 

- the changes in the price of the futures contracts included in the Index, and 

- the cash returns represented by the 91 days US treasury bills. 

The Index Sponsor and index publisher is MLPF&S (the “Index Publisher”). The daily 

closing Index value is published on Bloomberg page MLCX3XGE Index.  

The list of the futures contracts contained in the Index and their weights is updated on a 

regular basis and is available upon request at the registered office of the Distributor and 

can be accessed at 

http://www.mlindex.ml.com/GISpublic/bin/getDoc.asp?fn=IndexRules/Archives/Rules/M

LCX Handbook Dec 2015.pdf. It is also published in the annual and semi-annual reports. 

In the event that: 

- the Index Publisher or any duly appointed successor ceases to calculate the Index; or 

- the Index is suspended other than on a temporary basis; or 

- the Index Publisher or any duly appointed successor modifies or makes a material 

change in the method of calculating the Index; or 

- the Index Publisher or any duly appointed successor fails to calculate or announce 

the Index other than on a temporary basis, 

then the Board of Directors may decide to close the Sub-Fund or the Index may be 

replaced by a successor index (subject to the prior approval of the CSSF), using in the 

determination of the Investment Manager, the same or substantially similar method of 

calculation as used in the calculation of the Index and having a similar composition. In 

such case the OTC swap transactions will be terminated in accordance with market 

convention and new OTC swap transactions linked to the successor index will be entered 
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into with MLI or any other First Class Institution acceptable to the Investment Manager at 

then prevailing market conditions. The positive performance (if any) of the Index under 

the OTC swap transactions to be terminated will be paid upon such termination to the 

Sub-Fund. This Supplement will be updated if the Index is replaced. 

Fees embedded at the swap or at the index level (if any) are as described in the Summary 

of Shares table below.  

Information on the level of the Tracking Error experienced by the Sub-Fund will be 

contained in the most recent financial statements published by the Company. It is 

currently anticipated that, under normal market conditions, the Tracking Error of the Sub-

Fund will be within approximately 1 to 2% annually. 

4 Market Disruption Event 

In addition to the Market Disruption Events described under section 1 “Definitions” of the 

Prospectus, a “Market Disruption Event” in respect of this Sub-Fund means the 

occurrence of one or more of the following events, as determined by the calculation agent 

of the OTC Derivative (the “Calculation Agent”): 

- a material limitation, suspension, or disruption of trading in one or more Index 

Components which results in a failure by the exchange on which each applicable 

Index Component is traded to report an exchange published settlement price for such 

contract on the day on which such event occurs or any succeeding day on which it 

continues; 

- the exchange published settlement price for any Index Component is a “limit price”, 

which means that the exchange published settlement price for such contract for a day 

has increased or decreased from the previous day’s exchange published settlement 

price by the maximum amount permitted under applicable exchange rules; 

- failure by the applicable exchange or other price source to announce or publish the 

exchange published settlement price for any Index Component; 

- a suspension of trading in one or more Index Components, for which the trading 

does not resume at least 10 minutes prior to the scheduled or rescheduled closing 

time; or 

- any other event, if the Calculation Agent determines in its sole discretion that the 

event materially interferes with its ability to unwind or maintain all or a material 

portion of a hedge that it has effected or may effect as to the applicable OTC 

Derivative. 

If the Investment Manager determines that there is a Market Disruption Event on 

Exchange Business Day (as defined below) (each an “Index Reference Date”), then the 

Index Reference Date shall be the first succeeding Exchange Business Day on which the 

Investment Manager determines that there is no Market Disruption Event, unless the 

Investment Manager determines that there is a Market Disruption Event on each of the 

five Exchange Business Days immediately following the original date that, but for the 

determination by the Investment Manager of a Market Disruption Event, would have been 

the initial Index Reference Date. In that case: 

- that fifth Exchange Business Day shall be deemed to be the Index Reference Date, 

notwithstanding the Market Disruption Event; and 
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- the Investment Manager shall determine the level of the Index on that fifth Exchange 

Business Day in accordance with the method of calculating the Index last in effect 

prior to the commencement of the Market Disruption Event using its good faith 

estimate of the exchange-traded price as of the fifth Exchange Business Day of each 

Index Component. 

If the calculation of the Index is temporarily suspended, then the Investment Manager 

shall determine the Index in accordance with the method of calculating the Index last in 

effect prior to the suspension, but using only those Index Components that comprised the 

Index immediately prior to the suspension (other than those securities that have since 

ceased to be listed on the exchange). 

“Exchange Business Day” means any day that is (or, but for the occurrence of a Market 

Disruption Event, would have been) a trading day on any of the commodity exchanges 

where an Index Component is traded other than a day on which trading on the relevant 

commodity exchange is scheduled to close prior to its regular weekday closing time. 

As a consequence of the above, the Investment Manager will determine the appropriate 

adjustment, if any, to be made to the Sub-Fund such as without limitation, a change of the 

objectives and policies of the Sub-Fund and/or the Reference Asset and determine the 

effective date of that adjustment. Any change in the investment objective and any material 

change in investment policies will require the prior approval of the Board of Directors of 

the Company and of the CSSF, and triggers a prior notice period of thirty (30) days during 

which Shareholders have the right to request the redemption of their Shares free of any 

charges. The occurrence of a Market Disruption Event may result in a suspension of 

valuations and issue and redemption and conversion of Shares in accordance with section 

16 “Suspension of Determination of Net Asset Value, Issue, Redemption and Conversion 

of Shares”. 

5 Risk Management 

The Management Company is responsible under the supervision of the Board of Directors 

for the risk management in relation to the Sub-Fund. The unit of the Management 

Company responsible for the risk management of the Company is independent from the 

units or entities responsible for the management of the Sub-Fund. For further information 

on risk management, investors should refer to section 11.6 of the Prospectus “Risk 

Manager”. 

6 Risk Profile 

At the date of this Prospectus, the Synthetic Risk and Reward Indicator classification for 

the Sub-Fund is 6. 

Lower risk  

Potentially lower reward  

 Higher risk 

 Potentially higher reward 

  
1 2 3 4 5 6 7 

 

 

An investment in the Sub-Fund is designated to be a medium to long term investment. 

Investors should not expect to obtain short-term gains from such investment. The Sub-

Fund is suitable for investors who can afford to set aside the capital for the medium to 

long term and who seek a medium to high investment risk.  
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The Sub-Fund will use the commitment approach to monitor its global exposure. 

The commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Fund’s assets under management through the use of financial derivative 

instruments. 

7 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to the Index, the performance of which may 

rise and fall. As the Index is comprised of commodity futures contracts selected across the 

Commodity Sectors including: Petroleum and Products, Natural Gas, Precious Metals and 

Base Metals, the value of the Shares of the Sub-Fund is subject to the normal fluctuations 

of the commodity markets. Hence, investors should note that the value of their investment 

could fall as well as rise and they should accept that there is no guarantee that they will 

recover their initial investment. Investors may very well lose the whole of their initial 

investment. The Sub-Fund will have to make a payment to its swap counterparty if the 

Index level on a reset date is less than the Index level at the start of a reset period, such 

payment being equivalent to the negative performance of the Index. This payment will be 

made from the proceeds received from selling a corresponding amount of the Sub-Fund’s 

Assets. 

The prices of futures contracts and underlying commodities are subject to a variety of 

market factors, and to rapid and unpredictable fluctuations, which could adversely affect 

the Net Asset Value of the Shares. The prices of commodity futures contracts are affected 

by a variety of factors, including weather, governmental programs and policies, national 

and international political and economic events, changes in interest and exchange rates, 

forces of supply and demand and trading activities in futures and commodities, including 

the activities of speculators in the relevant markets. Any of these factors, as well as others, 

could adversely affect the level of the Index and therefore the Net Asset Value of the 

Shares. 

Suspensions or disruptions of trading in the futures markets could adversely affect the Net 

Asset Value of the Shares. The commodity futures markets are subject to temporary 

distortions or other disruptions due to various factors, including the possible lack of 

liquidity in the markets, the participation of speculators in the markets and government 

regulation and intervention. In addition, U.S. futures exchanges and some foreign 

exchanges have regulations that limit the amount of fluctuations in futures contract prices 

that may occur during a single trading day. These limits are generally referred to as “daily 

price fluctuation limits” and the maximum or minimum price of a contract on any given 

day as a result of these limits is referred to as a “limit price”. Once the limit price has been 

reached in a particular contract, no trading can take place above or below that price, as the 

case may be. Limit prices may have the effect of precluding trading in a particular 

contract or forcing the liquidation of contracts at disadvantageous times or prices. These 

circumstances could adversely affect the level of the Index and therefore the Net Asset 

Value of the Shares. 

The Index is a rolling index; negative roll yields could adversely affect the performance of 

the Index. The Index is composed of commodity futures contracts. Unlike equities, which 

typically entitle the holder to a continuing stake in a corporation, commodity futures 

contracts have a set expiration date and normally specify a certain date for delivery of the 

underlying physical commodity. In the case of the Index, as the exchange-traded futures 

contracts that comprise the Index approach the month before expiration, they are replaced 
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by contracts that have a later expiration. This process is referred to as “rolling”. If the 

market for these contracts is (putting aside other considerations) in “backwardation”, 

where the prices are lower in the distant delivery months than in the nearer delivery 

months, the sale of the nearer delivery month contract would take place at a price that is 

higher than the price of the distant delivery month contract, thereby creating a positive 

“roll yield”. There is no indication that these markets will consistently be in 

backwardation or that positive roll yield will contribute to the future performance of the 

Index. Instead, these markets may trade in “contango”. Contango markets are those in 

which the prices of contracts with distant delivery months are higher than those involving 

nearer delivery months. Certain of the commodities included in the Index have 

historically traded in contango markets. Contango in the commodity markets would result 

in negative “roll yields” which would adversely affect the level of the Index. 

The Index is concentrated in a limited number of Commodity Sectors. The Index is 

designed as a broad-based index of commodity market performance. The principles 

established with respect to the Index therefore prohibit the highest weighted Commodity 

Sector from comprising more than 35% of the weight of the Index at any time and 20% 

for the other Commodity Sectors, in order to promote the diversification of the Index. The 

Petroleum & Products sector currently accounts for 35% of the Index and the Natural Gas, 

Base Metals 1, Base Metals 2 and Precious Metals account for16, 17%, 12%and 20% 

respectively. Accordingly, a decline in value in such raw materials would adversely affect 

the performance of the Index. 

Technological advances or the discovery of new oil reserves could lead to increases in 

worldwide production of oil and corresponding decreases in the price of crude oil. In 

addition, further development and commercial exploitation of alternative energy sources, 

including solar, wind or geothermal energy, could lessen the demand for crude oil 

products and result in lower prices. Absent amendment of the Index to lessen or eliminate 

the concentration of existing petroleum contracts in the Index or to broaden the Index to 

account for such developments, the level of the Index could decline. 

The weighting of each commodity futures contract that will be used to calculate the 

closing level of the Index (which in turn will impact the Net Asset Value of the Shares) 

will not be equal. As a result, a percentage change in the market price for certain 

commodity futures contracts over its initial market price will have a greater impact on the 

closing level of the Index than will a similar percentage in the market price of other 

commodity futures. 

Trading in the components of the Index by the Index Sponsor and any of its affiliates may 

affect the performance of the Index. 

The Index Sponsor and any of its affiliates will, from time to time, actively trade in some 

or all of the components of the Index on a spot and forward basis and other contracts and 

products in or related to the components of the Index (including futures contracts and 

options on futures contracts, traded on futures exchanges in the United States and other 

countries, and commodity options and swaps) both for their proprietary accounts and for 

the accounts of clients. Also, the Index Sponsor or its affiliates may issue or underwrite 

other financial instruments with returns linked to the prices of the components of the 

Index and derivative commodities. These trading and underwriting activities could affect 

the level of the Index in a manner that could reduce the performance. 
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The Index Publisher will be responsible for the calculation of the Index, and it, as well as 

the Index Sponsor, will have the authority to make determinations with respect to the 

Index that could affect its level. 

In certain circumstances, the Index Publisher’s and Index Sponsor’s role as an affiliate of 

the Investment Manager and its responsibilities with respect to the Index could give rise to 

conflicts of interest. Even though the Index will be calculated in accordance with the 

principles set forth in the Index’ handbook, its calculation and maintenance require that 

certain judgments and decisions be made. The Index Publisher and, thus, calculation agent 

of the Index, and the Index Sponsor, will be responsible for these judgments and 

decisions. As a result, the determinations made by the Index Publisher and Index Sponsor 

could affect the level of the Index. 

Further, the Index Sponsor faces a potential conflict of interest between its role as index 

sponsor and its affiliates’ active role in trading commodities and derivatives instruments 

based upon the components of the Index. 

Investors should note that the entering by the Sub-Fund into the OTC swap transactions 

with MLI involves a counterparty risk. This risk is however limited to 5% of the net assets 

of the Sub-Fund in accordance with section 6.2.3 of the Prospectus. This exposes the Sub-

Fund to the credit-risk of MLI acting as the Sub-Fund’s counterparty under the OTC 

Transactions and its ability to satisfy the terms of such OTC transactions and therefore the 

Sub-Fund may suffer a loss and such positions may be terminated. The Board of Directors 

may then decide to close the Sub-Fund or to enter into similar OTC transactions with an 

alternative First Class Institution recommended by the Investment Manager. If the 

Investment Manager cannot identify an alternative First Class Institution for this purpose, 

the Board of Directors may decide to close the Sub-Fund. The valuation of the OTC swap 

transactions will be carried out by a unit of MLI which is independent from the units or 

entities responsible for the Index and the management of this Sub-Fund (including the 

OTC swap transactions). 

Shareholders of Share Classes denominated in a currency other than the Reference 

Currency will be subject to the risk that the value of their respective functional currency 

will fluctuate against the Reference Currency. The Sub-Fund may, in the discretion of the 

Investment Manager, attempt to hedge currency risks. However, there is no guarantee that 

the Investment Manager will be successful in doing so. Any profit and loss resulting from 

FX hedging will be allocated only to the relevant Class of Shares to which the specific 

hedge relates. Due to the foregoing, each Share Class may differ from each other in their 

overall performance. 

Investors should familiarise themselves with the risks associated with Sub-Funds linked to 

a Reference Asset through OTC derivatives including but not limited to the discretion of 

the sponsor of such Reference Asset to modify its features or characteristics from time to 

time. 

Index Tracking Risk 

There is no guarantee that the investment objective of the Sub-Fund will be achieved. The 

total return on investment in the Shares of the Sub-Fund may be reduced by currency 

hedging inefficiencies, cost and expenses disclosed in the Sub-Fund’s Supplement and 

rebalancing of exposure to the Index.  

In addition to the specific risk warnings listed above, investors should refer to the “Risk 

Factors” in section 8 of the Prospectus. 
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8 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

9 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should fall 

under the “mixed UCIs” type. 

10 Valuation Day 

The Valuation Day of the Sub-Fund will be each Banking Day on which the Index is 

scheduled to be published. 

11 Dealing Day 

The Dealing Day of the Sub-Fund will be each Banking Day on which the Index is 

scheduled to be published.  

Shares in the Sub-Fund may be subscribed, redeemed or converted on each Dealing Day. 

The Dealing Deadline is 5:00 p.m. Luxembourg time on the Banking Day prior to the 

relevant Dealing Day.  

Settlement of subscription and redemption amounts will normally be made within two 

Banking Days following the relevant Dealing Day. 

12 Launch Date 

The Sub-Fund was launched on 1
st
 April 2014. 

13 Fees and Expenses 

The amount of fees listed below may vary on a per Share Class basis as specified in the 

Summary of Shares table below. The fees will be payable out of the assets attributable to 

the relevant Share Class as follows: 

(i) the Management Company, in its capacity as Investment Manager, will receive an 

Investment Management Fee of up to 1.75% per annum of the Net Asset Value of 

the relevant Share Class (as specified in the Summary of Shares table below). The 

Investment Management Fee will accrue daily by reference to the Net Asset Value 

on each Valuation Day and will be paid monthly in arrears. 

(ii) the Management Company will receive a Distribution Fee of up to 1.75% per 

annum of the Net Asset Value of the relevant Share Class calculated in the same 

manner as for the calculation of the Investment Management Fee (as specified in the 

Summary of Shares table below).  

For the avoidance of doubt, with regard to any specific Share Class, the aggregate of 

the Investment Management Fee and the Distribution Fee will not exceed the 

Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares. 
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(iii) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the Summary of Shares table below) of the Net 

Asset Value of the relevant Share Class. The Administrative and Operating Fee will 

accrue daily by reference to the Net Asset Value on each Valuation Day and shall be 

payable monthly in arrears. 

14 Investment Manager 

The Sub-Fund is managed by the Management Company. 

15 Shares 

Share Classes are as described in the Summary of Shares table at below. 

Any Share Class which is denominated in a currency which is not the Reference Currency 

of the Sub-Fund will aim to hedge the currency exposure of such Class of Shares. 
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Summary of Shares 

Name EUR C (acc) USD C (acc) GBP C (acc) CHF C (acc) EUR B (acc) USD B (acc) GBP B (acc) CHF B (acc) 

Type Retail Retail Retail Retail Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP CHF EUR USD GBP CHF 

Minimum Initial 

Subscription 

Amount / Initial 

Offering Period 

Minimum 

Subscription 

Amount 

€10,000 $10,000 £10,000 CHF10,000 €1,000,000 $1,000,000 £1,000,000 CHF1,000,000 

Combined 

Investment 

Management and 

Distribution Fee 

1.75% p.a. ** 1.75% p.a. ** 1.75% p.a. ** 1.75%p.a. ** 0.75% p.a. ** 0.75% p.a. ** 0.75% p.a. ** 0.75% p.a. ** 

Administrative 

and Operating 

Fee 

0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15%p.a 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge up to 5%  up to 5%  up to 5%  up to 5% None None None None 

Redemption 

Charge  

None None None None None None None None 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 

 

** Investors should note that there are no fees embedded at the index or swap level.  
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Name EUR E (acc) USD E (acc) GBP E (acc) CHF E (acc) EUR H (acc) USD H (acc) GBP H (acc) CHF H (acc) 

Type Institutional Institutional Institutional Institutional Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP CHF EUR USD GBP CHF 

Minimum Initial 

Subscription Amount / 

Initial Offering Period 

Minimum 

Subscription Amount 

€30,000,000 $50,000,000 £30,000,000 CHF50,000,000 €60,000,000 $100,000,000 £60,000,000 CHF100,000,000 

Combined Investment 

Management and 

Distribution Fee 

0.60% p.a. ** 0.60% p.a. ** 0.60% p.a. ** 0.60%p.a. ** 0.40% p.a. ** 0.40% p.a. ** 0.40% p.a. ** 0.40% p.a. ** 

Administrative and 

Operating Fee 

0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15%p.a 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge None None None None None None None None 

Redemption Charge None None None None None None None None 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 

 

** Investors should note that there are no fees embedded at the index or swap level.  
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Name EUR D (acc) USD D (acc) GBP D (acc) CHF D (acc) EUR Z (acc) GBP Z (acc) 

Type Only available to 

Institutional Investors 

until the earlier of (i) the 

Sub-Fund’s NAV being 

greater than or equal to 

$100 million, or (ii) one 

year after the Sub-Fund’s 

launch 

Only available to 

Institutional Investors until 

the earlier of (i) the Sub-

Fund’s NAV being greater 

than or equal to $100 

million, or (ii) one year 

after the Sub-Fund’s 

launch 

Only available to 

Institutional Investors until 

the earlier of (i) the Sub-

Fund’s NAV being greater 

than or equal to $100 

million, or (ii) one year 

after the Sub-Fund’s 

launch 

Only available to 

Institutional Investors until 

the earlier of (i) the Sub-

Fund’s NAV being greater 

than or equal to $100 

million, or (ii) one year 

after the Sub-Fund’s 

launch 

Appointed sub-distributors Appointed sub-distributors 

Form Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP CHF EUR GBP 

Minimum Initial 

Subscription Amount / 

Initial Offering Period 

Minimum Subscription 

Amount 

€5,000,000 $7,500,000 £5,000,000 CHF7,500,000 €10,000 $10,000 

Combined Investment 

Management and 

Distribution Fee 

0.60% p.a. ** 0.60% p.a. ** 0.60% p.a. ** 0.60%p.a. ** 0.75% p.a. ** 0.75% p.a. ** 

Administrative and 

Operating Fee 

0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15%p.a 0.15% p.a. 0.15% p.a. 

Sales Charge  None None None None up to 5% up to 5% 

Redemption Charge None None None None None None 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 

 

** Investors should note that there are no fees embedded at the index or swap level.  
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Bloomberg
®
 and Bloomberg Commodity IndexSM are service marks of Bloomberg 

Finance L.P. and its affiliates (collectively, “Bloomberg”) and have been licensed for use 

for certain purposes by the Licensee.  

The Sub-Fund is not sponsored, endorsed, sold or promoted by Bloomberg, UBS AG, 

UBS Securities or any of their subsidiaries or affiliates. None of Bloomberg, UBS AG, 

UBS Securities or any of their subsidiaries or affiliates makes any representation or 

warranty, express or implied, to the owners of or counterparts to the Sub-Fund or any 

member of the public regarding the advisability of investing in securities or commodities 

generally or in the Sub-Fund particularly. The only relationship of Bloomberg, UBS AG, 

UBS Securities or any of their subsidiaries or affiliates to the Licensee is the licensing of 

certain trademarks, trade names and service marks and of the Bloomberg Commodity 

Index
SM

, which is determined, composed and calculated by Bloomberg in conjunction 

with UBS Securities without regard to the investors or the Sub-Fund. Bloomberg and 

UBS Securities have no obligation to take the needs of the investors or the owners of the 

Sub-Fund into consideration in determining, composing or calculating Bloomberg 

Commodity Index
SM

. None of Bloomberg, UBS AG, UBS Securities, or any of their 

respective subsidiaries or affiliates is responsible for or has participated in the 

determination of the timing of, prices at, or quantities of the Sub -Fund to be issued or in 

the determination or calculation of the equation by which the Sub-Fund is to be converted 

into cash. None of Bloomberg, UBS AG, UBS Securities or any of their subsidiaries or 

affiliates shall have any obligation or liability, including, without limitation, to the Sub-

Fund investors, in connection with the administration, marketing or trading of the Sub-

Fund. Notwithstanding the foregoing, Bloomberg, UBS AG, UBS Securities and their 

respective subsidiaries and affiliates may independently issue and/or sponsor financial 

products unrelated to the Sub-Fund currently being issued by Licensee, but which may be 

similar to and competitive with the Sub-Fund. In addition, Bloomberg, UBS AG, UBS 

Securities and their subsidiaries and affiliates actively trade commodities, commodity 

indexes and commodity futures (including the Bloomberg Commodity Index
SM

 and 

Bloomberg Commodity Index Total Return
SM

), as well as swaps, options and derivatives 

which are linked to the performance of such commodities, commodity indexes and 

commodity futures. It is possible that this trading activity will affect the value of the 

Bloomberg Commodity Index
SM

 and the Sub-Fund. 

The Supplement relates only to the Sub-Fund and does not relate to the exchange-traded 

physical commodities underlying any of the Bloomberg Commodity Index
SM

 

components. Investors of the Sub-Fund should not conclude that the inclusion of a futures 

contract in the Bloomberg Commodity Index
SM

 is any form of investment 

recommendation of the futures contract or the underlying exchange-traded physical 

commodity by Bloomberg, UBS AG, UBS Securities or any of their subsidiaries or 

affiliates. The information in the Supplement regarding the Bloomberg Commodity 

Index
SM

 components has been derived solely from publicly available documents. None of 

Bloomberg, UBS AG, UBS Securities or any of their subsidiaries or affiliates has made 

any due diligence inquiries with respect to the Bloomberg Commodity Index
SM

 

components in connection with the Sub-Fund. None of Bloomberg, UBS AG, UBS 

Securities or any of their subsidiaries or affiliates makes any representation that these 

publicly available documents or any other publicly available information regarding the 

Bloomberg Commodity Index
SM

 components, including without limitation a description 

of factors that affect the prices of such components, are accurate or complete.  



 

287 

NONE OF BLOOMBERG, UBS AG, UBS SECURITIES, OR ANY OF THEIR 

SUBSIDIARIES OR AFFILIATES GUARANTEES THE ACCURACY AND/OR THE 

COMPLETENESS OF THE BLOOMBERG COMMODITY INDEX
SM

 OR ANY DATA 

RELATED THERETO AND NONE OF BLOOMBERG, UBS AG, UBS SECURITIES 

OR ANY OF THEIR SUBSIDIARIES OR AFFILIATES SHALL HAVE ANY 

LIABILITY FOR ANY ERRORS, OMISSIONS OR INTERRUPTIONS THEREIN. 

NONE OF BLOOMBERG, UBS AG, UBS SECURITIES, OR ANY OF THEIR 

SUBSIDIARIES OR AFFILIATES MAKES ANY WARRANTY, EXPRESS OR 

IMPLIED, AS TO RESULTS TO BE OBTAINED BY THE INVESTORS, OWNERS 

OF THE SUB-FUND OR ANY OTHER PERSON OR ENTITY FROM THE USE OF 

THE BLOOMBERG COMMODITY INDEXSM OR ANY DATA RELATED 

THERETO. NONE OF BLOOMBERG, UBS AG, UBS SECURITIES, BLOOMBERG 

OR ANY OF THEIR SUBSIDIARIES OR AFFILIATES MAKES ANY EXPRESS OR 

IMPLIED WARRANTIES AND EXPRESSLY DISCLAIMS ALL WARRANTIES OF 

MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE 

WITH RESPECT TO THE BLOOMBERG INDEX
SM

 OR ANY DATA RELATED 

THERETO. WITHOUT LIMITING ANY OF THE FOREGOING, TO THE MAXIMUM 

EXTENT ALLOWED BY LAW, BLOOMBERG, ITS LICENSORS (INCLUDING 

UBS) AND ITS AND THEIR RESPECTIVE EMPLOYEES, CONTRACTORS, 

AGENTS, SUPPLIERS AND VENDORS SHALL HAVE NO LIABILITY OR 

RESPONSIBILITY WHATSOEVER FOR ANY INJURY OR DAMAGES—

WHETHER DIRECT, INDIRECT, CONSEQUENTIAL, INCIDENTAL OR 

OTHERWISE—ARISING IN CONNECTION WITH THE SUB-FUND OR THE 

INDEX OR ANY DATA OR VALUES RELATING THERETO—WHETHER 

ARISING FROM THEIR NEGLIGENCE OR OTHERWISE, EVEN IF NOTIFIED OF 

THE POSSIBILITY THERETO. THERE ARE NO THIRD PARTY BENEFICIARIES 

OF ANY AGREEMENTS OR ARRANGEMENTS AMONG BLOOMBERG, UBS 

SECURITIES AND THE LICENSEES, OTHER THAN UBS AG AND THE 

LICENSORS OF BLOOMBERG. 

BANK OF AMERICA CORPORATION AND ITS AFFILIATES SHALL HAVE NO 

LIABILITY OR RESPONSIBILITY WHATSOEVER, TO ANY PERSON OR ENTITY 

FOR THE QUALITY, ACCURACY, TIMELINESS AND/OR COMPLETENESS OF 

THESE MATERIALS, ANY INDEX DESCRIBED HEREIN, OR ANY DELAYS, 

OMISSIONS, OR INTERRUPTIONS IN THE DELIVERY OF ANY DATA RELATED 

THERETO. BANK OF AMERICA CORPORATION SHALL ALSO HAVE NO 

LIABILITY OR RESPONSIBILITY WHATSOEVER, TO ANY PERSON OR ENTITY, 

FOR ANY INVESTMENT OR TRADING PRODUCTS OR STRATEGIES BASED 

ON, INDEXED TO OR OTHERWISE RELATED TO THESE MATERIALS OR 

THESE INDICES. BANK OF AMERICA CORPORATION MAKES NO WARRANTY, 

EXPRESS OR IMPLIED, AS TO THE RESULTS TO BE OBTAINED BY ANY 

PERSON OR ENTITY IN CONNECTION WITH ANY USE OF ANY SUCH INDEX, 

INCLUDING BUT NOT LIMITED TO THE TRADING OF OR INVESTMENTS IN 

PRODUCTS BASED ON, INDEXED TO OR OTHERWISE RELATED TO THE 

INDEX, ANY DATA RELATED THERETO OR COMPONENTS THEREOF. BANK 

OF AMERICA CORPORATION MAKES NO EXPRESS OR IMPLIED 

WARRANTIES, AND HEREBY EXPRESSLY DISCLAIMS ALL WARRANTIES, OF 

MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE 

WITH RESPECT TO THE MATERIALS INCLUDED HEREIN, THESE INDICES OR 

ANY DATA RELATED THERETO. WITHOUT LIMITING ANY OF THE 
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FOREGOING, IN NO EVENT SHALL BANK OF AMERICA CORPORATION OR 

ANY AFFILIATE HAVE ANY LIABILITY FOR ANY SPECIAL, PUNITIVE, 

INDIRECT OR CONSEQUENTIAL DAMAGES (INCLUDING LOST PROFITS), IN 

CONNECTION WITH ANY USE BY ANY PERSON OF THESE INDICES OR ANY 

PRODUCTS BASED ON, INDEXED TO OR OTHERWISE RELATED TO THESE 

INDICES, EVEN IF NOTIFIED OF THE POSSIBILITY OF SUCH DAMAGES. 
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SEVENTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – MERRILL LYNCH MLCX COMMODITY ALPHA FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of MERRILL 

LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to MERRILL LYNCH 

INVESTMENT SOLUTIONS – MERRILL LYNCH MLCX COMMODITY ALPHA FUND (the 

“Sub-Fund”). 

This Sub-Fund is a Merrill Lynch Sub-Fund as defined in the Prospectus. 

1 Investment Objectives and Strategies 

The investment objective of the Sub-Fund is to provide investors with exposure to the 

Reference Asset which is the Merrill Lynch Commodity Index eXtra
SM

 Alpha 5 Long 

Short (the “MLCX 5 ALS Index” or “the Index”) together with exposure to a cash rate 

equivalent to the official three month United States Treasury Bill rate (“the Cash Rate”). 

The Index is based on sub-indices comprised of the principal commodity sectors: energy, 

base metals, precious metals and grains and oil seeds. As detailed below, investors in 

different Share Classes are subject to different levels of participation in the Reference 

Asset. The performance of the Reference Asset may be positive or negative, and investors 

in a Share Class with a higher level of participation in the Reference Asset will have a 

higher participation in negative returns as well as positive returns. The Index is leveraged 

five times, as described in more detail in section 2 below. The extent to which an 

investment in the Sub-Fund may be regarded as leveraged is set out in the Summary of 

Shares table below under the heading “Net Leverage”.  

To achieve its investment objective, the Sub-Fund will enter into a swap with a First Class 

Institution, such as MLI, acting as OTC Derivative counterparty, whereby the Sub-Fund 

will swap an interest rate flow in return for exposure to the Reference Asset and the Cash 

Rate.  

In order to generate the interest rate to be swapped for exposure to the Reference Asset 

and the Cash Rate, the Sub-Fund will enter into one or more financing transactions (each 

a “Financing Transaction”). Accordingly, each of the Financing Transaction and swap 

described above will involve receipt (in the case of the Financing Transaction) and 

delivery (in the case of the swap) of the same interest flow. 

The initial form of Financing Transaction into which the Sub-Fund entered is a repurchase 

agreement, as further detailed below. However, throughout the life of the Sub-Fund, the 

Investment Manager may use its discretion to determine which form of Financing 

Transaction is most appropriate. Examples of Financing Transactions which the 

Investment Manager may select include but are not limited to: 

(i) Use of a reverse repurchase agreement for efficient portfolio management under 

which the Sub-Fund acting as buyer will purchase securities from a First Class 

Institution such as MLI acting as seller with the obligation for the First Class 

Institution to repurchase such securities at a date and price agreed between the 

parties when entering into the reverse repurchase agreement (the initial purchase 

price and the repurchase price may be the same, and, in such circumstances, the 

First Class Institution will agree to pay, in addition to the repurchase price, a 

payment in an amount corresponding to an interest payment on the value of the 

aggregate purchase price of the relevant securities). 
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(ii) Investment in a portfolio of Investment Instruments (generally comprising 

transferable securities listed or traded on Regulated Markets, including equities 

and highly rated, fixed or floating rate government or commercial bonds or other 

commercial paper), money market instruments (such as money market funds or 

commercial paper) and/or collective investment undertakings in accordance with 

the investment restrictions laid down in section 6 of the Prospectus, all applicable 

law and regulations, together with investment in an OTC Derivative, being a total 

return swap, over that portfolio, and under which the return of the portfolio will be 

swapped for floating rate interest flows (which for the avoidance of doubt may be a 

separate total return swap to that described above). 

Some of the Sub-Fund’s Assets may be held on an ancillary basis in liquid assets in order 

to facilitate potential redemption requests.  

The Sub-Fund’s Assets will be valued on each Valuation Day in order to determine the 

Net Asset Value of the Sub-Fund. The OTC swap transactions will be valued by MLI on a 

consistent basis utilising proprietary valuation models. The OTC Derivatives will be 

adjusted in case of redemption requests. The market risk of the Sub-Fund is measured 

using an advanced risk management process which aims to ensure that on any day the 

Absolute Value-at-Risk of the Sub-Fund will be no greater than 20% of the Net Asset 

Value of the Sub-Fund. This is based on an investment horizon of 20 days and is 

calculated with a 99% confidence level.  

When applying the limits specified in section 6.2.3 of the Prospectus to the OTC 

Derivatives, reference should be made to the net counterparty risk exposure. Thus, the 

Company will reduce the gross counterparty risk of the Sub-Fund’s OTC Derivatives by 

implementing the collateral policy as described under section 7.1 of the Prospectus. 

Shareholders should be aware that since separate OTC Swap transactions will be entered 

into with a First Class Institution, such as MLI, in respect of each Share Class to provide 

different levels of participation in the Reference Asset, the returns of each Share Class are 

expected to be different. 

Sub-Fund will not invest more than 10% of its Net Asset Value in units of other UCITS or 

other collective investment undertakings. 

2 Index Description 

The Index has the objective of generating absolute returns by extracting structural alpha 

from various commodity markets in a liquid, transparent and cost-efficient manner.  

General Description 

The Index is designed to arbitrage the difference in the performance of two sub-indices 

(each a “Sub-Index” and collectively the “Sub-Indices”) on a five times leveraged basis. 

The Sub-Indices are (1) the Merrill Lynch Commodity Index eXtra
SM

 A01 Excess Return 

Index (the “MLCXA01 Index”) and (2) the Bloomberg Commodity Index
SM

 (the 

“Bloomberg Commodity Index
SM

”), by taking a long position in the former and a short 

position in the latter. More detailed information in relation to the Bloomberg Commodity 

Index
SM

 is set out in the section headed “Bloomberg Commodity Index
SM

” below. The 

MLCXA01 Index utilises the commodity components and market weights of the 

Bloomberg Commodity Index
SM

, which are described in the “Bloomberg Commodity 

Index
SM

” section below and can be accessed at 

http://www.bloombergindexes.com/bloomberg-commodity-index-family/, but applies the 
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MLCX Optimized Roll technology. The methodology used to measure the performance of 

each Index will specify the time at which the relevant futures contracts will be maintained 

or “rolled”. The MLCX Optimized Roll technology is designed to enhance the returns 

from rolling the futures contracts that give exposure to the commodities included in the 

relevant index. This is because by rolling the contracts at different times, different returns 

are generated because the price of the contracts and the cost of rolling will be different. 

This is described in more detail under “Roll Schedule of the Sub-Indices” below. Both 

Sub-Indices are constructed to be identical in terms of components and market weights at 

the beginning of each year and will differ slightly throughout the year due to the relative 

out-performance of one Sub-Index versus another. Currently, the commodities underlining 

the Index are the following: 

Brent crude oil, heating oil, Kansas wheat, natural gas, unleaded gasoline, corn, soybeans, 

soybean meal, soybean oil, wheat, coffee, cotton, sugar, aluminium, copper, nickel, WTI 

Crude Oil, zinc, lean hogs, live cattle, gold and silver
1
.  

However, the design of the Index is intended to ensure that the Index arbitrages the 

different rolling mechanism between the MLCXA01 Index and the Bloomberg 

Commodity Index
SM

 rather than taking any directional view on the underlying 

commodities. As a result, the Index has a market-neutral exposure to the various 

underlying commodities and a direct exposure to the outperformance of the MLCXA01 

Index versus the Bloomberg Commodity Index
SM

.  

The Index is five times leveraged meaning that the level of the Index increases by five 

times the outperformance of the MLCXA01 Index compared to the Bloomberg 

Commodity Index
SM

 and decreases by five times the underperformance of the MLCXA01 

Index compared to the Bloomberg Commodity Index
SM

. As further described below, 

certain Share Classes have reduced participation in the Index meaning that these Share 

Classes are less than five times leveraged on a net basis (ie. the level of participation of 

the Share Class (eg. 60% or 3/5
ths

) multiplied by the leverage inherent in the Index (5)). 

Each Sub-Index consists of Index Commodities (as defined below). The number of Index 

Commodities as of January 2013 is 22, as set out below, but may change in the future in 

accordance with the rules of the Bloomberg Commodity Index
SM

. The weights relating to 

the Index Commodities in the Bloomberg Commodity Index
SM

 are set out in the section 

headed “Bloomberg Commodity Index
SM

”. 

Each Sub-Index is rebalanced annually (as described in more detail in the “Bloomberg 

Commodity Index
SM

” section below). The rebalancing has no effect on the costs within 

the strategy. Further details of the Index and Sub-Indices, their components and their 

weighting, their calculation and rebalancing methodology and their performance can be 

accessed at 

http://www.mlindex.ml.com/GISpublic/bin/getDoc.asp?fn=IndexRules/Archives/Rules/M

LCX Handbook Dec 2015.pdf. 

For further details on the factors which may limit the ability of the Sub-Fund to track the 

performance of the Index, investors should read the risk warning headed “Index Tracking 

Risk” in the “Specific Risk Warnings” section of this Supplement. 

 

                                                           

1 For further details please refer to page below 
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Roll Schedule of the Sub-Indices 

The commodities in both Sub-Indices (each an “Index Commodity”) are represented by 

futures contracts. When the futures contracts expire, they are replaced by new futures 

contracts according to a transparent and static schedule (“Roll Schedule”). The 

Bloomberg Commodity Index
SM

 generally rolls the futures contract which is closest to 

expiry into the futures contract which is third closest to expiry, on a bi-monthly basis. 

Bank of America Merrill Lynch Global Commodities Research fundamental and 

quantitative analysis has determined that, provided there is sufficient liquidity in the 

futures markets, rolling Index Commodities futures contracts out farther than the third 

closest to expiry enhances the returns generated by the roll. The differences in supply and 

demand at the time(s) at which the futures contracts are rolled means that the futures 

contracts may be rolled at better prices. The analysis also determines that, in addition to 

enhancing the roll return, rolling Index Commodities futures contracts farther out reduces 

the Index volatility. As a result, the MLCXA01 Index applies the systematic and 

transparent MLCX Optimized Roll technology to each Index Commodity in order to 

reduce the cost of maintaining a position and optimise the price at which the relevant 

futures contracts roll on a monthly basis, where practicable (“Optimized Roll Schedule”). 

Information on the Index can be accessed freely at 

http://www.mlindex.ml.com/GISpublic/bin/getDoc.asp?fn=IndexRules/Archives/Rules/M

LCX Handbook Dec 2015.pdf. 

Roll and Reset Window of the Sub-Indices 

The roll and re-weight of the futures contracts in the Bloomberg Commodity Index
SM

 is 

implemented over a period of 5 days (the “Short Index Roll and Reset Window”) 

beginning on the fifth (5
th

) day and ending on the ninth (9
th

) Bloomberg Business Day of 

the relevant calendar month in which the roll occurs. A Bloomberg Business Day is 

defined in accordance with the Bloomberg Commodity Index
SM

 Methodology and means 

any day on which the sum of the commodity index percentages for those index 

commodities that are open for trading is greater than 50%. 
 

The roll and re-weight of the futures contracts in the MLCXA01 Index is implemented 

over a period of fifteen (15) Index Business Days (as defined below) (the “Long Index 

Roll and Reset Window”) beginning on the first (1
st
) Index Business Day and ending on 

the fifteenth (15
th

) Index Business Day of the relevant calendar month in which the roll 

occurs. The roll and reset mechanism of the MLCXA01 Index is therefore intended to 

reduce the trading disadvantage linked to passive money flows into commodity 

benchmarks, compared to the roll and reset mechanism of the Bloomberg Commodity 

Index
SM

. In accordance with the MLCX handbook, an “Index Business Day” is any New 

York Mercantile Exchange Trading Day on which MLPF&S is open for business. 

Determination of Index Commodity Weights of the Sub-Indices 

Bloomberg Percentage Target Weights are determined according to Bloomberg 

methodology and are communicated by Bloomberg in January and for the calendar year. 

The Percentage Target Weight of each Index Commodity in the MLCXA01 Index is 

defined equal to the corresponding Bloomberg Index Percentage Target Weights in 

January for the calendar year. Oil and other energy commodities continue to exceptionally 

overweight all other commodities in term of volume trading in the commodity market. 

This justifies an allocation of up to 35% to this sector in the index in order to reflect 

accurately the commodity market.  



 

293 

Reset Mechanism of Index Commodity Weights 

In order to reduce any drift from the of weights relative to the Bloomberg Percentage 

Target Weights, a resetting process is repeated throughout every month of the year, based 

on prices on the last Bloomberg Business Day of the preceding month and the contract 

units of the Bloomberg Commodity Index
SM

, in such a way that the Percentage Target 

Weights of MLCXA01 equal the composition of the Bloomberg Commodity Index
SM

 as of 

the end of the preceding month. 

Thus, on a monthly basis and semi-continuously during the Roll and Reset Window of the 

respective Sub-Index, the Index Sponsor (as defined in section 3 below) will reset towards 

the Bloomberg  composition at the end of the preceding month (“Reset Mechanism”).  

Participation Levels in the Index 

Shareholders should be aware that since separate OTC swap transactions will be entered 

into in respect of the Alpha 1, Alpha 3 and Alpha 5 Share Classes in order to provide 

different levels of participation in the Reference Asset, the returns of the Alpha 1, Alpha 3 

and Alpha 5 Share Classes are expected to be different. In addition, for efficiency 

purposes, separate repurchase agreements may be entered into in respect of the Alpha 1, 

Alpha 3 and Alpha 5 Share Classes. 

As detailed in the table directly below, and in the Summary of Shares table below, the 

Sub-Fund offers investment opportunities in three different levels of participation in the 

Index (represented by the Alpha 1, Alpha 3 and Alpha 5 Share Classes, respectively). 

Different levels of participation incur different roll costs which will be embedded in the 

relevant OTC swap transactions. Accordingly, the performance of each Share Class will 

be determined by its level of participation in the Index (for positive returns the lower the 

level of participation, the lower the level of returns, and for negative returns the lower the 

level of participation, the higher the level of returns) and the costs associated with any 

particular level of participation (the lower the participation, the lower the cost).  

Share Classes Net Leverage of 

Investment in 

Sub-Fund 

Participation 

Level in the 

Index 

Roll Costs Total Return 

Bloomberg 

Code 

Alpha 1  1x 20% 0.00% MLCXAF1T 

Alpha 3 3 x 60% 0.75% MLCXAF3T 

Alpha 5 5 x 100% 1.65% MLCXAF5T 

 

The swap transactions (and repurchase agreements, in the event that separate repurchase 

agreements are entered into in respect of the Alpha 1, Alpha 3 and Alpha 5 Share Classes) 

will be effected on terms that provide that the counterparty’s recourse to the Sub-Fund in 

respect of losses incurred in respect of the Alpha 1, Alpha 3 and Alpha 5 Share Classes, 

respectively, will be limited to the relevant Alpha 1, Alpha 3 or Alpha 5 Share Class’ 

participation in the assets of the Sub-Fund. Investors in each Share Class will be exposed 

to fluctuations in the Net Asset Value per Share reflecting the gains or losses on, and the 

costs of, the relevant OTC swap transaction (and where relevant, repurchase agreement) 

as it relates to the Class in which they have invested. To the extent that an OTC swap 

transaction is utilised solely for the benefit of the Alpha 1, Alpha 3 or Alpha 5 Share 

Classes, respectively, its cost and related liabilities and/or benefits will be for the account 
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of the Shareholders in those Classes only. Accordingly, such costs and related liabilities 

and/or benefits will be reflected in the Net Asset Value per Share of the relevant Class 

only. Classes will not be leveraged through the use of the OTC swap transactions. 

Any hedging costs embedded at the index level are as described in the Summary of Shares 

table below.  

3 Index Calculation  

The Sub-Indices are calculated on an “excess return” basis. An “excess return” index 

reflects the value of an unfunded investment into the Sub-Indices using the daily closing 

levels of the Sub-Indices. 

The Index Sponsor and index publisher for the Index and the Merrill Lynch Commodity 

Index eXtra
SM

 A01 Excess Return Index is MLPF&S (the “Index Publisher”). The daily 

closing Index values are published on Bloomberg pages MLCX5ALS and MLCXA01, 

respectively.  

The index sponsors of the Bloomberg Commodity Index
SM

 are Bloomberg, UBS AG and 

UBS Securities LLC (each a “Bloomberg Index Sponsor”). The daily closing Index 

values are published on Bloomberg pages BCOM. 

A detailed description of the Index including the methodology for its calculation, and the 

composition thereof is available upon request at the registered office of the Distributor 

and can be accessed at 

http://www.mlindex.ml.com/GISpublic/bin/getDoc.asp?fn=IndexRules/Archives/Rules/M

LCX Handbook Dec 2015.pdf.  

In the event that:  

a. the Index Publisher or a Bloomberg Index Sponsor, or any duly appointed 

successor, ceases to calculate the relevant Index or Sub-Index; or  

b. either of the Bloomberg Commodity Index
SM

 or the Index is suspended other than 

on a temporary basis; or  

c. the Index Publisher or a Bloomberg Index Sponsor, or any duly appointed 

successor, modifies or makes a material change in the method of calculating the 

relevant Index or Sub-Index; or 

d. the Index Publisher or a Bloomberg Index Sponsor, or any duly appointed 

successor, fails to calculate or announce the relevant Index or Sub-Index other than 

on a temporary basis; 

then the Board of Directors may decide to close the Sub-Fund and all of the Share Classes 

of the Sub-Fund, or the Index may be replaced by a successor index (subject to the prior 

approval of the CSSF and Shareholders, if required), using in the determination of the 

Investment Manager, the same or substantially similar method of calculation as used in 

the calculation of the Index and having a similar composition. In such case the OTC 

Derivatives will be terminated in accordance with market convention and new OTC 

Derivatives linked to the successor index will be entered into with MLI or any other First 

Class Institution approved by the Investment Manager at then prevailing market 

conditions. The positive value (if any) of the OTC Derivatives to be terminated will be 

paid upon such termination to the Sub-Fund.  
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Information on the level of the Tracking Error experienced by the Sub-Fund will be 

contained in the most recent financial statements published by the Company. It is 

currently anticipated that, under normal market conditions, the Tracking Error of the Sub-

Fund will be within approximately 1 to 2% annually. 

4 Share Class Returns  

Investors should note that the Sub-Fund represents an investment which is linked to the 

Reference Asset on a “total return basis”, reflecting the Cash Rate as well as the Index 

performance. In addition, the Sub-Fund offers investment in three different levels of 

participation in the Index, and on a “return after costs” basis. The performance of a 

specific Share Class is therefore determined by (i) the daily closing value of the Index 

determined on a “excess return basis” and multiplied by the relevant participation level (as 

set out in the table under “Participation Levels in the Index” above), (ii) the deduction of 

roll costs calculated and deducted daily on a pro-rata basis (set out in the table under 

“Participation Levels in the Index” above and differing depending on the participation 

level), (iii) the Cash Rate return (as set out in section 6 “Cash Rate” below), and (iv) the 

fees set out in the Summary of Shares table below or otherwise disclosed in the 

Prospectus. 

The Sponsor has arranged for the Index Publisher to publish Bloomberg pages 

MLCXAF5T, MLCXAF3T, MLCXAF1T which show the daily closing values of Share 

Class returns as set out in the preceding paragraph but excluding (iv) fees set out in the 

Summary of Shares table below or otherwise disclosed in the Prospectus. Pages 

MLCXAF5T, MLCXAF3T, MLCXAF1T refer respectively to Alpha 5, Alpha 3 and 

Alpha 1 Share Classes (with relevant participation levels and roll costs). 

5 Market Disruption Event  

In addition to the Market Disruption Events described under section 1 of the Prospectus, a 

“Market Disruption Event” in respect of this Sub-Fund means one or more of the 

following events, as determined by the calculation agent of the OTC Derivative (the 

“Calculation Agent”): 

(i) a material limitation, suspension, or disruption of trading in one or more Index 

components which results in a failure by the exchange on which each applicable 

Index component is traded to report an exchange published settlement price for 

such contract on the day on which such event occurs or any succeeding day on 

which it continues; 

(ii) the exchange published settlement price for any Index component is a “limit 

price”, which means that the exchange published settlement price for such contract 

for a day has increased or decreased from the previous day’s exchange published 

settlement price by the maximum amount permitted under applicable exchange 

rules; 

(iii) failure by the applicable exchange or other price source to announce or publish the 

exchange published settlement price for any Index component; 

(iv) a suspension of trading in one or more Index components, for which the trading 

does not resume at least ten minutes prior to the scheduled or rescheduled closing 

time; or 
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(v) any other event, if the Calculation Agent determines in its sole discretion that the 

event materially interferes with its ability to unwind or maintain all or a material 

portion of a hedge that it has effected or may effect as to the applicable OTC 

Derivative. 

If the Calculation Agent determines that there is a Market Disruption Event on any New 

York and London business day (an “Index Reference Date”), then the Index Reference 

Date shall be the first (1
st
) succeeding Exchange Business Day (as defined below) on 

which the Calculation Agent determines that there is no Market Disruption Event, unless 

the Calculation Agent determines that there is a Market Disruption Event on each of the 

five (5) Exchange Business Days immediately following the original date that, but for the 

determination by the Calculation Agent of a Market Disruption Event, would have been 

the initial Index Reference Date. In that case:  

(i) that fifth (5th) Exchange Business Day shall be deemed to be the Index Reference 

Date, notwithstanding the Market Disruption Event; and 

(ii) the Calculation Agent shall determine the level of the Index on that fifth (5th) 

Exchange Business Day in accordance with the method of calculating the Index 

last in effect prior to the commencement of the Market Disruption Event using its 

good faith estimate of the exchange-traded price as of the fifth (5th) Exchange 

Business Day of each commodity futures contracts comprising the Index. 

If the calculation of the Index is temporarily suspended, then the Calculation Agent shall 

determine the Index in accordance with the method of calculating the Index last in effect 

prior to the suspension, but using only those commodity futures contracts that comprised 

the Index immediately prior to the suspension (other than those commodity futures 

contracts that have since ceased to be listed on the exchange). 

As a consequence of the above, the Investment Manager will determine in its sole and 

absolute discretion the appropriate adjustment, if any, to be made to the relevant Sub-Fund 

such as without limitation, a change of the objectives and policies of the Sub-Fund and/or 

the Reference Asset and determine the effective date of that adjustment. Any change in the 

investment objective and any material change in investment policies will require 

shareholder approval in accordance with section 5 of the Prospectus. The occurrence of a 

Market Disruption Event may result in a suspension of valuations and issue and 

redemption and conversion of Shares in accordance with section 16 of the Prospectus. 

“Exchange Business Day” means any day that is both an Index Business Day and a 

Bloomberg Business Day. 

6 Cash Rate 

The Cash rate represents the official three month United States Treasury Bill rate, which is 

the 91-day auction high rate as reported under the ticker <USB3MTA Index> available on 

Bloomberg, annualised and published under the ticker <MLCXCASH Index> available on 

Bloomberg.  

7 Risk Management 

The Management Company is responsible under the supervision of the Board of Directors 

for the risk management in relation to the Sub-Fund. The unit of the Management 

Company responsible for the risk management of the Company is independent from the 

units or entities responsible for the management of the Sub-Fund. For further information 
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on risk management, investors should refer to section 11.6 of the Prospectus “Risk 

Manager”.  

8 Risk Profile  

At the date of this Prospectus, the Synthetic Risk and Reward Indicator classification for 

the Sub-Fund was as follows, out of 7, with 1 being the lowest risk and 7 being the 

highest risk: 
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- 3 for the Alpha 1 Share Class 

 Lower risk  

Potentially lower reward  

 Higher risk 

 Potentially higher reward 
  

1 2 3 4 5 6 7 
 

  

- 4 for the Alpha 3 Share Class 

 Lower risk  

Potentially lower reward  

 Higher risk 

 Potentially higher reward 
  

1 2 3 4 5 6 7 
 

  

- 4 for the Alpha 5 Share Class: 

 Lower risk  

Potentially lower reward  

 Higher risk 

 Potentially higher reward 
  

1 2 3 4 5 6 7 
 

  

The Sub-Fund will use an absolute value at risk (VaR) approach to monitor its global 

exposure resulting from the use of financial derivative instruments. 

There are two methods of calculating the leverage of a Sub-Fund: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in excess 

of the Sub-Fund’s assets under management through the use of financial derivative 

instruments. The sum of notionals of financial derivative instruments approach defines the 

leverage as the sum of the absolute value of the notional of all financial derivative 

instruments in the relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the 

expected level of leverage is as follows: 

- 200% of the Net Asset Value for the Alpha 1 Share Class; 

- 600% of the Net Asset Value for the Alpha 3 Share Class; and 

- 1000% of the Net Asset Value for the Alpha 5 Share Class. 

9 Specific Risk Warnings 

As this Sub-Fund uses financial derivative instruments for investment purposes, 

there may be a risk that the volatility of the Sub-Fund’s Net Asset Value may 

increase. 

The value of the Sub-Fund’s Assets is linked to the Index, the performance of which 

may rise and fall. As the Index is comprised of a five times leveraged long position in 

MLCXA01 and short position in the Bloomberg Commodity Index
SM

, the value of 

the Shares of the Sub-Fund is subject to five times the relative out-performance of 

one Sub-Index versus another. The Index will rise if the MLCXA01 Index out-

performs the Bloomberg Commodity Index
SM

 and will fall if the MLCXA01 Index 
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under-performs the Bloomberg Commodity Index
SM

. Although the MLCXA01 Index 

has out-performed the Bloomberg Commodity Index
SM

 on average in the past, there 

can be no assurance that this trend will continue into the future. Hence, Investors 

should note that the value of their investment could fall as well as rise and they 

should accept that there is no guarantee that they will recover their initial 

investment. Investment in share classes which are leveraged on a net basis are 

particularly liable to losses and investors may very well lose the whole of their initial 

investment. The Sub-Fund will have to make a payment to its OTC Derivative 

counterparty if the level of the Index on a reset date is less that the level of the Index 

at the start of a reset period, such payment being equivalent to the negative 

performance of the Index. Such payments will be made from the proceeds received 

from selling a corresponding amount of the Sub-Fund’s Assets. 

Although the Index is intended to have market-neutral exposure to the various underlying 

commodities, investors should note that the prices of commodities and their 

corresponding futures contracts are volatile and may not be suitable for all investors. The 

prices of futures contracts and underlying commodities are subject to a variety of market 

factors, and to rapid and unpredictable fluctuations, which could adversely affect the Net 

Asset Value of the Shares. The prices of commodity futures contracts are affected by a 

variety of factors, including weather, governmental programs and policies, national and 

international political and economic events, changes in interest and exchange rates, forces 

of supply and demand and trading activities in futures and commodities, including the 

activities of speculators in the relevant markets. Any of these factors, as well as others, 

could adversely affect the level of the Index and therefore the Net Asset Value of the 

Shares. 

Suspensions or disruptions of trading in the futures markets could adversely affect the Net 

Asset Value of the Shares. The commodity futures markets are subject to temporary 

distortions or other disruptions due to various factors, including the possible lack of 

liquidity in the markets, the participation of speculators in the markets and government 

regulation and intervention. In addition, U.S. futures exchanges and some foreign 

exchanges have regulations that limit the amount of fluctuations in futures contract prices 

that may occur during a single trading day. These limits are generally referred to as “daily 

price fluctuation limits” and the maximum or minimum price of a contract on any given 

day as a result of these limits is referred to as a “limit price”. Once the limit price has been 

reached in a particular contract, no trading can take place above or below that price, as the 

case may be. Limit prices may have the effect of precluding trading in a particular 

contract or forcing the liquidation of contracts at disadvantageous times or prices. These 

circumstances could adversely affect the level of the Index and therefore the Net Asset 

Value of the Shares.  

Trading in the components of the Index by the Index Sponsor and any of its affiliates 

may affect the performance of the Index. 

MLPF&S and any of its affiliates will, from time to time, actively trade in some or all of 

the components of the Index on a spot and forward basis and other contracts and products 

in or related to the components of the Index (including futures contracts and options on 

futures contracts, traded on futures exchanges in the United States and other countries, 

and commodity options and swaps) both for their proprietary accounts and for the 

accounts of clients. Also, the Index Sponsor of the Index or its affiliates may issue or its 

affiliates may underwrite other financial instruments with returns linked to the prices of 

the components of the Index and derivative commodities. These trading and underwriting 
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activities could affect the level of the Index in a manner that could reduce the 

performance. 

The Index Publisher and Index Sponsor are responsible for the calculation of the 

Index and have the authority to make determinations with respect to the Index 

which could affect its levels. 

The Index Publisher and Index Sponsor are the same affiliate of the Investment Manager 

and in certain circumstances its roles as an affiliate of the Investment Manager and its 

responsibilities with respect to the Index could give rise to conflicts of interest. Even 

though the Index will be calculated in accordance with the principles set forth in the 

MLCX Handbook, its calculation and maintenance require that certain judgments and 

decisions be made. MLPF&S, as Index Publisher and Index Sponsor, will be responsible 

for these judgments and decisions. As a result, the determinations made by the Index 

Publisher and/or the Index Sponsor could affect the level of the Index. 

Further, MLPF&S faces a potential conflict of interest between its role as Index Sponsor 

and its affiliates’ active role in trading commodities and derivatives instruments based 

upon the components of the Index. For example, its trading activities will contribute to 

changes in the prices of futures contracts relating to commodities included in the Index. 

Similarly, each of the Bloomberg Index Sponsors, Bloomberg, UBS AG and UBS 

Securities LLC, as Bloomberg Index Sponsors, will make certain judgments and decisions 

with respect to the Bloomberg Commodity Index
SM

. The Bloomberg Index Sponsors will 

be responsible for these judgments and decisions. As a result, the determinations made by 

the Bloomberg Index Sponsors could affect the level of the Bloomberg Commodity 

Index
SM

.   

Investors should note that the entering by the Sub-Fund into the OTC Derivatives and the 

reverse repurchase agreement with MLI involves a counterparty risk. This risk is however 

limited to 5% of the net assets of the Sub-Fund in accordance the section 6.2.3 of the 

Prospectus. This exposes the Sub-Fund to the credit-risk of MLI acting as the Sub-Fund’s 

counterparty under the swap and the reverse repurchase agreement and its ability to satisfy 

the terms of the swap or the reverse repurchase agreement. In the event that the Sub-Fund 

is owed an amount by MLI under these transactions and MLI defaults on its payment 

obligations, the Sub-Fund may suffer a loss and such transactions may be terminated. The 

Board of Directors may then decide to close the Sub-Fund or to enter into similar 

transactions with an alternative First Class Institution recommended by the Investment 

Manager. If the Investment Manager cannot identify an alternative First Class Institution 

for this purpose, the Board of Directors may decide to close the Sub-Fund. 

The valuation of the OTC Derivatives may be carried out by a unit of MLI and any such 

unit will be independent from the units or entities responsible for the Index and the 

management of this Sub-Fund (including the OTC swap transactions).  

Shareholders of Share Classes denominated in a currency other than the Reference 

Currency of the Sub-Fund will be subject to the risk that the value of their respective 

functional currency will fluctuate against the Reference Currency of the Sub-Fund. The 

Sub-Fund will attempt to hedge currency risks through the use of forward foreign 

exchange contracts. However, there is no guarantee that the Investment Manager will be 

successful in doing so. Any profit and loss resulting from FX hedging will be allocated 

only to the relevant Class to which the specific hedge relates. Due to the foregoing, each 

Share Class may differ from each other in their overall performance. 
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Investors should familiarise themselves with the risks associated with Sub-Funds linked to 

a Reference Asset through OTC derivatives including but not limited to the discretion of 

the sponsor of such Reference Asset to modify its features or characteristics from time to 

time. Any material change in a Reference Asset will be reflected in any updated 

Supplement. 

Index Tracking Risk 

There is no guarantee that the investment objective of the Sub-Fund will be achieved. The 

total return on investment in the Shares of the Sub-Fund may be reduced by currency 

hedging inefficiencies, cost and expenses disclosed in the Sub-Fund’s Supplement and 

rebalancing of exposure to the Index.  

An extensive outline of the risk factors applicable to the Sub-Fund may be found under 

section 8 “Risk Factors” in the Prospectus. 

10 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

11 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should fall 

under the “mixed UCIs” type. 

12 Valuation Day 

The Valuation Day of the Sub-Fund will be each Banking Day which is also an Index 

Business Day.  

13 Dealing Day 

The Dealing Day of the Sub-Fund will be each Banking Day which is also an Index 

Business Day. 

Shares in the Sub-Fund may be subscribed, redeemed or converted on each Dealing Day. 

The Dealing Deadline is 5:00 p.m. Luxembourg time on the Banking Day prior to the 

relevant Dealing Day.  

14 Launch Date 

The Sub-Fund has not been launched yet. This Supplement will be updated once the 

launch date has been determined. 

15 Fees and Expenses 

The amount of fees listed below may vary on a per Share Class basis as specified in the 

Summary of Shares table below. The fees will be payable out of the assets attributable to 

the relevant Share Class as follows: 

(i) the Management Company, in its capacity as Investment Manager, will receive an 

Investment Management Fee of up to 1.85% per annum of the Net Asset Value of 

the relevant Share Class (as specified in the Summary of Shares table below). The 
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Investment Management Fee will accrue daily by reference to the Net Asset Value 

on each Valuation Day and will be paid monthly in arrears. 

(ii) the Management Company will receive a Distribution Fee of up to 1.85% per 

annum of the Net Asset Value of the relevant Share Class calculated in the same 

manner as for the calculation of the Investment Management Fee (as specified in 

the Summary of Shares table below).  

For the avoidance of doubt, with regard to any specific Share Class, the aggregate 

of the Investment Management Fee and the Distribution Fee will not exceed the 

Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares. 

(iii) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the Summary of Shares table below) of the 

Net Asset Value of the relevant Share Class. The Administrative and Operating Fee 

will accrue daily by reference to the Net Asset Value on each Valuation Day and 

shall be payable monthly in arrears. 

16 Investment Manager 

The Sub-Fund is managed by the Management Company.  

17 Shares 

Share classes are as described in the Summary of Shares table below. 

Any Share Class which is denominated in a currency which is not the Reference Currency 

of the Sub-Fund will aim to hedge the currency exposure of such Class. 
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Summary of Shares  

Name EUR B -1 (acc) USD B -1 (acc) JPY B -1 (acc) GBP B -1 (acc) 

Type Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered 

Share Class Alpha 1 Alpha 1 Alpha 1 Alpha 1 

Reference Currency EUR USD JPY GBP 

Participation Level in the Index 20% 20% 20% 20% 

Net Leverage* 1 x 1 x 1 x 1 x 

Initial Subscription Price  €100.00 $101.06 ¥100.00 ￡100.00 

Minimum Initial Subscription 

Amount 

€1,000,000 $1,000,000 ¥100,000,000 £1,000,000 

Combined Investment Management 

and Distribution Fee 

0.60% p.a. ** 0.60% p.a. ** 0.60% p.a.** 0.60% p.a.** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  None None None None 

Redemption Charge None None None None 

Total Return Bloomberg Code MLCXAF1T MLCXAF1T MLCXAF1T MLCXAF1T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 20% or 1/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that there are no hedging costs embedded at the index level 
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Name EUR E -1 (acc) USD E -1 (acc) GBP E -1 (acc) JPY E -1 (acc) 

Type Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered 

Share Class Alpha 1 Alpha 1 Alpha 1 Alpha 1 

Reference Currency EUR USD GBP JPY 

Participation Level in the Index 20% 20% 20% 20% 

Net Leverage* 1 x 1 x 1 x 1 x 

Initial Subscription Price  €100.00 $100.00 £100.00 ¥100.00 

Minimum Initial Subscription 

Amount 

€30,000,000 $50,000,000 ￡30,000,000 ¥4,000,000,000 

Combined Investment Management 

and Distribution Fee 

0.50% p.a. ** 0.50% p.a. ** 0.50% p.a. ** 0.50% p.a. ** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  None None None None 

Redemption Charge  None None None None 

Total Return Bloomberg Code MLCXAF1T MLCXAF1T MLCXAF1T MLCXAF1T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 20% or 1/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that there are no hedging costs embedded at the index level 
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Name EUR D -1 (acc) USD D -1 (acc) GBP D -1 (acc) JPY D -1 (acc) 

Type Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Form Registered Registered Registered Registered 

Share Class Alpha 1 Alpha 1 Alpha 1 Alpha 1 

Reference Currency EUR USD JPY GBP 

Participation Level in the Index 20% 20% 20% 20% 

Net Leverage* 1 x 1 x 1 x 1 x 

Initial Subscription Price  €100.00 $100.00 £100.00 ¥100.00 

Minimum Initial Subscription 

Amount 

€5,000,000 $7,500,000 £5,000,000 ¥500,000,000 

Combined Investment Management 

and Distribution Fee 

0.50% p.a. ** 0.50% p.a.** 0.50% p.a. ** 0.50% p.a. ** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge None None None None 

Redemption Charge  None None None None 

Total Return Bloomberg Code MLCXAF1T MLCXAF1T MLCXAF1T MLCXAF1T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 20% or 1/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that there are no hedging costs embedded at the index level  
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Name EUR C -1 (acc) USD C -1 (acc) JPY C -1 (acc) GBP C -1 (acc) 

Type Retail Retail Retail Retail 

Form Registered Registered Registered Registered 

Share Class Alpha 1 Alpha 1 Alpha 1 Alpha 1 

Reference Currency EUR USD JPY GBP 

Participation Level in the Index 20% 20% 20% 20% 

Net Leverage* 1 x 1 x 1 x 1 x 

Initial Subscription Price  €100.00 $100.00 ¥100.00 £100.00 

Minimum Initial Subscription Amount €10,000 $10,000 ¥1,000,000 £10,000 

Combined Investment Management 

and Distribution Fee 

1.60% p.a. ** 1.60% p.a. ** 1.60% p.a. ** 1.60% p.a. ** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  up to 5% up to 5%  up to 5%  up to 5% 

Redemption Charge  up to 3% up to 3% up to 3% up to 3%  

Total Return Bloomberg Code MLCXAF1T MLCXAF1T MLCXAF1T MLCXAF1T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 20% or 1/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that there are no hedging costs embedded at the index level 
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* (ie. the level of participation of the Share Class (e.g. 60% or 3/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that the index embeds hedging costs of 0.75% p.a. 

 

Name EUR B -3 (acc) USD B -3 (acc) JPY B -3 (acc) GBP B -3 (acc) 

Type Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered 

Share Class Alpha 3 Alpha 3 Alpha 3 Alpha 3 

Reference Currency EUR USD JPY GBP 

Participation Level in the Index 60% 60% 60% 60% 

Net Leverage* 3 x 3 x 3 x 3 x 

Initial Subscription Price  €100.00 $100.00 ¥100.00 ￡100.00 

Minimum Initial Subscription 

Amount 

€1,000,000 $1,000,000 ¥100,000,000 £1,000,000 

Combined Investment Management 

and Distribution Fee 

0.75% p.a. ** 0.75% p.a. ** 0.75% p.a**. 0.75% p.a**. 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  None None None None 

Redemption Charge  None None None None 

Total Return Bloomberg Code MLCXAF3T MLCXAF3T MLCXAF3T MLCXAF3T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR E -3 (acc) USD E -3 (acc) GBP E -3 (acc) JPY E -3 (acc) 

Type Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered 

Share Class Alpha 3 Alpha 3 Alpha 3 Alpha 3 

Reference Currency EUR USD GBP JPY 

Participation Level in the Index 60% 60% 60% 60% 

Net Leverage* 3 x 3 x 3 x 3 x 

Initial Subscription Price  €100.00 $100.00 £100.00 ¥100.00 

Minimum Initial Subscription 

Amount 

€30,000,000 $50,000,000 ￡30,000,000 ¥4,000,000,000 

Combined Investment Management 

and Distribution Fee 

0.60% p.a. ** 0.60% p.a. ** 0.60% p.a. ** 0.60% p.a. ** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  None None None None 

Redemption Charge  None None None None 

Total Return Bloomberg Code MLCXAF3T MLCXAF3T MLCXAF3T MLCXAF3T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 60% or 3/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that the index embeds hedging costs of 0.75% p.a. 
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Name EUR D -3 (acc) USD D -3 (acc) GBP D -3 (acc) JPY D -3 (acc) 

Type Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Only available to Institutional Investors 

until such time as the Net Asset Value 

of the Sub-Fund is greater than or equal 

to USD 100M 

Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Form Registered Registered Registered Registered 

Share Class Alpha 3 Alpha 3 Alpha 3 Alpha 3 

Reference Currency EUR USD JPY GBP 

Participation Level in the Index 60% 60% 60% 60% 

Net Leverage* 3 x 3 x 3 x 3 x 

Initial Subscription Price  €100.00 $100.00 £100.00 ¥100.00 

Minimum Initial Subscription 

Amount 

€5,000,000 $7,500,000 £5,000,000 ¥500,000,000 

Combined Investment Management 

and Distribution Fee 

0.60% p.a. ** 0.60% p.a.** 0.60% p.a. ** 0.60% p.a. ** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  None None None None 

Redemption Charge  None None None None 

Total Return Bloomberg Code MLCXAF3T MLCXAF3T MLCXAF3T MLCXAF3T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 60% or 3/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that the index embeds hedging costs of 0.75% p.a.  
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* (ie. the level of participation of the Share Class (e.g. 60% or 3/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that the index embeds hedging costs of 0.75% p.a. 

 

  

Name EUR C -3 (acc) USD C -3 (acc) JPY C -3 (acc) GBP C -3 (acc) 

Type Retail Retail Retail Retail 

Form Registered Registered Registered Registered 

Share Class Alpha 3 Alpha 3 Alpha 3 Alpha 3 

Reference Currency EUR USD JPY GBP 

Participation Level in the Index 60% 60% 60% 60% 

Net Leverage* 3 x 3 x 3 x 3 x 

Initial Subscription Price  €100.00 $100.00 ¥100.00 £100.00 

Minimum Initial Subscription 

Amount 

€10,000 $10,000 ¥1,000,000 £10,000 

Combined Investment Management 

and Distribution Fee 

1.75% p.a. ** 1.75% p.a. ** 1.75% p.a. ** 1.75% p.a. ** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge   up to 5%  up to 5%  up to 5%  up to 5% 

Redemption Charge  up to 3% up to 3% up to 3% up to 3%  

Total Return Bloomberg Code MLCXAF3T MLCXAF3T MLCXAF3T MLCXAF3T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 
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* (ie. the level of participation of the Share Class (e.g. 100% or 5/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that the index embeds hedging costs of 1.65% p.a. 

Name EUR B -5 (acc) USD B -5 (acc) JPY B -5 (acc) GBP B -5 (acc) 

Type Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered 

Share Class Alpha 5 Alpha 5 Alpha 5 Alpha 5 

Reference Currency EUR USD JPY GBP 

Participation Level in the Index 100% 100% 100% 100% 

Net Leverage* 5 x 5 x 5 x 5 x 

Initial Subscription Price  €100.00 $100.00 £100.00 ¥100.00 

Minimum Initial Subscription 

Amount 

€1,000,000 $1,000,000 ¥100,000,000 £1,000,000 

Combined Investment Management 

and Distribution Fee 

0.85% p.a. ** 0.85% p.a. ** 0.85% p.a**. 0.85% p.a**. 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  None None None None 

Redemption Charge  None None None None 

Total Return Bloomberg Code MLCXAF5T MLCXAF5T MLCXAF5T MLCXAF5T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR E -5 (acc) USD E -5 (acc) GBP E -5 (acc) JPY E -5 (acc) 

Type Institutional Institutional Institutional Institutional 

Form Registered Registered Registered Registered 

Share Class Alpha 5 Alpha 5 Alpha 5 Alpha 5 

Reference Currency EUR USD GBP JPY 

Participation Level in the Index 100% 100% 100% 100% 

Net Leverage* 5 x 5 x 5 x 5 x 

Initial Subscription Price  €100.00 $100.00 £100.00 ¥100.00 

Minimum Initial Subscription 

Amount 

€30,000,000 $50,000,000 ￡30,000,000 ¥4,000,000,000 

Combined Investment Management 

and Distribution Fee 

0.60% p.a. ** 0.60% p.a. ** 0.60% p.a. ** 0.60% p.a. ** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  None None None None 

Redemption Charge  None None None None 

Total Return Bloomberg Code MLCXAF5T MLCXAF5T MLCXAF5T MLCXAF5T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 100% or 5/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that the index embeds hedging costs of 1.65% p.a. 
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Name EUR D -5 (acc) USD D -5 (acc) GBP D -5 (acc) JPY D -5 (acc) 

Type Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Only available to Institutional Investors 

until such time as the Net Asset Value of 

the Sub-Fund is greater than or equal to 

USD 100M 

Form Registered Registered Registered Registered 

Share Class Alpha 5 Alpha 5 Alpha 5 Alpha 5 

Reference Currency EUR USD JPY GBP 

Participation Level in the Index 100% 100% 100% 100% 

Net Leverage* 5 x 5 x 5 x 5 x 

Initial Subscription Price €100.00 $100.00 £100.00 ¥100.00 

Minimum Initial Subscription 

Amount 

€5,000,000 $7,500,000 £5,000,000 ¥500,000,000 

Combined Investment Management 

and Distribution Fee 

0.60% p.a. ** 0.60% p.a.** 0.60% p.a. ** 0.60% p.a. ** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge None None None None 

Redemption Charge None None None None 

Total Return Bloomberg Code MLCXAF5T MLCXAF5T MLCXAF5T MLCXAF5T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 100% or 5/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that the index embeds hedging costs of 1.65% p.a.  
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Name EUR C -5 (acc) USD C -5 (acc) JPY C -5 (acc) GBP C -5 (acc) 

Type Retail Retail Retail Retail 

Form Registered Registered Registered Registered 

Share Class Alpha 5 Alpha 5 Alpha 5 Alpha 5 

Reference Currency EUR USD JPY GBP 

Participation Level in the Index 100% 100% 100% 100% 

Net Leverage* 5 x 5 x 5 x 5 x 

Initial Subscription Price  €100.00 $100.00 ¥100.00 £100.00 

Minimum Initial Subscription 

Amount 

€10,000 $10,000 ¥1,000,000 £10,000 

Combined Investment Management 

and Distribution Fee 

1.85% p.a. ** 1.85% p.a. ** 1.85% p.a. ** 1.85% p.a. ** 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge   up to 5%  up to 5%  up to 5%  up to 5% 

Redemption Charge  up to 3% up to 3% up to 3% up to 3% 

Total Return Bloomberg Code MLCXAF5T MLCXAF5T MLCXAF5T MLCXAF5T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 100% or 5/5ths) multiplied by the leverage inherent in the Index (5)) 

** Investors should note that the index embeds hedging costs of 1.65% p.a. 
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Name EUR Z -1 (acc) GBP Z -1 (acc) EUR Z -3 (acc) GBP Z -3 (acc= EUR Z -5 (acc) GBP Z-5 (acc) 

Type Appointed sub-

distributors 

Appointed sub-

distributors 

Appointed sub-

distributors 

Appointed sub-

distributors 

Appointed sub-

distributors 

Appointed sub-

distributors 

Form Registered Registered Registered Registered Registered Registered 

Share Class Alpha 1 Alpha 1 Alpha 3 Alpha 3 Alpha 5 Alpha 5 

Reference Currency EUR GBP EUR GBP EUR GBP 

Participation Level in the Index 20% 20% 60% 60% 100% 100% 

Net Leverage 1 x* 1 x* 3 x** 3 x** 5 x*** 5 x*** 

Initial Subscription Price  €100.00 £100.00 €100.00 £100.00 €100.00 £100.00 

Minimum Initial Subscription Amount €1,000.00 £1,000.00 €1,000.00 £1,000.00 €1,000.00 £1,000.00 

Combined Investment Management and 

Distribution Fee 

0.60% p.a.α 0.60% p.a. α 0.75% p.a.β 0.75% p.a. β 0.85% p.a.γ 0.85% p.a.γ 

Administrative and Operating Fee 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 0.15% p.a. 

Sales Charge  Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption Charge None None None None None None 

Total Return Bloomberg Code MLCXAF1T MLCXAF1T MLCXAF3T MLCXAF3T MLCXAF5T MLCXAF5T 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 

* (ie. the level of participation of the Share Class (e.g. 20% or 1/5ths) multiplied by the leverage inherent in the Index (5)) 

** (ie. the level of participation of the Share Class (e.g. 60% or 3/5ths) multiplied by the leverage inherent in the Index (5)) 

*** (ie. the level of participation of the Share Class (e.g. 100% or 5/5ths) multiplied by the leverage inherent in the Index (5)) 

α Investors should note that there are no hedging costs embedded at the index level 

β Investors should note that the index embeds hedging costs of 0.75% p.a. 

γ Investors should note that the index embeds hedging costs of 1.65% p.a. 
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 Bloomberg Commodity Index Family 

The Bloomberg Commodity Index
SM

 was created by AIG International Inc. in 1998 and 

acquired by UBS Securities LLC (collectively with its affiliates, “UBS”) in May 2009, at 

which time UBS and Dow Jones & Company, Inc. (“Dow Jones”) entered into an 

agreement (the “Joint Marketing Agreement”) to jointly market the index. The Joint 

Marketing Agreement with Dow Jones was terminated in 2014 as UBS entered into a 

Commodity Index License Agreement (the “CILA”) with Bloomberg Finance L.P. 

(collectively with its affiliates, “Bloomberg”). Under the CILA, Bloomberg, on behalf of 

UBS, calculates the Bloomberg Commodity Index
SM

 and its varieties (collectively, the 

“Bloomberg Commodity Index Family”). The Bloomberg Commodity Index Family 

includes indices on an excess return and total return basis, non-U.S. dollar denominated 

indices, spot price indices, single commodity indices, sector commodity indices, and one-

month, two-month and three-month forward versions, and selected sub-indices on an 

excess return and total return basis. 

The indices were rebranded from the “Dow Jones-UBS Commodity Index Family” to the 

“Bloomberg Commodity Index Family” on July 1, 2014, and their tickers were changed 

from “DJUBS” tickers to “BCOM” tickers. Both sets of tickers were available until July 

31, 2014, and DJUBS tickers were discontinued thereafter. Bloomberg has replaced Dow 

Jones as the index administrator, and is responsible for the methodology, calculation, 

distribution and licensing of the indices. 

General 

The Bloomberg Commodity Index
SM

, previously known as Dow Jones-UBS Commodity 

Index 
SM

, is a proprietary index that is designed to provide a liquid and diversified 

benchmark for commodities investments. The Bloomberg Commodity Index
SM

 was 

established on July 14, 1998. The Bloomberg Commodity Index
SM

 is currently composed 

exclusively of regulated futures contracts. A commodity futures contract is an agreement 

that provides for the purchase and sale of a specified type and quantity of a commodity 

during a stated delivery month for a fixed price. The 24 commodities that are eligible for 

inclusion in the Bloomberg Commodity Index
SM

 (the “BCOM Index Commodities”) are as 

follows: aluminum, cocoa, coffee, copper, corn, cotton, crude oil (WTI and Brent), gold, 

heating oil, lead, lean hogs, live cattle, natural gas, nickel, platinum, silver, soybean meal, 

soybean oil, soybeans, sugar, tin, unleaded gasoline, wheat and zinc. The 20 BCOM Index 

Commodities currently included in the Bloomberg Commodity Index
SM

 are as follows: 

aluminum, coffee, copper, corn, cotton, crude oil (WTI and Brent), gold, heating oil, lean 

hogs, live cattle, natural gas, nickel, silver, soybean meal, soybean oil, soybeans, sugar, 

unleaded gasoline, wheat and zinc. With the exception of several metals contracts 

(aluminum, lead, tin, nickel and zinc) that trade on the London Metals Exchange (the 

“LME”) and the contract for Brent crude oil, each of the BCOM Index Commodities is the 

subject of at least one futures contract that trades on a U.S. exchange. The designated 

futures contracts (the “Designated Contracts”) for the BCOM Index Commodities are set 

forth below in the section entitled “—Designated Contracts for Each BCOM Index 

Commodity.” The actual BCOM Index Commodities currently included in the Bloomberg 

Commodity Index
SM

 are set forth below in the section “—Index Multipliers.” 

The Bloomberg Commodity Index
SM

 tracks what is known as a rolling futures position, 

which is a position where, on a periodic basis, futures contracts on physical commodities 

specifying delivery on a nearby date must be sold and longer-dated futures contracts on 

those physical commodities must be purchased. An investor with a rolling futures position 

is able to maintain an investment position in the underlying physical commodities without 



 

317 

receiving delivery of those commodities. During the “roll period,” which is the sixth 

through tenth Bloomberg Business Days (as defined below) of each month, the calculation 

of the Bloomberg Commodity Index
SM

 is gradually shifted from the use of the nearby 

dated futures contracts included in the Bloomberg Commodity Index
SM

 to longer-dated 

futures contracts (at a rate of 20% per Bloomberg Business Day during the roll period).  

The methodology for determining the composition and weighting of the Bloomberg 

Commodity Index
SM

 and for calculating its level is subject to modification by a committee 

appointed to monitor and amend the procedures related to the Bloomberg Commodity 

Index
SM

 (the “Index Oversight Committee”) at any time.  

A “Bloomberg Business Day” means a day on which the sum of the Commodity Index 

Percentages (as described below under “—Annual Reweighting and Rebalancing of the 

Bloomberg Commodity Index
SM

”) for the BCOM Index Commodities that are open for 

trading is greater than 50%. 

The Bloomberg Commodity Index
SM

 is computed on the basis of hypothetical investments 

in the basket of commodities included in the Bloomberg Commodity Index
SM

. The 

Bloomberg Commodity Index
SM

 was created using the following four main principles: 

Economic Significance:  To achieve a fair representation of a diversified group of 

commodities to the world economy, the Bloomberg Commodity Index
SM

 uses both 

liquidity data and U.S. dollar-weighted production data in determining the relative 

quantities of included commodities. The Bloomberg Commodity Index
SM

 primarily relies 

on liquidity data, or the relative amount of trading activity of a particular commodity, as an 

important indicator of the value placed on that commodity by financial and physical 

market participants. The Bloomberg Commodity Index
SM

 also relies on production data as 

a useful measure of the importance of a commodity to the world economy. 

Diversification:  In order to provide diversified exposure to commodities as an asset class 

and to avoid disproportionate weighting in any one commodity or sector, diversification 

rules have been established, which are applied annually. In addition, the Bloomberg 

Commodity Index
SM

 is rebalanced annually on a price-percentage basis in order to 

maintain diversified commodities exposure over time. 

Continuity:  The Bloomberg Commodity Index
SM

 is intended to provide a stable 

benchmark, so that there is confidence that historical performance data is based on a 

structure that bears some resemblance to both the current and future composition of the 

Bloomberg Commodity Index
SM

. 

Liquidity:  The inclusion of liquidity as a weighting factor helps to ensure that the 

Bloomberg Commodity Index
SM

 can accommodate substantial investment flows. 

Designated Contracts for Each BCOM Index Commodity 

A futures contract known as a Designated Contract is selected by Bloomberg as the 

reference contract for each BCOM Index Commodity. With the exception of several LME 

contracts, two Designated Contracts for crude oil and two Designated Contracts for wheat, 

BCOM has historically selected for each BCOM Index Commodity one Designated 

Contract that is traded in North America and denominated in U.S. dollars. It is possible that 

Bloomberg will in the future select more than one Designated Contract for additional 

commodities or may select Designated Contracts that are traded outside of the United 

States or in currencies other than the U.S. Dollar. The termination or replacement of a 

futures contract on an established exchange occurs infrequently. If a Designated Contract is 

terminated or replaced, a comparable futures contract would be selected, if available, to 
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replace that Designated Contract. The Designated Contracts for the BCOM Index 

Commodities eligible for inclusion in the Bloomberg Commodity Index
SM

 are traded on 

the Chicago Board of Trade (“CBOT”), the Chicago Mercantile Exchange (“CME”), the 

Commodities Exchange (the “COMEX”), the Intercontinental Exchange (the “ICE”), the 

LME, the New York Board of Trade (“NYBOT”), and the New York Mercantile Exchange 

(the “NYMEX”), and are as follows: 

BCOM Index 

Commodities 

Designated Contracts  

and Price Quotes 

2015 Target Weightings of 

Designated Contracts  

 

Exchanges 

 

Units 

Aluminum High Grade Primary Aluminum 

$/metric ton 

4.5931580% LME 25 metric tons 

Cocoa Cocoa 

$/metric ton 

0.0000000%(1) NYBOT 10 metric tons 

Coffee Coffee “C” 

cents/pound 

2.2121760% NYBOT 37,500 lbs 

Copper (2) Copper 

cents/pound 

7.5375780% COMEX 25,000 lbs 

Corn Corn 

cents/bushel 

7.2463450% CBOT 5,000 bushels 

Cotton Cotton 

cents/pound 

1.5129990% NYBOT 50,000 lbs 

Crude Oil (Brent)  Brent Crude Oil 

$/barrel 

7.1565050% ICE 1,000 barrels 

Crude Oil (WTI) Light, Sweet Crude Oil 

$/barrel 

7.8434950% NYMEX 1,000 barrels 

Gold Gold 

$/troy oz. 

11.9041430% COMEX 100 troy oz. 

Heating Oil Heating Oil 

cents/gallon 

3.7609190% NYMEX 42,000 gallons 

Lead Refined Standard Lead 

$/metric ton 

0.0000000%(1) LME 25 metric tons 

Lean Hogs Lean Hogs 

cents/pound 

1.9397640% CME 40,000 lbs 

Live Cattle Live Cattle 

cents/pound 

3.3273920% CME 40,000 lbs 

Natural Gas Henry Hub Natural Gas 

$/mmbtu 

8.7397550 % NYMEX 10,000 mmbtu 

Nickel Primary Nickel 

$/metric ton 

2.1193960% LME 6 metric tons 

Platinum Platinum 

$/troy oz. 

0.0000000%(1) NYMEX 50 troy oz. 

Silver Silver 

cents/troy oz. 

4.2760540% COMEX 5,000 troy oz. 

Soybean Meal Soybean Meal 

$/short ton 

2.7453110% CBOT 100 short tons 

Soybean Oil Soybean Oil 

cents/pound 

2.8129680% CBOT 60,000 lbs 

Soybeans Soybeans 

cents/bushel 

5.6812590% CBOT 5,000 bushels 

Sugar World Sugar No. 11 

cents/pound 

3.9956530% NYBOT 112,000 lbs 

Tin Refined Tin 

$/metric ton 

0.0000000%(1) LME 5 metric tons 

Unleaded Gasoline 

(RBOB) 

Reformulated Blendstock 

for Oxygen Blending 

cents/gallon 

3.6928490% NYMEX 42,000 gallons 

Wheat (Chicago) Soft Wheat 

cents/bushel 

3.3276410% CBOT 5,000 bushels 

Wheat (KC HRW) Hard Red Winter Wheat 

cents/bushel 

1.1705090% CBOT 5,000 bushels 

Zinc Special High Grade Zinc 

$/metric ton 

2.4041340% LME 25 metric tons 
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(1) Cocoa, Lead, Platinum and Tin are not included in the Bloomberg Commodity IndexSM for 2015 because their CIPs are less than 

0.4%. 

(2) The Bloomberg Commodity IndexSM uses the high grade copper contract traded on the COMEX division of the NYMEX as the 

Designated Contract for copper, but uses COMEX prices for this Designated Contract and the LME copper contract volume data 

for purposes of index calculation. The Bloomberg Commodity IndexSM incorporates volume data for the LME copper contract, as 
it is more actively traded than the COMEX high grade copper contract. 
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Commodity Groups 

For purposes of applying the diversification rules discussed herein, each of the eligible 

BCOM Index Commodities is assigned to “Commodity Groups.” The Commodity Groups, 

the commodities included in each Commodity Group and the 2015 target weighting of 

each Commodity Group are as follows: 

 

Commodity    

Groups: 

 

BCOM Index 

Commodities: 

 

2015 Target Weightings by 

Commodity Group 
(1)

: 

Energy Brent Crude Oil 

Heating Oil 

Natural Gas 

Unleaded Gasoline 

(RBOB) 

WTI Crude Oil 

31.19% 

Grains Corn 

Soybean Meal 

Soybean Oil 

Soybeans 

Wheat 

22.98% 

Industrial Metals Aluminum 

Copper 

Nickel 

Zinc 

16.65% 

Livestock Lean Hogs 

Live Cattle 

5.27% 

Precious Metals Gold 

Silver 

16.18% 

Softs Coffee 

Cotton 

Sugar 

7.72% 

  
(1)

 Reflects the rounded weightings of the six Commodity Groups currently included in the Bloomberg 

Commodity Index
SM

. 
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Index Multipliers 

The following is a list of the BCOM Index Commodities included in the Bloomberg 

Commodity Index
SM

 for 2015, as well as their respective Index Multipliers for 2015: 

BCOM Index Commodities 
  

2015 Index Multipliers 
  

Aluminum 0.084972750 

Brent Crude Oil 4.526072990 

Coffee 41.696439590 

Copper 90.157164090 

Corn 60.338032310 

Cotton 82.609017730 

Gold 0.324416550 

Heating Oil 74.061236610 

Lean Hogs 80.682663300 

Live Cattle 66.175768510 

Natural Gas 100.650524740 

Nickel 0.004501340 

Silver 8.527938720 

Soybean Meal 0.255876090 

Soybean Oil 279.892770670 

Soybeans 17.746768250 

Sugar 891.979231440 

Unleaded Gasoline 88.510581900 

Wheat (Chicago) 18.946301220 

Wheat (KC HRW) 6.229088190 

WTI Crude Oil 5.272862920 

Zinc 0.037258420 

Index Oversight and Advisory Committees 

Bloomberg established an internal Index Oversight Committee to comply with the “19 

Principles for Financial Benchmarks” as published by the International Organization of 

Securities Commissions. The committee consists of senior representatives from various 

Bloomberg business units. The purpose of the Index Oversight Committee is to discuss 

and review all aspects of the benchmark process. Additionally, an external advisory 

committee appointed by the Index Oversight Committee (the “Index Advisory 

Committee”) will convene to provide Bloomberg with guidance and feedback from the 

investment community on index products and processes. The Index Advisory Committee 

will help set index priorities and discuss potential rules changes. 

Annual Reweighting and Rebalancing of the Bloomberg Commodity Index
SM

 

The composition of the Bloomberg Commodity Index
SM

 is rebalanced by Bloomberg each 

year pursuant to the procedures set forth in its methodology under the supervision of the 

Index Oversight Committee and is approved by the Index Oversight Committee in 

consultation with the Index Advisory Committee. Once approved by the Index Oversight 

Committee, the new composition is publicly announced, and takes effect in January 

immediately following the announcement. The weightings will be determined by the 
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Index Oversight Committee, which has a significant degree of discretion in exercising its 

supervisory duties with respect to the Bloomberg Commodity Index
SM

. Bloomberg will 

calculate the CIPs for each year in the third or fourth quarter of the previous year under 

the supervision of the Index Oversight Committee. The results will be publicly announced 

as promptly as practicable, and takes effect in January of the effective year. 

For each commodity designated for potential inclusion in the Bloomberg Commodity 

Index
SM

, liquidity is measured by the commodity liquidity percentage (the “CLP”) and 

production is measured by the commodity production percentage (the “CPP”). The CLP 

for each Designated Contract is determined by taking a five-year average of the product 

of the trading volume and the historic U.S. dollar value of that Designated Contract, and 

dividing the result by the sum of such products for all futures contracts selected as a 

reference contract for a commodity designated for potential inclusion in the Bloomberg 

Commodity Index
SM

. The CPP is determined for each commodity by taking a five-year 

average of production figures, adjusted by the historic U.S. dollar value of the applicable 

Designated Contract, and dividing the result by the sum of such products for all the 

commodities which were designated for potential inclusion in the Bloomberg Commodity 

Index
SM

. The CLP and CPP are then combined (using a ratio of 2:1) to establish the 

Commodity Index Percentage (the “CIP”) for each commodity. The CIP is then adjusted 

in accordance with the diversification rules described below in order to determine the 

commodities which will be included in the Bloomberg Commodity Index
SM

 and their 

respective percentage weights. 

To ensure that no single commodity or commodity sector dominates the Bloomberg 

Commodity Index
SM

, the following diversification rules are applied to the annual 

reweighting and rebalancing of the Bloomberg Commodity Index
SM

 as of January of the 

applicable year: 

 No single commodity may constitute more than 15% of the Bloomberg 

Commodity Index
SM

; 

 No single commodity, together with its derivatives (e.g., crude oil, together with 

heating oil and unleaded gasoline), may constitute more than 25% of the Bloomberg 

Commodity Index
SM

  

 No related group of commodities designated as a Commodity Group (e.g., 

energy, precious metals, livestock or grains) may constitute more than 33% of the 

Bloomberg Commodity Index
SM

; and 

 No single commodity (e.g., natural gas or silver) may constitute less than 2% of 

the Bloomberg Commodity Index
SM

. 

The last rule above helps to increase the diversification of the Bloomberg Commodity 

Index
SM

 by giving even the smallest commodity within the basket a reasonably significant 

weight. Commodities with small weights initially may have their weights increased to 

higher than 2%. In addition to the above rules, the Bloomberg Commodity Index
SM

 is re-

balanced annually on a price-percentage basis in order to maintain diversified 

commodities exposure over time. 

On the fourth Bloomberg Business Day of the month of January following the calculation 

of the CIPs, the CIPs are combined with the settlement prices of all of the Designated 

Contracts for such day to create the Commodity Index Multiplier (the “CIM”) for each 

Designated Contract. These CIMs remain in effect throughout the ensuing year. As a 
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result, the observed price percentage of each Designated Contract will float throughout 

the year until the CIMs are reset the following year based on new CIPs. 

Computation of the Bloomberg Commodity Index
SM

 

Bloomberg calculates the Bloomberg Commodity Index
SM

 by applying the impact of the 

changes to the prices of the Designated Contracts (based on their relative weightings). 

Once the CIMs are determined as discussed above, the calculation of the Bloomberg 

Commodity Index
SM

 is a mathematical process whereby the CIMs for the BCOM Index 

Commodities are multiplied by the respective prices in U.S. dollars for the applicable 

Designated Contracts. These products are then summed. The daily percentage change in 

this sum is then applied to the prior day’s level of the Bloomberg Commodity Index
SM 

to 

calculate the current level of the Bloomberg Commodity Index
SM

. 

Month Forward Versions of the Bloomberg Commodity Index
SM

 

The month forward version of the Bloomberg Commodity Index
SM

 follows the 

methodology of the Bloomberg Commodity Index
SM

, except that the futures contracts 

used for calculating the month forward version index are advanced, as compared to the 

Bloomberg Commodity Index
SM

, such that the delivery months for the reference contracts 

are later than those of the corresponding reference contracts used for the Bloomberg 

Commodity Index
SM

. The Bloomberg Commodity Index Family currently includes a one-

month forward version, a two-month forward version and a three-month forward version. 

License Agreement 

Merrill Lynch, Pierce Fenner & Smith Incorporated has entered into a non-exclusive 

license agreement licensing to them and to certain of their affiliated or subsidiary 

companies, in exchange for a fee, the right to use the Bloomberg Commodity Index 

Family, which is owned and published by Bloomberg, in connection with certain 

products, including the Sub-Fund. 

The license agreement provides that the following language must be set forth in this 

Supplement: 

“Bloomberg
®
”, “Bloomberg Commodity Index

SM
”, “Bloomberg Commodity Index Total 

Return
SM

”, “Bloomberg Commodity Index 1 Month Forward
SM

”, “Bloomberg 

Commodity Index 2 Month Forward
SM

”, “Bloomberg Commodity Index 3 Month 

Forward
SM

”, “Bloomberg Commodity Index 1 Month Forward Total Return
SM

”, 

“Bloomberg Commodity Index 2 Month Forward Total Return
SM

” and “Bloomberg 

Commodity Index 3 Month Forward Total Return
SM

” are service marks of Bloomberg and 

have been licensed for use for certain purposes. 

The Sub-Fund is not sponsored, endorsed, sold or promoted by Bloomberg, UBS AG, 

UBS Securities LLC (“UBS Securities”) or any of their subsidiaries or affiliates. None of 

Bloomberg, UBS AG, UBS Securities or any of their subsidiaries or affiliates makes any 

representation or warranty, express or implied, to the owners of or counterparties to the 

Sub-Fund or any member of the public regarding the advisability of investing in securities 

or commodities generally or in the Sub-Fund particularly. The only relationship of 

Bloomberg, UBS AG, UBS Securities or any of their subsidiaries or affiliates to them is 

the licensing of certain trademarks, trade names and service marks and of the Bloomberg 

Commodity Index
SM

, which is determined, composed and calculated by Bloomberg in 

conjunction with UBS Securities without regard to them or the Sub-Fund. Bloomberg and 

UBS Securities have no obligation to take our needs or the needs of the owners of the 

Sub-Fund into consideration in determining, composing or calculating the Bloomberg 
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Commodity Index
SM

. None of Bloomberg, UBS AG, UBS Securities or any of their 

respective subsidiaries or affiliates is responsible for or has participated in the 

determination of the timing of, prices at, or quantities of the Shares of the Sub-Fund to be 

issued or in the determination or calculation of the equation by which the Shares of the 

Sub-Fund are to be converted into cash. None of Bloomberg, UBS AG, UBS Securities or 

any of their subsidiaries or affiliates shall have any obligation or liability, including, 

without limitation, to the holders of the shares of the Sub-Fund, in connection with the 

administration, marketing or trading of the Sub-Fund. Notwithstanding the foregoing, 

UBS AG, UBS Securities and their respective subsidiaries and affiliates may 

independently issue and/or sponsor financial products unrelated to the Sub-Fund currently 

being issued by us, but which may be similar to and competitive with the Sub-Fund. In 

addition, UBS AG, UBS Securities and their subsidiaries and affiliates actively trade 

commodities, commodity indices and commodity futures (including the Bloomberg 

Commodity Index
SM

 and the Bloomberg Commodity Index Total Return
SM

), as well as 

swaps, options and derivatives which are linked to the performance of such commodities, 

commodity indices and commodity futures. It is possible that this trading activity will 

affect the value of the Bloomberg Commodity Index
SM

 and the Sub-Fund. 

This Supplement relates only to the Sub-Fund and does not relate to the exchange-traded 

physical commodities underlying any of the index components. Purchasers of the Shares 

of the Sub-Fund should not conclude that the inclusion of a futures contract in the 

Bloomberg Commodity Index
SM

 is any form of investment recommendation of the futures 

contract or the underlying exchange-traded physical commodity by Bloomberg, UBS AG, 

UBS Securities or any of their subsidiaries or affiliates. The information in this 

Supplement regarding the index components has been derived solely from publicly 

available documents. None of Bloomberg, UBS AG, UBS Securities or any of their 

subsidiaries or affiliates has made any due diligence inquiries with respect to the index 

components in connection with the Sub-Fund. None of Bloomberg, UBS AG, UBS 

Securities or any of their subsidiaries or affiliates makes any representation that these 

publicly available documents or any other publicly available information regarding the 

index components, including without limitation a description of factors that affect the 

prices of such components, are accurate or complete. 

NONE OF BLOOMBERG, UBS AG, UBS SECURITIES OR ANY OF THEIR 

SUBSIDIARIES OR AFFILIATES GUARANTEES THE ACCURACY AND/OR THE 

COMPLETENESS OF THE UNDERLYING INDEX OR ANY DATA RELATED 

THERETO AND NONE OF BLOOMBERG, UBS AG, UBS SECURITIES OR ANY OF 

THEIR SUBSIDIARIES OR AFFILIATES SHALL HAVE ANY LIABILITY FOR ANY 

ERRORS, OMISSIONS OR INTERRUPTIONS THEREIN. NONE OF BLOOMBERG, 

UBS AG, UBS SECURITIES OR ANY OF THEIR SUBSIDIARIES OR AFFILIATES 

MAKES ANY WARRANTY, EXPRESS OR IMPLIED, AS TO RESULTS TO BE 

OBTAINED BY US, OWNERS OF THE NOTES OR ANY OTHER PERSON OR 

ENTITY FROM THE USE OF THE UNDERLYING INDEX OR ANY DATA 

RELATED THERETO. NONE OF BLOOMBERG, UBS AG, UBS SECURITIES OR 

ANY OF THEIR SUBSIDIARIES OR AFFILIATES MAKES ANY EXPRESS OR 

IMPLIED WARRANTIES, AND EXPRESSLY DISCLAIMS ALL WARRANTIES OF 

MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE WITH 

RESPECT TO THE UNDERLYING INDEX OR ANY DATA RELATED THERETO. 

WITHOUT LIMITING ANY OF THE FOREGOING, TO THE MAXIMUM EXTENT 

ALLOWED BY LAW, BLOOMBERG, ITS LICENSORS (INCLUDING UBS), AND 

ITS AND THEIR RESPECTIVE EMPLOYEES, CONTRACTORS, AGENTS, 
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SUPPLIERS AND VENDORS SHALL HAVE NO LIABILITY OR RESPONSIBILITY 

WHATSOEVER FOR ANY INJURY OR DAMAGES—WHETHER DIRECT, 

INDIRECT, CONSEQUENTIAL, INCIDENTAL, PUNITIVE OR OTHERWISE—

ARISING IN CONNECTION WITH THE NOTES OR THE UNDERLYING INDEX OR 

ANY DATA OR VALUES RELATING THERETO—WHETHER ARISING FROM 

THEIR NEGLIGENCE OR OTHERWISE, EVEN IF NOTIFIED OF THE 

POSSIBILITY THEREOF. THERE ARE NO THIRD PARTY BENEFICIARIES OF 

ANY AGREEMENTS OR ARRANGEMENTS AMONG BLOOMBERG, UBS 

SECURITIES AND US, OTHER THAN UBS AG. 

Bloomberg Commodity Index
SM

 Disclaimer 

“Bloomberg
®
” and “Bloomberg Commodity Index

SM
” are service marks of Bloomberg 

Finance L.P. and its affiliates (collectively, “Bloomberg”) and have been licensed for use 

for certain purposes by the Licensee.  Neither Bloomberg nor UBS Securities LLC and its 

affiliates (collectively, “UBS”) are affiliated with Merrill Lynch, Pierce Fenner & Smith 

Incorporated, and Bloomberg and UBS do not approve, endorse, review or recommend the 

Sub-Fund.  Neither Bloomberg nor UBS guarantees the timeliness, accurateness or 

completeness of any data or information relating to the Merrill Lynch Commodity Index 

eXtra
SM 

Alpha 5 Long Short Index. 

The Sub-Fund is not sponsored, endorsed, sold or promoted by Bloomberg, UBS AG, 

UBS Securities, or any of their subsidiaries or affiliates. None of Bloomberg, UBS AG, 

UBS Securities or any of their subsidiaries or affiliates makes any representation or 

warranty, express or implied, to the owners of or counterparts to the Sub-Fund or any 

member of the public regarding the advisability of investing in securities or commodities 

generally or in the Sub-Fund particularly. The only relationship of Bloomberg, UBS AG, 

UBS Securities, or any of their subsidiaries or affiliates to the Licensee is the licensing of 

certain trademarks, trade names and service marks and of the Bloomberg Commodity 

Index
SM

, which is determined, composed and calculated by Bloomberg in conjunction 

with UBS Securities without regard to the investors or the Sub-Fund. Bloomberg and 

UBS Securities have no obligation to take the needs of the investors or the owners of the 

Sub-Fund into consideration in determining, composing or calculating the Bloomberg 

Commodity Index
SM

. None of Bloomberg, UBS AG, UBS Securities or any of their 

respective subsidiaries or affiliates is responsible for or has participated in the 

determination of the timing of, prices at, or quantities of the Sub-Fund to be issued or in 

the determination or calculation of the equation by which the Sub-Fund is to be converted 

into cash. None of Bloomberg, UBS AG, UBS Securities or any of their subsidiaries or 

affiliates shall have any obligation or liability, including, without limitation, to the Sub-

Fund investors, in connection with the administration, marketing or trading of the Sub-

Fund. Notwithstanding the foregoing, Bloomberg, UBS AG, UBS Securities and their 

respective subsidiaries and affiliates may independently issue and/or sponsor financial 

products unrelated to the Sub-Fund currently being issued by Licensee, but which may be 

similar to and competitive with the Sub-Fund. In addition, Bloomberg, UBS AG, UBS 

Securities and their subsidiaries and affiliates actively trade commodities, commodity 

indexes and commodity futures (including the Bloomberg Commodity Index
SM

 and 

Bloomberg Commodity Index Total Return
SM

), as well as swaps, options and derivatives 

which are linked to the performance of such commodities, commodity indexes and 

commodity futures. It is possible that this trading activity will affect the value of the 

Bloomberg Commodity Index
SM

 and the Sub-Fund. 
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The Supplement relates only to the Sub-Fund and does not relate to the exchange-traded 

physical commodities underlying any of the Bloomberg Commodity Index
SM

 components. 

Investors of the Sub-Fund should not conclude that the inclusion of a futures contract in 

the Bloomberg Commodity Index
SM

 is any form of investment recommendation of the 

futures contract or the underlying exchange-traded physical commodity by Bloomberg, 

UBS AG, UBS Securities or any of their subsidiaries or affiliates. The information in the 

Supplement regarding the Bloomberg Commodity Index
SM

 components has been derived 

solely from publicly available documents. None of Bloomberg, UBS AG, UBS Securities, 

or any of their subsidiaries or affiliates has made any due diligence inquiries with respect 

to the Bloomberg Commodity Index
SM

 components in connection with the Sub-Fund. 

None of Bloomberg, UBS AG, UBS Securities or any of their subsidiaries or affiliates 

makes any representation that these publicly available documents or any other publicly 

available information regarding the Bloomberg Commodity Index
SM

 components, 

including without limitation a description of factors that affect the prices of such 

components, are accurate or complete. 

NONE OF BLOOMBERG, UBS AG, UBS SECURITIES OR ANY OF THEIR 

SUBSIDIARIES OR AFFILIATES GUARANTEES THE ACCURACY AND/OR THE 

COMPLETENESS OF THE BLOOMBERG COMMODITY INDEX
SM

 OR ANY DATA 

RELATED THERETO AND NONE OF BLOOMBERG, UBS AG, UBS SECURITIES 

OR ANY OF THEIR SUBSIDIARIES OR AFFILIATES SHALL HAVE ANY 

LIABILITY FOR ANY ERRORS, OMISSIONS OR INTERRUPTIONS THEREIN. 

NONE OF BLOOMBERG, UBS AG, UBS SECURITIES OR ANY OF THEIR 

SUBSIDIARIES OR AFFILIATES MAKES ANY WARRANTY, EXPRESS OR 

IMPLIED, AS TO RESULTS TO BE OBTAINED BY THE INVESTORS, OWNERS OF 

THE SUB-FUND OR ANY OTHER PERSON OR ENTITY FROM THE USE OF THE 

BLOOMBERG COMMODITY INDEX
SM

 OR ANY DATA RELATED THERETO. 

NONE OF BLOOMBERG, UBS AG, UBS SECURITIES OR ANY OF THEIR 

SUBSIDIARIES OR AFFILIATES MAKES ANY EXPRESS OR IMPLIED 

WARRANTIES AND EXPRESSLY DISCLAIMS ALL WARRANTIES OF 

MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE WITH 

RESPECT TO THE BLOOMBERG COMMODITY INDEX
SM

 OR ANY DATA 

RELATED THERETO. WITHOUT LIMITING ANY OF THE FOREGOING, TO THE 

MAXIMUM EXTENT ALLOWED BY LAW, BLOOMBERG, ITS LICENSORS 

(INCLUDING UBS) AND ITS AND THEIR RESPECTIVE EMPLOYEES, 

CONTRACTORS, AGENTS, SUPPLIERS AND VENDORS SHALL HAVE NO 

LIABILITY OR RESPONSIBILITY WHATSOEVER FOR ANY INJURY OR 

DAMAGES—WHETHER DIRECT, INDIRECT, CONSEQUENTIAL, INCIDENTAL 

OR OTHERWISE—ARISING IN CONNECTION WITH THE SUB-FUND OR THE 

INDEX OR ANY DATA OR VALUES RELATING THERETO—WHETHER ARISING 

FROM THEIR NEGLIGENCE OR OTHERWISE, EVEN IF NOTIFIED OF THE 

POSSIBILITY THERETO. THERE ARE NO THIRD PARTY BENEFICIARIES OF 

ANY AGREEMENTS OR ARRANGEMENTS AMONG BLOOMBERG, UBS 

SECURITIES AND THE LICENSEES, OTHER THAN UBS AG AND THE 

LICENSORS OF BLOOMBERG. 
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EIGHTEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – FENICIAN EQUITY LONG SHORT UCITS FUND 

 

This Supplement is valid only if accompanied by the currently valid Prospectus of MERRILL 

LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to MERRILL LYNCH 

INVESTMENT SOLUTIONS – FENICIAN EQUITY LONG SHORT UCITS FUND (the “Sub-

Fund”). 

1 Investment Objective, Policy and Process 

1.1. Investment Objective 

The investment objective of the Sub-Fund is to provide investors with consistent 

absolute returns with low volatility. The Sub-Fund will seek to preserve capital 

through the use of various risk management techniques 

The Sub-Fund will be managed by Fenician Capital Management LLP (the 

“Investment Manager” or “Fenician”). 

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

1.2. Investment Policy  

The Sub-Fund will invest in a wide range of financial instruments, including 

equities, listed options, futures, contracts for difference, foreign exchange and 

other derivative instruments. This will be achieved primarily through investments 

and trading in equities and related financial instruments of companies incorporated 

or whose principal operations are in Europe.  

The Sub-Fund’s assets may also be invested in equities and related financial 

investments of companies incorporated or whose principal operations are outside 

Europe, including, North and South America and Asia. 

Derivative instruments may also be used for hedging purposes.  

The Investment Manager may attempt to respond to adverse market, economic, 

political or other conditions and the Sub-Fund may, from time to time, for 

defensive purposes, in order to preserve capital, invest a substantial portion of its 

assets in cash or cash equivalents, including money market instruments such as 

Treasury bills and other short-term obligations of the United States Government; it 

may also invest in bonds, including but not limited to German Government Bonds; 

where such investment is considered appropriate to the investment objective of the 

Sub-Fund.  

The Sub-Fund’s equity exposure will be confined to equities listed or traded on a 

Regulated Market. 

1.3. Investment Process  

The Sub-Fund employs an equity long/short trading strategy which aims to exploit 

short term market trends, special situations, technical analysis and event driven 

opportunities. It attempts to deliver returns with a low correlation to the equity 

markets.  
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The selection of a potential position for the portfolio will be based upon macro-

economic and fundamental analysis by the Investment Manager. At the stock level, 

the focus will be on company earnings, corporate activity, Initial Public Offerings 

(“IPO’s”), holding company discounts, index rebalances, share class arbitrage and 

taking advantage of valuation discrepancies. 

At the market level, the focus will be on thematic trades, index and stock option 

expiries and directional views on the market. In addition, technical analysis of 

historical price and volume data will be employed to identify suitable points in the 

market where target positions may be opened or closed. 

Investment and trading opportunities occur frequently and the most interesting 

trades with the best risk / reward profile will be included; this will qualify them as 

being a long or short position in the portfolio respectively.  

The portfolio will be a combination of both investment and trading opportunities, 

with a bias towards more trading opportunities. 

The Sub-Fund will generally have a market exposure which can be either net long 

or net short depending upon market conditions. The degree to which the Sub-Fund 

is either net long or net short will be determined by the extent of the investment 

opportunities identified by the Investment Manager. The Investment Manager will 

monitor global events for corporate actions, arbitrage, index rebalancing and flow 

imbalances in addition to the macroeconomic analysis and theme identification.  

Integral to the investment approach is the risk management discipline of the 

Investment Manager. This will be employed to monitor the portfolio, to manage 

and control volatility and to preserve capital. The Investment Manager will seek to 

hedge the foreign currency exposure of the Sub-Fund to currencies other than the 

base currency through the use of spot and forward foreign exchange contracts. 

1.4. FX Hedging  

The FX hedging function with respect to the non-Reference Currency Shares shall 

be performed by State Street Bank Europe Limited. 

2 Risk Management 

The Sub-Fund may only invest in eligible investments in accordance with all the 

restrictions and limits set forth in the Law of 17 December 2010 and all the Relevant 

Circulars issued by the CSSF with respect to investment restrictions applicable to UCITS, 

as amended and updated from time to time. 

As specified in section 11.6 “Risk Manager” of the Prospectus, the Management 

Company is responsible under the supervision of the Board of Directors for the risk 

management in relation to the Sub-Fund, and may, as the case may be, give instructions at 

any time to the Investment Manager with a view to complying with the investment 

restrictions as set forth in Section 6 “Investment Restrictions” of the Prospectus. 

The risk management is also embedded into the investment management function 

performed by the Investment Manager. While the Investment Manager does not set limits 

for maximum industry, sector or geographic exposure, it monitors concentrations from a 

risk management perspective. 
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Actively tracking and managing correlations between investments is an important element 

of the risk management approach and it is closely monitored by the risk manager (“Risk 

Manager”) and the portfolio managers. The Investment Manager will use quantitative and 

qualitative methods to estimate the level of risk for the Sub-Fund. This is managed and 

monitored on an ongoing basis by the Risk Manager who analyses portfolio data using a 

combination of in-house risk systems and external vendor-type software.  

The Investment Manager has developed a risk management methodology which focuses 

on the preservation of capital and portfolio diversification. Comprehensive scenario 

analysis and stress testing is conducted, producing reports which are reviewed regularly.  

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute value at 

risk (VaR) approach to monitor its global exposure resulting from the use of financial 

derivative instruments. 

There are two methods of calculating the leverage of the Sub-Fund: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in excess 

of the Sub-Fund’s assets under management through the use of financial derivative 

instruments. The sum of notionals of financial derivative instruments approach defines the 

leverage as the sum of the absolute value of the notional of all financial derivative 

instruments in the relevant portfolio.  

Based on the sum of the notional of financial derivative instruments approach, the Sub-

Fund’s expected level of leverage will generally vary from 50% to 250% of the Sub-

Fund’s NAV. Based on the commitment approach, the Sub-Fund’s expected level of 

leverage will generally vary from 50% to 250% of the Sub-Fund’s NAV. The Sub-Fund's 

level of leverage may possibly be higher under certain circumstances including but not 

limited to a low market volatility environment. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 4 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

4 Specific Risk Warnings 

The value of the Sub-Fund’s Assets is linked to a basket of transferable securities 

and derivatives, the values of which may rise and fall. Hence, investors should note 

that the value of their investment could fall as well as rise and they should accept 

that there is no guarantee that they will recover their initial investment. Investors 

could lose the whole of their investment. 

In addition to the information set forth in this section 5, investors should carefully 

review the “Risk Factors” in Section 8 of the Prospectus, more specifically Section 

8.1.9 “Leverage”, Section 8.2.6 “Market Liquidity and Leverage” and Section 8.5 

“Use of Derivatives”, prior to investing in the Sub-Fund. 
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The success of the Sub-Fund's activities are affected by general economic and market 

conditions, such as interest rates, availability of credit, inflation rates, economic 

uncertainty, changes in laws, trade barriers, currency exchange controls and national and 

international political circumstances. These factors may affect the level and volatility of 

securities prices and the liquidity of the Sub- Fund's investments. Volatility or illiquidity 

could impair the Sub-Fund's profitability or result in losses.  

Trading Costs  

The investment approach and trading strategy of the Sub-Fund may generate higher 

transaction costs which will be borne by the Sub-Fund.  

Distressed Securities  

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. Investors 

should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 

5 Reference Currency 

The Reference Currency of the Sub-Fund is the Euro. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should fall 

under the “shares and other financial assets’ UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund will be every Banking Day. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. 

8 Launch Date  

The Sub-Fund was launched on 15
th

 July 2014. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in the 

table Summary of Shares; the fees will be payable out of the assets attributable to the 

relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2.25% per annum of the Net Asset Value of the relevant Share Class (as specified 

in the table Summary of Shares below).  

(ii) the Management Company will receive a Distribution Fee of up to 2.25% per 

annum of the Net Asset Value of the relevant Share Class calculated in the same 

manner as for the calculation of the Investment Management Fee (as specified in 

the table Summary of Shares below).  

For the avoidance of doubt, with regard to any specific Share Class, the aggregate 

of the Investment Management Fee and the Distribution Fee will not exceed the 
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Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares. 

(iii) for all Share Classes with the exception of the I Share Class (as further described 

in section 11 “Shares” below) the Investment Manager will receive a Performance 

Fee of up to 20% of New Net Appreciation (as specified in the table Summary of 

Shares below).  

The Performance Fee is calculated by reference to each Share Class’ High Water 

Mark. The New Net Appreciation of a Share Class shall equal the amount, if any, 

by which the Net Asset Value of the relevant Share Class (prior to reduction for 

any accrued Performance Fee) as of the end of the relevant Calculation Period 

exceeds the High Water Mark attributable to such Share Class.  

The Performance Fee will be calculated in respect of each period of twelve months 

beginning on 1st January and ending on the following 31st December (a Calculation 

Period). The first Calculation Period ended on 31st December 2014. The 

Performance Fee will be calculated and accrued daily as an expense of the relevant 

Share Class and will be payable to the Investment Manager in arrears within seven 

Banking days of the end of each Calculation Period. 

If any Share Class experiences net losses after the payment of a Performance Fee 

in respect of such Share Class, the Investment Manager will retain all Performance 

Fees previously paid to it in respect of such Share Class but will not receive a new 

Performance Fee in respect of such Share Class until additional New Net 

Appreciation is achieved by such Share Class.  

(iv) for the I share class only, the Investment Manager will receive a Performance Fee 

which will be payable out of the assets of the Sub-Fund and calculated on the basis 

that for each I Share issued to Shareholders, that Shareholder is charged a 

performance fee which equates with the issued I Share’s performance. 

An “ I Shareholder Performance Period” with respect to a Shareholder means the 

period beginning on either the closing date of such Shareholder’s initial purchase 

of I Shares or the first day following the last day of the immediately preceding an I 

Shareholder Performance Period, as the case may be, and ending on the last annual 

Valuation Day or the earlier of (i) the dates of any redemptions, including 

compulsory redemptions (in whole or in part) of I Shares, and (ii) the date on 

which the Sub-Fund terminates. 

The Performance Fee in respect of the each issued I Share only, will be equal to 20 

per cent of the increase in the Net Asset Value per I Share in each case in excess of 

the high water mark (hereinafter called the “I Share Class High Water Mark”). The 

I Share Class High Water Mark at any Valuation Day will be the greater of: 

(1) The highest Net Asset Value per I Share on the last day of any preceding I 

Shareholder Performance Period; or 

(2) The Initial Subscription Price per Share at the end of the Initial Offering 

Period. 

The use of the I Share Class High Water Mark ensures that investors will not be 

charged a Performance Fee until any previous losses are recovered. 
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The Performance Fee is payable annually in arrears in respect of each I 

Shareholder Performance Period. The Performance Fee will accrue daily and be 

taken into account in the calculation of the Net Asset Value per I Share as at each 

Valuation Day. In the event that a Shareholder redeems I Shares prior to the end of 

an I Shareholder Performance Period, the amount of any accrued but unpaid 

Performance Fee in respect of such I Shares will be paid to the Investment 

Manager promptly thereafter. 

The Performance Fee in respect of each I Shareholder Performance Period will be 

calculated by reference to the Net Asset Value per I Share before the deduction of 

any accrued Performance Fees. 

(v) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the table Summary of Shares below) of the 

Net Asset Value of the relevant Share Class calculated in the same manner as for 

the calculation of the Investment Management Fee.  

10 Investment Manager  

FENICIAN Capital Management LLP a Limited Liability Partnership company, is 

incorporated under the laws of England and Wales on 3rd December 2004. The 

Investment Manager is regulated by the Financial Conduct Authority in the United 

Kingdom. 

Corrado Abbattista founded the Investment Manager and has over 20 years of financial 

markets experience and together with Geoffroy Houlot and Andrew Crane constitute the 

Senior Partners for the Investment Manager. The operations are conducted from their head 

office in London.  

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table below. 

The I Share Class shall not launch until a minimum initial subscription of USD 20 million 

(or equivalent) has been received. Following the I Share Class launch and receipt of the 

minimum initial subscription of USD 20 million, the minimum subscription amount will 

be as per the standard terms for institutional share classes as set out in section 10.5 of the 

Prospectus. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) GBP B (inc) EUR C (acc) USD C (acc) GBP C (acc) 

Type Institutional Institutional Institutional Institutional Retail Retail Retail 

Form Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP GBP EUR USD GBP 

Combined 

Investment 

Management and 

Distribution Fee 

1.5% p.a. 1.5% p.a 1.5% p.a 1.5% p.a. 2.25% p.a 2.25% p.a 2.25% p.a. 

Performance Fee 20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

Benchmark None None None None None None None 

Sales charge  None None None None Up to 5% Up to 5% Up to 5% 

Redemption 

charge 

0% 0% 0% 0% 0% 0% 0% 

Administrative 

and Operating 

Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation 
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Name EUR Z (acc) GBP Z (acc) EUR D (acc) USD D (acc) GBP D (acc) EUR I (acc) USD I (acc) 

Type Available to appointed 

Distributors only 

Available to appointed 

Distributors only 

Available to 

Institutional Investors 

only until the earlier of 

(i) $100mm AUM or 

(ii) a date to be decided 

by the Management 

Company in 

conjunction with the 

Investment Manager. 

Available to 

Institutional Investors 

only until the earlier of 

(i) $100mm AUM or 

(ii) a date to be decided 

by the Management 

Company in 

conjunction with the 

Investment Manager. 

Available to 

Institutional Investors 

only until the earlier of 

(i) $100mm AUM or 

(ii) a date to be decided 

by the Management 

Company in 

conjunction with the 

Investment Manager. 

Institutional Institutional 

Form Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR GBP EUR USD GBP EUR USD 

Combined Investment 

Management and 

Distribution Fee 

1.5% p.a. 1.5% p.a. 1% p.a. 1% p.a. 1% p.a. 1.5% p.a. 1.5% p.a. 

Performance Fee 20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

20% of New Net 

Appreciation 

20% of New Net 

Appreciation 

Benchmark None None None None None None None 

Sales charge  Up to 5% Up to 5% None None None None None 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name 

 

EUR Institutional Seed (acc) USD 

Institutional Seed (acc) 

EUR Retail Seed (acc) EUR Management (acc) GBP Management (acc) 

Type Available to Institutional 

Investors only during the initial 

offering period of the Sub-Fund 

Available to Institutional 

Investors only during the initial 

offering period of the Sub-Fund 

Available to retail investors 

only during the initial offering 

period of the Sub-Fund 

Only available to employees of 

Fenician Capital Management 

LLP and their affiliates 

 

Only available to employees of 

Fenician Capital Management 

LLP and their affiliates 

 

Form Registered Registered Registered Registered Registered 

Reference Currency EUR USD EUR EUR GBP 

Combined Investment 

Management and 

Distribution Fee 

1% 1% 1% 0 % p.a. 0 % p.a. 

Performance Fee 10% of New Net Appreciation 10% of New Net Appreciation 10% of New Net Appreciation 0% of New Net Appreciation 0% of New Net Appreciation 

Benchmark None None None None None 

Sales charge  None None None None None 

Redemption charge 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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NINETEENTH SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – ZEAL VOYAGE GREATER CHINA UCITS FUND
1
 

 

This Supplement is valid only if accompanied by the currently valid Prospectus of MERRILL 

LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to MERRILL LYNCH 

INVESTMENT SOLUTIONS – ZEAL VOYAGE GREATER CHINA UCITS FUND (the “Sub-

Fund”). 

1 Investment Objective, Policy and Strategy 

1.1 Investment Objective 

 The Investment Objective of the Sub-Fund is to generate long-term risk adjusted 

returns through investments in different asset classes of companies predominantly 

established or operating within the Greater China area, which includes the People’s 

Republic of China (PRC), including Hong Kong and Macau, and also Taiwan, by 

implementing a long-short equity strategy with a long bias
2
. 

 The Sub-Fund will be managed by Zeal Asset Management Limited (the 

“Investment Manager”). 

 There can be no assurance that the Sub-Fund will achieve its Investment Objective.  

1.2 Investment Policy  

The Sub-Fund seeks to achieve the Investment Objective primarily through 

investing in securities issued by companies established in Greater China or which 

derive a significant proportion of their revenue from business related to activity in 

Greater China by investing directly in, or trading with, Greater China. The Sub-

Fund may also invest in securities issued by companies incorporated outside 

Greater China that have significant assets, business, production, trading activity or 

other interests in Greater China.
3
 

The Sub-Fund will invest in securities issued by companies that the Investment 

Manager believes are being incorrectly valued by the market.
 4
 This can be due to a 

number of reasons, such as lack of research coverage and misunderstanding of the 

company’s fundamentals. Investments will be selected by the Investment Manager 

on an opportunistic basis and not defined by predetermined allocation levels to 

sectors or to geographical locations within Greater China.  

The Sub-Fund has flexibility to invest in a wide range of instruments including, but 

not limited to, listed equities, preferred stocks, convertible securities, equity-

                                                           

1 Please note that as of 15 March 2016, the name of this sub-fund will be changed into “MERRILL LYNCH INVESTMENT 

SOLUTIONS – ZEAL GREATER CHINA LONG SHORT UCITS FUND”.   

2 Please note that as of 15 March 2016, the words “with a long bias” of this sentence will be deleted.  

3 Please note that as of 15 March 2016, the following sentence will be added at the end of this paragraph: “The Sub-Fund may also, to a 

lesser extent, invest in securities which are not related to Greater China from time to time where opportunities can be identified.” 

4 Please note that as of 15 March 2016, this sentence will be amended as follows: “The Sub-Fund will generally invest in securities issued 

by companies that the Investment Manager believes are being under-valued by the market and short in securities that the Investment 

Manager believes are being over-valued by the market.” 
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related instruments, debt securities and obligations (which may be below 

investment grade), currencies, futures (including index futures), options, warrants, 

swaps and other derivative instruments. In addition, the Sub-Fund may engage in 

short sales via the use of derivatives instruments. Derivative instruments may be 

exchange-traded or over-the-counter.  

With respect to securities issued by China mainland incorporated companies and 

traded on the exchanges in China mainland, the Sub-Fund will invest in China B-

Shares* and/or China A-shares*. Exposure to China A-Shares and China B-Shares 

may be obtained in different ways, including indirect exposure, such as through 

investing in exchange traded funds, other funds that invest in the relevant listed 

shares and/or derivatives instruments, and direct exposure, in the case of China A-

Shares, such as via the Shanghai-Hong Kong Stock Connect and/or other relevant 

programmes when they become available.  

The Sub-Fund may engage in short sales via the use of derivatives. The Sub-Fund 

may retain amounts in cash or cash equivalents (including money market funds), 

for risk management purposes or as otherwise considered appropriate to achieve its 

Investment Objective.  

 The Sub-Fund will only invest in eligible investments in accordance with all the 

restrictions and limits set forth in the Law of 17 December 2010 and all the 

Circulars issued by the CSSF with respect to investment restrictions applicable to 

UCITS, as amended and updated from time to time.  

* China B-Shares are stocks of companies that are based in mainland China and that are traded on either 

the Shanghai Stock Exchange or the Shenzhen Stock Exchange and are eligible for foreign investment.  

* China A-Shares are stocks of companies that are based in mainland China and that are traded on 

either the Shanghai Stock Exchange or the Shenzhen Stock Exchange. Shanghai–Hong Kong Stock 

Connect is a programme that allows foreign investors to trade A-Shares on the Shanghai Stock 

Exchange via Hong Kong brokers. The Qualified Foreign Institutional Investors access scheme is a 

scheme that allows foreign institutional investor access to A-Shares subject to restrictions. 

1.3 Investment Strategy 

The Sub-Fund pursues a long biased
5
 strategy investment approach, combining the 

principles of value investing, original fundamental research and bottom-up stock 

picking to generate superior long-term risk adjusted returns in companies 

predominantly located in or operating in the Greater China area.  

The Investment Manager employs a bottom-up stock-picking approach whilst 

actively managing the Sub-Fund's long and short positions. When identifying 

possible investment opportunities, the Investment Manager takes both, bottom-up 

research findings as well as macro analysis into consideration. The Investment 

Manager mainly undertakes its own original research and company/securities 

analysis conducted by its investment team. In addition the Investment Manager 

may also utilize external sources such as broker research from time to time. Short 

derivative positions on individual stocks are mainly for alpha generation rather 

than for hedging. The active management of cash balances and usage of index 

futures or options are mainly, but not exclusively for hedging and risk 

management. 

                                                           

5  Please note that as of 15 March 2016, the word “biased” will be deleted and replaced by the word “short”. 
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The Sub-Fund’s core investment philosophy is based on the principle of value 

investing which the Investment Manager believes is best described as investing in 

companies that from the Investment Manager’s perspective have a sound business 

model, run by the right management, and whose stock is trading at attractive 

valuation. The Investment Manager believes that value investing is not only based 

on valuation and that a company with a low valuation does not necessarily have 

value. The Investment Manager aims to understand the business and management 

of a company before it can determine the company’s value. To achieve this, the 

Investment Manager performs numerous company visits and corporate access 

meetings every year to identify investment opportunities. The Investment Manager 

believes that extensive on-site due diligence checks are key in achieving and 

maintaining an in-depth and accurate understanding of a company’s business and 

management, and through which can determine a company’s long term value. And 

central to the Investment Manager’s philosophy of value investing is the belief that 

stock prices should eventually reflect the true value of companies. However, the 

market may in the short run fail to properly reflect the intrinsic value of a 

company. The Investment Manager attributes this to a number of factors such as 

lack of research coverage, a lack of understanding about the fundamentals of the 

company and market sentiment in general.
6
  

The Investment Manager strives to discover and exploit these investment 

opportunities arising from market inefficiencies in the Greater China area through 

rigorous value-style on-the-ground fundamental research and bottom-up stock 

picking.
7
 The Sub-Fund aims to generate absolute return in the long-term that may 

not be correlated to the performance of major indices. Individual positions are 

weighted according to the Investment Manager's level of conviction on the ability 

to return positive performance. The Investment Manager will take into 

consideration a number of factors when making investments on behalf of the Sub-

Fund, which will include, but not limited to liquidity, market capitalization and 

trading volume of underlying securities. There are loss-alert limits for long 

positions and cut-loss limits for short positions.  

1.4 FX Hedging 

In order to neutralise, as far as possible the impact of foreign exchange 

fluctuations, the Investment Manager may seek to hedge the foreign exchange 

exposure of the Shares denominated in currencies other than the U.S. Dollar, to the 

U.S. Dollar.  

The FX hedging function with respect to the Non Reference Currency Shares shall 

be performed by State Street Bank Europe Limited. 

2 Risk Management 

The Management Company is responsible under the supervision of the Board of Directors 

for the risk management in relation to the Sub-Fund. 

                                                           

6  Please note that as of 15 March 2016, the following sentence will be added at the end of this paragraph: “The Investment Manager will 

generally invest in securities which it believes are being under-valued by the market and short in securities which it believes are being 

over-valued by the market.” 

7 Please note that as of 15 March 2016, this sentence will be amended as follows: “The Investment Manager strives to discover and exploit 

these investment opportunities arising from market inefficiencies primarily in the Greater China area through rigorous value-style on-

the-ground fundamental research and bottom-up stock picking.” 
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For further information on risk management, investors should refer to section 11.6 of the 

Prospectus “Risk Manager”.  

In addition, the Investment Manager has put in place robust systems and process to create 

a rigorous risk framework that allows him to monitor the various aspects of risk from 

market risk to operational risk. A clear segregation of duties with an independent risk 

committee oversight, allows the timely monitoring, identification, escalation and 

resolution of issues. 

 At the portfolio level, the Investment Manager operates a number of soft limits in 

addition to the UCITS guidelines. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this Sub-

Fund was 5 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute value at 

risk (VaR) approach to monitor its global exposure resulting from the use of financial 

derivative instruments. 

There are two methods of calculating the leverage of the Sub-Fund: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in excess 

of the Sub-Fund’s assets under management through the use of financial derivative 

instruments. The sum of notionals of financial derivative instruments approach defines the 

leverage as the sum of the absolute value of the notional of all financial derivative 

instruments in the relevant portfolio.  

Based on the sum of the notional of financial derivative instruments approach, the Sub-

Fund’s expected level of leverage will generally vary from 0% to 170% of the Sub-Fund’s 

NAV. Based on the commitment approach, the Sub-Fund’s expected level of leverage will 

generally vary from 0% to 70% of the Sub-Fund’s NAV. The Sub-Fund's level of leverage 

may possibly be higher under certain circumstances including but not limited to a low 

market volatility environment. 

4 Specific Risk Warnings 

The value of the Sub-Fund’s assets is linked to a portfolio of securities, cash 

instruments, currencies and derivatives, the values of which may rise and fall. 

Hence, investors should note that the value of their investment could fall as well as 

rise and they should accept that there is no guarantee that they will recover their 

initial investment. Investors could lose the whole of their initial investment. Investors 

should also refer to the “Risk Factors” in Section 8 of the Prospectus of the 

Company, in particular section 8.4.6 “Directional Trading”,  as well as the 

“Information required by the securities laws of certain jurisdictions” in Section 19 of 

the Prospectus of the Company as the Sub-Fund will be investing in securities in 

Greater China. 
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The success of the Sub- Fund's activities are affected by general economic and market 

conditions, such as interest rates, availability of credit, inflation rates, economic 

uncertainty, changes in laws, trade barriers, currency exchange controls and national and 

international political circumstances. These factors may affect the level and volatility of 

securities prices and the liquidity of the Sub- Fund's investments. Volatility or illiquidity 

could impair the Sub Fund's profitability or result in losses.  

Risks associated with investing in the PRC 

Disclosure and Accounting Standards: Disclosure, accounting and regulatory standards 

in the PRC are in many respects less stringent than standards in certain countries with 

more developed securities markets, and there may be less publicly available information 

about companies than is regularly published by or about companies in many other 

countries. Companies in the PRC are subject to accounting standards and disclosure 

requirements that differ in significant respects from those applicable to companies in 

many countries with more developed securities markets. 

Foreign Exchange Controls: The PRC government still imposes exchange controls 

making it impossible to freely convert local currency into other currencies. The imposition 

of currency controls by the government may negatively impact performance and liquidity 

in the Sub-Fund as capital may become trapped in the PRC.  

Political and Economic Considerations: The Sub-Fund may be affected by political and 

economic developments in or affecting the PRC, including changes in government policy, 

taxation and social, ethnic and religious instability. The economy of the PRC may differ 

favorably or unfavorably from the economies in more developed countries in such 

respects as gross domestic product, rates of inflation, currency depreciation, capital 

reinvestment, resource self-sufficiency and balance of payments position. The PRC 

economy is heavily dependent upon international trade and, accordingly, has been and 

may continue to be adversely affected by trade barriers, exchange controls, and other 

protectionist measures imposed or negotiated by the countries with which they trade. 

Expropriation, confiscatory taxation, nationalization or other developments could also 

adversely affect the assets of the Sub-Fund. 

Regulation: PRC regulations under which non-resident investors, such as the Sub-Fund, 

can invest directly into equity and debt securities of domestic companies, are new, 

evolving and untested judicially. In addition, the supporting regulatory framework, such 

as applicable tax codes and foreign exchange regulations, have not yet been specifically 

amended or clarified with regard to their application to foreign investors and investments 

held by foreign investors. Therefore, these regulations and the underlying legislation may 

be amended, clarified, interpreted by judicial or administrative ruling or superseded in the 

future. Such alterations could impact adversely on the Sub-Fund’s operation and 

performance. 

Securities Markets: The stock exchanges and markets in the PRC have experienced 

significant fluctuations in the prices of securities, and no assurance can be given that such 

volatility will not continue in the future. The PRC securities markets are undergoing a 

period of growth and change which may lead to difficulties in the settlement and 

recording of transactions and in interpreting and applying the relevant regulations. The 

PRC regulatory authorities have only recently been given the power and duty to prohibit 

fraudulent and unfair trade practices relating to securities markets, including insider 

trading and market abuse, and to regulate substantial acquisitions of shares and takeovers 

of companies. 
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Risks associated with PRC taxation  

By investing in securities (including B-Shares as mentioned above) issued by PRC tax 

resident enterprises, irrespective of whether such securities are issued or distributed 

onshore or offshore, the Sub-Fund may be at risk of being subject to PRC taxes.  

There is a possibility that the current tax laws, rules, regulations and practice in the PRC 

and/or the current interpretation or understanding thereof may change in the future and 

such change(s) may have retrospective effect. The Sub-Fund could become subject to 

additional taxation that is not anticipated as at the date hereof or when the relevant 

investments are made, valued or disposed of. Any of those changes may reduce the 

income from, and/or the value of, the relevant investments in the Sub-Fund, meaning the 

Sub-Fund’s net asset value will be adversely affected. In this case, the existing and 

subsequent investors will be disadvantaged as they will bear for a disproportionately 

higher amount of tax liabilities as compared to the liability at the time of investment in the 

Sub-Fund. 

The Investment Manager has not made and currently has no intention to make provision 

in respect of potential tax liability on gains on trading of B-shares. However, this 

approach may be changed if, in the opinion of the Investment Manager, a provision is 

warranted. 

Risks Associated with investments through Shanghai–Hong Kong Stock Connect 

 As the Shanghai–Hong Kong Stock Connect is a pilot programme, there remains 

uncertainty regarding the application and interpretation of the relevant regulations, which 

are subject to change and which may have retrospective effect. The status of the Sub-

Fund’s beneficial interest in securities acquired through the programme is untested and the 

Sub-Fund will be exposed to counterparty risk with respect to brokers and the Chinese 

central clearinghouse in relation to the handling of such securities under the progamme. 

Investors should refer to section 8.4.18 “Trading in securities through Shanghai-Hong 

Kong Stock Connect”. 

Distressed Securities 

The Sub-Fund may be exposed to distressed securities, which are securities of issuers in 

extremely weak financial condition or are perceived to have a deteriorating financial 

condition that will affect their future ability to meet their financial obligations. Investors 

should refer to section 8.4.8 “Distressed Strategies” of the Prospectus. 

5 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should fall 

under the “shares and other financial assets’ UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund will be every Banking Day which is also a Hong Kong 

Business Day. 
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Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. The 

Dealing Deadline is 12 noon Luxembourg time on the second Banking Day prior to the 

relevant Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 29
th

 August 2014. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in the 

table Summary of Shares; the fees will be payable out of the assets attributable to the 

relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2.50% per annum of the Net Asset Value of the relevant Share Class (as specified 

in the table Summary of Shares below), prior to reduction for any accrued 

Performance Fee. The Investment Management Fee shall be calculated and accrued 

daily as an expense of the relevant Share Class and shall be payable monthly in 

arrears. 

(ii) the Management Company will receive a Distribution Fee of up to 2.50% per 

annum of the Net Asset Value of the relevant Share Class calculated in the same 

manner as for the calculation of the Investment Management Fee (as specified in 

the table Summary of Shares below).  

For the avoidance of doubt, with regard to any specific Share Class, the aggregate 

of the Investment Management Fee and the Distribution Fee will not exceed the 

Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of 15% of New Net 

Appreciation in respect of Institutional and Retail Share Classes. The Management 

USD Share Class does not charge a Performance Fee. The Performance Fee is 

calculated by reference to each Share Class’ High Water Mark. The New Net 

Appreciation of a Share Class shall equal the amount, if any, by which the Net 

Asset Value of the relevant Share Class (prior to reduction for any accrued 

Performance Fee) as of the end of the relevant Calculation Period exceeds the High 

Water Mark attributable to such Share Class.  

If any Share Class experiences net losses after the payment of a Performance Fee 

in respect of such Share Class, the Investment Manager will retain all Performance 

Fees previously paid to it in respect of such Share Class but will not receive a new 

Performance Fee in respect of such Share Class until additional New Net 

Appreciation is achieved by such share class. 

(iv) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the table Summary of Shares below) of the 

Net Asset Value of the relevant Share Class calculated in the same manner as for 

the calculation of the Investment Management Fee.  
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10 Investment Manager  

The Sub-Fund will be managed by Zeal Asset Management Limited, a Limited company 

organized under the laws of Hong Kong and incorporated on 13
th

 August 2009. The 

Investment Manager is registered with both the Hong Kong Securities and Futures 

Commission (SFC) and US Securities and Exchange Commission (SEC).  

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table below. 
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Summary of Shares
1
 

Name EUR B 

(acc) 

USD B 

(acc) 

GBP B 

(acc) 

HKD B 

(acc) 

RMB B 

(acc) 

EUR C 

(acc) 

USD C 

(acc) 

GBP C 

(acc) 

HKD C 

(acc) 

RMB C 

(acc) 

EUR Z 

(acc) 

GBP Z 

(acc) 

USD Z 

(acc) 

HKD Z 

(acc) 

RMB Z 

(acc) 

Type Institutional Institutional Institutional Institutional Institutional Retail Retail Retail Retail Retail Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Available to 

appointed 

distributors 

only 

Form Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP HKD RMB 

Offshore 

EUR USD GBP HKD RMB 

Offshore 

EUR GBP USD HKD RMB 

Offshore 

Minimum Initial 

Subscription Amount 

€ 1,000,000 $1,000,000 £1,000,000 8,000,000 

HKD 

6,000,000 

RMB 

€ 1,000 $ 1,000 £1,000 8,000 HKD 6,000 RMB € 1,000 £1,000 $ 1,000 8,000 HKD 6,000 RMB 

Combined Investment 

Management and 

Distribution Fee 

1.75% p.a. 1.75% p.a 1.75% p.a 1.75% p.a 1.75% p.a 2.50% p.a 2.50% p.a 2.50 % p.a. 2.50% p.a 2.50% p.a 1.75 % p.a. 1.75 % p.a. 1.75 % p.a. 1.75 % p.a. 1.75 % p.a. 

Performance Fee 15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

Benchmark None None None None None None None None None None None None None None None 

Sales charge  None None None None None Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 

                                                           

1 This has to be reviewed on a case by case basis. 
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Name EUR D (acc) USD D (acc) GBP D (acc) HKD D (acc) RMB D (acc) USD Management (acc) 

Type Only available to 

Institutional Investors until 

such time as the Net Asset 

Value of the Sub-Fund is 

greater than or equal to 100 

million or the 3 calendar 

month anniversary of the 

Sub-Fund launch date or as 

otherwise decided by the 

Management Company 

Only available to 

Institutional Investors until 

such time as the Net Asset 

Value of the Sub-Fund is 

greater than or equal to 100 

million or the 3 calendar 

month anniversary of Sub-

Fund launch date or as 

otherwise decided by the 

Management Company 

Only available to 

Institutional Investors until 

such time as the Net Asset 

Value of the Sub-Fund is 

greater than or equal to 100 

million or the 3 calendar 

month anniversary of Sub-

Fund launch date or as 

otherwise decided by the 

Management Company 

Only available to 

Institutional Investors until 

such time as the Net Asset 

Value of the Sub-Fund is 

greater than or equal to 100 

million or the 3 calendar 

month anniversary of Sub-

Fund launch date or as 

otherwise decided by the 

Management Company 

Only available to 

Institutional Investors until 

such time as the Net Asset 

Value of the Sub-Fund is 

greater than or equal to 100 

million or the 3 calendar 

month anniversary of Sub-

Fund launch date or as 

otherwise decided by the 

Management Company 

Only available to 

employees, shareholders 

and Affiliates of Zeal Asset 

Management Limited or 

funds or accounts managed 

by Zeal Asset Management 

Limited or an Affiliate. 

 

Form Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP HKD RMB Offshore USD 

Minimum Initial 

Subscription Amount 

€ 1,000,000 $1,000,000 £1,000,000 8,000,000 HKD 6,000,000 RMB $ 1,000 

Combined Investment 

Management and 

Distribution Fee 

1.25% p.a. 1.25% p.a. 1.25% p.a. 1.25% p.a. 1.25% p.a. 0 % p.a. 

Performance Fee 15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

0% of New Net 

Appreciation 

Benchmark None None None None None None 

Sales charge  None None None None None None 

Redemption charge 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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TWENTIETH SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – GOTHAM U.S. EQUITY LONG/SHORT UCITS FUND 

 

This Supplement is valid only if accompanied by the currently valid Prospectus of 

MERRILL LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to 

MERRILL LYNCH INVESTMENT SOLUTIONS – GOTHAM U.S. EQUITY 

LONG/SHORT UCITS FUND (the “Sub-Fund”). 

1 Investment Objective, Policy and Strategy 

1.1 Investment Objective 

 The investment objective of the Sub-Fund is to generate long-term capital 

appreciation primarily through long and short investments in U.S. equity 

securities. 

 The Sub-Fund will be managed by Gotham Asset Management, LLC (the 

“Investment Manager”). 

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

objective.  

1.2 Investment Policy  

The Sub-Fund seeks to achieve the investment objective primarily 

through investing in common stocks listed on one of the major U.S. stock 

exchanges and in derivatives instruments linked to such common stocks.  

The Sub-Fund has flexibility to invest in a wide range of instruments 

including, but not limited to, common stocks, preferred stocks, 

convertible securities, equity-related instruments, warrants, swaps and 

other derivative instruments. In addition, the Sub-Fund may engage in 

short sales via the use of derivatives instruments. Derivative instruments 

may be exchange-traded or over-the-counter.  

The Sub-Fund may retain amounts in cash or cash equivalents (including 

money market funds) for risk management purposes or as otherwise 

considered appropriate to achieve its investment objective.  

 The Sub-Fund will only invest in eligible investments in accordance with 

all the restrictions and limits set forth in the Law of 17 December 2010 

and all the circulars issued by the CSSF with respect to investment 

restrictions applicable to UCITS, as amended and updated from time to 

time.  

1.3 Investment Strategy 

The Sub-Fund pursues a value oriented long/short equity strategy, 

combining the principles of value investing, fundamental research and 

bottom-up stock picking. The Investment Manager believes that while 

individual stocks gravitate toward fair value over longer periods of time, 

they frequently trade at significant deviations from fair value in the short 

term. Temporary mispricings in the market occur on an ongoing basis for 
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several reasons including emotion, judgment errors, and investors’ 

inability to tolerate short-term underperformance. 

In order to take advantage of these inefficiencies, the Investment Manager 

evaluates companies according to its proprietary analytical framework. 

Such proprietary analytical framework is based on fundamental measures 

of performance derived from publicly available financial data. This 

process compares and ranks stocks within its research universe from the 

most undervalued to the most overvalued based on the Investment 

Manager’s assessment of value. Long portfolios are constructed from the 

most undervalued stocks, while short portfolios are composed of the most 

overvalued stocks, subject to pre-specified risk and diversification 

constraints.  

   In order to implement the above, the analyst team of the Investment 

Manager: 

 researches and analyzes each company in its coverage universe 

according to the proprietary methodology that emphasizes 

fundamentals such as recurring earnings, capital efficiency and 

valuation; 

 identifies and excludes companies that do not conform to the 

Investment Manager's valuation methodology and companies 

judged to have questionable financial reporting; 

 updates the analysis for earning releases, annual (Form 10-K) and 

quarterly (Form 10-Q) reports and other corporate filings; and 

 records the analysis in a centralized database enabling the 

Investment Manager to compare companies and identify longs and 

shorts on a daily basis based on proprietary valuations. 

The Sub-Fund’s portfolio is generally weighted towards companies priced 

at the largest discount to the Investment Manager's assessment of value 

for long positions and the largest premium to value for short positions. In 

general, as a company appears cheaper its weight in the portfolio 

increases.  

The Sub-Fund’s portfolio is adjusted and rebalanced daily to maintain 

exposure levels, manage risk and reflect ranking changes resulting from 

earnings releases and other new information related to particular 

companies. 

1.4 FX Hedging 

The FX hedging function with respect to the Non Reference Currency 

Shares shall be performed by State Street Bank Europe Limited. 

2 Risk Management 

The Management Company is responsible under the supervision of the Board of 

Directors for the risk management in relation to the Sub-Fund.  

For further information on risk management, investors should refer to section 

11.6 of the Prospectus “Risk Manager”.  
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In addition, the Investment Manager has implemented proprietary systems and 

developed processes to monitor and manage the Sub-Fund’s investment risks. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to 

this Sub-Fund was 4 out of 7, with 1 being the lowest risk and 7 being the 

highest risk. 

 

 

In accordance with the CSSF Circular the Sub-Fund will use an absolute value at 

risk (VaR) approach to monitor its global exposure resulting from the use of 

financial derivative instruments. 

There are two methods of calculating the leverage of the Sub-Fund: the 

commitment approach and the sum of notionals of financial derivative 

instruments approach. The commitment approach defines the leverage as the 

market risk exposure gained in excess of the Sub-Fund’s assets under 

management through the use of financial derivative instruments. The sum of 

notionals of financial derivative instruments approach defines the leverage as the 

sum of the absolute value of the notional of all financial derivative instruments in 

the relevant portfolio.  

Based on the sum of the notional of financial derivative instruments approach, 

the Sub-Fund’s expected level of leverage will generally vary from 50% to 190% 

of the Sub-Fund’s NAV. Based on the commitment approach, the Sub-Fund’s 

expected level of leverage will generally vary from 70% to 90% of the Sub-

Fund’s NAV. The Sub-Fund's level of leverage may possibly be higher under 

certain circumstances including but not limited to a low market volatility 

environment. 

4 Specific Risk Warnings 

The value of the Sub-Fund’s assets is linked to a portfolio of securities, cash 

instruments, currencies and derivatives, the values of which may rise and fall. 

Hence, investors should note that the value of their investment could fall as well 

as rise and they should accept that there is no guarantee that they will recover 

their initial investment. Investors could lose the whole of their initial investment. 

Investors should also refer to the “Risk Factors” in Section 8 of the Prospectus of 

the Company.  

5 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 
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6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant 

tolerance threshold applicable to assess the materiality of a NAV error, the Sub-

Fund should fall under the “shares and other financial assets’ UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund will be every Banking Day. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. 

The Dealing Deadline is 12 noon Luxembourg time on the second Banking Day 

prior to the relevant Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 15
th 

December 2014. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as 

specified in the table Summary of Shares; the fees will be payable out of the 

assets attributable to the relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of 

up to 2.25% per annum of the Net Asset Value of the relevant Share Class 

(as specified in the table Summary of Shares below), prior to reduction for 

any accrued Performance Fee. The Investment Management Fee shall be 

calculated and accrued daily as an expense of the relevant Share Class and 

shall be payable monthly in arrears. 

(ii) the Management Company will receive a Distribution Fee of up to 

2.25% per annum of the Net Asset Value of the relevant Share Class 

calculated in the same manner as for the calculation of the Investment 

Management Fee (as specified in the table Summary of Shares below).  

For the avoidance of doubt, with regard to any specific Share Class, the 

aggregate of the Investment Management Fee and the Distribution Fee 

will not exceed the Combined Investment Management and Distribution 

Fee stated in the table below entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of 15% of New 

Net Appreciation (as specified in the table Summary of Shares below) in 

respect of Institutional and Retail Share Classes. The Management USD 

Share Class does not charge a Performance Fee. The Performance Fee is 

calculated by reference to each Share Class’ High Water Mark. The New 

Net Appreciation of a Share Class shall equal the amount, if any, by which 

the Net Asset Value of the relevant Share Class (prior to reduction for any 

accrued Performance Fee) as of the end of the relevant Calculation Period 

exceeds the High Water Mark attributable to such Share Class.  

If any Share Class experiences net losses after the payment of a 

Performance Fee in respect of such Share Class, the Investment Manager 

will retain all Performance Fees previously paid to it in respect of such 

Share Class but will not receive a new Performance Fee in respect of such 
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Share Class until additional New Net Appreciation is achieved by such 

share class. 

(iv) the Management Company will receive an Administrative and 

Operating Fee equal to a percentage (as specified in the table Summary 

of Shares below) of the Net Asset Value of the relevant Share Class 

calculated in the same manner as for the calculation of the Investment 

Management Fee.  

10 Investment Manager  

The Sub-Fund will be managed by Gotham Asset Management, LLC, a limited 

company organized under the laws of Delaware and incorporated on 2008. The 

Investment Manager is registered as an investment adviser with the U.S. 

Securities and Exchange Commission (SEC).  

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table below. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) EUR C (acc) USD C (acc) GBP C (acc) EUR Z (acc) 

Type Institutional  Institutional Institutional Retail  Retail Retail Available to 

appointed 

Distributors only 

Form Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP EUR USD GBP EUR 

Combined 

Investment 

Management and 

Distribution Fee 

1.50% p.a. 1.50% p.a. 1.50% p.a. 2.25% p.a. 2.25% p.a. 2.25% p.a. 1.50% p.a. 

Performance Fee 15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

Benchmark None None None None None None None 

Sales charge  None None None Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption 

charge 

0% 0% 0% 0% 0% 0% 0% 

Administrative 

and Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name GBP Z (acc) EUR D (acc) USD D (acc) GBP D (acc) USD Management (acc) 

Type Available to appointed 

Distributors only 

Available to Institutional 

Investors only until the earlier 

of (i) the Sub-Fund’s NAV 

being greater than or equal to 

$100 million, or (ii) a date to 

be decided by the Directors in 

conjunction with the 

Investment Manager. 

Share class closed to new 

investment. The Directors in 

conjunction with the 

Investment Manager may re-

open this Class for further 

investment. 

Available to Institutional 

Investors only until the earlier 

of (i) the Sub-Fund’s NAV 

being greater than or equal to 

$100 million, or (ii) a date to 

be decided by the Directors in 

conjunction with the 

Investment Manager. 

Share class closed to new 

investment. The Directors in 

conjunction with the 

Investment Manager may re-

open this Class for further 

investment. 

Available to Institutional 

Investors only until the earlier 

of (i) the Sub-Fund’s NAV 

being greater than or equal to 

$100 million, or (ii) a date to 

be decided by the Directors in 

conjunction with the 

Investment Manager. 

Share class closed to new 

investment. The Directors in 

conjunction with the 

Investment Manager may re-

open this Class for further 

investment. 

Only available to 

employees, shareholders 

and Affiliates of the 

Investment Manager. 

 

Form Registered Registered Registered Registered Registered 

Reference Currency GBP EUR USD GBP USD 

Combined Investment 

Management and 

Distribution Fee 

1.50% p.a. 1.25% p.a. 1.25% p.a. 1.25% p.a. 0 % p.a. 

Performance Fee 15% of New Net Appreciation 15% of New Net Appreciation 15% of New Net Appreciation 15% of New Net Appreciation 0% of New Net 

Appreciation 

Benchmark None None None None None 

Sales charge  Up to 5% None None None None 

Redemption charge 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR X (acc) USD X (acc) GBP X (inc) 

Type Available to selected Institutional Investors  Available to selected Institutional Investors Available to selected Institutional Investors  

Form Registered Registered Registered 

Reference Currency EUR USD GBP 

Minimum Initial 

Subscription Amount 

EUR 50,000,000 USD 50,000,000 GBP 50,000,000 

Combined Investment 

Management and 

Distribution Fee 

Up to 1.5% p.a. Up to 1.5% p.a. Up to 1.5% p.a. 

Performance Fee 15% of New Net Appreciation 15% of New Net Appreciation 15% of New Net Appreciation 

Benchmark None None None 

Sales charge  None None None 

Redemption charge 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Distributing 
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TWENTY FIRST SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – MERRILL LYNCH CREDIT FUND 2016 

 

This Supplement is valid only if accompanied by the currently valid Prospectus of MERRILL 

LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to MERRILL LYNCH 

INVESTMENT SOLUTIONS – CREDIT FUND 2016 (the “Sub-Fund”). 

1 Investment Objectives and Strategies 

The Sub-Fund is a sub-fund with a Defined Investment Term, which shall end on the 

Maturity Date (as defined under section 10 “Maturity & Termination” below).  

The investment objective of the Sub-Fund is to provide investors with a target return 

equal to 3-month Euribor plus 105 basis points per annum up to the Maturity Date.  

To achieve the investment objective, the Sub-Fund will invest in (1) a portfolio of 

securities, including securities rated below and above investment grade, such as fixed 

or floating-rate, global or regional, corporate or government and structured debt 

securities (for example, asset-backed securities, which are collateralised by cash 

flows from a specified pool of underlying assets, e.g. home loans, car loans, credit 

card receivables etc., and mortgage-backed securities, which are backed by payments 

of interest and repayment of principal on mortgage loans), denominated in EUR, 

USD, GBP, JPY, CAD, AUD or CHF and listed or traded on Regulated Markets (the 

“Reference Assets”) and (2) an unfunded total return swap on the Reference Assets 

(the “TRS”) with a First Class Institution, such as MLI, terminating a few days 

before the Maturity Date, in order to enable redemption at the Maturity Date, 

pursuant to which (i) the Sub-Fund will pay the total return on the Reference Assets 

to the First Class Institution and (ii) the First Class Institution will pay to the Sub-

Fund 3-month Euribor plus 105 basis points together with an amount equal to all 

operating expenses of the Sub-Fund over the Defined Investment Term.  

There is no limit on the percentage of the Reference Assets that may be rated below 

investment grade or be unrated. The structured debt securities which may be held as 

part of the Reference Assets may have embedded derivatives, such as interest rate 

and foreign exchange options, forwards and swaps. However, to the extent that the 

total return on the Reference Assets is swapped for the return described above, the 

Sub-Fund is not itself taking economic exposure to the Reference Assets.  

Some of the Sub-Fund’s assets may be held on an ancillary basis in liquid assets, 

such as highly rated, fixed or floating rate government or corporate bonds or other 

commercial paper, money market instruments or money market funds, in order to 

facilitate potential redemption requests.  

The Sub-Fund’s assets will be valued on each Valuation Day in order to determine 

the Net Asset Value of the Sub-Fund. The TRS will be valued by MLI on a consistent 

basis utilising proprietary valuation models. The primary purpose of the Investment 

Manager in using the TRS is to generate the return described above.  
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The Net Asset Value per Share will take into account a bid-offer spread on the TRS 

determined by MLI in its capacity as the TRS counterparty. In the event that Shares 

are redeemed prior to the Maturity Date, the Net Asset Value per Share in respect of 

such redemption may be affected by the asset swap level of the BofA Merrill Lynch 

1-10 Year US Banking Index (C5P0) (the “Index”) and Shareholders may receive an 

amount lower than the amount that they would receive at the Maturity Date. Please 

see below under “Net Asset Value per Share can be lower than the subscription 

price” for more details.  

When applying the limits specified in section 7 “Collateral Policy” of the Prospectus 

to the TRS, reference should be made to the net counterparty risk exposure. Thus, the 

Investment Manager will reduce the gross counterparty risk of the Sub-Fund by 

causing the swap counterparty to deliver to the Custodian Bank collateral in the form 

prescribed by section 7 of the Prospectus. Such collateral will be enforceable by the 

Investment Manager at all times and will be marked to market at any time. The 

amount of collateral to be delivered will be at least equal to the value by which the 

gross exposure limit has been exceeded. Alternatively the Investment Manager and 

MLI may, by mutual consent, re-set the TRS providing exposure to the Reference 

Asset. 

The Sub-Fund is a structured UCITS as defined in Article 36 of Regulation 583/2010 

that existed before the date of application of the CSSF Circular 13/559 (as amended 

and/or replaced) and is therefore not required to comply with the ESMA Guidelines 

2012/832 on ETFs and other UCITS issues (as amended and/or replaced). In 

particular, the investment portfolio of the Sub-Fund that is swapped out is not 

required to comply with Articles 52, 53, 54, 55 and 56 of the UCITS Directive. 

2 Risk Management 

The Management Company is responsible under the supervision of the Board of 

Directors for the risk management in relation to the Sub-Fund. The unit of the 

Management Company responsible for the risk management of the Company is 

independent from the units or entities responsible for the management of the Sub-

Fund. For further information on risk management, investors should refer to section 

11.6 of the Prospectus “Risk Manager”. 

3 Risk Profile  

At the date of this Prospectus, the Synthetic Risk and Reward Indicator classification 

for the Sub-Fund is 4 out of 7, with 1 being the lowest risk and 7 being the highest 

risk.  

 

The Sub-Fund will use an absolute value at risk (VaR) approach to monitor its global 

exposure resulting from the use of financial derivative instruments. 
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There are two methods of calculating the leverage of a Sub-Fund: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Fund’s assets under management through the use of financial 

derivative instruments. The sum of notionals of financial derivative instruments 

approach defines the leverage as the sum of the absolute value of the notional of all 

financial derivative instruments in the relevant portfolio. 

Based on the sum of the notional of financial derivative instruments approach, the 

Sub-Fund’s expected level of leverage is 200% of the Sub-Fund’s Net Asset Value. 

Based on the commitment approach, the Sub-Fund’s expected level of leverage is 

100% of the Sub-Fund’s Net Asset Value. The Sub-Fund's level of leverage may 

possibly be higher under certain circumstances including but not limited to a low 

market volatility environment. 

4 Investor Profile 

An investment in the Sub-Fund is designed to be held until the Maturity Date. 

Investors should not expect to obtain short-term gains from such investment. The 

Sub-Fund is suitable for investors who can afford to set aside the capital for the entire 

term and who seek a medium to high risk investment.  

5 Specific Risk Warnings 

As this Sub-Fund uses financial derivative instruments for investment purposes, there 

may be a risk that the volatility of the Sub-Fund’s Net Asset Value may increase. An 

investment in the Sub-Fund should not constitute a substantial portion of an 

investment portfolio and may not be appropriate for all investors. 

Long Term Investment 

An investment in the Shares should be viewed as a long-term investment held to the 

Maturity Date and the Shares therefore are not appropriate for investors who may 

want to redeem their Shares prior to the Maturity Date. In the event that Shares are 

redeemed prior to the Maturity Date, the actual redemption price may be 

substantially lower than the Net Asset Value per Share at which the Shares were 

subscribed. 

Limited Liquidity of Reference Assets 

The Sub-Fund will invest in a concentrated portfolio of corporate credit or sovereign 

fixed income securities including listed bonds, commercial paper, bank deposits and 

money market instruments selected by the Investment Manager which may be traded 

on markets with limited liquidity. Securities may be backed by over 50% corporate 

credit or sovereign fixed income obligations (including loans). Additionally, up to 

50% of the Sub-Fund’s Reference Assets may include securities that have consumer 

or mortgage securities/loans as the underlying assets. Securities may have credit 

ratings below investment grade or no credit rating at all. In the event that MLI 

defaults under the TRS, investors in the Shares are hence exposed to the liquidity and 

credit risk inherent in these securities.  
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Net Asset Value per Share can be lower than the subscription price 

The Net Asset Value per Share will take into account a bid-offer spread on the TRS 

determined by MLI in its capacity as the TRS counterparty which will generally not 

exceed 5% of the notional amount of the TRS, except in the event of an unwind of all 

or a substantial portion of the TRS, where the spread may be wider to reflect any 

reduction in the value of the Reference Assets as a result of the immediate disposal of 

all or a substantial part of the Reference Assets.  

Furthermore the Net Asset Value per Share will decline over the remaining period to 

the Maturity Date in the event that the average industry funding cost for U.S. banks 

increase relative to such levels upon launch of the Sub-Fund (for example as a result 

of a deterioration of the credit worthiness of U.S. banks generally), as measured by 

the asset swap levels of the BofA Merrill Lynch 1-10 Year US Banking Index (C5P0) 

or a successor index agreed between the Investment Manager and MLI. The BofA 

Merrill Lynch 1-10 Year US Banking Index (C5P0) is a subset of the BofA Merrill 

Lynch US Corporate Index including all securities of U.S. bank issuers with a 

remaining term to final maturity greater than or equal to 1 year and less than 10 

years. The decline of the Net Asset Value can be up to twice the increase in the asset 

swap level of the Index relative to the asset swap level of the Index on the Closing 

Date (as defined under section 9 “Dealing Day” below), calculated by reference to 

the notional amount of the TRS, the remaining time to the Maturity Date and taking 

into account the discount of future cash flows.  

The “asset swap level” is the difference between the yield of the securities comprised 

in the Index and the interbank rate corresponding to the relevant maturity, expressed 

in percentage points. 

As a consequence, in the event that a redemption occurs before the Maturity Date, 

the Net Asset Value per Share can be expected to be below the Initial Subscription 

Price. The sensitivity of the Net Asset Value per Share to a change in the asset swap 

level of the Index will be greater at or shortly upon launch of the Sub-Fund and will 

gradually decrease until the Maturity Date. 

The hypothetical example below is provided to illustrate the sensitivity of the Net 

Asset Value to the Index. 

Assuming that: 

 interest rates used for determining the present value of future cash flows is 

equal to zero; 

 the asset swap level of the Index (as defined below) on the Closing Date is 

200 basis points; 

 the asset swap level of the Index rises to 300 basis points a few days after the 

Closing Date; and 

 the bid-offer spread on the TRS is equal to zero; 

 

then the present value of the increase in the asset swap levels is equal to 100 basis 

points per annum over the remaining period until the Maturity Date, which equals 

approximately 6%. Given that the Net Asset Value may be reduced by an amount up 
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to twice such increase in present value, the Net Asset Value decline may be as high as 

12%. It should be noted that the decline in the Net Asset Value in this example will 

be lower in the event that the interest rates used for calculating the present value are 

greater than zero. 

Notwithstanding the foregoing, the Net Asset Value per Share is not affected by any 

change in value of any or all Reference Assets and it is expected that Shares will be 

redeemed at 100% of the Initial Subscription Price on the Maturity Date unless MLI 

defaults under the TRS. The adjustment of the Net Asset Value will be weekly. 

Credit risk on MLI 

Investors should note that the entering by the Sub-Fund into the OTC transactions 

with MLI involves a counterparty risk. This risk is however limited to 5% of the net 

assets of the Sub-Fund in accordance with section 6.2.3 of the Prospectus. This 

exposes the Sub-Fund to the credit risk of MLI acting as the Sub-Fund’s counterparty 

under the OTC Transactions and its ability to satisfy the terms of such OTC 

transactions (e.g. TRS contract) and therefore the Sub-Fund may suffer a loss and 

such positions may be terminated. The Board of Directors may then decide to close 

the Sub-Fund or to enter into similar OTC transactions with an alternative First Class 

Institution recommended by the Investment Manager. If the Investment Manager 

cannot identify an alternative First Class Institution for this purpose, the Board of 

Directors may decide to close the Sub-Fund. In the event of a bankruptcy or 

insolvency of MLI, the Sub-Fund could experience delays in liquidating the positions 

and significant losses, including declines in the value of its investment during the 

period in which the Sub-Fund seeks to enforce its rights, inability to realise any gains 

on its investment during such period and fees and expenses incurred in enforcing its 

rights. There is also a possibility that the above agreements and derivative techniques 

are terminated due, for instance, to supervening illegality or change in the tax or 

accounting laws relative to those at the time the TRS was originated. 

The valuation of the OTC Derivatives will be carried out by MLI. The OTC swap 

transactions will be subject to periodic independent third party valuation. 

Investors in the Shares should be aware that such an investment may involve 

exchange rate risks. For example, the Reference Assets may be denominated in a 

currency other than the Reference Currency and, in the event of default by MLI of its 

obligations under the TRS, fluctuations in exchange rates between the Reference 

Currency and the currencies in which the Reference Assets are denominated may 

affect the value of the Shares.  

In addition to the specific risk warnings listed above, investors should refer to the 

“Risk Factors” in section 8 of the Prospectus. 

6 Pledge of Reference Assets 

As security for its obligations under the TRS, the Sub-Fund will pledge to MLI, and 

grant to MLI a first priority continuing security interest in, lien on and right of set-off 

against the Reference Assets. The Custodian Bank will, subject to the terms of the 

Custodian Agreement between the Company and the Custodian Bank and any deed 
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of charge that may be agreed between the parties from time to time, acknowledge 

such security interests, and the Reference Assets will be delivered to MLI upon the 

default by the Sub-Fund of its obligations under the provisions of the TRS, provided 

however, that in the absence of such default by the Sub-Fund, the Reference Assets 

will continue to be held by the Custodian Bank. 

7 Reference Currency 

The Reference Currency of the Sub-Fund is the EUR. 

8 Valuation Day 

The Valuation Day of the Sub-Fund will be each Banking Day which is a Wednesday, 

provided that in any case where such Valuation Day would fall on a day observed as 

a holiday, such Valuation Day shall then be the next Banking Day following such 

holiday. 

9 Dealing Day 

This Sub-Fund will be launched as a result of the merger of BofAML INVEST – 

Credit Fund 2016 (the “Merging Sub-Fund”), a sub-fund of BofAML Invest Funds 

Plc, an Irish UCITS in the form of an investment company with variable capital, into 

the Sub-Fund. 

The closing date of the Merging Sub-Fund was 27 September 2010 (the “Closing 

Date”).  

Further Shares will not be issued after the launch of the Sub-Fund. 

Prior to the Maturity Date, Shareholders can request the redemption of Shares as of 

the first (1
st
) and the third (3

rd
) Valuation Day in each calendar month (each, a 

“Redemption Day”), subject to at least seven (7) Banking Days prior notice and 

subject to the provisions below. The Dealing Deadline is 5.00 p.m. Luxembourg time 

on the relevant Banking Day.  

The redemption amount payable per redeemed Share shall be equal to the Net Asset 

Value per Share as of the relevant Redemption Day, settlement of the redemption 

amount shall occur on the second (2
nd

) Banking Day following the relevant 

Redemption Day. 

10 Maturity and Termination 

The Sub-Fund shall redeem each outstanding Share automatically on 15 December 

2016 (the “Maturity Date”) at 100% of the Initial Subscription Price, provided that 

MLI has not defaulted on its obligations under the TRS. In the event of a default by 

MLI under the TRS, the Shares shall be redeemed at the prevailing Net Asset Value 

per Share, which will reflect, inter alia (i) the net proceeds from the liquidation of the 

Sub-Fund’s assets, including but not limited to, the Reference Assets, the collateral 

held by the Sub-Fund in respect of counterparty exposure related to the TRS and all 



 

 

360 

associated amounts due and payable under the TRS and (ii) any liabilities of the Sub-

Fund. 

11 Fees and Expenses 

The amount of fees listed below may vary on a per Share Class basis as specified in 

the Summary of Shares table below. The fees will be payable out of the assets 

attributable to the relevant Share Class as follows: 

(i) the Management Company, in its capacity as Investment Manager, will 

receive an Investment Management Fee of up to 0.05% per annum of the 

Net Asset Value of the relevant Share Class (as specified in the Summary of 

Shares table below). The Investment Management Fee will accrue daily by 

reference to the Net Asset Value on each Valuation Day and will be paid 

monthly in arrears. 

(ii) the Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the Summary of Shares table below) of 

the Net Asset Value of the relevant Share Class. The Administrative and 

Operating Fee will accrue daily by reference to the Net Asset Value on each 

Valuation Day and shall be payable monthly in arrears. 

There is no Distribution Fee payable in respect of the Sub-Fund. 

12 Investment Manager 

The Sub-Fund is managed by the Management Company.  

13 Shares 

Shares are as described in the Summary of Shares table below. Investors should note 

that the EUR B (inc) Share Class is closed to new investment. 

14 Dividend 

A quarterly distribution is paid in relation to each Share, which is calculated in 

accordance with the following formula and payable on each Income Payment Day 

(as defined below): 

EUR100.00 x Rate x Days / 360 

where: 

“Rate” means the sum of (a) the 3-month Euribor rate as published on Reuters page 

EURIBOR01 for spot value on the second (2
nd

) Banking Day prior to the first 

Income Payment Day which precedes the relevant Income Payment Day and (b) 105 

basis points. 

“Days” means the actual number of whole days from and including the Income 

Payment Day immediately preceding the relevant Income Payment Day to and 

excluding the relevant Income Payment Date. 
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An “Income Payment Date” is 15 June, 15 September, 15 December and 15 March 

in each year, provided that, if any such date is not a Banking Day, the next following 

Banking Day will be deemed to be the relevant Income Payment Date. 
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Summary of Shares  

 

* Investors should note that there are no fees embedded at the swap level. 

  

Name EUR B (inc) 

Type Institutional /Share class closed to new 

investment.  

Form Registered 

Reference Currency EUR 

Minimum Initial Subscription Amount in Primary Market 100,000,000 EUR 

Investment Management Fee 0.05% p.a. * 

Administrative and Operating Fee 0.10% p.a. 

Sales charge  N/A 

Redemption charge  None 

Dividend Distributions Quarterly 
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TWENTY SECOND SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – PASSPORT CAPITAL GLOBAL EQUITY LONG SHORT 

UCITS FUND 

 

This Supplement is valid only if accompanied by the currently valid Prospectus of MERRILL 

LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to MERRILL LYNCH 

INVESTMENT SOLUTIONS – PASSPORT CAPITAL GLOBAL EQUITY LONG SHORT 

UCITS FUND (the “Sub-Fund”). 

1 Investment Objective, Policy and Strategy 

1.1 Investment Objective 

The investment objective of the Sub-Fund is to generate long-term capital 

appreciation primarily through long and short investments in global equity markets. 

The Sub-Fund will be managed by Passport Capital, LLC (the “Investment 

Manager”). 

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

1.2 Investment Policy  

The Sub-Fund seeks to achieve the investment objective by investing in global equity 

securities and in derivative instruments.  

The Sub-Fund has flexibility to invest in a wide range of instruments including, but 

not limited to, common stocks, preferred stocks, equity-related instruments, ETFs, 

FX forwards, swaps, options and other derivative instruments. In addition, the Sub-

Fund may engage in short sales via the use of derivative instruments. Derivative 

instruments may be exchange-traded or over-the-counter.  

The Sub-Fund may retain amounts in cash or cash equivalents (including money 

market funds) for risk management purposes or as otherwise considered appropriate 

to achieve its investment objective.  

The Sub-Fund will only invest in eligible investments in accordance with all the 

restrictions and limits set forth in the Law of 17 December 2010 and all the circulars 

issued by the CSSF with respect to investment restrictions applicable to UCITS, as 

amended and updated from time to time.  

1.3 Investment Strategy 

The Investment Manager believes that, while global markets may be efficient in the 

short-term, they do not adequately take into account fundamental changes that occur 

over longer periods. By focusing on large, secular changes on a global basis, the 

Investment Manager seeks compelling investment opportunities and capitalizes on 

pricing inefficiencies.  



 

 

364 

The Sub-Fund pursues a long/short global equity strategy combining a top-down 

macroeconomic analysis with a bottom-up fundamental equity research analysis. 

Through its investment process, the Investment Manager will focus on particular 

areas of opportunity and will seek to identify the best sectors and best companies to 

express an investment theme within determined risk target and limit parameters. 

Top-down macro analysis: the Investment Manager will seek to select durable and 

investable macroeconomic themes that it views as likely to drive investment behavior 

over the intermediate to long-term. The Investment Manager will focus on 

identifying unrecognized or underappreciated fundamental changes that are taking 

place in the world today, particularly in reference to the market pricing of companies 

likely to be impacted by these changes. Typically, the Investment Manager will 

analyze: 

- Global economic growth: current and expected future economic conditions to 

assess state of economies and sectors; 

- Fiscal and monetary policy: implications for economic activity and tax policy, 

government spending, debt management and actions of central banks; 

- Government policy: geopolitical climate and regulatory changes that have the 

ability to acutely affect industry investment and profitability; and 

- Non-economic factors: like demographic shifts with significant implications. 

 Bottom-Up fundamental equity research analysis: the Investment Manager will then 

identify companies that have some or all the following characteristics: 

- companies operating in industries with high barriers entries; 

- companies that have few competitors; 

- companies that have above-average growth prospects in the Investment 

Manager’s opinion; and 

- companies that are trading at substantial discounts to the Investment 

Manager’s fair value assessment. 

 In analyzing portfolio companies, prospects and/or competitors, the Investment 

Manager may use a variety of models and/or proprietary valuation metrics drawing 

data and information from a variety of sources including, among others, regulatory 

filings, company estimates, independent research.  

  Based on the above, the Investment Manager will determine the thematic emphasis of 

the Sub-Fund’s portfolio. The asset allocation to a particular theme is driven by the 

perceived risk-adjusted return potential of each theme. Once the allocation has been 

made, the Investment Manager will then determine the individual positions that will 

comprise the long and short exposures in the relevant sector.  
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1.4 FX Hedging 

The FX hedging function with respect to the non Reference Currency Shares shall be 

performed by State Street Bank Europe Limited. 

2 Risk Management 

The Management Company is responsible under the supervision of the Board of 

Directors for the risk management in relation to the Sub-Fund. 

For further information on risk management, investors should refer to section 11.6 of 

the Prospectus “Risk Manager”.  

In addition, the Investment Manager has implemented proprietary systems and 

developed processes to monitor and manage the Sub-Fund’s investment risks. 

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this 

Sub-Fund was 5 out of 7, with 1 being the lowest risk and 7 being the highest risk. 

 

 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute 

value at risk (VaR) approach to monitor its global exposure resulting from the use of 

financial derivative instruments. 

There are two methods of calculating the leverage of the Sub-Fund: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Fund’s assets under management through the use of financial 

derivative instruments. The sum of notionals of financial derivative instruments 

approach defines the leverage as the sum of the absolute value of the notional of all 

financial derivative instruments in the relevant portfolio.  

Based on the sum of the notional of financial derivative instruments approach, the 

Sub-Fund’s expected level of leverage will generally vary from 0% to 130% of the 

Sub-Fund’s NAV. Based on the commitment approach, the Sub-Fund’s expected level 

of leverage will generally vary from 0% to 60% of the Sub-Fund’s NAV. The Sub-

Fund's level of leverage may possibly be higher under certain circumstances 

including but not limited to a low market volatility environment. 
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4 Specific Risk Warnings 

The value of the Sub-Fund’s assets is linked to a portfolio of securities, cash 

instruments, currencies and derivatives, the values of which may rise and fall. Hence, 

investors should note that the value of their investment could fall as well as rise and 

they should accept that there is no guarantee that they will recover their initial 

investment. Investors could lose the whole of their initial investment. Investors 

should also refer to the “Risk Factors” in Section 8 of the Prospectus of the 

Company, in particular Section 8.5.15 entitled “Emerging Market Assets”.  

5 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should 

fall under the “shares and other financial assets’ UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund will be every Banking Day. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. The 

Dealing Deadline is 12 noon Luxembourg time on the second Banking Day prior to 

the relevant Dealing Day. 

8 Launch Date 

The Sub-Fund was launched on 20
th

 July, 2015. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in 

the table Summary of Shares; the fees will be payable out of the assets attributable to 

the relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up to 

2% per annum of the Net Asset Value of the relevant Share Class (as specified in 

the table Summary of Shares below), prior to reduction for any accrued 

Performance Fee. The Investment Management Fee shall be calculated and 

accrued daily as an expense of the relevant Share Class and shall be payable 

monthly in arrears. 

(ii) the Management Company will receive a Distribution Fee of up to 2% per 

annum of the Net Asset Value of the relevant Share Class calculated in the same 

manner as for the calculation of the Investment Management Fee (as specified in 

the table Summary of Shares below).  
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For the avoidance of doubt, with regard to any specific Share Class, the aggregate 

of the Investment Management Fee and the Distribution Fee will not exceed the 

Combined Investment Management and Distribution Fee stated in the table below 

entitled Summary of Shares. 

(iii) the Investment Manager will receive a Performance Fee of 15% of New Net 

Appreciation (as specified in the table Summary of Shares below) in respect of 

Institutional and Retail Share Classes. The Performance Fee is calculated by 

reference to each Share Class’ High Water Mark. The New Net Appreciation of a 

Share Class shall equal the amount, if any, by which the Net Asset Value of the 

relevant Share Class (prior to reduction for any accrued Performance Fee) as of 

the end of the relevant Calculation Period exceeds the High Water Mark 

attributable to such Share Class.  

If any Share Class experiences net losses after the payment of a Performance Fee 

in respect of such Share Class, the Investment Manager will retain all 

Performance Fees previously paid to it in respect of such Share Class but will not 

receive a new Performance Fee in respect of such Share Class until additional 

New Net Appreciation is achieved by such Share Class. 

(iv) The Management Company will receive an Administrative and Operating Fee 

equal to a percentage (as specified in the table Summary of Shares below) of the 

Net Asset Value of the relevant Share Class calculated in the same manner as for 

the calculation of the Investment Management Fee.  

10 Investment Manager  

The Sub-Fund will be managed by Passport Capital, LLC, a limited company 

organized under the laws of Delaware and incorporated on 2000. The Investment 

Manager is registered as an investment adviser with the U.S. Securities and Exchange 

Commission (SEC).  

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table below. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) CHF B (acc) GBP B (inc) EUR C (acc) USD C (acc) GBP C (acc) CHF C (acc) 

Type Institutional Institutional Institutional Institutional Institutional Retail Retail Retail Retail 

Form Registered Registered Registered Registered Registered Registered Registered Registered Registered 

Reference 

Currency 

EUR USD GBP CHF GBP EUR USD GBP CHF 

Combined 

Investment 

Management and 

Distribution Fee 

1.25% p.a. 1.25% p.a. 1.25% p.a. 1.25% p.a. 1.25% p.a. 2% p.a. 2% p.a. 2% p.a. 2% p.a. 

Performance Fee 15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

15% of New 

Net 

Appreciation 

Benchmark None None None None None None None None None 

Sales charge  None None None None None Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption 

charge 

0% 0% 0% 0% 0% 0% 0% 0% 0% 

Administrative 

and Operating 

Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Distributing Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR Z (acc) GPB Z (acc) 

Type Available to appointed Distributors only Available to appointed Distributors only 

Form Registered Registered 

Reference Currency EUR GBP 

Combined Investment 

Management and Distribution Fee 
1.25% p.a. 1.25% p.a. 

Performance Fee 15% of New Net Appreciation 15% of New Net Appreciation 

Benchmark None None 

Sales charge  Up to 5% Up to 5% 

Redemption charge 0% 0% 

Administrative and Operating Fee 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation 
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Name EUR D (acc) USD D (acc) GBP D (acc) CHF D (acc) USD Management (acc) 

Type Available to Institutional 

Investors only until the 

earlier of (i) the Sub-Fund’s 

Net Asset Value being 

greater than or equal to $100 

million, or (ii) a date to be 

decided by the Directors in 

conjunction with the 

Investment Manager. 

Available to Institutional 

Investors only until the 

earlier of (i) the Sub-Fund’s 

Net Asset Value being 

greater than or equal to $100 

million, or (ii) a date to be 

decided by the Directors in 

conjunction with the 

Investment Manager. 

Available to Institutional 

Investors only until the 

earlier of (i) the Sub-Fund’s 

Net Asset Value being 

greater than or equal to $100 

million, or (ii) a date to be 

decided by the Directors in 

conjunction with the 

Investment Manager. 

Available to Institutional 

Investors only until the 

earlier of (i) the Sub-Fund’s 

Net Asset Value being 

greater than or equal to $100 

million, or (ii) a date to be 

decided by the Directors in 

conjunction with the 

Investment Manager. 

Only available to employees, 

shareholders and Affiliates 

of the Investment Manager. 

Form Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP CHF USD 

Combined Investment 

Management and 

Distribution Fee 

0.95% p.a. 0.95% p.a. 0.95% p.a. 0.95% p.a. 0% p.a. 

Performance Fee 10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

0% of New Net Appreciation 

Benchmark None None None None None 

Sales charge  None None None None None 

Redemption charge 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR X (acc) 

Type Available to Retail Investors 

only until the earlier of (i) the 

Sub-Fund’s Net Asset Value 

being greater than or equal to 

$100 million, or (ii) a date to 

be decided by the Directors in 

conjunction with the 

Investment Manager. 

Form Registered 

Reference Currency EUR 

Minimum Initial 

Subscription Amount 

EUR 1000 

Combined Investment 

Management and 

Distribution Fee 

1.70% p.a. 

Performance Fee 10% of New Net 

Appreciation 

Benchmark None 

Sales charge  Up to 5% 

Redemption charge 0% 

Administrative and 

Operating Fee 

0.40% p.a. 

Dividend Policy Capitalisation 
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TWENTY THIRD SUPPLEMENT: MERRILL LYNCH INVESTMENT 

SOLUTIONS – WILLOWBRIDGE-PRAXIS GLOBAL MACRO UCITS 

FUND 

This Supplement is valid only if accompanied by the currently valid Prospectus of MERRILL 

LYNCH INVESTMENT SOLUTIONS. This Supplement refers only to MERRILL LYNCH 

INVESTMENT SOLUTIONS – WILLOWBRIDGE-PRAXIS GLOBAL MACRO UCITS 

FUND (the “Sub-Fund”). 

1 Investment Objective, Policy and Strategy 

1.1 Investment Objective 

The investment objective of the Sub-Fund is to achieve capital appreciation 

through a fully discretionary global macro trading approach which seeks to 

profit from opportunities in a wide array of liquid markets including equity 

and bond indices, fixed income, international currencies, commodity indices, 

global interest rates and stocks. 

The Sub-Fund will be managed by Willowbridge Associates Inc. (the 

“Investment Manager”). 

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

objective.  

1.2 Investment Policy  

The Sub-Fund seeks to achieve the investment objective primarily through 

investing in spot, forwards, options and futures contracts on currencies, 

exchange-traded futures and options on equity, bond and interest rate markets, 

OTC derivatives on UCITS eligible diversified commodity indices, and 

equities.  

In addition, the Sub-Fund may engage in short sales via the use of derivatives 

instruments. Derivative instruments may be exchange-traded or over-the-

counter.  

The Sub-Fund may retain amounts in cash or cash equivalents (including 

money market funds) for risk management purposes or as otherwise 

considered appropriate to achieve its investment objective.  

The Sub-Fund will only invest in eligible investments in accordance with all 

the restrictions and limits set forth in the Law of 17 December 2010 and all 

the circulars issued by the CSSF with respect to investment restrictions 

applicable to UCITS, as amended and updated from time to time.  

1.3 Investment Strategy 

The Investment Manager will implement a fully discretionary trading strategy 

to build a portfolio consisting primarily of futures on currency, fixed income, 

equity indices, FX forward and OTC derivatives on UCITS eligible 

commodity indices. 
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The Sub-Fund’s trading decisions are made jointly by the Investment 

Manager’s Co-portfolio managers Philip Yang, and Frank Marrapodi. Both 

Mr. Yang and Mr. Marrapodi must agree on each position entered into by the 

Sub-Fund. They utilize their experience in the markets and their analysis of 

fundamental and technical information to formulate reward-to-risk 

expectations about a broad number of liquid markets. The Investment 

Manager’s trading strategy seeks “value” trades, looking for positions that are 

cheap relative to the market. 

The Co-portfolio managers will determine investment opportunities based 

primarily on their independent analysis of technical factors and fundamental 

factors in the various markets: 

- Fundamental analysis is used to determine long-term trends in the 

various markets by examining, among other things, relative 

economic trends, such as growth, production, inflation, level of 

currency volatility, investment preferences, financial trends, such as 

monetary and fiscal policies, interest rates and external debt levels, 

and also political conditions.  

- Technical analysis involves independent review of historical market 

data, cyclical analysis, mathematical relationships, momentum 

models and a review of certain technical models.  

Based on such analysis, the Investment Manager will take various trading 

decisions including, the optimal structures through which to express a global 

macro theme, which instruments to trade, whether to take a long or short 

position, the maturity of the option being purchased or written (where 

applicable), the size of the position to be taken and the timing of the 

execution of trades.  

Once the Investment Manager defines a global macro theme, it will structure 

a trade that represents its view in the most efficient manner taking into 

consideration liquidity, volatility, potential for positive movement and 

downside protection. 

Trading decisions are derived from a combination of extensive technical and 

fundamental analysis, economic research, study of geo-political strategy, 

discussion with industry experts, risk assessment and anecdotal information 

from a long established international network of financial and academic 

contacts.  

All positions are closely monitored to evaluate their risks. As markets move, 

positions are refined and expectations updated in response to current market 

conditions. Positions are removed if either Mr. Yang or Mr. Marrapodi 

determines that market conditions have changed and existing positions may 

be adversely affected.  
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The Sub-Fund’s investment strategy typically includes a number of key 

investment themes, designed to capitalise upon the highest conviction 

investment opportunities identified by the Investment Manager.  

One of the key components of the portfolio is short term interest rate 

derivatives. Short term interest rate derivatives have extremely low duration 

and therefore low volatility. In an effort to ensure that the Sub-Fund achieves 

its target risk/return when investing in short term interest rate derivatives, the 

Sub-fund may invest in large notional of these products. Despite the larger 

exposures in financial derivative instruments, the risk budgeting approach by 

the Investment Manager helps to manage the risks relating to these products 

and the overall allocation of risk to each product type is optimised for its 

expected risk-adjusted returns. Despite the larger exposures of financial 

derivatives, the risk allocation model seeks to ensure that the Sub-Fund does 

not employ excessive risks to create returns.  

1.4 FX Hedging 

The FX hedging function with respect to the Non Reference Currency Shares 

shall be performed by State Street Bank Europe Limited. 

2 Risk Management 

The Management Company is responsible under the supervision of the Board of 

Directors for the risk management in relation to the Sub-Fund. 

For further information on risk management, investors should refer to section 11.6 

of the Prospectus “Risk Manager”.  

In addition, the Investment Manager has put in place robust systems and process to 

create a rigorous risk framework that allows him to monitor and manage the Sub-

Fund’s investment risks. 

The Investment Manager has adopted the concept of Risk Budgeting for the Sub-

Fund’s strategy. This involves defining a fixed amount of the Sub-Fund’s net assets 

(the “Risk Capital”) that the Investment Manager would wish to put at risk of loss in 

a single calendar year. The Risk Budget is then set as a fixed percentage of the Risk 

Capital that the investment manager would put at risk at any point in time. The 

selection of contracts and the sizing of positions are determined in order that the 

realised volatility of the entire portfolio remains within the Risk Budget. The goal is 

that by keeping losses limited to a pre-determined percentage of Risk Capital, the 

entire amount of allowable Risk Capital is not at risk at any given time. Risk Capital 

and Risk Budgets are recalculated daily, updated to include prior day profit/loss and 

most recent volatility measures per contract.  

3 Risk Profile 

At the date of this Prospectus, the Synthetic Risk Reward Indicator assigned to this 

Sub-Fund was 5 out of 7, with 1 being the lowest risk and 7 being the highest risk. 



 

 

375 

 

 

In accordance with the CSSF Circular 11/512, the Sub-Fund will use an absolute 

value at risk (VaR) approach to monitor its global exposure resulting from the use of 

financial derivative instruments. 

There are two methods of calculating the leverage of the Sub-Fund: the commitment 

approach and the sum of notionals of financial derivative instruments approach. The 

commitment approach defines the leverage as the market risk exposure gained in 

excess of the Sub-Fund’s assets under management through the use of financial 

derivative instruments. The sum of notionals of financial derivative instruments 

approach defines the leverage as the sum of the absolute value of the notional of all 

financial derivative instruments in the relevant portfolio.  

Based on the sum of the notional of financial derivative instruments approach, the 

Sub-Fund’s expected level of leverage will generally vary from 200% to 1600% of 

the Sub-Fund’s NAV. Based on the commitment approach, the Sub-Fund’s expected 

level of leverage will generally vary from 100% to 1100% of the Sub-Fund’s NAV. 

The Sub-Fund's level of leverage may possibly be higher under certain 

circumstances including but not limited to a low market volatility environment. 

Despite the larger exposures of financial derivatives, the risk allocation model 

ensures that the Sub-Fund does not employ excessive risks to create returns. The 

Sub-Fund monitors the volatility of individual positions and strategies and may 

reduce risk if volatility is higher than normal/expected. 

4 Specific Risk Warnings 

The value of the Sub-Fund’s assets is linked to a portfolio of securities, cash 

instruments, currencies and derivatives, the values of which may rise and fall. 

Hence, investors should note that the value of their investment could fall as well as 

rise and they should accept that there is no guarantee that they will recover their 

initial investment. Investors could lose the whole of their initial investment. 

Investors should also refer to the “Risk Factors” in Section 8 of the Prospectus of the 

Company in particular sections 8.4.12 “Futures” and 8.5 entitled “Use of 

Derivatives”.  

Dependence on the Investment Manager  

The success of the Sub-Fund is largely dependent upon the Investment Manager. 

The performance of the Investment Manager depends upon certain personnel, 

primarily Mr. Yang and Mr. Marrapodi. Should any such personnel be in any way 

unavailable or incapacitated, the performance of the Sub-Fund may be adversely 

affected. 

 

 



 

 

376 

 

High Leverage 

The Sub-Fund employs an investment strategy which is complex, involves 

numerous risks, and may employ leverage through the use of derivatives and 

therefore potentially lead to high levels of volatility in returns. The use of leverage 

creates special risks and may significantly increase the Sub-Funds’ investment risk. 

Leverage creates an opportunity for greater yield and total return but, at the same 

time, will increase the exposure of a Sub-Fund to greater capital risk than an 

unlevered vehicle 

Forward Foreign Exchange Contracts 

Forward foreign exchange contracts are generally effected through a trading system 

known as the interbank market which is not a market with a specific location but 

rather a network of participants electronically linked. There is no limitation as to 

daily price movements on this market and in exceptional circumstances there have 

been periods during which certain banks have refused to quote prices for forward 

foreign exchange contracts or have quoted prices with an unusually wide spread 

between the price at which the bank is prepared to buy and that at which it is 

prepared to sell. Transactions in forward foreign exchange contracts are neither 

regulated by any regulatory authority nor guaranteed by an exchange or clearing 

house. A Sub-Fund is subject to the risk of the inability or refusal of its 

counterparties to perform with respect to such contracts. Any such default would 

eliminate any profit potential and compel a Sub-Fund to cover its commitments for 

resale or repurchase, if any, at the then current market price. These events could 

result in significant losses. 

Options Trading  

Option trading is speculative and involves a high degree of risk. If the Sub-Fund 

purchases a put or a call option, it may lose the entire premium paid. If the Sub-

Fund writes or sells a put or call option, its loss is potentially unlimited. 

Commodity and Energy Trading 

A Sub-Fund may from time to time have a significant commitment to commodity 

and energy index trading (i.e., trading in indices on electricity, natural gas, oil, crops 

and meats and related derivative instruments, including swaps, options and futures). 

Commodity index and energy index trading involves certain financial risks that are 

qualitatively different from those incurred in trading securities and other financial 

instrument 

Interest Rates 

Interest rates are determined by factors of supply and demand in the international 

money markets which are influenced by macro economic factors, speculation and 

central bank and government policies or intervention. Fluctuations in short term 

and/or long term interest rates may affect the value of the Shares. Fluctuations in 

interest rates of the currency in which the Shares are denominated and/or 

fluctuations in interest rates of the currency or currencies in which the Sub-Fund’s 

Assets are denominated may affect the value of the Shares. 
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Equities  

The Sub-Fund’s investments in equity securities may decline in value due to factors 

affecting the issuing companies, their industries, or the economy and equity markets, 

generally. The values of equity securities may decline for a number of reasons which 

directly relate to the issuing company, such as management performance, financial 

leverage and reduced demand for the issuer’s goods or services. They may also 

decline due to factors which affect a particular industry or industries, such as labor 

shortages or increased production costs and competitive conditions within an 

industry. In addition, they may decline due to general market conditions which are 

not specifically related to a company or industry, such as real or perceived adverse 

economic conditions, changes in the general outlook for corporate earnings, changes 

in interest or currency rates or adverse investor sentiment, generally. Other risks of 

investing globally in equity securities may include changes in currency exchange 

rates, exchange control regulations, expropriation of assets or nationalization, 

imposition of taxes including withholding taxes on dividend or interest payments, 

and difficulty in obtaining and enforcing judgments against entities. Equities 

investments may involve substantial risks and may be subject to wide and sudden 

fluctuations in market value, with a resulting fluctuation in the amount of profits and 

losses. There are no absolute restrictions in regard to the size or operating 

experience of the companies in which the Sub-Fund may invest directly or 

indirectly. In addition, relatively small companies in which the Sub-Fund may invest 

may lack management depth or the ability to generate internally, or obtain 

externally, the funds necessary for growth and companies with new products or 

services could sustain significant losses if projected markets do not materialize. 

Fixed-Income Investments  

The value of the fixed-income securities will change as the general levels of interest 

rates fluctuate. When interest rates decline, the value of the Sub-Fund’s fixed-

income securities can be expected to rise. Conversely, when interest rates rise, the 

value of such securities can be expected to decline. Investments in lower rated or 

unrated fixed-income securities, while generally providing greater opportunity for 

gain and income than investments in higher rated securities, usually entail greater 

risk (including the possibility of default or bankruptcy of the issuers of such 

securities).  

Possible Effects of Speculative Position Limits  

The CFTC and domestic exchanges have established speculative position limits 

(“position limits”) on the maximum futures position which any person, or group of 

persons acting in concert, may hold or control in particular futures contracts or 

options on futures contracts traded on U.S. commodity exchanges. The Investment 

Manager may be the manager for other accounts. Under current regulations, such 

other accounts are combined with the positions held by the Sub-Fund under the 

Investment Manager’s management for position limit purposes. In addition, the 

Investment Manager may trade for its own account and the accounts of its 

principals. This trading could preclude additional trading in such contracts by the 

Investment Manager for the account of the Sub-Fund. In addition, the Investment 
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Manager may be required to liquidate positions at an inopportune time to avoid 

breaching certain limits, resulting in a price that may be less favorable than desired. 

Electronic Trading  

The Investment Manager may place trades through electronic trading systems 

provided by the brokerage firms used by the Investment Manager. Trades placed by 

electronic means are governed by the terms of the relevant electronic brokerage 

trading agreements and by exchange rules. Electronic trading systems vary in terms 

of order matching procedures, opening and closing procedures and prices, error 

trade policies, trading limitations or requirements, qualifications for access, grounds 

for terminating access, and limitations on the types of orders that may be entered. 

Additional risk may occur due to limitation of system access, varying response times 

and security requirements. In the case of Internet-based systems, there may be 

additional risks related to service providers and the receipt and monitoring of 

electronic mail. In the event of electronic system or component failure, it might not 

be possible to enter new orders, execute existing orders or modify or cancel orders 

that were previously entered, and orders may be lost or lose priority. The Investment 

Manager may place orders by telephone, and will retain such capability to use that 

method if electronic trading is not possible for a period of time. Exchanges may 

have adopted rules to limit their liability, the liability of futures brokers and software 

and communication system vendors and the amount that may be collected for 

system failures and delays. 

Discretionary Strategies  

Discretionary strategies, which the Investment Manager will use on behalf of the 

Sub-Fund, are considered by some to be inherently less consistent in their 

application than systematic strategies. The Investment Manager relies on judgmental 

decisions by its principal traders in determining trades. The various decisions 

include which instruments to trade, whether to take a long or short position, the 

maturity of the contract being purchased or written, the size of the positions to be 

taken, and the timing of the execution of trades. No assurance can be given that all 

of the pertinent information will be available to the Investment Manager in 

formulating any particular trading decision. The failure of the Investment Manager 

to consider any relevant information in making trading decisions may cause the Sub-

Fund to miss significant profit opportunities or to incur substantial losses. 

Non-Correlated, Not Negatively Correlated, Anticipated Performance  

The Investment Manager does not anticipate that the performance of the Sub-Fund 

will be negatively correlated to that of the general debt and equity markets. Rather, 

the Investment Manager expects only that the Sub-Fund’s performance will be 

generally non-correlated, i.e., unrelated, not opposite, to the performance of the 

traditional financial markets, although no degree of correlation or lack thereof can 

be guaranteed. It is by no means the case that the Sub-Fund can be expected to be 

profitable during unfavorable periods for the stock and bond markets or vice versa. 

The Sub-Fund may incur substantial losses at the same time as a Shareholder’s stock 

and bond holdings, magnifying rather than mitigating losses. The Sub-Fund, even if 
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successful, can serve only as a diversification from, not a hedge against, 

Shareholders’ conventional portfolios. Moreover, there can be no assurance that the 

Sub-Fund will be successful.  

5 Reference Currency 

The Reference Currency of the Sub-Fund is the USD. 

6 Tolerance Threshold  

For the purpose of section 15 of the Prospectus in respect of the relevant tolerance 

threshold applicable to assess the materiality of a NAV error, the Sub-Fund should 

fall under the “mixed UCIs” type. 

7 Dealing Day 

The Dealing Day of the Sub-Fund will be every Banking Day. 

Shares in the Sub-Fund may be subscribed for or redeemed on any Dealing Day. The 

Dealing Deadline is 12 noon Luxembourg time on the second Banking Day prior to 

the relevant Dealing Day. 

8 Launch Date 

The Sub-Fund will be launched on or about 1
st
 September 2015. 

9 Fees and Expenses 

The amount of Fees listed below may vary on a per Share Class basis as specified in 

the table Summary of Shares; the fees will be payable out of the assets attributable 

to the relevant Share Class as follows: 

(i) the Investment Manager will receive an Investment Management Fee of up 

to 2% per annum of the Net Asset Value of the relevant Share Class (as 

specified in the table Summary of Shares below), prior to reduction for any 

accrued Performance Fee. The Investment Management Fee shall be 

calculated and accrued daily as an expense of the relevant Share Class and 

shall be payable monthly in arrears. 

(ii) the Management Company will receive a Distribution Fee of up to 2% per 

annum of the Net Asset Value of the relevant Share Class calculated in the 

same manner as for the calculation of the Investment Management Fee (as 

specified in the table Summary of Shares below).  

For the avoidance of doubt, with regard to any specific Share Class, the 

aggregate of the Investment Management Fee and the Distribution Fee will 

not exceed the Combined Investment Management and Distribution Fee 

stated in the table below entitled Summary of Shares. 



 

 

380 

 

(iii) the Investment Manager will receive a Performance Fee of up to 15% of 

New Net Appreciation calculated by reference to each Share Class’s High 

Water Mark (as specified in the table Summary of Shares). The New Net 

Appreciation of a Share Class shall equal the amount, if any, by which the 

Net Asset Value of the relevant Share Class (prior to reduction for any 

accrued Performance Fee) as of the end of the relevant Calculation Period 

exceeds the High Water Mark attributable to such Share Class. 

(iv) the Management Company will receive an Administrative and Operating 

Fee equal to a percentage (as specified in the table Summary of Shares 

below) of the Net Asset Value of the relevant Share Class calculated in the 

same manner as for the calculation of the Investment Management Fee.  

10 Investment Manager  

The Sub-Fund will be managed by Willowbridge Associates Inc. a company which 

was incorporated on 27 January 1988 under the laws of Delaware, Willowbridge 

Associates Inc. is registered as a Commodity Pool Operator and Commodity Trading 

Advisor with the Commodity Futures Trading Commission (“CFTC”) and is a 

member of the National Futures Association (“NFA”) in such capacity. 

Willowbridge Associates Inc. is also registered as an Investment Adviser with the 

Securities Exchange Commission (“SEC”). 

The Management Company may terminate the Investment Management Agreement 

with immediate effect by giving written notice to the Investment Manager if (i) a 

Key Man (as such term is defined in the Investment Management Agreement) ceases 

to be a member of the Investment Manager or to participate actively in the 

management of the Sub-Fund, or the Investment Manager knows that the Key Man 

will cease to be a member of the Investment Manager and notifies the Management 

Company of the same or (ii) it is in the best interests of the shareholders of the Sub-

Fund to do so. 

11 Shares 

The Sub-Fund will issue Shares as set out in the Summary of Shares table below. 
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Summary of Shares 

Name EUR B (acc) USD B (acc) GBP B (acc) EUR C (acc) USD C (acc) GBP C (acc) GBP Z (acc) 

Type Institutional Institutional Institutional Retail Retail Retail Available to 

appointed 

Distributors Only 

Form Registered Registered Registered Registered Registered Registered Registered 

Reference Currency EUR USD GBP EUR USD GBP GBP 

Combined Investment 

Management and 

Distribution Fee 

1.25% 1.25% 1.25% 2.00% 2.00% 2.00% 1.25% 

Performance Fee 15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

15% of New Net 

Appreciation 

Benchmark None None None None None None None 

Sales charge  None None None Up to 5% Up to 5% Up to 5% Up to 5% 

Redemption charge 0% 0% 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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Name EUR Z (acc) EUR D (acc) USD D (acc) GBP D (acc) USD Management (acc) 

Type Available to appointed 

Distributors Only 

Available to Institutional 

Investors only until the 

earlier of (i) $100mm AUM 

or (ii) a date to be decided by 

the Directors in conjunction 

with the Investment Manager. 

Available to Institutional 

Investors only until the 

earlier of (i) $100mm AUM 

or (ii) a date to be decided by 

the Directors in conjunction 

with the Investment Manager. 

Available to Institutional 

Investors only until the 

earlier of (i) $100mm AUM 

or (ii) a date to be decided by 

the Directors in conjunction 

with the Investment Manager. 

Only available to employees, 

shareholders and Affiliates of 

the Investment Manager. 

Form Registered Registered Registered Registered Registered 

Reference Currency EUR EUR USD GBP USD 

Combined Investment 

Management and 

Distribution Fee 

1.25% 1% 1 % 1% 0% 

Performance Fee 15% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

10% of New Net 

Appreciation 

0% of New Net Appreciation 

Benchmark None None None None None 

Sales charge  Up to 5% None None None None 

Redemption charge 0% 0% 0% 0% 0% 

Administrative and 

Operating Fee 

0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 0.40% p.a. 

Dividend Policy Capitalisation Capitalisation Capitalisation Capitalisation Capitalisation 
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