SVM UK Absolute Alpha Fund
Paragraphs that may be of assistance to intermediaries to produce “Reasons Why” letters and mailings
What is the SVM UK Absolute Alpha Fund?

The SVM UK Absolute Alpha Fund is an FSA registered fund that is available to retail investors. It seeks to deliver an annual return in excess of cash with an aim of 10%pa net of fees (not guaranteed), though on a monthly basis returns will be more variable and may be negative.  Over the longer term, a full stock market cycle, it aims to give a return that is better than the UK equities. It should be possible to achieve this because of the greater investment powers now available to fund managers and, in particular, the potential to make a return through instruments that borrow shares in companies that they subsequently sell.  They do this with the expectation that these share prices are likely to fall and with the intention of buying them back at a lower price thereby profiting from the difference (this method of investing is known as shorting). It is the prospect of being able to give positive returns in both rising and falling markets that makes this fund particularly interesting.
How is it possible to achieve a positive return when equity markets are falling?

1. Achieving positive returns despite falling share prices is possible through the process of ‘shorting’.  This is based on the manager’s skill to recognise overpriced securities that he believes are more likely to fall and he uses financial instruments to borrow stock in these shares to sell to a third party with the intention of buying them back at a later date for a lower price.  In this scenario the difference between the two trades will be positive thus making a profit for the fund.

2. The fund will in part invest for exposure to short positions.  Contracts for differences (CFDs) are used which have the effect of borrowing shares from a third party in a company whose share price the manager believes is likely to fall in price.  They are then bought back at a later date, hopefully for a lower price.  If the price at which they are sold is higher than the price that they are bought back then the fund will profit.

3. Traditional equity funds invest in shares that the fund manager believes will rise in value.  The SVM UK Absolute Alpha Fund will also invest for exposure to short positions which allows the fund to benefit from shares that the manager believes will fall in value.

Who will manage the fund and what is their experience of managing this type of strategy?

The fund is managed by Colin McLean who is Managing Director of SVM Asset Management and is widely regarded as one of the UK’s foremost stockpickers.  Colin has been running long/short strategies since 1992 and is lead manager on the company’s European “Highlander” and UK “Saltire” long/short funds.

How will the volatility of the fund compare to the equity market?

1. The fund will be invested to provide exposure to long and short positions.  By investing to benefit both from share prices expected to rise and share prices expected to fall, volatility in the fund as a result of UK stock market volatility may be reduced, though this is not guaranteed.
2. Sensitivity to the wider stock market movement should be reduced as the fund will have exposure to shares which the fund manager believes will rise (longs) and shares in companies he believes will fall (shorts).  A company’s share price performance is not only a result of its individual performance but also sensitivity to the wider stock market.  However the SVM UK Absolute Alpha Fund will at times have a higher correlation to the stock market, this will be when Colin has more conviction that stocks will rise in value and the funds exposure to these stocks will increase. Conversely, when Colin believes that more stocks are overvalued, the funds exposure to “shorts” will increase and the funds performance should be less sensitive to the overall stock market.
Who is this fund suitable for?

1. The SVM UK Absolute Alpha Fund aims to perform across the stock market cycle and is therefore suitable for longer term investors who feel that equities should be a part of their portfolio and are willing to forgo some of the market upside to gain the potential to perform as the market deteriorates. 

2. The Fund is suitable for investors seeking to reduce their portfolio’s sensitivity to the performance of the UK equity market while maintaining the potential of a gain substantially above cash.
Key bullet points/information:

1. The fund aims to deliver a return of 10% per annum after fees (but this is not guaranteed).
2. The fund is a long/short UK equity fund. It differs from others in the Absolute Return Sector as it does not aim to be market neutral, instead having a greater bias towards long or short positions as market conditions vary. 
3. Managed by Colin McLean who has been managing this type of strategy since 1992.
4. As an authorised UCITS fund, capital growth is treated under the CGT regime. It also benefits from daily pricing and daily dealing. 

5. Limited funds of this type currently available to retail investors.

Please refer to the professional intermediaries’ brochure which provides details of risk warnings relating to this fund. This brochure and other information is available from our website at http://www.svmonline.co.uk or by calling us on 0800 0199 110
