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The successful use of such instruments depends on the ability to accurately predict movements 
in stock prices, interest rates, currency exchange rates or other economic factors and the 
availability of liquid markets. If the External Investment Manager’s prediction is incorrect, or if 
the FDIs do not work as anticipated, greater losses may be incurred than had FDIs not been 
used.  

 
While some strategies involving FDIs can reduce the risk of loss, they can also reduce the 
opportunity for gain or even result in losses by offsetting favourable price movements in other 
investments. This results in likelihood of high volatility of the NAV per Unit of the Fund.  
 
Investments in FDIs may require the deposit of an initial margin and additional deposits of 
margin on short notice if the market moves against the investment positions. If no provision is 
made for the required margin within the prescribed time, FDI investments may be liquidated at 
a loss.  
 
Other risks in using FDIs include the risk of mispricing or improper valuation of FDIs and the 
inability of FDIs to correlate perfectly with underlying assets, rates and indices. Many FDIs, in 
particular privately negotiated FDIs, are complex and often valued subjectively. Improper 
valuations can result in increased cash payment requirements to counterparties or a loss of 
value to the Fund. Also, the value of FDIs may not correlate perfectly, or at all, with the value of 
the assets, reference rates or indices they are designed to closely track. In addition, the use of 
FDIs may attract taxes for short-term capital gains than had FDIs not been used.  
 
For hedged Classes, the Manager may use forward contract for the purpose of hedging the 
foreign currency movement against the Base Currency. In particular, for those forward 
transactions that are traded OTC, there is an increase in counterparty risk. If a counterparty 
defaults, the Fund may not get the expected payment or delivery of assets. This may result in 
the loss of the unrealised profit. The investment in FDIs is used to reduce currency fluctuation 
risk for the Fund. 
 
 

7. Risk Mitigation of the Fund will be amended to the following: 
 

 2.3  RISK MITIGATION 
 
 We will take reasonable steps to mitigate the risks associated with the Fund by taking the 
 following steps: 

 
(a) monitor and review the Fund on a monthly basis and ensure that the Fund adheres to the 

investment policy and strategy and investment restrictions and limits; 
(b) review the investment results on a monthly basis against the target return of the Fund; 
(c) hedge currency risk, if applicable; and 
(d) escalate and report investment related matters of the Fund to the senior management and 

investment committee of TAIM. 
 

 To mitigate the risks confronting the Fund, the External Investment Manager will, amongst other 
 things: 

 
(a) constantly monitor the market liquidity and pricing; 
(b) always adhere to the Fund’s investment policy and strategy and the investment restrictions 

and limits to achieve the Fund’s investment objective; 
(c) practice prudent liquidity management to ensure that the Fund maintains reasonable levels 

of liquidity to meet any redemption request. The External Investment Manager deploys a 
proprietary risk model to quantify liquidity risks by taking into consideration, different 
determinants of liquidity for the individual securities. Key liquidity metrics are the time to 
liquidate (also known as the liquidity profile) and liquidation cost at the security and Fund 


